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The goals of the Ministry of Economic Development
and Trade (formerly named the Ministry of Enter-
prise, Opportunity and Innovation) are to promote
innovation, economic growth, and job creation. To
help achieve these goals, the Ministry funded sev-
eral major science and technology programs and
spent $1.3 billion between April 1, 1998 and March
31, 2003, with total announced program commit-
ments of $4.3 billion.

During our audit, we did not receive adequate
access to all the information we requested from the
Ministry—information that the Ministry must pro-
vide to us under section 10 of the Auditor General
Act (at the time of the audit, the Audit Act). Such
limitations on our access to information prevented
us from being able to conclude on our audit object-
ives and complete this audit in a timely manner.
The Ministry was of the opinion that it provided the
information in accordance with government proto-
cols. However, we continually expressed the view
that we were not provided with all the information
needed to satisfactorily complete our audit work.
Notwithstanding the limitation on our access to
information, we still noted a number of significant
concerns, as follows:

The Ministry had paid the Ontario Innovation

Trust $750 million to support the capital cost of

research in Ontario, but the Ministry was receiv-
ing virtually no information from the Trust and
did not have the required monitoring processes
in place to hold the Trust accountable for its
expenditure of public funds.

The Innovation Institute of Ontario (II0)—a
non-profit corporation that administers the
Ontario Research and Development Chal-

lenge Fund—often destroyed research-proposal
assessments without the required written con-
sent from the Ministry.

We found that the marks on the Ministry’s sum-
mary of the Premier’s Research Excellence
Awards competition did not agree with the
reviewers’ original score-sheet marks. Such find-
ings limit the Ministry’s ability to demonstrate
the fairness of the selection process.

A review of the minutes from advisory board
meetings where research proposals were rec-
ommended for funding revealed occasions on
which a conflict of interest should have been
declared, but there was no indication in the min-
utes that a conflict had been declared.
Although the Ministry had spent hundreds of
millions of dollars on science and technology
research, it had made little effort to ensure that
intellectual property rights arising from funded
research ultimately benefited the province.

In July 2000, the Ministry single-sourced

the administration of the Ontario Research

and Development Challenge Fund to the IIO.
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According to ministry documents, the Minis-
try did not issue a request for proposals (RFP)
because once an RFP is out, anyone who is eli-
gible must be treated fairly in the process, and
problems could arise if a bidder was not dealt
with fairly. This contradicts the basic principles
of government fairness with respect to procure-
ment of goods and services.
We made a number of recommendations for
improvement and received commitments from the
Ministry that it would take action to address our

concerns.

According to information received from the Min-
istry of Economic Development and Trade, progress
has been made on all of the recommendations we
made in our 2003 Annual Report, with substantial
progress having been made on several. The current
status of action taken on each of our recommenda-
tions is as follows.

Recommendation

To ensure the effective oversight of the Ontario Innov-

ation Trust’s spending of potentially more than

$1 billion in public funds, the Ministry should:
negotiate an agreement with the Trust to establish
proper governance and accountability
arrangements;
implement procedures for routinely obtaining and
reviewing information on the status of recipient
eligibility and ongoing results;

implement procedures for identifying areas of non-
compliance and initiating corrective action where
required; and

ensure that all government Board appointments
are up to date.

Current Status
In 2004, the province reversed a 2002 commit-
ment to contribute an additional $300 million to
the Ontario Innovation Trust, resulting in total
trust funding being limited to $750 million. Conse-
quently, the Trust decided to proceed with commit-
ted eligible project disbursements but would only
approve new projects to the extent they could be
funded from existing resources. As of July 2004, the
Ministry assumed responsibility for directly funding
any new research infrastructure programs, previ-
ously funded by the Trust.

The Ministry of Economic Development and
Trade reached an agreement with the Ontario Innov-
ation Trust effective April 1, 2004 that clarified the
roles, responsibilities, and relationship between the
Ministry and the Trust. The agreement also set out
accountability principles and operating procedures,
including provisions for financial reporting to the
Ministry. Consequently, at the time of our follow-up
the Ministry was receiving and reviewing detailed
operating and financial information from the Trust.

The agreement with the Ontario Innovation
Trust also commits the Trust to ensuring that recipi-
ents are bound to achieve specific measurable
results. At the time of our follow-up, recipients were
required to report periodically on both the financial
status of the project and the results achieved. The
Ministry has also devised a process with the Trust
to identify and address non-compliance matters,
including provisions for the audit and recovery of
funds in the event of non-compliance.

