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Introduction

Therole of the state in the delivery of public goods and its relationship to the
voluntary sector providers of these goodsis continuously evolving in Canada,
as elsewhere. Throughout the 1980s and 1990s under the rise of neo-liberal
strategiesincluding New Public Management, the delivery of public goodswas
increasingly contracted out to non-state actors in an attempt to promote mar-
ket-based tools and results-based management, and to reduce the size of the
state. Not only did contracting out replace public sector provision of public
goods and competitive tendering supersede preferences given to nonprofits,
but the means of supporting voluntary organizations and building capacity in
this sector was also placed on a competitive footing. Relatively unconditional
grantsthat provided support for the operations of many voluntary organizations
were abandoned in favour of project funding that is awarded on a competitive
basis and subject to the terms of ‘ contribution agreements.” In effect, because
the contribution agreements that govern project-based funding come with
pre-specified terms and conditions and deliverables that are largely under the
control of government, they are barely distinguishable from fee-for-service
contracts.

A defining feature of a contract is the nature of accountability associated with
it. Because contracting out vests “ substantial discretionary authority in entities
other than those with ultimate responsibility for theresults,” 1 the main function
of the legal mechanism of the contract isto allow the principal (government)
to exercise control over the performance and the products of the agent (the
voluntary organization) and to provide public assurancesthat public money has
been spent appropriately. This could be described as ‘vertical’ accountability
in which subordinates or contractors are expected to comply with standards set
by superiors or principals.2 When the primary goal of contracting out is to
ensure the efficient delivery of public goods according to pre-set standards and
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conditions, accountability mechanisms can be expected to achieve control and
assurance rather than facilitate learning or performance improvement.3

Project-based funding has another purpose besides mere purchase of services,
however. A related, indeed often primary, goal of such funding is to enhance
community capacity and encourage the development of best practices and
innovation by voluntary organizations.4 In this sense, project funding is part
of the broader reconfiguration of relationships between government and the
voluntary sector that isimplied in the transition from New Public Management
toa‘governance’ paradigm that emphasizes collaborative partnershipsinvolv-
ing the sharing of power, risk, responsibility, and decision-making; that works
through networks rather than hierarchies; and that makes use of awide variety
of policy tools.5 Effecting this transition to a more collaborative or distributed
model of governance rests on constructive relationships with non-governmen-
tal partners, including articulation of mutual responsibilities. In this context, a
‘horizontal’ dimension of accountability — the dual accountability of govern-
ment and its partners as co-producers of policy and of services and the
accountability of each to citizens and users — becomes equally important to
more traditional vertical lines of control and authority.6

By relying on project funding asthe main basis of support for capacity building
in the voluntary sector and by treating such funding as essentially contracts
with tight top-down controls, the exigencies of vertical accountability are
crowding out and, in fact, hindering opportunities to establish the mechanisms
of horizontal accountability that are needed in amodel of distributed ‘govern-
ance.” This article examines both the vertical accountability (to government
for the federal mandate) and horizontal accountability (of partnersto each other
and to their users and stakeholders) of project funding by the Government of
Canada. Based on 29 interviews with representatives of voluntary organiza-
tionsthat have been in receipt of project funding both pre- and post-2000 when
thefederal accountability requirements became much more stringent, we show
how project funding promotes accountability to government largely at the
expense of accountability to partners and their users and stakeholders. More-
over, even the effects of vertical accountability requirements are limited: with
an emphasis on financial reporting, they do little to enhance accountability for
results. The effects of the efforts to strengthen accountability in recent years
has led to a situation in which too much accountability may mean too little.
The funding tool is unable to nurture meaningful accountability and also
produces detrimental impacts for voluntary organizations. The result, we
suggest, is analogous to fitting a square peg in a round hole. If the federal
government is to contribute to capacity building and innovation in the volun-
tary sector and to build amore constructive, collaborative relationship with the
sector over the long run, new funding tools that are less restrictive than the
contract-like contribution agreement are needed to better fit the shape of this
new hole. In the conclusion to this article, we discuss how such a tool might
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be designed to nurture more meaningful accountability, both vertically and
horizontally.

