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REFLECTIONS OF THE AUDITOR GENERAL

F or several years, I have encouraged the governments of the day to adopt modern
financial budgeting and reporting as the fundamental basis for discussing policy

options and the Province’s fiscal performance within the Legislative Assembly and with
the citizens of Manitoba.

Let’s consider the following:

• How much discussion has there been of the fact that in 2003/04
Manitoba had the second largest deficit ($604 million) since Summary
Financial Statements were first prepared in 1988?  The largest deficit
was $822 million in 1993, before the era of balanced budget legislation.

• Why have so few people asked how this past year’s deficit came about
and the policy implications of it?

• Why instead has the focus of discussion been primarily about the
positive balance the Government chose for itself of $13 million?  It
could have chosen a balance of anywhere between zero and $79 million,
but it chose $13 million for reasons that are not apparent to me or, I
dare say, to any citizen other than officials in the Province.

The fact remains that it is too late for Manitoba to be a leader in financial reporting.
Most other jurisdictions in Canada are already there.

However, the commitment the government makes in this report to actively plan to move
toward modern financial budgeting and reporting is a positive and encouraging step.

The need to modernize financial budgeting and reporting in Manitoba is one I have
recommended to both the previous and current administration.  Therefore, I encourage all
Members of the Legislative Assembly to support this and work together to improve
Manitoba’s financial reporting and bring it to an acceptable standard.

I also think it important that the Government provide the Assembly and the public with
periodic updates on the progress being made.  Budget presentation, Public Accounts
Committee meetings, and annual reports could all be used for such updates.  We will also
be reporting on the progress of this initiative in next year’s Public Accounts Report to the
Legislative Assembly.

Jon W. Singleton, CA•CISA
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Executive Summary

We believe that the Special Purpose Operating Fund and Special Funds Financial
Statements should not be used to assess the Government’s performance managing the
Province’s financial affairs and public resources.  The Summary Financial Statements
should be used to assess the Province’s financial position and operating results.

Unfortunately, the Government’s media communications continue to emphasize the
Operating Fund Financial Statements.  This portrays an incomplete and “misleading by
omission” picture of the Province’s financial position and operating results to the citizens
of Manitoba.  For example, it is unlikely that many Manitobans are aware that the
government incurred the second largest deficit ($604 million) since the inception of
summary financial statements in 1988.  (The largest deficit, including the unrecorded
pension expense of $153 million, was $822 million in 1993.)  They are also unlikely to be
aware that net debt increased by $1.2 billion in 2003/04.

This report contains a review of the press release issued by the Government in September
2004 which highlights this concern with communication to the public.  This is included
in the section titled, The Whole Story:  The 2003/04 Public Accounts Press Release.

There are significant accounting policies used in the Special Purpose Operating Fund and
Special Funds Financial Statements that are not in accordance with Canadian generally
accepted accounting principles (GAAP).  If Canadian GAAP had been used, assets would
have increased by $2.727 billion, liabilities would have increased by $3.019 billion, the
accumulated deficit would have increased by $292 million, revenues would have increased
by $705 million, and expenses would have increased by $1.217 billion.

This year, we removed the word “fairly” from the opinion paragraph.  This change was
made to highlight the above limitations inherent in the Special Purpose Operating Fund
and Special Funds Financial Statements.

A key message in this report is that public communication on the annual
financial results of the province should be understandable, open and
transparent:

• Public communication should focus on the annual results from
the Summary Financial Statements;

• A Summary budget should be prepared to enable the Members
of the Legislative Assembly to fully debate the planned use of
public; resources and to fully evaluate the actual results
achieved against the budget;

• The published narrative called “Discussion and Analysis” should
more fully emphasize and cover the Summary Financial
Statements.

In response to our
report, the Manitoba
Government indicates
that it “...is committed
to work ... on a plan that
would see it present its
Budget and other
financial reports on a
Summary basis”.
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The Auditor’s Report on the Special Purpose Operating Fund and Special Funds Financial
Statements also contained a scope limitation regarding the amount of the emergency
expenses excluded in the determination of a positive balance under Section 3(2) of The
Balanced Budget, Debt Repayment and Taxpayer Accountability Act.  Suitable criteria to
use in determining an amount for emergency expenditures were absent.  As a result, the
amount was not auditable and no opinion was expressed on the excluded amount.

This report also highlights that the Government’s summary budget continues to lack
sufficient detail to enable the Members of the Legislative Assembly to fully debate the
planned use of public resources and to fully evaluate the actual results achieved against
the budget.

In our review of the province’s Annual Report for the year ended March 31, 2004, we
noted a lack of emphasis on the Summary Financial Statements in the discussion and
analysis.  In addition, there was no discussion or analysis of risk and how the Government
addressed risk.  The Government highlighted the positive actions taken and did not make
reference to areas in which the Government had not achieved the intended goals and
objectives for the year.

This year’s report also includes a review of the narrative in the province’s annual report
comparing the communication to Public Sector Accounting Board and CCAF reporting
standards.

The changes in financial reporting in the world that have resulted from disasters such as
Enron and Worldcom have necessitated assurance standards boards to issue updated
auditor requirements to consider fraud and error in an audit of financial statements.  Our
report section titled, Ethics and Responsibilities in the Preparation of the Public Accounts,
discusses the applicability of such requirements in the public sector.
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Highlights of the 2003/04 Public Accounts

SUMMARY FINANCIAL STATEMENTS
• Five Year Comparative Results are presented in Figure 1.

FIGURE 1

• The Summary Financial Statements for the year ended March 31, 2004
were prepared in accordance with Canadian generally accepted
accounting principles (GAAP) except that:

- $1,138 million of infrastructure tangible capital assets was not
recorded;

- the non-devolved health care facilities were included on a
combined basis of accounting instead of being fully consolidated;

- there was no restatement of the correction of errors; and

- the presentation of net debt and the change in net debt were not
in accordance with GAAP.

• Without the above exceptions, assets would have increased by $986
million, liabilities would have decreased by $135 million, the
accumulated deficit would have decreased by $1.121 billion, revenues
would have increased by $112 million, and expenses would have
increased by $103 million.

• The Government has committed to recording infrastructure tangible
capital assets in the 2005 Public Accounts.
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SPECIAL PURPOSE OPERATING FUND AND SPECIAL FUNDS
FINANCIAL STATEMENTS

• One clear shortcoming of a focus on these statements are that even
though the financial statements reflect a positive balance for the
purposes of Balanced Budget Legislation, deficits can, and do, occur and
net debt to GDP can, and does, go up.

• These financial statements are prepared using the Government’s
accounting policies which vary from GAAP for the year ended March 31,
2004 as follows:

- pension liability of $3.6 billion and pension expense of $182
million were not recorded;

- employee future benefits liability of $245 million and the related
expense of $36 million were not recorded;

- elimination of deferred charges (asset) of $497 million and the
related expense of $51 million were not recorded;

- assets of $2,086, a reduction in liabilities of $795 million, revenues
of $705 million and expense of $958 million for all of the crown
organizations and government enterprises were not recorded;

- $1,138 million of infrastructure tangible capital assets and a
reduction of $10 million of expenses were not recorded;

- there was no restatement of the correction of errors; and

- the presentation of net debt and the change in net debt were not
in accordance with GAAP.

• Without the above variations from GAAP, the Special Purpose Operating
Fund and Special Funds Financial Statements would have reflected
increased assets by $2.727 billion, increased liabilities by $3.019 billion,
increased accumulated deficit by $292 million, increased revenues by
$705 million, and expenses would have increased by $1.217 billion.
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Ethics and Responsibilities in the
Preparation of the Financial Statements
of Senior Government
There continues to be a wave of change in the world regarding transparency and
accountability in financial reporting following financial disasters such as Enron and
Worldcom.  The financial disasters and professional misconduct that occurred have
changed the standards for all audits including those in the public sector. Standards have
evolved to meet the public’s expectations regarding the auditor’s role with respect to
fraud and error in financial statements.

The Audit and Assurance Standard Board of the CICA amended Canadian Standard 5135 –
The Auditor’s Responsibility to Consider Fraud and Error in an Audit of Financial
Statements.  The amendments became effective for year ends ending on or after
December 15, 2004.

The Canadian Standard reflects the following which we highlight in the context of a
public sector environment:

• More emphasis on responsibilities of auditors (Auditors General),
management (Treasury Board equivalents and the Departments of
Finance) and those with governance responsibilities (cabinets,
governments, Public Accounts Committees, and Legislative Assemblies);

• Eliminates the assumption of management’s good faith;

• Significantly more guidance on assessing risk of misstatement due to
fraud; including requirements to make enquires of management and
others within the entity, and understanding the role of those charged
with governance;

• A discussion of earnings management.  Fraudulent financial reporting
can be caused by the efforts of management to manipulate the entity’s
financial position or to manage earnings in order to deceive financial
statement users by influencing their perceptions as to the entity’s
creditworthiness or solvency, or performance and profitability;

• Significantly more emphasis on management’s ability to override
internal controls and management fraud generally;

• Requires procedures to be performed to address management’s ability to
override internal controls (i.e., testing journal entries, reviewing
accounting estimates for bias, understanding business rationale for
significant, unusual transactions);

• Classification of fraud risk factors into factors relating to incentive to
commit fraud, opportunity to commit fraud and the ability to
rationalize the fraudulent act; and

• Requires procedures to be performed to address the presumed risk of
improper revenue recognition.
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Fraud in the context of an audit, means a deliberate material misstatement of the financial
statements and is not limited to a legal definition of fraud.  Fraud, from an audit
perspective, could be the manipulation of the annual results or the financial position of
an organization by management in order to achieve a certain outcome (earnings
management).  This could be accomplished by omission in that management fails to
disclose key information or transactions, or misrepresents transactions, or management
deliberately reports transactions in a manner that is not clear and transparent.

Fraudulent financial reporting involves intentional misstatements, including omissions of
amounts or disclosures in financial statements, to deceive financial statement users.
Fraudulent financial reporting may be accomplished by the following:

a) manipulation, falsification (including forgery) or alteration of
accounting records or supporting documentation from which the
financial statements are prepared;

b) misrepresentation in, or intentional omission from, the financial
statements of events, transactions or other significant information; and

c) intentional misapplication of accounting principles relating to amounts,
classification, manner of presentation, or disclosure.

When we reflect on the historic financial reporting practices of the Province in the context
of the worldwide call for improved accountability and transparency, we believe the
Members of the Legislative Assembly should consider the following questions:

• Is issuing two sets of statements to the citizens of Manitoba
appropriate?

Considerations are:

- While the Operating Fund financial statements are required to
demonstrate the government is in compliance with balanced budget
legislation, using these financial statements could be dangerous if
used to influence public policy decisions or to evaluate the fiscal
health of the Province.

- Shareholders of public companies would not tolerate a company
that produced two different sets of audited financial statements
each year.

- Should balanced budget legislation be amended to require the
government to produce only one set of financial statements that
comply with GAAP?

- Will citizens be able to properly interpret financial statements
prepared with “made in Manitoba” accounting rules that no one else
in the world uses?

• Is the preparation of statements for the purpose of Balanced Budget
Legislation compromising financial decision-making?

• Is it appropriate to issue an unaudited 4th quarter report that differs
materially from the audited financial statements?

Our work in this area found no
evidence of fraud in either the
Summary Financial Statements or
the Operating Fund Financial
Statements.

The Province of Manitoba has
been issuing two sets of financial
statements since 1988.  The
Government response to our
recommendations is intended to
address this in the near future.
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• Is it appropriate to issue quarterly reports of financial information that
are meaningless for purposes of assessing the Province’s financial
performance?

• Is the use of a Fiscal Stabilization Fund to assist in improved annual
reported results as permitted under Balanced Budget legislation a form
of earnings management?
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The Whole Story:  The 2003/04 Public
Accounts Press Release

FIGURE 2

We have been reporting to Manitobans for many years that the Summary Financial
Statements are the financial statements that should be used to assess the Government’s
performance and the Province’s financial position including its net debt position.  We
believe that the Government, in its press release, has failed to provide key information in
the discussion about the 2003/04 Public Accounts by omitting any reference to the
annual results in the Summary Financial Statements.  The Government’s press release is a
powerful communication tool.  Manitobans, relying on the information provided in the
press release, may have come to the conclusion that there was no annual deficit and that
financial picture of the Province had not changed.

When the Government released the Public Accounts for the year ended March 31, 2004 on
September 30th, they issued a press release which read, in part, “ ….Positive Operating
Balance of $13 million recorded in Public Accounts”.  A careful reader of the press release
will notice that there was no mention of the $604 million annual deficit reflected in the
Summary Financial Statements in that press release.  This deficit is the second largest
deficit incurred by the Province since 1988 when Summary Financial Statements were first
produced.  (The largest deficit, including the unrecorded pension expense of $153 million,
was $822 million in 1993.)

It is important to note that it is highly unlikely that a deficit of this magnitude will
reoccur in the 2004/05 fiscal year.  A primary driver of the 2003/04 results were the
losses incurred by Manitoba Hydro (a well run company) because of a severe drought in
Manitoba.  By failing to discuss the negative financial results in its press release, the
government missed an opportunity to demonstrate how events beyond the government’s
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control can dramatically change results from those planned.  The effect of this significant
weather event on the government’s finances was not communicated to Manitobans.  We
believe the failure to communicate information such as this diminishes the quality of
public discussion of the government fiscal performance.

The Government did balance the budget in accordance with the provisions of the Balanced
Budget, Debt Repayment and Tax Accountability Act (Act) by taking an additional draw
on the Fiscal Stabilization Fund.  The Government transferred $171 million ($120 million
more than budgeted) from the Fiscal Stabilization Fund, which was $13 million more than
was needed to balance the budget and which in effect created the $13 million positive
balance.  The press release states, “... we recorded a positive result of $13 million compared
to the $6 million projected in the Fourth Quarter Financial Report, said Selinger.  We will
continue to uphold balanced budget Legislation while providing support to important social
progress and reducing Manitoban’s tax burden”.  The whole story here is that the number
could have been $6 million, but the Government chose to withdraw $7 million more from
the Fiscal Stabilization Fund in order to report a $13 million positive balance.  The
government could just as easily have chosen to create a positive balance of anywhere
between zero dollars and $79 million.

However, the Government did not mention that they excluded $71 million in emergency
expenses in accordance with Section 3(2) of the Act.  That section of the Act indicates
that a government is not required to include an expenditure, required in the fiscal year as
a result of a natural or other disaster in Manitoba that could not have been anticipated
and affects the province or a region of the province in a manner that is of urgent public
concern, in determining whether there is a positive or negative balance for a fiscal year.

Furthermore, that $171 million transfer, needed to balance the budget, and the $71
million excluded emergency expenses are not considered appropriate accounting
treatments under generally accepted accounting principles (GAAP).  These non-GAAP
accounting treatments, while in compliance with the Act, are important reasons why
special purpose financial statements can be so misleading regarding a government’s
performance and management of resources on an annual basis.

In addition, using the Special Purpose Financial Statements to assess the Government‘s
annual results and the Province’s financial position gives an incomplete picture.  Only the
Summary Financial Statements incorporate the annual results and financial position of all
the entities in the Government Reporting Entity of the Province of Manitoba and are more
closely prepared in accordance with GAAP.  As a result, the Summary Financial Statements
provide better information to assess the Government’s management of the Province’s
financial affairs and resources.

In conclusion, the whole story means presenting and discussing the annual results and
the financial position as reported in the Summary Financial Statements and not the
Special Purpose Financial Statements.  We believe the government failed in its duty to
communicate accurate information to citizens to enable them to make an informed
judgment of the Province’s fiscal performance.  We believe that the Government should
focus, in their communications, on the Summary Financial Statements to explain to
Manitobans the ‘big picture’ both in terms of the annual results and the change in net
debt.
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Summary of Recommendations
The following recommendations are presented in further detail within this
report.

Recommendation 1
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 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.

RESPONSE FROM OFFICIALS

The Manitoba Government is committed to work with the Office of the
Auditor General on a plan that would see it present its Budget and other
financial reports on a Summary basis.  Such a plan would include
developing an appropriate test of fiscal responsibility, identifying the
additional resources needed across the government reporting entity to
implement this recommendation, and the feasibility of implementing a
Summary basis of budgeting and reporting for 2007/08.  Any new
reporting framework would need to incorporate balanced budget tests that
are consistent with the intent of the original Balanced Budget legislation.
The Government must also exercise due care to respect the funding and
governance relationships that have been established for organizations in
the wider Government entity, including universities, schools, and hospitals
as it moves toward presenting its Budgets on a Summary Basis.  The
Government is prepared to work with the Auditor General to ensure that
these objectives are met in a clear and appropriate manner.

Recommendation 2
That the quarterly reports of the Province, a financial reporting tool, be
prepared in accordance with generally accepted accounting principles.

RESPONSE FROM OFFICIALS

The Manitoba Government’s current quarterly reporting practices have
been designed to inform the public on whether or not the Government
continues to be on target in relation to its budget plan.  As indicated in
the response to Recommendation 1, the Government is prepared to work
with the Auditor General and to consult with Manitobans to determine
what financial information is most valuable to them and to ensure it is
presented in the clearest possible fashion within the GAAP framework.
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Recommendation 3
That unaudited 4th quarter reports not be issued.

RESPONSE FROM OFFICIALS

The Government accepts this recommendation and will explore
opportunities to achieve earlier publication of the final annual report
containing the audited statements for the Public Accounts.

Recommendation 4
That the Government consider amending The Financial Administration
Act to require that Canadian Public Sector Accounting Standards for
Senior Governments as recommended by the Public Sector Accounting
Board of the Canadian Institute of Chartered Accountants, without
exceptions (GAAP), be the basis of accounting for all government
financial reporting including the Summary Financial Statements, the
Summary Budget and the Quarterly Reports.

