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1. Overview of the Canada Foundation for Innovation

The Canada Foundation for Innovation (CFl)—established as a foundation by the
Government of Canada in 1997—has the mandate to strengthen the capacity of
Canadian universities, colleges, research hospitals, and other non-profit research
organizations to carry out world-class research and technology development that
benefits Canadians. More specifically, the CFI’s focus is on the provision of
infrastructure to support leading-edge research.

Eight years into its mandate, the CFI has committed almost $2.9 billion for 3,891
research infrastructure projects at 128 institutions in 62 municipalities. Including
accumulated interest, this leaves approximately $1.6 billion for continued
infrastructure support over the next five years.

Sound decisions on such investments require advice from people knowledgeable in
matters related to research and its potential benefits, as well as to the infrastructure
needed to support this research. The CFI Board makes the final decisions on all
projects following an independent and competitive process that involves an in-depth
and rigorous review by experts and multidisciplinary committees made up of
individuals from Canada and abroad.

Through a unique funding partnership, the CFI funds up to 40% of a project’s
infrastructure costs. The funded institution commits its own resources and works
with its partners—provincial governments, municipal governments, private sector,
federal departments, and the voluntary sector—to generate the remaining balance
required to complete these projects.

Investments from the CFI and partners have had a significant impact on the capacity
of the Canadian research community to compete internationally. State-of-the-art
infrastructure is helping to:

transform the way research is done;

create a strong and vibrant research environment across Canada;

attract and retain excellent researchers;

enhance research productivity and the training of highly qualified people;
build new national and international networks and partnerships.

The research enabled by this infrastructure is also generating benefits for Canadians
through the creation of spin-off ventures, the commercialization of discoveries, as
well as better health, environment, and public policy for the benefit of all Canadians.

Because of its unique status as an independent organization entrusted with large
amounts of public money, the CFI places paramount importance on operating in an
economical, effective, and transparent manner, and to communicating its activities
and results to a wide audience. The CFI also requires institutions to be accountable
and to report publicly on results.



This document will respond to the four key issues raised by the Standing Senate
Committee:

e Reporting to Parliament—*...through corporate plans and annual reports on the
extent to which they have achieved their federal public policy purposes, on their
spending and investment of federal public money, and on their stewardship of
federal assets.”

e Ministerial oversight—*...the federal government’s arrangement with
foundations does not provide for departmental direction or corrective action;
federal ministers have almost no power to intervene short of taking legal action
if the funding agreement is breached.”

e External auditing—*...independent, comprehensive audits that go beyond
auditing the financial statements; compliance or value-for-money in the use of
federal funds. And, the authority of the Auditor General to audit the operations
of the foundations once the money has been transferred from the federal
government.”

e  Accounting practices—*...federal funds are being transferred to foundations as
a lump sum many years before its ultimate intended recipients — e.g., students,
health care providers, etc. — need or receive the funding.”

More information on the CFlI, its programs, and its results is available on the CFI
website: www.innovation.ca.




2. CFIl Governance and Accountability Structure

The CFI’s Governance and Accountability Structure is summarized in the chart on the
following page and is briefly described below.

2.1 Governance

The CFl is governed by a Board of Directors which makes final decisions on
projects to be funded, and sets strategic objectives in the context of the funding
agreement between the CFI and the federal government.

The Board of Directors also oversees management’s responsibilities for
financial reporting through its Audit and Finance Committee. The Audit and
Finance Committee reviews the financial statements and provides
recommendations to the Board of Directors. The Committee’s other key
responsibilities include reviewing the budgets, internal control procedures,
investments, and advising the Directors on auditing matters and financial
reporting issues.

The Board of Directors reports to 15 Members—a higher governing body
similar to a company’s shareholders, but representing the Canadian public. The
first six Members of the CFI were appointed by the Governor in Council. Their
first responsibility was to appoint nine other Members.

The Members are responsible for the appointment of eight of the 15 Directors
of the Board. The seven others, including the Chair, are appointed by the
Governor in Council. Members also appoint individuals to replace Members
whose term has expired.

The Board of Directors, staff, and reviewers sign a Statement on Ethics to deal
with any conflict of interest issues.