The Trust’s Board consists of seven directors,
three of whom are to be appointed by the province.
At the time of our follow-up, the Ministry reported
to us that the only government appointment to the
Trust’s Board was the Assistant Deputy Minister of



its Research and Commercialization Division. This
appointment expired in April 2005, and the Min-
istry was working on a new appointment at the
time of our follow-up. The Ministry reported that
it had raised the matter of the other two vacancies
with the Public Appointments Secretariat. On July
21, 2005, three government representatives were
appointed to the Trust’s Board.

Recommendation
To ensure that the required accountability mechan-
isms are in place for the management of the Ontario
Research and Development Challenge Fund (Chal-
lenge Fund), the Ministry should:
update the Memorandum of Understanding
between the Challenge Fund and the ministries to
outline the responsibilities of the Challenge Fund
Board and special advisory committees and to
reflect current program objectives and suitable
performance measures; and
ensure that primary and direct oversight respon-
sibility for the Challenge Fund rests with a lead
ministry.

Current Status
A new Memorandum of Understanding (MOU) for
the Ontario Research and Development Challenge
Fund (Challenge Fund) took effect on April 1, 2004.
The MOU recognizes the Ministry of Economic
Development and Trade as the lead ministry for
the program. The MOU also spells out the Fund’s
mandate and objectives and outlines the responsibil-
ities of the Challenge Fund’s Board and its advisory
committees. In addition, the MOU requires that the
Ministry establish performance measures in respect
of the Fund, assess performance in relation to these
measures, and monitor and report on the perform-
ance of the Fund in relation to these measures.

At the time of our follow-up, the Challenge
Fund was in the process of winding down and was
to be replaced by the Ontario Research Fund. The
remaining Challenge Fund projects were to run to
completion, with the last project scheduled to fin-
ish in December 2009. The new Ontario Research
Fund consolidates operating, capital, and overhead
funding into one comprehensive program that is to
be managed by the Ministry. An MOU between the
Ministry and the Ontario Research Fund’s Advisory
Board is to be closely modelled after the Challenge
Fund’s MOU.

Recommendation
To ensure that the Ontario Research and Develop-
ment Challenge Fund selection process is timely, fair,
and transparent and that adequate procedures are in
place to assess project eligibility, the Ministry should:
require the Innovation Institute of Ontario to
retain all relevant documentation;
implement procedures for periodically verifying
eligibility and ensuring that any exceptions to pro-
gram eligibility criteria are well supported;
ensure that all applicable ministers are apprised
of the Board’s recommendations or, if appropri-
ate, obtain a delegation of authority for the Min-
ister of Enterprise, Opportunity and Innovation to
approve projects for funding on behalf of all minis-
ters who are party to the agreement; and
ensure that applications for research funding are
reviewed within the specified time frame and that
recommendations are made to the required minis-
ters on a timely basis.

Current Status
The Ministry has instructed the Innovation Insti-
tute of Ontario (IIO) to retain all relevant docu-
ments as required by the service contract with
the Ministry and as consistent with the govern-
ment’s retention schedule. The Ministry signed an




amending agreement to its contract with the I1O to
provide for the verification of ongoing project eli-
gibility and other I1O responsibilities. The Ministry
now receives monthly reports from the IIO to verify
eligibility and to monitor program progress on an
ongoing basis.

A new Memorandum of Understanding assigned
responsibility to the Ministry of Economic Develop-
ment and Trade for approving projects for funding
on behalf of and in consultation with the ministries
of Agriculture and Food; Training, Colleges and
Universities; and Finance. However, as of October
2003, no more research project competitions would
be held for the Challenge Fund, as the program is
being replaced by the Ontario Research Fund.

Recommendation

To help ensure that recipients of Ontario Research

Performance Fund grants meet eligibility criteria and

are paid the proper amounts, the Ministry should:
ensure that all new recipients meet program eligi-
bility requirements;
ensure that signed confirmation letters are on file
verifying the amount of grants provided by other
ministries to eligible recipients;
implement procedures for verifying that grant
amounts are calculated accurately; and
establish a deadline for submissions and for final-
izing annual payments under the program.

Current Status
The Ministry stated that, in July 2004, the Ontario
Research Performance Fund became a compo-
nent of the new Ontario Research Fund. With that
change, a procedure was put in place to ensure that
lead ministries funding research are accountable
for ensuring recipient eligibility, retention of con-
firmation letters, and verification of grant amount
calculations. Submission deadlines and payment

procedures are included in the new administrative
procedures manual.

