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December 2008

The Honourable George Hickes
Speaker of the House
Room 244, Legislative Building
Winnipeg, Manitoba
R3C 0V8

Dear Sir: 

I have the honour to transmit herewith my report titled, Audit of the Public 
Accounts for the year ended March 31, 2008, to be laid before Members of the 
Legislative Assembly in accordance with the provisions of Sections 10(1) and 28 of 
The Auditor General Act.

Respectfully submitted,

Carol Bellringer, FCA, MBA
Auditor General

smith
Original signed by
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Message from the Auditor General
The Auditor General Act (the Act) requires me to report to the Assembly by 
December 31st in each year about the examinations and audits conducted under 
Section 9 of the Act.  This section of the Act relates to audits of the Public 
Accounts and other financial statements included in the Province’s Public 
Accounts.

During the year, our Office spends over half of our audit time completing these 
financial statement audits.  At the end of each audit, we issue an “audit opinion” 
which is published in conjunction with the individual entity’s financial statements 
and which states whether the statements present fairly the financial position and 
results of operations in accordance with “generally accepted accounting principles” 
(GAAP).  GAAP are standards established by the Canadian Institute of Chartered 
Accountants (CICA) and its Public Sector Accounting Board (PSAB) following a 
rigorous, independent and objective process, which includes full consultation 
with all impacted constituents.  All of the audit opinions we issued this year 
were “unqualified”, meaning that each set of financial statements conformed 
with GAAP.  This included our audit opinion on the Province’s Summary Financial 
Statements, which was unqualified for 2007/08 with the inclusion of the School 
Divisions.

The Act also provides for us to “advise appropriate officers and employees of 
matters discovered in conducting examinations and audits under this section”.  
When it is necessary to do so, we issue this information in the form of a 
“management letter” which is provided to entity management as well as to their 
governing body, being the Minister of Finance for the Public Accounts and to 
Audit Committees of Boards of Directors for other entities we audit.

The Act also requires us to communicate to the Assembly those matters which 
warrant the Assembly’s attention.  When we conduct a financial statement audit, it 
is done so in accordance with “generally accepted auditing standards” as set out by 
the CICA, designed to result in an audit opinion on the financial statements.  It is 
important to note that a financial statement audit is not designed to detect fraud, 
to evaluate internal controls or to identify management weaknesses.  However, we 
would report significant matters should they come to our attention.

There were no such matters that came to our attention which need to be brought 
forward to the Assembly this year.  We have, however, included an update on 
previously issued recommendations in this report (Section 4.0).  We have also 
included information for the Assembly’s attention about the highlights of the 
audit of the Public Accounts for the 2007/08 fiscal year (Section 1.0), about 
understanding the Summary Financial Statements (Section 2.0) and we highlight 
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some of the key areas which could have a significant impact on the Province’s 
financial reporting and results in future years (Section 3.0).

While the Act also states that “nothing in this Act is to be interpreted as entitling 
the Auditor General to question the merits of policy objectives of government”, 
certain areas we audit are closely linked to government policy.  For example, 
this report includes a discussion around “Balanced Budget Legislation” (BBL - 
Section 3.2).  While BBL outlines the government’s policy objectives about which 
we make no comment, BBL also points to the Summary Financial Statements as 
the basis for measuring the Province’s financial results.  We are pleased that BBL 
will address the concerns we previously expressed around the confusion associated 
with having more than one set of financial statements and that those statements 
will be prepared in accordance with GAAP standards.

The financial reporting model for the Summary Financial Statements is discussed 
in Section 2.2 of this report.  The required use of more than one set of accounting 
standards in the public sector makes the preparation of financial statements a 
complex undertaking.

Adding to the complexity of preparing financial statements will be the adoption 
of International Financial Reporting Standards (IFRS) by the CICA for certain 
organizations which may impact certain entities in the Summary Financial 
Statements by 2011/12.  We discuss the potential impact of IFRS in Section 3.1 
of this report and recommend that the Government provide direction to 
organizations in its Reporting Entity that are currently expected to adopt IFRS 
with respect to what course of action should be taken.