Alternatively, that the Government eliminate all the present exceptions
from GAAP for the fiscal year ended March 31, 2005 and formally
commit to the full adoption of GAAP for the fiscal year ended March 31,
2006.

RESPONSE FROM OFFICIALS

Government has taken the necessary actions to conform to the GAAP
treatment of infrastructure assets for 2004-05.  Government will also be
taking steps to eliminate as many of the other GAAP exceptions in its
Summary Statements as are feasible within its resources.

Recommendation 5
That the Government consider introducing amendments to the Financial
Administration Act to eliminate the requirement for separate
Consolidated Fund (Operating Fund) financial statements.

RESPONSE FROM OFFICIALS

The Government is prepared to consider this recommendation as part of
the initiative described in the response to Recommendation 1.  While the
Government understands that Manitobans and other stakeholders have a
significant interest in the financial position of the provincial public sector
as a whole, the Government also believes that Manitobans expect to
continue being informed about the spending of Government departments,
the revenue derived from taxes, fees, transfers from other Governments
and other elements of the present Consolidated Fund.
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Recommendation 6
That consideration be given to amending the Balanced Budget
Legislation to refer to the Summary Financial Statements prepared in
accordance with GAAP.

RESPONSE FROM OFFICIALS

Current Balanced Budget Legislation refers to the Consolidated
(Operating) Fund.  If the test in this legislation was simply amended to
refer to Summary Statement results, there would be no mechanism to
absorb large year to year changes in revenue or costs, such as the major
revenue decreases suffered by the Manitoba Hydro-Electric Board in 2003-
04 or the extraordinary emergency costs that arose in the agriculture
sector in the same year.  The Government is prepared to work with the
Auditor General and to consult with the public to develop proposals for a
Balanced Budget test that would appropriately reflect the goals of
maintaining financial discipline and protecting essential services in the
context of Summary Budget reporting.

Recommendation 7
That in accordance with public sector accounting standards, pension
asset composition detail should be disclosed in the notes to the
Summary Financial Statements.  The assets should be shown on the
balance sheet by their classification, for example, portfolio investments
rather than as pension assets on the balance sheet.

RESPONSE FROM OFFICIALS

The Manitoba Government accepts this recommendation.  This change will
be reflected in the 2004-05 public accounts.

Recommendation 8
That Internal Audit and Consulting Services revisit their role and expand
their work on an annual basis to systematically, according to a
documented plan, review and test SAP controls in the departments.

RESPONSE FROM OFFICIALS

Internal Audit and Consulting Services (IA&CS) provides internal audit
services across the Government.  As outlined in our response to the
recommendation in 2003, a significant amount of testing of SAP controls
is built into these ongoing audit plans and these activities were continued
in 2003.  A government-wide payroll and benefits audit plan was
completed in 2004.  While the Manitoba Government would like to allocate
more to toward this activity, it is concerned that the overall additional
resources required for other initiatives outlined in these responses are
already significant.
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Recommendation 9
We recommend that Manager’s Desktop be expanded to encompass all
managers, additional functionality be provided, the use of it encouraged
and that management tasks be removed from administrative staff as
soon as possible and moved back to departmental managers where they
appropriately belong.  In addition, we continue to recommend the
Government set a target date for the implementation of this
recommendation.

RESPONSE FROM OFFICIALS

Executive Financial Officers in each department are charged with the
responsibility to ensure that appropriate control processes are in place,
including the proper authorization of spending transactions.  Where MDT
is not being used, managers are required to develop off-line control
processes that provide Executive Financial Officers with satisfactory
assurances that the control environment is appropriate.

With respect to the automation of this control environment through MDT,
two initiatives are currently underway in government:

• A review of the overall use of SAP as the government’s business
management tool is being conducted under the direction of the
department of Energy Science and Technology.

• A review of the roll-out of MDT is being conducted by the Comptroller’s
Office in conjunction with all executive financial officers to determine
what actions could be taken to accelerate the implementation of MDT.

We expect these reviews to be completed by March 2005.  The results of
these two reviews will significantly influence the progress for the broader
implementation of the MDT.

Recommendation 10
We recommend, that the Comptroller’s Office, through a monitoring of
the Departments’ accountability, ensure that all departments’ delegated
authorities are properly represented in SAP or that differences from
these delegated authorities are approved and documented.

RESPONSE FROM OFFICIALS

Delegation of signing authorities is a departmental responsibility.
Monitoring of this is an ongoing activity, integral to the overall
implementation of SAP which continues to be led by the Comptroller’s
Office.  This responsibility has been communicated to all departments.
Additionally, departments are being required to ensure the issue is
satisfactorily addressed in their departmental Comptrollership plans.
Significant additional effort is being directed to the completion of
Comptrollership plans, which will be critically reviewed, with special
emphasis on their full implementation.
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Recommendation 11
That the Comptroller’s Office, through a monitoring of departmental
accountability, ensure that departments review the incompatible
functions on a regular basis and that departments maintain
documentation on compensating controls should incompatibilities exist.
The role matrix should be updated, reconcile to incompatibilities noted
on MICT’s intranet site and should document why a combination of
functions/roles is incompatible so that departments can understand why
they are incompatible and better able them to document the required
compensating controls.

RESPONSE FROM OFFICIALS

The matrix will be comprehensively reviewed in conjunction with the next
upgrade to SAP and the revised matrix, together with its underlying
rationale, will be communicated to departments.

This responsibility has been communicated to all departments.
Additionally, departments are being required to address this issue in their
departmental Comptrollership plans.

A significant effort is being directed to the completion of the plans, which
are being critically reviewed as they arrive in the Comptroller’s Office, with
special emphasis on ensuring that this requirement is being met.

Recommendation 12
We recommend a well thought out and effective Business Continuity
Plan, one component being disaster recovery having been completed,
should be developed, documented and tested regularly to minimize the
risk of disruptions caused by unforeseen events.

RESPONSE FROM OFFICIALS

Improving disaster recovery capacity has been a focus of significant effort
for the last several years.  For example, A Disaster Recovery (D/R) site was
established in 2002 and a corresponding Plan has been developed that
addresses the coverage around the SAP application.  Operating procedures
to affect the plan have been developed and tested at the site.  The plan
was tested this past summer.  We are pleased to report that production
SAP services were successfully run on the D/R site for a three week period.
There were no issues or degradation in service levels.  Personnel have been
assigned and trained in the execution of the plan.  Associated
documentation outlining the D/R plan is being revised to reflect the recent
hardware upgrade.  MICT expects to complete the D/R documentation early
in the 2005-06 fiscal year.

Coincident with this work being completed, and consistent with the
Auditor General’s recommendation, the newly created MICT intends to re-
focus efforts on development of a comprehensive and effective Business
Continuity Plan in relation to the Government’s SAP installation.
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Recommendation 13
That the Government discontinue the practice of recording interest
recoveries on all capital grants provided and report public debt expense
net of interest recoveries from government business enterprises on the
Statement of Revenue and Expense for both the Special Purpose and
Summary Financial Statements.  In addition, that the Government
separately disclose the gross amount of public debt expense and report
revenue from other loans receivable and investments as revenue and not
net those revenues against the amount reported as public debt expense.

RESPONSE FROM OFFICIALS

The practice of charging government departments with the debt servicing
costs for their capital programs, including loans and capital investments
requires that departments have an interest in carefully considering
interest costs as they make their operating and funding decisions.  The
Government is prepared to work with the Auditor General to develop an
appropriate display of debt servicing costs while ensuring that
departments continue to assume responsibility for the interest costs
associated with their programs.

Recommendation 14
That the Government develop suitable, generally accepted criteria to be
used in determining an amount of emergency expenditures to be
excluded under Section 3(2) of the Balanced Budget, Debt Repayment,
and Taxpayer Accountability Act and communicate these criteria to the
Members of the Legislative Assembly.

RESPONSE FROM OFFICIALS

These criteria are under development and will be discussed with the
Auditor General’s Office.

Recommendation 15
That the Government of Manitoba reshape its Annual Report into a
document that more closely reflects the recommendations of PSAB’s
Financial Statement Discussion & Analysis and CCAF’s Performance
Reporting Principles.

RESPONSE FROM OFFICIALS

Figure 9 in the Auditor’s Report recognizes that many of the
recommendations of the FSD&A are in place in the annual report which
this government introduced for the first time for the 2000-01 fiscal year.
The Government acknowledges that further improvements can be made
and will work toward that objective in this and future years.
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Recommendation 16
That the Government review this situation and develop a plan to
discharge its obligations for vacation and severance pay to the various
government organizations involved.  That the Government also clearly
communicate to these organizations, the portion of the annual funding
provided by the Province, if any, that relates to the increase in vacation
and severance pay liabilities.

RESPONSE FROM OFFICIALS

Cash is flowed to the organizations when it is needed.  It must be
understood that the liabilities, to which these receivable amounts are
related, are accounting accruals, not cash requirements.  It is not
government practice to provide cash for this purpose before it is required.
The Manitoba Government has communicated to organizations, at the time
that these benefits liabilities were accrued, that they were expected to
manage increases to those liabilities within their funding framework, and
subsequent communications have been sent to various organizations who
have requested clarification.  Officials will undertake to craft an up-to-
date communication of the arrangement respecting these liabilities, and
forward to all organizations affected.



OVERVIEW OF THE PUBLIC
ACCOUNTS



FOR THE YEAR ENDED MARCH 31, 2004    |    Manitoba    |    Office of the Auditor General    |

OVERVIEW OF THE PUBLIC ACCOUNTS

33

Financial Reporting Structure

The Public Accounts of Manitoba represent the annual financial statements for the
Province of Manitoba (Province).  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 Repayment and Taxpayer Accountability Act and by the Public
Sector Compensation Disclosure Act.

Public Accounts are represented by two distinct sets of financial statements.  The
Summary Financial Statements are the General Purpose statements of the Government.
They provide audited information on the aggregate financial affairs and resources for
which the Government is responsible, including government enterprises and crown
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organizations as listed in Appendix E.  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) with
notable exceptions.  These statements are the appropriate statements to use when
comparing the operating results and the financial position of the Province to other
provinces and the federal government.  The consolidated net loss reported in the
Summary Financial Statements of the Government for 2003/04 was $604 million.

The other set of financial statements presented in the Public Accounts are the Financial
Statements of the Operating Fund and Special Funds.  They are Special Purpose in nature
and are used 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 Repayment and Taxpayer
Accountability Act.  For 2003/04 the Government recorded a positive balance of $13
million including interfund transfers from the Fiscal Stabilization Fund and to the Debt
Retirement Fund 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 as included in the
Summary Financial Statements.

The Public Accounts for the 2003/04 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 Summary Financial Statements;
• the audited Special Purpose Financial Statements of the Operating

Fund and Special Funds (Operating Fund);
• the Minister of Finance’s comments for the year ended March 31,

2004;
• information on the Manitoba economy;
• discussions on financial indicators; and
• variance explanations for both the Summary Financial Statements

and the Special Purpose 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.
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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 controlled by the
Government which are included in the Government Reporting Entity for the
Province of Manitoba, except for the Operating Fund and Special Operating Agencies
(SOAs).  (However, Volume 4 contains the financial statements for the Special
Operating Agencies Financing Authority.)  The audited financial statements of SOAs
are included in a separate annual report prepared for the Special Operating
Agencies Financing Authority.

Accountability Organization

This model provides an overview of the accountability organization of the provincial
public sector.  It is not intended to represent all parties or relationships involved, but
rather to emphasize that various levels that exist, and that accountability to the public is
relevant at all levels.

It can be used when considering accountability at various levels within Provincial
operations reflecting the Government’s accountability to citizens, to the Legislative
Assembly, Departments’ and Provincial public sector entities’ accountability to the
Government, Deputy Minister’s or Board’s accountability to a Minister, and management’s
accountability to a Deputy Minister.
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Auditor Independence and Objectivity
As a member of the legislative audit community, we maintain the highest standards of
independence and objectivity in the conduct of our audits.  In Manitoba, our audit role
includes an involvement with prospectuses as well as the financial statement audit of the
Public Accounts and other entities.  We do not provide non-assurance services such as
designing or implementing a hardware or software system, valuation services, financial
statement preparation or bookkeeping services, legal services or internal audit services.
In the private sector provision of these services by external auditors and inadequate
rotation of the audit partner have been identified as contributing to failures to provide
the high level of assurance associated with generally accepted auditing standards.

Because legislative auditors report directly to the Legislative Assembly, we are
independent of government.  Further, because we have no financial interest in
organizations we audit, and do not benefit from the audit fees we charge, we are less
vulnerable to independence threats existing in the private sector.

Similarly, the threat that we might become too sympathetic to an audited organization’s
interests to maintain our objectivity is dealt with in the political process by the
requirement for periodic general elections as well as the ten year term of the appointment
of the Auditor General.  In addition, staff rotation on the audit of the Public Accounts
and the influence of the broader legislative audit community assist us in maintaining our
objectivity.

During the past year we maintained our communication with audit committees or their
equivalents and continued to take steps to ensure that the private sector auditors of the
entities within the government reporting entity adhered to independence and conflict of
interest standards.

We believe that we provide a high level of assurance in our reports to the Legislative
Assembly, and therefore to the citizens of Manitoba, and we will continue to ensure our
independence and objectivity in all our work.

Summary Financial Statements - Auditor’s
Report
The Auditor’s Report on the Summary Financial Statements is included for reference in
Appendix A at the end of this report, along with an excerpt of the Summary Financial
Statements for the year ended March 31, 2004 contained in Appendix B.

The Auditor General Act requires the Auditor General 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).
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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 describing the distinct 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 third paragraph
contains the auditor’s opinion or conclusion based on the audit conducted.

The Public Sector Accounting Board (PSAB) sets generally accepted accounting principles
(GAAP) 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 standards for governments and are the
benchmark for acceptable financial reporting.

The auditor’s reports issued by Manitoba’s Auditor General, 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.

For the year ended March 31, 2004, a fourth paragraph was added to the Auditor’s Report
on the Summary Financial Statements.  This fourth paragraph states that if Canadian
generally accepted accounting principles had been used in the preparation of the
Summary Financial Statements, assets would increase by $986 million, liabilities would
decrease by $135 million, the accumulated deficit would decrease by $1.121 billion,
revenues would increase by $112 million, and expenses would increase by $103 million.
The reason for the adjustments is because tangible capital assets related to infrastructure
are not recorded in the Summary Financial Statements (the Government has committed to
recognize infrastructure tangible capital assets in the 2004/05 Summary Financial
Statements), and because the Government’s policy for accounting for non–devolved health
care facilities on a combined basis of accounting is not in accordance with generally
accepted accounting principles.  The assets, liabilities, revenues and expenses of non–
devolved health care facilities should be fully consolidated in the Summary Financial
Statements.

In Manitoba, the Summary Financial Statements are presented in the Annual Report,
together with the Auditor General’s Report thereon.  For the eighth consecutive year, the
Auditor General’s Report on the Government’s Summary Financial Statements was issued
without reservation.  As was noted above, however, the audit opinion is not a Generally
Accepted Accounting Principles’ (GAAP) opinion, and the exceptions to GAAP are
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separately disclosed and where possible, quantified, in Note 1 to the Summary Financial
Statements for the year ended March 31, 2004 as reproduced in Appendix B.

Our Office continues to recommend that the Government commit to the full adoption of
GAAP by a defined date.

Special Purpose Financial Statements of the
Operating Fund and Special Funds -
Auditor’s Report

AUDIT OPINION ON THE SPECIAL PURPOSE FINANCIAL
STATEMENTS OF THE OPERATING FUND AND SPECIAL FUNDS
The Auditor’s Report on the Special Purpose Financial Statements of the Operating Fund
and Special Funds is included for reference in Appendix C, along with an excerpt of the
Operating Fund and Special Funds for the year ended March 31, 2004 contained in
Appendix D.

As mentioned previously, the Financial Statements of the Operating and Special Funds
(Operating Fund) are special purpose in nature.  They currently 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 specifically used to reflect the Government’s compliance
with the Balanced Budget, Debt Repayment and Taxpayer Accountability Act and The
Financial Administration Act.

Special Purpose Financial Statements are by their nature incomplete and often deviate
significantly from GAAP.  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.  These statements focus only on one component of
the government reporting entity.  Proponents claim they are relevant because they show
tax supported activities of government.  However, this argument is flawed for at least
three reasons:

1. In 2004, $577 million of Operating Fund revenue was from Crown
Corporations.

2. The Operating Fund ignores pension costs that will ultimately have to
be paid through taxes.

3. “Rainy Day” Fund transfers are essentially left over money from the sale
of MTS.
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FIGURE 3

FIGURE 4
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As a result of changes to generally accepted auditing standards for the 2003/04 fiscal
year, the Auditor’s Report on the Special Purpose Financial Statements of the Operating
Fund and Special Funds included a more detailed reference to the fact that the financial
statements are special purpose and not prepared in accordance with Canadian generally
accepted accounting principles.  The Auditor’s Report no longer states that the Special
Purpose Financial Statements are fairly presented chiefly because of the limitations of the
Special Purpose Financial Statements, which are discussed in the opinion as follows:

“These financial statements report transactions and events of the
Operating Fund and Special Funds only.  Significant financial
activities of the Government occur outside of these funds.
Therefore, readers should not use these special purpose financial
statements to understand and assess the Government’s overall
management of public financial affairs and provincial resources.

The Summary Financial Statements are more complete financial
statements. Their purpose is to report the full nature and extent of
the overall financial affairs and resources of the Province of
Manitoba for which the Government is responsible.