Contracting as a Policy Tool

Asapolicy instrument, a contract can be thought of as a means of defining the
relationship and aligning the interests of government as a principal and the
provider/purchaser of serviceswith those of athird party agent asthe producer
of those services, thereby avoiding issues of moral hazard.” More precisely, a
contract is a reciprocal, legally binding transaction between (at least) two
parties that involves mutual benefit and detriment regarding specific tasks,
products or services.8 The most important aspect to note about the purchase-
of-service contracting tool is the government’s ability to exert control by
setting the terms, conditions, and deliverables.®

Like al policy instruments, contracting is used to address a particular set of
governmental and policy problems under certain economic, social, and politi-
cal conditions.10 With the rise of contracting and project funding in the 1980s
and 1990s, these problems were defined mainly in terms of economy and
efficiency. The concern with reducing the costs of government was oneimpetus
to contracting out public services and to cutting the long-standing granting
programs that provided support for the core operations of many voluntary
organizations. Equally important, however, was the concern by the populist
right in Canada that government should not fund organizations engaged in
advocacy, particularly those critical of government.11 Where funding contin-
ued to be provided, it came mainly in the form of contribution agreements that
maintained control and efficiency through a competitive process. These agree-
ments are conditional transfers“ made when thereis or may be aneed to ensure
that payments have been used in accordance with legislative or program
requirements. More specifically, contributions are based on reimbursing a
recipient for specific expenditures according to the terms and conditions set
out in the contribution agreement and signed by the respective parties.”12
Contribution agreements that are the basis for providing support to the volun-
tary sector and contracts that govern the purchase of services thus converged
as policy instruments.

The result has been a blurring and, indeed, a confusion of funding goals and
funding styles. A recent study prepared for the Baring Foundation in the UK
distinguishes three distinct funding styles: giving (providing unconditional
support); shopping (procuring quality, often standardized, services in a mar-
ketplace); and investing (building capacity for longer term returns).13 While
the intent of some project funding, secured through contribution agreements
or contracts, isaform of procurement or shopping, othersarereally investment
in longer term capacity. Y et the use of a contract-like funding instrument as
the basis for both shopping and investment seldom enables government to
obtain higher quality products, to expand the ‘ marketplace,’ or to contribute to
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the longer term sustainability and innovative capacity of the service producers.
As the Baring Foundation study concludes, governments and other funding
organizations “that wish to ‘shop’ from well managed, high performing,
innovative organisations need to attend to their relationships with these sup-
pliers, and do so in away that builds capacity rather than preventing it.” 14 If
investment is the real goal, however, capacity and innovation can seldom be
realized through competitive contracting; rather, a much broader range of
funding instruments is required. With new instruments comes a rethinking of
accountability.

The Accountability Dimensions

Accountability is generally seen to encompass two related but different con-
cepts: answerability and responsibility.1> First, accountability includes the
answerability or the reporting requirement of actorsinvolved in producing and
delivering public goods. As Gregory notes, “accountability, as the word itself
suggests, is about the need to give an account of one’'s actions...[since]
managers must know what their subordinates are doing, and their subordinates
must tell them...[otherwise] work that is hidden is potentially threatening to
the organization.” 16 Answerability could, mistakenly, be seen to be a neutral,
technical, and clear-cut process. As Day and Klein note, it is a value-laden
processasit involves determining how objectivesand performance are defined,
and by whom, in the first instance.l?

Whereas answerability demands the expression of actionsto others, respon-
sibility concerns the acceptance for actions.18 It involves both ‘being held to
account’ via sanctions or other methods of redress and ‘taking account’ of
stakeholders’ needs and views in the first place and responding to these by
revising practices and enhancing performance as necessary.19 Responsibil-
ity “is to be understood not as a formal, externally imposed duty but as a
felt sense of obligation. It is not only ‘upward-looking’, in a hierarchical
sense, but may be experienced as a pull in other directions to a number of
‘significant others'.”20 Following Gregory’s interpretation of responsibil-
ity, we suggest this necessarily includes the demonstration that the goals
outlined in a contractual relationship were the right goals in the first place
and that there is acceptance for fixing what has gone awry coupled with
continuous learning.

The functions of accountability are thus three-fold, according to Aucoin and
Heintzman: accountability as control, assurance, and learning.2! Account-
ability as control attempts to ensure contracts control the use of public funds
whereas accountability as assurance seeksto assure all vested stakehol dersthat
the rules of the contract have been adhered by third parties. To date, the
accountability regime associated with voluntary sector contracts has largely
been aimed at control and assurance. Contracts do not, however, necessarily
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exclude the third function of learning as a means for continuous improvement
of management and operations.