In recent months, following the issuance of our 2007/08 audit opinions on the 
Province’s financial statements, global stock markets have taken a very significant 
downward plunge.  Stock markets remain very volatile as the markets react to 
quarterly financial results in various sectors and public policy (monetary and 
fiscal) decisions.  Uncertainty remains regarding the duration of the downturn 
in the economy and the extent to which various sectors of the economy will be 
affected.  While our annual audit plans are always designed to assess risk, this 
unprecedented situation will require additional effort in appropriately designing 
our upcoming year end audit work.  The Office of the Auditor General is dedicated 
to serving Members of the Legislature with the highest standard of professional 
excellence.  2008/09 will be no exception.

Carol Bellringer, FCA, MBA
Auditor General
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1.0 Highlights of the Audit of Public 
Accounts for the 2007/08 Fiscal Year

The Government received an unqualified audit opinion from us on the Summary 
Financial Statements, as a result of fully consolidating the financial position 
and annual results of school divisions in the 2007/08 financial statements.  This 
means that the Summary Financial Statements were prepared in accordance 
with generally accepted accounting principles (GAAP) for senior governments, as 
prescribed by the Public Sector Accounting Handbook.

In the 2007/08 public accounts, the Government significantly improved its 
disclosure related to pension obligations in Schedule 7 to the Summary Financial 
Statements (Appendix A) by summarizing in a table additional information on 
plan assets, pension obligations and pension expense.  The expanded disclosure 
is consistent with recommendations in the Public Sector Accounting Handbook 
and provides more information to better understand the components of the 
Government’s pension liability and pension expense, including information about 
the significant actuarial assumptions.

This year, the Government also adopted a new public sector accounting standard 
for Segment Disclosures.  As a result, Schedule 10, Consolidated Statement of 
Operations by Sector was included in the Summary Financial Statements 
(Appendix B).  The schedule breaks down the revenues and expenses on the 
Consolidated Statement of Revenue and Expense into defined segments (or 
sectors) for the current and prior year.  The presentation of segmented information 
is intended to help users of financial statements better understand the resources 
allocated to support the Government’s major activities, understand the manner 
in which organizations in a government are organized and how the government 
discharges its accountability obligations, thereby improving the transparency of 
financial reporting.

2007/08 is the final year for which we performed two audits, one for the 
Summary Financial Statements of the Government, and one for the Operating 
Fund and Special Fund Special Purpose Financial Statements.  The audit of the 
Operating Fund and Special Fund was required because The Balanced Budget, 
Debt Repayment and Taxpayer Accountability Act referred to these audited 
special purpose financial statements in determining balanced budget compliance 
requirements.  In October 2008, this legislation was replaced with The Balanced 
Budget, Fiscal Management and Taxpayer Accountability Act (BBL).  This, along 
with amendments to The Financial Administration Act, means that separate 
audited special purpose financial statements will no longer be required in future 
years.  More details about BBL can be found in Section 3.0 of this report.
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The next section of this report provides more information on the Summary 
Financial Statements of the Government.

2.0 Understanding the Summary Financial 
Statements

2.1 What is Included in the Summary Financial 
Statements

The Summary Financial Statements reflect the financial position and annual 
results of all organizations within the Government Reporting Entity (GRE).  The 
GRE consists of the Operating Fund and Special Funds and all the organizations 
which the Government controls.  Public Sector Accounting Standards define 
control in its essence to be the power to govern the financial and operating 
policies of an organization.  The listing of organizations which are included in 
the GRE is included on Schedule 9, pages 106-109, in the Government of the 
Province of Manitoba Annual Report for the year ended March 31, 2008 (2008 
Annual Report), and is reproduced in Appendix C of this report.  The organizations 
within the GRE generally consist of not-for-profit entities, government business 
type organizations (GBTOs), Government Business Enterprises (GBEs), and school 
divisions.

GBTOs are organizations which generate a significant portion of their revenues 
from exchange type transactions (sale of goods and services) but still require 
government funding to sustain their operations.  The GBTOs included in the GRE 
include Manitoba Housing and Renewal Corporation, Manitoba Agricultural 
Services Corporation and all of the Government’s Special Operating Agencies.