Recommendation
To provide assurance that a fair and transparent
selection process is followed and that due diligence
is demonstrated when assessing proposals for the
Premier’s Research Excellence Awards, the Ministry
should ensure that:
all selection documents—including proposals,
individual score sheets, summary score sheets, and
written recommendations—are kept on file for a
specified retention period;
all individual and summary score sheets are
reviewed for accuracy; and
the selection process and evaluation criteria
are explicitly stated to potential applicants and
applied consistently.

Current Status
The Ministry stated that all documentation is now
retained, including all individual and summary
score sheets. The Premier’s Research Excellence
Awards Advisory Board met in January 2004 and
agreed to ensure greater consistency in the review-
ers’ scoring by adopting several measures, includ-
ing a two-tiered due-diligence process whereby
ministry staff review and consolidate Advisory
Board results for presentation to the awards’ Board.
In addition, the Ministry included program guide-
lines and eligibility criteria on its website to clarify,
for potential applicants, the selection process and
evaluation criteria.

Recommendation
To ensure that a fair and transparent selection pro-
cess is in place for selecting recipients of the Premier’s



Platinum Medal for Research Excellence, the Ministry
should:
update the Memorandum of Understanding with
the Advisory Board to reflect the Board’s respon-
sibility for the program; and
retain all documentation necessary to adequately
support the eligibility and selection of each recipi-
ent of the Premier’s Platinum Medal for Research
Excellence.

Current Status

In spring 2004, the Memorandum of Understand-
ing with the Advisory Board for selecting Platinum
Medal winners was finalized, along with a proced-
ures manual for administering the program. How-
ever, in fall 2004, a realignment of the Ministry’s
science and technology programs was approved,
and no funding was included for further Premier’s
Platinum Medal for Research Excellence awards.

Recommendation

To ensure that Ontario Research and Development

Challenge Fund (Challenge Fund) grants are used for

the purposes intended and that project performance is

reported on and monitored, the Ministry should:
review for continued eligibility all projects that
have not received payments from the Challenge
Fund in the previous six months, and implement
an ongoing process for identifying and following
up on such projects;
establish an overall policy regarding when audited
reports are required, implement clear guidelines
on the form and content of these reports, and
ensure that quarterly, annual, audited, and final
project reports are received when due; and
on a timely basis review and analyze all reports
received to ensure that projects remain eligible, to
determine whether milestones have been met, and

to assess whether performance has been
satisfactory.

Current Status
Although the Challenge Fund is in the process of
winding down, as at March 31, 2005, 71 projects
were still in progress with contracts totalling more
than $360 million. To monitor project progress on
an ongoing basis, at the time of our follow-up the
Ministry was receiving monthly reports from the
Innovation Institute of Ontario identifying Chal-
lenge Fund projects that had not requested fund-
ing in the previous six months, along with other
projects not meeting compliance requirements.
Actions planned and taken to attain compliance
with reporting requirements are also included in
the report on a project-by-project basis. The Min-
istry also established policies, procedures, and for-
mats for Challenge Fund project reporting as part of
its new program administration process.

Recommendation

To help ensure that an adequate monitoring process

is in place to demonstrate that the Ontario Centres of

Excellence use public resources prudently and in com-

pliance with defined performance expectations, the

Ministry should:
implement a process for tracking the receipt of all
required monitoring reports and follow up on any
outstanding reports in a timely manner; and
adequately review all reports received and rec-
oncile the annual reports’ information with that
contained in the audited financial statements to
ensure that reported information is accurate and
complete.

Current Status
A new governance structure for the Centres of
Excellence was put in place effective April 1, 2004.
As a result, the Centres of Excellence are to report
to the Ministry through a non-profit corporation,
Ontario Centres of Excellence Inc., under contract




to manage the Centres for the Ministry. The con-
tract sets out performance measures and require-
ments for accountability and governance. Staff have
been assigned responsibility to monitor the receipt
of reports, review and analyze these reports, and
follow up on any outstanding issues.

Recommendation
To help ensure that the Premier’s Research Excellence
Awards program meets its objectives of attracting,
developing, and keeping talented graduate students
and researchers in Ontario and that funds are spent
appropriately, the Ministry should:
ensure that all required financial and performance
reports are received on a timely basis;
verify that funds are being spent for the purposes
intended, that the information submitted is accur-
ate, and that project targets and milestones are
being met; and
analyze and consolidate the performance informa-
tion reported by recipient institutions to assess the
program’s accomplishments and report this infor-
mation annually to the program’s board and to
the Minister as required.