Please refer to the Summary Financial Statements to understand
and assess the Government’s management of public financial affairs
and provincial resources as a whole.”

In addition, there is also a paragraph following the opinion paragraph, which emphasized
the special purpose nature of the financial statements and the fact that they are intended
for the Legislative Assembly as legislators reviewing compliance with Balanced Budget
Legislation and identified exceptions from GAAP as follows:

“Exceptions from Generally Accepted Accounting Principles

These financial statements, which have not been, and were not intended
to be, prepared in accordance with Canadian generally accepted
accounting principles for the public sector (GAAP), are solely for the
information and use of the Members of the Legislative Assembly for the
purpose of determining compliance with the Balanced Budget, Debt
Repayment and Taxpayer Accountability Act.  The financial statements are
not intended to be and should not be used by lenders, bond rating
agencies, citizens, or anyone other than the specified users or for any
other purpose.  Specifically, these statements should not be used to
assess the fiscal performance of the government as this information is
only available in the Summary Financial Statements.

The Special Purpose Statement of Revenue and Expense along with the
Special Purpose Statement of Calculation of Balance under the Balanced
Budget Act should be analyzed in two parts.  The first part, showing the
calculation of Net Result for the year, has been determined using the
accounting policies described in Note 1 to the Special Purpose Financial
Statements.  These accounting policies differ materially from Canadian
GAAP as described in Note 1, and therefore do not result in fair
presentation. The second part is where the Net Result for the year is
adjusted as authorized by The Balanced Budget, Debt Repayment and
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Taxpayer Accountability Act to determine a Positive Balance as defined by
the Act.  These adjustments, specifically inter-fund transfers and the
elimination of disaster related expenses, would not be included in the
Special Purpose Statement of Revenue and Expense and a Special Purpose
Statement of Calculation of Balance under the Balanced Budget Act would
not be produced had Canadian GAAP been used.

If Canadian GAAP had been used in the preparation of the Special
Purpose Financial Statements, assets would increase by $2.727 billion,
liabilities would increase by $3.019 billion, the accumulated deficit would
increase by $292 million, revenues would increase by $705 million, and
expenses would increase by $1.217 billion.”

The details of the exceptions to GAAP are separately disclosed and where possible,
quantified, in Note 1 to the Special Purpose Financial Statements for the year ended
March 31, 2004 as reproduced in Appendix D.

Opinion Paragraph

The opinion paragraph was changed this year and the word ‘fairly’ was excluded from
‘presents fairly’.  This change was because of the limitations inherent in the Special
Purpose Financial Statements in terms of presenting the financial position and operations
of the government reporting entity of Province of Manitoba.  It was also used to
re-enforce to the reader that only the Summary Financial Statements should be used to
assess the Government‘s management of the Province of Manitoba’s financial affairs and
resources.

The Auditor’s Report also included a scope limitation on the audit of the Special Purpose
Financial Statements related to the exclusion of emergency expenses under Section 3(2)
of balanced budget legislation.  The scope limitation section of the Report stated:

“Scope Limitation

My opinion on these financial statements does not include an opinion on
the amount recorded as emergency expenses excluded in the
determination of a positive balance under Section 3(2) of The Balanced
Budget, Debt Repayment and Taxpayer Accountability Act. There is an
absence of suitable, generally accepted criteria for use in determining an
amount for emergency expenditures as called for by the Balanced Budget,
Debt Repayment and Taxpayer Accountability Act (Act).  As a result, the
amount is not susceptible to audit verification and I express no opinion
on the amount.

Section 3(2) of the Act indicates that the government is not required to
include an expenditure, required in the fiscal year as a result of a natural
or other disaster in Manitoba that could not have been anticipated and
affects the province or a region of the province in a manner that is of
urgent public concern, in determining whether there is a positive or
negative balance for a fiscal year.
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Section 3(3) of the Act indicates that a declaration by the Lieutenant
Governor in Council that, in the opinion of the Lieutenant Governor in
Council, an expenditure as described in the preceding paragraph has
occurred is conclusive for the purposes of the Act of the fact that the
expenditure occurred and in that amount.

Section 3(4) of the Act indicates that the declaration as described in the
preceding paragraph shall include a description of the expenditure and
why it was necessary.

The government has complied with the above sections in preparing these
special purpose financial statements.”

A further discussion of this scope limitation appears in the “Public Accounts -
Improvements and Recommendations” section of this Report.

PENSION LIABILITIES EXCLUDED FROM THE OPERATING FUND
In 1990, our office issued our first audit qualification for pension liabilities not being
recorded in the Financial Statements of the Operating Fund.  Each year since then we
have recommended the Government amend its accounting policy for pension costs and
liabilities.  In 2003/04, the unrecorded pension liability for the Operating Fund
approximated $3.6 billion.

In 1999/00, 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.  As the pension
liability is recorded in the Summary Statements, the impact on the entire Government
Reporting Entity including the Operating Fund is transparent.

Starting in 2000/01, the Government committed 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.
Effective October 1, 2002, departments and Crown Organizations also began setting aside
funds equal to the pension contributions of civil servants hired on or after October 1,
2002, in effect, matching contributions, as part of their annual budget.  Total funds set
aside since the 2001 fiscal year including net investment income have amounted to $267
million or 7% of the unrecorded pension liability outstanding at March 31, 2004.
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EMPLOYEE FUTURE BENEFIT LIABILITIES FOR HEALTHCARE
FACILITIES AND CHILD AND FAMILY SERVICE AGENCIES
EXCLUDED FROM THE OPERATING FUND
In the 2003 fiscal year, the Government began disclosing a further significant exception
to GAAP.  This exception was the lack of recognition of the Operating Fund’s liability for
employee future benefits of health care facilities and child and family services agencies.
The liability reported by those entities for the year ended March 31, 2004 totaled $245
million and this liability was disclosed in the notes to the financial statements.  In
accordance with an agreement reached last year, the Government will begin recording this
liability in the Special Purpose (Operating Fund) Financial Statements in the 2005 fiscal
year.  This liability is recorded in the Summary Financial Statements.



PUBLIC ACCOUNTS - IMPROVEMENTS
AND RECOMMENDATIONS

Note:  All official Provincial responses to our recommendations are
contained in the Summary of Recommendations Section.
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Improvements in Financial Statement
Reporting

SUMMARY FINANCIAL STATEMENT PRESENTATION AND
DISCLOSURE
We routinely advise the Comptroller and the Minister of Finance of opportunities to
improve financial statement reporting in accordance with the current recommendations of
the Public Sector Accounting Board (PSAB).  The improvements reflected in the Summary
Financial Statements for the year ended March 31, 2004 are as follows:

• Recognition of capital grants to school boards and the borrowings
incurred to fund these capital grants;

• Recognition of the loan payable to Manitoba Liquor Control Commission;

• Disclosure and quantification, where possible, of the differences
between the Government’s accounting policies and generally accepted
accounting principles (GAAP) in Note 1 to the financial statements;

• Disclosure of foreign exchange risk in accordance with the new
accounting standard;

• Expanded disclosure regarding the Province’s  contingent liabilities
related to membership in Canadian Blood Services and the settlement of
obligations under Treaty Land Entitlement agreements; and

• Expanded disclosure of interest rates and repayment terms (instalments
due) on loans and advances receivable.

Improving financial statement presentation and disclosure is an ongoing process.  We
commend the Government for the above improvements made to the Summary Financial
Statements.

RECOGNITION OF CAPITAL GRANTS TO PUBLIC SCHOOLS AND
HEALTH CARE FACILITIES
During the 2004 fiscal year, we identified that the Government’s accounting policy related
to the recognition of certain capital grants to health care facilities and schools boards was
not in accordance with public sector accounting standards for senior governments or the
government’s stated accounting policies.  We found that the Estimates of Expenditure
provided for annual grants to school boards and health care facilities to enable them to
redeem debentures held by the Province and crown organizations.  Public sector
accounting standards state that where a government provides the funding to enable an
entity to repay its debt and the government and/or crown organizations that are part of
the government’s reporting entity, hold the debt as an investment, the investment is, in
substance, a grant.  In addition, the government should account for these monies as
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grants in the fiscal year when the initial funding flows and record any borrowings
incurred by the government to finance the grants.

As a result, the Government, in the Special Purpose Financial Statements, recognized
$526 million in capital grants, $456 million for schools and $70 million for health care
facilities, during the 2004 fiscal year.  The correction of this error involved the
recognition of past transactions and current year grants.  $230 million in portfolio
investments held in sinking funds were recorded as grants and the debt owed to Manitoba
Public Insurance Corporation and Manitoba Hydro-Electric Board in the amount of $296
million was recorded.  In addition, $24 million in capital grants was recorded as an
expense in the 2004 fiscal year with the balance of $502 million ($433 for schools and
$69 million for health care facilities) charged to the accumulated deficit.

A similar adjustment was made to the Summary Financial Statements.

We commend the Government for the recognition of the capital grants to school boards
and health care facilities and the related debt incurred to finance the grants, in
accordance with public sector accounting standards.

OTHER SIGNIFICANT ACCOUNTING ISSUES IN THE 2003/04
PUBLIC ACCOUNTS

Manitoba Liquor Control Commission

In the 1999/00 fiscal year, Manitoba Liquor Control Commission (MLCC) first began
recognizing its pension liability.  The initial recognition of the liability was offset with a
long-term funding commitment asset from the Province.  Each fiscal year thereafter, MLCC
continued to increase the long-term asset (receivable) and record revenue from the
Province by the annual increase in the pension liability.

However, the Province did not recorded this liability to MLCC in the Special Purpose
(Operating Fund) Financial Statements because the Province treated it as a pension
liability which, in accordance with the Province’s accounting policy, is not recognized in
the Operating Fund Financial Statements.  This liability is only disclosed in the notes to
the financial statements.  But the Province did record the liability in the Summary
Financial Statements as part of its pension liability.

In the 2003/04 fiscal year, we reviewed this accounting treatment and concluded that as a
government business enterprise MLCC is self-sustaining and should be responsible for all
of its operating costs including its pension costs.  We did not consider it appropriate for
the Province to assume MLCC’s pension liability.  In substance, MLCC had overstated its net
profits in prior years for the unrecorded pension costs.  As a result, the revenue reported
in the Special Purpose Financial Statements had also been overstated.

Therefore, the Operating Fund, as the recipient of the net profits (revenue) from MLCC,
recorded the cumulative overpayment of profits which as at April 1, 2003 amounted to
$41 million.  As well, the Government reduced the 2003/04 net profits reported from
MLCC by $2 million to reflect the effect of eliminating the revenue from the Province
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recorded on MLCC’s financial statements and which was included in determining MLCC’s
net profits.

For the year ended March 31, 2004, the Government recorded the loan payable to MLCC
and charged the accumulated deficit for $41 million to correct its previous accounting
treatment and reflect the cumulative overstatement of net profits.  In addition, the
Government consolidated other balances owing to MLCC to arrive at a total loan payable of
$45 million; the Province’s net revenue from MLCC’s 2003/04 net profits was also reduced
by $2 million to $174 million.

Red River College

During the 2004 fiscal year, we identified, in the Special Purpose Financial Statements,
that the Government was not accounting for the $34 million capital grant to Red River
College for the purpose of the purchasing the Princess Street campus, in accordance with
its stated accounting policy.  The Province’s accounting policy is that all capital grants to
Colleges are recorded as an expense in the year the funding is provided.  The Government
had departed from this practice and had recorded a loan receivable from the College.

Furthermore, the Government had intended to provide future appropriations to Red River
College to permit the College to ‘repay’ the Government for the loan.  In accordance with
public sector accounting standards, a loan receivable held by a government which is to
repaid through future appropriations is in substance a grant and should be recorded as a
grant in the fiscal year the initial funding flows.

As a result, the Government recognized that the loan receivable from Red River College
was in substance a capital grant, recorded a charge of $13 million to the accumulated
deficit and recorded $21 million to grant expense to correct the accounting for the capital
grant to Red River College.

Manitoba Housing and Renewal Corporation

During the 2004 fiscal year, Manitoba Housing and Renewal Corporation (MHRC) restated
the accumulated amortization of its housing tangible capital assets according to the
estimated useful life of the housing stock.  The amortization had previously been based
on the term of the principal repayment of the related debt incurred to acquire the
property.  This change resulted in a $230 million charge to the accumulated deficit on
MHRC’s financial statements.  The valuation of the provision of doubtful accounts related
to the loan receivable from MHRC is based on the accumulated deficit of MHRC.  Therefore,
the increase in MHRC’s accumulated deficit was also reflected as an increase to the
accumulated deficit on the Summary Financial Statements and Operating Fund Financial
Statements.
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Previous Recommendations Implemented
Figure 5 summarizes the implementation of recommendations made in the last five years.

FIGURE 5

We commend the Government for the implementation of the above recommendations.
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FOREIGN EXCHANGE CLEARING ACCOUNT
During the 2003 fiscal year, the Government began addressing the problems regarding the
outstanding balances in the foreign exchange clearing account.  In the past we found that
the balances in the foreign exchange clearing account, which should have cleared
monthly, were being offset by the overstatement of foreign exchange translation of the US
dollar bank accounts to arrive at the proper net amount.

As we noted in prior years, the fundamental problem was the design of SAP together with
the fact that no one had been designated to ensure that the account was cleared monthly.
Action has been taken with regard to both problems through changes in the use of SAP,
and by staff monitoring the account.  However, there were still irregularities in the
accounts in the 2002/03 fiscal year.  The clearing account was being cleared on a current
basis and the combined total of the Canadian dollar foreign exchange translation of the
balances of the US dollar bank accounts was accurate.  But the clearing of the clearing
accounts resulted in the Canadian dollar translation of the individual US dollar bank
accounts balances being misstated.  In addition, the US dollar bank account balances were
translated in accordance with the Province’s accounting policy of average exchange rates
rather than the year end exchange rate.

However, this year we found that the Department of Finance had taken the additional
action necessary to completely address these misstatements.  In addition, they adjusted
the Canadian dollar translation of the balances of the US dollar bank accounts to the year
end exchange rate in accordance with PSAB standards, rather than average exchange rate
used in prior years.

We commend the Government for the action taken to address the problems associated
with the accounting for the foreign exchange clearing account.

ACCOUNTING FOR INFRASTRUCTURE ASSETS
We reported last year that while the Summary Financial Statements do reflect the
recognition of certain tangible capital assets, that recognition does not extend to tangible
capital assets related to infrastructure.  The major categories of the Province of Manitoba’s
infrastructure systems include highways, bridges, and water and sewer systems including
the floodway.

In addition, the lack of recognition of infrastructure assets was reflected in the Summary
Financial Statements as an exception to generally accepted accounting principles for
senior governments and is estimated at $1,138 million as at March 31, 2004.  The
Government also stated in the Summary Financial Statements for the year ended
March 31, 2004 that the process to establish the completeness and reasonableness of the
estimated historical cost of infrastructure and to develop reporting policies in order to
recognize infrastructure is ongoing.

The Government has advised us that they intend to record infrastructure tangible capital
assets in the 2005 fiscal year.  We will review the Government accounting policies and the
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documentation to support the initial recognition of the infrastructure during the 2005
fiscal year.

Furthermore, according to the PSAB Research Study on Accounting for Infrastructure in
the Public Sector, the key accounting policy should be that infrastructure assets
subsequent to acquisition, which encompasses most of the Province of Manitoba’s
infrastructure assets, should be recorded at historical cost with disclosure of
infrastructure costs using current depreciated reproduction cost.

Current depreciated reproduction cost refers to an inflation adjusted valuation using the
cost to reproduce the asset reduced by accumulated amortization (depreciation) to reflect
the remaining useful life of the asset.  Reproduction cost is different from replacement
cost in that replacement cost usually includes the impact of technological improvements
affecting service potential and/or cost as opposed to reproduction cost which is defined
as the cost to reproduce the asset in substantially the identical form.

The challenge for the Government will be to accumulate the appropriate information
necessary to apply this accounting policy consistently within each of the various
infrastructure systems or at least within a component of a system.  In addition, the
Government could also consider using the Research Study’s guidance to assist them in
defining the detailed application of their accounting policy(ies) including the appropriate
amortization policies as well as in developing a range of other useful management
information.  This information gathering process as mentioned earlier is well underway.

We commend the Government for setting the 2005 fiscal year as the target date for the
completion of its information gathering and the establishment of appropriate
accounting policies for the recognition of the major infrastructure systems in the
Summary Financial Statements.
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Previous Recommendations Not Yet
Implemented
Figure 6 is a summary of OAG recommendations not yet implemented by the Department
of Finance and/or the Government of Manitoba.

FIGURE 6
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SUMMARY BUDGET
Over the past three years, we have noted that, in response to our recommendation, the
Government has prepared an annual summary budget based on the budgets for all entities
included in the Government Reporting Entity and that this budget was presented each
year in the Manitoba Budget Address.  The most recent budget presented in 2004 is,
however, still not presented with the appropriate level of detail needed to compare with
the results in the Summary Financial Statements.

In our view, the Summary Financial Statements and therefore, the Summary Budget are
the Government’s foremost accountability documents.  The arguments for the preparation
of a detailed summary budget are many.  One need only view Schedules 8 and 10 of the
Summary Financial Statements to become aware of the number of entities that compose
the Government Reporting Entity and the fact that considerable financial activity within
the Government Reporting Entity is outside of the Operating Fund.  Without a detailed
summary budget, the Legislative Assembly is not given the depth of financial information
necessary upon which to fully debate the planned use of public funds.  As well, it is the
comparison of the Summary Financial Statements’ actual results with that detailed
summary budget which permits a thorough analysis of the Province’s financial position
compared with planned results, and provides the ability to measure the Government’s
management of public resources.