GBEs are organizations which generate all of their revenues from exchange 
transactions, and their operations are self-sustaining (they do not rely on 
government funding).  The GBEs included in the GRE include:  Manitoba Hydro-
Electric Board, Manitoba Public Insurance Corporation, Workers Compensation 
Board, Manitoba Liquor Control Commission, Manitoba Lotteries Corporation, 
Manitoba Product Stewardship Corporation, Leaf Rapid Town Properties Ltd., and 
Manitoba Hazardous Waste Management Corporation.
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2.2 Financial Reporting Model for the Summary Financial 
Statements

The financial reporting model for the Summary Financial Statements as prescribed 
by the Public Sector Accounting Standards Board includes five key elements as 
follows:  net debt, accumulated surplus or deficit, annual surplus or deficit, change 
in net debt for the year, and cash position and cash flow for the year.  Each of 
these elements helps the users to understand how the government has managed 
its financial resources for the year and its year end financial position.  Figures 1‑4 
contain excerpts from the Summary Financial Statements of the Province of 
Manitoba for the 2007/08 fiscal year that illustrate the key components of the 
reporting model.  The discussion which follows makes reference to the page 
numbers in the Province’s Annual Report available on its website
www.gov.mb.ca/finance/financialreports.html.
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Figure 1
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Figure 2
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Figure 3
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Figure 4
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Net Debt (Figure 1) is calculated as the difference between financial assets and 
total liabilities of a government.  It represents the amount of future revenues 
which the government will have to generate to pay for past transactions and 
events.  Net Debt is reported on the Consolidated Statement of Financial Position 
on page 71 (2008 Annual Report).  It is important to distinguish net debt from 
total borrowings (issued debt).  Borrowings of a government refer to the total 
gross issued debt by the Government (past and present) and include short term 
and long term issued debt.  Schedule 5 on page 101 (2008 Annual Report), 
reproduced in Appendix D, provides details of the Government’s Borrowings.  
While this schedule reflects amounts borrowed by the Province on behalf of 
the GBEs, these amounts are deducted to determine the total borrowings of 
the Province in the Consolidated Statement of Financial Position, because these 
amounts represent debt of the GBEs, not of the Province.  It is important to note   
that Borrowings are just one component of total liabilities.  As shown on the 
Consolidated Statement of Financial Position (Figure 1), total liabilities consist of 
Borrowings, Accounts Payable, and Pension Liabilities.

The Accumulated Surplus or Deficit (Figure 1) represents the difference between 
total assets of the government and total liabilities and indicates the extent to 
which a government has resources to pay for future services.  The accumulated 
deficit of the Government is shown on the Consolidated Statement of Financial 
Position on page 71 (2008 Annual Report).

The Annual Surplus or Deficit (Figure 2) represents the difference between total 
revenues from operations during the year and total expenses (costs) incurred 
during the year.  The annual surplus for 2007/08 is shown as Net Income for the 
year on the Consolidated Statement of Revenue and Expense on page 72 (2008 
Annual Report).

The Government’s Change in Net Debt (Figure 3) for the year represents the 
extent to which sufficient revenues were raised during the year to support 
government spending for both operating and capital purposes.  The Consolidated 
Statement of Change in Net Debt is on page 74 (2008 Annual Report).

The Government’s Cash Position and Cash Flow (Figure 4) provides information 
on how the government has managed its cash during the year and its sources of 
cash flow and use of cash resources.  The Consolidated Statement of Cash Flow is 
on page 75 (2008 Annual Report).
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2.3 Framework of Financial Reporting for Entity Level 
and Summary Financial Statements.

The Summary Financial Statements are prepared in accordance with the framework 
of generally accepted accounting principles (GAAP) for senior governments.  
Government accounting standards are issued by the Public Sector Accounting 
Board (PSAB) in the Public Sector Accounting Handbook.

With the exception of GBEs, the revenues, expenses, assets and liabilities of all 
organizations in the GRE are fully consolidated into the Government’s Summary 
Financial Statements as required by public sector accounting standards.