Governance and Accountability Structure

Members
(see Appendix 1)

The CFI's
Corporate Governance
Structure

¢ Appointment of auditorsx

* Appointment of 8 Directors
e Approbation of Annual Report

/

Governor in Council
e 6 Members initially

e 7 Board Directors

Parliament

Created by an Act of
Parliament in 1997

Parliamentary

Committees
(15 appearances)

Board of Directors
(see Appendix 2)

Annual report

Annual evaluations

Funding agreement <:>N
|:‘>
|::>
|:‘>

Corporate plans

Supervise the management of business affairs through:

Appointment of officers and setting of compensation

Decision of all grants
Integrity of process

Minister of
Industry

* Audit of compliance with funding agreement
¢ Observers at CFl Board Meetings
- Finance Canada Representative

Management of finance and auditing
Human resources policies

Strategic planning
Risk assessment
Succession planning
Program evaluations

Officers

Implementation of above

and scientific audits

- Industry Canada Representative

Public

*  Website

e Annual meeting
* Annual Report

* Press releases
e E-zine

* Public Events

Institutions

¢ Research Plans

¢ Matching and operation funds
¢ Annual progress reports

¢ Financial audits

¢ Financial reports

¢ Public reporting



2.2

2.3

2.4

Accountability

The CFI accountability structure includes accountability to Parliament,
accountability to the government (represented by the Minister of Industry), an
internal accountability mechanism, accountability of award recipients, and
accountability to the public.

Accountability to Parliament

As required by the legislation, annually, the CFI reports publicly on its activities
and performance as part of its evaluation framework and conveys it to the
Government via the Minister of Industry. The annual report identifies and
includes the following:

o Financial statements, prepared in accordance with generally accepted
accounting principles, as approved by the Board and the report of the
external auditors respecting those statements;

o Detailed statement of the CFI’s investment activities during the year, its
investment portfolio (in generic terms in accordance with the Funding
Agreement guidelines), and its investment policies, standards, and
procedures;

o Detailed statement on its activities;

o Summary of the evaluation of the overall results achieved by the funding
of research infrastructure during the year and since its inception;

e  Corporate plans including planned expenditures, objectives, and
performance expectations;

e  Disclosure of compensation for officers of the corporation.

In addition, the CFI has made 15 appearances before parliamentary committees
since its inception in 1997 and has a process in place to provide briefings to
Members of Parliament, Senators, and senior government officials.

Accountability to the Minister of Industry

The Funding Agreement between the CFI and the Government of Canada,
approved by Treasury Board, sets out the terms and conditions under which the
CFI must operate—including investments, eligible recipients, eligible projects
and costs, selection criteria, and evaluation.

The CFI submits to the Minister the results of independent third-party
evaluations of its grants in accordance with a framework and timeframe
approved by the Board of Directors. These evaluations assess the overall



2.5

performance in achieving the national objectives identified in the Funding
Agreement.

The CFI’s Funding Agreement with the Government of Canada has been
amended a number of times to strengthen the accountability provisions—in
particular with respect to annual reporting requirements and to enable the
government to have audits carried out or, to ask the Board to have audits carried
out, to ensure compliance with the terms of the Funding Agreement.

More specifically, the Minister may require that an audit of the books and
records of the CFI be carried out by such person appointed by the Minister, or
he may request that the Board have an independent audit of the books and
records carried out, to ensure compliance with the terms of the Funding
Agreement.

The CFI provides a corporate plan annually to the Minister of Industry. Such
corporate plans include planned expenditures, objectives, and performance
expectations relating to the federal funding received. The summaries of the
corporate plans are made public and are provided to Parliament by the Minister.

The Funding Agreement also provides that, where the Minister is concerned
about the probability of default, the Minister will discuss the concerns and work
to rectify within 30 days. In the event that the default has not been rectified to
the Minister’s satisfaction, the Minister may require the CFI to repay all or part
of the Grant, or any related revenue not otherwise committed.

Also important to note is that if the CFI is wound up or dissolved, any
remaining amounts not otherwise committed may be repaid to the government
or, at the discretion of the Minister, distributed among all the eligible recipients
that have received grants from the CFI in proportion to the grants received.