Canada and five of the other Provinces produce summary budgets that are tabled in
Parliament/Legislatures.  The governments of Canada, British Columbia, Alberta, Ontario,
Quebec and New Brunswick have already made the summary budget their primary budget.
These summary budgets are prepared on the same basis as the Summary Financial
Statements of those governments.  Three of these six summary budgets are voted on by
the members of the Parliament/Legislatures.  Manitoba is still not aligned with these
jurisdictions in this regard.

We continue to recommend that the Summary Budget should be presented on the same
basis as the Summary Financial Statements to enable a reader to fully compare the budget
to the Summary Financial Statements.

Recommendation 1

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 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.

First recommended in the 2001
Report to the Legislative Assembly.
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Quarterly Reporting

We believe that the quarterly financial report should be prepared using the same
accounting principles as the Summary Financial Statements, as these provide the most
complete and accurate indication of the Government’s fiscal position.  Our
recommendations on quarterly reporting reflect the higher priority issue of encouraging
the Government to adopt GAAP in its quarterly reports.  As well, we believe that
unaudited 4th quarter reports should not be issued.

Recommendation 2

That the quarterly reports of the Province, a financial reporting tool,
be prepared in accordance with generally accepted accounting
principles.

Recommendation 3

That unaudited 4th quarter reports not be issued.

FINANCIAL REPORTING

Exceptions to GAAP in the Summary Financial Statements

The notes to the Summary Financial Statements indicate the following exceptions to
GAAP:

1. Changes in accounting policy and correction of errors

“Material adjustments may result from changes in accounting policy or
from the correction of an error which are attributable to and identifiable
with prior periods.  It is the Government’s practise to reflect the effects of
such adjustments in the accumulated deficit.  Prior year balances are not
restated.  If Canadian GAAP had been used to record changes in
accounting policies and correction of errors, the comparative figures of
the financial statements and the opening balance of the accumulated
deficit would have changed.”

2. Infrastructure Costs

“The process of establishing the completeness and reasonableness of the
estimated historical cost of the tangible capital assets is ongoing.
Reporting policies are currently being developed and information is being
gathered for other expenditures which include infrastructure such as
highways, bridges, and land acquired for public use.  If Canadian GAAP
had been used to record the infrastructure tangible capital assets,
management estimates that, at March 31, 2004, the tangible capital
assets would increase by $1,138 million, the accumulated deficit would
decrease by $1,128 million and expenses would decrease by a net amount
of $10 million.”

First recommended in the 2001
Report to the Legislative Assembly.

First recommended in the 2001
Report to the Legislative Assembly.
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As noted elsewhere in this report, the government has advised that it
intends to eliminate this exception in the year ended March 31, 2005.

3. Disclosure of Net Debt

“The CICA recommends certain standards for reporting tangible capital
assets and net debt.  Although the Government has adopted the standards
related to tangible capital assets, it has not fully adopted the
recommended presentation of net debt.  Summary Net Debt (Schedule 12)
provides a reconciliation from accumulated deficit to net debt.  If
Canadian GAAP was used net debt would appear on the Summary
Statement of Financial Position and there would be a Summary Statement
of Changes in Net Debt.”

4. Non-devolved health care facilities

“The Government has adopted a policy of including the assets, liabilities
and equity of health care facilities, which have not devolved their
ownership to Regional Health Authorities in its financial statements on a
combined basis.  In 2000/01, the Province began a program of financing
the debt for major capital acquisitions of the non-devolved health care
facilities.  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 is amortized over the same period as
the term of the debt issue. The annual net income (loss) of the non-
devolved health care facilities is recorded in the Summary Statement of
Accumulated Deficit instead of the Summary Statement of Revenue and
Expense.  The assets and liabilities are not adjusted on a basis consistent
with the accounting policies of the Government reporting entity.  If
Canadian GAAP had been used to record these transactions, assets would
decrease by $152 million (2003 - $155 million), liabilities would decrease
by $135 million (2003 - $146 million), accumulated deficit would
increase by $17 million (2003 - $9 million), revenues would increase by
$112 million (2003 - $103 million) and expenses would increase by $113
million (2003 - $103 million).”

Adoption of GAAP

Four jurisdictions, Nova Scotia, Ontario, Saskatchewan and British Columbia prepare the
Public Accounts in accordance with GAAP for senior governments.  Manitoba has yet to do
so and the exceptions are noted in the above section, “Exceptions to GAAP in the
Summary Financial Statements”.

In the preparation of the Estimates of Expenditures and Revenues and the Budget
Address, the Province uses the provisions of The Financial Administration Act (Act) as the
basis for financial accounting and reporting considerations.  According to this Act,
Treasury Board is responsible under Section 5(a) for preparing the estimates and similarly,
under Section 5(f), for ensuring accountability of government departments to the
Legislature for the delivery of government programs.
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Under Section 8 of the Act, the Minister of Finance is responsible for the management and
administration of the Department of Finance; the management and administration of the
Consolidated Fund; the management of public debt; and the control and direction of all
matters relating to the financial management of the government that are not assigned to
Treasury Board.  In addition, Section 9 of this Act states that the Minister of Finance may
make regulations and issue directives regarding accounting policies and practices.

Section 65(1) of the Act requires that the Comptroller shall prepare the Public Accounts
including the financial statements of the Consolidated Fund in accordance with the
accounting policies of the Government.  However, it does not state that the accounting
policies of the Government must be in accordance with Canadian Public Sector Accounting
Standards for senior governments as recommended by PSAB of the Canadian Institute of
Chartered Accountants.  The Act does not, however, prohibit the use of Public Sector
Accounting Standards for Senior Governments as the basis for financial reporting in the
preparation of the Public Accounts, Estimates and Quarterly Reports.

In contrast, the Province of British Columbia has entrenched in legislation the use of
Public Sector Accounting Standards for senior governments as recommended by PSAB of
the Canadian Institute of Chartered Accountants, in its Budget Transparency and
Accountability Act.  This Act creates an accounting policy advisory committee to advise
Treasury Board as to the implementation of GAAP for the government reporting entity.
Treasury Board is to establish the accounting policies used for preparation of the Main
Estimates and the Public Accounts.  Treasury Board is to establish the accounting policies
used for the preparation of Quarterly Reports.  It is implied that these accounting policies
should be GAAP unless otherwise disclosed.

British Columbia’s Budget Transparency and Accountability Act, also incorporates that
wherever, public sector accounting standards for senior governments are not used either
in the Estimates or the Public Accounts, there must be disclosure of any material
variances of those policies from GAAP.  In addition, with regard to Quarterly Reports, if
there is a change in the accounting policies of the government reporting entity which
would affect, by a prescribed dollar amount, the forecasted deficit or surplus for the
current and next three years, then there must be a public report of it.

Commencing in the 2004/05 fiscal year, the Government of the Province of British
Columbia will prepare its Public Accounts in compliance with its Budget Transparency and
Accountability Act and report whether it has achieved a balanced budget in accordance
with the Act.

We believe that the idea of entrenching in legislation the requirement to prepare all
significant public financial reports, in accordance with Canadian Public Sector Accounting
Standards for Senior Governments as recommended by the PSAB of the Canadian Institute
of Chartered Accountants, is worth considering.

During a Public Accounts Committee meeting of September 7, 2004, the Minister of
Finance, the Honourable Greg Selinger undertook to have his staff examine the impact of
restating prior years’ balances according to Canadian Generally Accepted Accounting
Practices (GAAP) and providing summary financial statements in full accordance with
GAAP for the summary financial statements dated March 31, 2006.  The Minister of
Finance indicated he would advise the Committee on this matter once his staff had
completed their analysis.
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Recommendation 4

That the Government consider amending The Financial Administration
Act to require that Canadian Public Sector Accounting Standards for
Senior Governments as recommended by the Public Sector Accounting
Board of the Canadian Institute of Chartered Accountants, without
exceptions (GAAP), be the basis of accounting for all government
financial reporting including the Summary Financial Statements, the
Summary Budget and the Quarterly Reports.

Alternatively, that the Government eliminate all the present
exceptions from GAAP for the fiscal year ended March 31, 2005 and
formally commit to the full adoption of GAAP for the fiscal year ended
March 31, 2006.

NEW GOVERNMENT REPORTING MODEL IMPLEMENTATION
GAAP requires the adoption of a the new Government Reporting Model no later than the
2005/06 fiscal year.  Manitoba has not yet adopted the new Government Reporting Model.
Appendix I provides an example of the application of the new Government Reporting
Model to the presentation of the 2004 Summary Financial Statements as follows.  Changes
that would be needed from the existing presentation of Manitoba’s Summary Financial
Statements are highlighted in bold italics.

Acceptance of the above recommendation to adopt GAAP for financial statements would
include adopting the new reporting model.

ADOPTION OF THE NEW GOVERNMENT REPORTING ENTITY
DEFINITION
As a result of changes to public sector accounting standards, the Government must use a
new definition to determine the entities included in their reporting entity.  This standard
set by the Public Sector Accounting Board (PSAB) of the Canadian Institute of Chartered
Accountants is effective for fiscal years beginning on or after April 1, 2005 (2006 fiscal
year).  The new definition is based solely on control, not accountability and ownership
and/or control which were the bases of the former standard.  Control is defined by PSAB
as follows:

“the power to govern the financial and operating policies of another
organization with expected benefits or the risk of loss to the government
from the other organization’s activities … a government may choose not
to exercise its power; nevertheless, control exists by virtue of the
government’s ability to do so.  Control must exist at the financial
statement date, without the need to amend legislation or agreements.”

However, establishing the existence of control might be seen as working along a
continuum.  At one end of the continuum, it is clear that the entity does not have the
power to act independently and is controlled by the government.  At the other end, the

First recommended in the 2002
Report to the Legislative Assembly.
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entity has the power to act independently and while the government may influence the
entity, it is evident that the government does not control the entity.  For entities falling
between the two ends of the continuum, PSAB has offered guidance as to what indicators
of control might be considered in evaluating whether control exists.

In addition, PSAB has provided a listing of the more persuasive indicators of control as
well as suggested other indicators that could be used to evaluate whether control exists.
PSAB’s more persuasive indicators are:

• “government has the power to unilaterally appoint or remove a majority
of the members of the governing body of the organization;

• government has ongoing access to the assets of the organization, has the
ability to direct the ongoing use of those assets, or has ongoing
responsibility for losses;

• government holds the majority of the voting shares or a “golden share”
that confers the power to govern the financial and operating policies of
the organization; and

• government has the unilateral power to dissolve the organization and
thereby access its assets and become responsible for its obligations”.

Other indicators recommended by PSAB for consideration are:

• “provide significant input into the appointment of members of the
governing body of the organization by appointing a majority of those
members from a list of nominees provided by others or being otherwise
involved in the appointment or removal of a significant number of
members;

• appoint or remove the CEO or other key personnel;

• establish or amend the mission or mandate of the organization;

• approve the business plans or budgets for the organization and require
amendments, either on a net or line-by-line basis;

• establish borrowing or investment limits or restrict the organization’s
investments;

• restrict the revenue-generating capacity of the organization, notably the
sources of revenue; and

• establish or amend the policies that the organization uses to manage,
such as those relating to accounting, personnel, compensation, collective
bargaining or deployment of resources”.

However, in order to determine whether control exists, each indicator would be evaluated
in the circumstances and the degree of government influence would determine how
important the indicator is in terms of providing evidence of control.  The weight given to
an indicator also depends on the circumstances.  For example, an entity’s compliance with
regulatory authority does not, in and of itself, constitute control if the government’s
interest in the entity only extends to the regulated aspects of its operations.
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Another example is that financial dependence of an organization also does not constitute
control, in and of itself.  The governing body of the entity could be independent with
respect to establishing its financial and operating policies.  The government may require
reporting from the entity to demonstrate compliance with the terms and conditions of the
funding provided and if that is the extent of the government’s interest in the
organization, it does not constitute control.  The organization retains the right to decide
whether it accepts the government funding and the conditions attached to that funding.

As a result, indicators should be considered collectively as well as individually such that it
is sum of all the evidence that should lead to a conclusion as to whether the government
controls an entity.

This new standard is, in many respects, more inclusive than the former standard as it
looks at the fundamentals of the relationship between the government and the
organization.  Whereas, under the former standard, the entity could be excluded if the
government did not have the power to appoint the majority of the governing body.
Therefore, the evaluation will also determine whether school divisions and other entities
previously excluded, should be part of the Government’s reporting entity.

The Government has advised us that they intend to consult with us on redefining the
Government Reporting Entity prior to completion of the budget for 2005/06.

THE ELIMINATION OF SPECIAL PURPOSE FINANCIAL STATEMENTS

Balanced Budget Legislation - What Is It?

Balanced Budget Legislation, enacted in the fall of 1995 with amendments in 2000, is a
prescribed set of rules incorporated in legislation, in The Balanced Budget, Debt
Repayment and Taxpayer Accountability Act (Act) (see Appendix F).  Those rules (with
variations from GAAP) are used to determine if the Government of the day has generated
a positive balance in the Operating Fund for a fiscal year, meaning generating more
revenue than a defined subset of the expenses incurred and factoring in transfers from
the Fiscal Stabilization Fund and to the Debt Retirement Fund.  According to the Act, the
Government is not to incur a negative balance in the Operating Fund.  The main rules are
as follows:

• An excess of revenue over expenses is determined according to the
accounting policies of the Government as disclosed in the audited
financial statements.  If there is a reservation in the Auditor’s Report to
the financial statements resulting from a change in accounting policies
not authorized in the Act, then the financial statements must be
restated to ensure that the financial effects of that change did not
result in a positive balance which would have otherwise, under the
former accounting policy(ies), have resulted in a negative balance.  If a
change in accounting policies did result in a change from a negative to
a positive balance, then the government will not have achieved a
balanced budget.

• The existing accounting policies are disclosed as Canadian generally
accepted accounting principles for senior governments as recommended
by the Public Sector Accounting Board of the Canadian Institute of
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Chartered Accountants with certain exceptions.  One notable exception
is the failure to record in the Operating Fund the liability related to the
unfunded pension obligations.  As a result, the change in the unfunded
pension liability is not reflected in the determination of a positive or a
negative balance.

• The Act permits a once a year interfund transfer, a transfer into the
Operating Fund, from the Fiscal Stabilization Fund, often referred to as
the “Rainy Day Fund”, of an amount up to the maximum of the balance
of the Fiscal Stabilization Fund.  That transfer in is also included in the
determination of the balance according to balanced budget legislation.

• The Act also prescribes that as a target, an amount equal to 5% of the
year’s expenses in the Consolidated (Operating) Fund or any greater
amount that the Minister (of Finance) considers appropriate is to be
transferred to the Fiscal Stabilization Fund.  Only a positive balance
may be transferred back to the Fiscal Stabilization Fund for use in
future years.  The transfer out is not included in the determination of a
positive or negative balance according to balanced budget legislation.

• Any transfers out of the Debt Retirement Fund to the Operating Fund
for the repayment of the outstanding debt and pension obligations are
not included in the determination of a positive or negative balance
according to balanced budget legislation.

• A calculated amount, presently at $96 million, shall be transferred
annually, from the Operating Fund to the Debt Retirement Fund to
provide for the future retirement of the outstanding debt and pension
obligations.  That transfer out, an interfund transfer, is also to be
reflected in the determination of a positive or negative balance
according to balanced budget legislation.

• The above interfund transfers as noted are included for purposes of
determining if there is a positive balance in the Operating Fund,
according to balanced budget legislation.  However, interfund transfers
are not included in the determination of an excess of revenue over
expenses according to generally accepted accounting principles.

• Should there be a negative balance in a fiscal year then there must be
an offsetting positive balance in the next year unless there is a general
election and the party forming the Government has changed.  Then if,
in the year of a general election, the party forming the Government has
changed and there is a negative basis, the new government is not
required to have an offsetting positive balance in the following year.

• There are financial penalties to the members of the Executive Council
for failing to meet the requirements of the Act.

• The Act does not apply in the case of war or a natural disaster that
affects the Province which could not be anticipated or if there is greater
than a 5% reduction in revenue in the fiscal year, providing the
reduction did not result from a change in Manitoba taxation laws.  The
proceeds from the sale of a Crown Corporation are not to be included in
the determination of a positive balance.
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For the first time since the legislation was passed, the Government invoked Section 3(2)
of the Act to exclude the expenses related to a natural disaster that affects the Province
which could not be anticipated, in the Government’s determination of a positive balance
under the Act.  A further discussion of this matter appears later in this section of the
Report.

Fiscal Stabilization Fund - What Is It?

The Fiscal Stabilization Fund (Fund) was established under the authority of The Fiscal
Stabilization Fund Act (Act) (see Appendix G), which was enacted in 1989 and was
amended in 2000.  The purpose of the Fund as set out in the Act is to assist in stabilizing
the fiscal position of the government from year to year and to improve long-term fiscal
planning.  The Fund is often referred to as the “Rainy Day Fund”.

In 1989, in its first year of existence, the Government of the day transferred $200 million
from the Operating Fund into the Fund.  That transfer created a $142 million deficit in
the Operating Fund where there would otherwise have been $58 million surplus for the
year ended March 31, 1989.  At the time, we qualified our opinion on the $58 million
surplus.  Since then there have been other sizable transfers into the Fund including the
net proceeds from the sale of the Crown Corporation, Manitoba Telephone System.

Legislative amendments were made to the Act in 2000.  Consequently, the Government
can no longer deposit in the fund any revenue or other financial assets received by the
Government in a fiscal year ending after March 31, 2000 as a result of selling shares or
assets of a Crown corporation in the course of a privatization of the Crown Corporation
and the Government can only transfer positive balances (from the Operating Fund) - the
transfer cannot create an annual deficit in the Operating Fund.

