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REFLECTIONS OF THE PROVINCIAL AUDITOR

�
s is discussed at greater length within the body of this report,
  I believe that the government should make the summary

budget its primary tool for communicating the planned results of
government financial activities to the legislature and the public.

It is a fundamental principle of financial accountability that financial
reporting and budgeting should use the same accounting principles.
This facilitates the effective comparison of actual results to plans
because the reader does not need to worry that different accounting
principles have been used.

To its credit, the government made the summary financial statements
its primary financial reporting tool for the year ended March 31, 2001.
The financial statements of the Operating Fund, included in the new
Annual Report, were clearly shown, for the first time, as special
purpose financial statements not required to follow generally accepted
accounting principles.

However, in the budget documents for the year ended March 31, 2002,
the government has continued to use the budget for the Operating
Fund as the primary tool for communicating its fiscal plans.  The
summary budget information has been relegated to a minor position
inside the budget documents.  This means that the budgeting practices
of the government are significantly inconsistent with its financial
reporting practices.  It cannot help but confuse the members of the
legislature and the public when their attention is directed primarily to
the Operating Fund budget which is calculated in a manner
significantly different from its primary financial report - the Summary
Financial Statements.  This is a most unsatisfactory situation.

As noted earlier, I commend the government for the significant
improvement it has made in its financial reporting practices this year.
I encourage the government to take the next step and make its
budgeting practices consistent with its financial reporting practices.
In so doing, it will be joining a number of other provincial
jurisdictions which have already done so.

Jon W. Singleton, CA•CISA
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Overview of the Public Accounts

Financial Reporting Structure
The Public Accounts of Manitoba represent the annual financial statements for the
Government of the Province of Manitoba (Government).  These financial statements
provide an important link in an essential chain of public accountability.  They are the
principal means by which the Government reports to the Legislative Assembly and to all
Manitobans on its stewardship of public funds.

The Public Accounts are prepared in accordance with the Financial Administration Act and
contain the financial statements and supporting information required by this legislation.
The Public Accounts also include information required by other legislation such as the
Balanced Budget, Debt Retirement and Taxpayer Accountability Act and by the Public
Sector Compensation Disclosure Act.

Public Accounts are represented by two distinct sets of financial statements that satisfy
two unique purposes.  The Summary Financial Statements are the General Purpose
statements of the Government.  They provide audited information on the aggregate
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financial affairs and resources for which the Government is responsible, including
government enterprises and crown organizations.  The Summary Financial Statements are
prepared in accordance with public sector accounting standards (as issued by the Public
Sector Accounting Board [PSAB]) of the Canadian Institute of Chartered Accountants
(CICA).  These are the appropriate statements to use when comparing the operating
results and the financial position of the Government to other provinces and the federal
government.  The consolidated net income reported in the Summary Financial Statements
of the Government for 2000/01 was $431 million.

The other set of financial statements presented for Public Accounts are the Financial
Statements of the Operating Fund and Special Funds.  They are Special Purpose in nature
and are intended to serve as the Government’s accountability report to the Legislative
Assembly only on revenues raised and expenditures made as authorized by the
Appropriation Act and other statutory spending authorities.  These financial statements
are also used to reflect the Government’s compliance with the Balanced Budget, Debt
Retirement and Taxpayer Accountability Act.  For 2000/01 the government achieved a
positive balance of $41 million and, therefore, was in compliance with balanced budget
legislation.  These statements do not incorporate the Government’s unfunded pension
liabilities or the results of other organizations owned and controlled by the Government.

The Public Accounts for the 2000/01 fiscal year are published in four volumes.  The
preceding chart illustrates the structure of the Government’s financial reporting in the
Public Accounts.

Volume 1, Province of Manitoba Annual Report, contains the audited
General Purpose Summary Financial Statements and the audited Special
Purpose Financial Statements of the Operating Fund and Special Funds
(Operating Fund).  It also contains the Minister of Finance’s comments for
the year ended March 31, 2001, and information on the Manitoba
economy.  It further contains discussions on financial indicators and
variance explanations for both the Summary Financial Statements and the
Financial Statements of the Operating Fund.

Volume 2, Supplementary Information, contains details of employee
compensation of $50,000 or more, as well as information on other
payments from the Operating Fund in excess of $5,000 to corporations,
firms, individuals, other governments and government agencies.  The
information on employee compensation of $50,000 or more is audited as
required by the Public Sector Compensation Disclosure Act.  The
information on other payments from the Operating Fund to corporations,
firms, individuals, other governments and government agencies is
unaudited.

Volume 3, Supplementary Schedules and Other Statutory Reporting
Requirements, provides additional information on the Operating Fund of
the Government.  This financial information is unaudited with the
exception of the Report of Amounts Paid to MLAs and the Northern Affairs
Fund.

Volume 4, The Financial Statements of Funds, Organizations, Agencies and
Enterprises Comprising the Government Reporting Entity, contains the
individual audited financial statements of the various entities owned or
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controlled by the Government which comprise the Government Reporting
Entity for the Province of Manitoba, except for the Operating Fund and
Special Operating Agencies (SOAs).  The audited financial statements of
SOAs are included in a separate annual report prepared for the Special
Operating Agencies Financing Authority.