Representatives of Industry Canada and Finance Canada attend meetings of the
CFI’s Board of Directors as observers.

Internal Accountability Mechanisms
2.5.1 Merit Review Process

Eligible Canadian universities, colleges, research hospitals, and non-profit
research organizations can apply for CFI funding. Before submitting
proposals to the CFlI, institutions must prepare strategic research plans that
outline their priorities for research and infrastructure.



2.5.2

2.5.3

Applications must meet the three CFI criteria:

o Quality of research and need for infrastructure;
. Contribution to strengthening the capacity for innovation;
. Potential benefits of the research to Canada.

The assessment process involves the rigorous and independent evaluation
of each project’s strengths and weaknesses against the three criteria. This
task is accomplished by experts in the relevant fields, either alone or in
committee, depending on the size and complexity of the project. Decisions
are made by the Board of Directors.

Committee members come from every region of Canada and from around
the world. They are selected for their broad experience and expertise in
research, research management, and the use of research results. When
selecting these volunteer members, the CFI strives to achieve a reasonable
balance between language, gender, region, sector of the economy,
discipline, and type of institution. Committee membership is posted on the
CFI’s website. It should be noted that proposals submitted by colleges and
smaller universities are evaluated by separate committees composed of
persons who are familiar with the research environment in such
institutions.

Financial Controls

CFI financial statements and processes are reviewed annually by the
independent external audit firm Ernst and Young. They report directly to
the Audit and Finance Committee of the Board of Directors.

Awards are paid only when all conditions are met, including a statement
that the partner funding has been secured. The CFI estimates that
approximately $1.5 billion will have been paid by March 31, 2005. Funds
held by the CFI are invested in low-risk securities, in accordance with
strict guidelines outlined in the Funding Agreement. An external advisor
provides advice to the Board, through the Audit and Finance Committee,
with respect to compliance of investments with the terms of the Funding
Agreement. Since 1997, the return on the investment has averaged 5.73%
per annum.

Auditing

Consistent with the practices of well-managed organizations, the CFI has
implemented a strong internal control environment to carry out its
activities. This environment was created to ensure an appropriate
segregation of duties, as well as a thorough review process and an



adequate approval process over cash disbursements and investment
decisions (i.e., appropriate checks and balances are in place to ensure that
the funds are properly handled).

The internal controls implemented at the CFI are widely accepted in the
business and public community and are reviewed by external auditors as
part of their annual external audit of the CFI’s financial statements.

Given the recent events in the accounting and reporting environment in
North America, the Board has taken prudent measures to ensure that
adequate accountability and governance practices are in place, as well as
to ensure that there is adequate auditor independence.

In addition to external audits, since our inception, internal audits have
been conducted by independent external audit firms.

Auditors reviewed, as two separate internal audit engagements, the CFI’s
approval process as well as the award disbursement process. The reviews
concluded that the controls in place were sufficient and adequate, and
suggestions were implemented.

The Board approves a risk management plan on an annual basis. The
internal auditor has established an internal audit charter, and has reviewed
and proposed a risk management plan. The charter was approved by the
Audit and Finance Committee, allowing the internal control environment
to be reviewed thoroughly by the auditor, in the priority sequence
identified by the Board.

The CFI also carries out audits of awards (see below) and is developing a
process for scientific audits of completed infrastructure projects.

2.6 Accountability of Awards Recipients

All approved projects with a CFI contribution greater than $4 million are
subject to independent audits (conducted by an external audit firm) at the
institution. In addition, a sampling of all other projects is audited internally by
the CFI. Audits conducted to date concluded that institutions use CFI funding in
a responsible manner. The CFI also conducts regular monitoring visits to
confirm the soundness of financial accounting practices at the institutions.

Institutions themselves have their own boards and have independent auditors
that review their financial statements. In other words, there is also an
independent financial audit process at each institution.



2.7 Accountability to the Public

Keeping Canadians informed about the impact of investments in research
infrastructure continues to be a top CFI priority.