Vertical Accountability

Giving an account of and taking responsibility for addressing problems created
or not solved could be seen to operatein both vertical and horizontal directions.
Within government, vertical accountability reflects the doctrine of ministerial
responsibility as a central feature of Canada’s Westminster parliamentary
government: public servants are accountable to their superiors who are ac-
countableto their superiors and so on, thereby effectively structuring account-
ability to flow in a vertical manner upwards toward the minister and
Parliament.22 In each of these superior-subordinate relationships, Aucoin and
Jarvis note, “the degree of accountability depends upon the extent to which
authority has been delegated, formally or informally, for general or particular
responsibilities.” 23 In purchasing arrangements with voluntary organizations,
government uses contracts or contribution agreements to achieve this type of
vertical accountability.

Asthe principal in project funding, government setsthe accountability require-
ments that voluntary organizations must satisfy. These accountability require-
ments have tightened up following the so-called scandal at Human Resource
Development Canada (HRDC) that began in January 2000 with the release of
an internal audit of HRDC' s grants and contributions programs. This internal
audit concluded that the grants and contributions programs contained inade-
guate documentation and missing information. While not afinancial audit, the
media portrayed it as such, implying the programs had lost a billion dollars of
taxpayers’ money. While the media represented this as a‘scandal’ to Canadi-
ans, more analytical reviews cast doubt on whether there was any mismanage-
ment of taxpayers dollarsat all or at |east suggested that the scope of any such
mismanagement was overblown.24 Regardless of whether a real scandal had
occurred or not, the response from the government was definitive: a bureau-
cratization of the funding processwith tighter accountability requirementsthan
ever before. This stringency included new rules from the Treasury Board
Secretariat supplemented by new rulesinstituted by funding departments. The
new departmental rules are not all exactly the same but they all worked to
significantly tighten up accountability requirements.

These requirements are onerous, at both the front end of seeking approval for
funding and on the reporting and audit ends. Applying for a contribution
agreement now involves a completed application form with detailed back-
ground information on the organization and a complete proposal with concrete
deliverables and outcomes, all of which must be approved by various levels
within the department. As the application moves through the process, it is not
uncommon for nonprofits to have to re-write the application several times.
Once the agreement is approved, the monitoring procedures require the sub-
mission of quarterly cash-flow statements and other reporting requirements.

The Philanthropist, Volume 19, No. 3 215



For applicationsto Social Devel opment Partnerships Program of Social Devel-
opment Canada, for example, the verification of a claim includes an 11-point
checklist whilea*variance of 15% from predicted cash flow during areporting
period (which could be as short as a month) may trigger a contract amendment
process that involves a 17-point checklist.”2> The review of an agreement
consists of four formsand 22 checkpointsin addition to an Activity Monitoring
Report.

Born out of crisis, the major goal of these requirements on contributions was
to ensure that accountability controls were in place — and seen publicly to be
so — rather than to carefully balance any adverse impacts on the contracting
organizations.26 The underlying implied premiseisthat, as contractors, volun-
tary organizations are not to be trusted; rather, government must exercise tight
control over what kinds of objectives and projects are approved and must
monitor and audit on a micro scale. As we will see, the impact has been
enormous transaction costs for voluntary organizations (and, undoubtedly, for
government) and an erosion of trust.

Horizontal Accountability

Vertical accountability, considered the traditional model of accountability and
usually expressed through financia control, has come under strain in recent
years.2” Prior to the introduction of New Public Management, government
largely responded to public policy problems independently of other societal
actors so the vertical accountability structures, designed by government for
governmental activity, weresufficient. Theincorporation of non-governmental
actors charged with delivering public goods, however, introduces challenges
to thistraditional model of accountability asthe responsibilities of government
and non-government actors have become blurred.28 The fact that accountability
has become increasingly complex with the advent of New Public Management
is noted by Mark Considine:

We therefore need to approach the accountability issue as a problem with multiple
levels and more than one possible meaning, Of course, this has always been the
case to some extent. Public servants managing large programs have often had to
balance demands for accountability from their executive branch, from congres-
sional committees, from ministersoutside their portfolio and from different organi-
zations representing parts of the citizenry. However, until recently these pressures
were generally defined within the remit of asingle public ministry or agency. With
the advent of entrepreneurial government and the enterprising state, expressed
most obviously in extensive forms of contracting out, these organizational bounda-
ries and identities are less able to contain or limit the accountability issue.?®