The financial results of GBEs are reflected in the Summary Financial Statements on 
the modified equity basis of accounting.  This requires that only the net income 
of the GBEs is reflected in the Consolidated Statement of Revenue and Expense, 
as indicated in Figure 2 and only the equity of the GBEs (Assets minus Liabilities) 
is reflected in the Consolidated Statement of Financial Position (Figure 1).  Unlike 
the full consolidation method, under the modified equity method of accounting, 
transactions between the GBEs and the rest of the GRE are not eliminated on 
consolidation and GBEs’ equity and net income is not restated to conform to 
the Government’s basis of accounting for purposes of inclusion in the Summary 
Financial Statements.

The net income and financial position for each GBE is reflected in Schedule 3 to 
the Summary Financial Statements, (Appendix E).

The majority of organizations within the GRE prepare their entity level financial 
statements in accordance with the Canadian Institute of Chartered Accountants 
(CICA) Accounting Handbook which contains accounting standards for profit 
oriented enterprises and not-for-profit organizations.  School Divisions 
prepare their entity level financial statements in accordance with public sector 
accounting standards as contained in the Public Sector Accounting Handbook.  
The application of more than one set of standards in the public sector for the 
purposes of preparing entity level financial statements for organizations within 
the GRE, adds complexity to the preparation of the Summary Financial Statements.  
As new accounting standards are evolving, it is important to understand if any 
changes will impact entity level financial reporting, and whether there will be any 
impact of the changes to the summary financial reporting for the Government.  
A significant change in accounting standards that is currently in progress is 
the transitioning from Canadian to International Financial Reporting Standards 
(IFRS) for publicly accountable enterprises in Canada.  This change and its impact 
on organizations within the GRE and on the Summary Financial Statements is 
discussed in Section 3.0 of this report.
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2.4 Financial Instruments and Other Comprehensive 
Income

New accounting standards for financial instruments were recently introduced 
in the CICA Accounting Handbook.  Financial instruments include assets such as 
cash, accounts receivable, investments and liabilities such as accounts payable and 
borrowings.

Under the new standards, organizations following the CICA Accounting Handbook 
are required to value their financial instruments at either market or cost based 
values, and under both these methods there could be changes in the carrying 
value of financial instruments at each fiscal year end.  PSAB however has not yet 
implemented new accounting standards for financial instruments and existing 
standards require governments to value all financial instruments at cost in their 
Summary Financial Statements.

The CICA Accounting Handbook standards for financial instruments impact the 
Government’s Summary Financial Statements to the extent that the GBEs have 
adopted the standards, since as noted earlier, GBEs’ financial results are not 
converted to PSAB GAAP prior to inclusion in the Summary Financial Statements.  
As a result, any changes in the value of GBEs’ financial instruments will either flow 
through their net income for the year or be allocated to “other comprehensive 
income” or OCI in their entity level financial statements.  As noted earlier, the 
net income for GBEs is reflected in the consolidated statement of revenue and 
expenses (Figure 2).  OCI on the other hand is reflected as a component of change 
in net debt in the Summary Financial Statements (Figure 3).  The distinction 
between whether the change in value is reflected in net income or as a change in 
net debt generally depends on whether the GBE holds the investment for purposes 
of actively trading it or for the long term.

3.0 Looking Forward
In this section, we highlight some of the key areas which could have a significant 
impact on the Province’s financial reporting and results in the future.

3.1 International Financial Reporting Standards
Accounting Standards in Canada are in the process of transitioning to 
International Financial Reporting Standards (IFRS) for publicly accountable 
enterprises.  Publicly accountable enterprises include all organizations that 
file financial statements with a securities commission or other regulatory 
organizations for purposes of trading in a public market.
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Aside from publicly accountable enterprises, other organizations that follow the 
CICA Handbook for their financial reporting consist of private enterprises and 
not-for-profit organizations, including not-for-profit organizations within the 
GRE.  The CICA will continue to set accounting standards for these organizations, 
independent of IFRS.

