Office of the Auditor General
500 - 330 Portage Avenue
Winnipeg, Manitoba R3C 0C4

December 2006

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 on the Audit of the Public
Accounts for the year ended March 31, 2006 to be laid before Members of the
Legislative Assembly in accordance with the provisions of Section 28 of The
Auditor General Act.

This report represents my first public report since being appointed as Auditor
General in July of this year. These last five months have been a period of
reflection about the many changes in the public sector since I last held the office
of Provincial Auditor in 1996. The adoption of the Summary Financial Statements
represents one of the most significant positive changes.

The shift to the Summary Financial Statements has progressed well beyond a
mechanical adoption of accounting standards. It has included an acceptance
throughout the public sector of its importance. The underlying systems, reports
and inter-relationships have been identified and have been or are being properly
coordinated to complete this shift. This report describes the substantial progress
made in this area during the 2005/06 fiscal year.

The Public Accounts Committee has also improved in the last ten years with
stronger rules and more frequent meetings. We include a short section in this
report highlighting the status of our previously reported recommendations. It is
my intention to promote constructive improvements to the Public Accounts
Committee operations this next year, as a priority activity for our office.

Respectfully submitted,

Carol Bellringer, FCA, MBA
Auditor General
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EXECUTIVE SUMMARY

Introductory Comments from the
Deputy Auditor General

This report highlights the work performed by our office to ensure that we fulfill our
responsibilities under Part 3 of The Auditor General Act for the Audit of the Public
Accounts of Manitoba. With the Government accepting our long-standing
recommendation of fully adopting generally accepted accounting principles for 2007/08
and publicly reporting on only one set of financial statements - the consolidated
(Summary) financial statements of the Province of Manitoba, this will facilitate the
public’s understanding of government finances by presenting only “one bottom line”.

In addition to highlighting our direct work on the Public Accounts of Manitoba, this
report contains a summary of an assessment we performed of Internal Audit and
Consulting Services. This work was undertaken to encourage the strengthening of the
Internal Audit function in the public sector through the establishment of an Internal
Audit Committee to assist in this regard.

In addition, we continue to promote the strengthening of the Public Accounts Committee
of Manitoba, as well as improvements to public performance reporting. This is noted
within topical sections of this report.

The following Executive Summary provides a synopsis of some key items noted in this
year's report.

Executive Summary

In this year's report we highlight the Government’s adoption of an expanded Government
Reporting Entity (GRE) defined based on control as required by the Public Sector
Accounting Board (PSAB) of the Canadian Institute of Chartered Accountants. This
change resulted in eight additional crown organizations being consolidated into the GRE.
Public school divisions will be consolidated into the 2007/08 Summary Financial
Statements. At this time public school divisions do not prepare financial statements in
accordance with generally accepted accounting principles (GAAP) and as a result, their
financial statements could not be consolidated into the 2005/06 Summary Financial
Statements.

As a result, the non-consolidation of public school divisions’ financial statements
resulted in a reservation in the Auditor’s Report on the 2005/06 Summary Financial
Statements. The reservation stated that the effects of the non-consolidation of public
school divisions on the reported assets, liabilities, revenues, expenses and notes to the
financial statements could not be determined. The qualified audit opinion stated that,
“except for the effects of non-consolidation of public school divisions on the financial
position as at March 31, 2006 of the Province of Manitoba and the operating results of the
for the year then ended, the Summary Financial Statements were presented in accordance
with Canadian GAAP”.

The Government has committed to prepare Consolidated Financial Statements in
accordance with GAAP as well as prepare a full consolidated budget based on the new

Expanded Consolidation of
Entities into the Summary
Financial Statements.

Qualified Audit Opinion for Non-
Consolidation of School Divisions.

Commitment to Prepare
Consolidated Financial
Statements in Accordance With
GAAP.
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EXECUTIVE SUMMARY

New Environmental Liabilities
Accounting Policy.

Special Purpose Operating Fund
and Special Funds Financial
Statements Not in Accordance
with GAAP.

Understanding the Summary
Financial Statements.

Additional Information in the
Annual Report Needed

GRE, including public school divisions, for the 2007/08 fiscal year. In this report, we
reviewed the actions taken towards this commitment.

For 2005/06, the Government adopted a new accounting policy for the recognition of
environmental liabilities for which the Province is obligated or likely to be obligated to
remediate. The accounting policy provides for the phased-in recognition (to March 31,
2009) of all liabilities, as determined by site by site assessments, resulting from
contamination which occurred on or before March 31, 2005. These liabilities will be
recorded as a charge to the accumulated deficit. The initial liability recognized was $142
million. The liability associated with contamination occurring after March 31, 2005 will
be recorded as an expense in the current year.

We continue to believe that the Special Purpose Operating Fund and Special Funds
Financial Statements should not be used to assess the Government’s performance in
managing the Province’s financial affairs and public resources because there are
significant accounting policies used in the Special Purpose Operating Fund and Special
Funds Financial Statements that are not in accordance with GAAP.

If Canadian GAAP had been used in the preparation of the Special Purpose Financial
Statements, financial assets would increase by $199 million (2005 - $246 million), non-
financial assets would increase by $1,826 million (2005 - $1,707 million), liabilities
would increase by $2,390 million (2005 - $2,649 million), net debt would increase by
$2,191 million (2005 - $2,403 million), accumulated deficit would increase by $365
million (2005 - $696 million), revenue including net income from government business
enterprises would increase by $2,209 million (2005 - $1,871 million), and expenses
would increase by $2,062 million (2005 - $1,854 million). As well, the effects of the
non-consolidation of public school divisions on the reported assets, liabilities, revenues
and expenses, and the information provided by way of notes to the financial statements
cannot be determined. As a result, this year, we again excluded the word “fairly” from
the opinion paragraph in order to continue to highlight the limitations inherent in the
Special Purpose Operating Fund and Special Funds Financial Statements.

This year, in the section titled, Continuing Focus toward the Summary Financial
Statements, we again present two sections: Understanding the Summary Financial
Statements, and Financial Condition. These sections are intended to assist readers in
understanding the Summary Financial Statements. A key focus of Summary Financial
Statements involves the concept of net debt and the change in net debt, both in actual
and relative terms (to the provincial economy). The consistency of the Province’s
accounting policies and the completeness of note disclosure are fundamental to
understanding the Summary Financial Statements. As well, the planned results (budgeted
estimates of revenue and expense) are also important in assessing the Province’s annual
results in relation to the budget.

In our review of the 2005/06 Annual Report, we noted that there is only limited
discussion or analysis of risk and how the Province addressed risk. As well, more
emphasis on the Summary Financial Statements, reflecting the financial position and
operating results of the GRE, is still needed. In our view, the Annual Report needs to be
enhanced to reflect PSAB's Statements of Recommended Practice on Financial Statement
Analysis and Public Performance Reporting.

o | Office of the Auditor General
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EXECUTIVE SUMMARY

In the last two sections of our report we include a report on External Assessment of
Internal Audit and Consulting Services and a report on Future Handbook Sections
Affecting the Public Accounts.

In our assessment, we compared the operations of the Province’s Internal Audit and
Consulting Services (IACS) with standards set by the Institute of Internal Auditors (IIA)
and Canadian Institute of Chartered Accountants (CICA) to assist them in modernizing
their practices as they refocus their strategic direction and operations. We found that
IACS needs to take a number of critical steps to meet IIA standards and modernize their
practices. Our recommendations centered on a number of areas including the
implementation of a government-wide internal audit committee, the setting of standards
to maintain independence and objectivity, the establishment of a charter to set out IACS
roles and responsibilities, the clarification of the professional standards used in planning
and executing their work, resourcing issues, the communication of audit findings and
recommendations, the follow-up on audit report issued, performance measurement and
assessments and the ability to add value.

The last section of our report provides information about recommendations and guidance
on accounting for public sector entities established by the Public Sector Accounting
Board (PSAB) of the CICA. The new and future PSAB Handbook sections affecting financial
reporting in public accounts include:

e segment disclosure;
e tangible capital assets; and
e performance reporting - statement of recommended practice.

New PSAB projects on government transfers and financial instruments may also impact
the public accounts.

Bonnie J. Lysyk, MBA, CAeCIA
Deputy Auditor General and Chief Operating Officer
December 2006

TACS Moving Toward Modernizing
Practice.
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HIGHLIGHTS OF THE 2005/06 PUBLIC ACCOUNTS

Highlights of the 2005/06 Public Accounts

SUMMARY FINANCIAL STATEMENTS

e Five Year Comparative Results are presented in Figure 1.

FIGURE 1

Summary Financial Statements
Year Ended March 31

($ millions)
2006 2005 2004* 2003* 2002*
Actual summary annual (deficit) surplus 375 562 (579) (184) (10)
Budgeted summary annual (deficit) surplus 198 (59) (110) (133) 36
Net borrowings (9,465) | (9,362) (9,110) | (8,217)| (8,117)
Public borrowing interest expense 1,307 1,279 1,296 1,449 1,818
Change in net debt (increase) 151 459 (763) (437) (350)

Source: Province of Manitoba Annual Reports for the years ended March 31, 2002 - 2006.

* The results presented have not been restated to conform to changes in accounting policies which are reflected
in the 2006 results. As such, the reported change in net debt would likely change. All of the restated figures
were not available.

e For the year ended March 31, 2006, the Government Reporting Entity
(GRE) of the Province of Manitoba was redefined based on control; the
expanded Reporting Entity included all of the previous consolidated
entities and eight other entities as well as one new crown organization.
Public School Divisions will be consolidated for the year ending
March 31, 2008.

¢ The Summary Financial Statements for the year ended March 31, 2006
reflected the new GRE and were prepared in accordance with Canadian
generally accepted accounting principles (GAAP) except for the non-
consolidation of the public school divisions’ financial statements.

e The Province began recording its environmental liabilities in the 2006
Summary Financial Statements.

SPECIAL PURPOSE OPERATING FUND AND SPECIAL FUNDS
FINANCIAL STATEMENTS

¢  One significant shortcoming of a focus on these statements is that even
though the financial statements reflect a positive balance for the
purposes of Balanced Budget Legislation, deficits (after reflecting the
impact of GAAP adjustments, such as for pension expense) can and have
occurred, net debt to GDP can, and has gone up, and borrowings can,
and have gone up.

e These financial statements are prepared using the Province’s accounting
policies (which vary from GAAP) for the year ended March 31, 2006 as
follows:

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba Office of the Auditor General | 0
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- pension liability of $4.0 billion and pension expense of $206
million was not recorded;

- elimination of deferred charges (asset) of $637 million and the
related expense of $51 million were not recorded;

- financial assets of $199 million, non-financial assets of $2,463
million , a reduction in liabilities of $1,577 million and in net
debt of $1,776 million, as well as, a reduction in the accumulated
deficit of $4,239 million, revenue of $2,209 million and expenses
of $1,805 million for all of the crown organizations and
government business enterprises were not recorded; and

- there was no restatement of the correction of errors and the
changes in accounting policies.

e  Without the above variations from GAAP, the Special Purpose Operating
Fund and Special Funds Financial Statements would have reflected
increased financial assets by $199 million, increased non-financial
assets by $1,826 million, increased liabilities by $2,390 million,
increased net debt by $2,191 million, increased accumulated deficit by
$365 million, increased revenues including net income from
government business enterprises by $2,209 million, and expenses would
have increased by $2,062 million. As well, the effects of the non-
consolidation of public school divisions on the reported assets,
liabilities, revenues and expenses, and the information provided by way
of notes to the financial statements cannot be determined.

ANNUAL RESULTS: SUMMARY VS. OPERATING FUND
FIGURE 2

Annual Results: Summary vs. Operating Fund
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* Figures prior to 2005 have not been restated for the impact of any | ¢ Summary Results

changes in accounting policies which are reflected in the 2006 and . -
2005 restated results. All of the restated figures were not available. ™ Operating Fund Results (Balanced Budget Legislation)

Figure 2 illustrates the differences between annual results computed for the Summary
Financial Statements versus the Operating Fund.
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

Continuing Focus Toward the Summary
Financial Statements

Over the past few years we have reflected on the financial reporting practices of the
Province in the context of the worldwide call for improved accountability and
transparency. This year the Government continues to commit to focus public discussion
solely on the Summary Financial Statements and to eliminate the need for published,
audited Operating Fund Financial Statements by 2007/08. This change also involves
preparing a full summary budget for the 2007/08 fiscal year as well as preparing
quarterly summary financial statements at a later point thereafter.

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. The
Special Purpose Financial Statements are not GAAP financial statements and do not
include net debt of $2.2 billion ($4.0 billion pension liability offset by other net assets
of $1.8 billion) or the additional net annual surplus of $147 million from the operations
of crown organizations and government business enterprises (excluding the nets profits
from Manitoba Lotteries Corporation and Manitoba Liquor Control Commission which are
already reflected in the Special Purpose Financial Statements). The following sections are
intended to assist readers in understanding the Summary Financial Statements and how
they can be used in assessing the Government’s financial condition.

UNDERSTANDING THE SUMMARY FINANCIAL STATEMENTS
*Incorporates guidance from CICA

We believe the keys* to understanding the Summary Financial Statements are: Publication, “20 Questions About

. . s . . Government Financial Reporting,
e Governments are different than businesses and their financial reporting Federal. Provincial and Ts m.torf; /

reflects that difference. A government’s goal is to provide services Governments”.
through its programs and redistribute the Province’s resources, not
make a profit;

e All the crown organizations and government business enterprises
comprising a government’s reporting entity are included (see
Appendix E);

¢ The focus is on net debt which is total liabilities less financial assets
(financial assets are assets which can be used to pay off liabilities) (see
Appendix B, page 147); Net debt represents the future revenue
requirements needed to pay for existing liabilities (past transactions
and events);

e Non-financial assets such as tangible capital assets (i.e., infrastructure,
land, buildings, etc.) are used to provide services and cannot be used to
pay off liabilities unless they are sold; they are included in the
accumulated deficit figures as a reduction of net debt (see Appendix B,
page 147);

e Accumulated deficit reflects the government’s entire net economic
shortfall. It means that the government’s liabilities are greater than
their assets and that the government has been financing their annual
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

operating deficits by borrowing. It also reflects the sum of all the
annual surpluses and deficits ever reported by a government;

Borrowings on the Statement of Financial Position (see Appendix B,
page 147) refer to the total debt issued by the government (past and
present);

Net borrowings on the Statement of Financial Position exclude the debt
issued on behalf of government business enterprises such as Manitoba
Hydro-Electric Board as well as sinking funds which are used to repay
the debt. However, net borrowings are only part of the government'’s
total liabilities;

Total liabilities represent all the amounts owed by the government
including amounts owed to employees for future benefits such as
pensions and retirement allowances (severance);

Government’s annual surplus (deficit) (see Appendix B, page 148)
indicates whether a government has raised sufficient revenues to pay
for its expenses for that fiscal year. The expenses reported include the
cost of using existing and new capital assets which is referred to as
amortization expense. If revenues equal expenses then a government is
considered to have maintained its net assets (there is no increase in the
accumulated deficit);

Government’s change in net debt (see Appendix B, page 150) reflects
whether the government’s revenues were sufficient to cover their
expenses and other spending such as the funds spent on the purchase or
construction of tangible capital assets. The level of net capital
spending may also be compared to the planned (budgeted) level of
capital spending. An increase in net debt indicates that more future
revenues will be required to pay for past transactions;

Government’s cash flows are reported on the Statement of Cash Flow and
identify the change in cash (and cash equivalents) and the source and
use of cash through operating, investing and financing activities. It
also highlights net capital spending and how cash was used to acquire
capital assets;

Budgeted and actual figures should be shown on the Statements of
Revenue and Expense (Operations) and Change in Net Debt (see
Appendix B, pages 148 and 150). Unfortunately at this time, only the
Special Purpose Financial Statements disclose detailed budgeted figures
on the Schedule of Operating Fund Revenue and Expense (Schedule 8)
(see Appendix D, page 224); the Summary Financial Statements disclose
only net revenues by crown organization (Schedule 9) (see Appendix B,
page 185);

The budget is a guide to the government’s public policy decisions. It
establishes the estimates of revenues and expenses as well as capital
spending for each fiscal year. The budget reflects the government’s
financing requirements to support both operating and capital spending.
It is also used to determine the extent of new borrowings needed and
influences the setting of tax rates and users’ fees;

@ | Office of the Auditor General
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

e Government’s budget is also an important accountability document and
is used as a benchmark against which their performance is measured.
Planned spending is compared with actual spending. The government is
accountable for their programs, the cost of services (programs)
provided as well as their financial position. The cost of services should
be reported by function such as Health and Education. As a result, the
budget should be presented on a basis that is consistent with or at least
reconciled with how the information is presented in the Summary
Financial Statements;

e Government's significant accounting policies are disclosed in note 1 to
the Summary Financial Statements. These accounting policies are
integral to understanding how a government accounts for transactions
and events and should indicate whether they are set in accordance with
Canadian generally accepted accounting principles (GAAP);

e In order to have meaningful comparisons between planned and actual
results, the same accounting policies must be used to reflect the prior
year's and the current year’s annual results. The prior’s year annual
results along with the current year's results must be restated to reflect
the effects of any change in accounting policy;

e The Auditor’s Report states whether the accounting policies have been
applied on a consistent basis with that of the preceding year. A
consistent basis means that where there have been changes in
accounting policies, the prior years’ as well as the current year’s results
have been restated to show the reader the impact of the changes; and

e (ther notes to the Summary Financial Statements also provide
disclosure and explanations regarding significant transactions and
events in the reporting period as well as information about contingent
liabilities and contractual obligations, related party transactions and
subsequent events. Note disclosure is not a substitute for proper
accounting treatment which means that transactions must be reflected
in the Statements of Financial Position and Revenue and Expense
(Operations) unless only note disclosure is required under GAAP.

FINANCIAL CONDITION

In order to assess the government’s financial condition, the Canadian Institute of
Chartered Accountants selected a set of financial indicators which provide an analysis of
the state of a government’s management of their finances.

The Canadian Institute of Chartered Accountants Research Report on Indicators of
Government Financial Condition [1997] (Research Report) also indicates that the
Summary Financial Statements should be used to determine the financial indicators. The
Research Report defines the financial condition of a government as follows:

“The financial condition of the government is its financial health as
measured by sustainability, vulnerability and flexibility, looked at in the
context of the overall economic and financial environment. These terms
are defined as follows:
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

- Sustainability: the degree to which a government can maintain
existing programs and meet existing creditor requirements without
increasing the debt burden on the economy.

- Flexibility: the degree to which a government can increase its
financial resources to respond to rising commitments, by either
expanding its revenues or increasing its debt burden.

- Vulnerability: the degree to which a government becomes dependent
on, and therefore vulnerable to, sources of funding outside its control
or influence, both domestic and international. “

Financial condition focuses on the finances of the government. It is not intended to
assess the financial condition of the economy, or overall government performance or
current fiscal policy or government solvency. It is not an assessment of the effectiveness
of government spending and revenue decisions. The intended outcomes of government
activities are important and should be discussed but not as indicators of financial
condition. The financial condition of a government needs to be assessed relative to the
economy, and benchmarks (targets) should be used to measure the government’s relative
financial condition as well as assess long term trends. The Government of Manitoba has
not established its own targets for such indicators.

Overall, the financial condition of the government is different from the financial
condition of the economy. The benefits that are generated by government financial
activities are different from the benefits created by the financial activities of private
sector organizations. For the most part, the benefits of the financial activities of private
sector organizations accrue to the organizations and increase their net wealth. Most of
the benefits that are generated by government financial activities accrue to society and
are not reflected on the government'’s balance sheet (statement of financial position) even
though the shortfall or deficit resulting from these activities becomes part of the
government’s debt. A case in point is the investment in health and education which
benefits society as a whole but is not reflected on the government’s balance sheet.

For the 2002 - 2006 fiscal years, seven of the ten financial indicators recommended in
the CICA Research Report are presented below. Two of the other three indicators are
national indicators and their relevance to assessing the Province’s financial condition is
not clear. The third remaining indicator is the Foreign-Held Government Debt-to-Net
Government Debt. Foreign held debt information (foreign investors holding Manitoba
debentures) can only be derived from the paying agents’ records. The cost of obtaining
this information is considered to outweigh the benefits of presenting it. The Annual
Report of the Province of Manitoba for the year ended March 31, 2006 included five of
these financial indicators, [Net] Debt-to-GDP, Debt Servicing Charges-to-Revenues, Own
Source Revenues-to-GDP, Government-to-Government [Federal] Transfers-to Own Source
Revenues and Foreign Currency Debt-to-Net Government Debt which is described as
Unhedged Foreign Debt as a percentage of Net Debt.

Sustainability Indicators
e (Net) Debt-to-GDP ratio measures the level of net debt (total liabilities
less financial assets) a government carries as percentage of its Gross
Domestic Product (see Appendix J). An increasing Debt-to-GDP ratio
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

means that the debt burden on taxpayers is growing and more of the
government'’s future revenues will be required to repay that debt. The
Province’s (Net) Debt-to-GDP ratio over the five year period presented,
on a restated basis, reached its highest point in 2004. In 2005, the
indicator dropped significantly and dropped further in 2006. The
Federal Government's target for this ratio was set in its 2006 Budget at
25% by 2014/15. The Government of Manitoba has not established a
target ratio.

FIGURE 3A
Sustainability
(Net) Debt-to-GDP
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Source: Annual Report of the Province of Manitoba for the year ended March 31, 2006.

(Surplus) Deficit-to-GDP ratio measures the difference between
government annual revenues and expenses as a percentage of GDP. It
can be used to identify the annual surplus (deficit) that would be
required to stabilize the Debt-to-GDP ratio at a specified rate of
economic growth. For instance, if the rate of the growth in the
economy is 3% and interest rates are 5%, then if all other factors
remaining the same, the Debt-to-GDP ratio will increase. In order to
stabilize the Debt-to-GDP ratio in this situation, revenue must exceed
program expenses to offset the difference in the rate of growth in the
economy compared to the level of interest rates. The target used for
the (Surplus) Deficit [Annual]-to-GDP ratio of the Federal Government
was 2.0 % (surplus) according the CICA Scorecard (Measuring Progress:
The State of Federal Government Finances) prepared in 2001/02. The
Government of Manitoba has not established a target ratio.
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FIGURE 3B
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(1) Calculated by the Office of the Auditor General.

Sources: Information Tables from Statistics Canada and Annual Reports of the Province of Manitoba for the
years ended March 31, 2002-2006.

Flexibility Indicators
e Debt service charges as a percentage of revenues show the percentage of

revenue that is used to service the debt and also show the impact of
increasing a government’s net debt. Higher net debt puts pressure on
interest rates, and higher interest rates result in increased debt
servicing costs which reduce the revenue available to spend on
programs. The target used for the Debt Servicing Charges-to-Revenues
ratio of the Federal Government was 16.0% according to the CICA
Scorecard (Measuring Progress: The State of Federal Government
Finances) prepared in 2001/02. The Province's interest costs as a
percentage of revenues have been steadily decreasing. The continued
trend is a positive development. The Government of Manitoba has not
established its target ratio.

Flexibility FIGURE 4A
Debt Servicing Charges-to-Revenues
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Source: Annual Report of the Province of Manitoba for the year ended March 31, 2006.
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Own Source Revenues-to-GDP shows the impact of raising government
revenue as a percentage of income in the economy. A steady increase
in this ratio is a warning to a government in terms of its ability to
increase these revenues in the future. The Federal Government’s target
was 16.0% according to the CICA Scorecard (Measuring Progress: The
State of Federal Government Finances) prepared in 2001/02. The
Province’s ratio, on a restated basis, has been increasing since the 2004
fiscal year. The Government of Manitoba has not established its target

ratio.
FIGURE 4B
Flexibility
Own Source Revenues-to-GDP
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Source: Annual Report of the Province of Manitoba for the year ended March 31, 2006.

Changes in Physical Capital Stock (tangible capital assets including
infrastructure) is an indication of the extent of deferred capital
maintenance. Deferring capital maintenance delays when capital stock
is maintained or restored, and generally results in higher costs when
the maintenance is performed because of an increased level of
deterioration. This ratio indicates the pace of the spending to replace
tangible capital assets and it is usually reflected as the percentage
change in the net book value (cost less accumulated amortization) year
over year. The limited trend available, on a restated basis, indicates an
increase in spending by the Province.
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FIGURE 4C
Flexibility
Changes in Physical Capital Stock(1)
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(1) Calculated by the Office of the Auditor General (on a restated basis).
Source: Data from the Annual Report of the Province of Manitoba for the year ended March 31, 2006.

Vulnerability Indicators
e Government-to-Government Transfers-to-Own Source Revenues is, in a

provincial government context, the dependence of a government on
federal government transfers (revenue). The trend of this ratio
indicates an increasing dependence on federal government transfers
except for 2006. The 2006 ratio, on a restated basis, reflects a decrease
in the relative dependence on federal government transfers. The
Government of Manitoba has not established its target ratio.

It should be noted that the increase in federal transfers in essence was
provided to restore past funding cuts to all provinces, including
Manitoba, and as well some of the federal funding mechanisms have
resulted in multi-year transfers being provided in a lump sum that
would otherwise have been received as annual transfers. Between 2002
and 2005, the federal government increased its funding for provincial
health and social programs so as to substantially restore its share of the
costs of delivering these services, which had declined with the
introduction of the Canada Health and Social Transfer in 1997. That
increase is comprised of higher entitlements under the new Framework
arrangements announced by the federal government in October 2004.
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CONTINUING FOCUS TOWARD THE SUMMARY FINANCIAL STATEMENTS

Vulnerability
Government-to-Government (Federal) Transfers-to-Own Source Revenues
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Source: Annual Report of the Province of Manitoba for the year ended March 31, 2006.

Foreign Currency Debt-to-Net Government Debt is the debt payable in
foreign currencies as a percentage of net government debt. It is an
indicator of the potential impact of foreign currency exchange rates of
the Canadian dollar relative to foreign currencies which can increase
debt servicing costs and the cost of repaying the debt. The Province
believes that for the past three years that they have fully hedged
(eliminated) this risk through their activities. Even without the effects
of hedging, the percentage of foreign currency debt to net debt in
2006 compared with 2002 indicates a significant decrease.

FIGURE 5B
Vulnerability
Foreign Currency Debt-to-Net Government Debt(1)
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(1) Described as Unhedged Foreign Debt-to-Net Debt in the Annual Report of the Province of Manitoba
for the year ended March 31, 2006.

Source: Annual Report of the Province of Manitoba for the year ended March 31, 2006.
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Summary of Recommendations

Discussion leading to the following recommendations is presented in further detail within
this report’s section “Public Accounts - Improvements and Recommendations”.

Recommendation 1

That the Government continue to report progress toward its
commitment to implement summary budgeting by 2007/08 to the
Members of the Legislative Assembly and the public on a reqular basis.

RESPONSE FROM OFFICIALS

The Manitoba Government remains committed to the presentation of its
budget and other financial reports on a Summary basis. Progress has
already been demonstrated to the Members of the Legislative Assembly and
the public in published financial reports, such as the 2004/05 and 2005/
06 Summary Financial Statements. The Government will produce the
2007/08 Budget on a Summary basis and will continue to demonstrate
further progress in the 2006/07 fiscal year financial statements.

Recommendation 2

That the quarterly reports of the Province, a financial reporting tool,
be prepared in accordance with the generally accepted accounting
principles framework as soon after the full implementation of summary
budgeting in 2007/08 as practicable.

RESPONSE FROM OFFICIALS

As indicated in the response to Recommendation 1, the Manitoba
Government will present its Budget and other financial reports on a
Summary basis. This will include quarterly reporting, with a view to
implementing as early as practicable following the full implementation of
Summary budgeting and reporting in 2007/08.

Recommendation 3
That the Government continue with its commitment to introduce
amendments to the Financial Administration Act to eliminate the

requirement for separate Consolidated Fund (Operating Fund) Financial
Statements.

RESPONSE FROM OFFICIALS

The Manitoba Government is committed to eliminating a separate
Consolidated Fund (Operating Fund) Financial Statement in 2007/08. In
2007/08, while the primary focus will be the Summary Financial
Statements, the Legislative Assembly will continue to approve the spending
of Government departments, and will require information concerning
revenues from taxes, fees, transfers from other Governments, and revenue
from the operations of crown corporations used to support government
programs and services.
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Recommendation 4
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

The Manitoba Government has consulted with various interest groups and
business leaders, as well as the Auditor General as it considers changes
that appropriately reflect the Government’s goals of maintaining financial
discipline and protecting essential services in the context of Summary
Budget reporting.

Recommendation 5
That Internal Auditing and Consulting Services revisit their role and
expand their work on an annual basis to test controls over financial
reporting, including computer application controls in SAP and other
significant information systems. Where practical, expand the work to
include general computer controls.

RESPONSE FROM OFFICIALS

Internal Audit and Consulting Services is in the process of developing a
long-term corporate audit strategy to provide sufficient and timely
assurance services to assist the Office of the Provincial Comptroller in
monitoring and evaluating financial processes and systems integrity
throughout the provincial government. This strategy will include an
enhanced risk based approach and a focus on effective comptrollership
practices at the departmental level. Increased emphasis will be placed on
government wide and horizontal audit approaches, which should result in
enhanced reporting on systematic findings and best practices. Further,
the role envisioned includes improved annual reviews of SAP and other
significant information systems to clearly assess the adequacy of security
practices and controls for ensuring the confidentiality, integrity and
availability of information electronically stored, processed or transmitted.

Recommendation 6
That managers be given purchasing approval rights in SAP in

accordance with Department Delegation of Financial Signing Authority
Charts.

RESPONSE FROM OFFICIALS

Executive Financial Officers in each department are charged with the
responsibility of ensuring that appropriate control processes are in place,
including purchasing approval rights. Delegation of signing authorities
and purchasing approval rights, including setting the corresponding
approval rights in SAP, are a departmental responsibility. Monitoring and
documenting of this is an ongoing activity and integral to the overall
management of SAP. This responsibility has been communicated to all
departments. As noted, departments are required to address this issue in
their departmental Comptrollership plans.
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Recommendation 7
That the system of Department Delegation of Financial Signing
Authority Charts, including specimen signature cards, be reviewed for
improving, possibly through automation, the maintenance and
availability of the documentation.

RESPONSE FROM OFFICIALS

The structure of Department Delegation of Financial Signing Authority
Charts, is documented within the Financial Administration Manual.
Departments are reminded annually of their responsibility to the
maintenance of these charts. The structure and process continues to be
reviewed for possible improvements.

Recommendation 8
That the Comptroller’s Office monitors the purchasing approval rights of
users in SAP to ensure that such rights are not excessive and comply
with the requirements of the Financial Administration Manual.

RESPONSE FROM OFFICIALS

The Comptroller’s Office will continue to review this process to ensure that
the purchasing approval rights assigned to users in SAP are within
specified guidelines and approved departmental delegated authorities,
and that they are being provided in accordance with the requirements of
the Financial Administration Manual.

Recommendation 9
That the Comptroller’s Office in collaboration with the Office of the CIO
review the use of security software tools to better manage the risks
involving users with incompatible duties.

RESPONSE FROM OFFICIALS

IT Security continues to be a primary focus of the Government. The
Comptroller’s Office and the CIO continue to evaluate the security design of
the financial and HR access roles in SAP, with a view to providing a more
enhanced architectured structure of SAP security, as well as streamlining
the security maintenance requirements.

Recommendation 10
That the Comptroller’s Office in collaboration with the Office of the CIO
ensure that business impact analyses be conducted on a coordinated
basis by Departments to help develop suitable plans to recover
computer processing capabilities in response to adverse events that
disrupt computer processing services or facilities.

RESPONSE FROM OFFICIALS

A Business Continuity Planning (BCP) initiative is being led by Manitoba
EMO and includes a plan to recover computer processing capabilities in
response to adverse events that disrupt computer processing services or
facilities. The Risk Management unit of ICT Services in the Department of
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Science, Technology, Energy, & Mines is working on this business
resumption plan for IT services, as part of the larger government-wide
initiative on overall Business Continuity Planning (BCP).

Recommendation 11
That the business impact analyses be used on a coordinated basis to
develop suitable plans to continue critical business functions in
response to adverse events that disrupt business operations.

RESPONSE FROM OFFICIALS

Further to our response to Recommendation 10, the overall BCP plan will
incorporate best practices from Disaster Recovery Institute International,
Standards Australia International, NFPA 1600 - Standard on Disaster
Management/Business Continuity Programs, and from discussions with
other provinces that have developed BCP Programs. The Business
Continuity Teams established will identify mission critical or vital functions
prioritized based on severity, evaluate associated risks, and the required
recovery times and steps in order to recover key operating functions of the
government.

Recommendation 12

That disaster recovery and business continuity plans be documented
and tested to ensure their effectiveness.

RESPONSE FROM OFFICIALS

Further to our response to Recommendations 10 and 11, as part of the
development of the Business Continuity Plan, there is a requirement for
BCP Team leaders to provide documented BCP Plans for each department,
including significant detail regarding mission critical or vital functions,
resources required, recovery time required, and the business owner
responsible for actioning. The initiative also includes plans for testing.

Recommendation 13
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 or under the amended legislation and
communicate these criteria to the Members of the Legislative Assembly.

RESPONSE FROM OFFICIALS

The Government is consulting the Auditor General as it develops changes
that appropriately reflect the Government’s goals of maintaining financial
discipline and protecting essential services in the context of Summary
Budget reporting.
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Recommendation 14
That the Government 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
Response included under Recommendation 15.

Recommendation 15
That the Government develop a plan to discharge its loans from and
funding commitments to government organizations for pension
liabilities.

RESPONSE FROM OFFICIALS

In response to Recommendations 14 and 15, the Manitoba Government is
considering options regarding treatment of these liabilities, and will
consider these Recommendations in its deliberations. It should be noted
that these liabilities are accounting accruals, not cash requirements. The
Manitoba Government has communicated to organizations that they are
expected to manage increases to these liabilities within their current
funding levels.

Recommendation 16
That the Province of Manitoba continue to reshape its Annual Report
into a document that more closely reflects PSAB’s Statement of
Recommended Practice on Financial Statement Discussion and Analysis
and PSAB’s Statement of Recommended Practice on Public Performance
Reporting.

RESPONSE FROM OFFICIALS

Manitoba is committed to advancing the way in which performance is
reported to citizens, and has made important progress in this area in
2005/06 with the release of two public documents - the first ever overall
government report on performance, Reporting to Manitobans on
Performance: 2005 Discussion Document, and The 2005 Provincial
Sustainability Report. In addition, for the first time, all departments
have included a separate section on performance measures in their
2005/06 annual reports. These reports are now more easily available to
the public through the Department of Finance website.

Manitoba will also continue to make changes to the provincial Annual
Report as part of the implementation of summary budgeting and
reporting.

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba Office of the Auditor General | e



SUMMARY OF RECOMMENDATIONS

Recommendation 17
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.

RESPONSE FROM OFFICIALS

Manitoba continues to be committed to enhancing performance reporting,
including supporting performance reporting as it relates to departmental
planning and management.

As noted in the response to Recommendation #16, in 2005, Manitoba
published Reporting to Manitobans on Performance: 2005 Discussion
Document http://www.gov.mb.ca/finance/mbperformance/index.html,
which was the first integrated document highlighting major areas of
performance across government departments. The document featured 16
major performance measures, across four categories: economy, people,
community and environment.

Also in 2005, the first edition of the Provincial Sustainability Report was
published http://www.gov.mb.ca/conservation/susresmb/indicators/
index.html . This document reported public performance indicators across
a number of areas, with a focus on sustainability in the categories of
natural environment, economy (including consumption and waste
management) and social well-being.

For the 2005/06 fiscal year, revised requirements for departmental
annual reporting were introduced with the goal of enhancing the profile
and accessibility of performance reporting in departmental annual
reports. A standardized section is now included in each annual report,
providing a selection of departmental performance measures with an
explanation of their relevance, a discussion of issues, and trend
information where it is available. These reports are available on-line to
the public.

To support the development of skills and capacity for this effort, a series of
workshops was conducted in early 2006 for senior financial management,
program management and planners across government. In addition,
several customized presentations and workshops were provided throughout
the year for departments that requested more guidance.
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Financial Reporting Structure

FIGURE 6

Financial Reporting Structure of
Manitoba’s Public Accounts

Government Reporting Entity
Financial Statements and Information

(Anﬂfﬂ'ﬁgplm) Audited Summary Financial Statements

Audited Financial Statements

Operating and Additional Crown *Agencies and
Special Funds Special Funds Organizations Enterprises
VOLUME 1 VOLUME 4

(Annual Report)

Supplementary Information

Audited Schedule ) Unaudited
of Public Sector Unaudited Payments Supplementary Audited Report of Audited
Compensation in Excess of Schedules for Amounts Paid to Northern Affairs
Payments of $5,000 Volume 1 MLAs Fund
$50,000 or More Operating and Special
Funds
VOLUME 2 VOLUME 2 VOLUME 3 VOLUME 3 VOLUME 3

* Detailed Audited Financial Statements of Special Operating Agencies (SOAs) are included in a separate annual report prepared for

the Special Operating Agencies Financing Authority (SOAFA)

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 includes 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.
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They provide audited information on the aggregate financial affairs and resources for
which the Government is responsible, including government business enterprises and
crown 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), except for the non-consolidation of public school divisions. 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 income reported in the Summary Financial Statements of the
Government for 2005/06 was $375 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 2005/06 the Government recorded a positive balance of $31
million including the interfund transfer 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 controlled
by the Government as included in the Summary Financial Statements.

The Public Accounts for the 2005/06 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:

e the audited Summary Financial Statements;

e the audited Special Purpose Financial Statements of the Operating Fund
and Special Funds (Operating Fund);

e the Minister of Finance’s comments for the year ended March 31, 2006;

e information on the Manitoba economy;

e discussions on financial indicators; and

e 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 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

FIGURE 7

Legislative Assembly

Executive Council
Treasury Board Ministers
Responsible

Other Government Government Business

Core Departments
Service Organizations Enterprises

and Agencies

Treasury Board Deputy Minister Board Board
Secretariat Senior Management Senior Management Senior Management
Program Management Program Management

Trust Accounts

Public

Figure 7 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.

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba

Office of the Auditor General | e



OVERVIEW OF THE PUBLIC ACCOUNTS

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
has included an involvement with prospectuses as well as the financial statement audit of
the Public Accounts and other organizations. 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
organizations 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.

Our staff members are required to disclose any conflicts of interest each year. We are
guided by the Institute of Chartered Accountants of Manitoba, whose rules of professional
conduct prohibit anyone from auditing an organization where they were an officer or
director within the last year.

The current Auditor General's involvement as a director of the board at Manitoba Hydro-
Electric Board, prior to her appointment in July 2006, required the Deputy Auditor
General to sign the audit opinions for the Public Accounts for the year ended March 31,
2006.
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Summary Financial Statements - Auditor’s
Report

The Government continues to commit to financial reporting focused on the Summary
Financial Statements and to eliminate published audited Special Purpose Financial
Statements by the 2007/08 fiscal year.

The Auditor’s Report on the Summary Financial Statements is included for reference in
Appendix A at the end of this report, along with the Summary Financial Statements for
the year ended March 31, 2006 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).