Recommendations Implemented by the
Government
Over the last four years, we have made a number of recommendations to enhance the
clarity of Public Accounts.  See Exhibit A for the detailed recommendations.  In our
March 31, 1999 Report to the Legislative Assembly, the Government made a commitment
to adopt our recommendations.  Commencing with the year ended March 31, 2000, the
Government combined the Summary Financial Statements with the Financial Statements
of the Operating Fund in a single volume.  We commend the Government for their
continuing progress in enhancing the clarity of Public Accounts.

The Government clearly designated the March 31, 2001 Operating Fund and Special Funds
Financial Statements as special purpose.  This reinforced the Summary Financial
Statements as the primary financial statements of the Government.  The Financial
Statements of the Operating Fund should only be used for purposes intended:  to reflect
the Government’s compliance with the Balanced Budget, Debt Repayment and Taxpayer
Accountability Act; and to report on the stewardship of central government operations.

Also for the year ended March 31, 2001, the Government issued Public Accounts as an
annual report with commentary by the Minister of Finance regarding the fiscal year.  The
annual report contained discussions on financial indicators and variance explanations for
both the Summary Financial Statements and the Financial Statements of the Operating
Fund.  This is another step in enhancing the clarity of Public Accounts because the reader
is provided with information on key events and on the performance of the Government for
the fiscal year.

Summary Budget Presentation
The Government prepared a summary budget based on the budgets for all entities
included in the Government Reporting Entity for the year ending March 31, 2002 as their
response to our final recommendation.  This budget was presented in the 2001 Manitoba
Budget.  While this is a first step, the budget presented is very brief and is not presented
in the same format as the Summary Financial Statements.  The Summary Budget should
be presented on the same basis as the Summary Financial Statements to enable a reader
to directly compare the budget to the Summary Financial Statements.

Canada and five of the other Provinces produce summary budgets that are tabled in
Parliament/Legislatures.  These summary budgets are prepared on the same basis as the
Summary Financial Statements of the governments.  Three of these six summary budgets
are voted on by the members of the Parliament/Legislatures.

In an attempt to clarify why we continue to encourage the Government to give more
prominence to the summary budget, we have created an analogous family budget using
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simple numbers and assumptions (Exhibit B.1).  The scenario was developed for a family
that earns a salary and also has a bookstore business.  The family has decided to restrict
the use of cash from the bookstore to bookstore costs and manages these through a
separate bank account.  Cashflow from the family salary is insufficient to pay the rent, so
the landlord has agreed to accept promissory notes in lieu of rent payments in cash.

The family salary and other expenses flow through a Chequing Account which has no
overdraft privileges.  Accordingly, the family uses cash from its Savings Account as needed
to keep the Chequing Account from going into an overdraft.  In years where there is
excess cash in the Chequing Account, the family places it in the Savings Account to help
prevent future overdrafts.

In order to manage the funds flowing in and out of the Chequing Account, the family
prepares a separate budget for it alone (Exhibit B.2).  In addition, it prepares a budget
that reflects all its revenues, costs and activities (Exhibit B.3).  The Chequing Account
budget shows that the family will just break even, but the overall budget shows that the
family will increase its financial wealth by $43,000.

Examining the budget the family prepared for its Chequing Account, highlights the
potential confusion that others might encounter in attempting to understand the family’s
financial affairs.  Clearly this budget is irrelevant when it comes to assessing whether the
family will increase or decrease its wealth during the year or whether its overall revenues
and expenses are in balance.  The only purpose of the Chequing Account budget is to
show how the family is managing its affairs to avoid an overdraft in the Chequing
Account.  Since cash is flowed out to the Savings Account if available, or back from the
Savings Account if there is a shortfall, the Chequing Account budget will always be close
to balance (assuming there is enough cash in the Savings Account) rather than reflecting
real economic changes in the family’s finances.

Only by reviewing the family’s summary budget would someone obtain a complete picture
of the family’s finances.  In an analogous manner, we believe that only by examining the
summary budget of the Government can the citizens truly understand the Government’s
management of its financial affairs.

The governments of Canada, British Columbia, Alberta, Ontario, Quebec and New
Brunswick have already made the summary budget their primary budget.  Manitoba is not
aligned with these jurisdictions in this regard.

We recommend that the Government make the Summary Budget its
primary tool for explaining its financial plans to the citizens of
Manitoba.  This would be consistent with the decision recently taken
to make the Summary Financial Statements its primary financial
reporting tool.  In essence, this would mean framing the annual
budget documents around the Summary Budget, with the Operating
Fund budget being shown in a subsidiary context to demonstrate how
the government plans to comply with the Balanced Budget legislation
and to highlight those expenditures that will require legislative
approval.  Similarly, the quarterly reports of the Province, a financial
reporting tool, should be modified to reflect actual expenditures on
the same basis as the Summary Budget.
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COMMENTS OF OFFICIALS

The Government is committed to  improvements in transparency and
accountability. As evidence of this commitment, the government  included
the first Summary Budget for the Province of Manitoba with the 2001
budget address. We are pleased that the auditor acknowledges the
significant steps taken by the government in this regard.

We will review the Summary Budget format and consider whether or not a
different presentation, with more detail, might be more helpful and
informative to the reader.