Public Sector Accounting Standards are also not converging to IFRS, and PSAB 
will continue to maintain its standard setting capacity in Canada for government 
financial reporting.  PSAB has directed all GBEs and GBTOs to converge to IFRS for 
their entity level financial reporting, however PSAB is also currently in the process 
of revisiting this decision, due to concerns expressed by constituents.  As a result, it 
is possible that GBTOs and GBEs may not have to follow IFRS in the future.

The scheduled date for conversion to IFRS from Canadian GAAP for publicly 
accountable enterprises is for fiscal years beginning on or after January 1, 2011 
(with restated comparative figures).  For a fiscal year ending March 31, the first 
fiscal year that an organization will be required to adopt IFRS will be 2011/12.

It is our position that we must audit to the accounting standards which are in 
effect for a fiscal reporting period.  Therefore it is our expectation that GBEs and 
GBTOs will comply with current accounting standards which will require them to 
adopt IFRS by 2011/12 until directed otherwise.

If the requirement to adopt IFRS remains in effect, and is not adopted by a GBE 
or GBTO by the prescribed deadline, GBEs and GBTOs would receive a qualified 
audit opinion on their entity level financial statements.  The Summary Financial 
Statements would be impacted to the extent to which there was a qualification 
in a GBE’s financial statements.  The financial results of GBTOs are converted to 
PSAB GAAP when they are brought into the Summary Financial Statements, so the 
adoption of IFRS for their entity level financial statements would have no impact 
on the Summary Financial Statements.

Preparing for IFRS adoption will require significant effort and time on the part of 
organizations that are required to converge, and therefore it would be prudent 
for affected organizations to be actively planning for this now, in order to ensure 
they meet the deadline for conversion.  Therefore in light of the uncertainty in 
the standards with respect to whether IFRS will continue to apply to GBEs and 
GBTOs, the Government and each entity will need to make a business decision as 
to whether they will commence efforts to achieve compliance by 2011/12.

We therefore make the following recommendation:

That the Government provide guidance to organizations in 
its Reporting Entity that are currently expected to adopt 
IFRS with respect to what course of action should be 
taken.
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Response from Officials
The Government is aware that Accounting Standards for 
Government Business Enterprises (GBE) and Government 
Business Type Organizations (GBTO) are transitioning 
to International Financial Reporting Standards (IFRS) in 
2011/12 and the Government will provide guidance and 
assistance during the transition period, to all impacted 
organizations.  The Government continues to monitor 
the work of the accounting standard setters and will 
communicate any new developments to the impacted 
organizations as new developments arise.

3.2 The Balanced Budget, Fiscal Management and 
Taxpayer Accountability Act

The Balanced Budget, Fiscal Management and Taxpayer Accountability Act (BBL) 
received royal assent on October 9, 2008.

In prior years, we have recommended that consideration be given to amending 
balanced budget legislation to refer to the Summary Financial Statements 
prepared in accordance with generally accepted accounting principles (GAAP) as 
recommended by the Public Sector Accounting Board (PSAB).

BBL resolves our concerns; however, it is important to note that our 
recommendation was limited to the use of the Summary Financial Statements 
prepared in accordance with GAAP as the basis for reflecting the government’s 
financial position and financial results.  Based on our legislative mandate, we 
cannot take a position on the related policy questions which Government has 
addressed such as whether the budget should balance or not, and if so over what 
period.

Under the Act, the test for a positive balance is based on the financial results of 
the Summary Financial Statements.  The balance is calculated as the average of 
the net income or loss for the current plus three previous years.  By using the 
Summary Financial Statements, the balance will include the annual financial 
results of all crown organizations in addition to the results of core government 
operations.  The balance will also include all expenses of the GRE, including 
pension costs.
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BBL provides for exclusions in Section 3(2) and 3(3) of the Act as follows:

Proceeds from the sale of Crown Organizations may not be included in 
determining the balance

Adjustments to the net income or loss for a year may be made because of

unanticipated natural or other disasters

war or the apprehension of war

unusual weather or climate conditions

decisions of another level of government or regulatory body.