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) of the CICA 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, 2006, the Auditor’'s Report on the Summary Financial
Statements included a reservation (third paragraph) for the non-consolidation on public
school divisions' financial statements.
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e The reservation stated that the effects of the non-consolidation of public
school divisions on the reported assets, liabilities, revenues and expenses,
and the information provided by way of notes to the financial statements
cannot be determined. (Public school divisions were added to the
Reporting Entity of the Government of the Province of Manitoba
commencing with the 2005/06 fiscal year).

e The opinion paragraph stated that except for the effects of the inability to
consolidate the assets, liabilities and operating results of public school
divisions, the Government of the Province of Manitoba prepared Summary
Financial Statements that were in accordance with Canadian generally
accepted accounting principles (for senior governments).

This reservation is expected to continue until the 2007/08 fiscal year when it is
anticipated that the Government will be able to consolidate the financial position and
operating results of public school divisions in accordance with public sector accounting
standards. We discuss this issue further in this Report in a section entitled
“Consolidating Public School Divisions”.

In Manitoba, the Summary Financial Statements are presented in the Annual Report,
together with the Auditor General's Report thereon. In 2005/06, the Auditor’'s Report
was signed by the Deputy Auditor General.

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 the Operating Fund
and Special Funds Financial Statements for the year ended March 31, 2006 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
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tax supported activities of government. However, this argument is flawed for at least
three reasons:
1. In 2006, $700 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 and multi-year federal transfers (Canada Health Transfers and
Equalization Transfers).

FIGURE 8

Operating Fund Results
Adjusted for Pensions and Transfers

400
300
200

100

$ millions
o

-100

-200

-300

-400
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

@ Adjusted Net Operating Fund Results
W Positive Balances for Balanced Budget Purposes

FIGURE 9

Reliance on Crown Revenue
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Because of the changes to generally accepted auditing standards effective for the
2003/04 fiscal year and thereafter, the Auditor’s Report on the Special Purpose Financial
Statements of the Operating Fund and Special Funds has continued to include 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 mainly 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 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 are also paragraphs 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, Debt Repayment and Taxpayer Accountability 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
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Balanced Budget, Debt Repayment and Taxpayer Accountability Act to
determine a Positive Balance as defined by the Act. These adjustments,
specifically inter-fund transfers, 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, Debt
Repayment and Taxpayer Accountability 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, financial assets would increase by

$199 million (2005 - $246 million), non-financial assets would increase
by $1,826 million (2005 - $1,707 million), liabilities would increase by
$2,390 million (2005 - $2,649 million), net debt would increase by
$2,191 million (2005 - $2,403 million), accumulated deficit would
increase by $365 million (2005 - $696 million), revenue including net
income from government business enterprises would increase by

$2,209 million (2005 - $1,871 million), and expenses would increase by
$2,062 million (2005 - $1,854 million). As well, the effects of the non-
consolidation of public school divisions on the reported assets, liabilities,
revenues and expenses, and the information provided by way of notes to
the financial statements cannot be determined.

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, 2006 as reproduced in Appendix D.

Opinion Paragraph

Our opinion paragraph this year again excluded the word ‘fairly” from ‘presents fairly’
This elimination is 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 reinforce 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.

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 2005/06, the unrecorded pension liability for the Operating Fund
approximated $4.0 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.
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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 for the future retirement
of 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 $537 million or 14% of the unrecorded pension liability outstanding
at March 31, 2006.
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PUBLIC ACCOUNTS - IMPROVEMENTS AND RECOMMENDATIONS

Significant Improvements in Financial
Statement Reporting

SUMMARY FINANCIAL STATEMENT PRESENTATION AND
DISCLOSURE

Improving financial statement presentation and disclosure is an ongoing process.
We have advocated for a considerable number of years for the full adoption of
GAAP in the preparation of the Summary Financial Statements. The Government
has committed to consolidate public school divisions’ financial statements and
prepare Summary Financial Statements in accordance with GAAP by 2007/08.

We routinely advise the Comptroller, the Deputy Minister of Finance, 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). There were
significant improvements reflected in the Summary Financial Statements for the year
ended March 31, 2006, as follows:

e Adoption of the redefined Reporting Entity of the Government of the
Province of Manitoba based on control and consolidating nine
additional entities, consisting of eight existing crown organizations
and one new crown organization;

e  Partial recognition of the Province’s environmental liabilities; and

e Revision of the financial statement presentation related to contractual
obligations and contingent liabilities including the use of derivative
financial instruments.

ADOPTION OF THE NEW GOVERNMENT REPORTING ENTITY

The Government redefined its Reporting Entity (GRE) based on solely control in
accordance with the change in PSAB standards, effective April 1, 2005. This redefinition
of the GRE resulted in the consolidation of all the previous entities in the GRE as well as
eight additional crown organizations, and the plan to consolidate all the public school
divisions for the year ending 2007/08. The crown organizations added to the GRE were
the University of Winnipeg, Collége universitaire de Saint-Boniface, the First Nations and
Metis Child and Family Authorities, Manitoba Tire Stewardship Board, Sport Manitoba
Inc., and the St. Amant Centre (a component of the Winnipeg Regional Health Authority).
All of these crown organizations were consolidated in the 2005/06 Summary Financial
Statements. However, because the financial statements of the thirty-eight public school
divisions were not prepared in accordance with Canadian generally accepted accounting
principles (GAAP), they were not consolidated in the Summary Financial Statements for
the year ended March 31, 2006.

The Government through its Summary Financial Reporting Project has developed a plan
which will require public school divisions to prepare GAAP financial statements
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commencing with their fiscal year ending June 30, 2007 and will also require them to
provide the necessary financial information to enable the Government to fully
consolidate the financial position and operating results of public school divisions in the
Summary Financial Statements for the 2007/08 fiscal year. Public school divisions are
presently gathering the financial information needed to prepare financial statements in
accordance with GAAP (using public sector accounting standards) for their 2006/07
fiscal year. We discuss these issues further in this Report in a section titled,
“Consolidating Public School Divisions”.

The new Government Reporting Model PSAB standard states that the GRE should be
defined based solely on control, not on 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.”

The existence of control can be viewed 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 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.

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:

e “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;

e 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;

e appoint or remove the CEO or other key personnel;
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e 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;

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

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

e 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 requlatory 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.

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 the 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. 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. The
Government’s evaluation, in consultation with the 0AG, determined that public school
divisions, the University of Winnipeg, Collége universitaire de Saint-Boniface, the First
Nations and Metis Child and Family Services Authorities (the proportionate share of
operations for children in care within the Province’s jurisdiction), Sport Manitoba Inc.,
Tire Stewardship Board and St. Amant Centre (a component of the Winnipeg Regional
Health Authority should be added to the existing Government Reporting Entity.

Notwithstanding that the Government does not appoint the majority of the governing
boards of these entities or in the case of school divisions does not appoint any school
trustees, the Government does control these entities through other means. For instance,
school divisions are included in the Government’s Reporting Entity because of the control
exerted by the Government through the Department of Education and Public Schools
Finance Board in such areas as the budgeting process, accounting and financial reporting
practices, capital plans, curricula and ability to borrow for capital purposes.
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Similarly, the University of Winnipeg, and Collége universitaire de Saint-Boniface are
controlled by the Government through the powers of the Council on Post-Secondary
Education regarding operating and capital budgets, changing policies for tuition fees
charged, capital financing as well as the requirement for approval of any new program of
study or changes to a program delivered at the institution, if funded by the Province.
The Child and Family Services Authorities are considered controlled by the Government
because the Province will be responsible for the Authorities’ operating losses, the
Province must approve their operating plans and capital budgeting and the Authorities
have restricted alternate revenue generating capacity.

SIGNIFICANT ACCOUNTING AND DISCLOSURE IMPROVEMENTS
IN THE 2005/06 PUBLIC ACCOUNTS

Recognition of Environmental Liabilities

The Province adopted a new accounting policy this year for the recognition and
measurement of its environmental liabilities. The accounting policy provides for the
phased-in recognition (up to and including the 2008/09 fiscal year) of the Province’s
environmental liabilities resulting from contamination which occurred on or before
March 31, 2005 and for which the Province is obligated or likely to be obligated to
remediate. The obligation to remediate a site is in order to protect public health and
safety, meet the terms of contractual agreements or comply with environmental
standards in federal, provincial or municipal legislation. The recognition of these
liabilities which existed as at March 31, 2005 will result in a charge to the accumulated
deficit until March 31, 2009; the charge recorded in the 2005/06 fiscal year was $142
million. In accordance with the new accounting policy, the Province will perform site
assessments of all the contaminated sites in order to properly quantify the liabilities
using recognized methodology. The liabilities are measured according to the direct
incremental costs to be incurred less any estimated third party recoveries and discounted
where possible to reflect the time value of money. The environmental liabilities resulting
from contamination which occurred after March 31, 2005 will be recorded as an expense
in the current year.

Disclosure of Risk Management and the Use of Derivative Financial
Instruments

This year the Province included note disclosure of the Province’s risk management
process involving the use of derivative financial instruments. Derivatives are used to
address (hedge) interest rate risk and the risks associated with foreign currency
fluctuations of foreign currency denominated debt. The Province uses primarily forward
(foreign currency) contracts and interest rate and cross currency swaps to manage these
risks. The Province disclosed the notional value of all its derivative contracts which
totaled $27 billion, as well as the gross and net credit risk exposure (that counterparties
with whom the Province has entered into derivative contracts will default on their
obligations). For the year ended March 31, 2006, the Province had no credit risk
exposure to its counterparties but had a net liability of $703 million owing to them.
The note disclosure also reflected the impact of a one percent increase in interest rates
on debt servicing costs which was estimated to result in an increase in debt servicing
costs of $13.5 million.
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Previous Recommendations Implemented

Figure 10 summarizes the implementation of 0AG recommendations made in the last five
years.

FIGURE 10

Recommendations Implemented Over the Past Five Years

Year First R dati Year Recommendation
Recommended ECONTIMENTEO0n Implemented

1997 That the Government prepare a Summary Budget in accordance with accounting 2002
principles used for the Summary Financial Statements and to include all the activities (partially)
of government in this budget.

1999 That the Province identify critical standard SAP reports and communicate the importance 2003
of their use to departments either through an enhanced Manager’s Desktop or other
processes.

2002 That the Government create a Pension Assets Fund in the Special Purpose Financial 2003
Statements to reflect designated assets set aside for the future retirement of the
Government's unfunded pension liability.

2002 That the Department of Finance take the additional action necessary to completely 2004
address the foreign exchange clearing account misstatements and in addition adjust
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 currently used.

2002 That the Government set a firm target date for the completion of its information 2004
gathering and the establishment of appropriate accounting policies for the recognition
of the major infrastructure systems in the Summary Financial Statements.

2001 That unaudited 4th quarter reports not be issued. 2005

2002 That the Government eliminate all the present exceptions from GAAP for the fiscal year 2005
ended March 31, 2005 and formally commit to the full adoption of GAAP for the fiscal
year ended March 31, 2006.

2002 That in accordance with public sector accounting standards, pension asset composition 2005
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.

2004 That the Government discontinue the practice of recording interest recoveries on all 2005
capital grants provided and report public debt expense net of interest recoveries from (partially)
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.
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Previous Recommendations Not Yet
Implemented

Figure 11 is a summary of 0AG recommendations not yet implemented by the Department
of Finance and/or the Government of Manitoba.

FIGURE 11

Recommendations Not Yet Implemented

Year of
Recommendation

1999

(Updated in 2006)
(Recommendation #6)

(Recommendation #7)

Recommendation

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 once the
assessments are completed on the above initiatives and the reports released.

That managers be given purchasing approval rights in SAP in accordance with Department Delegation of
Financial Signing Authority Charts.

That the system of Department Delegation of Financial Signing Authority Charts, including specimen signature
cards, be reviewed for improving, possibly through automation, the maintenance and availability of the
documentation.

1999

(Updated in 2006)
(Recommendation #8)

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.

That the Comptroller's Office monitors the purchasing approval rights of users in SAP to ensure that such
rights are not excessive and comply with the requirements of the Financial Administration Manual.

1999

(Updated in 2006)
(Recommendation #9)

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.

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

1999

(Updated in 2006)
(Recommendation #10)

(Recommendation #11)

(Recommendation #12)

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

That the Comptroller's Office in collaboration with the Office of the CIO ensure that business impact analyses
be conducted on a coordinated basis by Departments to help develop suitable plans to recover computer
processing capabilities in response to adverse events that disrupt computer processing services or facilities.

That the business impact analyses be used on a coordinated basis to develop suitable plans to continue critical
business functions in response to adverse events that disrupt business operations.

That disaster recovery and business continuity plans be documented and tested to ensure their
effectiveness.

2001

(Updated in 2005)
(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.

That the Government continue to report progress toward its commitment to implement summary budgeting
by 2007/08 to the Members of the Legislative Assembly and the public on a regular basis.

2001
(Updated in 2005)
(Recommendation #2)

That the quarterly reports of the Province, a financial reporting tool, be prepared in accordance with the
generally accepted accounting principles framework as soon after the full implementation of summary budgeting
in 2007/08 as practicable.

2002

(Updated in 2005
and 2006)

(Recommendation #5)

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 and consider
providing assurance as to the effectiveness of internals controls within the provincial government.

That Internal Auditing and Consulting Services revisit their role and expand their work on an annual basis
to test controls over financial reporting, including computer application controls in SAP and other significant
information systems. Where practical, expand the work to include general computer controls.
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FIGURE 11 (CONTD.)

Recommendations Not Yet Implemented

(Recommendation #13)

Year of q
Recommendation Recommendation
2003 That the Government consider introducing amendments to the Financial Administration Act to eliminate the
(Recommendation #3) | requirement for separate Consolidated Fund (Operating Fund) financial statements.
2003 That consideration be given to amending the Balanced Budget Legislation to refer to the Summary Financial
(Recommendation #4) | Statements prepared in accordance with GAAP.
2004 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 or under the amended legislation and communicate these criteria to the Members
of the Legislative Assembly.

(Recommendation #16)

2004 That the Government develop a plan to discharge its remaining obligations for vacation and severance pay
(Recommendation #14) | 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.
2004 That the Province of Manitoba continue to reshape its Annual Report into a document that more closely reflects

PSAB's Statement of Recommended Practice on Financial Statement Discussion and Analysis and PSAB's
Statement of Recommended Practice on Public Performance Reporting.

(Recommendation #17)

2006 That the Government develop a plan to discharge its loans from and funding commitments to government
(Recommendation #15) | organizations for pension liabilities.
2006 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.

SUMMARY BUDGET

Over the past five years, we have noted that, in response to our recommendations, 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 2006 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 benefits 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 necessary depth of financial
information upon which to fully discuss 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
and operating results 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
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First recommended in the 2001
Report to the Legislative
Assembly. (Updated in 2005.)

First recommended in the 2001
Report to the Legislative
Assembly.

the members of the Parliament/Legislatures. Manitoba is still not aligned with these
jurisdictions in this regard.

However, the Government has committed to preparing a full summary budget for the
2007/08 fiscal year. This summary budget will also incorporate the budgets of the all
the crown organizations included in the new Government Reporting Entity. We
recommended last year that the Government publicly report on its progress toward that
commitment. To this end, we note that the Government has released the Report on the
Summary Financial Reporting Project, prepared by a consultant, which documents the
implementation plan as to how the Government will obtain from crown organizations the
additional information necessary to prepare a full summary budget for the 2007/08 fiscal
year.

Recommendation 1

That the Government continue to report progress toward its
commitment to implement summary budgeting by 2007/08 to the
Members of the Legislative Assembly and the public on a regular
basis.

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 Province’s fiscal position. Our recommendation
on quarterly reporting reflects the high priority issue of encouraging the Government to
adopt the GAAP Framework in its quarterly reports.

The Government has committed to prepare quarterly reports on a summary basis as soon
as is practicable after the 2007/08 fiscal year. To that end, this year, as mentioned
previously, the Government has released the Report on the Summary Financial Reporting
Project (Report) which states that a staging plan has been developed which would result
in quarterly financial reporting on a Summary GAAP basis commencing in the third
quarter of the 2009/10 fiscal year. The Report also indicates that in the interim, the
Government anticipates that its quarterly reports will increasingly reflect additional
elements of GAAP and incorporate information from more of the crown organizations in
the Reporting Entity. As well, systems and processes will be developed to gather the
necessary information, which in the 2008 and 2009 fiscal years will be used for internal
financial reporting purposes.

Last year, the Government discontinued the release of a 4th quarter report.

Recommendation 2

That the quarterly reports of the Province, a financial reporting tool,
be prepared in accordance with the generally accepted accounting
principles framework as soon after the full implementation of
summary budgeting in 2007/08 as practicable.
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FINANCIAL REPORTING

Planned Full Adoption of GAAP
2005/06 Summary Financial Statements are not Complete GAAP Financial Statements

Five jurisdictions, Nova Scotia, Ontario, Saskatchewan, Alberta and British Columbia
prepare the Public Accounts in accordance with GAAP for senior governments. For the
year ended March 31, 2006, Manitoba prepared its Summary Financial Statements in
accordance with GAAP except for the non-consolidation of public school divisions. (The
new Government Reporting Entity recognized in the 2005/06 fiscal year will incorporate
all public school divisions in Manitoba for the year ending March 31, 2008.)

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.

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 Public Sector
Accounting Board (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, 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 also 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
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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.

While the Manitoba Government has not introduced legislation to entrench the
requirement to prepare 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, it plans to consolidate public school
divisions in the 2007/08 Summary Financial Statements and in that fiscal year prepare
full GAAP financial statements.

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:

e An excess of revenue over expenses is determined according to the
accounting policies of the Government as disclosed in the audited
Special Purpose (Operating Fund) Financial Statements. If thereisa
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.

e 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
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.

e 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.
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e 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.

e 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.

e A calculated amount, (determined to be $110 million for the year
ended March 31, 2006) 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.

e 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.
Interfund transfers are not sources of revenue and can be used to
designate and/or restrict the use of certain assets for a specified
purpose such as the future retirement of the outstanding debt or
pension obligations.

e If there is a negative balance in a fiscal year then there must be an
offsetting positive balance in the next fiscal 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.

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

e 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.

For the first time since the legislation was passed, in 2003/04, 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
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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 audit 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, as well as from the greater than budgeted federal transfers, including multi-year
transfers that were paid out in lump sum.

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 of any part of a positive balance 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 annual expenses 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 the Government.
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FIGURE 12
Fiscal Stabilization Fund Closing Fund Balances
For Years Ending March 31
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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 or her 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.

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/
Summary Budget 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.
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First recommended in the 2003
Report to the Legislative
Assembly.

First recommended in the 2003
Report to the Legislative
Assembly.

This year, the Province reviewed issues related to amending Balanced Budget Legislation
in the context of the Government’s commitment to Summary Financial Reporting in
accordance with GAAP. The Government released a consultant’s report entitled
“Modernizing Manitoba’s Financial Accountability Legislation” which provided twelve
recommendations for consideration in revamping the present Balanced Budget
Legislation. The second recommendation referred to entrenching in legislation the use of
public sector accounting standards (PSAB GAAP) as the basis of accounting for financial
reporting. The fifth recommendation referred to the use of financial information from
the Summary Financial Statements in the determination of compliance with Balanced
Budget Legislation. The Report also stated that the “principal implication of the move to
summary reporting is that the Operating and Special Funds will no longer exist as a
discreet, separately measurable (or presented) component of government within the annual
general purpose financial statements”.

Recommendation 3

That the Government continue with its commitment to introduce
amendments to the Financial Administration Act to eliminate the
requirement for separate Consolidated Fund (Operating Fund)
Financial Statements.

Recommendation 4

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

ROLE OF INTERNAL AUDIT AND CONSULTING SERVICES

In general, Internal Audit and Consulting Services are not currently involved in activities
such as the following:

¢ Identifying, documenting, and testing the relevant application controls
for systems significant to financial reporting, such as the SAP system;
and

e Identifying, assessing, and regularly testing relevant general computer
controls.

Many CEOs and CFOs, in both the public and private sector, look to their internal audit
function for assistance evaluating the effectiveness of controls and procedures related to
financial reporting. Internal audit can play an important role in evaluating and testing
the overall effectiveness of financial reporting controls and procedures, as well as
reporting their findings and conclusions to management and the external auditor.

The Internal Audit and Consulting Services (IACS) 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 IACS may then incorporate into their annual plans for what is
assessed as high priority matters.
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IACS was also initially involved in the implementation of SAP through participation in
the Process and Systems Integrity Team which was responsible for providing expert
advice, quidance and integration of all aspects of internal control and system security for
the SAP project.

SAP was first implemented seven years ago and is an extremely complex system. IACS
should play a significant and active role in providing assurance as to the effectiveness of
controls at the departmental level. Ongoing involvement would give IACS 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 over financial reporting among others.

In Canada, management of publicly traded companies will also be required to make
representations on the effectiveness of the organization’s internal controls over financial
reporting. While the requlations of provincial securities commissions requiring reporting
on the effectiveness of a company’s internal controls over financial reporting only apply
to public [publicly traded] companies, we believe that the public expectation that
governments provide these same representations will likely follow. As well, the Federal
Government, in response to the sponsorship scandal, is expanding the internal audit
function throughout government in order to provide additional assurance on the
adequacy of internal controls within departments affecting financial management and
financial reporting.

As a result, we continue to believe that the internal audit function of the Province
should plan for the expansion of testing of internal controls to enable Provincial senior
administrators 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. In past years, we recommended that TACS take
a lead role on an annual basis in the review and testing of SAP controls at the
departmental level and thus have a more significant role in providing assurance as to the
effectiveness of controls at the departmental level as they relate to SAP. This year, we
understand that the IACS is revisiting their strategic direction which would include
focusing a greater effort on the internal audit function. We further understand IACS will
begin to undertake testing SAP controls in the Departments in the near future.

In addition, as we noted in the past three years, 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 further delays in the completion of the Comptrollership
Plans by some of the Departments and IACS has not been involved with that audit
function in the 2006 fiscal year. However, we understand that recently, the Comptroller’s
Office allocated staff resources to begin a review of the Departmental Comptrollership
Plans.

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba

Office of the Auditor General | e



PUBLIC ACCOUNTS - IMPROVEMENTS AND RECOMMENDATIONS

First recommended in the 2002
Report to the Legislative
Assembly. (Updated in 2005 and
2006)

Recommendation 5

That Internal Auditing and Consulting Services revisit their role and
expand their work on an annual basis to test controls over financial
reporting, including computer application controls in SAP and other
significant information systems. Where practical, expand the work to
include general computer controls.

INFORMATION SYSTEMS

The Province of Manitoba (Province) has various information systems of major and minor
significance both centrally and in the departments. Information systems are integral to
the administration of Province 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.

As part of our financial statement audit methodology, we gain an understanding of
controls relevant to financial reporting. This understanding includes controls over
business processes that are significant to financial reporting. They are called application
controls. Some application controls are manual activities performed by people.

Business processes are generally automated and referred to as information systems. As
the processes are automated, the application controls tend to be automated, that is the
controls are built into the computer logic or programs. For example, a computer
program automatically assigns sequential numbers to invoices. Therefore, proper
functioning of these computer programs is important to financial reporting.

The computer programs operate in a computer environment. A well-controlled computer
environment provides assurance that the computer programs are functioning properly.
The components of control over the computer environment are called general computer
controls.

The general computer controls relate to the following:

e (Computer management control environment;

e Computer operations;

e Acquisition and development of information systems;
e (Changes to information systems;

e Logical access to programs and data; and

e Physical computer environment.

Our approach is to assess the general controls for the computer environments supporting
information systems significant to financial reporting. Some general computer controls,
such as management practices and security policies, are common across the various
computer environments.

Other general computer controls are specific to a computer environment, such as the
configuration of system software that enables the controlled functioning of computers on
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which automated information systems reside. This system software includes the
particular computer operating system and database management system software that
support an information system.

Our approach also includes assessing application controls, both automated and manual.
We review the business process activities to determine the controls to be assessed for the
audit.

Some of the more significant information systems within the Province 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 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

The Province uses 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.

The Province 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 the 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. Our
recommendation regarding the use of critical standard reports was addressed in 2003 and
now two areas remain. 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
have reported in prior years, we will continue to address the key outstanding issues with
the Comptroller’s Office to ensure that the appropriate action is taken.
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The two remaining areas of recommendations made in prior years are:

1. Access Rights to SAP

There were three recommendations regarding access rights to SAP as follows:

e  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.

e Since the implementation of SAP, our concern is that some managers do
not have rights in SAP to approve purchases, in particular the right to
release purchase orders, even though they have been delegated such
authority by Ministers of the Government.

e About 200 individuals have SAP user profiles that include the manager
role (M1) with its Manager's Desktop functions. Over half of these
individuals do not have purchasing approval rights, which are the
rights in SAP to release purchase orders or to certify the receipt of
goods and services. We reviewed the official delegated authority for a
number of these individuals without purchasing approval rights in SAP.
Generally, the individuals that we reviewed were unable to provide
documentation regarding delegated purchasing approval authority per
the Department Delegation of Financial Signing Authority Charts.

Recommendation 6

First recommended in the 1999 That managers be given purchasing approval rights in SAP in
Report to the Legislative

Assembly. (Updated in 2006) accordance with Department Delegation of Financial Signing Authority
Charts.

Recommendation 7

First recommended in the 1999
Report to the Legislative That the system of Department Delegation of Financial Signing

Assembly. (Updated in 2006) Authority Charts, including specimen signature cards, be reviewed for
improving, possibly through automation, the maintenance and
availability of the documentation.

e We previously 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
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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.

There are over 150 positions across government with the right in SAP to approve
purchases at the highest delegation level of Treasury Board, specifically purchases of
$300,000 and over. At least 18 of these positions are clerical. Also, dozens of positions
with the delegation level of $40,000 to $50,000 are clerical. We reviewed the official
delegated authority for a number of the clerical positions. None of the positions or
individuals that we reviewed have delegated authority per the Department Delegation of
Financial Signing Authority Charts. We found examples of positions or individuals that
have significantly less delegated authority per the Department Delegation of Financial
Signing Authority Charts or than the rights set in SAP. In some cases, the positions have
no delegated authority.

The Financial Administration Manual prohibits financial signing authorities, conferred by
a Minister to organizational positions or individuals, from being re-delegated to
subordinate employees, except as expressly approved by the Minister. The opportunity
unnecessarily exists for personnel in such positions to incorrectly or fraudulently
approve a transaction and not be detected on a timely basis. Managers reviewing paper
lists of transactions processed in SAP will not prevent and might not detect incorrect or
fraudulent transactions.

Automated systems such as SAP allow centralized monitoring of rights in SAP, such as
purchasing approval rights, as well as the organizational positions of personnel.

Recommendation 8

That the Comptroller's Office monitors the purchasing approval rights First recommended in the 1999
. . . Report to the Legislative
of users in SAP to ensure that such rights are not excessive and Assembl )
y. (Updated in 2006)
comply with the requirements of the Financial Administration Manual.

e  We previously recommended that ICT Services Manitoba, formerly
Manitoba Information and Communication Technology (MICT), prepare
for each department a list of personnel with rights in SAP to perform
incompatible duties. 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 duties 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
personnel with rights to perform incompatible duties. It was first distributed to
Departmental Executive Finance Officers in June 2002 for their review. We understand
that in accordance with the Comptrollership Framework, it is the responsibility of each
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First recommended in the 1999
Report to the Legislative
Assembly. (Updated in 2006)

department to ensure that the existence of any incompatible duties and the
compensating controls are identified and documented. However, the departmental
Comptrollership plans which are the mechanism for reporting to the Comptroller's Office
have not all been completed.

There are users with incompatible duties. For example, four individuals can approve
payments (F4 role) and make the payment (F8 role). Also, there are about 250
individuals who can certify that goods and services have been received (F7 role) can
commit funds and enter into agreements (F4 role). Both sets of incompatible duties are
regarded as high financial risk situations.

An emerging trend is the use of a software security tool to reduce the burden of
managing incompatible functions in SAP. Such a tool can have the following benefits:

e identify segregation of duty issues before granting access

e reduce security administration

e provide a common platform for business, security and audit functions
regarding segregation of duties

® enable mitigating controls, including monitoring and follow-up

Recommendation 9

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

2. Disaster Recovery/Business Continuity Plans

The Province has significant information systems for which it lacks plans to maintain or
recover computer processing services in response to adverse events that disrupt computer
processing services or facilities (disaster recovery plans). In particular, the SAMIN system
is not covered under the Disaster Recovery Utility (DRUT) option with the mainframe
computer service provider, even though this option is used for some other systems in
government.

For the Taxation system, a test environment is available as a second site; however, the
system has not been fully tested. To date, there have only been informal discussions with
the service provider and software vendor on available options.

The computer servers for the SAP system are divided between two buildings with a
communication link that allows a copy of the SAP database to be updated at the
secondary computer centre every few hours. Several hours of data can be lost if the
primary servers become unavailable. This level of disaster recovery might not meet
business needs.

The government programs supported by the SAMIN and Taxation systems lack plans to
carry on critical business functions in response to adverse events or disruptions to
business operations (business continuity plans). Also, there is no current documented
and tested business continuity plan regarding operations supporting the SAP system.

As well, there are no business impact analyses that assess the risks and acceptable
recovery periods related to these government programs and the operation of the SAP
system.
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We previously recommended that a comprehensive business continuity plan be put in
place by the Province covering the SAP application. Without a centrally coordinated
effort, limited resources may not be expended in the most effective and economical
manner for the government as a whole. Without appropriate business impact analyses, it
is difficult to adequately assess the effectiveness of plans.

Recommendation 10

That the Comptroller's Office in collaboration with the Office of the First recommended in the 1999
: . Report to the Legislative

CI0 e|.1$ure that.busmess impact analyses be conductt.ed ona Assembly. (Updated in 2006)

coordinated basis by Departments to help develop suitable plans to

recover computer processing capabilities in response to adverse

events that disrupt computer processing services or facilities.

Recommendation 11

That the business impact analyses be used on a coordinated basis to First recommended in the 1999
. . oge . . . Report to the Legislative
develop suitable plans to continue critical business functions in )
A . . Assembly. (Updated in 2006)
response to adverse events that disrupt business operations.

Recommendation 12

. . .. First recommended in the 1999
That disaster recovery and business continuity plans be documented Report to the Legislative

and tested to ensure their effectiveness. Assembly. (Updated in 2006)

INVOKING SECTION 3(2) FOR EMERGENCY EXPENSES

For the first time in the 2003/04 fiscal year, 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.
The Government did not invoke Section 3(2) of the Act during the 2004/05 or the
2005/06 fiscal year. However, our concerns regarding of the invocation of Section 3(2)
of the Act remain.

Although we reported in 2003/04 that the Government did comply with Section 3(2) of
the Act, we also placed a scope limitation in the 2003/04 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 excluded. 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):

“Balanced Budget Legislation (BBL) Disaster Exemption Background for

2003/04 Public Accounts

e  Section 3(2) of The Balanced Budget, Debt Repayment and Taxpayer
Accountability Act states that, ‘The government is not required to include
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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;

¢) 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:

e 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.

e  (ertainly 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.

e 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 13, 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 13

Fiscal Stabilization Fund - Remaining Balance

| ($ Millions)
Year Emergency Total Revenue FSF Balance at ‘ FSF Balance as
Expenditures Variance from Close of Year % of Total
Variance from Budget Budget Expenditure
1995/96 26.1 158.2 210.4 3.8
1996/97 11.6 440.5 577.5 10.7
1997/98 197.5 330.1* 565.0 9.9
1998/99 (39.4) (27.1)* 427.3 7.3
1999/00 112.7 440.3* 264.8 4.1
2000/01 4.4 337.8 320.5 4.8
2001/02 17.9 (56.6) 247.3 3.7
2002/03 14.4 80.0 235.5 3.4
2003/04 71.1 (8.3) 118.0 1.6
Prel. Actual

* Includes Disaster Financial Assistance flood related revenue of $168.2 million in 1997/98,
$26.8 million in 1998/99, and $19.1 million in 1999/00 related to the 1997 flood.
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e The criteria of revenue availability and FSF capacity were applied to
ensure that flexibility existed in the Operating Fund for future years. The
ESF 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.

e [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.”

In Figure 13 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 14 shows what Figure 13 would look like if third
party recoverables were listed consistently.

FIGURE 14

Fiscal Stabilization Fund - Remaining Balance

| ($ Millions)
Year Emergency Total Revenue FSF Balance at ‘ FSF Balance as
Expenditures Variance from Close of Year % of Total
Variance from Budget Budget Expenditure
1995/96 26.1 158.2 210.4 3.8
1996/97 11.6 440.5 577.5 10.7
1997/98 29.3 161.9 565.0 9.9
1998/99 (66.2) (53.9) 427.3 7.3
1999/00 93.6 421.2 264.8 4.1
2000/01 4.4 337.8 320.5 4.8
2001/02 17.9 (56.6) 247.3 3.7
2002/03 14.4 80.0 235.5 3.4
2003/04 71.1 (8.3) 118.0 1.6
Prel. Actual

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.
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First recommended in the 2004
Report to the Legislative
Assembly.

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.
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 is 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 five year period ending in 2003/04, 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.

This year, as noted earlier in this report, the Government released a consultant’s report
entitled “Modernizing Manitoba’s Financial Accountability Legislation” which included
twelve recommendations with respect to amending the present Balanced Budget
Legislation (BBL). The fifth recommendation included to a reference to a principal that
the “measure [of compliance with BBL] should provide some flexibility to provide the
Government with an opportunity to respond to extraordinary circumstances”.

Recommendation 13

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 or under the amended legislation and
communicate these criteria to the Members of the Legislative
Assembly.
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Who Conducts the Audits

The Auditor General’s Office audits many of the crown organizations and one of the
government business enterprises included in the Government Reporting Entity and the
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. As
discussed below The Auditor General Act also provides us with specific authority over
Government appointed auditors of crown organizations. 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 for
senior governments.

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 has 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
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audit is bequn. The Auditor General may then require changes to be made in the scope of
the audit. [Section 12(1) of the Act]

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 to draw 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, 2006, 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 70 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 70 draft financial statements and auditors’
reports. We provided recommendations on 62 of the draft financial statements. We had
no recommendations on 8 of the draft financial statements.

0f the 62 draft financial statements on which we made recommendations, 47 draft
financial statements were amended in 2006. With respect to the other 15 draft financial
statements, some of 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.

In accordance with our annual and cyclical review schedule, we reviewed 24 of the
external auditors” working paper files including the audit working paper files for all of
the large government business 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 our involvement with the audit processes of crowns including
attendance at 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’ financial statement audits, we provided assistance which improved the overall
disclosure and consistency of presentation among these organizations. As well, that
work also contributed to the improved consistency of the financial reporting of the
Special Operating Agencies Financing Authority.

Management Letter Issues

We have reviewed and summarized the management letters issued by auditors of
organizations within the Government Reporting Entity. These audits were conducted by
us or by private sector accounting firms with overviews of these external audits
performed by us.

Management Letters deal with matters that come to the attention of an auditor during
the course of a financial statement audit. The matters communicated do not necessarily
include all those matters which a more extensive or special examination might uncover.
The objective of a financial statement audit is to express an opinion on the financial
statements of an entity based on the audit procedures performed. A financial statement
audit is not designed to identify matters to communicate and may not identify all such
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matters. Management is responsible for the preparation of the financial statements,
which includes responsibilities related to internal control, such as designing and
maintaining accounting records, selecting and applying accounting policies,
safequarding assets and preventing and detecting error and fraud.

We reviewed the communications from the auditors of the 87 organizations in the
Government Reporting Entity (see Figure 15). There were 44 Management Letters issued.
Management Letters were not issued for 43 entities. For these entities, it was the
auditors’ opinion that no significant items came to their attention during the course of
the financial statement audit that should be brought to the attention of management,
and/or their Board/Audit Committee.

FIGURE 15
Summary of Management Letters Issued in the
Government Reporting Entity

C Government Special
- r'ow?. Business Operating Total

rgamizations | Enterprises Agencies
Management Letter Issued 32 4 8 44
No Management Letter Issued 31 4 8 43
Total 63 8 16 87

Among the 44 Management Letters that were issued, OAG noted three major themes as
highlighted in Figure 16:

FIGURE 16

Summary of Matters Noted in 44 Management Letters Issued in the Government Reporting Entity

C Government Special
0 rpw?. Business Operating Total

rgamizations | Enpterprises Agencies
Internal Controls 76 10 12 98
Governance 16 5 2 23
Information Technology 47 9 2 58
Total 139 24 16 179

1. Internal Controls Weaknesses

There were 98 instances of internal controls weaknesses reported. Internal controls assist
with safeguarding of assets and are designed to prevent and/or detect errors or
irreqularities. The internal control weaknesses identified involved the revenues,
expenses, capital assets and payroll functions within the entities. Some of the items
noted were:

e Poor controls over financial reporting;

e Insufficient approval of payroll transactions;

e  Unreconciled accounts;

e Improper segregation of duties; and

e TInadequate review and approval of transactions.
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2. Governance

There were 23 instances of governance weaknesses reported. Governance practices relate
to how a governing body, most often the Board of Directors, leads and oversees an
organization. Some of the items noted were:

e Lack of approved minutes from Board of Director and Audit Committee
meetings;

e Inadequate and untimely financial information provided to the Board;

e Insufficient procedures and policies to monitor compliance with
Legislated Acts;

e Lack of review of budget to actual comparison of revenues and
expenses; and

e Lack of review and approval of financial statements.

3. Information Technology

There were 58 instances of information technology (IT) weaknesses reported. IT policies
and procedures are important as they help prevent unauthorized access to sensitive
information and play a vital role in ongoing government operations. Some of the items
noted were:

e Poor computer system access controls;

e  Poor computer password controls;

e No computer usage policy in place;

e Inadequate segregation of duties in the IT Department; and
e (Qutdated and untested disaster recovery plans.

During 2006/07, we will follow up the recommendations made in the Management Letters
to determine and report on the status of implementation of the recommendations. Also,
we will request that the external auditors provide formal feedback on the status of any
recommendations they made in the 2005/06 Management Letters.

Detailed Assessments of General Computer Controls

For two of the financial statement audits conducted by the 0AG, we provided
management with a detailed report of general computer controls. The detailed reports
documented our understanding of general computer controls implemented at the
organization. These reports provided the opportunity for management to learn about the
criteria against which the organization was being assessed and to confirm the validity of
our understanding. Also, the reports included various internal control risks and
recommendations for improvement that are generally reflected in the preceding
discussion of management letters.

Regional Health Authorities

The Regional Health Authorities (RHAs) have third party long term debt (debt owed to
private sector financial institutions) which was incurred to finance capital projects and is
being repaid with funding from the Province of Manitoba. In substance, under public
sector accounting standards, that debt is considered the debt of the Province. We
reported last year the Province recognized that third party debt as borrowings of the
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Province in the Special Purpose Financial Statements. This year, the Province continued
to recognize any new third party debt which will be repaid with provincial funding as
the Province’s debt. However, since the RHAs have also reflected in their financial
statements this long term debt as their debt, the RHAs were directed by Manitoba Health
to reflect this third party debt as deferred contributions in the their financial statements
for the year ended March 31, 2006. In accordance with not-for-profit accounting
standards, applying the deferral method, this funding, in substance, represents capital
grants from the Province and should be reflected as deferred contributions.

All the RHAs have restated third party long term debt as deferred contributions in their
financial statements for the year ended March 31, 2006. However, a number of
components of the Winnipeg Regional Health Authority would not adopt this accounting
treatment. We believe that it is confusing for those organizations to report debt on their
financial statements, which has been recognized as borrowings of the Province in the
Special Purpose Financial Statements. We are encouraging those organizations to restate
such debt as deferred contributions in their financial statements in accordance with the
substance of the transactions.