We believe it is important to provide Summary Budget information.
However, we also believe that Manitobans hold the Government
accountable first for its decisions on tax based operations - and second on
the overall operations of government that include the net earnings of
government entities and Crown Corporations that are unavailable to
support the Province’s core operations.  Therefore, our first focus will
continue to be the budget for the Operating Fund.

Expanding the quarterly reports of the Province to provide summary
Budget results would require significant increases in resource
commitments without corresponding benefits.  Government is not in a
position at this time to allocate scarce resources to administrative
overhead.  Our priority continues to be effective delivery of tax-supported
programs and keeping government as affordable as possible.
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RECOMMENDATIONS MADE OVER THE PRIOR FOUR YEARS TO
ENHANCE THE CLARITY OF THE PUBLIC ACCOUNTS

• The Government should include both the Summary Financial Statements
and the Operating Fund Financial Statements in Volume 1 of the Public
Accounts.

• The Government should commit to preparing an annual report on overall
government operations that includes high-level summarized financial
information, commentary on significant budget fluctuations, and long
term graphical trend analysis of government debt, taxation and program
levels.

• The Government should adopt the concepts suggested by the Canadian
Institute of Chartered Accountants (CICA) 1997 formal publication titled
“Indicators of Government Financial Condition” for disclosure of financial
indicators in the annual report for government.  More specifically, we
recommended the Government:

- use information from the Summary Financial Statements to develop
the ratios selected for disclosure; and

- focus disclosure on only the most significant indicators and make use
of graphical presentations to make the report more readable.

• The Government should prepare a summary budget based on the budgets
for all entities included in the Government Reporting Entity.  The
summary budget should be based on the same accounting principles used
for the Summary Financial Statements, and summary budget amounts
should be disclosed in the Summary Financial Statements for comparative
purposes with actual results.  The Government should present the
summary budget to the Legislative Assembly.  This summary budget would
include the annual budget for the Operating Fund.  When presented, the
summary budget could be formatted to show separately those parts of the
budget (i.e., the Operating Fund) which require the authority of the
Legislative Assembly.

Exhibit A
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Exhibit B.1FAMILY BUDGETING - AN ANALOGY TO GOVERNMENT
BUDGETING
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Auditor’s Report
The Provincial Auditor’s Act requires the Provincial Auditor to provide assurance to the
Legislative Assembly on the annual Public Accounts and other accountability documents
prepared by the Government.  To address this mandate, the office issues high level
assurance reports in the format of the standard auditor’s report recommended by the
Canadian Institute of Chartered Accountants (CICA).

The purpose of the auditor’s report is to provide the reader with a high level of assurance
on the fairness of financial statements, while clarifying the roles of management and the
auditor with respect to these financial statements, and outlining the nature and scope of
audit work conducted.

An unqualified auditor’s report, where there is no reservation of opinion, contains three
standard paragraphs.  The introductory paragraph identifies the financial statements that
have been audited and reflects management’s responsibility for preparing the financial
statements as well as the auditor’s responsibility for expressing an opinion on the fairness
of the balances, transaction totals and overall presentation.  The second paragraph
describes the nature and extent of the auditor’s work and the degree of assurance that
the auditor’s report provides.  It refers to Generally Accepted Auditing Standards (GAAS)
and describes some of the important procedures the auditor undertakes. The final
paragraph contains the auditor’s opinion or conclusion based on the audit conducted.

The Public Sector Accounting Board (PSAB) provides the generally accepted accounting
principles for the public sector in Canada.  PSAB pronouncements represent the consensus
of senior government officials, legislative auditors and other experts in public sector
accounting across Canada.  They represent minimum standards for governments and are
the benchmark for acceptable financial reporting.

The auditor’s reports issued by Manitoba’s Provincial Auditor as well as by other legislative
auditors across Canada reflect the extent to which government financial statements
comply with these auditing, accounting and financial reporting standards.  In situations
where government financial statements do not comply with PSAB standards, legislative
auditors consider the need to include a reservation in their opinion.  These standards are
designed to apply to the Summary Financial Statements of the Government.

In Manitoba, the Summary Financial Statements are presented in the Annual Report,
together with my Auditor’s Report thereon.  For the fifth consecutive year, my Auditor’s
Report on the Government’s Summary Financial Statements was issued without
reservation.  It should be noted, however, that my audit opinion is not based on Generally
Accepted Accounting Principles (GAAP).

The Government’s accounting policies are in transition.  My office fully supports this
transition as well as the presentation and disclosures that have been adopted by the
Government for this transitional period.   Exceptions to GAAP, are disclosed in Note 1 to
the Summary Financial Statements for the fiscal year ended March 31, 2001, as
reproduced on pages 25 and 26.

My Auditor’s Report on the Summary Financial Statements is included for reference in
Exhibit A at the end of this section, along with an excerpt of the Summary Financial
Statements for the year ended March 31, 2001 contained in Exhibit B.
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Adoption of New Accounting Policies

TANGIBLE CAPITAL ASSETS IN TRANSITION
In the 1999/2000, the Government adopted capital asset and amortization based
accounting policies in compliance with the standards of PSAB except for land and
infrastructure.  Development of the land was completed in 2000/01.  Accounting policies
regarding infrastructure such as highways are under development.