The primary activities of the Fund are interfund transfers.  The transfers are either
transfers out to the Operating Fund or transfers into the Fund from the Operating Fund.
The Fiscal Stabilization Fund also earns income on the investment of the assets of the
Fund, which is retained in the Fund until transferred out.

With regard to transfers into the Fund, the Government may deposit in the Fund, any part
of revenue or other financial assets received in the Operating Fund in any fiscal year.
Furthermore, the target level for the Fund is a minimum of 5% of the expense of the
Consolidated (Operating) Fund.

The Government may transfer out of the Fund, all or part of the Fund balance to the
Operating Fund, but the Government may only make one transfer out each fiscal year.

This Fund is used to create a positive balance in the Operating Fund in an amount chosen
each year by government.
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FIGURE 7

Conclusion

The Financial Administration Act section 65(1)(a) requires the preparation of financial
statements of the Consolidated Fund.  It also requires that the Auditor General report on
his examination of these financial statements.  The Consolidated Fund of the Public
Accounts is more commonly known as the Operating Fund and its financial position and
annual operations are included in the Special Purpose Operating Fund and Special Funds
Financial Statements.

The Special Purpose Financial Statements are prepared primarily in order to reflect
compliance with the Balanced Budget, Debt Repayment and Taxpayer Accountability Act
(Balanced Budget Legislation).

Only Saskatchewan, Prince Edward Island and Manitoba, include audited Special Purpose
Financial Statements or General (Operating Fund) Financial Statements in their Public
Accounts.

However, as we have noted elsewhere in this report, the Special Purpose Financial
Statements are not appropriate for assessing the government’s fiscal performance.  In
essence, therefore, it is illogical to have balanced budget legislation refer to an
inappropriate set of financial statements.  It would be more appropriate to have the
balanced budget legislation refer to the Summary Financial Statements prepared in
accordance with GAAP.
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In keeping with the appropriateness of emphasizing the Summary Financial Statements,
we continue to believe that the Government should reflect any key information from the
Special Purpose Financial Statements in the Summary Financial Statements (in the notes
to the financial statements).  We also believe that the Summary Financial Statements
should combine budget information from the Operating Fund (Estimates of Expenditure
and Revenues) with detailed budget information from Crown organizations.  The
Government would, therefore, eliminate the need for the preparation of the Special
Purpose Financial Statements and reduce the risk of confusion caused by having two sets
of financial statements publicly presented each year.

Recommendation 5

That the Government consider introducing amendments to the
Financial Administration Act to eliminate the requirement for separate
Consolidated Fund (Operating Fund) financial statements.

Recommendation 6

That consideration be given to amending the Balanced Budget
Legislation to refer to the Summary Financial Statements prepared in
accordance with GAAP.

DISCLOSURE OF PENSION ASSETS COMPOSITION
The Government created a Pension Assets Fund in the 2002/03 fiscal year to reflect the
designated assets set aside for the future retirement of the Government’s unfunded
pension liability as we recommended in our 2001/02 Report.  The Pension Assets Fund
properly reflects the existence and ownership of the pension assets as part of the total
assets included in the determination of the Accumulated Fund Surpluses (Deficits) of the
Province on the Special Purpose Financial Statements.  However, these assets should be
shown by their classification such as investments on the balance sheet and not reported
as pension assets.

In addition, the Government has effectively improved its net debt position on the Special
Purpose Financial Statements by $267 million (2003, $151 million), by creating the
Pension Assets Fund.  Formerly, the assets were reported as trust assets and trust
liabilities.

Recommendation 7

That in accordance with public sector accounting standards, pension
asset composition detail should be disclosed in the notes to the
Summary Financial Statements.  The assets should be shown on the
balance sheet by their classification, for example, portfolio
investments rather than as pension assets on the balance sheet.

First recommended in the 2003
Report to the Legislative Assembly.

First recommended in the 2002
Report to the Legislative Assembly.

First recommended in the 2003
Report to the Legislative Assembly.
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ROLE OF INTERNAL AUDIT AND CONSULTING SERVICES
The Internal Audit and Consulting Services Branch of the Department of Finance provides
internal audit and consulting services to management throughout government.  All
government departments have access to internal audit services through requesting work/
assistance that Internal Audit may then incorporate into their annual plans for what is
assessed as high priority matters.

In addition, Internal Audit and Consulting Services (Internal Audit) was also involved
initially in the implementation of SAP through participation in the Process and Systems
Integrity Team which was responsible for providing expert advice, guidance and
integration of all aspects of internal control and system security for the SAP project.

SAP was first implemented five years ago and is an extremely complex system.  Internal
Audit, we believe should play a significant and active role in providing assurance as to the
effectiveness of controls at the departmental level.  Ongoing involvement would give
Internal Audit the opportunity to add confidence in the reliability and accuracy of this
importance government-wide system on a continuous basis.

Moreover, an effective internal audit function enhances the control environment of the
entity.  The United States (US) passed legislation, the Sarbanes-Oxley Act, to address
concerns created by Enron and other financial disasters.  Those new US standards apply to
publicly traded companies.  One of the US requirements being implemented is that public
companies must make representations regarding the effectiveness of their internal
controls.

In Canada, there is a similar move toward the requirement for management to make
representations on the effectiveness of the organization’s internal controls.  While the
regulations of provincial securities commissions requiring reporting on the effectiveness
of a company‘s internal controls will first apply to publicly traded companies, the public
expectation that governments also make these same representations will likely soon
follow.

As a result, the internal audit function of the Province should consider the need to plan
for the expansion of testing of internal controls to enable the Government to make
representations on the effectiveness of their internal control systems.  The Province’s
government-wide information system is SAP and would be a primary focus for internal
control testing.

Last year we recommended that Internal Audit take a lead role on an annual basis in the
review and testing of SAP controls at the departmental level.  Over the 2003/04 fiscal
year, Internal Audit began a government wide project testing payroll controls including
the review and testing of certain SAP controls.

Further, as we noted last year, the revised Comptrollership Framework was distributed in
October 2003 and made reference to an audit function in monitoring compliance with the
authority delegated by the Comptroller to the Departments.  That delegated authority
includes ensuring effective internal control systems among other responsibilities.  There
have been delays in the completion of the Comptrollership Plans by some of the
Departments and Internal Audit has not been involved with that audit function in the
2004 fiscal year.
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We acknowledge that there was some change in Internal Audit’s role in the 2003/04 fiscal
year in relation to the testing SAP controls.  However, we continue to believe that
Internal Audit and Consulting Services should have a more significant role in providing
assurance as to the effectiveness of controls at the departmental level as they relate to
SAP.

Recommendation 8

That Internal Audit and Consulting Services revisit their role and
expand their work on an annual basis to systematically, according to a
documented plan, review and test SAP controls in the departments.

INFORMATION SYSTEMS
The Government of Manitoba (Government) has various information systems of major and
minor significance both centrally and in the departments.  Information systems are
integral to the administration of Government and successful management of their
programs.  Identification and review of these information systems are critical.

The components of a good information system include proper design, sufficient
documentation, identification and use of internal controls as well as the ongoing
monitoring of results as intended.  Change is inherent within all information systems and
therefore change management is also important.

Some of the more significant information systems within the Government include SAP,
GenTax, Treasury Manager, Social Allowance Management Information Network, public
health systems such as Pharmacare, Medical and Hospital information systems in addition
to numerous departmental revenue systems.

One of the most critical information systems in place for the Province of Manitoba is the
SAP System which is used by all government departments, special operating agencies and
certain crown organizations.  Our Office has commented previously on various SAP
internal control issues since it was implemented on April 1, 1999.

SAP R/3 Version 4.6b

The 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.

Our office identified that the complexity of the controls and security requirements of SAP
creates 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.

First recommended in the 2002
Report to the Legislative Assembly.
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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.  A
summary of this report was included in the March 31, 2001 Public Accounts Report to the
Legislature.

For both the initial SAP implementation as well as the 4.6b upgrade there were three
areas which we considered the most critical and were reported on previously.  In our 2001
Report to the Legislature we also stated that we would provide reports to the departments
detailing our recommendations based on a review of the 4.6b upgrade.  We have issued
separate reports to the departments and our follow-up on the implementation of those
recommendations has indicated that there was still further action that needed to be taken
by the departments in this regard.  As we reported last year, we will continue to address
the key outstanding issues with the Comptroller’s Office to ensure that the appropriate
action is taken.  Our recommendation regarding the use of critical standard reports was
addressed last year.

The two remaining areas of recommendations made in prior years are:

1. Access to SAP by Departmental Managers

There were several recommendations regarding access to SAP by
Departmental managers as follows:

• We had recommended that departmental managers be provided with
access to SAP and that the management tasks be removed from
administrative staff as soon as possible.  During 2001/02 there was
an initiative for providing targeted access to SAP through the
Manager’s Desktop (MDT) program.  Manager’s Desktop provides
managers with immediate access to a defined subset of
management reports for human resources and financial information.
While approximately 350 managers attended Manager’s Desktop
training and went “live” on SAP in 2001/02, we understand there
have been only marginal increases in its use by managers since
then.  While MDT continues to be rolled out, it is still not
mandatory that managers access it.  Increasing MDT’s use as well as
expanding its functionality should continue to be explored.

While MDT provided access to specific reports in SAP, our
recommendation in regard to not having administrative staff
complete management tasks on SAP, has yet to be met.

Recommendation 9

We recommend that Manager’s Desktop be expanded to encompass all
managers, additional functionality be provided, the use of it
encouraged and that management tasks be removed from
administrative staff as soon as possible and moved back to
departmental managers where they appropriately belong.  In addition,
we continue to recommend the Government set a target date for the
implementation of this recommendation.

First recommended in the 1999
Report to the Legislative Assembly.
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• We recommended that the Comptroller’s Office reinforce the
importance to departments of ensuring the delegated authorities
are properly represented in SAP or that differences from the
delegated authority levels to the levels set in SAP have been
approved and documented.  During 2002/03, an SAP report was
developed to assist departments to assess the SAP authority levels,
and to ensure compatibility and comparability.  Distribution of the
report to departments occurred at the December 2002 Council of
Executive Finance Officers (CEFO) meeting.  In accordance with the
Comptrollership Framework, it is the responsibility of each
individual department, rather than a central function, to review
delegated authorities and have the appropriate documentation.

While we commend the Government for having made progress with
regard to documenting and approving differences from the
delegated authority levels, our concern remains.  All differences
from delegated authorities represented in SAP should be identified
and the approval and documentation of that approval is still
required.

Recommendation 10

We recommend, that the Comptroller’s Office, through a monitoring of
the Departments’ accountability, ensure that all departments’
delegated authorities are properly represented in SAP or that
differences from these delegated authorities are approved and
documented.

• We previously recommended that Manitoba Information and
Communication Technology (MICT), formerly 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.

During 2002/03 an SAP report was developed which assisted
departments in identifying incompatible functions.  It was first
distributed to Departmental Executive Finance Officers in June
2002 for their review.  Each individual department is responsible for
the review, on a regular basis, of the existence of incompatible
functions and for documenting the compensating controls should
any incompatibilities exist.

The SAP report used the original role matrix of incompatible
functions as of April 1, 1999.  We understand that in accordance
with revised Comptrollership Framework, it is the responsibility of
each department to ensure that the existence of any incompatible
roles and the compensating controls are identified and documented.

First recommended in the 1999
Report to the Legislative Assembly.
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However, the departmental Comptrollership plans which are the
mechanism for reporting to the Comptroller’s Office have not all
been completed.

Over the past few years we have found instances in the
departments where there are incompatible roles without
documentation regarding the compensating controls.  As a result of
our reviews several departments eliminated incompatible roles,
either because the roles were found to be no longer necessary, or to
address the identified role conflicts.

Recommendation 11

That the Comptroller’s Office, through a monitoring of departmental
accountability, ensure that departments review the incompatible
functions on a regular basis and that departments maintain
documentation on compensating controls should incompatibilities
exist.  The role matrix should be updated, reconcile to
incompatibilities noted on MICT’s intranet site and should document
why a combination of functions/roles is incompatible so that
departments can understand why they are incompatible and better
able them to document the required compensating controls.

2. Business Continuity Plan for Manitoba Information and
Communication Technology (MICT)

We previously recommended that a comprehensive business continuity
plan be put 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.

An effective disaster recovery plan is one aspect of a business
continuity plan.  During 2002, MICT (formerly ESM) successfully
completed the implementation of a significant step in their disaster
recovery plan.  This involved establishing an interim facility to house an
alternative computing environment for the SAP system.

Furthermore, 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.  We understand that operating
procedures relating to the disaster recovery plan have been completed,
tested and will be amended as future conditions warrant.  Disaster
recovery procedures should include testing as a normal part of
operations and any changes in conditions should be reflected in
amendments to the disaster recovery plan.

First recommended in the 1999
Report to the Legislative Assembly.
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In addition, we were informed last year that an initial Business
Continuity Plan has been drafted for MICT but still requires further
development prior to it being approved and implemented.  The Business
Continuity Plan would address only what would happen should a
business interruption occur at MICT.

Recommendation 12

We recommend a well thought out and effective Business Continuity
Plan, one component being disaster recovery having been completed,
should be developed, documented and tested regularly to minimize
the risk of disruptions caused by unforeseen events.

New Recommendations

PUBLIC DEBT EXPENSE AND INTEREST RECOVERIES
The Government’s disclosed accounting policy for recognizing public debt expense
includes the following:

“Recoveries of the debt servicing costs on self-supporting debt and
revenue earned on investments and advances are recorded as a reduction
of debt servicing expense”.

However, the Government’s actual accounting policy, in effect, is to charge the debt
servicing costs for capital financing for devolved and non-devolved health care facilities
and public schools to grants/transfer payments expense by sector such as Health or
Education and not include those debt servicing costs in Public Debt expense.  This is
accomplished by recording an interest revenue recovery as a reduction in public debt
expense.

For example, the Province sets out in the 2003 Estimates (of Expenditure) for the 2003/04
fiscal year that public debt expense will be $1,290 million which will be reduced by $959
million in interest revenue recoveries.  The largest component of the recoveries is $560
million from Manitoba Hydro-Electric Board (Hydro) followed by $232 million from
interest earned on sinking fund investments and $145 million from loans to Crowns and
other investments.

In accordance with public sector accounting standards, public debt expense is to be
reported net of interest recovered from government business enterprises, “when there is
sufficient evidence that debt has been issued by a government specifically on behalf of a
government business enterprise”.  This is the case for Hydro debt.  However, the
Government continues to inappropriately reduce its reported public debt expense by
interest recoveries on portfolio investments which are not investments, but are recorded
as capital grants.

For the 2003/04 fiscal year, the Government, on a cumulative basis, recognized capital
grants to health care facilities and school boards in the amount of $526 million.  $231

First recommended in the 1999
Report to the Legislative Assembly.
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million of these grants had been previously reported as sinking fund portfolio
investments.  In addition, $18 million was inappropriately recorded as an interest
recovery on the sinking fund portfolio investments related to these capital grants and
therefore understated public debt expense by the same amount.

Similarly, the Government also reduced the amount reported as public debt expense for
imputed interest revenue recoveries related to the $497 million of deferred charges for
devolved and non-devolved health care facilities reflected on the Statement of Financial
Position in the Special Purpose Financial Statements.  The Government treats the deferred
charges similar to a loan receivable and reduces the deferred charge asset on an annual
basis equal to the reduction of the related debt incurred to fund the capital grant
(recorded as a deferred charge).

To explain further, the Government periodically borrows on the capital market to finance
a capital grant to a Regional Health Authority (RHA) or non-devolved health care facility
for construction of a facility or for major renovations.  When the funding flows to the
RHA or non-devolved health care facility, the Government records a deferred charge.  On
an annual basis, as the debt (borrowings) is repaid by the Government, the Government
charges to health expense an amount equal to the annual amortization of the deferred
charge and the imputed interest revenue recovery.

In addition, the Department of Health manages, on behalf of the RHAs (devolved) and the
non-devolved health care facilities, the accounting entries for this elaborate process.  As
we understand it, the Department of Health spends a significant amount of time doing
the administration to account for the deferred charges (capital grants) as if they were
loans receivable.  That time could be spent on other activities.

The interest recovery related to these deferred charges matches the interest paid during
the year to service that debt.  That means that interest expense to service the debt is
effectively shown as health expense (grants/transfer payments) rather than as public
debt expense.  During the 2003/04 fiscal year, $26 million was paid to service the debt
related to those deferred charges and was recorded in the Special Purpose (Operating
Fund) Financial Statements as health expense rather than as public debt expense.

Similarly, debt servicing costs of $1.4 million associated with the debt incurred to finance
the $34 million capital grant to Red River College were recorded as Advanced Education
grants not public debt expense because the capital grant had been treated nominally as a
loan receivable during the fiscal year.

In accordance with public sector accounting standards public debt expense on the
Statement of Revenue and Expense should be reported net of the interest recoveries from
government business enterprises on debt borrowed specifically for them.  As well, the
gross amount of public debt expense should be disclosed in the notes to the financial
statements.  Furthermore, interest revenue from investments and other loans receivable
should be reported as revenue and not netted against public debt expense reported on the
Statement of Revenue and Expense.

In summary, the full cost of debt servicing should be clearly reported.  The capital
financing costs associated with capital grants to health care facilities, school boards and
colleges could be shown as debt servicing costs incurred for the Departments of Health,
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Education and Advanced Education.  But these costs, estimated at $45 million for the
2003/04 fiscal year, would be included in the total public debt expense reported on the
Statement of Revenue and Expense.