While New Public Management has challenged the vertical accountabilities of
the state, the transition in governing from New Public Management toward
governance generates a new dimension of accountability for consideration.
With its emphasis on collaborative partnerships, governance promotes hori-
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zontal accountability among actors involved in the provision of public goods.
Aucoin and Jarvis note that, “since the parties involved shared authority and
responsibility, they may consider themselves accountable to one another for
the discharge of their respective responsibilitiesin the collaborative undertak-
ing. Inthis sense, they may speak of a*‘horizontal’ (equal-to-equal) as opposed
to a ‘vertical’ (superior to subordinate or principal to agent) accountability
relationship.” 30

Figure 1: Vertical and Horizontal Accountability
in the Context of Contracting

Citizens¢—| State |[&—.....n - Other —>Citizens
voluntary
organizations

s

Contracting
organization

Governance suggests that partners are horizontally accountable to each other
with each partner also required to “respect their own vertical accountability to
their respective bodies corporate.”3! This idea of horizontal accountability
within governance is illustrated by the dashed arrow in Figure 1. Horizontal
accountability does not replace vertical accountability — it merely adds to the
accountability requirements of partners. The resulting implication is that all
partners must contribute to horizontal accountability while simultaneously
contributing to its own vertical accountability.

Even when the partner is a contracting organization, horizontal accountability
still flowsfrom vertical accountability. The block arrow diagrammed in Figure
lillustratesthat through the vertical contracting relationship emerges horizon-
tal accountability as well. The contracting organization must account for its
actions in a vertical manner to government, but the horizontal accountability
of the contracting organization to the rest of the voluntary sector may be both
directly and indirectly affected by this. No voluntary organization, even when
involved in a contractual relationship with the state, is wholly isolated from
the rest of the sector or from its members and users.32 The organizations that
make up the sector weave numerous inter-connected networks with their
multiple crosscutting funders, members, stakeholders, users, and community
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members. Underpinning these close relationships between voluntary organiza-
tionsistrust — the belief that the other voluntary organizations are doing their
part, through self-governing, to contribute to the development of the sector and
its overall credibility.33

Impact on Vertical Accountability

To assess how the contribution agreements associated with project funding
promote both vertical and horizontal accountabilities, in-person and telephone
interviews were conducted with 29 nonprofit organizations that have received
project funding in the past several years from either the Social Development
Program of the then HRDC or the Multiculturalism, Official Languages Pro-
gram of Canadian Heritage. Additionally, seven interviews were conducted
with civil servants and leaders in the voluntary sector.34

These interviews reveal just how significant the effects of the tightened
accountability measures for contributions since 2000 have been. Contributions
now require much more detailed reporting and review of projects to demon-
strate that the contract requirements have been satisfied. This particular form
of accountability is quite narrow and is focussed on reporting relative to the
terms of the contract, not on whether the overall goals of the program were
appropriate or on performance assessment more broadly. As one respondent
noted, “The process has become more bureaucratic, detailed, and diligent.
Accountability isessential, but this process does not build accountability since
it focuses only on the financial aspect and does not incorporate other important
elements including impacts on society.”

While the contributions now demand detailed reporting and review require-
ments, this appears to have produced a scenario whereby too much account-
ability actually meansvery little accountability. With itsemphasis on the minor
details associated with reporting and reviewing, this funding instrument forces
therecipients of the contract to make estimated guesses about expenditures that
are often incorrect and does not contribute to meaningful accountability. One
respondent indicated that she previously could include a 10% ‘ administration
fee’ to pay for core operations, including rent, photocopier, etc., on the
application form. The funding department no longer accepts this; it now asks
extremely detailed questions such as, “How many photocopies will be needed
to complete this project?” She must break down this ‘administration fee’ into
minute components, which becomes a guessing game because she cannot
predict how many photocopies will be needed for the project.

Another issue that contributes to too much accountability resulting in little
accountability is the lack of transparency and cross-subsidization of philan-
thropic money used to pay for public goods. With heightened accountability
requirements, new layersof review that involve greater scrutiny produce delays
in the approval process for funding. It is not uncommon to wait up to 8-12
monthsfor approval. According to respondents, this makesit difficult for them
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to strategize effectively. Onerespondent shared this example: Hisorganization
hired a staff person on a limited-term appointment to coordinate its annual
special event. This person is normally hired in the fall, six months before the
event, which is held in the spring. However, because of delaysin the approval
process, this organization did not receive approval until one month before the
start of the special event, and the funding department does not allow organiza-
tionsto backdate expensesthey incurred in thefall. The organization was faced
with a difficult choice: take arisk and hire the person to start the work in the
fall and hope for funding or wait until the funding comes through one month
before the start of the special event and then hire the person. The latter choice
would have placed the entire project at risk because the bulk of the work needed
to be completed over the fall and winter months. Opting for the former, the
organization proceeded with the project and hired a staff person in the hope
that the funding would come through at a later point. It had to use funds from
other sourcesto cover the expenses until the funding came through —asituation
that is very common and is often referred to as “stealing from Peter to pay
Paul.” When the funding finally comes through for this project, it is used for
another project that iswaiting for funding, so the funding machinery becomes
a patchwork quilt.