The following are examples of the CFI’s commitment to public accountability:

e The CFI’s Annual Report, which includes our corporate plan, is distributed to
over 3,000 individuals (in hard copy), and to another 3,000 electronically via
CFI’s website.

e An annual public meeting is held each year and is widely publicized in several
of Canada’s leading newspapers. Over 1,000 invitations were sent out last
year.

e The CFI’s website includes comprehensive information on the CFl, its
programs, and its review processes. It includes lists of awards, and a searchable
database of awards, as well as evaluation reports, institutional reports, and
analyses of progress reports.

e The CFI publishes InnovationCanada (www.InnovationCanada.ca), an
electronic magazine demonstrating benefits of research to Canadians. This bi-
monthly online magazine receives 3 million hits annually.

e The CFI has an ongoing municipal outreach initiative aimed at informing
municipalities of the impacts of the CFI investments in their communities and
participates every year in the Federation of Canadian Municipalities” annual
conference.

e The CFI recognizes that institutions have the responsibility to report to the
public on the research enabled by infrastructure and strongly encourages them
to do so.

o The CFI continues to organize or be involved in over 100 events annually.
These events provide opportunities for Members of Parliament and government
representatives to join the CFI in showcasing the research enabled through CFI
investments.

o Every CFI news release announcing new investments includes a Government
of Canada approved quote. This quote is usually attributed to the Minister of
Industry.

e The CFl also encourages all its institutional clients receiving new investments
to issue a concurrent regional news release containing a quote from the local
Member of Parliament.

e As part of our ongoing effort to inform Canadians on the benefits of research,
the CFI has initiated many partnership projects including: a supplement in
Maclean’s Magazine; a supplement in Canadian Technology and Business
Magazine; a half hour television program that aired nationally on the CanWest
Global television network; the provision of camera-ready success stories for
use in MP Householders.

The CFI has adopted practices that are consistent with the privacy and access to
information policies of the federal government. The CFI also follows the spirit of
the Official Languages Act and offers its services in both official languages in the
same way as is required by the legislation.



3. Evaluation and Outcomes—Value for Money

As per the Funding Agreement, the overall evaluation framework was developed by
external experts for the CFI in 1998 to measure its overall performance in achieving the
national objectives identified in the Funding Agreement. This framework is consistent
with evaluation practices across the federal government. Similar to evaluation
approaches for other R&D support programs, the framework retains a flexibility to
incorporate advances in outcome assessment and evaluation. The framework called for a
series of program evaluations to be launched over several years. Evaluations have been
undertaken for the New Opportunities Fund, Innovation Fund, University Research Fund,
and College Research Development Fund. In partnership with the federal granting
agencies, an evaluation of the Canada Research Chairs Infrastructure Fund has also just
been completed.

The Minister may, after consultation with the CFI, choose to conduct his own evaluations
at his own cost.

In addition to these program evaluations, the CFI conducts other forms of analyses for the
assessment of outcomes. Institutions receiving CFI support are required to submit an
annual report, and to ensure that all projects funded at their institution do likewise, for
each of the five years following the CFl award. These projects and institutional reports
are reviewed; a summary analysis report is prepared, and posted on the CFI’s website.
This process has been in operation since 1999. For the year 2003-04, a total of 2,322
project reports and 86 institutional reports were analyzed.

The results of the evaluations and analyses are clear: overall, the programs have had a
marked impact and are meeting the objectives set out by the government. The following
examples were taken from the 2004 Analysis of Impacts of Funded Projects.

e CFI’s programs have transformed the quality of infrastructure. Where more than half
of the infrastructure was poor or fair prior to the awards (and none was world-class),
90% of respondents now rate it as excellent or world-class in the disciplines affected
by the awards.

e The opportunities created by the CFI’s programs have helped to reinvigorate the
R&D climate, and have changed the atmosphere at Canada’s research institutions to
one of optimism.

e Smaller institutions in particular reported increased visibility and credibility both
nationally and internationally as a result of CFI infrastructure.

e The programs were well-designed and are well-delivered, with very few problems
being reported in any area.

e Slightly more than 50% of all projects funded by the CFI are now fully developed and
operational. This includes projects funded between 1999 and 2004, and therefore
many projects, often complex, are being constructed and/or implemented.

e Both implementing the projects and finding financial resources for operations and
maintenance have been problematic in some institutions, however, the CFI’s
Infrastructure Operating Fund which was launched in 2002, is helping to address this
issue.
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e Maintaining long-term sustainability of the programs will require institutions to
convince, among others, their provincial partners to continue to supply matching
funds, given that the CFI contributes a maximum of 40% of total project costs.

e There is every indication that ongoing need for infrastructure investment remains
high, and may even increase as social sciences and humanities researchers begin to
participate more.