Current Status
At the time of our follow-up, the Ministry was
replacing the Premier’s Research Excellence Awards
(PREA) program with a successor program called
the Research Talent Development Program. The
Ministry stated that it has put in place revised
procedures to ensure that funds are used for the
intended purpose, and that appropriate perform-
ance and financial information was received and
reviewed for consolidation and reporting to the
PREA board and the Ministry. The Ministry also
stated that these procedures would be carried over
to the successor program.

Recommendation
To ensure compliance with the government’s post-
service and conflict-of-interest requirements and to
ensure that its science and technology activities are
conducted in an open, fair, and transparent manner,
the Ministry should:
develop consistent conflict-of-interest policies
that apply to all science and technology grant
programs;
develop standardized procedures for adequately
monitoring potential conflicts of interest; and
inform the responsible Minister of all conflicts of
interest as required.

Current Status
The Ministry informed us that, after consultation
with representatives from its science and tech-
nology programs, it has implemented conflict-of-
interest policies and procedures for its transfer-pay-
ment programs. The guidelines are included in its
agreements with the boards of the Ontario Innova-
tion Trust, the Ontario Research and Development
Challenge Fund, and the Premier’s Research Excel-
lence Awards. The Ministry also stated that accom-
panying procedures require conflict-of-interest
matters to be promptly brought to the attention of
the Minister. The Ministry stated that a conflict-of-
interest policy would be applied consistently to all
new ministry funding programs.

Recommendation
To help meet its overall objectives of supporting job
creation and economic growth that benefits the people
of Ontario, the Ministry should:
ensure compliance with program policies on intel-
lectual property rights;
review existing policies and develop consistency
among programs regarding the ownership of intel-
lectual property; and



formally assess the various programs’ success in
meeting their objectives.

Current Status
In December 2004, the Minister established the
Commercialization Advisory Council, among whose
key tasks is reviewing intellectual property barriers
to commercialization. The Ministry stated that it
expects the Council’s work to result in a consistent
policy for science and technology programs and
that it would establish criteria for assessing the pro-
grams’ success in meeting their objectives. Prelim-
inary findings of the Committee were expected by
mid-2005.

Recommendation

To better ensure that the required private-sector con-

tributions are actually made, the Ministry should:
verify that the required commitment confirma-
tion letters are received before funding research
projects;
consistently apply the criteria for proportionate
program funding and document justification for
any exceptions; and
develop policies for the independent valuation of
in-kind contributions.

Current Status
The Ministry informed us that the Challenge Fund
has not accepted any new project proposals since
October 2003 and that the fund was being replaced
by the new Ontario Research Fund, a program that
will be administered by the Ministry. The Ministry
stated that the Innovation Institute of Ontario,
which administers the Fund, has verified receipt
of commitment confirmation letters from any new
private-sector partners joining an existing project
and has maintained the information on a project
management database to verify ongoing eligibility.
At the time of our follow-up, the Ministry was
working with representatives of both government

and the academic community to determine appro-

priate levels of private-sector contributions for new
programs. The Ministry also informed us that a con-
sistent policy for the valuation of in-kind contribu-
tions was being developed and was expected to be
completed by mid-2005 and to be put in place for
all of its research and technology programs.

Recommendation

To improve the Division’s financial and administrative

controls, help achieve due regard for economy, and

improve staff efficiency, the Ministry should:
assess the continued merit of any approved
research projects that are inactive and, where
necessary, terminate funding commitments to
inactive projects;
review prepaid funding, so that payments are
made to cover only current needs;
clarify the roles and responsibilities of advisory
board members and others involved in administer-
ing science and technology programs; and
develop an information system to provide the Min-
istry’s staff with the information needed for effect-
ively overseeing its transfer-payment programs.

Current Status
The Ministry now receives and reviews monthly
reports from the Innovation Institute of Ontario,
the administrator of the Challenge Fund. This
report details the status of all Fund projects. Two
research projects have been terminated, prima-
rily due to failures on the part of the private-sector
partners to fulfill commitments to the projects.

Prepaid funding had been provided to the

Ontario Innovation Trust and the Ontario Research
Performance Fund. The Ontario Research Fund
assumed the responsibilities of the Ontario
Research Performance Fund in July 2004. At the
time of our follow-up, the Trust was also winding



down, as no new funding had been received by the
Trust since May 2000.