Receivables from the Province of Manitoba
for Severance and Vacation Pay Liabilities

Over the past two years we have reported that the Province of Manitoba instructed
various crown organizations (organizations) several years ago to accrue their vacation
and severance pay liabilities in accordance with Canadian generally accepted accounting
principles (GAAP). At that time, the Province acknowledged that it would be an unfair
burden on the organizations to expect them to recognize these liabilities without
financial assistance from the Province. As a result, the Province recognized in the
Special Purpose (Operating Fund) Financial Statements, a liability to the organizations
for vacation and severance pay entitlements incurred up to the time of the directive.

Last year, the Province recognized in the Special Purpose (Operating Fund) Financial
Statements, the remaining liability of $234 million for employee future benefits
(severance and vacation benefits) owed to health care facilities (Regional Health
Authorities and their component health care facilities) and child and family services
agencies as at March 31, 2004. These liabilities represent an estimate (using an actuarial
valuation) of the benefits that will be paid at a future date by the respective
organizations. However, under GAAP, the cost of the benefits is recognized as an expense
in the fiscal year the entitlement to the benefits is earned.

Similarly, when these liabilities were recognized by the Province, the organizations also
set up offsetting receivables from the Province for these amounts. The liabilities to the
organizations of approximately $269 million for severance and vacation pay entitlements
set up by the Province are listed in Appendix H. The Province’s liabilities to the
organizations and the organizations’ receivables from the Province are eliminated when
their financial statements and the Operating Fund Financial Statements are consolidated
into the Summary Financial Statements.

Although the Province has recorded these liabilities, there are no specified terms of
repayment and these financial instruments are non-interest bearing. The new Financial
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Instruments section of the CICA Handbook, effective for the year ending March 31, 2008
(fiscal years beginning on or after October 1, 2006), requires that related party
receivables be accounted for, in terms of their subsequent measurement, at amortized
cost using the effective interest method. These accounting standards apply to not-for-
profit organizations as well as profit orientated organizations. This change in the
accounting standards is meant to better reflect the time value of money. As a result,
these receivables will be subject to significant write-downs in their valuation if the non-
specified terms of repayment and non-interest bearing status remain unchanged.

The write-downs will be accounted for as a current year's expense for the year ending
March 31, 2008 and will likely result in annual deficits and accumulated deficits in the
Regional Health Authorities” and other organizations’ financial statements.

In addition, without a plan from the Province to discharge these liabilities, the crown
organizations must also consider the cash flow issue regarding collection of these long-
term receivables. Many of the organizations are starting to pay out large severance
benefits as staff retire. The organizations have to provide the cash payments from within
the organization’s resources. We understand that the Province has no plans at present to
fund the payment of the balance of these amounts, unless the respective organizations
experience an overall cash shortfall. This shortfall would be likely to occur only if the
organization(s) ceased operations.

Recommendation 14

That the Government 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.

Receivables from the Province of Manitoba
for Pension Liabilities

Certain organizations within the Government Reporting Entity including the Manitoba
Liquor Control Commission (MLCC) have recognized loans or quasi-loans receivable from
the Province related to pension liabilities. In the 2004 fiscal year, we reported that the
Province recognized the loan payable to MLCC of $45 million to reflect the overstatement
of net profits earned up to the end of the 2003 fiscal year. Because MLCC pays all of its
net profits to the Operating Fund, the Province should have recognized a liability to
MLCC as at March 31, 2000 for the overstatement of net profits resulting from MLCC's
unrecorded pension liability. As a government business enterprise, MLCC is self-
sustaining and is responsible for all of its operating costs including its pension costs.
Similarly, between the 2001 and 2003 fiscal years MLCC had overstated its net profits by
recording a receivable from the Province equal to the increase in its pension liabilities;
this corresponding liability was also not recorded in the Operating Fund.

Since 2004, MLCC has ceased recording an increase in the loan receivable from the
Province to offset in the increase its pension liability, effectively restricting the increase

First recommended in the 2004
Report to the Legislative
Assembly.
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2006 Recommendation

in the receivable due from the Province. However, there have been no terms of
repayment established for the $45 million loan receivable and the loan is non-interest
bearing. As mentioned in the preceding section, under the new accounting standards for
financial instruments in effect for the 2007/08 fiscal year, the subsequent (the fiscal year
following its initial recognition and each fiscal year thereafter) measurement of the loan
receivable should be at amortized cost using the effective interest method. If there are
no terms of repayment and it is non-interest bearing, MLCC's loan receivable will be
subject to a significant write-down in the valuation of the loan which will be recorded as
a current year's expense.

Similarly, in a number of other crown organizations, such as Manitoba Agricultural
Services Corporation (the former Manitoba Agricultural Credit Corporation component)
and Legal Aid Manitoba, long-term provincial funding commitments of $6 million and
$10 million, respectively, regarding pension obligations have been recorded. The
receivables recorded by the respective crown organizations for pension entitlements of
approximately $46 million are listed in Appendix I. No liability has been recorded in
the Operating Fund for these obligations. In 2007/08, these quasi-loans receivable will
also be accounted for (valued) at amortized cost using the effective interest method and
any write-downs will be recorded as a current year's expense and will likely result in
annual deficits and accumulated deficits in a number of their financial statements.

Recommendation 15

That the Government develop a plan to discharge its loans from and
funding commitments to government organizations for pension
liabilities.
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Consolidating Public School Divisions

In June 2005, the Government announced its commitment to prepare summary budgets
(incorporating the entire Government Reporting Entity (GRE)) and financial reports in
accordance with public sector accounting standards (PSAB) by 2007/08. That
commitment includes the consolidation of public school division financial statements
into the Summary Financial Statements. (Public school divisions were added to the GRE
effective April 1, 2005.) The conversion to PSAB by the school divisions is currently
underway and is expected to be completed in time for the preparation of their financial
statements for the year ending June 30, 2007. The full implementation of PSAB by the
school divisions for the year ending June 30, 2007 will allow for a smoother transition
for their consolidation into the Government’s Summary Financial Statements for the year
ending March 31, 2008.

Under The Public Schools Act, school divisions in Manitoba are required to follow accepted
accounting policies for school divisions. Accepted accounting principles are outlined in
the Financial Reporting and Accounting in Manitoba Education Manual (FRAME) and were
developed by the Department of Education, Citizenship and Youth through the Schools
Finance Branch (SEB).

FRAME provides a standardized accounting and reporting system for school divisions in
Manitoba. FRAME is based on Generally Accepted Accounting Principles (GAAP) with two
major exceptions:

e there is no amortization recorded on capital assets; and
* many school generated funds are not being recorded in the financial
statements.

In June 2005, the PSAB Committee (Committee) was established. The Committee’s role is
to facilitate the transition of the school divisions from FRAME accounting to PSAB. The
composition of the Committee is comprised of six school division secretary-treasurers,
two school division external auditors, plus representatives from the SFB, the Provincial
Comptroller’s Office, the Manitoba Association of School Trustees and the Office of the
Auditor General (0AG).

ACCOUNTING ISSUES RELATED TO THE CONVERSION TO PSAB

1. Tangible Capital Assets

The first accounting issue undertaken by the school divisions was the identification,
costing, and valuation of their tangible capital assets. Tangible capital assets are non-
financial assets that are used by the school divisions to provide services to the public and
have an economic life beyond one fiscal year, and are not for sale in the ordinary course
of operations. Tangible capital assets at school divisions include land, buildings, buses,
other vehicles, equipment, furniture, computers and software.

Under FRAME, tangible capital assets are recorded in the capital fund. The FRAME Manual
establishes a threshold of $20,000 for the recognition of tangible capital assets.
Amounts below this threshold are recorded as an expense in the operating fund. The
Committee developed accounting policies on tangible capital assets for the school
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divisions. Asset classes, useful lives, amortization methods, and capitalization thresholds
were established.

Buildings, and related betterments, will be the most significant class of tangible capital
assets on the financial statements of most school divisions. The actual cost of the
building will be used in all cases where it is known or readily available. The replacement
cost of the buildings as at June 30, 2005 is used in cases where the actual cost cannot be
established. SFB has developed a methodology, using Southam and CanaData construction
cost indices, which regresses the replacement cost to the construction date of the school.
As of fall 2006, most of the school divisions should have completed the costing of their
buildings. All land will be valued by Land Management Services. The valuation of the
land should be completed by March 2007. The identification and costing for all other
asset classes should have been completed by October 2006.

2. School Generated Funds

The other major accounting issue addressed by the Committee was the accounting
treatment for school generated funds. School generated funds are moneys raised by the
schools through fund raising campaigns, user fees, parent action groups, cafeterias, and
the leasing of school property. The funds are normally administered by the principal of
the school, and may or may not be used for the purposes of the school. Not all revenues,
expenses and balances related to school generated funds are currently being recorded in
FRAME.

There was significant discussion in the Committee about the requirement and usefulness
of recording school funds. Many school division administrators have expressed the
opinion that school funds should not be included in the financial statements of school
divisions. School funds are not received from the Province; therefore school divisions are
not accountable to the Province for the funds. They also view the administrative cost
required to account for school funds as significant as it is time consuming and therefore
expensive.

Financial statement objectives in PSAB provide the basis for determining generally
accepted accounting standards. Generally accepted accounting standards enhance the
reliability and comparability of financial statements. The first objective of financial
statements for senior governments is to provide an accounting of all the financial
resources and activities it controls. School divisions can only achieve this objective by
reporting the full nature and extent of the financial resources they control, including
school funds.

The Committee developed an accounting policy on school generated funds that is in
accordance with PSAB. The school fund accounting policy is based on who has control of
the fund. If the school principal has control of the fund, and therefore the school
division, then the revenues and expenses related to the fund should be accounted for and
included in the school division’s financial statements. Control is defined by who decides
how, when and on what the funds are to be spent. A principal having custody over the
fund, or being the signing authority over the bank account, would not be considered to
control the fund, unless the principal has discretion on how the funds are to be spent.
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3. Transitional Accounting Policy for School Generated Funds

The Committee arrived at the conclusion that most school divisions would not be able to
account for all their school funds, in accordance with the policy, in time to complete
their June 30, 2007 and 2008 year ends. It is not uncommon for a single school to have
over a hundred school funds in its custody. The school divisions will not have sufficient
lead time to establish who has control for all of their funds.

In consultation with school division Secretary Treasurers, the Committee approved an
accounting policy to define control. Under this policy, Parent Council, Student Council
and Travel Club Funds are not considered controlled by school divisions. All other school
funds may be deemed “controlled” for accounting purposes, however, school divisions
may also perform their own assessment to determine control using the following
guidance provided by the Committee. Under the alternative accounting policy, school
divisions only need to establish control for a representative sample of their school funds.
Exceptionally large school funds will be excluded from the sample. These large funds,
above a predetermined threshold, will be separately evaluated in accordance with the
accounting policy on school funds. The percentage of funds that are determined to be
controlled by the school will be extrapolated over the entire population of school funds
for the division exclusive of the exceptionally large funds. The special provisions for
large funds reduce the risk that the sample will not be representative of the remaining
population of school funds.

4. Employee Future Benefits

The Committee has been reviewing the issue of the financial reporting of employee future
benefits (EFB) by school divisions. EFB are retirement benefits, compensated absences,
and post employment benefits, which an employee earns in the current period, but will
be paid out in future periods. Examples of EFB are pension benefits, disability income
plan benefits, severance, and vested sick leave.

The preliminary opinion of the Committee is that EFB are already being properly recorded
by the school divisions. Under The Teachers” Pensions Act, the Province is charged with
the responsibility of paying the employers’ share of pensions paid and certain other
payments. No decision has been made regarding financial statement disclosure of this
arrangement.

Other employees, such as administrative staff, maintenance workers, and bus drivers
participate in defined contribution retirement plans. Under a defined contribution plan,
the liability of the school division is limited to the required periodic payments specified
under the plan and, generally, is paid each fiscal year. The school division is not
required to make any future contributions for current services in respect of the plan.
Dental and health plans and disability income plans are covered by private insurers. The
school divisions are only responsible for the cost of the premiums. There are also school
divisions that have vested sick leave and severance packages for administrative staff,
maintenance workers, and bus drivers. The school divisions currently appear to be
properly accruing these benefits.

There is one school division with four separate defined benefit retirement plans. Senior
management at the school division is aware that an actuarial valuation of each plan is
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required. It is currently not known whether the accrual of a pension liability for any of
these plans will be required.

5. School Division Debentures

In the 2003/04 fiscal year, the Government recognized $456 million in capital grants to
school divisions which were financed through the issuance of school division debentures.
These debentures, although issued in the names of the respective school divisions, were
being repaid with funding from the Province. These debentures were purchased by the
Province and Manitoba Public Insurance Corporation as investments. Under public sector
accounting standards, this debt is, in substance, the debt of the Province and the impact
of these transactions, capital grants financed through borrowings or investments, was
reflected in the 2003/04 Special Purpose and Summary Financial Statements. Since
2003/04 any new school division debentures issued have been accounted for as capital
grants and borrowings in the public accounts.

However, the school divisions have also been reflecting these same debentures as debt on
their financial statements. We believe it is confusing to the public to report the same
debt on two sets of financial statements, the Summary and School Division Financial
Statements. This issue is presently under discussion and is expected to be resolved in the
2006/07 fiscal year.

AUDITING ISSUE

The Province of Manitoba has a March 31¢ fiscal year end while the school divisions have
a June 30" year end. The Committee decided to maintain the June 30™ fiscal year end
mainly because it coincides with the academic year. Changing to a March 31 year end
would also create resource difficulties for the school divisions and their external
auditors.

The Province’s Steering Committee on Summary Budgeting and Reporting Project adopted
guiding principles for the preparation of the annual financial statements. One principle
dealt with entities which have non March 31% year ends. Entities in the Government
Reporting Entity that do not have March 31 year ends will be required to provide audit
level assurance financial information for the year ending March 31%. The requirement to
provide financial information for the year ending March 31 is the responsibility of the
respective entity.

The consolidation of 38 school divisions, with June 30% year ends, represents a material
addition to the Summary Financial Statements of the Government of the Province of
Manitoba. As the auditors of the Government's Summary Financial Statements, we will
require assurance on the reliability of the financial information prepared by the school
divisions. Specified audit procedures were designed by the OAG in cooperation with the
Committee. The specified audit procedures will be performed by the school divisions’
external auditors. We expect to rely on the work of the external auditors for assurance
on the reliability of that financial information.

The external auditors will report to us on the results of applying the specified procedures
on the financial information for the year ending March 31, 2008 under CICA Handbook,
Section 9100. The report on applying specified audit procedures provides an alternative
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to the cost of preparing and auditing two sets of financial statements (based on

March 31% and June 30™ year ends). The specified procedures will be performed in
accordance with Generally Accepted Auditing Standards; however, they do not constitute
the level of work required to form an audit opinion and no opinion will issued. The
report will state the procedures performed and the results of those procedures.

The school division financial information that will be examined by the external auditors
will be the same financial information that will be required by the Comptroller’s Office.
The Comptroller’s Office will use the financial information to consolidate the financial
position and annual results of public school divisions into the Summary Financial
Statements. We will review the reports from the external auditors and we will also verify
the consolidation prepared by the Comptroller's Office.
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Review of the “Province of Manitoba
Annual Report for the Year Ended March 31,
2006” in Relation to Recommended
Practices in Performance Reporting

INTRODUCTION

In our report to the Legislature last year on the Audit of the Public Accounts for the year
ended March 31, 2005, we continued to recommend the following:

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

We reviewed the 2006 Annual Report to determine how much progress has been made in
implementing this recommendation. Our work was conducted pursuant to 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 Accountants (CICA) to undertake the review of the Province of Manitoba Annual
Report for the Year Ended March 31, 2006. The guidance from CICA is explained below
followed by our conclusions and further recommendations.

GUIDANCE FROM THE CANADIAN INSTITUTE OF CHARTERED
ACCOUNTANTS

Financial Statement Discussion and Analysis

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 Financial Statement
Discussion and Analysis (FSD&A). Although not part of the financial statements, FSD&A is
information that would accompany the financial statements. A financial statement does
not explain why something did or did not happen, or what may happen in the future as a
result of long-term trends. Thus, the FSD&A provides narrative information 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.

First recommended in the 2004
Report to the Legislative
Assembly.
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Ultimately, the aims of FSD&A information are to:

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

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

Figure 17 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.

PUBLIC PERFORMANCE REPORTING

To address the non-financial performance information of a public performance report, as
well as the linkage of financial and non-financial performance information, PSAB recently
developed a second Statement of Recommended Practice on Public Performance Reporting
(PPR). The PPR highlights that the purpose of public performance reporting is to explain
in a clear and concise manner the extent to which intended goals and objectives were
achieved and at what cost. To be effective, performance reporting has to be part of a
planning, implementation and monitoring of results framework (Figure 17).

FIGURE 17

Continuous Management Cycle

Strategic planning:
- set strategic priorities based on mandate
- develop strategies to achieve goals

- discuss risk analysis and management

- capacity considerations

Program delivery

Annual planning:
- set measurable objectives, commitments
and targets for the planning period

- plan implementation of strategies
- identify inputs, activities and outputs
- allocate resources

Performance reporting:
- report results against plans
- state why information is credible and balanced
- demonstrate how results have been achieved
- describe lessons learned from results

Learning and adjusting

Measuring, monitoring, and assessing
results:

- monitor, measure and evaluate results

- compare actual results to planned results
and assess progress

Source: Excerpt from the CICA Public Performance Reporting (PPR) Statement of Recommended Practice
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The Statement of Recommended Practice notes that:

Previously, entities focused their attention mainly on inputs and
activities. The primary concern was what resources were being used and
how they were being used. These matters continue to be important,
however, there is now an increased focus on what is actually being
achieved with the resources consumed, in relation to what was planned.
(CICA Standards and Guidance Collection, Virtual Library, September
2006)

PSAB based its PPR Statement of Recommended Practice on earlier work undertaken by
CCAF, a national, non-profit research and education foundation that researches public
sector accountability, management and audit issues. In 2001, CCAF released a set of
Performance Reporting Principles. It developed its Performance Reporting Principles
through extensive consultation with legislators, managers and auditors.

Figure 19 presents the key elements from PSAB’s PPR Statement of Recommended
Practice and findings from our review of the Annual Report in relation to the Statement
of Recommended Practice.

CONCLUSION

The 2006 Annual Report continues to demonstrate the same limitations as the previous
year's report (Figure 18 and Figure 19). More work is needed in order for the text
accompanying the financial statements to more fully elucidate those statements. As with
the previous Annual Report, the 2006 Annual Report is still not outcome oriented and
significant work is needed to bring the performance information presented in line with
PSAB recommendations on reporting. Therefore, we reiterate the recommendation we
initially made in 2004:

Recommendation 16

That the Province of Manitoba continue to reshape its Annual Report
into a document that more closely reflects PSAB’s Statement of
Recommended Practice on Financial Statement Discussion and Analysis
and PSAB’s Statement of Recommended Practice on Public
Performance Reporting.

First recommended in the 2004
Report to the Legislative
Assembly.
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FINDINGS

FIGURE 18

Comparison of Annual Report to PSAB’s FSD&A

FSD&A Recommended
Practice

Reference to Financial Statements

® Reference to the related financial statements
should be clearly made in the Financial Statement
Discussion and Analysis (FSD&A).

Province of Manitoba Annual Report - March 31, 2006

o Reference to the financial statements is made in the introduction to the section
on Financial Indicators Summary Financial Statement (p.25) and the introduction
to the Operating Fund Discussion and Analysis (p.34). However, the text on
pages 7 to 42 does not link the points that are made to specific financial
statements/schedules.

Government Responsibility

® Include an acknowledgement of the government’s
responsibility for preparation of the financial
statements.

e A statement of government’s responsibility is included.

Qualitative Characteristics

Understandability

o Avoid excessive detail, vague or overly technical
descriptions and complex presentation formats.

@ Use plain language.

Relevance

o Address significant matters that will likely affect
judgments and decisions of users.

Reliability

e Narrative explanations are consistent with
information in the financial statements.

e Information is verifiable by an independent
observer.

e Neutral and fair representation, free of bias.

Comparability

o Formulae for calculating ratios are clearly defined
and consistently applied.

o Disclosure of the effects of changes in calculating
figures.

Qualitative Characteristics Trade-Offs

e Achieve an appropriate balance between the
qualitative characteristics of understandability,
relevance and comparability in order to meet
the objective of providing the information.

@ Some of the information presented in the Annual Report assumes users have
expert knowledge in accounting and economics (e.g. reference to GDP, real GDP,
goLm')nal GDP, derivatives, hedges, swaps, sinking fund, net direct and guaranteed

ebt).

e Compared to the 2005 Annual Report, the tendency to repeat information from
one section to the next has been noticeably reduced although not entirely
eliminated. There are still instances where the same topic is covered under more
than one section, e.g., pages 25 and 38 provide a table on unhedged foreign
debt; pages 26 and 39 provide a table on net debt per capita; pages 26 and 39
contain a table on net debt as a percentage of GDP; and major expense categories
are presented on pages 27 and 40. This repeated information is also confusing
to the reader because it is presented in one section as restated and in another
as not restated without adequate explanations.

® The inclusion on page 8 of a summary financial position that is different than
the one on page 55 can be confusing to a reader. Among the differences between
these two summaries is that the one on page 8 indicates that the 2005 figures
are restated while the one on page 55 does not indicate that the 2005 figures
are restated. As well, the items captured in each table are different.

e The Balanced Budget, Debt Repayment and Taxpayer Accountability Act is referred
to on page 13, however, the reader is not given an explanation of the legislation
and how it impacts the financial statements.

e The Annual Report identifies potential vulnerabilities that could impact future
expenditures and revenues. However, there is a lack of emphasis on the summary
financial statements.

o It is not clear to the reader how the "Economic Report" relates to the financial
statements and why this information is relevant to understanding the financial
statements.

e There is no discussion and analysis of the Summary Financial Statements.
A lot of the discussion and analysis of the Operating Fund is still at a very detailed
level and cannot be readily verified to the Special Purpose Financial Statements.

e Page 9 indicates that changes in accounting policies are explained on page 65,
note 4.

® The Financial Indicators Summary Financial Statements are presented as "restated"
and under the section on Financial Indicators Operating Fund they are presented
as "not restated". The reader is not given a definition in either section of those
two ways of calculating the information and why they need to be presented in
two ways.

o The Annual Report needs to become more understandable and to clarify for the
reader why the information selected for discussion and analysis is relevant.
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FIGURE 18 (CONTD.)

Comparison of Annual Report to PSAB’s FSD&A

FSD&A Recommended
Practice

Presentation

Highlights

® Provides a concise summary of the significant
events affecting the financial statement.

Province of Manitoba Annual Report - March 31, 2006

o While the Annual Report highlights the fiscal position of the Province, it does
not provide a concise summary of the significant events affecting the financial
statements. Although there are a few instances where explanations are given for
results achieved (e.g., p. 22 in relation to farm cash receipts and p. 23 on hydro
saf.s) ggnerally, the reader is not provided with explanations regarding results
achieved.

Analysis

® Present information on known significant risks
and uncertainties inherent in the government’s
financial position and changes in financial
position.

e Qutline the strategies, policies and techniques
adopted to manage those risks and uncertainties.

o Identify and explain significant variances
between current year actual results and prior
year actual results.

o Identify and explain changes that have occurred
but are not readily apparent from the
quantitative analysis.

® Analysis of significant trends related to financial
assets, liabilities, net debt, tangible capital
assets, net assets, revenue, expenses/
expenditures, net revenue (expenses/
expenditures), and cash flow.

® Three vulnerabilities are explained: foreign debt, federal fiscal arrangements, and
volatility in revenue and expenses in the Government Reporting Entity.

® Very brief reference is made in the Annual Report regarding how vulnerabilities
are being managed.

e Variance explanations between actual and budgeted expenses and revenues are
provided on pages 34 to 36.

e The Summary Financial Statements have been retroactively restated to reflect
effects of the changes in accounting policies and the impact on net debt as well
as the change in net debt.

o The Special Purpose Financial Statements have not been retroactively restated
(the impact of the change in an accounting policy and the correction of an error
is only reflected as adjustments to the accumulated deficit).

o The Annual report only presents trends data in relation to debt, revenues and
expenses.
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FIGURE 19

Comparison of Annual Report to PSAB’s PPR

PPR Recommended
Practice

Credible Information

® Performance information should be reliable and
valid.

o Performance information should be relevant.

o Performance information should be fair and free
of bias.

® Performance information should be comparable
and should be based on consistent reporting
practices.

® Performance information should be
understandable by users.

o Performance information should balance trade-
offs between the various characteristics of
credibility.

Province of Manitoba Annual Report - March 31, 2006

e Our review did not extend to the reliability of all data presented. We verified
that the performance information obtained from the audited financial statements
was reliable and valid.

e The significance of what was reported in the Annual Report is not made clear to
the reader. For instance, why were achievements in meeting tax reductions chosen
as relevant compared to various other key priorities/commitments? Likewise,
how does the information in the Economic Report relate to Government's revenues,
spending, objectives and priorities/commitments? The reader is left wondering
what Government's role/contribution is in relation to various economic achievements
presented in the Economic Report.

e The current focus of the Annual Report is on reporting financial information. It
does not provide the reader with a picture on Government's non-financial
performance. Therefore, at this time, no determination as to fairness is provided.

e The Annual Report indicates that financial indicators data has been restated.
Fuller explanations about the restatements and how to interpret restated data
would be helpful to the reader.

e The Annual Report uses a great deal of technical jargon. The connection/link
between the financial statements and the narrative text at the front of the report
is not as clear as it could be.

e The Annual Report needs to become more understandable and to clarify for the
reader why the information selected for discussion and analysis is relevant.

Focus on the Few Critical Aspects of

Performance

® Focus selectively and meaningfully on a small
number of goals, objectives and key strategies.

e The Annual Report does not identify the focus for reporting and does not identify
performance targets.

Reporting and Explaining Results

® Describe the strategic direction in terms of high-
level priorities and long-term goals.

e State planned results in terms of expected
outputs and outcomes.

® Compare actual to planned results
(targets/projections) including significant
variances.

® Provide comparative information that provides
trends information for a period of more than
two years to enable a reader to assess the trend.

e Where available and appropriate, provide
comparisons on actual results in relation to
results of other similar organizations.

e Not included in the Annual Report.

e Comparative data over a five year period is provided for economic and financial
indicators. However, it would be more meaningful for the reader to present
comparative data within the context of specific goals and planned results. The
Annlual Report does not communicate Government’s performance targets for its
goals.

e Not included in the Annual Report.

Reporting on Key Factors Influencing Results

o Identify significant risks, capacity considerations
and other factors that impact on performance
and results. Explain the nature of their impact
and plans to manage them.

® Three vulnerabilities are identified on pages 12 and 13. Explanation of these
risks, their impact and mitigation strategies need to be made clearer.
Discussion of capacity risks and other factors that could influence results such
as economic, social or demographic conditions and conduct of business are not
included in the Annual Report.
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FIGURE 19 (CONTD.)

Comparison of Annual Report to PSAB’s PPR

PPR Recommended q .
Practice Province of Manitoba Annual Report - March 31, 2006

Linking Financial and Non-Financial

Information

o The relationship between resources and results [ ® Not included in the Annual Report.
is explained - i.e., how decisions about goals
influenced strategies and funding levels, or how
resource availability influenced the selection
or achievement of goals.

@ Aligning resources used/costs of programs and [ e Not included in the Annual Report.
services to outputs and outcomes achieved.

Disclosing the Basis for Reporting

e A statement acknowledging the entity's e A statement of Government's responsibility is included in relation to the Special
responsibility for the report's preparation. Purpose Operating Fund and Special Funds financial statements. However, the
Annual Report also needs to include a statement of responsibility regarding the

narrative text reporting on performance.

e Explaining the basis on which those responsible | @ Only included in relation to the financial statements.
for the preparation of the report have confidence
in the reliability of the information in the report.

o The rationale for selecting the few critical aspects [ ® Not included in the Annual Report.
of performance on which to focus.

® Any changes made to performance measures |® Only included in relation to accounting policy changes.
during the period, with restatement of prior
period measures when appropriate.

Performance Measures Reported in
2005/06 Departmental Annual Reports

INTRODUCTION

Our Office has been a long standing supporter of effective performance measurement and
reporting by departments. Properly implemented, performance measurement and
reporting can meaningfully contribute to:

e priority setting by government;

e strategic management by departments;

e resource allocation;

e internal and external communication of government goals, objectives,
strategies and performance; and

e accountability.

In his message in The Province of Manitoba Annual Report for the Year Ended March 31,
2006 the Minister of Finance states that:

...the 2005/06 annual report of every department will include measures
to help increase transparency and accountability. Providing performance
measurements will assist the reader in understanding how departments
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define success, and provide an overview of the challenges faced by
departments in pursuing that success. (pages 7 - 8)

OBSERVATIONS

We support departmental efforts in taking a systematic approach to developing and
reporting on their performance measures. From a review of the on-line 2005/06 annual
reports, we observed that departments are using a common format for reporting on
performance measures. The template contains an explanation of what is being measured
and the relevance of each measure as well as reporting on the most recent data available,
the trend over time and any additional comments that help to explain the results. These
features of reporting are all positive steps towards building a performance measurement
and reporting framework within each department.

Each 2005/06 departmental annual report contains a statement which explains that the
intent of reporting on performance measures is to “provide Manitobans with meaningful
and useful information about government’s activities, complementary to financial results”.
Departments are on the right track as to the purpose of performance measurement and
reporting. This perspective is consistent with that of the Canadian Institute of Chartered
Accountants (CICA) which has issued a Statement of Recommended Practice pertaining to
Public Performance Reports (for details see previous section titled Review of the Province
of Manitoba Annual Report for the Year Ended March 31, 2006 in Relation to Recommended
Practices in Performance Reporting).

To build on their efforts and to ensure effective achievement of the intent of performance
measurement and reporting, future steps that need to be taken by departments in
reporting on performance include the following:

e presenting each measure within the context of a specific goal/
objective;

e linking departmental goals/objectives to government-wide priorities;

e explaining significant risks, capacity considerations and other factors
that impact performance;

e explaining how challenges and vulnerabilities are being managed/
mitigated;

e identifying performance target;

e connecting performance reporting to the rest of the annual report so
the reader can understand the link between programs/activities,
outputs, costs, and outcomes;

e facilitating the reader’s ability to connect expenditures with particular
goals/objectives;

e identifying data sources in relation to each piece of reported data; and

e explaining the basis on which those preparing the report have
confidence in the reliability of the information in the report.

We will continue to support departmental efforts in performance measurement and
reporting by providing our observations on the level of progress being made in future
years.
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CONCLUSION

Departmental efforts represent a starting point in the process of building a meaningful
and useful performance measurement and reporting framework. Additional steps are
needed to fully develop effective departmental performance measurement and reporting.

Recommendation 17

That the Province of Manitoba further assist departments to improve 2006 Recommendation
performance measurement and reporting through guidance based on

the CICA Statement of Recommended Practice on Public Performance

Reporting.
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Role of the Public Accounts Committee of
Manitoba

When it operates optimally, a Public Accounts Committee is a key oversight and
accountability instrument. This Standing Committee can be an important tool for
keeping the Legislative Assembly informed about the financial condition of the Province
and for holding the Government answerable for the efficiency and effectiveness of its
administration. On several occasions, as long ago as 1986, the Office of the Auditor
General has pointed out that there are opportunities to improve the effectiveness of
Manitoba’s Standing Committee on Public Accounts.

At its July 11, 2000 meeting, the Public Accounts Committee (PAC) agreed to review how
it operates and to develop proposed changes for endorsement by the Legislative
Assembly. The Chairperson and Vice-Chairperson of the PAC consulted with the Office of
the Auditor General and developed a set of proposed guidelines for reform. On August 8,
2002, the Legislative Assembly changed certain procedures for Manitoba’s PAC. Further
updates were made to the rules in 2005. The accompanying table, Figure 20, summarizes
these changes and compares them to the reforms recommended by the Auditor General
and contrasts them with the way in which the PAC had functioned up to then.

The adoption of new guidelines represented meaningful reform in the mandate, scope and
general procedures that the PAC was to follow. Since the reforms of 2002, there has been
an average of four meetings each year which is a significant increase from previous years.
The reforms also made some movement towards making the PAC operate in a less partisan
fashion. However, we continue to believe that further reforms are warranted.

In addition to the previous recommendations of the Auditor General, the PAC can look to
guidelines issued by the Canadian Council of Public Accounts Committees. Also, in 2006
the CCAF-FCVI issued the publication, Parliamentary Oversight-Committees and
Relationships — A Guide to Strengthening Public Accounts Committees. This material
provides suggestions for strengthening the powers and practices of Public Accounts
Committees.

The guidelines adopted by the Legislature in 2002 give the PAC the authority to review
and make recommendations to the Legislative Assembly on the functioning of the
Committee and its rules. We encourage the PAC to continue the trend of more frequent
meetings and review the progress to date with the intention of further strengthening the
Committee.
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Practices of the Public Accounts
Committee (PAC) of Manitoba

Prior to Adopted Reforms

ROLE OF THE PUBLIC ACCOUNTS COMMITTEE OF MANITOBA

Reforms Recommended by the
Auditor General of Manitoba

FIGURE 20

Changes to Procedures of
Manitoba’s Public Accounts
Committee (PAC) Adopted by the
Legislature

Membership on PAC
® Cabinet Ministers are members of PAC.

® The Minister of Finance is always a
member.

Exclusion of Cabinet Ministers from membership
on the PAC.

o\With the exception of the Minister of
Finance, Cabinet Ministers to be
ineligible as members of PAC.

Governing Meetings
® Meetings of the PAC convened at the
call of the House Leader.

® House Leader determines which of the
Auditor General’s reports are referred
to the PAC for consideration.

A steering Committee of PAC to determine meeting
agendas, and the number and frequency of PAC
meetings (Steering Committee to consist of the
chair and vice-chair of PAC and such other persons
elected by PAC from among its members).

e After consulting with the PAC Chairperson
and Vice-Chairperson, the Government
House Leader shall call from six to eight
meetings of the PAC per year.

®All reports of the Auditor General stand
automatically referred to the PAC (The
Auditor General Act, proclaimed May 1,
2002).

Mandate of PAC
® A written mandate was not in place.

Adoption of a written mandate for the PAC which

includes:

@ holding Government accountable for the
administration of public assets and spending
of public funds;

e reviewing legislative amendments that impact
on the responsibilities of the Auditor General;

e focusing on the effective and efficient
administration of Government policies and
programs.

®A written mandate for the PAC was
adopted and is consistent with the
recommendations of the Auditor General.

oThe PAC is also given the authority to
review and make recommendations to
the Legislature on the functioning of
the PAC and its rules.

Committee Rules

® Partially existed in the form of common
procedures that apply to all standing
committees of the Legislature
(e.g., rules regarding quorum,
replacement of members, in-camera
meetings.

Adoption of a written set of operating principles
that are consistent with the Guidelines issued by
the Canadian Council of Public Accounts
Committees.

e\Written rules have been adopted that
pertain specifically to the procedures
that PAC shall follow in conducting its
meetings and are generally consistent
with the Guidelines of the Canadian
Council of Public Accounts Committees.

Scope of PAC Mandate

® No explicit statement in place
regarding the scope of the PAC.

The PAC should have the right to examine all
past, current and committed expenditures of
government and recipients of public money.

oThe scope of the PAC is consistent with
the recommendations of the Auditor
General.

Questioning Witnesses
® Not an established practice.

The PAC should have and use the power to call
and question witnesses, review information from
them and examine papers and records.

eIncorporated into the PAC guidelines for
Manitoba.

Auditor General’s Role

® Attended PAC meetings, answered
questions and provided observations to
the Committee as necessary.

The PAC should have the right to request the
Auditor General to conduct specific reviews.

eIncorporated into the PAC guidelines for
Manitoba.

Recommendations by PAC
® Not an established practice.

The PAC should have the right to make

recommendations to the Legislative Assembly and
to put in place a systematic process for following-
up on the implementation of its recommendations.

eIncorporated into the PAC guidelines for
Manitoba.
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COMPLIANCE WITH AUTHORITY AND AGREEMENTS ISSUES

Audit Opinion on Compliance with
Legislative Authorities

Compliance with legislative authorities is essential for governments and government
entities. We believe there is an increasing need for positive assurance of compliance to
be provided by the government and its entities.

Accordingly, we have drafted guidelines for auditing compliance with authorities. The
guidelines detail management’s and auditor’s responsibilities in providing assurance on
compliance with authority for the government entity. Management is responsible for
ensuring the entity complies with legislative authorities. The guideline requires
management to prepare a certification addressed to the Board of Directors confirming the
entity’s compliance with specific legislative authorities identified that relate to financial
reporting, safeguarding public resources, revenue raising, spending, borrowing, and
investing.

The responsibility of the auditor is to form an opinion on the government entity’s
compliance with its legislative authorities as identified in management’s certification.

We have piloted the guideline on:

e two government entities we audit directly;
® one entity where we use an agent in the audit; and
e one entity audited by an auditor external to our Office.

The results of the pilots were very favourable. The senior management and the Boards
were very receptive to the process and found that it was a useful exercise.

Based on the results of the pilots, we will conduct further discussions with the
Department of Finance, external auditors, and entity senior management with the intent
to finalize the guidelines during 2007. We will work with these stakeholders to initiate
audits of compliance with authorities for the Province and public sector entities for fiscal
year ends ending on or after December 31, 2007. The compliance opinion would be
separate from the audit opinion on the financial statements but will have the same
deadline requirements as the financial statement audit opinion.
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MUNICIPAL FINANCIAL REPORTING

Municipal Financial Reporting

THE PROVINCE'S COMMITMENT TO IMPLEMENT GAAP AS THE
BASIS OF FINANCIAL REPORTING

In September 2002, the 0AG issued a report titled, Review of Municipal Financial
Accounting and Reporting Standards in Manitoba. In that report the 0AG recommended:

“That the Department of Intergovernmental Affairs consider what role it
can undertake in encouraging financial statements of municipalities to be
prepared in accordance with the PSAB recommendation of the Canadian
Institute of Chartered Accountants, which in turn would have
municipalities preparing annual audited financial statements in
compliance with Section 183(1) of The Municipal Act.”

The Department examined the issue of PSAB compliant reporting for municipalities. In
2003 the Department consulted with local government stakeholder groups to discuss a
process for the implementation of PSAB recommendations and the preparation of PSAB
compliant municipal financial statements. It was clear at that time that stakeholder
groups felt that several things were important for the successful implementation of PSAB
reporting guidelines: flexibility with respect to a timetable for compliance, sample
formats as a guideline for compliance, and training materials and sessions.

In 2004, the Department drafted a “PSAB Recommendation Impact Study” to assist in the
preparation of a sample format for municipal financial statements which would be PSAB
compliant. The Department then examined PSAB materials prepared by the Provinces of
Saskatchewan and Nova Scotia with a view to adopting their processes, however, the
development of PSAB compliant forms was not completed due to staffing constraints at
the Department.

The Province of Manitoba and the Association of Manitoba Municipalities are now
undertaking a joint project to assist Manitoba municipalities outside of the City of
Winnipeg in their move to adopt public sector accounting standards (GAAP) as the basis
of financial reporting by the 2008 municipal fiscal year. A Request for Proposal will be
issued to retain a consultant by who will develop a detailed implementation plan and
timeline, recognizing the inherent complexities facing municipalities as they move to
GAAP financial reporting. The Province intends to appoint a project manager to support
plan delivery. As well, an advisory committee of representatives from the respective
stakeholder groups will be struck to provide guidance on project implementation issues
and working groups will also be established as needed to address specific issues.