In the coming year, the CFI is launching another tool for evaluation—presently called
Scientific Audits—which was piloted in 2004. The aim of these Scientific Audits is to
assess the results and impacts of infrastructure projects in more depth through site visits
including experts. This process will assess whether projects are meeting their objectives
in terms of research, training, and innovation capacity, and will document their outcomes
in terms of social and economic benefits to Canada. This will give the CFI and the
government added assurance that there is value in the funds invested. Given the long-
term nature of research, this process will initially look at more mature projects.

Although it is too early to determine the full scope of benefits to Canada from CFlI
investments, the preliminary signs are very promising. Here are only a few of the
hundreds of examples:

e Canada now has a “brain gain.”

0 Over 3,000 new faculty recruited at universities in 2003-04 (including 700 from
the U.S. and over 500 from other countries) indicated that the availability of state-
of-the-art infrastructure, funded by the CFI, was a major factor in their decision to
take the position.

e Canada is now regarded as a significant player in research internationally.

o0 Ina “Best Places to Work™ survey of 35,000 researchers from around the world
conducted by The Scientist, five Canadian universities made the top ten list
(excluding the U.S).

0 Inthe last year, over 1,700 visiting researchers from around the world came to our
country to make use of Canada’s state-of-the-art infrastructure.

o Canada's investments in research have attracted international attention and there is
a growing international sense that when it comes to science, “Canada matters.”

e Collaboration with private-sector partners and service agencies is proceeding. In the
last year:

0 over 2,200 researchers from the private and public sectors used CFI-funded
infrastructure;

o more than 40 spin-off companies credit the availability of infrastructure as having
a significant role in the launch of their companies;

o there were over 270 instances of production of intellectual property (patents).

e CFl is helping to meet the needs for knowledge workers in Canada.

o Institutions are now equipped to attract and train the brightest and best students,
thanks to the cutting-edge research tools available to them. These students
become the knowledge workers for Canada’s R&D-based business, a need that is
expressed by many in the private sector.

0 Inthe last year, 29,000 trainees made use of CFI-funded infrastructure to enhance
their training for research and other careers.

11
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Access to state-of-the-art infrastructure will remain key in attracting the best and
in fostering the transfer of research results, including commercialization. There
are increasing needs for infrastructure to support the proof-of-concept stage.

CFl is assisting with community-based technology clusters.

(0}

(0]

CFI-funded projects are located in 62 municipalities across Canada. In many
cases, this state-of-the-art infrastructure serves as a magnet for the attraction of
investment and talent.

Technology clusters, large and small, are developing, centered on domains such
as biotechnology, information and communications technology, fuel cells,
pharmaceuticals, and more.

Social and economic benefits are becoming apparent. Research and development in
Canada is:

(0]

o
0}

generating improvements in engineering design to protect hydroelectric
installations from ice storms;

producing medical devices to alleviate chronic pain;

preserving biodiversity through the integration of aboriginal and scientific
knowledge and practice; and

assisting policy makers in the mitigation of global warming on the Canadian
Acrctic and its inhabitants.
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4. Benefits of the Foundation Model

The CFI is meeting the objectives set out in its legislation and its Funding Agreement.
The CFI is responsible for implementing government policy. The Foundation model
enables the CFI to do this well and in the best interest of the public.

The foundation model has enabled the CFI to plan its investments in an orderly
manner and to design innovative and flexible programs with a medium and long-term
perspective. Most importantly, it has encouraged institutions to develop strategic
plans for research and research infrastructure. The transformation of research is a
long term process. Knowing that funds will be available in seven years, ten years, and
beyond for new infrastructure projects or to provide infrastructure to new researchers
is invaluable to institutions and researchers.