Updates of the memoranda of understanding
between the Ministry and the boards of the Ontario
Innovation Trust and the Challenge Fund included
a clarification of the roles of board members as well
as of subsidiaries of the Trust.

The Innovation Institute has implemented an
electronic grants management information system
for the Challenge Fund and the Ontario Innovation
Trust. The Ministry has also developed a project-
tracking database for its new Ontario Research
Fund.

Recommendation
To ensure that the fees paid to the Innovation Insti-
tute of Ontario (IIO) for administering the Ontario
Research and Development Challenge Fund (Chal-
lenge Fund) are reasonable, the Ministry should:
assess whether the expected benefits of outsourcing
have been achieved;
insist on receiving a budget and operating plans
from the IIO before each fiscal year begins, instead
of after the year has been completed;
ensure that it receives audited financial statements
from the IIO for use in assessing the appropriate-
ness of fees charged for administering the Chal-
lenge Fund; and
ensure that the detailed breakdown of the budget
submissions correlates with the expense categories
used in the financial statements and follow up on
any discrepancies.

Current Status
The Ministry informed us that it had recently com-
pleted a review of its science and technology pro-
grams when developing its Science and Technology
Strategy. This resulted in a new transfer-payment
program—the Ontario Research Fund—that
replaces the Ontario Innovation Trust, the Ontario

Research and Development Challenge Fund, and
the Ontario Research Performance Fund. While
outsourcing the delivery of new programs was an
option considered, the Ministry will administer this
particular new program internally.

The Ministry informed us that it had received
from the Innovation Institute of Ontario (IIO)
budgets and operating plans for the 2003/04 and
2004/05 fiscal years prior to fiscal-year commence-
ment. The Ministry also received the audited finan-
cial statements for the most recent fiscal year ending
March 31, 2004. To enable comparison with the
audited financial statements, the Ministry had been
provided with a detailed breakdown of all budget
line items for the 2004/05 fiscal year. The Min-
istry informed us that it had reviewed the budget
submission and followed up with the ITO on any
discrepancies.

Recommendation

To formalize its co-ordination responsibilities and

provide clear direction for program development and

delivery, the Ministry should:
review all research programs and prepare a
detailed strategic plan that sets specific goals and
objectives for research in the province; and
outline policies—such as conflict-of-interest rules,
project selection criteria, and monitoring guide-
lines—that all programs must follow regardless of
the delivery mechanism.

Current Status
The Ministry informed us that the government
approved a broad strategic plan for all its science
and technology programs in fall 2004. This plan
formed the basis for discussions with stakehold-
ers in the last quarter of 2004 in seven regions of
the province. The discussions focused on the issues



raised by stakeholders with respect to the design
and implementation of the new Ontario Research
Fund and Ontario Commercialization Program.

At the time of our follow-up, the Ministry was
expecting to complete the development of policies
for conflict of interest, selection criteria, and mon-
itoring guidelines by September 2005. The Ministry
was intending to apply these policies consistently
across programs and included relevant require-
ments in all memoranda of understanding with pro-
gram boards.

Recommendation

To provide better accountability to the public and the

Legislature for its use of public funds, the Ministry

should:
develop performance measures, targets, and
benchmarks that reflect its accomplishments and
contributions to the overall goals of promoting
innovation, economic growth, and job creation;
perform the necessary assessments to measure
whether its initiatives are effective in achieving
overall ministry goals; and
report on the actual achievement of these meas-
ures, explaining any significant deviations from
established targets and benchmarks.

Current Status
The Ministry informed us that, in March 2005, it
completed a review of publicly available indica-
tors and performance measures from five provinces
and states, five countries, and five reports spanning
multiple jurisdictions. The Ministry found broad
performance measures widely used but little in the
way of program-specific performance measures
that reflect outcomes from research.

The Ministry has proposed several broad per-
formance measures to Cabinet Office and has
drafted several program-specific performance
measures. Broad measures involved gross domes-
tic expenditures on research as a proportion of

gross domestic product, business expenditures
on research as a proportion of all expenditures on
research, and numbers of research personnel. Spe-
cific program measures include amounts invested
in support of innovation by third parties to match
ministry program funding and numbers of people
acquiring enhanced skills through ministry support.
The Ministry stated that it expects to further
develop internal performance measures in the
2005/06 fiscal year in its annual report to the Man-
agement Board of Cabinet.
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