The Public Sector Accounting Board (PSAB) of the Canadian Institute of Chartered
Accountants sets the accounting standards for all levels of government. PSAB recently
issued an exposure draft on a new reporting model applicable to all levels of government
including local (municipal) governments. The revised standards would mean that the
reporting model used by local governments would be the same as that currently used by
senior governments. If adopted, the new reporting model would apply to fiscal years
beginning on or after January 1, 2009.

Similarly, PSAB has already revised the accounting standards for tangible capital assets of
local governments to require full recognition and amortization of tangible capital assets;
these standards will be effective for fiscal years beginning on or after January 1, 2009.
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AUDIT OF INFORMATION AND COMMUNICATIONS TECHNOLOGIES

INFRASTRUCTURE SUPPORTING THE PUBLIC ACCOUNTS

Public Accounts - Assessment of General
Computer Controls Over the Technological
Infrastructure

As part of the audit of the Public Accounts for the year ending March 31, 2006, the 0AG
assessed general computer controls over the technological infrastructure supporting
automated information systems significant to financial reporting for the Province. We
contracted with a professional services firm for assistance with portions of the
assessment.

We identified various internal control risks and recommendations for improvement that
are technical and sensitive in nature. Consequently, they are included in a separate
detailed audit report to be issued to the Comptroller’s Office. The matters are
summarized in Figure 21.

FIGURE 21
Technological Infrastructure Components Recommendations for
Improvement

SAP System-Level Controls 12
Computer Operating System Software Underlying SAP 8
Database Management System Software used by SAP 6
Computer Operating System Software Underlying Selected Taxation Information Systems (GenTax 5
Systems)

Database Management System Software used by Selected Taxation Information Systems (GenTax 1
Systems)

Other Controls 5
Total 37

1. SAP System-Level Controls

The twelve recommendations involve access rights for users, administration of granting
user rights, and configuration of the SAP software. Some of the areas of concern leading
to the need for recommendations were:

e Segregation of duties;

e (Control over powerful user profiles and built-in user accounts;
e (Control over sensitive transactions;

e Logging of security-related events; and

e Removal of unnecessary programs from the system.

2. Computer Operating System Software Underlying SAP

The eight recommendations involve security-related features or settings in the computer
operating system software. Four are considered high risk and could lead to a
compromise of the operating system or unauthorized disclosure of confidential data. The
other four findings are considered medium risk and have to be used with other
techniques order to compromise the operating system.
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INFRASTRUCTURE SUPPORTING THE PUBLIC ACCOUNTS

3. Database Management System Software Used By SAP

The six recommendations involve security-related features or settings in the database
system management software. All six are regarded as medium risk.

4. Computer Operating System Software Underlying GenTax

The five recommendations involve security-related features or settings in the computer
operating system. Four findings are regarded as medium risk and the remaining finding is
rated as low risk.

5. Database Management System Software Used By GenTax

The one recommendation involved unnecessary use of a powerful user account and is
regarded as medium risk.

6. Other Controls

There are five recommendations for improvement that involve:

e Collaboration between the Comptroller’s Office and ICT Services
Manitoba in ensuring effective computer-related controls over financial
reporting;

e Internal Audit and Consulting Services assessing controls over financial
reporting, including computer-related controls;

e Development of both disaster recovery plans for continuing computer
processing and business continuity plans for continuing critical
business functions in response to adverse events;

e Reviews of controls at providers of computer services; and

e Delays in removing access to the government computer network for
former government personnel.

During 2006/07, we will follow up and report on the implementation status of the 37
recommendations.
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EXTERNAL ASSESSMENT OF INTERNAL AUDIT AND CONSULTING SERVICES

Executive Summary

OBJECTIVE

The overall purpose of the assessment was to compare Manitoba's Internal Audit and
Consulting Services (IACS) with the Institute of Internal Audit (IIA) Standards and
applicable Canadian Institute of Chartered Accountants (CICA) Standards to assist IACS in
modernizing their practices. As such, our aim was to provide timely analysis and
recommendations as inputs to IACS in their process of refocusing their strategic direction
and operations.

ITA requires internal audit groups to undertake an external assessment no later than
January 1, 2007. Essentially the purpose of an external assessment is to ensure that IACS
is carrying out its work in conformance with IIA Standards. The conclusions and
recommendations contained in this report should therefore assist IACS in aligning its
operation with ITA Standards.

CRITERIA, SCOPE AND APPROACH

The criteria for the assessment are presented in Figure 23 with our main conclusions.

The assessment was based on the operation of IACS in fiscal year 2004/05. However, in
some cases, data for years prior to 2004/05 were included in order to add context and
demonstrate trends. As well, where appropriate, 2005/06 data was included.

The work did not examine, nor conclude on the effectiveness of IACS. Likewise, our
external assessment did not include an examination of working paper files. Therefore, to
complete the external assessment, IACS should engage the services of an external assessor
to determine whether working paper files are consistent with ITA Standards.

Information on the operation of IACS was obtained from interviews with the Director of
IACS and a review of documents provided including audit reports. As a component of
this assessment, we analyzed a sample of 17 audit reports prepared by IACS in 2004/05
(35% of audit reports completed that year that were in excess of 100 hours).

We provided IACS with a more detailed report on our work in order to facilitate the
implementation of the recommended improvements. The sections that follow are a
synopsis of our work.

ORGANIZATION AND MANDATE OF IACS

IACS is a branch within the Department of Finance. The Director of IACS reports to the
Comptroller of the Province of Manitoba. The objectives of IACS are to:

e “serve management throughout government by providing value for money
reviews and other internal audit services; and

® encourage the continual improvement of management practices and
accountability”.*

1 Manitoba Finance Supplementary Information for Legislative Review 2004-2005 Departmental Expenditure Estimates, pg.60.
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All government departments can access the services of IACS.

The total approved budget appropriation for IACS salaries and operating expenditures was
$1,941,200.00 in fiscal year 2004/05. This appropriation is made through the
Comptroller’s Division.

SIGNIFICANT RECENT CHANGES

In 2005, a new Comptroller for the Province of Manitoba was appointed. Subsequently,
in 2006, a new Director was appointed to IACS. Given these senior management changes,
IACS considers itself to be in a transition period. It also recognizes the need to
strengthen and modernize its operation. To that end, at the time of writing, IACS was in
the process of developing a new strategic direction and plan of implementation.

ROLE OF INTERNAL AUDIT VERSUS LEGISLATIVE AUDIT

The internal audit function is distinctly different from that of legislative auditors (the
external auditor for the province). The main differences in the work of each type of
auditor are presented in Figure 22.

FIGURE 22

Comparison Between Internal Audit and Legislative Audit

Internal Audit Function Within

Legislative Audit
Government

Primary Purpose e Serving Legislative Assemblies/citizens.

Accountability and

e Serving management.

e Internal to government: o egislative Assemblies.

Reporting - Management; ;
- Internal audit committees. * Public.
Jurisdiction e Government departments. e The Government Reporting Entity (i.e., government

departments, agencies, crown corporations,
commissions).

e Recipients of public money.

Selection of Audits

e By internal audit subject to approval of an
internal audit committee or equivalent.

e By the Auditor General (except for audits assigned by
statute to be undertaken by the Auditor General).

Scope of Work

e Assurance (not including financial statement
audits).
e Consultancy/advisory.

e Assurance including audit opinion on the public accounts
(financial statements of the Government Reporting
Entity).

MODERN INTERNAL AUDITING

Modern, leading edge internal audit services are characterized by “a shift toward more
proactive auditing rather than after-the-fact detective auditing. The intention is to identify
risks, trends or breakdowns before problems occur”.? Key strategies for internal audit
services to be leading edge are as follows:

e Establish an internal audit committee with some members who are

external to the organization;

2 Jeffrey Ridley and Andrew Chambers. Leading Edge Internal Auditing. ICSA Publishing, 1998, pg.15.
3 Jeffrey Ridley and Andrew Chambers. Leading Edge Internal Auditing. ICSA Publishing, 1998, pgs. xxxiii, and 10 to 17.
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e Adopt and comply with professional standards;

e Recruit and retain capable staff;

e Establish and communicate a clear vision and strategy;
e Demonstrate the value of internal audit;

e Understand client/stakeholder needs;

e Focus on risk;

e  Monitor internal controls;

¢ Educate management on risks and controls;

e TImprove audit processes;

e Improve the communication of results; and

e Continuously strive to improve quality in internal audit services.

Key steps to achieve these strategies include:
e Assessing the merits of greater use of technology in carrying out
audits;

e Audit involvement at the design and implementation stages of systems
and programs; and

e Attention to trend analysis and risk analysis in planning, carrying out
audits and reporting them.

CONCLUSIONS

IACS needs to take a number of critical steps in order to meet IIA Standards and thus
modernize its practices. More specifically, we reached the following conclusions in
relation to the assessment criteria:
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FIGURE 23

Conclusions

Independence and
Objectivity

Maintain an appropriate
level of independence and
objectivity.

(Section 4.1 of Report)

© TACS had policies to assist it to maintain its objectivity. These policies, which are contained in the
Internal Audit and Consulting Services Manual (The Manual) include the requirement that:
- for a period of two years, an auditor shall not be assigned to undertake audit work in relation to
programs they were previously involved in delivering; and
- an auditor should not assume direct authority or responsibility over any area of work that they
may be expected to audit.

o There is no policy that an auditor who provides consultancy work in a given area should not be the
same auditor who at a future date accepts an assurance engagement regarding the same subject.

o As well, the perception of a more appropriate level of independence and objectivity would be achieved,
if an internal audit committee was established that IACS reported to, instead of the current arrangement
of reporting to the Provincial Comptroller.

Roles and Responsibilities
Have clear roles and
responsibilities.

(Section 4.2 of Report)

e While some direction regarding the roles and responsibilities of IACS were contained in The Manual
and the Government's Financial Administration Manual, there was an absence of an audit charter.
An audit charter is intended to provide a comprehensive statement of an internal audit group's
purpose, authority, responsibilities, and reporting relationships.

© TACS had position descriptions for all auditor positions, including the director's. These position
descriptions identified the duties of each position. However, they did not clearly identify the level
of competency expected from each position classification.

Professional Standards in
Planning and Executing
Work

Provide audit staff with
guidance that is consistent
with professional standards
in planning and executing
work.

(Section 4.3 of Report)

© The Manual contained guidance for auditors in conducting their work. IACS also relied on the Conflict
of Interest Policy that applied to all departments. However, in many instances these sources were
only partially consistent with current IIA Professional Standards. This is because the Manual was
last updated in 1998. Since then, there have been changes to professional standards.

o The activities of IACS were not guided by a long-term strategic plan, mid-term plan and annual
operational plan. The ability to achieve an organization's objectives will be seriously limited and
organizational sethacks may occur in the absence of effective planning. Without a clear distinction
between strategic planning and more detailed mid-term and operational planning, strategic thinking
in an organization may not receive the appropriate emphasis it requires.

Resourcing

Have sufficient and
appropriate resources to
carry out its work.
(Section 4.4 of Report)

© TACS had a process for matching an auditor's skills to audit assignments. However, slightly more
than half of the auditors in IACS were eligible to retire in five years. Without succession planning,
IACS ran the risk of weaker future services with the loss of expertise and knowledge as staff retire.

e In 2004/05, IACS had to forgo three vacancies of auditor positions. As well, one auditor position
was seconded without recovery of the salary, and thus IACS was unable to fill that position. In
2005/06 another position from IACS was assigned to another branch within the Department of
Finance without recovery of salary.

o Insufficient resources were devoted to professional development compared to a sample of other
jurisdictions. Moreover, professional development was undertaken on an ad hoc basis. The Manual
required the preparation of an annual training and development plan. By not having such a plan
in place, IACS did not have a way of ensuring that it was delivering on its policy of providing “suitable
training and development to all staff” as per Section 2700 of The Manual.

e While IACS staff had access to word processing and Excel software and the internet, it had not
formally assessed its information technology needs. Consequently, it did not know whether there
were opportunities for greater efficiencies in conducting audits through greater use of certain types
of software.

Communication of Audit
Findings and
Recommendations

Have regular and timely
communication on its
findings and
recommendations.
(Section 4.5 of Report)

® TACS prepared audit reports for clients in order to communicate the results of audit engagements.
A sample of 15 audit reports prepared by IACS generally contained a background section, objectives,
scope, approach, observations, conclusions and recommendations. However, these needed enhancements
in order to make them clearer, more concise, constructive and complete, pursuant to IIA Standards.

o The content of two attest audit reports that we reviewed were consistent with CICA Standards.

© TACS collected insufficient information for us to be able to conclude on the timeliness of issuance
of its audit reports.

o IACS did not have a policy regarding access to the audit reports it prepared. Without a policy on
access to internal audit reports, there was the potential for an inconsistent approach across
departments in regard to access to IACS reports.

o TACS did not prepare and distribute to the Provincial Comptroller and deputy ministers an annual
report highlighting: its activities, its performance relative to planned performance, and government-
wide audit issues. This type of annual reporting has a number of benefits including: maintaining
managerial accountability; informed decision-making; and a valuable communication link with
departments and government-wide.
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FIGURE 23 (CONT'D.)

Assessment Criteria Conclusions

Follow-Ups on Audit Reports | e Follow-ups on audit recommendations were not standard practice by IACS. As a result, IACS did not

Systematically conduct have information as to whether departments were implementing its recommendations in a timely
regular follow-ups on audit | and adequate manner.
recommendations.

(Section 4.6 of Report)

Performance Measurement | e IACS tracked data on the number of hours spent on each audit by each person, and conducted client
and Evaluation satisfaction surveys and employee performance appraisals. While these are components of performance
Have sufficiently measurement, they were not sufficiently comprehensive. Consequently, IACS did not have evidence-
comprehensive processes for | based information on whether its resources were being utilized appropriately with sufficient regard
continuously monitoring its [ to economy and efficiency.

effectiveness, including
periodic internal and
external quality assessments
of all aspects of its

e A limited internal self-assessment was undertaken by IACS. Its focus was on efficiency. Internal
assessments should, pursuant to IIA Standards have included other components including a review
of compliance with IIA Standards.

opera?ion. e This report serves as the external assessment that IACS is required to undertake within 5 years of
(Section 4.70f Report) January 1, 2002 and needs to be supplemented by IACS conducting an independent review of its
working paper files by January 1, 2007.
Adding Value e There are opportunities for IACS to add more value through its work. For instance, a risk-based
Adding value through its approach to project selection would offer IACS a greater opportunity to add value by proactive,
work. preventative auditing as opposed to reactive auditing. Likewise, audit reports offer IACS with a
(Section 4.8 of Report) forum for education and promoting best practices.
RECOMMENDATIONS

An internal audit committee plays a critical role in the overall functioning of an internal
audit group. When fully functional, an internal audit committee establishes the
importance and executive direction for an internal audit group. For a cultural shift that
modernizes the internal audit function and accords it a higher profile and significance
there needs to be an internal audit committee that sets the appropriate tone at the top.

A number of the recommendations below are based on the assumption that a
government-wide internal audit committee will be established with clear roles and
responsibilities including the following:

e approving the audit charter that will guide the activities of IACS;

e having input into and approving IACS' strategic plan, mid-term
operational plan, and annual work program of audits;

e approving the appointment and salary of the chief audit executive;

¢ making enquiries of management and the chief audit executive to
determine if there are scope or budgetary limitations that impede IACS
ability to function properly;

e approving the scope of external assessments of IACS which are supposed
to take place every 5 years; and

e providing a forum for discussion to identify areas worthy of
examination by IACS.
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Independence and Objectivity
e That IACS report functionally to a government-wide Internal Audit
Committee and administratively to a senior executive.

e That IACS find a way in which to implement periodic rotation of Audit
Partners between departments or if not feasible, to put in place other
measures to ensure against the risk of familiarity or perceived risk of
familiarity by virtue of long association.

e That IACS institute a policy and procedure to ensure that the same
auditor is not assigned to provide both advisory and assurance services
in regard to the same program.

Roles and Responsibilities
e That an audit charter be prepared by IACS that: consolidates in the
charter relevant provisions from the Internal Audit and Consulting
Services Manual and the Financial Administration Manual; and is
consistent with ITA’s International Standards for the Professional Practice
of Internal Auditing.

e That the audit charter be approved by the Internal Audit Committee.

e That Manitoba's Core Competencies form the starting point for IACS to
update position descriptions to identify specific competency
requirements including competencies for effective interpersonal skills,
oral communication and written communication.

e That position descriptions be reviewed periodically to ensure they
reflect changes in expectations and adhere to current approaches to
position descriptions.

Professional Standards in Planning and Executing Work
e That IACS develop a Code of Conduct that addresses all of the ITIA Code
of Ethics requirements.

e That IACS conduct a comprehensive review of its Manual and update it
as necessary to reflect current IIA Standards.

e That IACS develop a long-term strategic plan with input from and
approval by the Internal Audit Committee that includes the following
components:

- an identification of key organizational issues and audit risks
(prepared in consultation with senior management within
departments, and the Internal Audit Committee);

- the goals and objectives of IACS intended to address key issues
and audit risks; and

- provisions for performance monitoring, measurement and internal
and external reviews.

e That IACS review and update its long-term strategic plan at least every
three years.
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e That IACS prepare a mid-term operational plan, with input from and
approval by the Internal Audit Committee, based on an approved
strategic plan. Mid-term plans should be updated annually and should
address such matters as:

- staffing, competency needs and professional development;
- information technology requirements;
- budgeting requirements; and

- how performance monitoring, measurement, and internal and
external assessments will be operationalized.

e That IACS prepare, with input from and approval by the Internal Audit
Committee, annual work programs to implement its approved strategic
and mid-term plans. Annual work programs should include:

- the specific risk-based audit projects that will be undertaken, who
they will be assigned to, and the rationale for selecting the
projects;

- the professional development activities for the year;

- assigning to staff specific performance measurement, monitoring
and reporting activities;

- assigning to staff specific activities that may be needed in regard
to an internal/external assessment; and

- projected time frame and budget allocation for each activity in the
annual work program (including non-audit activities).

Resourcing
e That IACS develop and implement a succession strategy that includes:

- opportunities to capture the knowledge and experience of auditors
who are close to retiring; and

- aformal program for building technical and managerial
competencies for the less experienced auditors as well as new
entrants who will be recruited.

e That IACS prepare an annual professional development plan the content
of which should include those elements identified in their Internal
Audit and Consulting Services Manual (1998).

e That the annual professional development plan be based on the annual
performance appraisals of employees which identify skills that need
strengthening.

e That IACS undertake a cost-benefit assessment of computer software
that would facilitate its audit work and develop an information
technology plan of action based on this assessment.
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Communication of Audit Findings and Recommendations
e That IACS take steps to ensure that its audit reports more closely reflect
the expectations of ITA in reporting on audits including focusing audit
reports on risk and internal controls.

e That IACS standardize the format of its audit reports and clarify for
audit staff the expected content of each section of an audit report.

e That IACS take steps to ensure a better response rate to its client
survey.

e That IACS automatically provide copies of internal audit reports to the
Auditor General of Manitoba, as the external auditor for the Province.

e That IACS, with input from departments and legal counsel, develop a
policy and procedures that will guide it in making decisions on
requests for internal audit reports whether such requests come from
another department, an organization within the government reporting
entity or a source external to government. Such a policy should be
approved by the Internal Audit Committee and should include:

- an assessment of potential risk to the organization;

- consultation with senior management and/or legal counsel as
appropriate; and

- a control on dissemination by restricting how internal audit
reports are used by those who request them.

e That IACS prepare an annual report that is shared with those to whom it
reports functionally and administratively as well as executive
management (deputy ministers). Such an annual report should include
the following:

- a synopsis of audit objectives, findings, and recommendations for
each project;

- asynopsis of findings from follow-ups on the implementation of
audit recommendations;

- significant risk exposures and control issues, corporate governance
issues, and other matters requested by the audit committee and/or
senior management;

- how the activities of the internal audit group are fulfilling its
audit charter and planned performance; and

- asynopsis of the results of internal/external assessments of IACS.

Follow-Up on Audit Reports
e That IACS undertake reqular follow-up audits on all of its audit
recommendations.
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Performance Measurement and Assessments

That IACS develop and implement a performance measurement system to
measure its performance in relation to its planned results in order to
generate performance information that will guide the management of
its operation.

That IACS plan for and undertake periodic internal assessments.

That IACS prepare and implement a plan of action to address areas
identified through the internal assessment as needing improvement.

That IACS communicate to the Internal Audit Committee the results of
internal assessments and the necessary action plans and progress
reports on implementation of such plans.

That IACS plan for and undertake an independent external assessment of
its working paper files no later than January 1, 2007.

Consistent with ITA requirements, that IACS plan for external
assessments every five years from the date of January 1, 2007 that
cover the scope of ITA’'s expectations regarding external assessments.

That the scope of an independent external assessment be approved by
the Internal Audit Committee.

That the results of an external assessment and action plan to implement
improvements as well as progress reports on implementation of the plan
be communicated to the Internal Audit Committee by IACS.

Adding Value

That IACS establish a risk-based approach to selecting audit projects
that are consistent with its strategic direction.

That the selection of risk-based audits be undertaken in consultation
with the Internal Audit Committee and senior management.

That IACS develop a formal procedure for reqular, oral and written
communication with the Comptroller and the Secretary to Treasury
Board on audit issues including risk management, control and
governance processes.

That IACS seek opportunities through their audit reports to
communicate learnings and best practices pertaining to the audit
engagement.
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Management’s Response

General Comments

The review has confirmed the need for enhanced practices, including a more proactive
approach, which have been recognized by management. Under the direction of the new
Director and in accordance with strategic and operational planning that has been
instituted, Internal Audit and Consulting Services are embarking on modernization of
internal audit processes.

1. Independence and Objectivity
e Corporate Audit Committee: Further information is being obtained for
consideration of a potential implementation strategy in this regard.

e Rotation of Audit Partners: Recently this has occurred, and will
continue to occur, with expected retirements and succession. In the
future, consideration will be given to periodic rotation, although
priority emphasis is essential on ensuring sufficient knowledge of the
client’s business.

e Policy to separate advisory and assurance services: Agreed and will
be implemented subject to availability of audit resources. To the
extent possible IACS will continue to endeavour to separate advisory
versus assurance services performed by individual staff.

2. Roles and Responsibilities
e Audit Charter and approval by Audit Committee: Pursuant to the
anticipated establishment of a Corporate Audit Committee, a formal
Audit Charter will be developed for its approval.

e Job descriptions core competencies: Agreed. IACS is in process of
gathering information in support of refining job descriptions to
reference core competencies. Future evaluation of strengthening the
management organizational structure would enable greater attention to
staffing issues including evaluation of competencies and staff
development and training.

e Periodic review of job descriptions: Agreed. IACS will endeavour to
review the relevance of job descriptions every three to five years in
conjunction with strategic planning or process assessments.

3. Professional Standards in Planning and Executing Audit Work
e Code of Conduct refined to incorporate all IIA Code of Ethics
requirements and Manual updated to reflect current IIA standards:
Agreed. Work has commenced to update the Manual including the Code
of Conduct to reflect ITA standards and requirements.

¢ Long-term strategic plan developed and approved by Audit
Committee: Agreed. A strategic plan has been developed. Future
updates of the strategic plan will be approved by the Corporate Audit
Committee pending its formation.
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Review and update of strategic plan every three years: Agreed.

Mid-term Operational plan developed and approved by Audit
Committee: Agreed. An operational plan has been developed and mid-
term planning commenced with the 2007/08 Estimates process. Future
approval of plans by the Corporate Audit Committee is contingent on
its formation.

4. Resourcing

Succession strategy and formal training program: Agreed.
Opportunities will continue to be identified for transference of
knowledge. Since January 1, 2006, IACS has been engaged in actively
recruiting and hiring staff to fill vacant positions. The need to build a
strong foundation of skills is recognized and opportunities will be
further explored pursuant to initiatives pertaining to the identification
of core competencies, related performance appraisals and a professional
development plan for staff. All audit staff are encouraged and
supported in obtaining the IIA’s Certified Internal Auditor (CIA)
designation; computer audit (CISA) and Certified Fraud Examiner (CFE)
designations are also encouraged. Training programs for new staff and
specific core competencies can be instituted as designated staff and
financial resources permit, and we will be evaluating our organizational
management capacity to facilitate the implementation of improvements
in this area.

Annual Professional Development Plan: Agreed. A professional
development plan has been drafted and is subject to resource approvals
for 2007/08. We will be evaluating our organizational management
capacity to facilitate the implementation of improvements in this area.

Annual Professional Development Plan based on annual
performance appraisals: Agreed. Future annual performance
appraisals based on competencies will be utilized to identify skills that
need strengthening. We will be evaluating our organizational
management capacity to facilitate the implementation of improvements
in this area.

Cost-Benefit Assessment of internal audit computer software
technology: Agreed. Further consideration will be given to the
specific need and costs associated with specifically contracting for a
formal external assessment of internal audit software technology. In
the interim, IACS has requested further information from the 0AG on its
experience in using such software, for consideration of adopting similar
technologies. Expanded use of other technologies such as
computerized sample selection will also be pursued by IACS subject to
availability of resources. We will be evaluating our organizational
management capacity to facilitate the implementation of improvements
in this area.
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5. Communication of Audit Findings and Recommendations:

Audit reports based on IIA professional practices including focus on
risk and control: Agreed. IACS has instituted measures to increase its
focus on risk- based audits, internal control compliance and
comptrollership.

Audit report standardized format: Agreed. Opportunities to enhance
the consistency of terminology and format of audit reports will be
explored in conjunction with initiatives to update the Internal Audit
Manual and the development of supporting audit forms.

Steps to improve client survey response rate: Agreed. The
administrative process has been reinstituted including follow-up on
survey responses outstanding and this is resulting in an improved
response rate.

Internal Audit reports to be automatically provided to Manitoba’s
Office of the Auditor General: As this practice is a departure from
prior practices, client departments will need to be informed and formal
report distribution protocols and policy should be approved by the
corporate Audit Committee, pending its formation.

Report release policy developed with input from departments and
legal counsel and approved by Audit Committee: Agreed. It is
expected that report release protocols and policy including legal
counsel’s opinion will be given further consideration by executive
management and future Audit Committee, pending its formation.

IACS Annual Reports to those to whom it reports functionally and
administratively, as well as to Executive Management (Deputy
Ministers): Agreed. Improved annual reporting will be instituted
relative to fiscal year 2006/07 results. We will be evaluating our
organizational management capacity to facilitate the implementation of
improvements in this area.

6. Follow-up on Audit Reports

Undertake regular follow-ups on audit recommendations: Agreed.
A follow-up policy and strategy have been recently implemented.

7. Performance Measurements and Assessments

Performance measurement system for IACS operations: Agreed. An
enhanced set of performance measures will be developed for
accountability reporting. We will be evaluating our organizational
administrative and management capacity to facilitate the
implementation of tracking and continued improvements in this area.

Internal assessments planned and periodically undertaken:
Agreed. We will be evaluating our organizational management capacity
to facilitate the implementation of improvements in this area.

Internal assessment action plan to address areas identified:
Agreed. Future internal assessments will incorporate an action plan to
address issues identified.
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Internal assessment results, action plan, and progress
communicated to Audit Committee: Agreed. Future internal
assessments will incorporate communication of results, actions and
progress to the Corporate Audit Committee, pending its formation.

External assessment working paper file review completed by
January 1, 2007; external assessments every five years thereafter
per IIA requirements: Agreed. To complete the current external
assessment conducted by the 0AG, IACS has arranged for an external
review of the working paper project files as required. Future external
assessments will be engaged every five years per IIA standards.

External assessment scope approved by Internal Audit Committee:
Agreed that this will be done by a future Audit Committee, pending its
formation.

External assessment results, action plan, and progress reports
communicated to Audit Committee: Agreed. Progress on the results
of the external reviews will be tracked and will also be reported to the
Corporate Audit Committee, pending its formation.

8. Adding Value

Risk-based approach to selecting audit projects consistent with
strategic direction: Agreed. IACS initiated a risk-based perspective
for 2006/07, and additional improvements are in process for 2007,/08.
Enhanced processes should be facilitated through the establishment of a
Comptrollership audit portfolio. We will be evaluating our
organizational management capacity to facilitate the implementation of
continued improvements in this area.

Selection of risk-based audits undertaken with senior management
and the Internal Audit Committee: Agreed. In conjunction with
2006/07 audit plans, departmental Deputy Ministers and EFOs were
specifically requested to give consideration to risk factors to ensure
that audit services were value added and dedicated to areas of highest
risk. In future, a Corporate Audit Committee should help promote an
increased emphasis of risk-based, government-wide and horizontal
audit approaches.

Formal procedure for regular oral and written communication with
the Comptroller and Secretary to Treasury Board on audit issues,
including risk management, control and governance processes:
Agreed. Opportunities to pursue improved communication on audit
issues are being pursued and will be formalized as organizational
management capacity permits.

Seek opportunities through audit reports to communicate learnings
and best practices: Agreed. Increased emphasis on risk-based,
government-wide and horizontal audit approaches should result in
enhanced information on systemic issues and best practices. As we
advance with these processes, enhanced reporting on systemic findings
and best practices should evolve.

FOR THE YEAR ENDED MARCH 31, 2006

Manitoba

Office of the Auditor General | @






FUTURE HANDBOOK SECTIONS
AFFECTING THE PUBLIC ACCOUNTS






FUTURE HANDBOOK SECTIONS AFFECTING THE PUBLIC ACCOUNTS

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 the CICA Accounting Handbook. Other government organizations base
the accounting policies on those that most appropriately reflect their objectives and
circumstances - based on the accounting recommendations of PSAB or on the
recommendations in the CICA Accounting Handbook. Where the PSAB Handbook or the 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 (Summary Financial Statements) of the
Province of Manitoba.

NEW PSAB HANDBOOK SECTIONS AND OTHER GUIDANCE

Segment Disclosures - Section PS 2700

In April 2006, PSAB issued a new section establishing standards on how to define and
disclose segments in the summary financial statements of federal, provincial and local
governments.

Government summary financial statements are required to separately disclose the
following information about each of a government’s segments:

e the basis for identifying segments, the nature of the segments and the
activities they encompass, and the method of significant allocations to
segments;

e segment expense by major object or category;
e segment revenue by source and type;

e the aggregate of the net surplus/deficit of government business
enterprises and government business partnerships accounted for under
the modified equity method for each segment, if applicable;

e the aggregate of the net surplus/deficit of government organizations
accounted for under the modified equity basis in accordance with the
transitional provisions of the Government Reporting Entity Section PS
1300 for each segment, if applicable; and

e areconciliation between the information disclosed for segments and
the consolidated information in the summary financial statements.

The objectives of disclosing this information are to enhance the transparency of financial
reporting and to help users of the financial statements:

e identify the resources allocated to support the major activities of the
government;

e make more informed judgments about the government reporting entity
and about its major activities;
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e better understand the manner in which the organizations in
government are organized and how the government discharges its
accountability obligations; and

e Dbetter understand the performance of the segments and the government
reporting entity.

A segment is a distinguishable activity or group of activities of a government for which
it is appropriate to separately report financial information to achieve the objectives of
this Section.

The section is effective for fiscal years beginning on or after April 1, 2007.

Tangible Capital Assets — Section PS 3150

In September 2006, PSAB revised the section on tangible capital assets. The main
changes to the section are:

e The definition of cost has been amended to clarify that cost is the gross
amount and that capital grants are not to be netted against the cost of
the related tangible capital asset. Guidance on the cost of leased
tangible capital assets is also provided;

e The 40 year guideline on the amortization period has been removed;
and

e There is additional guidance on the starting and ending of capitalizing
carrying costs.

The Section now applies to all levels of government. It applies to local governments for
fiscal years beginning on or after January 1, 2009. During the period of transition to the
standards in this section, local governments should follow Public Sector Guideline PSG-7,
Tangible Capital Assets of Local Government.

The main impact of these changes on the Summary Financial Statements of the Province
of Manitoba is that new funding received by Manitoba for capital projects cannot be
deducted from the cost of the capital assets.

The section is effective the date this section was revised - September 2006.

Performance Reporting — Statement of Recommended Practice
(SORP-2)

PSAB issued a second Statement of Recommended Practice (SORP-2) on public
performance reporting in September 2006.

The first Statement of Recommended Practice (SORP-1) on public performance reporting
provided guidance on financial performance reporting. However, PSAB recognized that
government financial statements alone are not sufficient to demonstrate the government'’s
accountability and performance.

Accordingly, PSAB issued a second Statement of Recommended Practice (SORP-2) on
public performance reporting. SORP-2 addresses the non-financial performance
information of a public performance report, as well as the linkage of financial and non-
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financial performance information. In addition, information about governance practices
and conduct of business is encouraged to provide a complete and comprehensive picture
of the entity’s performance.

Statements of Recommended Practice are not part of generally accepted accounting
principles but serve to provide guidance for the development and acceptance of
performance reporting recommendations.

PSAB PROJECTS

Government Transfers

The government transfers project was started in 2002 because there was disagreement in
the public sector regarding the interpretation of the government transfers section. The
major areas of disagreement included:

e the appropriate accounting for multi-year funding provided by
governments;

e the nature and extent of the authorization needed to be in place for a
transfer to be recognized;

e the degree to which stipulations imposed by a transferring government
should impact the timing of recognition of the transfer by both the
transferor and recipient governments; and

e the appropriate accounting for capital transfers received under
expense-based accounting.

As part of this project, PSAB has issued:
e a Statement of Principles (SOP) in 2002;

e an Associates Exposure Draft in June 2004; and

e asecond Associates Exposure Draft in June 2005.

Throughout the project and inherent in the above SOP and Exposure Drafts is the concept
that deferral of transfers may be appropriate in some instances. PSAB tried without
success to build a convincing case within the SOP and Exposure Drafts, and within the
boundaries of the conceptual framework, to theoretically substantiate the deferral of
transfers in a way that a majority of the community would support. However, the
reaction to the SOP and Exposure Drafts has been mixed.

PSAB concluded that deferral of transfers could not be substantiated within the
conceptual framework for a transferring or recipient government. Accordingly, PSAB has
issued a new Exposure Draft in June 2006 that does not allow deferrals. The main
features of this Exposure Draft are as follows:

e Government transfers are transfers of monetary assets or tangible
capital assets from a government to an individual, an organization or
another government for which the government making the transfer does
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- expect to be repaid in the future, as would be expected in a loan;
or

- expect a direct financial return, as would be expected in an
investment.

e Government transfers should be recognized as revenue or expenses when
the transfer has been authorized and any eligibility criteria have been
met.

e A determination that a transfer is authorized requires evidence at the
financial statement date of:

- the authority to enter into a transaction, which is conveyed
through approved legislation, regulations or by-laws; and

- the exercise of authority under legislation, regulations or by-laws
in place at the financial statement date.

Proposed revised government transfers section and consequential amendments will apply
to all governments for fiscal years beginning on or after January 1, 2009. The proposed
long transition period for revised Section PS 3410 is intended to allow time for
governments to consider the impact of the new standards on their policies, legislation,
regulations and by-laws.

Status: Responses to the Exposure Draft have been received and are being evaluated.
Impact on Manitoba’s Summary Financial Statements

At present, the Government’s accounting policies for government transfers are as follows:

e Recognition of non-capital funding including multi-year (Federal)
Government transfers occurs in the fiscal year that the transfer is
authorized and the eligibility criteria have been met;

e Recognition of capital funding from the Federal Government for the
acquisition of medical equipment including diagnostic equipment is
deferred until the fiscal year the equipment is acquired; and

e Reduction of the cost of applicable capital assets for capital funding
received from the Federal Government under shared cost agreements.
Amortization of the capital assets is calculated on the net amount;

The Government's Accounting policy for non-capital government transfers is consistent
with the proposed new standards. However, the new accounting standards will no longer
permit the deferral of the recognition of capital funding for fiscal years beginning on or
after January 1, 2009 (2009/10 fiscal year). The proposed new standards provide a
transition provision, if the standards are adopted before then, which would allow for the
continued deferral of restricted capital funding until January 1, 2009 or the fiscal year
the equipment is acquired, whichever is earlier.

The change in the accounting standards will also require the Government to recognize
capital funding as revenue in the year it is authorized and the eligibility criteria have
been met. This change will increase the potential for significant volatility in the
reported summary net income. However, if the government transfer is recognized as
revenue in the same fiscal year as the asset is acquired, there will be no impact on the
reported Net Debt (over the useful life of the asset).
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The proposed new standards may also require the Government to disclose a contractual
obligation related to any unfulfilled stipulations attached to the government transfer.

There may also be consequential amendments to the accounting for capital grants by
government not-for-profit and business-type organizations which would no longer
permit the netting of a capital grant against the cost of the asset it is used to acquire.

Financial Instruments

Derivative and other sophisticated non-traditional financial instruments are increasingly
being used by governments to manage financial exposures such as interest rate
exposures.

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

Accordingly, PSAB approved a project on financial instruments and set up a task force to
manage the project. The main objective of the project is to develop standards that will
make reporting by governments on the use of financial instrument derivatives as
transparent and understandable as possible.

In January 2006, PSAB issued Guideline PSG-6, Including Results of Organizations and
Partnerships Applying Fair Value Measurement. PSAB also approved a Statement of
Principles (SOP) for the recognition and measurement of derivatives for comment by
Associates.

In June 2006, PSAB requested information from interested parties on aspects of hedging
risks faced by governments. Submissions were to be received by August 18, 2006. PSAB
will consider the responses and build on the first SOP in developing a second SOP. This
SOP will consider hedge accounting and measurement of non-derivative financial
instruments.

Status: The second Statement of Principles is expected to be approved in March 2007.

New Accounting Handbook Sections
Affecting Financial Reporting for Entities
in the Public Sector

In addition to the changes to public sector accounting by PSAB that affect the Public
Accounts of the government, there are changes in the CICA Accounting Handbook that
directly affect its government business enterprises, government business-type enterprises
and not for profit organizations in the public sector. The following is a brief discussion
of accounting developments in the CICA Accounting Handbook that we believe are
significant to organizations in the public sector.
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Financial Instruments

The major change in Canadian generally accepted accounting standards (GAAP) for
organizations in the public sector is standards for financial instruments.

In April 2005, the CICA issued new financial instrument standards. Although the
standards do not apply to governments, they will be applicable to government business
enterprises, government business-type enterprises and not for profit organizations for
the purposes of preparing their financial statements. The new standards are effective for
fiscal years beginning on or after October 1, 2006.

In many cases there will be little change from the current accounting for financial
instruments. If an organization has no financial instruments other than cash, accounts
receivable, accounts payable and arm’s length debt, there should be no change in
accounting for these instruments. The standards will have the greatest impact on those
entities using the capital markets for financing or investing purposes or for entities
hedging their financial risks.

The new standards are detailed in three CICA Accounting Handbook sections:

¢ Financial Instruments - Recognition and Measurement (Section 3855)
This section establishes standards for recognizing and measuring
financial instruments on the balance sheet. This section also specifies
how to treat gains and losses on financial instruments. This section
will apply to all entities to some extent.

e Hedges (Section 3865)
This section details standards for when hedge accounting may be
applied. Application of this section is optional. It provides alternate
treatments to Section 3855 when an entity designates a financial
instrument as a hedge.

e Comprehensive Income (Section 1530)
This section sets out standards for reporting comprehensive income.
This section introduces new requirements for situations when you must
temporarily present certain gains and losses outside net income.

Financial Instruments — Recognition and Measurement (Section 3855)

Financial instruments must be classified, recorded and measured in one of the categories
described below. Reclassification is rarely possible so it is important to understand the
implications where a choice is available.