Fortunately for this organization, it has a relatively large quilt with many
patches. It is able to survive even though it is not practicing full due diligence
because the funding from the contracts and projects is not used solely for the
purposesintended. The current accountability regime governing public project
funding poses even harder choices for small organizations.3> In effect, vertical
accountability and horizontal accountability are both jeopardized by the use of
private money to subsidize public services and projects.

Impact on Horizontal Accountability

Voluntary organizations are self-governing entities with a responsibility to
users, stakeholders, and the broader communitiesthey serve.36 The heightened
accountability requirements of governmental contracting have several effects
that are both significant and negative for voluntary organizations that rely on
this form of funding and that make it difficult for these organizations to be
accountable to their various constituencies.

One effect cited by many interviewees was mission drift. This occurs when a
nonprofit chases funding dollars that may not necessarily reflect its overall
mission so that the ‘[funding] tail starts wagging the dog’. Consider the
example of one local voluntary organization in our study. This organization,
which is dedicated to assisting low-income families, applied for project fund-
ing to initiate child-care programs for new immigrant women. The funding
department refused to fund such a program but indicated that it would provide
funding to initiate a soccer club for youth, despite the fact that numerous such
programs already existed in the community. In an attempt to secure funding
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that would allow it to remain open, the nonprofit initiated soccer clubsinstead
of the child-care program even though the child-care program truly reflected
its overall mission and was identified as a pressing need by the community.
Thistop-down approach negates the benefit of the nonprofit sector —its ability
to identify needs in the community — and encourages mission drift.

Mission drift can also occur in other ways. Interviewees repeatedly said that
the detailed reporting and review mechanisms take staff and volunteers away
from working on the front-line with their users, members, or communities. The
contributionsdo not allow for funding of administrativeinfrastructure, and few
contracts cover the administrative costs of preparing, executing and reviewing
a contract. As such, staff and volunteers, already in short supply in many
voluntary organizations, are stretched even further and, in completing the
increased requirements of the contract, effectively are lost to their programs
and communities. This added administrative pressure of the contracting tool
contributesto the ‘burn-out’ felt by staff and volunteers, many of whom began
working for the organization in the first place to help people, not to become
involved in administrative reporting. Thisis not to suggest that nonprofits do
not want to be held accountabl e to government; they do, but funding tools need
to acknowledge the capacity and means of voluntary organizations to do so
effectively.

Not only do delaysin the approval process reduce transparency and the overall
accountability for the federal mandate, but they also affect nonprofit organiza-
tions. Some nonprofits rely heavily on government funding for their overall
budget; delays can threaten the survival of some of these organizations. One
provincial umbrella organization we interviewed noted that it did not have
funding for nine months due to time delays in approving a contribution
agreement. The application went across five different government desks for
approval, and throughout the process the organization was asked to re-write
the application several times. To survive the nine-month funding gap, the sole
staff person volunteered her time (some 400 hours) to help the organization
maintain its office space, which was donated by the landlord. Despite these
attempts to buffer the instability of funding, some programs were eventually
lost and the organization suffered a loss of credibility, which, in an era of
networks, trust, and reputation, is an important form of capital.

Respondents observed that the project-funding tool also detersinnovation and
creative problem solving. The sector is well known for its creativity when
responding to public policy concerns, but current funding practices favour
more conservative, less risky projects. The accountability regime associated
with this type of funding encourages control and assurance through required
deliverables and anticipated outcomes that must be outlined in advance. Gen-
erating deliverables and anticipating outcomes for new creative approaches to
public policy concerns (especially preventative programs) is a difficult task,
however. Further exacerbating thisisthe requirement that all projects must be
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‘new’, thereby hurting ‘existing’ programs and projects that have been shown
towork well. Besides deterring innovation from the outset by at | east implicitly
favouring more conventional, less risky projects, the tool also hinders the
sharing of innovative learning once funding has been granted to a project.
Respondents noted that an audit of the funded project might not pass if an
innovative aspect appears in the audit but was not included in the original
funding application. Where learning has occurred in the context of problem
solving during the course of a project, it is often disguised rather than shared.