It can be challenging to fund major capital projects with annual appropriations when
funds have to be spent within a given fiscal year. The foundation model ensures the
timely spending of the funds and allows for very effective planning and flexible
implementation of research infrastructure projects. This model has made it possible
for the CFI to design programs that are well adapted to institutional priority setting
and planning processes. For example:

e Holding major competitions over an 18 to 24 month cycle rather than on an
annual basis has been beneficial for both the institutions and the CFI. It has
enhanced the institutional research planning activities, the merit review of
projects using international benchmarks, and the successful implementation
of complex projects.

e Recruiting the very best researchers is most challenging at a time of intense
international competition. By providing institutions with the flexibility to call on
funding at different levels over a number of years, the CFI recognizes the
different hiring patterns among the various institutions. This allows them to plan
recruitment over the long term so that they hire the best people at the right time.

Furthermore, the CFI can pay the awards when partner funding is secured and
when projects are ready to start. Funds can be disbursed in a timely fashion as
required by the project implementation schedule. Changes can be made to that
schedule and to the cashflow when needed.

The independent merit review process whereby experts make recommendations on
the funding of proposals in a highly non-partisan manner is a key benefit of the
model. The fact that the CFI’s mandate covers all disciplines encourages
multidisciplinary research and the sharing of equipment across faculties and
departments.

Another major benefit of the model is the development of funding partnerships.

Institutions, working with provincial governments, industry, and others have
contributed 60% of infrastructure costs. The foundation model greatly facilitates the

13



leveraging of additional resources as institutions work with their partners to raise the
necessary funding.

In summary, our experience of the last eight years has shown that this model can
work in an efficient, economical and effective manner, and has resulted in innovative
multidisciplinary infrastructure projects that are unlikely to have been funded through
other possible mechanisms.
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Appendix 1
Members

Angus A. Bruneau
Chairman of the Board, Fortis Inc.; Chairman, Air Nova

Jim Friesen
Professor, Banting and Best Chair, Department of Medical Research, University of Toronto

Gail Gabel
President and CEO, E.S.I. Environmental Sensors Inc.

Robert J. Giroux
Past President and CEO, Association of Universities and Colleges of Canada

Jean-Paul Gourdeau
Past Chairman, Ecole Polytechnique de Montréal

Arthur Hanson
Distinguished Fellow and Senior Scientist, International Institute for Sustainable Development

Monique Lefebvre
Corporate Director and Private Consultant

Judith Maxwell
President, Canadian Policy Research Networks

Edythe A. Parkinson-Marcoux
Consultant and Strategic Advisor, Ensyn Energy

Martha Piper
President and Vice-Chancellor, University of British Columbia

Donald Savoie
Clément-Cormier Chair in Economic Development, Université de Moncton

Matt Spence
Past President and CEO, Alberta Heritage Foundation for Medical Research

Ron Steer
Professor, Department of Chemistry, University of Saskatchewan

William Tholl
Secretary General and CEO, Canadian Medical Association

Vacancy (1)
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Appendix 2

Board of Directors

John R. Evans, Chair
Chairman, Torstar Corporation

Michel Gervais, Vice-Chair
Director General, Centre Hospitalier Robert-Giffard

Lorne A. Babiuk
Director, Vaccine Infectious Disease Organization (VIDO), University of Saskatchewan

Alan Bernstein
President, Canadian Institutes of Health Research

Aldée Cabana
Corporate Board Director
Former Rector of Université de Sherbrooke

Dian Cohen
President, DC Productions Limited

Bernard Coupal
President, Gestion T2C2/BIO Inc. and Gestion T2C2/INFO Inc.
(Transfert Technologies Commercialisation Capital)

David Dolphin
Vice-President, Technology Development, QLT PhotoTherapeutics Inc.

Kevin O'Brien Fehr
Director, Basic Research and Genetics, GlaxoSmithKline Inc.

Monique Frize
Professor, NSERC/Nortel Joint Chair for Women in Science and Engineering in Ontario,
Carleton University / University of Ottawa

Robert A. Phillips
Chief Executive Officer, Ontario Cancer Research Network

David Pink
Professor, Physics Department, St. Francis Xavier University

Gerri Sinclair
Former General Manager, Microsoft Canada's MSN.ca

Stella Thompson
Principal, Governance West Inc.

Ronald Whelan
Chairman, Archive Committee, Canadian Medical Association
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