Financial assets and financial liabilities held-for-trading

The financial instruments in this category can be characterized as those
an entity buys and sells for the purpose of making a profit. It includes
almost all derivatives. An entity can also designate any financial
instrument whose fair value can be reliably measured in this category
when it is first recognized.

The initial recording of the held-for-trading financial assets and
financial liabilities is at fair value, subsequent measurement is also at
fair value.
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Gains and losses are recognized in net income in the period in which
they arise.

Held-to-maturity investments

These are financial assets with fixed or determinable payments and
fixed maturity that an entity has the positive intent and ability to hold
to maturity, that is, only debt instruments. An entity must be careful
in allocating financial assets to this category because if there are
significant sales prior to maturity, then an entity must reclassify all
financial assets in your portfolio to “available-for-sale”. The exception
to the preceding is if the sale was outside your control.

The initial recording of the held-for-maturity investments is at fair
value but subsequent measurement is at amortized cost.

Gains and losses are recognized in net income as the financial
instruments are amortized and when the financial instruments are
derecognized or impaired.

Loans and receivables
This category includes all loans and receivables except debt securities.

The initial recording of the loans and receivables is at fair value but
subsequent measurement is at amortized cost.

Gains and losses are recognized in net income as the financial
instruments are amortized and when the financial instruments are
derecognized or impaired.

Available-for-sale financial assets are those financial assets that are
not classified as loans and receivables, held-to-maturity investments, or
held for trading. Investments in equity instruments may be classified
only as “available-for-sale”.

The financial assets in this category are measured at fair value. If the
equity investments, or derivatives based on them, can not be reliably
measured at fair value then they are measured at cost.

Gains and losses, except for impairment losses, are recognized directly
in other comprehensive income until the financial asset is
derecognized, at which time the cumulative gain or loss previously
recognized in accumulated other comprehensive income would be
recognized in net income for the period.

Other financial liabilities
These comprise financial liabilities that are not classified as “held-for-
trading”.

The initial recording is at fair value but subsequent measurement is at
amortized cost.

Gains and losses recognized in net income as the financial instruments
are amortized and when the financial instruments are derecognized or
impaired.
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The classification and measurement of Financial Instruments is illustrated in the
following Figure 24.

FIGURE 24
Summary of Requirements for Measurement and Recognizing Gains and Loss
Initial Subsequent s
R Measurement Measurement CENS B L
Loans and Amortized cost Recognized in net income when the asset is
receivables : using the effective | derecognized; impairment write-downs and foreign
Fair value interest method hange translation adjustment ized
Held-to-maturity interest metho exchange translation adjustments recognize
. immediately in net income
investments
Assets
Available-for-sale | Fair value Fair value* Recognized in other comprehensive income;
financial assets transferred to net income when the asset is
derecognized; impairment write-downs recognized
immediately in net income
Held for trading Fair value Fair value Recognized immediately in net income
Liabilities Other Fair value Amortized cost Recognized in net income when the liability is
using the effective | derecognized; foreign exchange translation
interest method adjustments recognized immediately

*Equity instruments that do not have a quoted market price in an active market are measured at cost.

Source: CICA Financial Instruments “Navigating New Waters”.

Hedges (Section 3865)

Because hedge accounting is optional, an entity must designate and document a hedging
relationship prior to applying hedge accounting. The designation and documentation
requirements are similar to the former CICA Accounting Guideline #13 (AcG-13).

Section 3855 defines two types of hedges - fair value and cash flow hedges - and
prescribes the accounting treatment for each.

A fair value hedge is a hedge of the exposure to changes in fair value of all or a portion
of a recognized asset or liability or previously unrecognized firm commitment
attributable to a specified risk. An example might be a fixed rate debt instrument which
you hedge with an interest rate swap that effectively converts fixed interest payments to
floating.

In a fair value hedge, the hedging item is measured at fair value with gains and losses
recognized immediately in net income. The changes in the fair value of the hedging
item, to the extent they are attributable to the risk designated as being hedged, are
simultaneously recognized in income, with corresponding adjustments to carrying
amount of the hedged item. The relationship must be effective both at its inception and
through its term. To be effective, changes in the hedged item must offset changes in the
fair value of the hedging item.

A cash flow hedge is a hedge of the exposure to variability in cash flows of a recognized
asset or liability or a forecasted transaction attributable to a specific risk or variability
in cash flows of a firm commitment attributable to foreign currency risk. An entity
might use a cash flow hedge when you want to lock in achieve the effect of locking in a
future variable cash flow. Examples of this are:

¢ hedge of the foreign currency risk in future purchases or sales; and
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e hedge of a floating rate debt with an interest rate swap to lock in a
stream of fixed cash flows.

In a cash flow hedge, there is no change in the measurement of the gain or loss of the
hedged item. However, the portion of the gain or loss of the hedging considered to be
effective is recorded in other comprehensive income and recognized in net income in the
same period as the hedged item effects income. Any ineffective portion is recognized
immediately in net income.

Comprehensive Income (Section 1530)

Comprehensive income is the change in equity (net assets) of an entity during a period
resulting from transactions and other events and circumstances from non-owner sources.
It includes all changes in equity during a period except those resulting from investments
by owners and distributions to owners.

Other comprehensive income comprises revenues, expenses, gains and losses that are
required by primary sources of GAAP to be included in comprehensive income, but
excluded from net income. Other comprehensive income is presented as a component of
equity on the balance sheet. The changes in other comprehensive income would be
disclosed in the financial statements.

A statement of comprehensive income would be presented in the financial statements.
Net income and each component to be recognized in other comprehensive income would
be presented.

Transition

The new standards must be applied for financial statements relating to fiscal years
beginning on or after October 1, 2006. Earlier adoption is permitted.

Any adjustments to the carrying amounts, on initial adoption of the new standards, are
recognized as adjustments to opening retained earnings with a couple of exceptions.
These exceptions are assets classified as available-for-sale and amounts previously
deferred in respect of cash flow hedges which will be redesignated as new cash flow
hedges - the adjustments will recognized in other comprehensive income. An entity
does not restate its financial statements for periods prior to implementation of the
standards.

New Exposure Draft on Financial Instrument Disclosures and Capital Disclosures

In addition to the new standards, the CICA Accounting Standards Board issued an
Exposure Draft Financial Instrument Disclosures and Capital Disclosures proposing to
enhance financial instrument disclosure and to harmonize Canadian standards with
international standards. Comments on the Exposure Draft were to be submitted by June
2006.

Accounting Changes - Section 1506

Section 1506, Accounting Changes, has been revised to be consistent with international
standards. The new standards establish criteria for changing accounting policies,
together with the accounting treatment and disclosure of changes in accounting policies,
changes in accounting estimates and correction of errors.
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The main features of the new Section are:

e Voluntary changes in accounting policy are only made if they result in
the financial statements providing reliable and more relevant
information.

e (Changes in accounting policy are applied retrospectively unless doing
so is impracticable, or the change in accounting policy is made on
initial application of a primary source of GAAP in accordance with
specific transitional provisions in that primary source of GAAP. A
change in accounting estimate is generally recognized prospectively.

e Material prior period errors are corrected retrospectively (i.e.,
retroactively).

e New disclosures are required in respect of changes in accounting
policies, changes in accounting estimates and correction of errors.

The Section applies to interim and annual financial statements relating to fiscal years
beginning on or after January 1, 2007. Earlier adoption is encouraged.

New CICA Assurance (Auditing) Standards
Affecting Audits in the Public Sector

The new CICA Auditing and Assurance Handbook sections highlighted below have a
potential affect on generally accepted auditing standards (GAAS) for auditing the public
sector in Manitoba.

Subsequent Events - Section 6550

Section 6550 Subsequent Events has been revised to be consistent with international
standards and the concepts of reasonable assurance and audit risk. This section has been
expanded to:

e refer specifically to the need of the auditor to gain an understanding of
the management’s procedures for identifying subsequent events;

e provide additional examples of an auditor’s enquiries of management;
and

¢ note that an auditor is not expected to continue reviewing items where
previously applied procedures have resulted in a satisfactorily
conclusion.

The recommendations are effective for audits of financial statements with periods
commencing on or after January 1, 2006.
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Documentation - Section 5145

Section 5145 Documentation has been revised to provide guidance and new standards for
documentation of a financial statement audit. The new section requires:

e the auditor to document:

- significant issues and findings in an engagement completion
document;

- audit evidence that an auditor has identified as contradictory or
inconsistent with the final conclusions and how the auditor
addressed the contradiction or inconsistency; and

- identifying characteristics of specific items tested during the
audit;

e assembly and completion of the final audit file within 45 days after the
date of the auditor’s report is issued;

e use of an experienced auditor as a point of reference for assessing the
adequacy of documentation; and

e identification of the preparer and reviewer of audit documentation.

The recommendations are effective for audits of financial statements with periods
commencing on or after November 1, 2006.

Legislative Auditor’'s Report on Financial Statements of a Federal
Provincial or Territorial Government Guideline (AuG-45)

This guideline was issued in April 2006. It provides guidance on the wording of the
auditor’s report when the legislative auditor is required by mandate to express an
opinion on whether the summary financial statements of the government are in
accordance with stated accounting policies. In order for this guideline to apply, the
stated accounting policies of the government’s summary financial statements have to be
in accordance with generally accepted accounting principles for the public sector set by
PSAB.

The opinion on whether the summary financial statements of the government are in
accordance with stated accounting policies, and any reservations of opinion on the
accounting policies, are required at the end of the opinion paragraph. The guideline
provides suggested wording.

Audit Risk - Various Sections

A number of sections of the CICA Assurance and Auditing Standards Handbook have been
updated to harmonize Canadian standards with international auditing standards.
Fundamentally, the current risk-based approach to auditing in Canada has not changed.
However, there are changes related to the auditor’s understanding of the entity and its
internal control in order to improve the auditor’s risk assessments and to better link
assessed risks of material misstatement to the auditor’s evidence gathering procedures.

The revision to the Handbook includes new and revised standards for defining the
concepts of reasonable assurance and audit risk, understanding the entity and its
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environment, including internal control, assessing the risks of material misstatement,
and designing audit procedures that are responsive to assessed risks and for audit
evidence.

The new standards identify specific requirements for understanding the entity, its
environment and business risks relevant to the financial statements. The auditor must
obtain an understanding of the design and implementation of controls. The auditor must
also obtain an understanding of the entity’s risk assessment and its monitoring of
controls.

There are clear requirements for an auditor to assess the risk of material misstatement at
the financial statement level and the assertion level. Audit procedures must be linked to
the assertions.

Tests of control must be completed to support the assessment a control risk assessment
below maximum. In some situations tests of controls must be completed - only
completing substantive tests is not sufficient.

The new requirements are all to be applied at the same time and are effective with
respect to financial statements and financial reports for periods beginning on or after
January 1, 2006.

Audit of Policy Liabilities of Insurance Companies Guideline (AuG-43)

This guideline is part of the project to revise guidance relevant to the auditor’s use of the
work of an actuary as audit evidence.

Audit of Policy Liabilities of Insurance Companies Guideline (Aug-43) was released in
December 2005. The key principles of AuG-43 are as follows:

¢ The audit engagement team requires actuarial specialist involvement.

e The entity’s appointed actuary is precluded from filling the role of the
actuarial specialist on the engagement team in almost all circumstances
because the appointed actuary has determined the liabilities that are
the subject of the audit. This applies whether the appointed actuary is
a consultant or employee of the insurance enterprise.

e Independence of the audit function requires that an actuary other than
the appointed actuary examine the liabilities as part of the audit
engagement team, to provide corroborative audit evidence. In order to
satisfy the requirements of the audit risk model, the auditor will
normally assess and test controls, review assumptions for
reasonableness, and perform some tests of calculations and models
involving recomputation, as well as the traditional reviews of results.

The new guideline will be effective for engagements concerning financial statements
and financial reports for periods commencing on or after January 1, 2006.

Also, as part of the project on the auditor’s use of the work of an actuary as audit
evidence, an Exposure Draft was issued with comment deadline of December 1, 2006. The
exposure draft includes the key principles mentioned above when using an actuary as
audit evidence. The principles will also apply to pension plan audits.
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

SUMMARY FINANCIAL STATEMENTS - AUDITOR'S REPORT

Office of the Auditor General

500 - 330 Portage Avenue
Winnipeg, Manitaba
CANADA R3C 004

AUDITOR'S REPORT
On the Summary Financial Statements for the Government Reporting Entity
Province of Manitoba

To the Legislative Assembly of the Province of Manitoba

I have andited the summary statement of financial position of the Province of Manitoba as at March 31, 2006
and the summary statements of revenue and expense, accumulated deficit, change in net debt and cash flow for
the year then ended. These financial statements are the responsibility of the Government of Manitoba. My
responsibility is to express an opinion on these financial statemnents based on my audit,

1 conducted my audit in accordance with Canadian generally accepted anditing standards. Those standards
require that I plan and perform an audit to obtain reasonable assurance whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estirnates made by management, as well as evaluating the overall financial statement presentation.

Reservation

As explained in the Note 1 A to these financial statements, the Province of Manitoba’s accounting policies
contain an exception fo Canadian generally accepted accounting principles, related fo the inclusion of public
school divisions. The effects of the non-consolidation of public school divisions on the reported assets,
liabilities, revenues and expenses, and the information provided by way of notes to the financial statements
cannot be determined.

Opinion
In my opinion, except for the effects of the inability to consolidate the assets, liabilities and the operating results

of public school divisions, these Summary Financial Statements for the Government Reporting Entity present
fairly, in all material respects, the financial position of the Province of Manitoba as at March 31, 2006 and the
results of its operations and its cash flow for the year then ended, in accordance with Canadian generally
accepted accounting principles, applied on a basis consistent with that of the preceding year.

N A

| Appendix A

Winnipeg, Manitoba Bonnie F. Lysyk, MBA, CAeCIA
July 31, 2006 Deputy Auditor General
Manitoba
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Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
FOR THE YEAR ENDED MARCH 31, 2006”

STATEMENT OF RESPONSIBILITY

The Summary Financial Statements are prepared under the diraction of the Minister of Finance in
accordance with the stated accounting policies of the Government reporting entity and include summary
statements of financial pesition, revenue and expense, accumulated deficit, change in nat debt, cash flow,
notes and schedules integral to the statements. Togethar, except as statad in Note 1A to the Summary
Financial Statements, they present fairly, in all material respects, the financial condition of the Government
reporting entity at the fiscal year and and the results of its operations for the year then ended in accordance
with Canadian genarally accepted accounting principles, applied on a basis consistant with that of the

preceding year.

The Government is rasponsible for the integrity and objectivity of the Summary Financial Staternents. In the
preparation of thess statements, estimates are sometimas necessary because a precise determination of
centain assets, liabilities, revenues and expensas is dapendent on future events. The Government balieves
such astimates have been based on caretul judgements and have been properly reflected in the Summary
Financial Statements,

The Govemment fulfils its accounting and reperting rasponsibilities, through the Office of the Provincial
Comptroller, by maintaining systems of financial management and intermal contral. The systemns are
continually enhanced and madified to provide timely and accurate information, to safeguard and control the
Govemnment's assats, and to ensure all transactions are in accordance with the Financial Administration Act.

The Auditor General expresses an independent opinion on these financial statements. Her report, stating the
scope of her audit and apinion, appears on the following page. The audit opinion for the 2005/06 tinancial
statements was signed by the Deputy Auditor General.

Thase financial statements are tabled in the Legistature. They are referred to the Standing Commitiee on
Public Accounts, which reports to the Legistature on the results of its examination together with any
recommendations it may have with respect to the financial staterments and accompanying audit opinion.

On behalf of the Govemment of the Province of Manitoba.

F oo b B

Ewald Boschmann Betty-Anne Pratt
Deputy Minister of Finance Provincial Comptroler
July 31, 2006
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EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT

FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

Appendix B

(cont’d.)

SUMMARY STATEMENT OF FINANCIAL POSITION

As at March 31, 2006

(% mlllkons)
SCHEDULE 2008 2005
FINANCIAL ASSETS
Cash and cash equivalents (Note 2). ... 1,088 1,137
Temporary investmants (Mote 2)... 323 287
1 Amounts receivabie. a0 900
Inventories.... 40 36
Prepaid 8Xpense. ........... 22 19
Portfalio investments (Note 3) 608 545
2 Loans and advances. . o 585 626
3 Equity in Government busmess enterprisas (Nute 5) 1,740 1,224
4 Cther long-term investments, 4 4
Total Financlal Assets 5310 4758
LIARILITIES
5 L5 2o g LTy T LU SRSR 18,559 18,380
Less: Sinking funds (NOW 8)._ ... ... {2,738) {2,728)
Less: Deht incurrad for and repayabla by the Manltoba Hydro-EIectnc
Board and Manitoba Lotteries Comparation............ccocooo e (6,276} (6.215)
8544 9446
Less: Unamartized forgign currency fluctuation. ... (79) {84}
Nat borrowings G465 9,362
] Accounts payable, accrusd charges, provisions and daferrais...... 2387 2,305
Pension Iabiity (NO® 12).......c..civ e eisans s s 3987 3,761
Total Liabllitios 15,829 15,428
NET DEBT {10,518} {10,670}
MNON-FINANCIAL ASBETS {Note 10.13)
T Tangible capital assets. 4170 3815
ACCUMULATED DEFICIT 5349 {6,755)
Infarmation concaming the Govemmant's Guaranteas, Contractual Obligations, Contingancies
and Treaty Land Entitlerment Obligations ean be found in Wotes 7, 8, 9 ang 10,
55
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Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT

(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

SUMMARY STATEMENT OF REVENUE AND EXPENSE

For the Year Ended March 31, 2006

{$ mlllions)

2008 2005
REVENUE
Manitoba Collections:
1,158 1,125
236 235
303 287
38 41
509 531
Feos ANd GHREI FBVEIMUB.. .......coeo ettt s et et srs s e s ars mers s b s e oo 2,087 1,842
Incoma taxes:
OO AN INGOMMIE BB, ..o oot e oo e e e et e et oo et et oo e i e e e s e 373 402
Individual income tax... 1,949 1,842
Nat income from Gwemmant buslness enterpnses {Schedula < ) 958 B78
Federal transfiers:
Equalization. ... 1.601 1698
Canads Hea[th arld Socla! Transl’ers 1,108 1,045
Health Reform Fund.............oc. - 55
SilC48............. 49 -
Bhared COst BN OO, oo e et et ettt n e e e 345 357
TOTAL REVENUE 10.725 10,140
EXPENSES
Hesalth................ 3,849 3,560
Education .. . 2,366 2,309
Family Ser\nces and Housmg 1.075 1,020
Community, Economic and Resourae DevelopmanL 1.448 1,168
Justice and Other Government axz 755
Dabt Sendcing (Note 16)... . 790 765
TOTAL EXPENSES (Schadule 11) 10,350 9,578
SUMMARY NET INCOME {Schedule 9} 375 562

@ | Office of the Auditor General Manitoba FOR THE YEAR ENDED MARCH 31, 2006




AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd)

SUMMARY FINANCIAL STATEMENTS

SUMMARY STATEMENT OF ACCUMULATED DEFICIT
For the Year Ended March 31, 2006

{$ millions)

2008 2005
Opening accumulated daficit, as previously reparbed....... (8,707) {7,334}
RESIAEEIMENTE (NOIE B e ettt oo et e e e (48} (48]
Opening accumulated deficit, as restated... ... (6,755) (7.382)
Other Comprehensive INCome [NOtE ). k3] B85
SUMMIATY MO NCOMIE OF EH YBAI. 111 ir e e et et et e o1 s amre et amr et s e s cemnees 375 562
Closing accumulated deficit, 85 mestatedd. ..o e e (6,3494 {6,755)

57
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Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

SUMMARY STATEMENT OF CHANGE IN NET DEBT

For the Year Ended March 31, 2006

{$ millions)
2006 2005

Annual Surplus a7s 582
Acquisition of Tangible Capital Assets......... {521) {4283

Amortization of Tangible Capital Assets 266 254

Disposal of Tangible Capital Assels 10 4
{255) {168)

Other Comprehensive Incoma (Note 4} 1 85

Dacraass In Net Dabt 151 458
Mat Dabt, beginning of yaar {10,670} {11,128)
Mat Debt, end of year {10519} {10.670),

58
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EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd.)

SUMMARY FINANCIAL STATEMENTS

SUMMARY STATEMENT OF CASH FLOW

For the Year Ended March 31, 2008

($ mlillions)

2006 2005
Cash and cash equivalents provided by (used in)
Cperzating activities:
Summary net iNCome fOr the YBEF ... e s e 375 82
Changes in non-cash items:
Temparary investrents (56} (60}
A S FBGRIVEIME, ...evn.sevessrmsreomoese oo ee e em e eemoeomsoereemoe e 20 (124)
A ion all 2. et 31 4
IRVEABEREA. .o e s s {4} 2
Frepald . 3 -
Portfolio iInvestmants. ... {83) {158)
Acrounts payable, sccried charges, provisions
and defemrals................. i 92 117
Pansion lizbiiity.. " 206 180
Amortization of fargign cumency fluctuation. 5 g
Amortzation of debt discount 7 a
Amortization of investment discounts and Premilms.........cccmmmmnm e 2 (1)
Workers Compensation Board Investment premitiM. ... e e s - 28
Other Comp IWE IREOITHR. oo e s im0 s | 37
D L af tangible capital A88alS. e 10 4
Amortization of tangible capital assats 288 254
£43 an
Changes in equity in Gavemment business anterprises... ... i, (516) (286)
Cagh provided by operating activities 347 585
Tangible capital assets
Acquisition of tangible capital B8SeIE............u e {531) {426)
Cash used in capital activities {531} (426)
Investing activities:
MRAB. . e . (500} {584)
Realized - “ 488 140
Casgh used ininvesting activitias {81} (444)
Financing activities:
Debt isaued, “ 2,801 2871
Dalt red 2777 {2.180)
Changas in SKING NS, ... et s 102 197
Cash provided by financing activities 226 688
Increasa (decrease) in cash and cash equivalents (49) 403
Cash and cash squivalants, Beginning of Year. ... e 1,137 e
Cash and cash equivalents, end of year......... 1,088 1,137
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Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

NOTES TO THE SUMMARY FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2006

1. SIGNIFICANT ACCOUNTING POLICIES
A.  Ganzral Basis of Accounting

The Summary Financial Statements have Deen prapared in accordancs with Canadian generally accepted
accounting principles (GAAP) for senior Govermments as ecommended by the Canadian Institute of
Chartered Accountants (CICA), with the following excaption:

The financial statements do not reflect the financial position for public school divisions. The financial
operations of these divisions are reflected only to the extent that their operations were financed from or
contributed to the Summary Financial Statements. Changes to the GAAP definition of the Government
Reporting Entity (GRE) required that the school divisions, and other crganizations that were previously not
included, become part of the GRE effective April 1, 2005, While the cther organizations have been included
in these financial statements, the scheol divisions will not be included until the March 31, 2008 fiscal year.
The accounting system cumently adopted by the school divisions does net provide sufficient information to
allow for the consalidation of the schoal divisions into the Summary Financial Statements in accordance with
GAAP. Changes to the school divisions accounting systems are presently underway and the impact of
those changes will be reflected in the financial reponting for the year endexd March 31, 2008,

B. The Reporting Entity

Warious funds, Crown organizations and Govemment business enterprises comprsing the Government
Reporting Entity are listed in Scheduie 8.

The Operating Fund and Special Funds Special Purpose financial statements report amounts recorded as
Govemment revenue, expensea on Gavernment programs, the lending and investment of Govemment funds,
including funds of certain Crown organizations and Governmant business enterprises and the bomowing and
repaymant of debt.

To be considered a part of the Govemment Raparting Entity, an omganization must be controliad by the
Govermment. Control, as defined by the CICA Pubiic Sector Accounting Standards Board, is the power to
govem the financial and operating poiicies of anather organization with the expected benefits or the risk of
loss to the Govemment from the other organization’s activities.

€. Basis of Consclidation

Crown organizations are consolidated after adjusting their accounting policies to a basis consistent with the
accounting polictes of the Government Reporting Entity.  Inter-entity accounts and transactions are
eliminated upon consolidation, excent for retail sales tax and the levy for health and education. Where the
fiscal year end dates of Crown amganizations are nat the same as that of the Government Reparting Entity
and their transactions significantly affect the financial statements, their financial results are updated to March
.

Government business enterprises, whose principal activity is camying on a business, maintzin their accounts
in accordance with accounting principles which are generally accaepted for business enterprises and which
are considered aporopriate to their individual objectives and circumstances. They derive the majorty of their
revenue from sources outside the Government Reporting Entity.  They are reported in these Summary
Financial Statements using the modified equity method of accounting without adjusting their accounting
policies to a basis consistent with that of the Government Reporting Entity.  The financial reslitts of
enterprises are not updated to March 31 where their fiscal year end is not the same as that of the
Government Reporting Entity, except when fransactions which would significantly affect the Summary
Financial Statements occur during the intervening pericd.  Inter-entity accounts and transactions with
Government business enterprises are not eliminated, nor are normmal operating inter-entity transactions
disclosed separately. Supplementary financial information describing the fnancial position and results of
operations of these enterprises is presented in Schedule 3.
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EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd.)

SUMMARY FINANCIAL STATEMENTS

. Basls of Specic Accounting Policles
Governmant of Canada Receipts

Transfer payments from the Government of Canada include all accruals determined befors June 15 each
year for cument year entitements that have been autharized by March 31" that can be reasonably
estimated and for which any eligibility criteria have been met

The Provinge's share of individual and corporation income tax is recorded based upen cash receipts to
March 31 plus an accrual of adjustmants determined befere June 15 each year.

Cther Revenue

All other ravenues are recorded on an acorual basis except whan the accnials cannot be determined with a
reasonabie degree of certainty or when their estimation is impracticabila.

Expenses

All expanses incumed for goods or senices received are recorded on an accrual basis. Exceptions to this
policy invohve the acquisition of inventories acguired for the Government's use that are reflected as
expensas when incumed.

Expenses include provisional amounts recorded in anticipation of costs which are quantifiable and have
besn identified as obligations. Govemment transfers are recognized as expenses in the period during which
the transaction is authorized and any eligibility crteria are met.

Gross Accounting Concept

Revenuss and expenses are recarded in gross amounts with the following exceptions:

1) Refunds of revenue are treated as reductions of cument year revarnue.

2) Decrezsas in valuation allowances previcusly provided are treated as reductions to expense.

3) Recoveries of the debt servicing costs on self-sustaining debt of Govemment business enterprises
are recarded as a reduction of debt servicing expensa.

Liabllitles and Assate

1) All borrowings are expressed in Canadian dollars and are shown net of sinking funds, unamortized
dabt issue costs and debt of the Province of Manitcba held as provincial investments.  Foreign
bormowings are converted at the exchangs rate in effect at March 31 adjusted for any forward foreign
exchange confract entered for setlement after the fiscal year end. Discounts or premiums, and
commissions incumed at the time of the issue of debt are amortized monthly o debt senvicing
expense over the tam of the debt,

2) The amount of the pension liability is bazed on actuarial calculations. When actual experience varias
from actuarial estmates, the adjustments needed are amortized over the expected average
remaining service life of the employee groups.

3) The amount of the liabilities for severance, Long Temn Dizability Incoma Plan liability and workers
compensation claims is based upon actuanial calculations. The periodic actuanial valuations of thase
ligbiliies may determine that adjustments are needed to the actuarial calculations because achial
expenence is different from that expected andfor because of changes in actuarial assumptions used.
The resulting actuarial gains or losses are amortized over the expected average remaining service
lifie of the related employee group.

&1
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Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

4) The year end translation adjustnents reflscting the foreign currency fluctuation from the value at the
issue date are recorded through the unamortized foreign cumency fluctuation account and amortized
manthly to debt servicing expanse over the remaining term of the debt. The unamortized portion of
foreign currency fuctuation also refiects the gains or kisses on the conversion of foreign currency
debt cailed prior to maturity using the rates in effact at the time of the call and thess gains and losses
are amortized over the original remaining term of the debt or over the term of the replacamant issue,
whichever is sherter,

£} Loans, advances and long-term investments are recorded at cost less valuation allowances. A
valuation allowance is provided to reduce the value of the assets to their estimated realizable value
or fo reflect the impact of significant concessionary temns on outstanding loans.  Valuation
allowances are made when the collection is considered doubtful or whaen the value of the investrment
is impaired. Premiums that may arise from the early repayment of loans or advances are reflected
as defemmed revenue and are amortized monthly to debt servicing expense over the term of the
redated debt issue.

3] Investrnents denominated in foreign cumency are transtated to the Canadian dollzar equivalent at the
exchange rate in effect at March 31, unless the rate of exchanga or a forward foreign exchanga
contract fixing the value has been negotiated, in which case that rate or amount is used. The year
end investment transiation adjustments reflecting the foreign currency fuctuation between year ends
are amortized monthly over the remaining life of the investment and included with debt servicing
axpense. Expenses and other transaction charges incurred on the purchase of investments during
the year are charged to debt servicing expense. Those expenses incurred in Foreign currency arg
translated at the exchange rate in effect on the transaction data.

7 Premiums paid on interest rate options are amortized monthly starting from the date the income is
received over the period of the applicable agreement. If the option is exercised, the premium is
amartized over the period from the date of receipt to the maturity date of the agreement. If the option
is not exercised, any unamartized premium will be immediately taken into revenue.

8) Inventories held for resals are recorded at the lower of cost and net realizable value.

g} The cost of tangible capital assets purchased inciudes the purchase price as well as costs such as
installation costs, design and enginearing faes, survey and site preparation costs and other costs
incurred to put the asset in service. The cost of tangible capital assats constructed by the Province
include all direct construction costs such as materals, labour, design, installation, engineering,
architectural fees, and survey and site preparation costs, as well as overhead costs directly
attributable to the construction activity such as licenses, inspection fees, indirect labour costs, ang
amodization expense of any equipment which was used in the construction project. Any carrying
cost associated with the development and construction of tangible capital assets is included for
projects whose cost exceeds $20 million.

A tangible capital asset received as a donation is recorded at its fair market value with the same
amount being shown as a defemed revenue which is amortized to revenue on the same basis as the
asset is amartized. Vwhere the acquisition cost of a tangitde capital asset is shared with other
jurisdictions under a shared cost agreement, such coninbutions are deducted from the cost of the
related asset with any amortization calculated on the net amount. Certain assets which have
historical or cuttural value including works of an, histoncal documents as well as histodcal and
cultural artifacts are not recognized as tangible capital assets because a reasonable estimate of the
future benefits associated with such property cannot be made. intangible assets and items inherited
by right of the Crown, such as Crown lands, forests, water and other mineral resources are not
recognized in Governmant financial staterments.
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10)  Tangible capital assets are amortized on a straightdine basis over their estimated usaful vas as
follows:

Land Indefinite
Buildings and Leasahold Improvements
Buildings 25 to 40 years
Leasehoid improvements Life of lzase
Vehicles and Equipment
Vehicks 5 ygars
Aircraft and vessels 5to 24 years
Machinery, equipment and fumiture 10 years
Maintenanca and road construction equipmant 15 years
Computer hardware and software 410 15 years
Infragtructure Assets
Land Indefinite
Land Improvements 30 yoars
Transportation
Bridges and Structures 40 years
Provincial Highways. Roads and Airstrips 10 to 40 years
Dams and Water Managamant Structures 40 years

One-haif of the annual amortization is charged in the year of acquisition and in the year of disposal.
Assets under construction are not amortized until the asset is avaiiable to be put into service.

11} During the 2000431 fiscal year, the Federal Government created a Heatth Equipment and
Infrastructure Fund for investment in new medical equipment. The Province's share of this fund was
$37 million. Funding from the Heaith Equipment and infrastructure Fund has been treated as
defemed revenue and will be brought inte revenus based on actual purchases of eguipment
according to a defined schedule.

During the 2002/03 fiscal year, the Federal Government created a Diagnostic and Medical
Equipment Fund for investment in new medical equipment. The Provinee's share of this fund was
$64 million. Funding from the Diagnostic and Metical Equipment Fung has been treated as deferred
ravenua and will be brought into revenue based on actual purchase of equipmeant accorling to a
defined schadule.

12)  Guarantees by the Government arg made through specific agreements or legislation to repay
promissary notes, bank loans, lines of credit, morigages and other securties. Provision for losses on
guarantees are recorded whean it is likely that a lose will occur. The amount of the lass provision
represants the Government's best astimate of future payments less recoveries.

13}  In the public sector, recegnition and measurement of tangible capital and other nen-financial
agsets are pased on their service potential. Generally, such assets do not generate future net
cash inflows. Therefore, these assets will not provide resources to discharge the liabilities of the
Government.  For non-financial assets, the future aconomic berefit consists of their capacity 1o
render service to fulfill the Government’s objectives,

14}  Effectiva for the 2005/08 fiscal year, the Govemment adopted an accounting pelicy regarding the
recognition and measuremant of enviropmental liabilities. An  environmental  liability for
contaminated sites is recardsd whan contamination is identified, and when the Govemnment is
obligated or likely to become obligated to incur remediation costs due to reasons of public health
and safely, contractuzl arrangemants, or compliance with environmental standards which are set
out in any act or regulation (federal, provincial, municipal) racognized by the Government. The
libility is based upon remediation cests determined on a site-by-site basis, measured as
incremental direct costs, reduced by estimated recoveries from third parties, and discountad
whera possible to refiect the time value of money.
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For past liabilities ansing from contaminations or obligating events on or before March 31, 2005,
there is a transition period (April 1, 2006 to March 31, 2008} to identify and record such liabilities.
These liabilities will be recorded as an increase to the accumulated deficit until March 31, 2008,
Subsequent to that, any past liability not previously recorded or sufficiently provided for will be
recorded as an expensa.

For liabilitias arising from contaminations or obligating events aftar March 31, 2005, the amounts
are recorded as an expense when identified.

E. Measurement Uncertainty

Estimates are used to accrue revenues and expenses in circumstances whera the actual accrued
revenues and expenses are unknown at the time the financial statements are preparad.  Uncertainty in
the detarmination of the amount at which an item is recognized in the financial statements is known as
measurement uncertainty. Such uncertainty exists when there is a variance between the recagnized
amount and another reasonable possible amount, as there is whenever astimates are used.

Measurement uncertainty in these financial statements exist in the accrual of individual, corporata income
taxes, Haalth Transfers and Canada Social Transfer entitements, Federal Governmant transfars under
Bill C-48, accruals for pension obligations, accruais for enviranmental obligations and allowances for
doubtful loans and advances and provision for lossas on guarantees.

The nature of the uncertainty related to the accrual of health and social transfer payments from the
Federal Government and individual and corporate income taxes arses because of the possibie
differences between the estimates for the economic factors used in calculating the accruals and actual
economic results. Uncertainty related to Federal Government transfers under Bill C-48 refates to the
ultimate determination of the transfer amounts being dependent upon audited current year financial
resuits of the Federal Government. Dependent upon these final results, the transfer that the Provincs is
eligible for could range from $0 to $38 million (recorded $49 million as current year's revanug). The
uncartainty related to accruals for pansion obligations arsas because actual results may differ
significantly from the Province's best estimates of expected results based on variables such as eamings
on the pension investments, salary increases and the life expectancy of claimants. The uncertainty
related to the accrual of environmental obligations is based upon the identification of all sites where
environmental damages have occurmed that are the Frovince's responsibility to mitigata and the
guantification of what the actual liability will be based upon impact studies. Uncerainty cancaerning the
allowance for doubtful loans and advances is based upon actual collectibility and changas in aconomic
conditions.

While management's best estimates have been used for reporting items subject to measurement
uncartainty, it is possible that changes in future conditions in the near term could require a materal
change in the valuation of the reported amounts. Near tarm is defined as a paricd of fime naot to excesd
one year from the date of the finrancial staterments.

CASH AND TEMPORARY INVESTMENTS

{Cash squivalents included in cash are recorded at cost. Market values approximate cost. Investment ravenua
earnad during the year was $34 million (2005 - $35 millian}.

Ternporary investments are recorded at the lower of cost and market value. As at March 31, 2006, the cost of
temporary investments was 5323 million (2005 - $267 million} with a market value of $323 million {2005 - $267
million). Investment revenua eamed on the temporary investments funds during the year was $20 million (2005 -
£12 milicr).

PORTFOLIO INVESTMENTS
Portfclio investments are recorded at the iower of cost and net realizable value. As at March 34, 2008, the

camying valua of portfolio investments was $608 million (2005 - $545 million). Portfolio investments eamed $64
million during the year (2005 - $58 million).
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Portfolio investments include amounts invested with the Civil Service Superannuation Fund and the Teachers'
Retirement Allowances Fund. These investments represent funds set aside for the future retirement of the
pension liability. These invastments eam the respective Fund's annual rate of retum and reflect both the realized
gains {losses) on sale of investments and unrealized market gain {loss} for the year. Investment income eamed
for the year was $61 milien (2005 - $30 milion). The fair vaiue of these investments as at March 31, 2006 was
$537 million (2005 - $382 million). These Funds are balanced funds and the investments consist primarily of cash
equivalents, equities, bonds, mortgages and real estate.

4. ADJUSTMENTS TO ACCUMLULATED DEFICIT

In the March 31, 2006 fiscal year, restatements to the March 31, 2005 accumulated deficit and net income for the
year were rmade 1o apply changes in accounting policies and due to comsction of emors.

Adjusiments were made to the opening accumulated deficit far the March 31, 2005 fiscal vear to mcognize the
impact of changing accounting policies. These adjustments were made to recognize environmental liabilites
(%142 million increase) and to recognize the liability associated with the recognition of prepaid expenss in
accordance with changes to pubtlic sector sccounting standards ($19 million decrease).

Adjustments were made to the opening accumulated deficit for the March 31, 2005 fiscal year to apply changes
due to comection of emors.  An adjustment was made to recognize the lighility associated with certain tax refunds
that had not been identified and comected in the 2005 fiscal year ($6 million increasa).

Adjustments were made to the opening accumulated deficit for the March 31, 2005 fiscal year to account for the
inglusion of eight additional entities into the Govemment Reporting Entity in accordance with changes to public
sactor accounting standards ($93 million decrease). These enfities included; Collége universitaire de Saint-
Baniface, First Nations of Northemn Manitoba Child and Family Services Authonty, First Nations of Southem
Manitoba Child and Family Services Authority, Metis Child and Family Servicas Authority, Spart Manitaba Inc., 5t
Amant Centre Inc. (& component of the Winnipeg Regional Health Authority), Tire Stewardship Board and the
Univerzity of Winnipeg.

In the March 31, 2006 fiscal year the Manitcba Public Insurance Corporation changed its accounting policies on
the recogniticn of pension plan experence gains to racognize these gains and iosses in tha year in which they
accur. Previously the policy was 1o amortize these gains and losses over the expected average remaining service
life of the employee group. As a result of this change, the accumulated deficit for March 31, 2005 increased by
$12 million.

The net effect of these adjustments is & $48 million increase to March 31, 2005 opening accumulated daficit.

In the March 31, 2005 fiscal year, the Workers Compensation Board elacted to change its accounting palicies on
tha recognition of gains and losses (other compréhansive incoma) in acsordance with changes to accounting
standards on the recognition of these gains and losses. As a result of this change the accumulated deficit for
March 31, 2005 decreased by $28 milion. In the March 31, 2006 fiscal year, the Government adopted the policy
to recognize this other comprehensiva income as a charge to the acoumulate defict in accordance with new public
sector accounting policy standards.  The net effect of these changss is a $37 million decrease to the March 31,
2005 summary net incoma.  The net effact of these adjustments is a $65 million Increase to the March 31, 20085
accumulated deficit.