In sum, the project-funding tool demands a significant amount of reporting
from the contracting organization. However, this onerous reporting focuses
mainly on financial reporting, which aimsonly at satisfying the ‘ answerability’
portion of accountability and then mainly for expenditures not results. From
the accounts of the voluntary organizations we interviewed, it appears that the
project-funding tool promotes mission drift, jeopardizes programs and organi-
zations with its time delays, and hinders innovation. Moreover, the fact that
nonprofits must privately subsidize public sector projects is an accountability
issue in its own right, but one that is invisible in current debates on account-
ability. Networks may be altered and weakened by project funding, which
reinforces regular rounds of competition among nonprofits, absorbs significant
resources for stringent reporting, and reduces capacity for network building.3”
The cumulative impacts of thisfunding tool translate into reduced capacity for
nonprofits while hurting their credibility and jeopardizing their ability to
cultivate community relationships, promote public deliberation, encourage
innovation, and contribute to governance.38

Toward Smart Funding and Accountability

The existing contract-like basis for project funding is not achieving effective
accountability in a vertical sense and is actively hurting relationships and
horizontal accountability. Moreover, the environment in which project-based
funding was devel oped has changed significantly asthe approach to governing
has shifted attention from the market-based efficiencies and cost containment
of neo-liberalism to the need on the part of governments to work in more
collaborative ways and to foster active citizenship, including strengthening the
voluntary associations that contribute to citizenship.3® As the governance
environment evolves, so too must funding and contracting tools, particularly
those that have a primary or secondary purpose of building capacity in the
voluntary sector, rather than simply shopping for goods or services.

Leaders from Canada's voluntary sector have made the case strongly to
government that the current contracting and accountability regime is not
sustainable. As Jean Christie from the Voluntary Sector Forum noted in the
consultations on the 2005 budget:

To put it bluntly, organizations across Canada are buckling under the pressures of
short-term funding and of project funding. They're swamped by the paperwork
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they have to do for their funders, and they’ re spending very scarce resources to do
that paperwork. This problem has now been very well documented... We would
like the Government of Canada to take leadership on thisissue and to find ways
to streamline funding processes and accountability requirements across the federal
government and to address the problem more widely with other funders. Let me
say very clearly here that we're not talking about more funding at this stage; we
are talking about better funding, more strategic funding. Let me also say that we
are not talking here about abdicating our responsibility to account for public funds.
Organizations that receive public funds know we have a responsibility to do that.
In short, what we're asking for is what we call smarter funding and more appro-
priate accountability, consistent with the code of good practice on funding that
both the government and the sector have signed.*°

Governments in other countries have begun to take leadership toward smarter
funding and contract relationships for voluntary organizations as part of the
post-New Public Management wave of public sector reform. One approach,
used in Wales and Quebec for example, has been to continue (or reinvest in)
core operational funding as well as extending the terms of such funding to
provide greater stability and capacity.#1 Another major routeisto movein the
direction of relational contracting, as is being explored in New Zealand,
Australia, the UK, and elsewhere.#2 Although in comparison to most other
democratic countries, Canada provides minimal funding to national infrastruc-
ture organizationsin the voluntary sector, wewill focus on the latter asamodel
for moving toward smarter funding, given that the federal government appears
to be reluctant to entertain in any serious way the idea of expanded operational
funding.

Relational contracting rests on a basis of trust and a commitment to common
goals.43 Although it can maintain a legal core, it emphasizes a long-term
relationship rather than a one-off exchange and a specification process. This
approach assumes that each party is motivated to maintain its credibility and
reputation with the other, and it thus depends more on open communication
and processes than on rules and more on maintaining flexibility than on
pre-specifying detailed requirements.44 If one were to think of a continuum
anchored at one end by the traditional, discrete, rules-based contract and at the
other by the relational contract, as one moves from the former to the latter, the
emphasis shifts, suggests Boyle, “from detailed contract specification to state-
ments of the process to be followed when adjusting the contract: rules deter-
mining the length of the relationship, rules determining the response to
unexpected factorsthat arise in the course of the contract, and rules concerning
the termination of the relationship.”4>