BORROWING BY THE PROVINCE ON BEHALF OF  NON-DEVOLVED
HEALTH CARE FACILITIES
Prior to the 2000/01 fiscal year, individual health care facilities issued long-term debt in
their own name to finance major capital acquisitions.  In 2000/01, the Province began a
program to finance such debt directly, taking advantage of its superior borrowing power
and rates, and lowering the cost of health related borrowings for Manitoba.  This debt is
included as part of the Province’s general purpose borrowings.  The related asset for non-
devolved health care facilities is recorded as a deferred charge and amortized over the
same period as the term of the debt issue.

EMPLOYEE FUTURE BENEFITS
In 2000/01, certain health care facilities and the University of Manitoba applied new
accounting recommendations for employee future benefits in accordance with PSAB.

AMORTIZATION OF UNREALIZED FOREIGN CURRENCY
FLUCTUATIONS, DEBT DISCOUNTS AND DEFERRED INCOME
In 2000/01, the Government changed its methodology of amortizing unrealized foreign
currency fluctuations, debt discounts and deferred income.  Previously, the methodology
was based on number of years and applied inconsistently.  This new methodology
calculates amortization based on the number of months to maturity from inception to the
date of maturity.

Full Adoption of Generally Accepted
Accounting Principles
The Government continues to make progress in adopting Generally Accepted Accounting
Principles (GAAP) as recommended by the Public Sector Accounting Board (PSAB).
However, there are two significant accounting policies that we believe should be changed:

1. The Government records material adjustments resulting from changes in
accounting policy or from the correction of an error which are attributable
to and identifiable with prior periods as an adjustment to the accumulated
deficit.  Prior year balances are not restated.  PSAB requires changes in
accounting policies to be recorded retroactively with prior year balances
restated.
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2. Tangible capital for infrastructure is not recorded.  PSAB requires
infrastructure to be recorded.

Early implementation of the recommendations below would bring Manitoba closer to fully
adopting generally accepted accounting principles in the Summary Financial Statements.
The other exceptions to GAAP detailed earlier in this report relate mainly to the net debt
basis of accounting and the standards guiding inclusion of entities in the Government
Reporting Entity.  PSAB is currently reviewing both of these issues on a national level.

We recommend that the Government change its accounting policies to
record changes in accounting policies retroactively and restate prior
year balances.

COMMENTS OF OFFICIALS

The Government  believes that  continuity of results from year to year in
our financial statements is more important to citizens  than continual
restatements going back 10 years or more, in response to accounting
standards..   Changes in prior year numbers could also create doubt in the
readers’ minds as to the reliability of previously audited and reported
results.

We recommend that the Government record infrastructure as tangible
capital assets as soon as practical.

COMMENTS OF OFFICIALS

As previously agreed with the Provincial Auditor, the Government has
withheld its adoption of infrastructure capitalization pending receipt of a
research study being conducted by the Canadian Institute of Chartered
Accountants on this subject.  As at the date of this report, that research
study has not yet been released and we continue to be concerned that
adopting the standards, without knowing what the recommended changes
might be and how those changes might impact on the Province of
Manitoba, might not be in the best interest of Manitobans.  However, the
Government is committed to continuing its review of this accounting
standard and will endeavour to implement the appropriate accounting
policy at the earliest opportunity.
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Exhibit A
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Exhibit BEXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
FOR THE YEAR ENDED MARCH 31, 2001”
(Schedules associated with these financial statements have not been
replicated in this report.  To review these Schedules, refer to the annual
report noted above.)
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Audit Opinion on the Special Purpose
Financial Statements of the Operating Fund
and Special Funds
As mentioned previously, the Financial Statements of the Operating and Special Funds
(Operating Fund) are special purpose in nature.  They are intended to serve as the
Government’s accountability report to the Legislative Assembly on revenues raised and
expenditures made as authorized by the Appropriation Act and other statutory spending
authorities.  These financial statements are also used to reflect the Government’s
compliance with the Balanced Budget, Debt Retirement and Taxpayer Accountability Act
and the Financial Administration Act.

In prior years, my Auditor’s Report on the Operating Fund has been prepared to draw the
attention of readers to the special purpose nature of the financial statements and to
caution readers against placing undue reliance on such financial statements.  In the
opinion paragraph of my Auditor’s Report, I avoided referring to the presentation as ‘fair’,
because these financial statements are not intended to reflect the financial results of
Government as a whole.  However, beginning with the 2000/01 Annual Report, the
Government has adopted a presentation format that clearly discloses the Financial
Statements of the Operating Funds as special purpose.  The title page to the financial
statements is labeled “Province of Manitoba Special Purpose Statements of Accountability
for Stewardship of Central Government Operations and Balanced Budget Legislation”.
Each of the pages in the financial statement is headed with “Operating Fund and Special
Funds – Special Purpose Financial Statements”.   As this clearly shows the special purpose
nature of the financial statements, I did not provide additional description in my
Auditor’s Report of the special purpose nature of the financial statements and referred to
the presentation as ‘fair’.

Special Purpose Financial Statements are by their nature incomplete and often deviate
significantly from generally accepted accounting principles.  Hence, while required for
reporting on compliance with balanced budget legislation, they are not complete for
understanding the Government’s management of its financial affairs.