5 EQUITY IN GOVERNMENT BUSINESS ENTERPRISES
The category definitions are as follows:

Utility:
An enterprise which provides public ulility services for a fee,

Insurance:
An enterprise which provides insurance coverage semvices to the public for a fee.
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Finance:
Enterprises which provide regulatory control and are revenue generating, or enterprises which use economy
of scale to deliver goods and services to non-govemment clients.

Resource Development:
Enterprises charged with the developmant of various industries andior the delivery of various goods and
sarvices which will assist the provincial aconomy.
Included in the equity in Govemmeant business enterprises are equities which are restricted for use by provincia
Jegisiation and theraby nat available to discharge Govemment liabilities or te finance other Govenment programs.

Equity in Govemmant business enterpriges is comprised of

{$ milllons)

2008 2005

Restricted Equity in Government Busingss Enterprises: .
Manitoba Hydro-Elactric Board 1,285 870
Manitoba Public Insurance Corporation 280 212
Workers Compensation Board 184 13
1729 1213

Unrestricted Equity in Government Business Enterprises:

Manitoba Lotteries Corporation 5 5
Manitaba Preduct Stewardship Corporation 2 2
Manitobe Public Insurance Comporation _4 4
n n
Equity in Government Business Enterprises 1740 1224

8. SINKING FUNDS

Sinking funds are recordad at the lower of cost and market value. As at March 31, 2006, sinking funds had a cost
of 2,738 million (2005 - $2.729 million) and a market value of §2,753 million {2005 - 52,628 millon}. [nvestment
revenue eamead on tha sinking funds during the year was $204 million (2005 - $218 million).

Saction 60 of The Financial Administration Acf authorizes the Minister of Finance to provide for the creation and
management of sinking funds for the ordary retirement of delt  The Minister of Financa may authorize, by
directive, the amaount, if any, to be allocated to the Province's sinking fund. The Previnea's sinking fund curmantly
provides for the repurchase of foreign debt and the pre-funding of maturing debt issues. In addition, the
Province's sinking fund is invested principally in securities issued or guaranteed by Canadian provinces.

As provided by The Manitoba Hydro Act, the Manitoba Hydro-Electric Beard {Hydro} is required to provide, pricr to
its fiscal year end in each year, amounts for sinking funds which arg not less than the sum of 1) 1% of the principal
amount of Hydro's outstanding dabt on the precading March 31 and, ii.} 4% of the balance of cash and book value
af securities in the sinking fund at such date. Sinking funds are invested in Government bands and the bonds of
highly rated corporations and financial insgitutions. Interest eamed on maney and securties in the sinking fund is
paid to Hydro.
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The sinking funds are allocated as foilows:

{$ millions)
2006 2005
Pravince of Maritoba 2151 2148
Manitoba Hydro-Electric Board 588 &79
University of Manitoba 2 2
Tatal sinking funds 2739 2729
Sinking funds are invested as follows.
{$ milllions)
2006 2005
Cash ared temporary investments 223 268
Portflio investmeants 2.518 2461
2739 2728

7. GUARANTEES
The Government Reporting Entity has guaranteed the rapayment of debt, promissory notes, bank loans, lines of
credit, morigages and other securites. Debt guaranteed by the Province is guaranteed as to principal and interest
until the debt is matured or redesemed. The authorized limits and the outstanding guarantees are as follows:

Authorized {$ milllens)

Limit 2006 2008

Canada Martgage and Housing Corporate Martgages 1 - -
Manitcba Business Start Program 5 1 1
Manitoba Agricultural Sendces Corporation (Note a) 29 56
Marnitoba Housing & Renewal Corporation (Nate by} -] 7
Rural Entrepreneur Assistance Program (Note ¢) 16 4 4
Manitoba Student Financial Assistarice Program {Note d) 20 T 8
Rural Municipaitty of Richat 1 A 1
78 77

Manitcba Grow Bonds _5 _B
Total guarantess outstanding 83 83

The provisions for losses on guaranteed loans ane datermined by a mview of individual guarantees. The provision
represents the best estimate of probable claims against the guarantes. Vvhere circumstances indicate the
likalihood of claims arsing, provisions ame established for those loan guarantees. Frovision for future lossas on
guarantees in the amount of $20 million {2005 - $18 millicn) has been recorded in the accounts.

Note a — The Manitoba Agricuftural Services Corporation bas guaranteed loans under the foilowing programs:
Guaranteed Operating Loan Program — guarantees sach participating lending institution 12 4% of the respective
value of lvans made under this program.

Manitoba Cattle Feeder Associations Loans Guarantees — for each agsociation guarantee 25% of the loan to 2
maximum guarantge of $1 million.

Diversification Loan Guarantee Program — guarantees 25% of loans made by participating lenders, for the
diversification or farm vaiue-adred activities, to a maximum hdividual guaranteed loan aliowable of §3 milion.
Enhanced Diversification Loan Guarantee Program - gliminated iender pooling of guarantess and the maximum
of $3 million for qualifying loans.

Note b — The Manitoba Housing and Renewal Corporation has guaranteed the repayment of morigages and has

issued letters of credit which guarantee the terms and conditions of land development agreements and
construction contracts.
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Note ¢ — The Province provides guarantees on hew and expanding simall or home business loans, with a five year
term.

Note d — The Govemment guarantees three types of stutent loans issued in the past twelve years:
i. Guarantesd loans: issued by the Canadian Imperial Bank of Commerce (CIBC) from April 1, 1983 1o
Dacember 31, 1994. These loans are fully guaranteed should the loen be deemed to be in default
ii.  Limited risk loans: issuad by the CIBS from January 2, 1935 to December 31, 1957 and issued by the
Royal Bank from June 2, 1987 to July 31, 2000, The Govemment only guarantees those loans in
default that have been issued to credit abusers, insolvent creditors and minors,

iii.  Non-risk loans: issued by the Royal Bank from August 1, 2000 to July 31, 2001, The Govarnment has
agreed to guarantes and purchase any lcan deemed to be in defauft.
8. CONTRACTUAL OBLIGATIONS
A, Operating Obiigations

The Governmant Reporting Entity has made future obiligations under long-term contracts that cover the
rental of tangible capital assets. These financial obligations as at March 31 are as follows:

Government {$ millions)
Business Total
Enterprises Other 2006 2005
Rental of tangible capital assats 61 145 206 222

The Government Reporting Entity has obligations which are not capital in nature, related primarnily to future
loans and grants and the maintenance of desktop equipment totalling 78 millicn (2005 - $77 millisn).

B. Capitai Obligatlons

The Government Reporting Entity has approved |ong-term financial arrangements.

Future Cbligationa:
Government ($ milifons)
Business Total
Entarprises Other 2008 2005
Tangible capita! assets,

infrastructure and capital grarts g8 117 215 282
Approved mortgages _ 21 2 _7
28 438 236 289

The Manitoba Hydro-Electric Board matle a commitment to towards the construction of an office building in
downtown Winnipeg. Construction on this building is underway and is expected to be complete on or before
September 3, 2007,

Tha Province has undertaken {0 expand the Red River Floodway. Through the Manitoba Floodway
Authority, the Province is a party fo a funding agresment with the Government of Canada for a $240 million
{2005 - $240 million} expansion project and has committed to provide $120 million {2005 - $120 million)
towards the $240 million {2005 - $240 million) axpansion project. Subsequent to the year end a funding
amendment was reached between the Govemment of Canada and the Government of Manitoba increasing
the jeint cantribution by $84 million to a total of $324 million.
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The Government has made contractual gbligations against future appropriabions that cover the purchase or
development of tangible capital assets. Funding is provided annually from appropriations of the Capital
Budget These obligations as at March 31 are as follows:

3 mililons)
2006 2005
Buiidings 3 2
Transportation u 14
Dams and Water Managemant Structures 2 2
Equipment — -
g 12

9. CONTINGENCIES

The Gevernment has baen named in various legal actions, including treaty ‘and entitements. No provision has
been made at March 31, 2006 in the accounts where the final results are uncertain,

A,

Disaster Financial Assistance

A provision has heen made at March 31, 2006 for all flond claims and other disaster financial assistance.
The final amount of the Govemment's share of these costs under shared cost agreements is ungertain at the
date these financial statements ware 1ssued.

Northerm Developmant Projects

The Province is contingenty liable for legal claims associated with past Manitoba Hydro-Electric Board
{Hydro) related northem developmeant projects. The outcome of these claims is net determinable at this
tima.

Hydro is party to an agreement dated Decamber 16, 1977, with Carada, the Frovinge of Manitoba and the
Morthemn Flood Committee Inc., representing the five First Nations in the communities of Cross Lake, Nelson
House, Morway House, Split Lake and York Landing. This agreement, in part, provides for compensation
and remedial measunes necessary to ameliorate the impacts of the Churchill River diversion and tha Lake
Wirnipeg Regulation projects. Comprehensive seflements have been reached with all communities except
Cross Lake.

In recognition of all anticipated payments, Hydro has recorded a total liability of $121 million (2005 - $104
milion). Reassessments of these liabilies will be made as settlements are achieved. There are ather
mitigation issues, the qutcomes of which are nat determinable at this time.

Canadian Blood Servicea

Most provinces, including Manitoba, are members of. and provide funding to, Canadian Blood Services,
which operates the Canadian blood system. Their March 31, 2005 audited financial statements indicate that
a wholly owned subsidiary, CBS Insurance Company Limited, provides for the contingent liabilities for risks
ralated to operations of the blood system. The actuarially determined provisions for future insurance claims,
reported and unreported, related to insured events that occumed prior to March 31, 2005 is $174 million
{2004 - $163 milien). The related assets as at March 31, 2005 total $208 million (2004 - $187 million). The
subsidiary alsn had a re-insurance contract for additicnal coverage of $750 million.

Based upcn the above, as at March 31, 2005, the Province of Manitoba's shara of the provision for future
claims is offset with designated assets which, at that point, exceed the provision. In addition, there is re-
insuranca to cover an additional $750 million in claims of insured events occuring on or before March 31,
2005, March 31, 2006 figures are nat available for comparison.
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10. TREATY LAND ENTITLEMENT OBLIGATIONS

To mest Manitcba's obligation under freaty land entilement (TLE) agreements, approximately 195,808 acres of
provincial Crown tand have bean transferred to the Government of Canada (Canada) for First Nations.

This transfor will help strengthen the economic development of these First Wations. Manitoba continues to work
with Canada and First Nations on a number of initiatives leading to greater self-govemment in areas such as land
and child and family services delivery.

Manitoba’s obligations under the Treaty Land Entilement Framewark Agreement requires the setting aside of
985,949 acres of Crown land. To date, 871,428 acres have been selected by the Entilement First Nations. The
Crown lands will be transfermed according to the Matural Rescurces Transfer Agreement, including mines and
minerals and other interasts nomalty reserved for the Province under the Crown Land Acf or any other statute.

11.  ENVIRONMENTAL ISSUES

The Manitoba Hydro-Electric Board will incur fulure costs associated with the assessment and remediation of
contaminated lands and for the phase-out and destruction of potyehiorinated bipheryl contaminated mineral il
from etectrical equipment.

12.  PENSION PLANS

The Government of the Provines of Manitoba supports ten separate pension plans. These include tha Civil
Service Plan (CSP), the Teachers' Plan (TF) the Members of the Legislative Assembly Flan (MLAF), the
Legislative Assembly Pension Flan {LAPP), the University of Manitoba Pension Plan, the Brandon University
Retirement Plan, the Healthcare Employees Pension Plan {(HEPF), the Judges' Supplemental Pension Plan, the
Winnipeg Child and Family Services Employee Benefits Retirement Plan (WCFSP) and the University of
Winnipeg Pension Plan. HEPP offers retirement benefits to employess of health care facilies. The pensian
pans for the Universittes of Manitoba, Winnipeg and Brandon and HEPP are fully funded. There is no unfunded
liabiitty reported by the actuaries of the univarsity pension plans and HEPP.

The Government is required, under the amended provisions of The Balanced Budget, Debt Repayment and
Taxpayer Accountsbiity Act, to set aside funds beginning in 2000/01, to address the Govermment's unfunded
pension ability.  The minimum annual contribution must be sufficient to equal the confributions made by
employees and teachers hired on or after April 1, 2000, Whila the minimum contribution far the year ended March
31, 2006 was $21 million (2005 - $17 million), the Government set aside $85 millon {2005 - $78 milion) in the
Pension Assets Fund. These funds are separately invested and maintained in trust accounts with Civil Service
Superannuation Fund (C55F) and Teachers' Retirement Allowances Fund (TRAF) for the Government and are
increazed by the rate of retum of the funds. Portfolio investments hald in the CSSF ard in the TRAF for the
Govemment, from funds that it set aside for the future retirerent of its pension labifity amount to $537 milfion at
March 31, 2006 {2005 - $282 million).

The actuarial valuations were based on a number of assumpticns about future events, such as interest rates,
wage and salary increases, inflation rates and rates of employee tumnover, disability and mortality.  Information
sbout the economic assumptions used in the most necent actuanal valuations is provided below,  Damographic
gssumptions usad in the valuatians reflect the experience of the plans.
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Real Rata  Inflatlion Invesbrient Rate
Pian Latest Valuation of Return Rate of Retum

Civil Service December 31, 2004 4.00% 2.50% 5.50%
Teachers' January 1, 2004 4.25% 2 50% 6.75%
MLA March 31, 2003 4.00% 2.75% 5.76%
LAPP March 31, 2005 3.25% 2.75% 5.00%
University of Manitoba December 31, 2003 4.00% 2.50% 5.50%
Brandon University December 31, 2003 3.50% 2.50% 5.00%
HEFP December 31, 2003 3.50% 3.00% 6.50%
Judges' Supplemental March 31, 2003 3.25% 2.75% 6.00%
WCFSP Decamber 31, 2004 350% 2.50% 6.00%
University of Winnipeg Becember 31, 2004 8.50%'

8.00%?

‘pra-ratirerment rate of retum

*post-retirement rate of retum

During the year, an increase in employse contribution rate of 1.1% was approved for the Teachers' Plan. Na other
amandments were made to any of the Plans.

The components of the unfunded pension liability and expense are as follows:

{$ milllons}
Pansion Panslon
Expense Liabillty
2006 2006 2008
Civil Senvice Plan
Pension Liability 163 1,703 1,606
Unamertized Nat Actuarial Gains 14 18
Teachers' Pian
Pension Liability 226 2271 2,168
Unamertized Actuarial Losses (82) (80
Members of the Legistative Asssmbly
Pension Liability 2 29 29
Unamortized Actuarnial Gains 3 4
Legislative Assembly Pension Flan 1 1 NFA
Judges' Suppiemental Pansion Plan 3 26 23
Cther Plans _23 2 2
418 L967 Wil

The pension liabilities of Govemnmant business enterprises are dizclosed in Schedule 3.

A.  Chvll Servica Plan
The Civil Service Superannuation Act (CSSA) astablished a defined benefit plan to provide benefits to
employees of the Manitoba Civil Service and to participating agengies of the Government through the Civil
Service Supsrannuation Fund {CSSF).

As at March 31, 2008, the CSP had appreximataly 42 500 (2005 - 41,800) paerticipants including active
members, retired employees and fonmer employees with entilements.
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Certain amendments to the CS5A were made in 1992 which required that the CSSF establish and fund a
separate account in an amount sufficient to cover the Govemmaent's share of pension costs attributable to
the 1992 amendments to the CSSA. The CSSF account maintained on behaif of the Govemment at
March 31, 2006 was $44 million {2005 - $38 million).

Effective December 15, 2000, the TSP was amended to include 'mproved bensfits. The cost of the plan
amendments is fully funded from actuarially determined employee surpluses with no additional cost to the
employer. The following describes the current terms of the CSP, with the previous terms indicated within
brackets.

The lifetime pension caloulation equals 2% of a member's best five years average yearly pensionable
earnings multiplied by pensionable service, minus 0.4% {previously 0.6%) of the average Canada Pension
Plan {CFPY eamings for the same pericd multiplied by pensionable senvice since January 1, 1965,

The CSSA requires that employees contribute 6.0% (previcusly 5.1%) on pansionable samings Up to the
CPP maximum eamings, and 7.0% of pensionatle eamings above the maximum.  89.8% of contributions
are used to fund basic benefits and 10.2% of contributions are allocated for indexing benefts. Contributions
continue until the employea's retirement or other termination from service. Employee contributions fer the
year ended March 31, 2008 amounted to $76 million (2005 - $72 million).

Indexing benefits are not guaranteed and are paid only to the extant that the indexing adjustment account in
CSSF can finance ane-haif of cost-ofdiving increases granted. The maximum annual adjustment is imited
Ly legislation to two-thirds of the increase in the consumer price index for Canada.

The Gowvemment doss not make contibutions to the CSSF duning employess' service. By legislation,
howaver, it is required to pay 50% of the pension disbursements made from the CSSF. For the year ended
March 31, 2006, payments of $39 million {2005 - $90 million} were made to the CSSF.

An actuarial report was completed for CSSF as of December 31, 2004, which determined the Government's
pension liability on an indexed basis. The report provides a formula to update the lability on an annual
basis. The Govermment's net liability for accounting purposes has been calculated to be $1,717 million as at
March 31, 2008 (2005 - $1,625 million), which includes net unamortized actuarial gains of $14 million {2005 -
%19 milign). The increase in fiability includes curment year interest of $115 million (2005 - $99 milion). The
Decermber 31, 2004 report disclosed an actuarial loss of $22 million which will be amortized over the 15 year
expected average remaining service life of the amployee groups. This actuanal loss has been combined
with the actuarial loss from the December 31, 2001 actuarial report and the actuarial gain from the
December 31, 1598 acluanal report.  The 2006 combined amortization was a $5 milion decrease to
expanses (2005 - $7 million;.

B. Teachers' Plan

The Teachers' Pensions Act (TPA) established a defined benefit plan to provide pension benafits to teachers
who have taught in public schools in Manitoba.

Ag at March 31, 2006, the Teachers’ Retiremant Allowances Fund (TRAF) haxd approximately 32,200 (2005 -
31,800} participants including active members, retired teachers and former teachers with entilements.

The Ifetime pension calculation is based upon the lesser of A or B:

A) The years of service prior ta July 1, 1980, multiplied by 2% and the average salary of the best 7 of
the final 12 years of service and years of service after Juty 1, 1980, multiptied by 2% and the average
salary of the best 5 of tha final 12 years of servica;
less
The years of service from January 1, 19688, to July 1, 1980, multipdied by .6% and the average annual
salary up to the yearly maximum pensicnable eamings for the same period and years of service after

July 1, 1980, muttiphed by 6% and the annual salary up to the yearly maximum pensionable
aarmings for the same period.
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B 70% of the weighted average annual salary of the member in the 7 and 5 year periods used above.

The TPA requires that teachers confribute 6.8% (prior to September 1, 2005 - 5.7%) on pensionable
gamings up to the CPP maximum eamings, and 8.4% (priar to September 1, 2005 - 7.3%) an pensionable
eamings above the maximum. 83.4% of contibutions are used to fund basic benefits and 16.6% of
contributions are alkecated for indexing benefits. Contributions continue until the teacher's retirement or
other termination from senvice. Teachsr contributions for the year ended March 31, 2008, amountsd to 381
million (2005 - $52 milfion).

Indexing benefits ara not guarantead and are paid only to the extent that one half of the pension adjustment
does not result in an unfunded pension liability in TRAF.

The Government does not make contributions ta TRAF during teachers' sarvice. By legislation, however, it
is required to pay 50% of the pension disbursements and sther disbursements made by TRAF as provided
for in the TPA, For the year ended Mareh 31, 2006, payments of $115 million (2005 - $108 million) were
mada to TRAF.

An actuarial report was completed for TRAF as of January 1. 2004, which determined the Govermment's
pension liability on an indexed basis. The report provides a formula to update the liability on an annual
basis. The Govermment's net liability for accounting purposes has been calculated to be $2,189 million as at
March 31, 2006 (2005 - $2,078 million), which includes unamortized actuarial losses of $82 million {2005 -
$90 miltion). The increase in liability includes cument year interest of $145 million (2005 — $138 million). The
latest actuary's caleulation disclosed an actuarial loss of 34 million which will be amortized over the 12.5 year
expected avarage remaining service ifa of the employee groups, commenging in the 2005/08 fiscal year.
This actuanial loss has been combined with the actuaria! loss from the January 1, 2001 actuanial report and
actuarial loss from the 2004 funding valuation. The 2008 amartization expense was $9 million {2005 - $8
million}.

G.  Mambers of the Legislative Assembly Plan

The pension pian for Members of the [egislative Assembly (MLAS) is established and govemed by The
Legisiative Assembly Act (LAAY. For MLAs slected prior to the dissolution of the Assembly of the 35th
Legistature, the LAA provides for defined pension benefits based on years of service 1o April, 1995. For
those elected after the 35th Legisiatura in April 1295, the LAA provides for matching contributions. As at
March 31, 2008, there sre 115 {2005 - 116} plan members who are entiled to receive future pension
benefits in accordance with the LAA,

The calculation for defined pension benefits is equal to 3% of the average annual indemnities for the last five
years served as a member or all the years served if less than five, multiplied by the number of years of
pensionable service up to April 1885, These entilements are fully indexed to cost of living increases.

An actuarial report was completed for the MLA plan as of March 31, 2003, which determined the
Government's pension liability on an indexed basis, The report provides a formula to update the liability on
an annual basis. The Govemment's net liabilty for accounting purposes has been calculated to be $32
million as at Margh 31, 2006 {2005 - £33 million}, which includes unamaortized actuarial gains of $3 mitlion
{2005 - 34 million). Tha change in liability includes current year interest of $2 million (2005 - $2 million). The
March 31, 2003 report disclosed an actuanial gain of 52 milion which will be amortized over the 10 year
expacted average remaining Service lfe of the MLAs. This actuarial gain has been combined with the
actuarial gain from the March 31, 2000 actuarial report. The 2008 combined amortization was a $0.6 million
decrease to expenses (2005 - $0.6 million).

Under tha matching contributions provigions, MLAS may confribute up to 7% of their remuneration taward a
Registered Retirement Savings Plan (RRSP) of thair choice.  The Government matches the member's
contributions on a current basis, consequently, there 5 no liability for past service benefits under this
compeonent of the plan.  In the event that a member withdraws money from the RRSF whila an active
member of the Legislative Assembly, the Govemments contribution would be refundable.
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D. Legislative Assembly Pension Plan

The Members' Retirement Banefits Regulation of The Legisialive Assembly Act established a defined
benefit plan, effective April 1, 2004 that provides pension benefits to aligible Members of Legislative
Assembly (MLA) who elect to participate in the plan. The following perscns may elect to bacome membears
of the plan:
a} aperson who is an MLUA when tha plan is registared;
b} a person who becomes an MLA after the plan is registered
¢} aperson who
i} wasan ML& on May 2, 2003, and has not sincg been re-alectad, and
il wishes to purchase a period of pensionable sarvice in respect of his or her membership in the
Assembly during the peried from April 25,1995, to Juna 2, 2003,

The cafculation of pension benefits undar the plan is determined by the following formuta:
2% xS xY

In this fomuta:

S is the average of the best five-year annual salaries recaived by the member during the years for which he
or she accrued pensionable service or, if Iess than five years the average of the annual salaries for that
period.

Y isthe lesser of

{35 and
{iy the total number of years of pensionable service.

The pensicn is reduced by an amount agual to .25% times the number of months before the member's go™
pirthday that the first pension payment is made. Thesa aentittements are indexed to 23 of cost of living
increases.

Participation in the plan is voluntary. For existing and eligible former MLAs, thers is a six month tme limit
placed on the decision of whether to jein the plan commencing once the Pension Commissioner
establishes Regulations respecting his decisions. The sama six month option peried is to be made
availabile for newly alected MLAs. Employee contributions are deducted at 7% of the total annual
indemnity and allowance for MLA expenses. The balance of the cuiment service cost, and any other special
payments. are to be paid by the Pravince.

As at March 31, 2006 there ware three members contributing to the plan, but the pension fund has not
hean set up as of that date and the members’ and employer's contnbutions are Being heid in trust.

An actuarial report was complated for the Legislative Assembly Pension Plan as at March 31, 2008, which
determined the Govemmant's pension liability on an indexed basis. The report providas a fomula to update
the liahility on an annual basis. The Government's liability for acoounting purposes has been projected by the
actuary to be §$1.2 million as at March 31, 2006,

E. Univernity of Manitoba

The University of Manitoba administers the University of Manitcba Pension Flan {1570}, The University of
Manitoba GFT Pansion Plan (1988} and The University of Maniteba Pension Plan {1983} These are
trustead pension plans. The Trustees are msponsible for the custody of the plans’ assets and issuanca of
annual financial statements, which do not form part of the Province's Summary Financial Statements,

The University of Maniteba Pension Plan (1970) and University of Manitoba Pension Plan {1983} are both
money purchasa plans with a defined benefit minimum. The funding for the plans requires a matching
contribution frem the University and the employses. The surplus from the plans, and the matching
contribution, is atequate to fund the plans and the current leval of funding gatisfies the requirements of The
Manitohs Pensions Benefit Act. The plans are not indexsd.

As at December 31, 2005, the University of Manitoba Pension Plans had §,359 active members (2004 -
5,215), and 985 pensioners (2004 - 953). The plans do not offar deferred pension elections.
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The actuarial present value of accrued pension benefits has been determined using the projected unit credit
actuarial cost method and assumptions developed by refersnce to expected long-term market conditions.
An acluarial valuation effective December 31, 2003 was completed in 2004 by Eckler Fariners Ltd., a firm of
consulting actuaries. The results of this valuation have been extrapolated by Eckler Parnars 1id. to
December 31, 2005, As at Decembar 31, 2005, the University of Manitoba Pension Flan {1970} and The
University of Manitoba Pension Plan (1993) were in an actuarnial surplus of $1 million (2004 - $1 million) and
$6 million {2004 - §8 milfion), respectively. The University of Mantoba cannot access this surplus and, as a
rasult, no asset has been recarded in the Provines's Summary Financial Statements,

The University of Manitrba recognized expsnses egual to its contributions of $14 million (2004 - $13 million)
for the 1870 Flan and for the 1993 Plan for the fiscal year ended March 31, 2006, Employse contributions
equalled the employer contibutions.

The next full actuarial valuation of the plans will be as at Decambear 31, 2005 and will be completed in 2005,

The University of Manitoba GFT Pension Plan (1586} iz a defined contribution pension plan; therefore thare
is no requirement for an actuarial valuation of this pian. The University's contributions to this plan wera §1
million i 2006 (2095 - $1 million}.

F. Brandon Unlversity

The Brandon University administers the Brandon University Retirermnent Plan, which iz a trusteed pension
plan. The Trustees are responsible for the custody of the Plan's assets and issuance of annual financial
staternents, which do not form part of the Province's Summary Financial Statements.

The Brandon University Retirement Plan is & final average contributory defined benefit pension plan
astablished April 1, 1974 far the benefit of the employees of Brandon University. The funding for the pian
requires a matching contribution from the University and the employees. The surplus from the plan and the
matching contribution is adequate to fund the plan and the current jevel of funding satisfies the requirements
of The Manitoba Pensions Benefif Act.

As at December 31, 2005, the Brandon University Retirement Plan had 4589 active members (2004 - 488),
206 pensioners (2004 - 188), and 50 deferred pensionears (2004 - 40}

The actuanal present value of acorued pension benefits has been determined using the accrued banefit
method prorated on servica and using assumplions recommended by the aduary and approved by the
Trustess. An achrarial valuation was completed as at December 31, 2003 by Eckler Partners Lid., 2 fimm of
consulting actuaries. As at December 31, 2005, the Brandon Universily Retirernent Plan had no actuarial
surplus (2004 — na achsarial sumplus).

The Brandon University recognized expenses equal to its contributions of $2 million (2005 - $1 million).
Employes contributions egualled the employer contributions.

The naxt full actuarial valvation of the plan will be as at Decembear 31, 2006 and will be completed in 2007,
G, Healthcare Empioyees Pension Plan - Manitoba

The Healthcare Employees Pension Plan - Manitoba (HEPP) was established in 1897 to mest the retirement
needs of Manitcba's heatthcars employees and their beneficiaries. Benefits accrued from January 1, 1987
are administered in accordance with the HEPP Plan Text and goveming agreements. Benefits acorued up
to and including December 31, 1536 are administersd in accordance with previcus plans. HEPP is
govemned by an independent, 12 mamber Board of Trustees representing both union and empicyer
participants.  The Trustees are responsibie for the custody of the plan's assets and issuance of annual
financial statements, which do not form part of the Provines's Summary Financial Staternents.
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HEPF is a defined banafit pensicn plan. The lifetime pension calculation is based on an amount equal to:

*  1.5% of a member's highest average eamings up to the Canada Pension Flan Yeary Maximum
Pensignzbla Eamings (YMPE), and,

s 2.0% of a member's highest average eamings over the YMPE,

= multiplied by 2 members years of contributory service. The highast avarage eamings are determined
by averaging the best five years of annualized pensionable eamings in the past eleven years prior to
termination, retirerment or death.

Ad hoc cost of living adjustments (COLAs) to pension benefits are reviewed avery year. Members whao
ratired an or before July 1, 2000, disabled members, and defermed vested members received a 2.34% ad
hoo COLA effective January 1, 2002. COLAs were not granted for year ended December 31, 2004,

Ag at December 31, 2004, HEPP had 35,635 active and disabied members {2003 - 34,865), 5,221 daferred
vested mambers {2003 - 4,822), and 9,505 retired members {2003 - 8,871} There are currantly 180
participating employers {2003 - 185}

The Plan Text requires that an annual actuanal valuation be perfarmead on bath a going concem basis and &
solvency basis by an independant actuary. Towers Perin, a firm of consulting actuaries, prapared the most
recent actuarial valuation as at December 31, 2003, using the projected unit credit actuanal cost method. As
at December 31, 2003, HEPP had a going concern actuarial surpius of $§ million (2003 - $11 millien). The
employers cannot access this surplus and, as a result no asset has been recorded in the Province's
Summary Financial Statements.

Information for the year ended Dacembear 31, 2005 is not available due to extension of the reporting deadline
to September 30, 2008 approved by the HEPP Board of Trusties.

H. Judges’ Supplemental Penslen Plan

The supplemental pengion benefit for judges was determined to be the differance betwesn the total pension
benefis for judges, including the amendments introduced by Judicial Compensation Committees, and the
formula pension avalable under the Civil Servica Superannuation Act (CSSA} as described above in note
124,

The present supplemental pension beneft for judges was effective July 1, 1982, It was based upen the first
Judicial Compensaton Committee report of June 7. 1991, Since that time, four successive Judicial
Compensation Committees have been duly appointed and amendments have been implemented to the
supplemental benefits avaitable under the Judges' Supplemental Pension Plan,

The currert supplemental pension, including amendments introduced by the most recent Judicial
Ccmpensaton Committes, is summarized as follows:
Tha suppemantal pension plus the pension provided under the CSSA resufts in an accrual rate of
3.00% far each year of service as a judge,
« A cap of 70% of eamings on the combined judge’s supplemental pension and Civil Senvice
Superannuation Pension,
= The everall limit that the judge's supplementai service not exceed 23.5 years.

As at Margh 31, 2006, there are 53 {2005 - 61) plan members who are entiled to receive fulure pension
benefits in accordance with the plan.

An actuanial report was completed for the Judges' Supplemental Pension Pian as at March 31, 2003, which
detarmined the Govemment's pension liability on an indexed basis. The report provides a formula to update
the liability on an annual basis. The Government's liability for accounting purposes has been caiculated to be
$28 million as at March 31, 2006 (2005 - $23 million). The increase in liability includes current year interest of
%1 millign {2005 $1 millkon).
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1. Winnipag Child and Family Services Employee Banefits Retirement Plan

The Winnipeg Child and Family Services Employee Benefits Retirement Plan (the WCFSP) was established
affective December 20, 2003. The WCFSP applies to employees of the former Winnipeg Child and Family
Services who transfermed to the Department of Family Services and Housing and the terms apply to those
who retire or terminate employment on or after December 28, 2003, These employees were previously
members of the United Way Agencies' Employee Benefits Retirement Plan (UWARP). Undar a2 Special
Pension Transfar Agreement, the services and benefits eamed by those employses were transferad from
UWARP to the WCFSP.

At December 31, 2005, the WCFSP had 312 active and deferred members {2004 - §34), 139 pensioners
{2004 - 133).

The lifetime pension calculation equals 2% of the member's highest average pensionabla eamings in any
three non-overlapping periods of 12 consecutive months, less 0.6% of the averaga CPP eamings for the
same period multiplied by years of pensionable service.

Membsrs are reguired to contribute 4.5% of pensionable eamings up to the CPP maximum and 6% on
pensionabla aamings over the maximurm.

The employer is required to make monthly contributions acteanally detarmingd to provide for the nomal cost
of the benefits accruing to members and to provide for the proper amartization of any unfunded liability or
solvency deficiency. Curmently that contribution has been established at an amount equal o employee
contributions.  In addition, the Govemment made & commitment to make payments to cover an estimated
solvency deficiency of $1.2 milion {2005 - $1.9 milion). This amourt has been accrued in these statements.
With payment of this deficiency, the plan is expected to be fully funded as at March 31, 2007.

The WCFSP will reflect the pension benefits eamed by its members for service until June 27, 2004. No
further pensignable service antitements will actrue in the WCFSP after Juna 27, 2004, Subsequent to June
27, 2004, the active members of the WCFSP will become mambers of the Civil Servica Plan (CSP) and will
begin eaming pensicn benefit enttements under the CSF. The pension banefits for all fiture service of the
formner WOF SF members will acorue under the CSP.

An actuarial report was completed for the Winnipeg Child and Family Services Plan as at December 3t,
2004, by Ellemant & Ellement Lid. The Plan has a going cancem surplus of $0.8 million and the schvency
ratic of 95.8% at the valuation data.

J.  Unlversity of Winnipeg Penslcn Plan

The University of Winnipeg administers the University of Winnipeg Pension Plan {UWPP}, which is comprised
of a defined benefit segment and a defined contribution segment. The assets of the Plan are held in trust by
independent custodians and are not recorded in the accounts of the University.

The University of Winnipeg Pension Plan {UWPP) was established as a contributory defined benefit pansion
plan at September 1, 1972 and covers all efigible employees of the University, except those who are
members of the United Church of Canada Pengion Flan. The funding for the plan reguires a matching
cantribution from the Liniversity and the employees.

Since Decamber 31, 2000, when the dsfined contribution segment of the Plan was introduced, approximately
cne-guarter of the eligibie members converted to that plan. The obligation for pension benefits under the
defined contribution segment of the Plan will aways be aqual to net assets in each members account
Therefore, no surplus or deficiency arises from Ructuations in the investrment market.

An actuanal valuation of the UWPP was completed as at December 31, 2004 by Eckler Partners Ltd., a firm
of consulting actuaries, and this valuation was updated by them to December 31, 2005. This valuation
confinns that the defined benefit segment of the Plan has a sohency deficiency of $15 millien. The University
wauld nomnally be required under the Pansion Benefit Act to make additional annual payments of 3.4 million
over a five year pericd to retire this solvency deficiency. However, the Provincial Govemment has provided
the University with an amnesty that enables the University to eiect fo defer the annual solvency payments
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over the next threa years. The University made this glection in September, 2006. This plan also has a going
concam deficiency of $3.7 million, which will be funded by annual payments of $0.4 million over a 15 yaar
periad.

As at December 31, 2005, the Urniversity of Winnipeg Pension Plan had 863 active members (2004 - 630},
198 pensioners (2004 -187}, and 78 defermed pensionars (2004 -72).

The University of Winnipeg recognized expenses equal to its contributions of $3 million (2004 - B2 million).
Empioyee contributions equalled the amployer contributions.

The next full actuarial valuation of the plan will be as at Dacember 31, 2007 and will be completed in 2008.

13. LONG TERM DISABILITY INCOME PLAN

The Gavemment guarantees paymants of long term disability benefits for all employees covered by the Long
Term Disability Income Plan that was established on Aprii 1, 1984, An actuarial valuation report was completed
for the Long Term Disability Fian as of Septemnber 1, 2003 with projections to March 31, 2004 and March 31, 2005
which detenmine the Government's liability. The report provides a formula to update the liability on an annuat
basis. The Govemment's actuarially determined liability for accounting purpeses as at March 31, 2006 was $30
milfign {2005 - $28 mitlion).

14. SEVERANCE PAY CBLIGATIONS

The amount of severance pay obligations is based on actuarial caiculations. The periodic actuanial valuations of
these liabilities may determine that adjustments are needed to the actuarial calculations when actual experience
is different from that expected andfor because of changes in actuarial assumptions used. The resulting actuarial
gains or losses are amortized over the expected average remaining service life of the related employee group.
An actuarial report was completed for the severance pay liability as of March 31, 2005, The report provides a
formuia to update the liability on an annual basis, The Governmant's actuanally determined net liability for
accounting purposes as at March 31, 2008 was $280 million (2005 - $243 million).

15,  AMOUNTS HELD IN TRUST

The Gavernment held certain fiduciary trusts for investment or administration at March 31, 2006, totalling $417
million (2005 - $3%4 milion). Such deposits are pooled with other available funds of tha Government for
investment purposes and ara accorded a market rate ofinterost,

The Govermment alsc provides a safekeeping service for various depariments, agsncies, boards and
commissions. n this capacity, it held custodial trust funds in the form of bonds and cather securities at March 21,
2008 totalling $104 million {2005 - $113 million) and title to tangible capital assets in trust in the amount of $68
million (2005 - $68 million).

The Sivil Servica Superannuation Fund, University of Manitoba Pensicn Plans, University of Winnipeg Pension
Plan and Branden University Retirement Plan have been established by legislation to administer various pension
and insurance trust funds o which the Government Reporting Entity contributes but over which the Government
Reparting Entity has no power of appropriation. The total assets as at December 31st are as follows:

(% milllona)
2005 2004
Civil Bervice Superannuation Fund 3,550 3,056
University of Manitoba Pension Flans 968 231
University of Winnipeg Pensicn Plans 127 115
Brandon University Retirement Flan _ 93 _ &4
4738 4187
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16.

7.

18.

DEBT SERVICING

Debt servicing costs of $7%0 million {2005 - $765 million) is net of interest recoveries from Government business
enterprises of $474 million (2005 - $436 millicn) and includes $83 million (2005 - $57 million) representing interest
expanse of Crown crganizations {(Schedule 11), Government business entarprises debt servicing costs of $517
mitlion (2005 - $514 million) are reparted on Schedule 3.

AMOUNTS DUE TO THE FEDERAL GOVERNMENT

The March 31, 2003 financial statements disclosed that the net impact of the federal setlement related to the
Federal Accounting Error for the period of 1887 to 1999 was a $91 milion loan payable owing to the Federal
Governmant over a ten-year period commencing in 2004/05. As at March 31, 2006, this loan paysble has been
reduced to $71 million (2005 - $80 million) by offsetting an adjustment to unapplied taxes and the payment of an
instalment of $8 million.

To offset negative adjustments to the 2004 Egualization payments, the Federal Govermment provided to the
Province a net koan payable of $38 million. Repeyment of this loan payable is scheduled to begin in April, 2008
and continue over a five yaar perod. Similarly, to offset negative adjustments to the 2004 Canada Heaith and
Sacial Transfer (CHST) entitliements, the Federal Government provided to the Province a net loan payable of $9
million. Repayment of this lcan is scheduled to begin in April, 2006 and continue over a five year period.