The advantages of relational contracting between governments and voluntary
organizationsisthat it builds stronger, trust-based rel ationships, reduces trans-
action costs, provides greater flexibility in being able to respond to new needs
or demands, and offers greater scope to solve problems as they arise during the
course of the contract.46 By putting the emphasis on mutually agreed-upon
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results-based measures as the standard of performance assessment rather than
on minute financial reporting as currently exists in Canadian contributions,
such contracts can still maintain appropriate vertical accountability. Evidence
from New Zeal and suggeststhat where such contracts have adistinct advantage
isin promoting greater horizontal accountability by fostering greater coordi-
nation and collaboration among contracting agencies and by motivating them
to pool resources and create synergies.4’ Relationship contracting has been
used most effectively in contracting by local authorities where the players are
already well known to each other, or where there are relatively few potential
contractors available, or in certain human services in which it would be
detrimental to change contractors on aregular basis.48

The main disadvantages are twofold. First, relational contracting involves
selecting certain voluntary organizations for longer term relationships and
could thus be seen to createinsiders and outsiders. For funding programs at the
federal level aimed at building capacity among the national infrastructure
organizations, the size of the pool is quite small so that concerns over creating
a two-tier system can be averted. Second, in the current accountability-
obsessed political environment following the federal sponsorship scandal and
the resulting Gomery Inquiry, making a case for reducing reporting require-
mentsisahard sell for the public service. That said, given the evidence which
clearly indicates that the existing method of project funding is unsustainable*®
and that the current accountability regime is both incredibly onerous and not
an effective means of promoting performance improvement, a case for change
does need to be made.

The impact of the accountability requirements related to contributions that we
have described does not come as news to the federal government. The need to
consider options for more strategic funding began to be considered with the
creation in 2005 of a Task Force on Funding Instruments. We argue that the
principles, if not the full blown model, of relational contracting could serve as
a useful basis for advancing the development and implementation of ‘smart
accountability’ as part of thiswork. By looking to the principles of relational
contracting, the federal government could both meet its own existing policies®
and adhere to the Code of Good Practice on Funding that was agreed to under
the Government of Canada-Voluntary Sector Accord signed in December
2001.51

The first step in this direction, as long advocated by the voluntary sector and
asoutlined in the Funding Code, isto move to longer term, multi-year funding
horizons. Greater flexibility to carry over funding not spent in aparticular fiscal
year to the next would allow experimental or innovative projects to be more
results-driven than rule-driven.

A second step is to drop the fiction that government is always shopping for
something new from providers of which it knows nothing, thereby requiring
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voluntary organizations to describe and justify themselves and their projects
anew for each and every application. Relationships exist, and they matter. In
some cases, there may be only a couple of voluntary sector organizations
capable of providing the service, particularly if these organizations are al ready
the only providers, so afull blown competitive processis awaste of both time
and money. One way to avoid unnecessary background checking on applicants
for each round of funding is to adopt the concept of ‘ passporting’ that is used
in the UK .52 Passporting can occur in two ways. | n situations where organiza-
tions must apply to more than one federal government funder for the same
project, the passporting principle allows for sharing of information about the
applicants among the funders, thus reducing the burden of multiple applica-
tions. Where voluntary organizations repeatedly seek funding from the same
department, passporting allows organizations with long-standing relationships
and a good track record with the department to bypass certain elements of
information provision and background checking. This should have the benefi-
cial effect of speeding up the approvals process, although other measures, such
as giving more autonomy to local/regional offices, may also be needed to
promote timely approval of projects.

To ensure that the processis not a closed loop whereby only previously funded
organizations are considered for future funding, the introduction of acommunity-
based funding model could be helpful. Separate application processes for
national infrastructure organizations and more place-based initiativesfor local/
regional organizationswould facilitate support for community service provid-
ers and investment in supporting the broader infrastructure of the voluntary
sector.