Recommendation 13

That the Government discontinue the practice of recording interest
recoveries on all capital grants provided and report public debt
expense net of interest recoveries from government business
enterprises on the Statement of Revenue and Expense for both the
Special Purpose and Summary Financial Statements.  In addition, that
the Government separately disclose the gross amount of public debt
expense and report revenue from other loans receivable and
investments as revenue and not net those revenues against the
amount reported as public debt expense.

INVOKING SECTION 3(2) FOR EMERGENCY EXPENSES
The Government invoked Section 3(2) of the Balanced Budget, Debt Repayment, and
Taxpayer Accountability Act (Act) to exclude emergency expenses in determining whether
there was a positive or negative balance for the first time in the 2003/04 fiscal year.

Although we reported that the Government did comply with Section 3(2) of the Act, we
placed a scope limitation in the Auditor’s Report on the Special Purpose (Operating Fund)
Financial Statements because we could not express an opinion on the amount of the
emergency expenses.  We found that there was an absence of suitable, generally accepted
criteria for use in determining an amount for emergency expenditures as called for by the
Act.  As a result, the amount, although declared in accordance with the provisions of the
Act, is not susceptible to audit verification and no opinion was expressed on the amount
of the emergency expenditures.

Representatives of the Department of Finance and Treasury Board Secretariat provided us
with the following documented rationale for the use of Section 3(2) this year:

“Balanced Budget Legislation (BBL) Disaster Exemption Background for 2003/04
Public Accounts
• Section 3(2) of the Balanced Budget, Debt Repayment and Taxpayer

Accountability Act states that, ‘The government is not required to include
the following in determining whether there is a positive or negative
balance for a fiscal year:

a) an expenditure required in the fiscal year as a result of a natural or
other disaster in Manitoba that could not have been anticipated and
affects the province or a region of the province in a manner that is of
urgent public concern;

b) an expenditure required in the fiscal year because Canada is at war or
under apprehension of war;

c) a reduction in revenue of 5% or more in the fiscal year, other than a
reduction resulting from a change in Manitoba’s tax laws’.
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• While this clause has existed since the inception of BBL, it has not been
used to declare any expenditure as disaster-related and not included in
the determination of the balance.

• Certainly as to the amount to be excluded under Section 3(2) may be
provided by way of a declaration of the Lieutenant Governor in Council
under Section 3(3) of the BBL, which states, ‘A declaration by the
Lieutenant Governor in Council that, in the opinion of the Lieutenant
Governor in Council, an expenditure or reduction of revenue as described
in subsection (2) has occurred is conclusive for the purposes of this Act of
the fact that the expenditure or reduction occurred and in that amount’.
This declaration can only be made after the amounts are known.

• Key criteria for invoking the clause in 2003/04 are the magnitude of the
emergency, the availability of other sources of revenue, and the remaining
balance of the Fiscal Stabilization Fund (FSF).  As indicated in the
following Figure 8A, the available FSF balance was the lowest since the
inception of the BBL in terms of the total balance and as a percent of
total expenditure.  Revenue also declined from budget in 2003/04.

FIGURE 8A

• The criteria of revenue availability and FSF capacity were applied to
ensure that flexibility existed in the Operating Fund for future years.  The
FSF capacity as at March 31, 2004 is currently at $118 million on a
preliminary actual basis, or 1.6% versus the fund balance target
established in BBL of 5% of total 2004/05 expenditure.

• Legal opinion on the expenditures that could be declared indicated that,
to the extent that Emergency Expenditures exceed the $25,000,000
provided for in the Main Estimates, they could be excluded in determining
the balance for the year under the BBL.”
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In Figure 8A above, provided by the Government, the Emergency Expenditures Variance
from Budget column shows actual expenses but the third party recoveries are included in
the Total Revenue Variance from Budget column for the 2003/04 year, but not for the
years 1997/98 to 1999/00.  Figure 8B shows what Figure 8A would look like if third
party recoverables were listed consistently.

FIGURE 8B

The $71 million in emergency expenses excluded under Section 3(2) of the Act was, as
noted above, net of the budgeted amount of $25 million provided in the 2003/04
Estimates (of Expenditures).  The $71 million emergency expenses were also net of
approximately $2 million in third party recoveries from the Federal Government.

The two largest categories of costs included emergency expenses related to the bovine
spongiform encephalopathy (BSE) crisis and forest fire suppression activity.  The BSE crisis
costs were $42 million which incorporated $9 million for a provision for bad debts for the
BSE Recovery Loan Program and $33 million for a shared cost program to support
producers affected.  As well, there was $52 million spent on forest fire suppression
activities.

The other categories included were spring flood costs of approximately $1 million and a
further $1 million for various departmental emergency expenses.

Analysis

We reviewed the justification for this transaction before concluding that the amount of
the excluded emergency expenses was not susceptible to audit verification because of a
lack suitable lack of generally accepted criteria to be used in determining the amount.

In our view, appropriate criteria for determining the amount of emergency expenses
would not include the amount available to be drawn from the Fiscal Stabilization Fund or
the availability of other sources of revenue.

However, the criterion of the magnitude of the costs related to emergency expenses is
relevant as the Government must manage unforeseen circumstances on an ongoing basis.
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Similarly, there is the issue of the amount budgeted as a baseline over which any
additional expenses would be considered of a sufficient magnitude to be excluded.

Another criterion to consider in the appropriateness of the amount budgeted for
contingencies.  In 2003/04 the government budgeted $25 million (0.3% of budgeted
expenses) for contingencies.  On this basis, Section 3(2) was invoked for all emergency
expenses over $25 million.  However, one could argue that $25 million is a very tiny
contingency in a $7.3 billion budget.  A larger contingency would result in Section 3(2)
being invoked only for significant events.

In addition, we found that over the past five years, the highest costs incurred for forest
fire suppression activities alone, net of recoveries and adjusted for inflation, were $25
million ($26.2 million in 1999/00 with recoveries of $2.9 million, both in nominal
dollars).

We believe that the criteria could also consider the historical trends of expenses incurred
and be used to establish a range, outside of which, the emergency expenses would be
considered eligible for exclusion under Section 3(2) of the Act.   Similarly, the
Government might also establish criteria for what constitutes a natural or other disaster
in Manitoba that could not have been anticipated and affects the province or a region of
the province in a manner that is of urgent public concern.

In summary, we believe that the criteria used to determine the emergency expenses
excluded under Section 3(2) of the Act for purposes of determining whether there is a
balanced budget should be clearly defined and communicated to the Legislative Assembly.

Recommendation 14

That the Government develop suitable, generally accepted criteria to
be used in determining an amount of emergency expenditures to be
excluded under Section 3(2) of the Balanced Budget, Debt Repayment,
and Taxpayer Accountability Act and communicate these criteria to the
Members of the Legislative Assembly.
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Review of the “Province of Manitoba
Annual Report for the Year Ended March 31,
2004” in Relation to Recommended
Practices in Performance Reporting

INTRODUCTION
The Office of the Auditor General has reviewed the Province of Manitoba’s Annual Report
for the Year Ended March 31, 2004 in order to examine progress made in relation to
performance reporting by the Government.  This examination is in keeping with the
Auditor General’s mandate under clause 14(1)(c) of The Auditor General Act which
authorizes the examination of whether the Legislative Assembly has been provided with
appropriate accountability information.  We relied on guidance developed by the Canadian
Institute of Chartered Accounts, and CCAF to undertake the review of the Province of
Manitoba Annual Report for the Year Ended March 31, 2004.  The guidance from each of
these sources is explained followed by our conclusions and recommendations.

BACKGROUND
Over the past five years the Government of Manitoba has reiterated its support of
performance reporting.  In July 2000 when the Auditor General’s Report to the Legislature
on Business Planning and Performance Measurement was released, the Government stated
in the Report that it “is committed to the advancement of performance measurement
within the government management processes with a strong focus on the measurement of
outcomes and results”.  In 2002 when our Office released the report on Performance
Reporting in Annual Reports:  Current Practices Among Crown Entities, part of the
statement from Government Officials included in the Report was that, “the government
remains committed to continuous improvement in its public reporting, not only for central
government, but also for its crown entities.  We agree that annual reports are an
appropriate vehicle for open and transparent communication.  We also agree with the
concept of standardization, but with due care to providing sufficient flexibility to reflect the
uniqueness of each organization”.  Subsequently, in 2004, when the Auditor General
released Attributes of Managing and Reporting Results, Government’s commentary in the
Report included the observations that the contents are “a valuable contribution to
ongoing thoughtful review of such issues by government” and that “the findings of this
Report will be added to the feedback the Government has received as part of this process”.

GUIDANCE FROM THE CANADIAN INSTITUTE OF CHARTERED
ACCOUNTANTS
To encourage governments to effectively report only the most relevant information, the
Public Sector Accounting Board of the Canadian Institute of Chartered Accountants
(PSAB) has developed a Statement of Recommended Practice in regard to the annual
reports of the federal, provincial, territorial and local governments.  The Statement of
Recommended Practice is intended to provide guidance for the development of the
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Financial Statement Discussion and Analysis (FSD&A).  Although not part of the financial
statements, FSD&A is information that would accompany the financial statements.  FSD&A
information also includes narrative explanations and graphic illustrations highlighting the
key relationships that exist among the quantitative representations set out in the
financial statements, as well as explanations and illustrations of variances and trends.

There are two essential aims of FSD&A information:

• to enhance the users’ understanding of a government’s financial position
and results of operations, enabling them to make more informed
decisions and judgments; and

• to enable a government to demonstrate accountability for the resources
entrusted to it.

Figure 9 presents the key elements from PSAB’s FSD&A Statement of Recommended
Practice and findings from our review of the Annual Report in relation to the Statement
of Practice.

GUIDANCE FROM CCAF
In addition to the FSD&A, there are also a set of Performance Reporting Principles which
CCAF released in 2001.  CCAF, a national, non-profit research and education foundation
that researches public sector accountability, management and audit issues, developed its
Performance Reporting Principles through extensive consultation with legislators,
managers and auditors.

These Principles are aimed at helping governments and other public sector institutions
bring public performance reporting to a new level of excellence.  CCAF considers public
reporting on performance not an end in itself, but rather an integral part of effective
public sector governance and management.  Figure 10 presents the key elements from
CCAF’s Performance Reporting Principles and the findings from our review of the Annual
Report in relation to those Principles.

CONCLUSION
While the Province of Manitoba Annual Report For The Year Ended March 31, 2004
demonstrates some of the recommended practices of PSAB’s FSD&A and CCAF’s
Performance Reporting Principles, the Annual Report needs significant changes in order
for the Report to demonstrate greater transparency and accountability in reporting.  In its
current form, the information contained in the Annual Report does not enable the reader
to draw conclusions on the Government’s performance relative to the goals it sets for itself
in each of the fourteen topic areas presented between pages 1 to 21.  This is because the
Government’s goals in each of these fourteen areas are not included in the Annual Report.
As such, the Annual Report is not outcome oriented.

Recommendation 15

That the Government of Manitoba reshape its Annual Report into a
document that more closely reflects the recommendations of PSAB’s
Financial Statement Discussion & Analysis and CCAF’s Performance
Reporting Principles.
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FINDINGS

FIGURE 9
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Who Conducts the Audits
The Auditor General’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 appointed by the Government.  Consequently, we place reliance on
the audit work and opinions of the private sector auditors in forming the audit opinion
on the Summary Financial Statements.  We obtain written representations from the
private sector auditors regarding their independence and compliance with generally
accepted auditing standards.  We also perform additional auditing procedures, as we
consider necessary, to fulfill our broader reporting responsibilities to the Legislative
Assembly.

Appendix E lists those government entities audited by the Auditor General’s Office and
those audited by private sector auditors.

Relationship with Private Sector Auditors

THE AUDITOR GENERAL ACT
The Auditor General, as the auditor of the Public Accounts of the Government of the
Province of Manitoba, reports on whether the Government’s Summary Financial
Statements are fairly presented in accordance with public sector accounting standards.

As many of the financial statements of government entities included in the Government
Reporting Entity are audited by private sector auditors, the Auditor General must also be
able to rely on the work of these external auditors.  The Auditor General Act (Act)
clarified the Auditor General’s authority over the external auditors and the responsibilities
of the external auditors to the Auditor General as auditors of government entities.
Section 13 of the Act authorizes the Auditor General to rely on the report of an external
auditor of a government entity in order to fulfill the Auditor General’s responsibilities as
the auditor of the government accounts.  Professional auditing standards, namely Section
6930 of the CICA Assurance Handbook, permit reliance on the work of another auditor
provided that the Auditor General is satisfied that the audit conducted has been properly
planned, executed, completed and reported.

In addition, as we reported previously, the Act was proclaimed in early May 2002, and
since then we have expanded our role in the financial statement audits of government
entities audited by the private sector auditors.  Our expanded role encompassed a review
of the planning, execution and completion stages of the audits performed by these
auditors.

Excerpts from the Act are provided below:

Planning

The Auditor General may require the external auditor of government entities to provide
the Auditor General with a description of the proposed scope of the audit before the audit
is begun.  The Auditor General may then require changes to be made in the scope of the
audit.  [Section 12(1) of the Act]
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Execution

Before an external auditor issues an audit opinion on the financial statements of a
government entity, the Auditor General may require the external auditor conduct
additional examinations relating to the financial statements.  [Section 12(2)(b) of the
Act]

Completion

Before an external auditor issues an audit opinion on the financial statements of a
government entity, the Auditor General may require the external auditor to provide the
Auditor General with a copy of the proposed audit opinion, the draft financial statements,
and any recommendations arising out of the audit of the financial statements.
[Section 12(2)(a) of the Act]

The Auditor General may require an external auditor to give the Auditor General a copy of
the audit working papers.  [Section 12(3) of the Act]

Reporting

As soon as an audit is completed, an external auditor must give the Auditor General a
copy of the audit opinion on the financial statements of a government organization and
any recommendations arising out of the audit of the financial statements.  [Section
12(4) of the Act]

Report to the Legislative Assembly

The Auditor General has the authority to report to the Legislative Assembly on any
matter he or she may wish attention to and make recommendations regarding any audit
conducted by an external auditor under Section 12.  [Section 10(3) of the Act]

RELIANCE ON THE WORK OF PRIVATE SECTOR AUDITORS
In the 2002/03 audit cycle, we met with the Chief Executive Officers and the Chief
Financial Officers of Crown organizations included in the Government Reporting Entity, as
well as representatives from the private sector audit firms conducting the financial
statement audits of these entities.  At these meetings we clarified the role our Office
would be taking in these audits, and set out our specific expectations regarding required
correspondence, communications and time lines.

For year ended March 31, 2004, the Office of the Auditor General continued to issue
letters to the external auditors requiring them to comply with Sections 12(1), 12(2) and
12(4) of the Act.  Specifically, the external auditors were to provide to our Office, draft
audit plans before the commencement of the audit field work and draft audit opinions
and financial statements prior to finalizing the audit.  The auditors were also directed to
provide signed audit opinions and management letters.
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Review of Draft Planning Memoranda, Financial Statements and
Auditors’ Reports

We received 52 draft planning memoranda from private sector auditors, which we reviewed
and made recommendations for changes on one of these audit plans.

Similarly, we also received and reviewed 52 draft financial statements and auditors’
reports.  We provided recommendations on 45 of the draft financial statements.  We had
no recommendations on 7 of the draft financial statements.

Of the 45 draft financial statements for which we made recommendations, 34 draft
financial statements were amended.  With respect to the other 11 draft financial
statements, the changes we recommended were deferred until next year.

The recommended changes included presentation and disclosure matters in the financial
statements and in the notes to the financial statements, except for 4 draft financial
statements, where the accounting issues were more substantive.  This was the case for
Manitoba Liquor Control Commission’s financial statements which is discussed later in this
section of the report.

In accordance with our cyclical review schedule, we reviewed 14 of the external auditors’
working paper files including the audit working paper files for all of the large government
enterprises.

We continued to communicate with the external auditors at each stage of the overview.

As a result of our reliance process regarding Crown organizations’ financial statement
audits, we continued to expand our involvement with the audit processes of Crowns
including attendance at more Board and Audit Committee meetings.  Through our review
of the draft financial statements of Crown Organizations prior to finalization, we also
continued to contribute to improved public sector financial reporting.  Our impact on
their financial statements included clearer and expanded note disclosure and improved
asset and liability classification and description.

Furthermore, in the case of our overview work with respect to Special Operating Agencies’
(SOAs) financial statement audits, we were able to assist them to improve the overall
disclosure and consistency of presentation among these organizations.  Several of the
Financial Officers of SOAs contacted us early in the audit process, in most cases to ask
advice on disclosure or note wording covering new circumstances or operational changes.

As a result, our work with the individual SOAs contributed towards more consistent
accounting treatment in the financial statements of individual SOAs.  As well, we
contributed to the improved consistency of the financial reporting of the Special
Operating Agencies Financing Authority.
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Manitoba Housing and Renewal Corporation

REPORT ON THE IMPACT OF NEW SECTION 5600 AND REVISIONS
TO SECTION 5100 OF THE HANDBOOK OF THE CANADIAN
INSTITUTE OF CHARTERED ACCOUNTANTS AS IT RELATES TO
MANITOBA HOUSING AND RENEWAL CORPORATION

Background

Manitoba Housing and Renewal Corporation (MHRC) operates under the authority of The
Housing and Renewal Corporation Act.  The objectives of the Act are to

• ensure that there is an adequate supply of housing stock in Manitoba;

• enhance the affordability of, and accessibility to, adequate housing for
Manitobans, particularly those of low and moderate income and those
with specialized needs;

• maintain and improve the condition of existing housing stock; and

• stimulate and influence the activities of the housing market to the
benefit of Manitobans as a whole.