Through the Manitoba Opporunities Fund Lid, the Province holds and invests deposits made through the
Federal Depariment of Citizenship and Immigration Canada's (CIC) Immigrant Investor Program. The Federal
Immigrant Investor Program seeks to attract experienced persons and capital to Canada. Investors must
demonsirate business exparience and make an investment into the program. The funds are distributed among
participating Provinces. These funds are returned to the investor after a period of & years. As at March 31, 2006
the Province has ioans payable of $75 million {2005 - $39 milian) to ba repaid to the Federal Govemnment five
years after receipt.

RISK MANAGEMENT AND THE USE OF DERIVATIVE FINANCLAL INSTRUMENTS

The Province employs various risk management strateqgies and operates within fixed risk exposure limits to
EnsUle exposure to rsk is managed in a prudent and oost effectiva mannar. A vanety of strategies are used,
including the use of derivative financial instruments (derivatives). Derivatives are financial contracts, the value
of which is derived from underlying instruments. The Province uses derivatives to hedge and fo mitigate
interest rate risk and the risks attached to foreign currency fluctuations. The Province does not use derivatives
for speculative purposes. Gains or losses realized arising from derivative transactions are deferred and
amorized gver the remaining life of the derivative contract.

Hedges are created primarily through derivatives {swaps), which are legal contracts under which the Province
agrees with another party to exchange cash flows based upon one or more notional amounts using stipulated
reference interest rates for a specified perivd. Swaps can also be used to exchange cash flows involving
differant currencies. Swaps allow the Pravince to effectively manage the terms of its existing abligations and
theraby cenvert them into obiligations that meet the Pravinces risk parameters.

Othar derivative instruments used by the Province include forward foreign exchange contracts and forward
intarest rate agreements. Forgigh exchange or currency risk is tha risk that foreign currency debt principal and
intarest payments and foreign currency transactions will vary in Canadian dellar terms due to fluctuations in
foreign exchange rates. To manage cumency risk, the Province uses derivative contracts including foreign
exchange forward contracts as well as swaps o convert foreign cumency cash flows inte Canadian dollar
denominated cash flows. The current portfolio of forgign dabt is fully hedged through the use of darivatives
and US dollar sinking funds, except for the impact of the unamertized foreign exchange fluctuation account of
$79 million {2005 - $84 milion).

Derivative contracts hedge the underlying debt by matching the critical terms to achieve effectiveness. The
curment policy has hedged the foraign currency debt principal and interest payments through the use of
derivatives in relation to general purpose debt as well as through the use of future US dollar revenue streams
and US dollar sinking funds in relation to debt incurred on behalf of Manitoba Hydro Electric Board.
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The table below presents a maturity schedule of the Province's derivatives, by typa, outstanding at March 31,
2008, based on the notional amounts of the contracts. Notional amounts represent the valume of outstanding
derivative contracts and are not indicative of credit risk, market risk or actual cash flows.

Dortvative Portfolle Notional Valus
As at March 31, 2008
Maturity in Fiscal Year ($miilions)
8-10 Ovear
Derivatives 2007 2008 1 2009 | 2010 | 2011 Years | 10 Years Total
Interest rate
Swaps 2,040 1,175 836 | 2158 | 2,176 g 516 5,233 201
Cross currency
swaps 552 462 984 609 234 972 2,915 8,728
Forward foreign
exchange
contracts 123 208 ksl
Total %7_15 1,637 | 1,820 | 2767 | 2410 7,696 5,148 27,183

The use of derivatives introduces credit risk, which is the risk of a counterparty defaulting on contractual
derivative obligations in which the Province has an unrealized gain. The table below presents the credit risk
associated with the dervative financial instrument portfallo, measured through the replacement value of
derivative contracts, at March 31, 2008

Credit Risk Exposure
As at March 31, 2008
(3 millions)
2006 2005
Gross credit risk axposure 1 59 172
Lass: Natting & { 762} { 957}
Mgt Cradit Risk Exposure { ?0:2} { 795)

1 Gross cradit nsk exposure /s the gross credit exposure fo counterparties with net positive exposures (the
raspeciive counferparties owe the Province.)

2 “Neffing”is fhe gross negative credit exposure to counterparties with net positive credit Bxposures
coverad by master agreamants providing for close oul noltting when coniracts do not have co-taminus
settiernant dates (the Province owas the respective counlerpartios).

As at March 31, 2008, the Province has no net credit risk exposure, but has a net kability to counterparties.

The Province manages its credit risk exposure from derivatives by, amang other activities, dealing only with
high credit guality counterparties and regularly maonitoring compliance to credit limits. In addition, the Province
anters into contractual agresments ("master agreements™) with all of its counterparties that provide for
termination netting and if applicable payment netling.  Net credit sk exposure is the potential less including
the mitigating impact of these netting provisions.

A one parcent {100 basis points) increase in intarest rates would increase debt servicing costs by $13.5 million
(2005 - $11.8 million). Liquidity risk is the risk that the Province will not ba able to meet its current short-term
financial obigations. To reduce liquidity risk, the Province maintains liquid reserves, that is, cash and cash
equivalents (Note 2), at levels that will meet future cash requirements and will give the Province flexibility in the
timing of issuing debt. In addition, the Province has short-termn note programs and sinking funds as altermative
sources of liquidity.
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19.

In accordance with tha Manitoba Hydro-Electric Board's (Hydro) Exposure Management Program, revenues used
as hedges are firm US dollar export revenues which are transiated at the historical book valus exchange rates of
the respective US dollar dencminated debt obligations to which the fimm revenues are linked and for which they,
together, form an effective hedge. For purposes of bridging the timing of US dollar denaminated debt maturities
and the U5 dollar revenue streams used to hedge those debt maturities, Hydro utlizes US dollar sinking funds.

RELATED PARTY TRANSACTIONS
A. Related Party Borrowinga

Borrowings include $330 milion (2005 - $306 million) owed to Manitoba Public Insurance Corporation
relater to the capital financing of school board and health care facitities as well as $250 million {2005 - $197
million) for the financing of general Govemment programs. A nil balance {2005 - $10 million) is owed to
Manitoba Hydro-Electric Board for the capital financing of health care facilities and $45 million {2005 - $45
million} is payable to the Manitoba Liguor Contro! Commission.

Thase loans and debentures are repayable over a term from 2007 to 2025 at varying interest rates ranging
from 0% ta 12.26%.

B. ‘Water Power Rentals

Water power rental revenus from the Manitoba Hydro-Electric Board (Hydro}, in the amount of $125 million
{2005 - $105 million), is included in the Summary Statement of Revenue and BExpense under tha Manitoba
Collections category. Thase rentals are paid for the use of water resources in the operation of Hydro's
hydroelectric generating stations. Water rental rates during the year were $3.34 per megawatt hour (MW.h)
(2006 - $3.34 par MW h).

C. Guarantae Feas

Manitoba Hydro-Electric Beard (Hydro} remits guarantes fees to the Government based an the Hydro dett
that the Province guarantees on thair behalf. The guarantee fees paid by Hydro for the vear ended March
31, 2006 were $69 million (2005 - §70 million).

The Govemmert guarantees and administers Manitoba HydroBonds.  Cutstanding bords as at March 31,
2005 totalled $485 million (2005 - $654 million). The bonds camy fixed and variable coupon rates that range
from 3.1% to 10.0%. Manitoba HydroBonds are redeematla at the opticn of the holder.

D. Revenua From Govarnment Business Enferprises

Under the Workplace Safefy and Heaith Act of Manitoba, The Workers Compensation Board supports the
administrative expenses incurred by the Department of Labour and Immigration for The Workplace Safety
and Health program and the Worker Advisor Office. The amount for the year ended March 31, 2006 was §7
mitlion {2005 - $7 million).

The Manitoba Lotteries Corporation provided $3 million in funding for the year ended March 31, 2006 (2005 -
$2 million} to the Addictions Foundation of Manitoba for problem gamkbling services programming. Manitoba
Hydro-Electric Board paid Corporation Capital Tax of $37 million for the year ended March 31, 2006 (2005 -
$34 million).

E. Purchase of Winnipeg Hydro

The Furthase of Winnipeg Hydro Act received Royal Assent on August 8, 2002, In the 2003 fiscal year, the
Maritoba Hydro-Electric Board entered into an agreement with the City of Winnipeg to purchase all of the
net assets of Winnipeg Hydro. The consideration principally consisted of annual payments to the City of
Winnipeg of §25 million per annum in years 2002 to 2006, $20 million per annum in years 2007 to 2010, and
$16 million per annum in year 2011 and each year thereafter. Winnipeg Hydro was an electric utility with
84,000 customers and annual revenues of $125 million.
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F. Driver Licencing Operations

Effactive Octaber 4, 2004, the Province of Manitcbe transferred management and administration of driver
licencing to the Manitcha Public Insurance Corperation (MPIC), including all aspects pertaining b driver
safety, vehigle registraion and driver licencing including all related financial, sdministrative and data
procassing services,

The Provinoe of Manitoba has agreed to provide funding to MPIC in the amaunt of $21 million annually, inte
perpetuity, to defray the cost bome by MPIC as a resuit of the transfer.

MPIC, on bahalf of the Province of Manitioba, coilects and transfers motor vehicke registration fees to the
Provinga. For the fizcal year ended March 31, 2008, thesa fees totalled $88 million {2005 - $85 million).
Effective October 4, 2004, MPIC is also msponsible for collecting and transfarring driver licencing fees to the
Province of Manitoba. For the fiscal year ended March 31, 2006 these fees totalled $19 milion (the six
menth pericd ended March 31, 2005 - §9 million;.

20. COMPARATIVE FIGURES

Certain of the 2003 financial statement figures have been reclassified 1o be consistent with the 2006 presardation,
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SCHEDULE 1
SUMMARY STATEMENT OF AMOUNTS RECEIVABLE
As at March 21, 2006
{$ millions)
2006 2005
TAXATION REVENUE:
COrPOration GBI EAK........ovr.rereicc et o e et e eh e e e s b st ae s e e 1 10
Corporalion income tax 64 58
Gagoling tax 13 13
Health and education levy o 27
Indhvidual i tax 128 121
Insurance corporation tax, 14 14
Motive fuel tax | B
Gil and nAUFAL Gas taX.....o i e et e 1 -
Retail salas tax SRS PR 123 118
Ravenus Act, 1964, part1........ et R RS R R bR e R g I}
Tobaced tax s 17 19
407 397
GOVERNMENT CF CANADA AND OTHER GOVERNMENTS:
Canada health ang social transfers. ... 4 3
MUDICIBAL COMIOTATIONS ... ..s ettt bt sh e b s ks b bt 10 37 46
Provincial and Termitories. ... . 1a 24
Shared Cost program$/agraBmEnNtS. ... e 169 127
Other. e 20 20
248 220
INTEREST:
Province of Manitoba sinking fund...........cinin 24 F.:]
Other | -SSP 7 ]
31 32
QOTHER:
Health and social services, . §1 127
Mznltoba Hydro-Electric Board i L R e s 1“1 10
Manitoba Liguor Control COmMiSsion.......... . [T URPPN 23 20
Manltoba Lotteries Corporation & 3
Morris-Macdonald School Division, - 1
Sundry dBpAMUMENEA] FBVBILE...... ... icrieci st o iom v oo i e e ar e bbb st bt s 61 58
BT ottt et L RS L) LSRR S bt ettt 104 133
256 353
a8z 1,002
Less: All TP P PPN 82 102
900 300
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SCHEDULE 2
SUMMARY STATEMENT OF LOANS AND ADVANCES

As at March 31, 2006

{$ milllons)
2006 2005

GOYERNMENT BUSINESS ENTERPRISES:
Manitcba Liguor Contrel Commlssion. . - ]

Manitoba Hydro-Electric Board...... 6,625 6,548
Manitoba Lokttaries Corparation 237 248
6.862 8,799
OTHER:

Leans and Mortgages - Note 1. . €08 658
Hudson Bay Mining and Smelting Co. Ltd - Note 2. i 18 17
Maniloba Patash Corporation - Note 3 4 4
Maniloba student loans - Note 4., 29 22
Reglonal family sarvicas agencies - Note 5. . " 14 g
Rurzl econamic development initiatives pregram - Note 6. . 3 3
Other........ OSSO OO 2 1
878 712
LE5S ValUtON GIOWEIMCE ... .o it s ey L s a1 91
585 E21
7447 7.420
Lesy: Sinking funds provided for repaymant of applicable dabt 586 579
6.861 6.841

Less: Debt incumed far and repayable by the Manitoba-Hydro Eleciric Board
and Manitoba Lotteries Carporation. ... . 6,275 B8.215
NET LOANS AND ADVANCES 585 626

The Government business enterprigas loans and advancas portfolia is due in varying annual smounts 1o the year 2044, baaring interast rates
from nil to 13,375%

Mote 1

Agricultural direct lending and special assistance program morigages, due in varying annuat

amounts to the year 2032, bearing interest rates ranging from 2.25% to 14.5%, 345 358

Housirg direct landing ang special assistance pragram mortgages, dua in varying annual amgunts

1o the year 2024, bearing interest rates ranging from 0.0% to 13.5%. 162 167

Buginess development assistanca [cans, dus in varying annual amaunts to the year 2013, bearing

irterest rates ranging from nil 1o 9.875%. 77 106

Northemn business dewvelopment and fishing industry assistance loans, due in varying annual

ameunts to the year 2008, bearing interest rates ranging from 3.5% to 6.75%. 24 25
G08 656

Note 2 - envircnmental improvement lean, due in varying ameunts to the year 2008, bearing no interest and guaranteed with an imevecable

tatter of credit.

Mote 3 - advances, repayatila on the Comeration ganerating revanue or the sale of the Provinge's interast, bearing intarest at prima less

34%.

Nota 4 - student loans, paymant and interest ree until § 10 12 months past the completion of studies, dug 114 to 174 months after that time,
canmying interest at prime plus 2.5%.

Nete 5 - advances to provide family servicas agencies with interim funding to meet daily operating expenses related to providing sanvices, to
be repaid when no longer required, bearing no interest.

Nete 5 - Community Works Program Ioans, repayable at the end of the 5 to 10 year term. bearing ng intarast.
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SCHEDLILE 4
SUMMARY STATEMENT OF LONG-TERM INVESTMENTS
As at March 31, 2008
{$ milllons)
2006 2005
OTHER INVESTMENTS, AT COST
Commen shares -
Manitoba Potash Corporation - 480,000 shares.... 1) 5
Preferred shares -
3863620 Canada Limited - 11,000,000 Shares..........comism i s s 1 11
Special shares -
Crocus Investment Fund - 2,000,000 Sharss......... e e 2 2
Debenturas -
PN B et R R 2 2
Profit sharing agreement -
Hudson Bay Mining and Smelting re: Ruttan Ming...........o.ooeiee s i 11
Other -
Limited par hip i 2 L SO 14 14
34 45
Less: Valuation alloWaNGE. ... i s s s e i 30 41
4 4
86
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SUMMARY FINANCIAL STATEMENTS

SCHEDULE &
SUMMARY STATEMENT OF ACCOUNTS PAYABLE,
ACCRUED CHARGES, PROVISIONS AND DEFERRALS

As at March 31, 2006

{$ millions})

2006 2005
Accounts payabh P R B45 801
Accrued charges:
Inbarest accrued on bol ings and trust furds e e e 234 232

Cther accrued liabilities:

Canadian Agricultural Income Stabilization 110 66
Compansation for Victims of Crime.........ccns 19 18
Disastar assistance, e e e e e e e e e 17
Flood claims. e rreia L et e a—e Ansnm 4o e b o nen e s mn et e men e e men et sene s e et n e men et s ememss e 15 15
Henpatitis C assistance.. e 5 6
Land acquizition ¢laims........ 2 2
Long Term Disability Income Flan 30 28
Manfor Lid. divestiture, oo 1 1
Net Income Stabilization Account Program (NISA). ... - 1
Envi | Liabilities 147 148
AN O e 585 582
Tripartite LA ASSEImblY PrOGIREIMN. ..o o oo oo e e e 3 3
Workers comp jon claims........ . 10 7
CRRBE. i e 12 34
BE7 912
Provigion for fulurg 105568 on guarantess (NGB Th. .. e i e 20 18

Cofemed Revenue

Defarred Contributions Related to Future Exp 50 57
Gaovernment of Canada - Advances re: Shared Cost Programs Not Yat Claimed 98 113
Research and Special Furkds................ e 24 a7
Tuition and Education Fees...........cccovvore. 17 13
Vehicle Registratlon.......................... 43 42
Other, 38 30
340 342

2 397 2305
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 8

FUNDS, ORGANIZATIONS AND BUSINESS ENTERPRISES
COMPRISING THE GOVERNMENT REPCRTING ENTITY

CONSOLIDATED FUND:

OPERATING FUND AND

SPECIAL FUNDS:
Abandonment Reserve Fund
Debt Retirement Fund
Farm Machinery and Equipment Act Fund
Fiscal Stabilization Fund
Land Titles Assurance Fund
Manitoba Law Reform Commission
Manitoba Trucking Productivity Improvement Fund
Miring Community Reserve
Mining Rehabilitation Reserve
Pension Assets Fund
Quarry Rehabiltation Reserve
Veterinary Science Scholarship Fund
Victims Asgsistance Fund

CROWN ORGANIZATIONS:
Addictions Foundation of Manitoba
Assiniboine Community Coilege
Board of Administration under the Emzalmers and Funeral Qirectors Act
Brandon Univeraity
CancerCare Manitoba
Centra culturel franco-manitobain
Child and Family Services of Central Manitoba
Child and Family Services of Western Manitoba
Colliége universitaire de Saint-Boniface
Communities Economic Development Fund
Cooperalive Loans and Loans Guarantes Board
Coaparative Prometion Board
Council on Post-Secondary Education
Crown Corporations Council
Dragnostic Services of Manitoba Inc.
Econgmic Innovation and Technology Coungil
First Mations of Northem Manitoba Child & Familly Sarvices Authority
First Nations of Southemn Manitoha Child & Family Services Authority
General Child and Family Servicas Authority
Helen Betty Csbome Foundation
Horse Racing Commission

90
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd)

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 8
{cont'd)
Insurance Council of Manitoba
Legal Aid Services Society of Manitoba
Manitoba Adolescent Treatment Centre Ing.
Marnitoba Agriculturai Services Corporation
Manitoba Arts Council
Manitoha Boxing Commiasion
Manitoba Centennial Centre Carporation
Manitoba Community Services Coundl Inc.
Manitcba Davelopment Corporation
Manitcba Film and Sound Recording Development Corporation
Manitoba Flosdway Authority
Manitoba Gaming Control Comrmission
Manitoba Habitat Heritage Corporation
Manitoba Health Ressearch Council
Manitcba Health Services Insurance Plan
Manitoha Hospital Capital Finanging Authority
Manitoba Housing and Renewal Corporation
Manitpba Opportunities Fund Lid.
Marnitoba Trade and Investment Corporation
Manitoba Water Services Board
Metlia Child and Family Services Authority
Fublic Schoals Finance Board
Red River College
Regional Health Authorities {including controlled organizations)
Asginiboing Regional Health Authority Ing.
Brangon Regional Health Authority Inc.
Burntwood Regionhal Heatth Autharity Inc.
Churchill RHA. inc.
Interlake Regional Health Authority
NOR-MAN Regional Health Autharity Inc,
North Eastman Health Association Ing.
Parkland Regional Health Authority Inc.
Regional Health Autharity - Central Manitoba Inc.
Bauth Eastman HealthfSanté Sud-Est Ine.
Winnipeg Regional Health Authority
Rehabilitation Centre for Childran Inc.

3]
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 8
{cont'd)
Special Operating Agencies Financing Authority
Civil Legal Services
Campanies Office
Fleet Vehicles Agency
Food Development Centre
Indusirial Technalogy Centre
Land Management Services
Manitcba Education, Research and Leaming
Infarmaticn Networks (Medin)
Manitoba Securities Commission
Manitaba Text Beok Bureau
Materials Distribution Agancy
Office of the Fire Commissioner
QOrganization and Staff Devalopment
Pineland Foresat Nursary
The Property Registry
The Public Trustee
Vital Statistics Agency
Sport Manitoba Inc.
Tire Stewardehip Board
Traval Manitoba
University College of The North
University of Manitoha
Univarsity of Winnipeg
Venture Manitoba Tours Lid.

GOVERNMENT BUSINESS ENTERPRISES: (Schedule 3) {Note 5}
Utility:
Manitoba Hygdro-Electric Board

Insurancs:
Manitoba Public Insurance Corporation
Workers Compenaation Board

Finance:
Manitoba Liquor Control Commission
Manitoba Lotteries Corporation
Manitaba Product Stewardship Corporation

Resource Development:

Leaf Rapids Town Properties Lid.
Manitcba Hazardous Waste Management Corporation

9z
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd.)

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 9
RECQNCILIATION OF OPERATING FUND BUDGETARY BALANCE
TO SUMMARY NET INCOME
As at March 31, 2006
($ millions)
200506 2004-05
Qperatlona Summary
2005-06 per Entlty Nat Income
Summary Financlal (loss)
Budgat Statemnents as restated
OPERATING FUND AND SPECIAL FUNDS
Dperating Fund and Special Funds 148 226 541
CROWN ORGANIZATIONS
Brandon Univessity - 1 1
CancerCare Manitoba 2 ¢} 2
Caliége universitaiire de Saint-Beniface - 2 -
Diagnostic Services of Manitoba Inc. - - {1}
Manitpba Agricuttural Services Corporation {22) {131) (85)
Manitoba Davelopment Comoration - B -
Manitoba Gaming Contrel Commission - - {1}
Manitoba Habitat Heritage Corporation - 1 -
Manitoba Housing and Renewsl Corporation - 1 2
Manitoba Opportunities Fund 1 -
Manitoba Water Services Board - (1}
Public Schaols Finance Board - 18 8
Red River Collaga - 3 3
Regional Health Authoritles and contralied crganiztions 6 {45} {13
Special Operating Agencies Financing Authority 1" 4 &}
University College of the Marth - 1 n
University of Manitoba 20 &7 73
University of Winnipeg - - 3
Vanture Manitoba Tours Lid. {1} k=) b}
TOTAL CROWN ORGANIZATIONS 25 (67} {14)
A '; 15 on Consolidati - (63} 4
TOTAL OPERATING FUND AND SPECIAL FUNDS AND
CROWN ORGANIZATIONS 171 g6 531
GOVERNMENT BUSIKESS ENTERPRISES
Leaf Rapids Town Properties Ltd, - - (13
Manitoba Hazardous Wasto Management Corporation - (1) (13
Manitoba Hydra - Elactric Boand 210 415 136
Manitcba Liguor Control Commission 187 186 185
Manitoba Lotteries Corporation 27 277 273
Manitoba Product Stewardship Corporation {1} - (13
Manitoba Public Insurance Corporation B 48 79
Workers Compansation Board 16 23 g
£91 958 679
Legs: Adjustments on Consoldation {458) {473) {458)
TOTAL GOVERNMENT BUSINESS ENTERPRISES (Schedula 3) 233 485 221
PENSION LIABILITY INCREASE [206) {206} {150}
TOTAL SUMMARY NET INCOME 198 375 562
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix B EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT

(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 10
RECONCILIATION OF OPERATING FUND ACCUMULATED DEFICIT
TO SUMMARY ACCUMULATED DEFICIT

As at March 31, 2006

$ milliona)
Restated
Accumulated 2005-05 Adj ta to A d
Surplus S ¥ A lated Surplus
{Deflcit) Met Income Surplus (Deflcit)
March 31,2005 {loss) (Deficit) March 31,2008
OPERATING FUND AND SPECIAL FUNDS
Cperating Fund and Special Funds {6,210) 226 {5,984)
CROWN ORGANIZATIONS
Addictions Foundation of Manftoba 4 4
Assiniboine Community College a a8
Brandon University a 1 - L]
CancerCare Manitoba 10 {1} - 9
Child and Family Services of VWestern Manitoba 1 - - 1
Collége universitaire de Saint-Boniface 28 2 - 0
Diagnestic Sarvices of Manitoba ng. {1 - - {1
Firat Nations of Norharn Manitoba Child & Family Services 1 - - 1
Manitoba Adolescent Treatmant Centre 1 - - 1
Manitoba Agricuttural Services Corparation 218 (131} - 87
Manitoba Development Corporation 3 g - g
Manitoba Gaming Cortrol Commission 1 - - 1
Manitoba Habitat Heritage Carparation 4 1 - 5
Manitoba Heallh Services Insurance Plan 1 - - 1
Manitoba Housing and Renewal Comporation (245) 1 - {244}
Manitoba Oppertunities Fund - 1 - 1
Manitoba Yater Sarvicas Board 2 - - {2)
Public Schaols Finance Boazrd - 18 - 18
Red River Coliege 13 3 - 16
Regional Health Authorities and cantralled organizations 121 (45) -]
Special Oparaling Agencies Financing Autharity 48 4 - 52
Unharsity Collage of the North 4 1 5
University of Manitoba 761 &7 828
University of Winnipeg 48 - 45
Venture Manitoba Tours 8h 5 {4}
(5,184} 158 (5.025)
Adjustments on Consalidation 66 (83} 803
(4218 85 {4 122}
GOVERNMENT BUSINESS ENTERPRISES
Manitoba Hydro - Electric Board 870 415 - 1,285
Manitoba Liquar Conlrel Commission - 198 (198) -
Manitoba Lotteries Corporati 5 277 [277) 5
Product St Iship Corporation 2 {1 - 2
Marilcba Public Insurance Carperalion 216 48 - 264
Workers Compensation Board 13 23 kil 184
1,224 958 {(442) 1,740
Adjusimants an Conselidation - (473 473 -
1,234 485 H 1,740
PENSION LIABILITY (3,761) (208) - (2.967)
TOTAL BUMMARY BALANCES {6,755), 375 31 6,349

Note - Differences may result from rounding.
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix B
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd)

SUMMARY FINANCIAL STATEMENTS

SCHEDULE 11
SUMMARY STATEMENT OF EXPENSE BY TYPE

For the Year Ended March 31, 2006

{$ mllllona)
2006 2005

LR Can L 1L - - USSR 3705 3,546
GrantsfTransfer Payments.. 2,735 2,499
Transportation................ce... 101 96
COMMURICAIONE. ..ot irer e s e s e arr o ne et 53 55
Supplies and Services............. 1077 -]
Social Assistance Related.. 709 B30
Other Operating............... 853 742
Drebt Servicing - Provingial Departmants {(Wote 1 o7 668
- Crown Crganizations (Note 16).... 83 a7

Minor Capital ... &1 42
Amartization of Tangible Capital Assets (Schedule Tl s 266 254
10,350 955?8

g5
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix C

SPECIAL PURPOSE OPERATING FUND AND SPECIAL FUNDS
FINANCIAL STATEMENTS - AUDITOR'S REPORT

Office of the Auditor Genernl

540 - 330 Portage Avenue
Winnipea, Manitoba
CANADA R3C OC4

AUDITOR’S REPORT
On the Special Purpose Operating Fund and Special Funds Financial Statements
Proviuce of Manitoba

Teo the Members of the Legislative Assembly of the Provinee of Manitoba

These financial statemenis report fransactions 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 purpese financigd statements to understand and assess the
Government’s overall management of public financial affairs and provincial resources.

The Summary Financial Statements are 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 accerdance with Section ¢ of The Auditor General Act, I have andited the special purpose statement of
financial position of the Operating Fund and Special Funds of the Province of Manitcba as at March 31,
2006 and the special purpose statements of revenuc and expense, calculation of balance under the
Balanced Budget, Debt Repayment and Taxpayer Accountability Act, accumulated (deficits) surpluses,
change in net debt, and cash flow for the year then ended. These special purpose financial statements are
the responsibility of the Gevernment of Manitoba. My responsibility is to express an opinion on these
special purpose financial statements based on my audit.

I conducted my audit in accordance with Canadian generally accepted auditing standards. Those
standards require that T plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation,

Opinion

In my opinion, these Special Purpose Financial Statements present in all material respects, the financial
position of the Operating Fund and Special Funds as at March 31, 2006, and the resulis of ils operations
and its cash flow for the year then ended in accordance with the accounting policies disclosed in Note | to
the financial statements applied, on a basis consistent with that of the preceding year, except as described
in Note 5 to these financial statements.

Manitoba
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

SPECIAL PURPOSE OPERATING FUND AND SPECIAL FUNDS
FINANCIAL STATEMENTS - AUDITOR’S REPORT

Exceptions from Generaifly Accepted Accounting Principles
These financial statements, which have not been, and were not intended to be, prepared in accordance

with Canadian generally accepted aceounting 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. These
financial statements are not intended to be and should nrot 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, Debt Repayment and Taxpayer Accountabilify 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 deseribed 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 Taxpayer Accountability Act to
determine a Positive Balance as defined by the Act. These adjustments, specifically inter-fiund transfers,
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, Debt Repayment and Taxpayer
Accountability 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,
financial assets would increase by $199 million: {2005-$246 million), non-financial assets would increase
by $1,826 million {2005-81,707 million), liabilities would increase by $2,390 million (2005-52,649
million), net debt would increase by $2,191 million (2005-$2,403 miilion), accumulated deficit would
increase by $365 million (2005-$696 million), revenue including net income from government business
enterprises would increase by $2,209 million (20035-$1,871million), and expenses would increase by
$2.062 million (2005-51,854 million). As well, the effects of the non-censolidation of public school
divisions on the reported assets, liabilities, revenues and expenses, and the information provided by way

of notes to the financial statements cannot be determined.

Appendix C

(cont’d.)

Winnipeg, Manitoba Bonnic J, Lysyk, MBA, CAeCIA
July 31, 2006 Deputy Auditor General
FOR THE YEAR ENDED MARCH 31, 2006 Manitoba
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix D |

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
FOR THE YEAR ENDED MARCH 31, 2006”

STATEMENT OF RESPONSIBILITY

The Special Purpcse Operating Fund and Special Funds financial statements are prepared under the
direction of the Minister of Finance in accordance with the stated accounting policies of the Government and
include a special pupose statement of flnancial position, a special purpose statement of revenus and
expense, a special purpose statement of calculation of balance under the Balanced Budget, Debt
Repayment and Taxpayer Accountability Act, a special purpese statement of accumulated (deficits)
surpluses, a special purpose staternent of change in net debt, a special purpose statement of cash flow,
notes and schedules integral 1o the statements. Together, they present, in all material respects, the financial
condition of the Operating Fund and Special Funds at the fiscal year end and results of their aperaticns for
tha year then ended, in accordance with the accounting policies stated in Note 1 to the financial statemants
applied on a basis consistent with that of the preceding year, except as described in note 5 to thase financial
statemants.

The Government is responsible for the integrity and objectivity of the Special Purpose Operating Fund and
Special Funds financial statements. In the praparation of these statements, estimates are sometimes
necessary because a precise determination of certain assets, liabilties, revenues and expenses is
dependent on future events. The Govemment believes such estimates have been based on careful
judgements and have been properly refiscted in the financial statements.

The Government fulfills its accounting and reporting responsibilities, through the Office of the Provincial
Comptroller, by maintaining systems of financial management and imermal control. The systems are
centinually enhanced and modified to provide timely and accurate information, to safeguard and control the
Govemment's assets, and to ensurae all transactions are in accordance with the Financial Administration Act.

The Auditor General exprasses an independent opinion on these financial statements. Her report, stating the
scope of her audit and opinion, appears on the following pags. The audit opinion for the 2005/06 financial
statements was signed by the Deputy Auditor General.

These spectal purpese financial statements are tabled in the Legislature. They are referred to the Standing
Committe on Public Accounts, which reports to the Legislature on the results of its examination together
with any recommendations it may have with respect to tha financial statements and accompanying avdit

Qpinion.

More detailed information regarding the Qperating Fund and Special Funds combined financial position and
aperating results can be found in Volumes 2 and 3 of the Public Accounts. In addition, explanatory
comments with respact to changes in revenue and expense are provided in each government department’s
annual report.

On behalf of the Govemment of the Province of Manitoba.

I P 0. L P

@ | Office of the Auditor General

Ewald Boschmann Betty-Anné Pratt

Deputy Minister of Finance Provinciat Comptrolter
July 31, 2006
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT

Appendix D
FOR THE YEAR ENDED MARCH 31, 2006"

(cont’d.)

OPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

OPERATING FUND AND SPECIAL FUNDS
SPECIAL PURPOSE STATEMENT OF FINANCIAL POSITION

Ag at March 31, 2006
{$ milliona)
SCHEDULE 2006 2008
FINANCIAL ASSETS
Cash and Cash Equivalents (MO8 23 ..o e e 605 a02
Portfolio Investments (Nate 3). ... e s b e 537 382
1 Amounts Recaivable. .. 737 11
2 Loans and Advances 817 853
4 Trust Assats (Mote 1F)..... 2813 2264
Total Financial Aszots 5111 4 512
LIABILITES
5 [T T OSSPSR 18,333 18,165
Less: Sinking Funds (Mote 4)... {2,728} (2,703)
Less: Debt Incurred For and Repayable B~,r The Manmoba Hydro-EIectnc
Board and Manitoba Lotteries Corporatian.... (6.276) (8215}
8,329 9,247
Less: Unamartized Foreign Currency Fluctuation. ... i) (B4}
Net Bomowings 8,250 89,163
6 Accounts Payable, Accrued Charges, Provisions and Deferrals ... 1,574 1,352
10,824 10,515
4 Amaunts Held in Trust for Investment or Administration (NOte 1F ). 2815 2264
Total Llabllitles 13439 12,778
NET DEBT {8328 {8,267}
NON-FINANCIAL ASSETS (Note 1E.11)
IAVEIMEONY .o et b e - 2 -
Deferrad Chargs for Health Cara Facilities (the 1A4} 837 586
T Tangible Capital Assets... 1,705 1,622
2 344 2208
ACCUMULATED DEFICIT (5884 {6.059)

Information conceming Long Term Investments can be found on Schagule 3,
Information conceming the Government's Guarantees, Contractual QObligations,
Contingencias and Pension Liability can be found in Notes 8 7. 8 and 10.

105
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix D
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd)

QOFERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

OPERATING FUND AND SPECIAL FUNDS
SPECIAL PURPQSE STATEMENT OF CALCULATION OF BALANCE
UNDER THE BALANCED BUDGET, DEBT REFAYMENT

AND TAXPAYER ACCOUNTABILITY ACT
For the Year Ended March 31, 2006

{$ mililons)
2006 2005

Operatng Fund REVENUS.... ... oo e e e 8,425 8,223
OpErating FUNA EXPORBES. ... ..cvi v veriririeiaesias s oo oot emimes s etet o o1 et emimtees et o1 et ettt e eies et e e eresnes e 8,284 7,718
NET RESULT FOR THE YEAR BEFORE INTERFUNE TRANSFERS 141 505
INTERFUND TRANSFERS

To the Debt Retirgrment Fund.. ... e e {110} {98}
POSIT!VE BALANCE FOR PURPOSES OF BALANCED BUDGET LEGISLATION 3 408

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba Office of the Auditor General | @



AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix D EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

OFERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

OPERATING FUND AND SPECIAL FUNDS
SPECIAL PURPOSE STATEMENT

OF ACCUMULATED {DEFICITS} SURPLUSES
For the Year Ended March 31, 2006

($ millans)
Flacal Dabt Panslon Other
Operatlng Stabilizatlon Ret t  Assets Sp Total Total
Fund Fund Fund Fund Funds 2008 2005
(Schadule 9]
Accumulated (Deficits) Surplusas,
Beginning of Year ... (6,848) 486 - 382 22 (6,059) (7349
Environmental Liabilities (Notes 1E.12 & BA).. ... {142) {1421
Tax Refunds {Note 5B)............ccooomee e 8) @ -
Recognition of Infrastructure .......... 1183
Unfunded Employes Future Benefits. . {234)
Long Termn Disability (ncome Plan..............cooe.e- - - - - - - (27)
Health Care Fagiiiies Debt ..o - - - - - - {152)
interast Accruals {18)
Waorkers Compensation Claims Liability............. - - - - - - ()]
Met Result for the Year
after interfund Transfers..............oon - 45 25 165 - 226 544
Accumulated {Deficits) Surpluses,
End of YeBr. ... (7,100) 532_ 25 537 22 !5.984; !B 059;
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AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix D
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd)

QPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

OPERATING FUND AND SPECIAL FUNDS
SPECIAL PURPQOSE STATEMENT OF CHANGE IN NET DEBT

For the Year Ended March 31, 2006
(% milllons)

2008 2005
Annual Surplus:
Figcal Stabllization Fund 46 407
Debt ROUM@MONE FURD.. ... .. e st s s e 25 22
Fansion ABSEtE FUND...... i i i e 155 115
226 544
Acquigitian of Tangible Capital ASBBIE... ...civi e i i et s s e e (188) (133
Recognition of Inf une, ., e e e e e e . - {1,183
Disposals and Writa-downs. - L]
Amortization of Tangible Capital Assats 105 100
[EX)N {1,207)
Increase in Deferred Change for Health Care Facitities. .. {51} (89)
IMETRESE I IBIIDNY oo e ot {2)
Changas in Accurnulated Deficit
Environmental Liabilities (NOIBS TE. 12 B BB i e oo st scs e e irinr s st iat e s e ermrneae (142}
Tax Rafumes [NOtE BBY e et 8] -
Recognition of Infrasiructure. - 1,182
Unfunded Employes Futlune Banefite. ... ... i i i i s - {234)
Long Term Disability | a0 T SRR - 27
Health Care Facilites Dabt - {152)
Interest A Y e e e - (18)
Workers Compansation Claims Liabllity............cococo e - ()
(151} 748
{Increasa) in Net Debt {81) {E}
Net Delt, beglnning of year (8.267) 8,261)
MNat Dabt, end of year {8,328} !8.26?!
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OPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPQSE FINANCIAL STATEMENTS

OPERATING FUND AND SPECIAL FUNDS
SPECIAL PURPOSE STATEMENT OF CASH FLOW

For the Year Ended March 31, 2008

{$ milions}

2008 2005
Cash and Cash Equivalants Provided by {Used in}
Oparating transactions
Net Result for the year after Interfund Tranefers - Special Funds.........oovn e 226 44
Changea in non-cash items:
A Recaivakl {126} (52)
Valuation Allowanca...... e ey s bbb (&) 4
Accounts Payable, Accrued Charges, Provisions
and Defarrals . 226 M8
Amortization of Foreign Curmency FIUCUATIAN. ..o i s B 8
Amprilzation of Debt Discount 7 5}
Amnertization of Investment Discaunts and Premiums 2 {1}
Amortization of Tangibke Capital ASSEES. ... ..o s e 103 o8
Amortization of Tangibls Capital Assets Charged to Special Operating Agencies. 2 2
Recognition of Infrastructura e - {1,183)
INGIEase N IMVBMIONY. ... i e e e s 2} -
Adj t to Accumulated Deficil . {151) 748
Cagh provided by operating transactions 289 450
Capltal trinsactons
Aequigition of Tangible Capital Assels . {188) {133)
Digposal of Tangible Capital ABSOIS. ..o i e - ]
Cash used in capital trensactions {188) {124)
Investing transactions
MA@ e e {842} a2
REBIZAA. ..o e e 545 178
Cash uzed in investing transactions (2971 {Ba4)
Financing transactlons
DODE IBBLEA. ... it s isims s smi sttt o b e s R ettt 2,908 2,962
Debt Radeamad . . . {2,778 {2,180}
Changes 1N SIAKING FUNDS ... oo e s et s 69 28
Cash provided by financing transactions 199 B0A
Increase in Cash and Cash Equvalents... ..o i s 3 530
Cash and Cash Equivalents, beginning of year............. 602 72
Cash and Cash Equivalents, 8nd of Y8 ... s e e e 605 602
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CPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

NOTES TO THE SPECIAL PURPOSE FINANGIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2006

1. SIGNIFICANT ACCOUNTING POLICIES
A. General Basis of Accounting

The Special Purpase Financial Statements of the Operating Fund and Special Funds have been prepared in
accordance with Canadian generally acoepted accounting principles (GAAP) for senior Govemments as
recommended by the Canadian institute of Charterad Accountants (C1CA), with the following exceptions:

13 Liabilities for unfunded pensicn benefits have not bean recorded in the Special Purposa Financial
Staternents. If Canadian GAAP had been used in the recording of pension transactions, liabiites
and the accumulated deficit would increase by $3,967 milion (2005 - $3,76% milion} and expensas
would increase by $206 million (2005 - $190 million).