This is the first year since 1988 that we have issued an unqualified audit opinion without
additional description for the Financial Statements of the Operating Fund.

My Auditor’s Report on the Special Purpose Financial Statements of the Operating Fund
and Special Funds is included for reference in Exhibit A at the end of this section, along
with an excerpt of the Operating Fund and Special Funds for the year ended March 31,
2001 contained in Exhibit B.

Pension Liabilities Excluded from the
Operating Fund
My office issued our first audit qualification for pension liabilities not being recorded in
the Financial Statements of the Operating Fund for the year ended March 31, 1990.  Since
then, each year we have recommended the Government amend its accounting policy for
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pension costs and liabilities.  In 2000/01, the unrecorded pension liability for the
Operating Fund approximated $2.9 billion.

In 1999/2000, the Government issued the Summary Financial Statements and the
Financial Statements of the Operating Fund in a single volume with the Financial
Statements of the Operating Fund subordinate to the Summary Financial Statements.
Presenting the Financial Statements of the Operating Fund in this manner reduces our
concern somewhat regarding the unrecorded pension liability.  As the pension liability is
recorded in the Summary Statements, the impact on the entire Government Reporting
Entity including the Operating Fund is readily apparent.

Furthermore, the Government committed, starting 2000/01, to set aside funds equal to
the pension contributions for all civil servants and teachers hired on or after April 1,
2000.  They also committed to set aside additional funds from time to time toward the
pension liability with the first contribution of $21 million occurring in the year ended
March 31, 2001.

While we prefer that the Government record the entire pension costs in the Operating
Fund, we are encouraged by the presentation of the Financial Statements of the Operating
Fund as special purpose and subordinate to the Summary Financial Statements in the
Annual Report.  We are also encouraged by the Government’s making the initial steps in
funding the pension liability.

Quarterly Reporting
Last year we raised the concern about the releasing of a fourth quarter report.  The
Government publishes four unaudited quarterly reports on the Operating Fund of the
central government.  The reports include condensed operating results to the end of the
respective quarters, projections for the year, and commentary on the results.  The fourth
quarter report for 2000/01 was released on August 17, 2001, approximately one month
prior to the release of the audited financial statements.

We do not believe that the fourth quarter report should be released prior to the
publication of the audited results.  This quarterly report covers the same period as the
audited Financial Statements of the Operating Fund but is issued prior to the release of
the audited financial statements.  Audited financial statements provide the reader with a
high level of assurance that information is fairly presented.  The reader does not have
that assurance when reviewing the unaudited quarterly reports.

Although the Government’s intent is to provide timely reporting to the public, we believe
that releasing a fourth quarter report within weeks of the issuance of the audited
financial statements may draw attention away from the audited statements which could
potentially differ from the fourth quarter statements.  Readers may prematurely form
inappropriate conclusions on the results of the Operating Fund for the respective fiscal
year if the unaudited fourth quarter financial statements differ significantly from the
audited financial statements.  The commentary presently provided in the fourth quarter
report is also provided in the Annual Report.

We again recommend that the Government not release a fourth quarter
report on the results of the Operating Fund.
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COMMENTS OF OFFICIALS

Government policy recognizes the importance of reporting on the financial
status of the Government at the earliest opportunity. We believe
Manitobans have a right to receive this information as soon as it is
available.
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Exhibit A
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Exhibit BEXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
FOR THE YEAR ENDED MARCH 31, 2001”
(Schedules associated with these financial statements have not been
replicated in this report.  To review these Schedules, refer to the annual
report noted above.)
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Reform of the Public Accounts Committee
The Public Accounts Committee (PAC) in Manitoba is arguably the least effective PAC in
Canada.  This is significant because of the important role the PAC should play in holding
the government of the day accountable.

In our Report to the Legislative Assembly on the public accounts for the year ended
March 31, 1997, we stated:

“An effective PAC is a key part of the accountability cycle.  By
developing practical and useful recommendations to eliminate waste
and mismanagement and by promoting these recommendations with
the Legislative Assembly, the PAC can significantly influence and
support effective governance for Manitoba citizens.”

In that report, we set out some of the key recommendations of the Canadian Council of
Public Accounts Committees (CCPAC) that we believe would be useful for Manitoba to
adopt.  These are set out in Exhibit A.  We recommended:

“...that the Legislative Assembly have the Public Accounts Committee
review the CCPAC guidelines and prepare a report to the Assembly with
recommended changes in the mandate, powers and procedures of the
committee.”

In our Report to the Legislative Assembly on the public accounts for the year ended
March 31, 1998, we followed up on the previous year’s recommendation.  We reported
that no progress had been made.

We have reviewed the activity of the PAC since the 1998 report was issued.  The PAC has
met twice since we issued the 1998 report for a total of four hours.  The chart below
compares the level of activity of the Manitoba PAC to others in the country from
November 1, 1998 to June 30, 2001.
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The chart clearly indicates that the Manitoba PAC is significantly out of step with the rest
of the country.  It is also important to note that every other PAC in Canada adopted a
significant number of the CCPAC guidelines many years ago.