Under Section 4 of BBL, the Government is required to prepare a statement that 
reports the actual balance at the end of the fiscal year under BBL, and also identify 
any adjustments made under Section 3(2) and (3) to determine that balance.  Also 
under this section, the Auditor General is required to audit this statement each 
year.

•

•

–

–

–

–
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4.0 Follow up of Prior Year’s 
Recommendations

Each year, in our Report to the Legislative Assembly on the Audit of Public 
Accounts, we provide recommendations to the Government where we identify 
opportunities for improvement in financial management and reporting processes.

The status of implementation of our prior years’ recommendations is as follows:

Recommendation Status

That the Government set targets for 
the financial indicators which it reports 
on in the financial statement discussion 
and analysis, and report back against 
actual performance as compared to 
target in its annual report.

Work in progress.  As required by BBL, 
the Government prepared a Financial 
Management Strategy which outlines 
its key financial management priorities, 
outcome measures and performance 
objectives related to these priorities 
for both the current and future fiscal 
years.  The Government is also required 
to report annually on its actual 
performance against its perfomance 
objectives.

That the Province reshape its financial 
statement discussion and analysis to 
more closely reflect PSAB’s statements 
of recommended practice on financial 
statement discussion and analysis and 
public performance reporting.

Implemented.

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

Implemented.



Audit of the Public Accounts

17Office of the Auditor General – Manitoba For the year ended March 31,  2008

W
eb

si
te

 V
er

si
on

Recommendation Status

That the Government develop 
generally accepted criteria to be 
used in determining the amount of 
emergency expenditures to be excluded 
in determining the Government’s 
compliance with Balanced Budget 
Legislation.

Action no longer required.  As part 
of the amended Balanced Budget 
Legislation, the Government has 
included criteria for determining 
emergency expenditures which 
should be excluded from determining 
compliance with BBL.  However, as 
there are no established practices 
associated with such criteria, it is not 
possible to determine whether they are 
‘generally accepted’.

That the quarterly reports of the 
Province be prepared in accordance 
within the framework of generally 
accepted accounting principles.

Work in progress.

That Internal Audit and Consulting 
Services expand their work to include 
testing of controls associated with 
significant information systems.

Implemented.

That purchasing approval rights 
awarded to users in SAP be aligned 
with their delegated business 
authorities.

Work in progress.

That the Provincial Comptroller’s 
Office in collaboration with the CIO’s 
Office ensure that a government wide 
disaster recovery plan is developed 
and tested to ensure that critical 
business functions can be continued 
by recovering computer processing 
capabilities in the case of an event 
which disrupts computer servicing 
services or facilities.

Work in progress.

That the Provincial Comptroller’s 
Office in collaboration with the CIO’s 
Office review the use of security 
software tools to better manage the 
risks involving users with incompatible 
duties.

Work in progress.
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Recommendation Status

That the Province of Manitoba 
further assist departments to improve 
performance measurement and 
reporting through guidance based on 
the CICA Statement of Recommended 
Practice on public performance 
reporting.

Work in progress.

That the Province clarify and 
communicate the terms associated 
with long term payables to various 
government organizations for vacation 
pay and severance pay.

Implemented.

That the Province clarify terms for 
funding commitments to government 
organizations related to their pension 
liabilities.

Implemented.
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Appendix AConsolidated Statement of Pension Liability
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Appendix A (cont’d.) Consolidated Statement of Pension Liability
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Appendix BConsolidated Statement of Operations by Sector
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Appendix B (cont’d.) Consolidated Statement of Operations by Sector
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Appendix CFunds, Organizations and Business Enterprises 
Comprising the Government Reporting Entity
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Appendix C (cont’d.) Funds, Organizations and Business Enterprises 
Comprising the Government Reporting Entity
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Appendix C (cont’d.)Funds, Organizations and Business Enterprises 
Comprising the Government Reporting Entity
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Appendix C (cont’d.) Funds, Organizations and Business Enterprises 
Comprising the Government Reporting Entity
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Consolidated Statement of Borrowings Appendix D 
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Appendix E Schedule of Consolidated Operating Results and 
Financial Position
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