One of the ways MHRC meets the objectives of the Act is to own housing projects.  In
order to properly account for these projects it is necessary to record, as an expense in
MHRC’s financial statements, annual amortization of the capital cost of the projects.
MHRC has been recording annual amortization expense in an amount that is equal to the
annual principal reduction of the related long-term debt.  Although this was not in
accordance with Canadian generally accepted accounting principles (GAAP) it was
acceptable under a disclosed basis of accounting.

Issue

In October 2003 the Canadian Institute of Chartered Accountants (CICA) released a new
assurance standard, Section 5600, which does not allow the use of a disclosed basis of
accounting except under very specific conditions.  MHRC does not meet those conditions
and accordingly it must now prepare its financial statements in accordance with GAAP.

As indicated above, the exception to GAAP is that the amortization of buildings is equal
to the annual principal reduction in the related long-term debt and is not based on the
estimated useful life of the asset.  Amortization per Section 4430.16 of the CICA
Handbook states that the cost, less any residual value, of a capital asset with a limited
life should be amortized over its estimated useful life in a rational and systematic manner
appropriate to its nature and use by the organization.

MHRC chose to move to a GAAP presentation.
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Effective April 1, 2003, amortization for housing projects and housing investment is
recorded on a straight-line basis over their estimated useful lives as follows.

Wood buildings – 25 years
Brick buildings – 40 years

The effects of the above change in accounting policy, which has been retroactively applied
with restatement, are to increase accumulated amortization for housing projects by
$227,431,674 (2003 - $228,421,555), to decrease housing investment by $10,891,891
(2003 - $11,721,341), to decrease financing provided by CMHC for housing projects by
$8,931,272 (2003 - $9,730,193), to increase the original cost for housing projects by
$386,641 (2003 - $386,976), to decrease the deficiency of revenue over expenses
transferred to The Manitoba Housing and Renewal Fund by $1,020,075 (2003 - $506,290)
and to increase the opening balance in The Manitoba Housing and Renewal Fund Deficit as
at April 1, 2003 has been increased by $230,025,727 (April 1, 2002 - $230,532,017).

Conclusion

As a result of this change in accounting policy, MHRC received an unqualified audit
opinion for March 31, 2004 which stated that the financial statements were presented
fairly, in all material respects, in accordance with Canadian generally accepted accounting
principles.

Council on Post-Secondary Education
The Province of Manitoba initially advanced to Red River College funds to purchase the
Princess Street Campus.  These funds were secured by demand notes.  The Council on Post-
Secondary Education (COPSE) granted funds annually to Red River College to enable the
College to repay the principal and interest due the Province on the demand notes.

As mentioned earlier in the Report, it was determined that these advances should have
been treated as capital grants.

Conclusion

The Government has appropriately expensed them in the 2004 Special Purpose Financial
Statements. COPSE’s 2004 fiscal year financial statements were also revised to reflect
approximately $2 million reduction in the annual grants provided to Red River College for
these annual principal and interest repayments as well as revised to reflect a reduction in
the revenue received from the Province by the same amount.
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Manitoba Health Services Insurance Plan

LONG-TERM DEBT OF THE REGIONAL HEALTH AUTHORITIES AND
NON-DEVOLVED HEALTH CARE FACILITIES

Background

The Manitoba Hospital Capital Financing Authority (Authority) was established in June
1972 by The Hospital Capital Financing Authority Act.  The objectives of the Authority
are:

• to approve the issuance of securities for capital expenditure by
operators of health care facilities;

• to assist such operators by ensuring an orderly market for the sale of
securities issued by health care facilities; and

• to purchase securities issued by health care facilities with money
borrowed by the Authority where the health care facilities could not
trade their securities on the open market.

Health care facilities include hospitals, not-for-profit personal care homes and other
designated health care related service institutions.

During the fiscal year 2001, the Authority began to approve direct loans made by the
Department of Finance, Province of Manitoba to the Regional Health Authorities (RHAs)
and non-devolved health care facilities.  A promissory note was signed by the RHA or
non-devolved health care facility for the direct loan received by the RHA or non-devolved
health care facility.  As well, an amortization schedule was prepared detailing the
required principal and interest payments.  These payments were to be made by the RHA or
non-devolved health care facility over the duration of the loan, usually 20 years, to the
Province of Manitoba.

Issue

The RHAs and non-devolved health care facilities receive virtually all of their funding
from the Manitoba Health Services Insurance Plan (MHSIP).  This funding includes
amounts for the payment of the principal and interest on the direct loans.  These
payments are made to the Province of Manitoba.  Thus, the Province is funding principal
and interest payments to themselves, since the long-term debt owed by the RHAs and
non-devolved health care facilities is held by the Province of Manitoba.

The substance of the transactions, whereby the Province provides funding in the form of
direct loans and then provides funding for the payment of principal and interest related
to those direct loans, is that the Province is making a grant to the RHAs and non-
devolved health care facilities.  The accounting for this grant, received by the RHAs and
non-devolved health care facilities, should be that the grant is recorded, by the RHAs and
non-devolved health care facilities, as a deferred contribution and not as a loan payable.
The funding received and the payments made for principal and interest related to these
contributions should be eliminated.
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Action Steps

During the 2004 fiscal year, MHSIP instructed the RHAs and non-devolved health care
facilities to change their method of accounting for the long-term debt held by the
Department of Finance, Province of Manitoba.  This long-term debt would now be
classified as deferred contributions.

As a result, each RHA and non-devolved health care facility adjusted their long-term debt
and transferred the balance related to these direct loans to deferred contributions.  The
change was applied retroactively so that the March 31, 2004 and 2003 balances on the
RHAs’ and non-devolved health care facilities’ financial statements were adjusted.
Additionally, all related principal and interest receipts and payments were eliminated from
the financial statements for both the March 31, 2004 and March 31, 2003 year ends.

The Manitoba Health Services Insurance Plan’s financial statements for March 31, 2004
and 2003 were also adjusted to eliminate the principal and interest, related to these direct
loans, received from the Province of Manitoba and paid to the RHAs and non-devolved
health care facilities.

Conclusion

This matter has been satisfactorily resolved.

Manitoba Liquor Control Commission
As we mentioned earlier in this Report, Manitoba Liquor Control Commission (MLCC) first
recognized its pension liability in the year ended March 31, 2000.  Prior to 2000, the
auditors’ report had been qualified for a number of years to reflect the non recognition of
the pension obligations.  The recognition of the pension liability in the 2000 fiscal year
resulted in the elimination of the reservation in the auditors’ report.  The liability
recorded as at March 31, 2000 was $37 million.

This initial recognition of the liability was offset with a long-term funding commitment
asset from the Province.  In accordance with Section 31(2) of the Liquor Control Act,
MLCC transfers all of its net profits back to the Province and as a result retains no surplus.
Therefore, in substance, MLCC had overstated its net profits in prior years for the
unrecorded pension costs and needed to recover that overpayment of profits from the
Province to fund its pension liability.  The long-term funding commitment receivable from
the Province was recorded to reflect that recovery.

However, each fiscal year thereafter, MLCC had continued to increase the long-term asset
(receivable) and record revenue from the Province by the annual increase in the pension
liability.  In the 2003/04 fiscal year, we reviewed this accounting treatment. As a
government business enterprise MLCC is self-sustaining and should be responsible for all
of its operating costs including its pension costs.  We did not consider it appropriate for
the Province to assume MLCC’s pension liability.

As a result, the adjustment for MLCC is to stop recording revenue from the Province to
offset the expense associated with the increase in the pension liability.  Without that
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revenue from the Province, MLCC’s net profits will be properly calculated to reflect all of
its operating costs including its pension costs.  In addition, MLCC will also need to restate
its long-term funding commitment asset from the Province to a loan receivable.

For the year ended March 31, 2004, the Government, as indicated earlier in this report,
recorded the loan payable to MLCC and charged the accumulated deficit for $41 million to
correct its previous accounting treatment and reflect the cumulative overstatement of net
profits.  In addition, the Government consolidated other balances owing to MLCC to arrive
at a total loan payable of $45 million; the Province’s net revenue from MLCC’s 2003/04
net profits was also reduced by $2 million to $174 million.

Next year, having issued its annual report for the year ended March 31, 2004, MLCC will
restate its comparative figures for the effects of the above changes.  MLCC will also stop
recording revenue from the Province to offset the costs associated with the increase in its
pension liability.  In the interim, MLCC will discuss with the Province the terms for the
collection of its loan receivable due from the Province.

Workers Compensation Board
During 2003, the CICA issued a new accounting recommendation, entitled Generally
Accepted Accounting Principles (GAAP).  This standard clarifies what constitutes
Canadian GAAP as well as the primary sources of Canadian GAAP.  This standard is
effective for fiscal years beginning on or after October 1, 2003 and will affect the Workers
Compensation Board’s (WCB) 2004 fiscal year financial statements.  This standard denies
the WCB the option of accounting for investments and investment income using the five
year moving average method which is the WCB’s current accounting policy.  Instead, long-
term investments must be accounted for on the cost basis and gains and losses recognized
in income when realized through sale.

However, the cost basis of accounting for investments is also currently under review.  The
CICA exposure draft issued in 2004 entitled, Financial Instruments – Recognition and
Measurement (HB 3855) recommends the following:

1) Fair value is the most useful measure of financial instruments and
similar items: and

2) All changes in the fair value of these instruments should be recognized
in the period in which they arise.

If this standard related to financial instruments is not approved in 2004, the WCB would
be required to adopt the cost basis of accounting for investments in 2004 to comply with
GAAP and subsequently adopt fair value accounting for investments in 2005 or 2006 in
accordance with the new financial instrument recommendation.  This would mean the
WCB would undergo two significant accounting policy changes within a very short period
of time.

The WCB is monitoring developments at the CICA closely and is consulting with its
auditors, the OAG and the provincial Comptroller’s Office in formulating its decision to
address this financial reporting issue.
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Accounts Receivable from the Province of
Manitoba for Severance Pay and Vacation
Pay Liabilities
Several years ago the Province of Manitoba instructed various government crown entities
(entities) to accrue their vacation and severance pay liabilities in accordance with
Canadian generally accepted accounting principles.  The Province recognized that it would
be an unfair imposition on the entities’ financial position to record those liabilities
without financial support from the Province.  As a result, the Province acknowledged
responsibility for the liabilities for vacation and severance pay entitlements incurred up to
the time of the directive and recorded the liability owing to the entities in the Special
Purpose (Operating Fund) Financial Statements.

Similarly, at the time these liabilities were recognized by the Province, the entities set up
offsetting receivables from the Province for these amounts.  The current liabilities to the
entities of approximately $35 million for severance and vacation pay entitlements set up
by the Province are listed in Appendix H.  The Province’s liabilities to the entities and
the entities’ receivables from the Province are eliminated when the entities’ financial
statements and the Operating Fund Financial Statements are consolidated into the
Summary Financial Statements.

Although the Province has recorded these liabilities, there is no schedule of repayments of
the balances owed to the crown organizations.  However, the Province has directed the
entities to budget for the annual change in the liability which might be included in part
of the annual provincial funding provided to the respective entities.  In discussion with
government entities, we noted that this annual funding of the change in the liability has
not been clearly communicated to the respective entities.

In addition, the Province’s decision not to repay, in the foreseeable future, the receivables
set up by crown organizations for vacation and severance pay liabilities, raises questions
as to the valuation of the receivables from the Province reflected in the financial
statements of these entities.

From the perspective of the crown entities, the accounting treatment is defensible
because related parties can enter into transactions with terms and conditions different
from those of unrelated parties.  The balances due from the Province should be reflected
at carrying value by the crown organizations.

However, without a plan from the Province to discharge the liabilities, the crown entities
must also consider the valuation issue of their long-term receivables.  In addition, there is
also the cash flow issue.  Many of the entities are starting to pay out large severance
benefits as staff retire.  The entities have to provide the funding from within the entity.
The Province has no plans at present to fund these amounts, unless the organizations
experience an overall cash shortfall.  This would be likely to occur only if the respective
organizations ceased operations.
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Recommendation 16

That the Government review this situation and develop a plan to
discharge its obligations for vacation and severance pay to the various
government organizations involved.  That the Government also clearly
communicate to these organizations, the portion of the annual
funding provided by the Province, if any, that relates to the increase
in vacation and severance pay liabilities.

Auditor’s Report on Financial Statements
Prepared Using a Basis of Accounting Other
Than Generally Accepted Accounting
Principles
As we reported last year, there is a new audit standard affecting auditors’ reports.  An
auditor’s report on general purpose financial statements under the new audit standard
must be qualified if the financial statements are not prepared in accordance with
Canadian GAAP.  A qualified auditor’s report indicates that the financial statements are
found significantly lacking either because an accounting issue has not been handled
properly or because important note disclosure is missing.

The new auditing standard also provides that if the financial statements are prepared for
legislative or regulatory purposes, then the auditor’s report would only include a fourth
paragraph and would not be qualified.  In addition, this fourth paragraph indicates the
limitations placed on the assurance provided in the report as follows:

“These financial statements, which have not been, and were not intended
to be, prepared in accordance with Canadian generally accepted
accounting principles, are solely for the information and use of ….  The
financial statements are not intended to be and should not be used by
anyone other than the specified users or for any other purpose.”

Last year we identified eight crowns in the Government Reporting Entity whose auditor’s
reports could be affected by this change in audit standards.  During the 2004 fiscal year,
we met with the representatives of seven of the entities.  As their auditors, we discussed
whether their organizations could adopt Canadian generally accounting principles as the
basis of accounting for their financial statements.  As a result, Cooperative Promotion
Board, Legal Aid Services Society of Manitoba, Manitoba Housing and Renewal
Corporation and Northern Affairs Fund adopted GAAP as the basis of accounting for their
financial statements and we were able to issue unqualified auditors’ reports on their
financial statements.

For Manitoba Health Services Insurance Plan (MHSIP), we issued a qualified auditors’
report as the financial statements were not prepared in accordance with GAAP.  MHSIP
will be adjusting their statements for the GAAP exception next year with the intent of
being in a position to receive a GAAP opinion.
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In the case of the Cooperative Loans and Loans Guarantee Board, we issued an unqualified
Section 5805 auditor’s report on their financial information.  Statements of financial
information are not considered financial statements and are not affected by the new audit
standard.

For the Public Trustee Estates and Trusts Under Administration, we issued a fourth
paragraph to the auditor’s report as described above and indicated that the financial
statements are only for use of the Members of the Legislative Assembly for the purpose of
compliance with Section 19 of The Public Trustee Act.  The auditors of Addictions
Foundation of Manitoba issued a similar fourth paragraph to their auditors’ report.
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Audit Opinion on Compliance with
Legislative Authorities
Compliance with legislative authorities is essential for governments, crown corporations
and crown organizations.  We believe there is an increasing need for positive assurance of
compliance to be provided by organizations.  Therefore, the Office of the Auditor General
will be initiating discussions that lead to seeking assurance from each government entity
that they are in compliance with their legislative authorities.  This will also involve
requesting external auditors to form an opinion on the government entity’s compliance
with its legislative authorities.

We are currently in the process of finalizing the draft guidelines for auditing compliance
with legislative authorities.  Once the guideline is completed, we will meet with public
sector entities and external auditors to discuss their responsibilities.  An implementation
plan is being developed with anticipated applicability for fiscal years ending on or after
March 31, 2006.



FUTURE HANDBOOK SECTIONS
AFFECTING THE PUBLIC ACCOUNTS
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Public Sector Accounting Board
The Canadian Institute of Chartered Accountants (CICA) sets out Generally Accepted
Accounting Principals (GAAP) for entities in Canada.  The recommendations and guidance
on accounting for businesses and not-for-profit entities are detailed in the CICA
Accounting Handbook.

However, there are unique accounting issues encountered in the public sector that are
different from the issues encountered in the private sector.  The CICA recognized the
unique characteristics of accounting in the public sector and established the Public Sector
Accounting Board (PSAB) to issue recommendations and guidance regarding GAAP in the
public sector.  These recommendations and guidance strengthen accountability in the
public sector through developing, recommending and gaining acceptance of accounting
and financial reporting standards.  PSAB recommendations and guidance are detailed in
the PSAB Handbook.

PSAB defines the public sector to include federal, provincial, territorial and local
governments, government organizations, government partnerships and school boards.

The public sector reported on by the Office of the Auditor General in Manitoba is
comprised of the Summary Financial Statements of the Province of Manitoba and the
government organizations consolidated in these statements.  This is described as the
Government Reporting Entity.

PSAB recommendations directly apply to the Summary Financial Statements of the
Government of Manitoba.  The Auditor’s Report issued by the Office of the Auditor General
in Manitoba on the Summary Financial Statements reflects the extent to which
government financial statements comply with PSAB standards.

Our Office and private sector auditors’ report on the financial statements of the
government organizations making up the Government Reporting Entity.  These
government organizations may base their accounting on the PSAB Handbook or the CICA
Accounting Handbook depending on the nature of the organization.  Government
business-type organizations and government not-for-profit organizations adhere to the
recommendations in CICA Accounting Handbook.  Other government organizations base the
accounting policies on those that most appropriately reflect to their objectives and
circumstances - based on the accounting recommendations of PSAB or on the
recommendations in CICA Accounting Handbook.  Where PSAB Handbook or CICA
Accounting Handbook is silent on a particular issue, the entity obtains guidance from
other acceptable sources.

PSAB is responsible for developing Generally Accepted Accounting Principles (GAAP) for
the public sector.  Accordingly, it has approved a number of projects to develop these
standards.