In the two meetings held since we issued our March 31, 1998 report, the PAC has
discussed our recommendations.  At its July 6, 1999 meeting, the PAC passed the
following motion:

“THAT we establish a subcommittee of this committee for the purpose
of bringing forward recommendations on ways in which we can reform
the committee and that the said subcommittee report back to the
Public Accounts Committee by the end of the year 1999.”

The subcommittee was not appointed prior to the calling of a general election.
Subsequently, the new PAC reconsidered our recommendations and adopted the following
motion on July 21, 2000:

“THAT the Provincial Auditor’s recommendation for change to the
procedure and role of the Public Accounts Committee be referred to the
Rules Committee and that the Public Accounts Committee be convened
to discuss the Provincial Auditor’s recommendations and to make
comment on them prior to the Rules Committee dealing with the
Provincial Auditor’s recommendations.”

The meeting of the PAC called for in this motion had not been held as of October 31, 2001
(approximately 15 months).  In the intervening time, our staff worked with Chair and
Vice-Chair on a submission to the PAC with respect to the role and procedures of the PAC.
This document has not yet been provided to the PAC.

It is more than a little disappointing that, in the more than three years since we first
made our recommendations:

• relatively straightforward changes in the role and procedures of the PAC
have not been made;

• the PAC continues to meet infrequently; and

• the PAC has yet to make a single recommendation to the Legislative
Assembly for the improvement of accountability of the Government to the
citizens of Manitoba.

We can only reiterate our belief that the PAC is an important aspect of our democratic
processes.  An ineffective PAC does not serve the citizens of Manitoba well.  We strongly
encourage the Legislative Assembly to bring about needed reforms in short order.
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GUIDELINES FOR AN EFFECTIVE PUBLIC ACCOUNTS COMMITTEE

• Operate in a non-partisan manner.

• Adopt a written mandate and statement of operating principles.

• Have the right to investigate all past, current and committed
expenditures of government and recipients of public monies.

• Have and use the power to summon persons, and examine papers and
records.

• Be concerned with how government policy is administered and with value-
for-money in the implementation of government policy, rather than with
government policy itself.

• Have the right to request the Provincial Auditor to conduct specific
reviews.

• Have the right to review proposed changes to The Provincial Auditor’s Act
as well as changes to its own mandate.

• Scrutinize the operations of the Provincial Auditor.

• Have the right to call witnesses and take testimony under oath.

• Make recommendations to the Legislative Assembly.

• Exclude Cabinet Ministers from committee membership.

Exhibit A
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Background
The Government of Manitoba (Government) uses SAP R/3 (SAP) as an enterprise solution
for its accounting, logistics and human resource processes.  SAP is a fully integrated
computerized accounting and management information system and functions across
multiple departments, agencies, commissions and sites throughout Manitoba.  SAP allows
for the sharing of common data, so transactions initiated by one business area may have
a direct impact on other business areas.  The broad and detailed functionality that gives
the system its flexibility often results in complex control and security requirements.

My office identified that the complexity of the controls and security requirements of SAP
create a new set of challenges to be addressed, as we need to rely on SAP in the audit of
Public Accounts.  To this end, we performed a review of the controls over SAP in the
initial implementation of SAP version 3.1h, and we issued a report on the results of our
review.  A summary of this report was included in the March 31, 1999 Public Accounts
Report to the Legislature.

The Government upgraded from SAP version 3.1h to version 4.6b in November 2000.  We
reviewed the upgrade to determine if there were any changes due to the upgrade that
would affect our reliance on the controls over SAP in our audit of Public Accounts.  This
report summarizes the results of our review.

Objective, Approach and Scope
Our objective was to gain reasonable assurance that the upgrade was performed in a
controlled fashion and changes to the Government’s control framework resulting from the
upgrade were identified, reviewed and assessed.

Specifically, we addressed:

• SAP Application Level Security

The focus of this portion of the project was to review SAP 4.6b
authorization security and change controls.   We assessed the design,
build and administration of security over the SAP application and assessed
the security over the process of managing changes.

• Process Integrity

Process integrity relates to controls over the procurement, accounting and
human resource business processes.  The business processes are captured
in various modules in SAP.  The process integrity portion of our review
involved reviewing controls over the logistics, accounting and human
resource business processes affected by the SAP version 4.6b upgrade.  The
review included the purchasing, accounts payable, general ledger,
organizational management, personnel administration, recruitment, asset
accounting, funds management, payroll, internal orders, cost centre
accounting, manager’s desktop, time management and bank accounting
components within SAP.
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• Data Conversion

We reviewed the integrity of the conversion process from SAP version 3.1h
to version 4.6b.

Due to the highly specialized and complex nature of SAP, we contracted with specialists
in SAP auditing to assist us in conducting our review.

We conducted our review from February to May 2001.

Summary Conclusion
The controls over SAP in the Government and the upgrade procedures were generally very
good.  However, in an application as large as SAP there is always room for improvement.

The Government has made progress in adopting the recommendations we made in our
review of the initial SAP version 3.1h implementation.  However, many of our initial
recommendations remain unresolved and we have identified new areas for improvement in
our review of the upgrade not present or apparent in the initial implementation review.

We will provide separate reports to the Comptroller’s Office, Enterprise Systems
Management (ESM) and departments detailing the recommendations we made on the
review of the upgrade.  ESM, under the direction of the Comptroller, provides the ongoing
technical support as well as modifications and refinements to SAP as required.