The third step is to shift the basis of accountability from detailed reporting on
inputs (mainly reporting on financial expenditures) to a focus on outputs and
results.53 For all the discussion of results-based management in government,
there is, in fact, little management to results in the project funding realm.
Because the real goal of project funding is often investment in the provider
rather than procurement of standardized services, it would be vital as part of a
reorientation to results through relational contracting to develop mutually
agreed upon outcomes and parameters at the beginning of afunding agreement.
In addition, itisimportant to allow the contracting organization some scope to
undertake creative problem solving during the course of the project. Thismeans
that actual activities might deviate somewhat from the original plan. This step
also entails a change in the audit culture and attitude from micromanaging
small details to collaborating on making projects effective. Sound risk man-
agement would imply monitoring high-risk projects more closely but auditing
and intruding on the rest more lightly. For projects below a certain threshold,
say $100,000, the project officer might be allowed more flexibility to make
decisions on oversight.
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A shift to a more performance-driven model of funding and accountability
necessarily involves a change in the role and relationship of departmental
program/project officers with the organizations they fund. In the current
system, program officers function mainly as auditors and police officers.
Funding instruments that can truly enable government to determine where to
make wise investments in voluntary sector infrastructure mean areturn to the
role of program officers as nurturing and enhancing the performance of
programs by building relationships with the organizations they fund.>4 Im-
proved and coordinated training for project officersis needed on issues related
not only to accountability, but also to partnership building and knowledge of
the voluntary sector more generally. A key to developing trust-based relation-
ships will be to find ways to keep these officers, often quite junior in rank, in
their positionsfor longer periods of time so that they can devel op solid working
relationships with their constituencies. Due to the high mobility within the
public service at the present time, program officers no sooner develop some
knowledge of the organizationstheir programsfund than they move on to other
jobs.

Finally, afocus on performanceimprovement and learning could be made more
effective by providing better ways for organizations to learn from each other.
For example, a department could convene the voluntary organizations it has
funded each year to share information about good practicesrelated to perform-
ance assessment.

What would it take to facilitate a new and improved funding process for
Canada’ s voluntary organizations? The policy on transfer payments from the
Treasury Board Secretariat provides room for some flexibility with regard to
this funding instrument, although some adjustments may be necessary to fully
apply the principles we identified to a new funding instrument. The interpre-
tation of the Treasury Board’ spolicy by somefederal government departments,
however, is sometimes more restrictive, so departments will need to change
their own practices. But more than existing mechanisms and accountability
regimes are clearly needed. By supporting the work of the Task Force on
Funding Instruments, the federal government may be able to develop some
truly innovative new mechanisms that are better suited to both shopping and
investment.

Ultimately, what isreally required is a culture change regarding accountability
and how it intersects with the funding of voluntary organizations. This entails
engaging in a public debate on accountability by moving beyond the myth that
the problem is too little accountability. Rather, the debate needs to face the
high transaction costs and the limited ability of the current regime to promote
results-based performance assessment or performancelearning. Such achange,
however, may be difficult to achieve given the zeal for accountability in light
of the Gomery Inquiry.
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Conclusion

The contract in Canada, once primarily used as a management tool to control
performance, is now a governance tool used to guide the relationship between
the federal government and the voluntary sector. The accountability regime
associated with project funding, however, has significant and largely negative
impacts on voluntary organizations as they deliver public goodsto Canadians.
This threatens not only service delivery but the internal self-governance capa-
bilities of the organizations themselves. This accountability regime clearly
favours vertical accountability largely at the expense of horizontal account-
ability to governance partners. But even with an increased emphasis on secur-
ing vertical accountability, the regime has produced a scenario in which too
much accountability actually resultsin very little meaningful vertical account-
ability. The changes to the accountability regime in the post-HRDC scandal
have focused more on demonstrating that the requirements of the contract were
met than on asking whether the goals outlined in the contract were indeed the
right onesin thefirst place. Thismay reinforce answerability, but it undermines
the responsibility aspect of accountability.

In light of these negative impacts, we argue that a new funding tool is needed
if the relationship between the federal government and the voluntary sector is
to flourish in years to come. The concept of relational contracting articulates
some of the principles that could guide the development of new funding
instruments. The task is not merely atechnical one of redesigning contracting
tools, however. It is one of sorting out the current confusion over the goals of
funding mechanisms for voluntary organizations. Those instruments that en-
able governmentsto shop well and procure quality servicesmay beill-designed
to allow them to invest in the voluntary sector.

The federal government has begun a challenging but important task in explor-
ing possihilities for new funding instruments. There is much to be done and it
remains to be seen whether contribution agreements and contracts can be
modified to adequately promote vertical and horizontal accountability for both
government and voluntary organizations or whether entirely new funding tools
and accountability measureswill be required. Either way, the design of new or
modified ‘pegs’ is desperately needed to allow for more meaningful forms of
accountability and to enable governments to both fund services produced by
the voluntary sector and to invest in the sector for its long-term viability and
contributions to our society, economy, and governance.
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