After developing the draft standards, PSAB then issues exposure drafts on the proposed
standards to be included in the Handbook.  Comments on the proposed standards are
requested from interested parties.  Depending on the comments received the standards in
the exposure drafts may be adopted, changed, reissued as another exposure draft or
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withdrawn.  Once adopted the standards are included in the Handbooks and are then
considered GAAP.

PSAB also issues research studies to provide guidance on specific areas.

New and Future PSAB Handbook Sections
Affecting Financial Reporting in Public
Accounts
The new Handbook sections, exposure drafts and other projects highlighted below have a
potential affect on GAAP for the Public Accounts of the Province of Manitoba.

NEW PSAB HANDBOOK SECTIONS AND OTHER GUIDANCE

Government Reporting Model for Senior Governments - Sections
PS 1000, PS 1100 and PS 1200

The reporting model is the basis by which financial statements are presented for senior
governments.  In January 2003, new standards were issued revising the reporting model
for senior (federal, provincial and territorial governments) governments.

Previously, PSAB required the Summary Financial Statements of senior governments were
to be reported using a net debt model which focused on debt and effectively removed
tangible capital and other non-financial assets in determining the net position of
government.  The new reporting model is an expensed-based model tailored to highlight
the unique characteristics of government.  Under the new model, both the net debt
position and the expense based accumulated surplus/deficit are presented in the
Statement of Financial Position.  The Statement of Financial Position includes tangible
capital and other assets.  The Statement of Operations (Revenue and Expenses) reports the
annual surplus/deficit as the difference between revenues and expenses.

The new reporting model is consistent with the way Manitoba is currently reporting in its
financial statements.  The Summary Financial Statements of the Province of Manitoba are
on an expense basis with information on net debt disclosed.  Therefore, there will only be
minor changes necessary to the Summary Financial Statements.  We have provided an
example of the application of the new government reporting model as it would apply to
the presentation of the 2004 Summary Financial Statements in Appendix I of this report.

Effective date – The new standards are effective for all fiscal years beginning on or after
April 1, 2005.
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Government Reporting Entity for Senior Governments - Section
PS 1300

What entities should be consolidated in the Summary Financial Statements?  In August
2003, the definition of the Government Reporting Entity (GRE) for senior governments
was amended with the issuance of the revised PSAB Handbook Government Reporting
Entity, Section PS 1300.  The revised PSAB Handbook section recommends that the GRE
should be comprised of entities that are controlled by the government.  Control is defined
as the power to govern the financial and operating policies of another entity with
expectation of benefit or the risk loss to the government from the entity’s activities.  The
section provides indicators of control to guide governments in assessing whether control
exists for financial reporting purposes.  Some indicators of control are more persuasive
than others but on balance it is the preponderance of evidence that would be considered
in determining whether control exists.

The Province of Manitoba will need to determine if entities previously excluded, such as
school boards, should be included in the Summary Financial Statements.

Effective date – The new standards are effective for all fiscal years beginning on or after
April 1, 2005.  However, in June 2003, PSAB added a transitional provision to PS 1300.
The transitional provision allows governments to consolidate government organizations,
not previously included in the GRE in the previous fiscal year, on a modified equity basis
until fiscal years beginning on or after April 1, 2008.  At that time, these organizations
have to be fully consolidated in the GRE.  To be eligible for the transitional provision,
government organizations have to have the following characteristics:

• they are separate legal entities with the power to contract in their own
name, and that can sue and be sued;

• they have the financial and operational authority to provide a
government service within a defined service area;

• there is a governance framework of appointed or elected local board
representatives from the defined service area; and

• there are significant restrictions on the government’s ability to access
their assets.

Liabilities, Contingent Liabilities and Commitments – Sections
PS 3200, PS 3300 and PS 3390

In September 2004, PSAB approved three new Handbook sections for federal, provincial
and local governments: Liabilities – Section PS 3200; Contingent Liabilities – Section
PS 3300 and Contractual Obligations – Section PS 3390.

Liabilities Section PS 3200 defines liabilities as present obligations of a government to
others, arising from past transactions or events, the settlement of which is expected to
result in the future sacrifice of economic benefit.  The definition of a liability includes
constructive and equitable obligations.  Liabilities should be recognized when they meet
the general recognition criteria.  When the liability cannot be estimated, the nature of
the liability and the reason the liability cannot be recognized should be disclosed.
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The new Contingent Liabilities Section PS 3300 establishes recognition and disclosure
standards dealing with contingent liabilities in government summary financial statements.
The Section defines contingent liabilities as possible obligations that may result in the
future sacrifice of economic benefit arising from existing conditions or situations
involving uncertainty.  The Section requires a contingent liability to be accrued when the
expected future confirming event is likely to occur.  A contingent liability should be
disclosed unless the occurrence of the future confirming event is unlikely.

The new Contractual Obligations Section PS 3390 establishes disclosure standards for
contractual obligations in government summary financial statements.  The Section defines
contractual obligations as obligations of a government to others that will become
liabilities when the terms of those contracts or agreements are met.  The Section also
requires a government to disclose information about the nature, extent and expected
timing of the related expenditures.

Effective date – The new standards are effective for all fiscal years beginning on or after
September 1, 2004.

Funds and Reserves

Public Sector Guideline PSG-4, Funds and Reserves, was issued June 2004.  The guideline
provides guidance on presenting information related to stabilization funds or financial
reserves for senior governments.

Basically, the Guideline requires that information on these funds and reserves to be
disclosed in notes to the financial statements and not on the Statement of Financial
Position.

This guideline will not require the Province of Manitoba to change its presentation on the
Summary Financial Statements as they do not disclose their special funds on the
Statement of Financial Position except for pension assets which should be disclosed by
the classification of assets held and not as pension assets.

Financial Statement Discussion and Analysis

PSAB issued a Statement of Recommended Practice (SORP) in June 2004 for Financial
Statement Discussion and Analysis (FSD&A).

The SORP provides guidance for presenting FSD&A when a government includes this
information in its financial report.  PSAB decided that FSD&A should be discretionary
disclosure and not form part of GAAP.  Accordingly, PSAB released a Statement of
Recommended Practice that provides discretionary guidance to encourage governments to
prepare FSD&A information in the manner suggested by the SORP without imposing a
mandatory additional reporting burden on government.

The objective of the FSD&A is to enhance the usefulness of accountability information
presented by the public sector.  FSD&A information would include narrative explanations
and graphical depiction of the period reported on highlighting the significant events and
conditions that shaped the information presented in the financial statements.  It would
include an analysis of key variances and trends in the financial information.
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PSAB PROJECTS

Government Transfers

A Statement of Principles (SOP) was released concurrently with the SOP related to
liabilities, contingent liabilities and commitments due to interrelated reporting
requirements.  The government transfers project was initiated because governments and
their auditors were interpreting the existing standard differently and some new transfer
issues had arisen since the original standard was issued.

In preparing the SOP, the PSAB task force was divided on certain issues, the most
controversial of which was multi-year funding.  Should funding that it is transferred to a
recipient in one year but relating to future years be recognized in the current year or
future years by the transferring government?  The two points of view can be characterized
as:

• Asset/Liability – immediate recognition of expense; or

• Revenue/Expense – recognize as expense over the period funded.

The PSAB task force decided to prepare the SOP based on the Asset/Liability position and
issued the SOP to the public sector community to receive comments and determine the
most generally accepted conclusion.  PSAB held a forum on October 29, 2003 for
interested members of the public sector community to discuss the SOP on government
transfers and responses to it.  Input received at the forum indicated that there was wide
spread support for deferral of prepaid government transfers in some instances.  Based on
the forum and the responses to the SOP, PSAB issued an exposure draft to its Associates.

The main proposal in the Associates’ Draft was that the government that pays a transfer
(transferor) acquires an asset (deferral of prepaid government transfers) with an
“exchange-type transfer”.  To be an “exchange-type transfer” that qualifies for asset
treatment, the transfer must have conditions that define the nature of the future
economic benefits acquired by the transferor.  The conditions must be such that specific
purpose restrictions, time requirement and accountability requirements together detail
how the transferor maintains control of the economic benefit.

Status:  Responses have been received from the Associates draft.  A public exposure draft
is expected to be released shortly.

Generally Accepted Accounting Principles (GAAP)

PSAB provides the generally accepted accounting principles (GAAP) for the public sector.
However, there are instances where PSAB is silent in particular areas.  Where this happens,
the entities have to look to other sources for guidance.  A GAAP hierarchy would identify
those other sources and the level of authority they have.

This project will address those issues directly involved in identifying and determining the
acceptable sources, and levels of authority those sources have, in a hierarchy.

Status:  A public Exposure Draft was released with a request for comments by August 31,
2004.
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Measurement Uncertainty

PSAB does not have a measurement uncertainty section in the handbook.  This lack
became evident during the Liabilities, Contingent Liabilities and Contractual Obligations
project.  Consequently, PSAB approved a project on measurement uncertainty.

The project will result in recommendations and guidance for the disclosure of
measurement uncertainty in public sector financial statements.

Status:  A public Exposure Draft was issued in June 2004 with a response date of
September 30, 2004.

Financial Instruments

PSAB has approved a project on financial instruments.

The PSAB Handbook does not have presentation and disclosure standards for
sophisticated, non-traditional financial instruments.  As a result, inconsistent recognition
and measurement practices have developed and there is concern that reported
information of financial instruments is inadequate to enable users of financial statements
to understand fully the financial effects of a government’s use of financial instruments.

The CICA Handbook for accounting standards of the private sector has presentation and
disclosure standards but does not yet include recognition and measurement principles.
However, in April 2003 the Accounting Standards Board (AcSB) approved three Exposure
Drafts:  “Financial Instruments – Recognition and Measurement”, “Comprehensive
Income”, and “Hedges”.  Based on responses received on these exposure drafts, “Hedges”
was re-exposed in June 2004 and “Financial Instruments – Recognition and Measurement”
was re-exposed in July 2004.  The AcSB expects to issue the resulting Handbook sections
in early 2005 with implementation for fiscal years starting on or after October 1, 2006.

These new standards in the CICA Handbook will be applicable to government business
enterprises and government business-type enterprises for the purposes of preparing their
own financial statements.

The PSAB project on financial instruments will contribute to a better understanding of
government financial instruments and their use.  After this understanding is obtained,
they will look at recognition, measurement, presentation and disclosure principles for
financial instruments.

This project will establish recognition, measurement, presentation and disclosure
principles for the Government’s financial instruments.

Status:  Project proposal was approved.
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Performance Reporting

PSAB has started a project to provide a set of basic principles for the development of
performance reports.  The resulting framework will be in a Statement of Recommended
Practice (SORP) that will provide guidance to the public sector.

This project is the second step in PSAB’s initiative to enhance the usefulness of the public
sector’s financial and non-financial performance information.  The first step was the
issuance of the SORP for Financial Statement Discussion and Analysis in June 2004.
However, government financial statements alone are not sufficient to demonstrate the
government’s accountability and performance.  Performance reports will help inform the
citizens about the government’s performance.  It will also allow government to monitor
expectations and adjust activities to accomplish its goals.

Status:  A project proposal was approved.  A statement of principals is expected to be
developed shortly.

Sale and Lease Transactions Guideline

The objective of this project is to provide guidance on accounting for sale-leaseback
transactions for senior governments to comply with the new expense based government
reporting model.  The new model differs from the previous model because it is full accrual
instead of modified accrual.

Status:  A draft Guideline was issued with comments requested by November 30, 2004.

Auditor’s Responsibility to Consider Fraud
and Error
The Canadian Institute of Chartered Accountants (CICA) has issued new standards on the
auditor’s responsibility to consider fraud and error in a financial statement audit.  The
new standards reflect the CICA’s effort in improving standards and clarifying the auditor’s
role in fraud detection.  The new standards also reflect the need of Canadian standards to
keep pace with the US and the international community.

The auditor’s responsibility is to consider fraud and error in the audit of financial
statements.  An auditor conducts an audit in accordance with generally accepted auditing
standards to obtain reasonable assurance that the financial statements taken as a whole
are free from material misstatement, whether caused by fraud or error.  But, an auditor
cannot obtain absolute assurance.  The new standards provide recommendations and
guidance on the fraud risks to consider and the procedures to follow.

The standards are in the CICA Assurance and Auditing Handbook, Section 5135, “The
Auditor’s Responsibility to Consider Fraud and Error”.  The new standards were issued in
two phases.  The first phase was issued in 2002 and the standards were effective for
audits of financial statement with periods ending on or after December 15, 2002.
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The standards issued in 2002 retained the concept of professional scepticism.  The auditor
performs the audit with an attitude of professional scepticism, without which the auditor
may not be alert to circumstances which should lead him or her to be suspicious and he or
she may then draw inappropriate conclusions from evidence gathered.  He or she
considers the potential for management override of controls and recognizes the fact that
audit procedures that are effective for detecting error may not be appropriate in the
context of an identified risk of material misstatement due to fraud.

The new standards provided additional guidance in considering fraud risk factors and the
procedures to perform to address those factors.  The primary responsibility to prevent and
detect fraud rests with management.  The auditor performs the audit to determine if the
financial statements or information are free of material misstatement due to fraud and
error.  However, a properly designed audit is less likely to detect fraud than error.  The
new standards:

• emphasize that the auditor’s responsibility in planning the audit is
related solely to obtaining reasonable assurance concerning the absence
of material misstatements in the financial statements, whether caused
by error or fraud;

• set out the nature of the auditor’s responsibility to communicate fraud
and error encountered during the audit to management and the audit
committee or equivalent, whether or not they result in a material
misstatement in the financial statements;

• require the auditor to obtain management’s assessment of the risk of
fraud, and controls in place to prevent and detect it; and

• add specific requirements to obtain management representations
concerning fraud and error.

Standards in the second phase were issued in 2004 with an effective date for periods
ending on or after December 15, 2004.  The following are the principal changes resulting
from this phase:

• removal of assumption of management’s good faith;

• required discussion by the audit engagement team on the susceptibility
of the entity’s financial statements to material misstatement due to
fraud and error;

• more emphasis on the respective responsibilities of auditors,
management, and those charged with governance on fraud;

• significantly more guidance on assessing the risks of misstatement due
to fraud, including requirements to make enquiries of management and
others within the entity, and understanding the role of those charged
with governance;

• required discussion of earnings management;

• significantly more emphasis on management’s ability to override
internal controls and management fraud generally;
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• classification of fraud risk factors into factors relating to incentive to
commit fraud, opportunity to commit fraud and the ability to
rationalize the fraudulent act;

• required procedures to be performed to address management’s ability to
override internal controls; and

• required procedures to be performed to address the presumed risk of
improper revenue recognition.
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SUMMARY OF WHO CONDUCTS THE AUDITS
(OAG - Office of the Auditor General; PSA - Private Sector Auditors)

              Audit Conducted By
OAG 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
Economic Innovation and Technology Council X
Helen Betty Osborne Foundation 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 Floodway Expansion Authority Inc. X
Manitoba Foundation X
Manitoba Gaming Control Commission X
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             Audit Conducted By
OAG 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
4719671 Manitoba Ltd. - Manitoba Opportunities Fund 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
Assiniboine Regional Health Authority Inc. X
Brandon Regional Health Authority Inc. X
Burntwood Regional Health Authority Inc. X
Churchill Regional Health Authority Inc. X
Interlake Regional Health Authority 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
Winnipeg Regional Health Authority Inc. X
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Appendix JGLOSSARY

Accumulated surplus/deficit

Annual surplus/deficit

Derivative contract

Enterprises

Federal transfers

Financial assets

General infrastructure assets

Generally accepted
accounting principles (GAAP)

General programs

Government reporting entity

The total of all past annual surpluses and deficits
to date.

The difference between the government’s annual
revenues and expenses.

A “swap” or other financial instrument that is
entered into with a third party, and is used to
hedge interest rate, foreign currency or other risk
exposures.

Also known as commercial, self-supporting, or
modified equity enterprises.  These are self-
sufficient Crown corporations that sell goods or
services to parties outside the government
reporting entity.

Funds received by the Province from the Federal
government, such as the Equalization Transfers and
the Canada Health and Social Transfer.

Assets of government (such as cash, investments,
loans and accounts receivable) that can be
converted to cash in order to pay government’s
liabilities or finance its future operations.

Also known as capital assets, physical assets,
tangible assets, non-financial assets, physical
capital stock.  These general program capital assets
form the infrastructure necessary to provide
services to citizens.

This refers to the accounting policies that
government should follow in order to be consistent
in its accounting practices with other, similar,
organizations.  The accepted authority for GAAP for
Canadian governments is the recommendations of
the Public Sector Accounting Board (PSAB) of the
Canadian Institute of Chartered Accountants
(CICA).

Those activities of government which are not
carried out by its profit-oriented enterprises.

The group of organizations that are consolidated in
the government’s main summary financial
statements.
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The money value of goods and services produced
within a geographical boundary.  GDP can be
reported without adjusting for inflation (known as
market value, current, or nominal GDP) or it may
be discounted for the effects of inflation (real
GDP).

Reducing potential exposure to foreign currency,
interest rate or other risks.  Often achieved by
entering into derivative contracts with a third
party.

Defined as government’s total liabilities less its
financial assets, this is the residual liability
amount that will have to be paid or financed by
future taxpayers.

These facilities are not owned and/or controlled by
a Regional Health Authority.  They include faith
based hospitals as well as personal care homes.

Borrowings of the government.  Debt generally
consists of debentures, notes payable, capital leases
and mortgages.

Also known as the cost of borrowing, or debt
servicing costs, this is the interest incurred by
government on its borrowings.

The financial statements through which
government reports its financial position and
operating results.

Gross domestic product (GDP)

Hedging

Net liabilities

Non-devolved Health Care
Facilities

Public debt

Public debt expense

Summary financial
statements