The three recommended areas considered the most critical in the initial implementation
review still require addressing, although some progress has been made in resolving our
concerns.  We still consider these three areas the most critical.

1. Access to SAP by Departmental Managers

In our review of the initial implementation of SAP, we noted that
departmental managers did not have access to SAP.  The Government
focused their efforts on giving the transaction processors access effective
April 1, 1999.  They planned to provide departmental managers with
access to SAP by September 1, 1999 and delegated management
responsibilities to the administrative staff in the interim.  However,
departmental managers still did not have access to SAP by the end of our
implementation review in October 1999.

During our review of the upgrade, we noted that departmental managers
generally still do not have access to SAP.   Many of the managers’
functions are assigned to administrative staff members in SAP.  The
delegation of management tasks to administrative staff may result in a
loss of segregation of duties and exposure to fraud.  One of the major
ways of ensuring the integrity of processing in SAP is to segregate
incompatible functions between more than one user.  Incompatible
business functions can be thought of as of a combination of activities that
provide a single user with the opportunity to commit an error or fraud
without detection.  In information technology, this is most commonly
viewed as the ability to add, delete or change data without the
involvement of a second user.
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One of the most significant management functions assigned to
administrative staff is the approval of purchases.  The purchasing approval
levels delegated to senior managers by Ministers of the Legislative
Assembly may not be appropriately represented in SAP.  We also noted
that the differences from the delegated purchasing authority levels to the
approvals levels set in SAP may not be properly documented.  We found
that departmental personnel are unclear on their responsibilities for
maintaining the delegation of purchasing authorities in and out of SAP.

Although the departments are required to have the manager’s approval of
the purchases documented on paper prior to the administrative staff
entering the approval into SAP, the opportunity exists for the
administrative staff to incorrectly or fraudulently approve a transaction
and not be detected on a timely basis.  It is management’s responsibility
to monitor the processing but this is made difficult if they do not have
access to SAP.

Finally, SAP is a management information system.  It can provide
extensive information to the managers for their use in making informed
decisions.  If the managers do not have access, use of SAP will not be
optimized.

During our review, we noted that ESM was piloting a project called
Manager’s Desktop.  This is a reporting tool that is designed to provide
managers with immediate access to SAP human resources and financial
information.  This is a good first step in providing management
information on-line to managers, but further improvements are still
necessary.

We recommend that departmental managers be provided with access to
SAP and that the management tasks be removed from administrative
staff as soon as possible.

COMMENTS OF OFFICIALS

Managerial access to SAP is being provided through the Manager’s Desktop
(MDP) Initiative which is being rolled out to departmental managers as
expeditiously as possible.  Once this rollout is complete, attention will be
given to moving managerial tasks away from administrative staff and
back to departmental managers where they appropriately belong.

We recommend that the Comptroller’s Office reinforce the importance
with departments of ensuring the delegated authorities are properly
represented in SAP or that differences are approved and documented.

COMMENTS OF OFFICIALS

We are working to produce reports from SAP for Executive Financial
Officers in departments which will allow them to quickly assess the SAP
authority levels and compare them to the delegation of authority that
takes place outside of SAP to ensure compatibility and comparability.
Differences can then either be fixed, or rationalized and documented.  This
will be communicated to departments as soon as the report has been
tested and is available for distribution.
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We recommend that ESM prepare lists of incompatible functions by
department.  Each department should be provided with their specific
list for review and approval.  This process should be updated on a
regular basis to ensure that departments are aware of staff members
with incompatible functions and that departments have controls to
compensate for the increased exposure to risk.

COMMENTS OF OFFICIALS

The incompatibility of functions is under review as there is concern as to
the propriety of the current categorizations.  We are also in the process of
developing a security report for departments which will list users and their
assigned SAP roles.  This report, combined with an updated matrix of
incompatible functions will be sent to Executive Financial Officers for
review and comment at the earliest opportunity.

2. Critical Standard Reports

In our review of the initial implementation of SAP, we noted that the
production and review of critical standard reports had not been
established for some processes.  Reports are essential for monitoring the
operations and security of the system.  Without appropriate reports
prepared and monitored, incomplete, inaccurate or unauthorized data may
not be detected on a timely basis.

The Comptroller’s Office and ESM have made progress in establishing
procedures for the preparation and review of critical standard reports.
However, there are still some reports we consider desirable that are not
being produced or for which procedures have not been established and
communicated to departments regarding their preparation and use.

We recommend that procedures for the preparation and use of critical
standard reports should be established and communicated to the
departments.

COMMENTS OF OFFICIALS

Critical standards reports were identified during the development of the
Managers Desktop Initiative.  All managers are being trained in the
purpose and use of these reports.  At the date of this report, over 200
managers have already attended such training courses.  Workshop and
training sessions were developed in conjunction with departments and
central agencies to ensure relevancy and effectiveness.  Central groups
such as Treasury Board, Internal Audit, Civil Service Commission, as well
as departments, have been privy to targeted report interventions
throughout the year for their specific purposes.  As well, a financial
reporting class is now part of the regular course offerings from ESM.  As
part of the Government’s Comptrollership Framework, Executive Financial
Officers, along with the Provincial Comptroller, continue to identify
Government information standards, reporting gaps and required processes
to ensure that monitoring of information in SAP is in compliance with
legislation and Government policy.
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3. Business Continuity Plan

There is no comprehensive business continuity plan in place by the
Government covering the SAP application.  Business continuity plans are
necessary to restore critical business activities in the event of a disaster.
They specify how alternate facilities and SAP processing capabilities will
be provided to continue and restore operations within a planned
timeframe.  Without a business continuity plan, users may be unable to
access SAP.

We recommend that a well thought-out and effective business
continuity plan should be developed and tested to minimize the risk
of disruptions caused by unforeseen events.

COMMENTS OF OFFICIALS

We are establishing an interim facility to house an alternative computing
environment for the SAP system.  The presence of this Disaster Recovery
site will minimize disruption of access to the SAP system in the event of
an unforeseen event or disaster at the primary site.
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Who Conducts the Audits
The Provincial Auditor’s Office audits many of the crown organizations and government
enterprises included in the Government Reporting Entity, and many others are audited by
private sector auditors (PSAs) appointed by the Government.  Consequently, my staff
place reliance on the audit work and opinions of the private sector auditors in forming my
audit opinion on the Summary Financial Statements.  We obtain written representations
from the PSAs regarding their independence and compliance with generally accepted
auditing standards.  We also perform additional auditing procedures, as we consider
necessary, to fulfil our broader reporting responsibilities to the Legislative Assembly.

The following Exhibit lists those government entities audited by the Office of the
Provincial Auditor and those audited by PSAs.
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SUMMARY OF WHO CONDUCTS THE AUDITS
(PAO - Provincial Auditor’s Office; PSA - private sector auditors)

Audit Conducted By

PAO PSA

Government Enterprises
Leaf Rapids Town Properties Ltd. X
Manitoba Hazardous Waste Management Corporation X
Manitoba Hydro-Electric Board X
Manitoba Liquor Control Commission X
Manitoba Lotteries Corporation X
Manitoba Product Stewardship Corporation X
Manitoba Public Insurance Corporation X
Workers Compensation Board X

Crown Organizations
Addictions Foundation of Manitoba X
Assiniboine Community College X
Board of Administration under the Embalmers and
   Funeral Directors Act X
Brandon University X
CancerCare Manitoba X
Centre Culturel Franco-Manitobain X
Child and Family Services of Central Manitoba X
Child and Family Services of Western Manitoba X
Communities Economic Development Fund X
Cooperative Loans and Loans Guarantee Board X
Cooperative Promotion Board X
Council on Post-Secondary Education X
Crown Corporations Council X
Deer Lodge Centre Inc. X
Economic Innovation and Technology Council X
Health Information Services of Manitoba (HISM) Corporation X
Horse Racing Commission X
Insurance Council of Manitoba X
Keewatin Community College X
Legal Aid Services Society of Manitoba X
Manitoba Adolescent Treatment Centre Inc. X
Manitoba Agricultural Credit Corporation X
Manitoba Arts Council X
Manitoba Boxing Commission X
Manitoba Centennial Centre Corporation X
Manitoba Community Services Council Inc. X
Manitoba Crop Insurance Corporation X
Manitoba Development Corporation X
Manitoba Film and Sound Development Corporation X
Manitoba Foundation X
Manitoba Gaming Control Commission X

Exhibit A



FOR THE YEAR ENDED MARCH 31, 2001    |    Manitoba    |    Office of the Provincial Auditor    | 71

CROWN ORGANIZATIONS AND GOVERNMENT ENTERPRISES

Audit Conducted By

PAO PSA

Manitoba Habitat Heritage Corporation X
Manitoba Health Research Council X
Manitoba Health Services Insurance Plan X
Manitoba Hospital Capital Financing Authority X
Manitoba Housing and Renewal Corporation X
Manitoba Trade and Investment Corporation X
Manitoba Water Services Board X
Public Schools Finance Board X
Red River College X
Rehabilitation Centre for Children, Inc. X
Special Operating Agencies Financing Authority X
University of Manitoba X
Venture Manitoba Tours Ltd. X
Winnipeg Child and Family Services X

Special Operating Agencies
Civil Legal Services X
Companies Office X
Fire Commissioner, Office of the X
Fleet Vehicles Agency X
Food Development Centre X
Industrial Technology Centre X
Land Management Services X
Mail Management Agency X
Manitoba Education, Research and Learning
    Information Networks (MERLIN) X
Manitoba Securities Commission X
Manitoba Text Book Bureau X
Materials Distribution Agency X
Organization and Staff Development X
Pineland Forest Nursery X
The Property Registry X
The Public Trustee X
Vital Statistics Agency X

Regional Health Authorities
Brandon Regional Health Authority Inc. X
Burntwood Regional Health Authority Inc. X
Churchill RHA Inc. X
Interlake Regional Health Authority X
Marquette Regional Health Authority Inc. X
NOR-MAN Regional Health Authority Inc. X
North Eastman Health Authority Inc. X
Parkland Regional Health Authority Inc. X
Regional Health Authority - Central Manitoba Inc. X
South Eastman Regional/Sante Sud-Est Inc. X
South Westman Regional Health Authority Inc. X
Winnipeg Regional Health Authority Inc. X