2) The financial statements do not reflect the fnancial results for all of the Government business
enteprises and Crown organizations comprising the Govermment reporting entity. The financial
aperations of the [atter are reflected only to the extent that their operations were financed from or
cohtributed to the Special Furpose Financial Statements. |f Canadian GAAF had been used to
record these fransactions, financial assets would increase by $199 million {2005 - $2456 million), non-
financial assets would increase by $2,463 million (2005 - $2,293 million), Habilities would decreasa by
$1,577 million {2005 - $1,112 million), net debt would decrease by $1,776 milion {2005 - §1,358
million), the accumulated deficit would decrease by $4,239 million (2005 - $3,651 million), revenue
including net income from Government business enterprises woul increass by $2,209 million (2005
- $1,871 millign) and expenses wou'd increase by 51,805 million (2005 - $1,575 millian}.

3) Material adjustments may result from changas in accounting pelicies or from the comection of an
emor which are attributable to and identifiable with prior periods. It is the Government's practice to
reflect the effects of such adiustments in the accumulated deficit Pror year balances ars not
restated. If Canadian GAAP had baen used to record ¢hanges in accounting policies and comection
of emors, the comparativa figures of the financial statements and the opening baiance of the
accurnulated deficit would have changed.

L) Prior to tha 2000/01 fiscal year, individual heath care fadiities issusd long-term debt in their own
name to finance major capital acquisitions. In 2000/01, the Province began a program to finance
such debt directly, taking advantage of its superiar borrowing power and rates, and lowering the cost
of health related borrowings for Manitoba, This debt is included as part of the Province’s bamrowings.
Thae related asset for health care facilities is recorded as a deferred charge ardd amortized over the
same period of ime as the term of the debt issue. if Canadian GAAP had been used to recond thesa
transactions, the deferred charge asset would decrease by $637 million (2005 - $586 millien) and the
accumulated deficit would increase fy $637 milion (2005 - §586 million) and expenses would
increase by $51 million (2005 - $89 million).

These accountng policies have been developed and are applied in accordance with the provisions of The
Financial Administration Act. which is Chapter FS5 of the Continuing Consclidation of the Statutes of
Manitoba.

B. The Reporting Entity

These staterments congist of the Operating Fund and Special Funds, that on a combined basis, reflact the
fransactions and balances of thesa funds.
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The nature and purpose of the funds reflscted in these financial statemeants is as follows:

Qperating Fund - The Cperating Fund is the vehicle through which the Govemment manages and controls
the operations of Government departments and programs, and does net include the results of Government
business enterprises and Crown organizations except to the extent that they may have received funding
from the Operating Fund. It ig through the Cperating Fund that the Govermment reports an its stewardship
of Central Govemment operstions, including measurement of its results as compared to voted
appropriations, and its obligations with respect to The Bafanced Budgst, Debt Repayment and Taxpayesr
Accolntabiity Act.

Flscal Stabillzation Fund - This Fund was established at March 31, 1888 under the authority of The Fiscal
Stabilization Fund Agi  The pumpase of the Fund is to assist in stabilizing the fiscal posiion of the
Governmant from year to yaar and to improve long-term fiscal planning. Under the provisions of the Act, the
Govermmeant may deposit in the Fund any part of the revenus or cther fnancial assets recefved in the
Oparating Fund in any fiscal year and shalt credit to the Fiscal Stabilizagon Fund any eamings from
investment of the assets of the Fund. Al or part of the Fund balance may be fransferred to the Operating
Fund in accordance with the provisions of the Act

Section Ha) of The Balancod Budgs!l, Dabt Repayment and Taxpayer Accountability Act requires that, if
2 surplus exists in a fiscal year in the Operating Fund, the Minister of Financa shall fransfer an armount
sufficient to bring the Fiscal Stabilization Fund to its terget level as sat out by The Fiscal Stabtizalion
Fund Act or any greater amount that the Minister considers appropriate.  The target level for the Fiscal
Stabilization Fund is a minimum of 5% of the expense of the Cperating Fund.

Dabt Ratiremant Fund - This Fund was established on November 3, 1985 under the autherity of The
Bafanced Budget, Dabt Repayrment and Taxpayer Acoountability Act The purpose of the Fund is to assist
in the orderly repaymert of debt pursuant with section 8(4) of the Act. After March 31, 2000, until the Fund
is wound up, the Minister of Finance is required to deposit annually in the Fund a minimum of $56 miltion or
such greater amount as determined by the Act.

Penslon Assats Fund - This Fund was established under the autharity of The Balanced Budget, Debt
Repayment and Taxpayer Accountability Act. The pumpose of the Fund is o set asile designated assats,
pursuant to section & of the Adt, fur the future retirement of the Governmant’s pension liability,

Cther Speclal Funds:

Mining Community Reserve - This Fund was established to assist with the weifare and employmant
of people who are directly affected by mine closures in Manitoba.  The Lieutenant Govemor in
Council may transfer to this Fund each year up to 3% of the taxes collected undar The Mining Tax
Act.

Quany Rehabilitation Reserve Fund - This Fund was established to assist in the rehabilitation of
quamies desmed to be deplated. A levy of 10 cents per metric ton of all aggregate quarry mineral
praduction in Manitoba is paid into the Fund each year,

Other Funds - Other funds included reflect the transactions of the Abandonment Reserve Fund, the
Farm Machinery and Equipment Act Fund, the Land Titles Assurance Fund, Manitoba Law Reform
Commission, Veterinary Science Scholarship Fund, Mining Rehabilitation Reserve, Manitoba
Trucking Productivity Improvement Fund, and Victims Assistance Fund.

The combined financial statements of tha above funds are also included in the Govemmant's Summary
Financiat Statements which are presented separately.
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QOPERATING FUND AND SPECIAL FUNDS — SPECIAL PURPOSE FINANCIAL STATEMENTS

C. Gross Accounting Concept
Revenues and expenses are recorded in gross amounts with the following exceptions:
1) Refunds of revenue are treated as reductions of current year revanue.
-4} Decreasas in valuation allowangces previously provided are treated as reductions to expense.

3 Recovarias of the debt sarvicing costs on self-supporting debt and revenue earmed on investments,
lgans and advances to Crown organizations and Government business enterprises are recordad as a
reduction of debt servicing expensa.

D. ModHlad Accrual Accounting

The revenues and sxpenses of the Govemment are recorded on an accrual basis with the following
exceptions:

1) Govemment of Canada Racaipts — Transfer payments from the Govermnment of Canada inciude ail
accruals determined before Juna 15 each year for cument year entilements that have been
authorized by March 31, that can be reasonably estimated and for which any eligibility criteria have
bean met.

The Province's share of individual and corporation income tax is recortded based upon cash recsipts
to March 31 plus an accrual of adjustments datermined before June 15 each year.

2) Other Revenus — All other ravenues are recordad on an accrual basis except when the accruels
cannot be determined with a reasonable degree of certainty or when their estimation is impracticable.
Recoveries of tha debt sarvicing costs on self-supporting debt and revenue eamed on investments,
leans and advances to Crown onganizations and Government business enterprises are recorded as a
reduction of debt servicing expanse.

3 Expensas — All expenses incumed for goods or services necaived am recorded on an acorual basis.
Exteptions o this palicy invelve the acquisition of inventories acquired for the Govammeant's usa that
are reflected as expenses when incumed as well as item 4) noted below.

Expenses include provisioral amounts recorded in anticipatian of future costs which are quantifiable
angd have been identified as obligations. Govermnment transfers are recognized as expenses in the
period during which the transaction is authorized and any eligibility criteria are met.

4} Penslon Benefits — The annual cost recorded is based on the Govemment's share of pensions paid
to retired employees, teachers and Members of the Legislative Assembly, as well as current
contributions to Registsred Retirement Savings Plan accounts and tax paid trusts on bahalf of MLAs
and employees who are pensionable cutside of the Civil Service Superannuation Plan. The
Govarnment does net record is liability for the unfunded cost of pension benefits eamed by
amployaes, teachers, judges and Members of the Legisiative Azsembly.

E. Liabllitles and Assets

13 All borrowings are expressed in Canadian dollars and are shown net of sinking funds, unamortized
debt issue costs and debt of the Province of Manitoba held as provincial investmants,  Foreign
borrowings are converted at the exchange rate in effect at March 31 adjusted for any forward foreign
exchange contract entered into for setlement after the fiscal year end. Discounts or premiums, and
commissions incurred at the time of the issue of debt are amortized monthly to debt servicing
expensa over the term of the debt.
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2) The amount of the liabiliies for severance, Long Term Cisability Income Plan kability and warkers
compensation ¢laims is based upon actuarial calculations. The periodic acteanial valuations of these
lighilittes may determine that adjustments are needed to the actuaral calculations because actual
experience i different from that expected andfor bacausa of changes in actuarial assumptions used.
The rasulting actuarial gains or losses are amortized over the expected average remaining service
life of the related amployae graup.

3)  The year and translation adjustments reflecting the foreign currency fluctuation from the value at the
issue date are recorded through the unamortized foreign cumency fuctuation acsount, and amortzed
monthly o debt servicing expense over the remaining term of the debt  The unamortized portion of
foreign currency fluctuation aisa reflects the gains o losses on the conversion of foreign curency
debt called prior bo maturity using the rates in effect at the time of the call and these gains and losses
are amortized over the originai remaining term of the debt or over the termm of the replacement issue,
whichever is shorter.

4} Loans, advances and long-term investments are recorded at cost less waluation allowancas. A
valuation allowance is provided to reduce the value of the assets to their estimated realizable value or
to reflact the impact of significant concessionary terms on outstanding kans. Valuation allowances
are made when the collection is cansidared doubtful or when the value of the investmants is impaired.
Premiums that may arise from the early repayment of lcans or advances are eflected as deferred
revenue ang are amortized monthiy to debt servicing expanse over the term of the related debt issue.

8} investments denominated in foreign curency are translated to the Canadian dollar equivalent at the
exchange rate in effect at March 31, unless the rate of exchange or a forward foreign exchange
contract fixing the value has been negotiated, in which case that rate or amount is used. The year
end investment translation adjustments reflacting the foreign currancy fluctuation between year ands
are amortized monthly over the remaining life of the investment and included with debt servicing
expense. Expenses and other transaction charges incured on the purchase of investments during
the year are charged to debt servicing expensa. Thesa expenses incurmed in foraign curmency ars
translated at the exchange rate in effect on the transaction date.

=3 Premiums paid on interest rats options are amortized monthly starfing from the date the incomea is
recaived over the pericd of the applicable agreement. |f the option is exercised, the premium is
amontized over the period from tha data of raceipt to the maturity date of the agreement. If the option
is not exercised, any unamortized premiurmn will be immediately taken inta revenue.

7 The cost of tangible capital assets purchased includes the purchase price as well as costs such as
installation costs, design and engineering fees, survay and site preparation costs and other costs
incurred to put the asset in service. The cost of tangibla capital assets constructad by the Provincs
includes all direct construction costs such as materials, labour, design, installation, engineering,
architectural fees, and survey and site preparation costs, as well as overhead costs directly
attrititable to the construction activity such as licenses, inspection feas, indirect labour costs, and
amortization expensa of any equipment which was used in the construction proiect.  Any camying
cost associated with the devaelopment and construction of tangible capital assets is included in cost
for projects whose cost exceeds $20 million.

A tangitle capitai asset received as a donation is recorded at its fair market value with the same
amount baing shown as a defered revenue which is amortized to revenue on the same basis as the
assat is amertized. Vvhere the acquisition cost of a tangible capital asset is shared with other
jurisdictions under a shared cost agreement, such contributions are deducted from the cost of the
related asset with any amortization calculated on the net amount. Certmin assets which have
historical or cultural value including works of art, historical documents as well as historical and
cultural artifacts are not recognized as tangible capital assets because a reasonable estimate of the
future benefits associated with such property cannot be made. Intangibles assets and itemns
inherited by right of the Crown, such as Crown lands, forests, water, angd mineral resources are not
racognized in Government financial statemants.
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8)

)]

10)

12}

Tangibie capital assets are amortized on a straight-line basis over their estimated useful lives as
follows:

eral Tangibl
Land Indefinite
Buildings and Leaseheld Improvements
Buildings 2510 40 years
Leasshold Improvements Life of lease
Voehicles and Equipment
Vehicies S years
Aircraft and vessels 5to 24 years
Machinery, eguipment and furniture 10 years
Maintenance and read construction equipmant 15 years
Computer hardware and software 410 15 years
Infrastructure Assets:
Larngt Indsefinite
Land Improvements 30 years
Transpartation
Bridges and Structures 40 years
Provincial Highways, Roads and Airstrips 10 to 40 years
Dams and Water Managament Structures 40 yoars

Cne-half of the annual amortization is charged in the year of acquisiion and in the year of dispasal.
Assets under construction are not amortized until the asset is available 1o be put into service.

During the 2000/01 fiscal year, the Federal Govermment created a Health Equipment and
Infrastructure Fund for investment in new madical equipment The Province's share of this fund was
$37 million. Funding from the Health Equipment and Infrestructure Fund has been treated as
defemed revenue and will be brought into revenue based on actual purchases of equipment
according to a defined schedule.

During the 2002/03 fiscal year, the Federal Govemnment created a Diagnostic and Medical
Equipment Fund for investment in new medical equipment. The Province's share of this und was
$54 million, Funding Fom the Disgnostic and Medical Equipment Fund has been treated as deferred
revenue and will be brought into revenue based on actual purchases of aquipment according to a
defined schedule.

Guarantees by the Govarmment are made through specific agreements or legislation to repay
promissory notes, bank loans, lines of cradit, mongages and other securities. Provigion for losses on
guarantees are recorded when it is likely that a loss will ccour.  The amount of the loss provision
represents the Government's best astimate of Asture payments less recoveries.

In the public sector, recognition and measurement of tangible capital and other non-financial assets
ara based on their service potential. Generally, such assets do not generate future net cash inflows.
Tharefare, these assets will not provide resources to discharge the liabilities of the Govemment. For
non-financial assets, the future accnomic benefit consists of their capacity to render servica to fulfil
the Govemment's objectives.

Effective for the 2005/08 fiscal year, the Government adopted an accounting palicy regarding the
recognition  and measurament of environmeantal liabilities. An  environmental liability for
contaminated sites is recorded when contamination is identified, and when the Govemment is
obligated or likely to become obligated to incur remediation costs due to reasons of public health
and safety, contractual arrangements, or compliance with environmantal standards which are sat
out in any act or ragulation (federal, pravincial, municipal) recognizad by the Govemment.
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The liability is based upon remediation costs determined on a site-by-site basis, measured at
incremental direct costs, reduced by estimated recovenas from third parties, and discounted
where possible ta raflect the time value of money.

Far liabifities arising from contaminations or obligating events on or before March 31, 2006, there
is a transition period (April 1, 2006 to March 31, 2008) to identify and record such liakiiities. These
liabilities will be recorded as an increase to the accumulated deficit until March 31, 2008
Subsequent to that, any past lability not previously recorded or sufficiently provided for will be
recorded &5 an expanse.

For current Habilittes arising from contaminations or obligating svents after March 31, 2005, the
amounts are racorded &5 an expense when identified.

F. Amounts Haid In Trust for Investment or Administraton

These amoumts primarily represent sinking funds and surplus cash of Govemment business enterprises and
Crown organizations on deposit with the Minister of Finance for investment. Deposits of surplus sash funds
not required 1o be specifically invested are pocled with other available funds of the Oparating Fund for
investment purposes and are accorded a market rate of interest  Sinking fund contributions made by
Govemment business entarprises, Crown arganizations and others in respect of their direct debt are
deposited with and specifically invested by the Minister of Finance. These investrments are recorded at cost.

G. Maasurament Uncertainty

Estimates are used to accrue revenues and expenses in circumstances where the actual accrued
revenues and expenses are unknown at the time the fnancial statements are prepared.  Uncertainty in
the determination of the amount at which an item is recognized in the financial statements is known as
measurement uncertainty. Such uncertainty exists when there is a variance between the recognized
amount and another reascnable possible amount, as there is whenever astimates are used.

Measurement uncerainty in these financial statamants exist in the accrual of individual, corparate income
taxes, Health Transfers and Canada Social Transfer entilements, Federal Government transfers under
Bill C-48, accruals for pension obligations, accruais for enviranmental obligations and allowances for
daubtful loans and advanges and provision for lossas on guarantses.

The natura of the uncertainty ralated to the accrual of health and social transfer payments from the
Faderat Government and individual and corporate income taxes arises because of the possible
differances between the estimates for the economic factors used in calculating tha aceruals and actual
economic results. Uncertainty related to Federal Govemmant transfars undar Bill C-48 relates to the
ultimate determinatian of the transfer amounts being dependent upon audited cument year financial
results of the Faderal Government. Dependent upon thesa final rasults, the transfer that the Province is
eligitle for could range from $0 to $98 million {recorded $4§ million as currant year's revenue). The
uncartainty related to accruals for pension obligations arises because actual resufts may differ
significanty fram the Province’s best astimates of expected results based on variables such as samings
on the pension investments, salary increases and the life expectancy of claimants. The uncerainty
related to the accrual of emvironmental obligations is based upon the identification of all sites whera
anvironmental damages have occurred that are the Province's responsibility to mitigate and the
quantificatian of what the actual liability will be based upon impact studies. LiIncertainty conceming the
allowance for doubtui loans and advancas is based upon actual collectibility and changes in economic
conditions.

While management's best estimatas have been used for reporting items subject to measurament
uncartainty, it is possible that changes in future conditions in the near term could reguire a matatial
change in the valuation of the raported amounts. Near term is defined as a period of ime not to exceed
ang year from the date of the financial statements.
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2. CASH AND CASH EQUIVALENTS

Cash equivalents ara recorded at cost.  Market values approximate cost  Investment revenue eamed on cash
equivalents during the year was $21 million (2005 - $ million), Cash and cagh equivalents include cash and
short-term invastments that can be converted to cash.

3 PCRTFOLIO INVESTMENTS

Portfolic investments include amounts invested with the Civil Service Superannuatian Fund and the Teachars'
Retirement Allowances Fund. These investments represent funds set aside for the future retirernant of the
pension liability. These investments aam the respactive Fund’s annual rate of retum and reflect toth the realized
gains {losses) on sale of investments and unrealized market gain (loss) for the year. Investment incomea eamed
for the year was $61 million {2005 - $30 milion). The fair value of these investments as at March 31, 2006 was
$537 million {2005 - $382 million). These Furds ara balanced funds and the investments consist primarily of cash
equivalents, equities, bonds, mortgages and real estate.

4. SINKING FUNDS

Sinking funds ara racorded at the lower of cost and market value. As at March 31, 2006, sinking funds had a cost
of $2,728 million {2005 - $2,703 million) and & market value of $2,742 million {2005 - $2,803 millian). Investment
revenue eamed on the sinking funds during the year was $204 million {2005 - $219 million).

Saction 80 of The Financis! Admiristration Act authorizes the Minister of Finance to provide for the creation and
management of ginking funds for the orderly retirement of debt. The Minister of Finance may autherize, by
directive, the amount, if any, to be allocated to the Provinee's sinking fund.  The Provines's sinking fund cumently
provides for the repurchase of foreign debt and the pre-funding of maturing debt issuss.  In addition, the
Prevince's sinking fund is invested principally in securities issued er guaranteed by Canadian provinces.

The sinking funds are allocated as follows:

{$ milllans)
2006 2005
Province of Manitoba 2,140 2122
Manitoba Hydro-Electric Board 586 578
University of Manitoba 2 2
Tatal sinking funds 2728 2,703
Sinking funds are invested as follows:
($ milliona)
2006 2005
Cash and cash equivaknts 223 251
Fortfolio investments 2,505 2452
2,728 2,703

5. ADJUSTMENTS TO ACCUMULATED DEFICIT
A. Envirpnmantal Liabilitles

Implementation of the new accounting policy with respact to envirgnmental liabilities (Note 1E.12) has
resulted in various site assessments. Based upan the results to March 31, 2008, the Government has
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accrued environmental liabilities in the net amount of $142 millien (gross - $182 million) which includes
cerain significant amounts discounted at rates from 0 to 4.9%. A breakdown of these liacilities by
depariment is as follows:

(3 miilions}
Aboriginal and Northem Affairs 1
Consgervation 39
Industry Economic Development and Mines 65
Transportation and Govemment Sarvices _36

142

These liabilities, all related to contaminations or obligating events on or before March 31, 2005, have
heen recorded with a corresponding increase in accumulated deficit of $142 millian.

B. Tax Refunds

During the year, the Govermment identified and cormrected an accounting error relatexd 1o the detarmination
of taxation revenue in the 2004/05 fiscal year. Certain tax refunds payable were incorrectly omitted,
resulting in an overstaternent of the 2004/05 taxation ravenue. Correction of this error has resulted in an
increase in accumulated deficit of $9 million.

8. GUARANTEES

The Govemment has guaranteed the repayment of debt, promissory notes, bark loans, lings of credit, mortgages
and other securties issuved by Govemment business entarprises and Crown organizations. Debt guaranteed by
the Govemnment is guaranteed as to principal and interast until the debt is matured or nadeemed. The authorized
and outstanding guaranteas are as follows:

{$ milllons)
Authorized 2006 2005

Debt issued by Governrment busingss enterprises (Note a) 485 654
Manitoba Grow Bonds 5 g
Promissory nates, bank loans, lines of cradit and other

Assiniboine Community College

Manitoba Business Start Program (Note b}

Manitoba Housing and Renewal Corporation

Manitcoa Opportunities Fund Ltd.

Manitoba Student Financial Assistance Prograrm (Note o)

Red River College

Rural Entrepraneur Assistance Program {Note b}

Univarsity College of The North

Yenture Manitoba Tours Lid.

Winnipeg Football Club — 2008 Grey Cup

Misceallansous

BBrown
~
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@

=y

KR, MY BN
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Less; Sinking funds -
Total guarantees autstanding
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Provision for future losses on guarantees in the amount of $12 million (2005 - $17 million) has been recarded in
the accounts. The provision for lossas on guaranteed loans is determined annually by a review of individual
guarantees. The provision represants the best estimate of probable claims against the guarantee. VWhere
circurnstances indicate the likelihcod of claims arising, the provisions are established for those loan guarantees.
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Note a - The Governmaent guarantees and administers Manitoba HydroBonds, The bonds cary fixed and
variable coupon rates that range from 3.1% to 10.0%. Manitoba HydroBonds are redeemable at the aption of the
helder.

Note b~ The Govenment provides guaranteas on new and expanding small or homa business loans, with a five
yaar term.

Mote © - The Government guarantess thiee types of student lcans issued in the past twelve years:

i, Guaranteed lcans: issued by the Canadian Imperial Bank of Commerce (CIBC) from April 1, 1983 to
December 31, 1894, These leans are fully guaranteed should the loan be deemed to be in default.

i. Limited risk loans: issued by the CIBC from January 2, 1985 to December 31, 1957 and issued by the
Royal Bank from June 2, 1997 to July 31, 2000, The Government only guarantees those leans in
default that have been issued to credit abusers, insolvent creditors and minors.

fi. Mon-risk kans: issued by the Royal Bank from August 1, 2000 to July 31, 2001. The Govemnment has
agreed to guarantee and purchase any loan deemed to be in defauft.

7. CONTRACTUAL OBLIGATIONS
A.  OQperating Obligatiana
Funding is provided annualy frem appropriations of the Cperating Budget
As at March 31, the Government has cbligaticns under operating contracts and agresments in the amount of

£33 million {2005 - $60 millian}. The Govenment also has obligations under long-term cantracts regarding
tangible capital assets as follows:

($ milliens}
2006 2008
Future ohligations:
Infrastructure and capital grants 10 7
Rental of tangible capital assets el 80
1o a7

B. Capital Obligations
Funding is provided annually fram appropriations of tha Capital Budget.

The Government has contractual obligations that cover the purchase or development of tangible capital
assets. These cbligations as at March 31 are as follows:

($ milllans)
2008 2005
Buildings 3 2
Equipment - 1
Transportation 34 14
Dams and Water Management Structures 2 2
39 19

The Government has undertaken to expand the Red River Floodway. Through the Manitoba Flocdway
Autherity, the Govemment is a party to a funding agreement with the Government of Canada for a $240
million (2005 - $240 million} expansicn project and has committed to provide $120 million (2005 - $120
million} towards the sxpansion project.  Subsaquent 1o the year end a funding amendment was reached
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between the Govamment of Canata and the Gavernment of Manitoba increasing the joint contribution by
$84 million to a tetal of $324 million.

a CONTINGENCIES

The Govemmeant has been named in various legal actions, including treaty land entitlerments. Ne prowvision has
been mada at Macch 31, 2006 in the accounts where the final results are uncertain.

A. Disaster Financlal Assistance

A provision has been made at March 31, 2006 for all flood claims and other disastsr financial assistance.
The final amount of the Governmant's shara of these costs under sharad cost agreements is uncertain at the
date these financial statements wem issued.

B. Northam Development Projects

The Province is contingantly iable for legal claims associated with past Manitoba Hydro-Electric Board
related northemn development projects. The Province has provided for all claims that have been setled to
data. The outcome of unsettied claims iz not dstemminable at this ime.

C. <Canadlan Blood Sarvices

Most provinces, including Manitoba, are members of, and provide funding to, Canadian Blood Services,
which operates the Canadian blood system. The March 31, 2005 audited financial staternents of Canadian
Bloog Services indicate that a wholly owned subsidiary, CBS Insurance Company Limited, provides for the
contingent liabiliies for risks related to operations of the blood system, The actuanally determined
provisians for Aature insurance claims, reported and unreported, related to insured events that oocured prior
to March 31, 2005 is $174 million {2004 - $163 million). The related assets as at March 31, 2005 total $208
million (2004 - $187 milion). The subsidiary aiso had a re-insurance contract for additional coverage of
$750 milion,

Based upon the above, as at March 31, 2005, the Province of Manitoba's share of the provision for futures
claims is offset with designated assets which at that point exceed the provisian. In addition, there is re-
insurance to caver an addiional $750 milfion in claims of insured events occurring on or before March 31,
2005, March 31, 2006 figures are not available for comparison.

9. TREATY LAND ENTITLEMENT OBLIGATIONS

To meeat Manitoba's obiigation under treaty land entitement (TLE) agreements, approximately 195 808 acres of
provingial Crown land hava been transferred to the Gevernment of Canada {Canada) for First Mations.

This transfar will help strengthen the economic development of these First Nations. Manitoba continues to work
with Canada and First Nations on a number of initiatives laading to greater self-government in areas such as land
and child and tamily services delivery.

Manitoba's obligations under the Treaty Land Entilernent Framework Agreemerit requires the setting aside of
85 840 acres of Crown land. To date, 871,428 acras have been selected by the Entiternent First Mationz. The
Crown lands will be transferred according to the Natural Resources Transfer Agreement, including mines and
minerals and other interests normally reserved for the Province under the Crowrt Land Act or any other statite.
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10.

PENSION LIABILITY

The Government supparts six separate pansion plans. These inclugle the Civil Service Plan (CSP), the Teachers'
Pian (TP}, the Members of the Legislative Assembly Plan (MLAP} the Legislative Assemibly Pension Plan
(LAPP), the Judges™ Supplemental Pengion Plan, and the Winnipeg Child and Family Services Employee Benefits
Retirement Plan (WCFSP).

The Govemment iz required, under the amended provisions of The Balanced Budget Debt Regayment and
Taxpaysr Accounfability Act, to set aside funds beginning in 2000/01, to address the Governments unfunded
pension lability. The minimum annual contribution must be sufficient to equal the contibuions mada Dy
employees and teachers hired on or after April 1, 2000, While the minimum contribution for the year anded March
31, 2006 was $21 million (2006 - $17 million}, the Government set aside $85 million (2005 - $79 milion) in the
Pension Assets Fund., These funds are separately invested and maintained in trust accounts with Civil Service
Superannuation Fund (CSSF) and Teachers' Retirement Allowancas Fund (TRAF) for the Govemment and ara
increasad by the rate of retum of the funds. The Pension Assets Fund's balance as at March 31, 2008 was $537
million {2005 - $382 millian}.

The actuarial valuations were based on a number of assumptions about future events, such as interest rates,
wage and salary increases, inflation rates and rates of employee tumover, disability and morality. Information
about the economic assumptions used in the most recent actuarial valuations is provided below. Demographic
assumptions used in the valuations reflect the experience of the Plans. :

Real Rate Inflation Investment Rate
Flan Latest Valuatlon of Retum Rate of Retumn
Civil Service Decamber 31, 2004 4.00% 2.50% 6.50%
Teachers' January 1, 2004 425% 2.50% 5.75%
MLA March 31, 2003 4.00% 2.75% 8.75%
LAPP March 31, 2005 3.25% 275% 6.00%
Judges' Supplemesntal  March 31, 2003 3.25% 275% 6.00%
WCFSP Decembar 31, 2004 3.50% 2.50% 6.00%

During the year, an increase in employes contribution rate of 1.1% was approved for the Teachers” Plan. No other
amendmants were made g any of the Plans.

In accordance with the terms of an agreement between the Province and the Special Operating Agencies (SOAs)
in 2002, the S0As transferred to the Province funds equal to their unfunded pension lisbility as determined by
attuanal valuations, and thereafter have provided the Frovince annually, with an amount equal to the employeas'
annual pension confributions.  In exchange, the Province has assumed the unfunded pension liabilty for SOA
employeas. Because the Province doss not recognize the unfunded pension chligation in the Special Purpose
Financial Statements, these funds have Deen recorded as revenue. 32 milion was reconded as ravenue in the
Pension Assets Funds for the cument year (2005 - $2 million). The cumulative funds received by the Province
uncier this agreement as at March 31, 2006 are $15 million {2005 - $13 millian).

A, Civil Service Plan
The Civil Service Suparannualion Act (CS5A) established a defined benefit plan to provide bensfits to
employees of the Manitaba Civii Service and to participating agencies of the Govemment througtt the Givil
Service Superannuation Fund (CSSF}.

As at March 31, 2008, the CSP had approximately 28,200 (2005 - 28,000) padicipants including active
members, retired employees and former employees with entilernents.

21

Appendix D

(cont’d.)

FOR THE YEAR ENDED MARCH 31, 2006

Manitoba

Office of the Auditor General | @



AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix D EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT
(cont'd.) FOR THE YEAR ENDED MARCH 31, 2006”

OPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

Cortain amendments to the CSSA were made in 1982 which reguired that the CSSF estabish and fund a
separate account in an amount sufficient to cover the Govemment's share of pension costs attributable to
the 1992 amendments to the C5SA. The CS3F account maintained on behalf of the Govammaent at
March 31, 2006, was $44 million (2005 - $38 million).

Effective December 15, 2000, the CSP was amended to include improved benefits. The cost of the plan
amendments was fuily funded from actuarially determined employes sumpluses with no additional cost to
the employar. The following describes the current terms of the CSP, with the previous terms indicated
within brackets.

Tha lifetime pension calculaton equals 2% of a members best five years average yearly pensionable
eamings multiplied by pansionable service, minus 0.4% (previously 0.6%) of the average Canada Pension
Ptan (CPP) earmings for the same period multipled by pensionable service since January 1, 1566.

The CSSA requires that employses contribute 6.0% (previously 5.1%) on pensionable eamings up to the
CPP maximum eamings and 7.0% of pensianable eamings above the maximum. 88.8% of contributions
are used to fund basic benefits and 10.2% of confributions are alkocated for indexing benefits.
Contributions continue until the employee's retirement or other tamination from service. Employee
cantributions for the year ended March 31, 2008 amounted to $52 million (2005 - $49 million).

Inglexing benefits are not guarantesd and are paid only to the extent that the indexing adjustment acoount
in CSSF can finance one-half of cost-cf-living increases granted. The maximum annual adjustment is
limited by legislation {0 two-thirds of the increase in the consumer price index for Canada.

The Governmant does not make contributions to the CSSF during employees' service. By legistation,
however, it is required to pay 50% of the pension disbursements made from the CSSF. For the year ended
March 31, 2008, payments of §71 million {2005 - $84 million) were mada to the CSSF,

An actuaral report was complated for CSSF as of December 31, 2004, which determingd the
Gavernment's pension liability on an indexed basis. The report provides a formula to update the liability on
an annual basis. The Govemments net liability has been calculated to be $1,715 million as at March 31,
2006 (2005 - $1,623 million), which includes net unamortized actuarial gains of $14 million (2005 - $19
million). The increase in liability includes curment year interest of $115 million {2005 - $99 million).

B. Teachers' Plan

The Teachers' Pensions Act (TPA) established a defined benefit plan to provide pension benefits to
teachers who have taught in public schools in Manitaba.

Az at March 31, 2006, the Teachers' Retirament Allowances Furkd {TRAF} had approximately 32,200 (2005
- 31.,B00) participants including active members, retired leachers and former teachers with entitements.

The lifetine penzion calculstion is based upon the lesser of A or B:

A} The years of senvice prior to July 1, 1880, multiplied by 2% and the average salary of the best 7 of
the final 12 years of service and years of sarvice after July 1, 1980, multilied by 2% and the average
salary of the best 5 of the final 12 years of service;
loss

Tha years of service from January 1, 1966, to July 1, 1580, multiphed by .5% and the average annual
salary up to the yearly maximum pensionable samings for the same pariod and years of senvice after
July 1, 1980, multiplied by .6% and the annual salary up to the yearly maximum pensionable
eamings far the same period.
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By  70% of the weighted average annual salary of the member in the 7 and 5 year periods used above.
The TPA requires that teachers contribute §.8% {prior to September 1, 2005 - 5.7%) on pensionatile
vamings up to the CPP maximum eamings, and B.4% {prior to September 1, 2005 - 7.3%) on pensionable
eamings above the maximum, 83.4% of contributions are used to fund basic benefits and 16.56% of
contributions are allocated for indexing benefits. Contributions continue until the teachers retirement or
othar termination from sarvice. Teacher cortributions for the year ended March 31, 2008, amounted to $61
million {2005 - $52 million}.

Indexing benefits ars not guaranieed and are paid only to the extent that ong half of the pension adjustment
dees net result in an unfunded pension liability in TRAF

The Government does nat make contributions to TRAF during teachers' service. By legislation, howeaver, it
is required to pay 50% of the pension disburserments and other disbursements made by TRAF as provided
for in the TPA. For the year ended March 31, 2006, payments of $115 million (2005 - $108 million) were
made to TRAF.

An actuarial report was completed for TRAF as of January 1, 2004, which determined the Govemment's
pansion liability on an indexed basis. The report provides a formula to update the liability on an annual
basis. The Government's net liability has been calculated to be $2,189 millon as at March 31, 2006 (2005
- $2,078 million), which includes unamortized actuarial losses of $82 million (2005 - $90 milion). The
ingrease in liability includes current year interest of $145 million (2005 - 138 million).

c. Members of the Leglslative Assembly Plan

The pension plan far Members of the Legislative Assembly {MLAs) is established and govemned by The
Legisiative Assembly Ast (LAA). For MLAs elected priar to the disselution of the Assembly of the 35th
Legisiature, the LAA provides for defined pension benefits based an years of service to April, 1985, For
those elected after the 35th Legislature in April 1985, the LAA pravides for matching contributions. As at
March 31, 2006, there are 115 {2005 - 1158} plan members who are entifled fo receive future pension
benefits in accondance with the LAA.

The calculation for defined pension benefits is equai to 3% of the average annual indermnities for the last
five years served as a member or all the years sarved if less than five, multiplied by the number of years of
pensionable sanvice up to April 1985, These entitiements are fully indexed to cost of living increases.

An actuaral report was completed for the MLA pian as of March 31, 2003, which determined the
Govemment's pensicn liability on an indexed basis. The report provides a formulz to update tha liabiity on
an annual basis. The Government's net liability has besn calculated to be $32 million as at March 31, 2006
(2005 - 533 million), which includes unamortized actuarial gains of $3 million {2005 - 34 milion). The
change in liakility includes currant year interest of 32 million {2005 - $2 million).

Under the matching contributions provisions, MLAs may contribute up to 7% of their remunaration toward a
Registered Retirement Savings Plan {(RRSP} of their choice. The Govemment matches the member's
contributions on a curent basis, consequently, there is no liability for past service benefits under this
component of the plan. I the event that a member withdraws money from the RRSP while an active
member of the Legislative Assembly, the Govermment's contribution would be refundable.

D. Lagislative Azsambly Penslon Plan

The Members' Retirement Benefits Regulation of The Legisfalive Assernbly Act established a defined
benefit plan, effective April 1, 2004 that provides pension benefits to eligible Members of Legislative
Assembly {MLA} who elect to participate in the plan. The following persons may elect to become
members of the plan:

a) aperson who is an MLA when the plan is registered,

b) a person who becomes an MLA after the plan is registered
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¢} apersonwhe
' was an MLA an May 2, 2003, and has not since been re-elected, and
il wishes to purchasa a period of pensionabla sarvice in respect of his or her membership in
the Assambly duting the pariod from Agril 25,1985, to June 2, 2003,

The caleulation of pension benefits under the plan is determined by the following formula:

2% xS x Y

In this formula:

& s the average of the best five-year annual salaries received by the member during the years for which
he or she accrued pensionable service or, if lass than five years the avarage of the annual salaries for
that period.

Y is the lesser of

iy 35 and
(i} tha total number of years of pensionable servce.

The pension is reduced by an amount aqual to 0.25% times the number of months before the member's
60" birthday that the first pension payment is made. These entitlemants are indexed to 2/3 of cost of living
increases.

Participation in the plan is voluntary. For existing and eligible former MLAs, there is a six month time
limit placed on the decision of whether to join the plan commencing once the Pension Commissioner
establishes Regulations respecting his decisions. The same six month option peried is fo be made
available for newly elected MLAs. Employee contributions are deducted at 7% of the total annual
indemnity and allowance for MLA expenses. The balance of the current service cost, and any other
special payments, are to be paid by the Provinge.

As at March 31, 2008 thers were three membars contributing to the plan, but the pension fund has not
been set up as of that date and the members’ and employer's contributions are being held in trust.

An actuarial repart was completed for the Legislative Assambly Pension Ptan as at March 31, 2005, which
determined the Govemment's pensian hiability on an indexed basis. The report provides a formula to
uptdate the liability on an annual basis. The Govemment's liability for agcounting purpeses has been
projeciad by the actuary to be $1.2 million ag at March 31, 2006,

E. Judges' Supplemental Pension Plan

The supplemantal pension benefit for judges was datermined to be the difference between the total pension
berefits for judges, including the amendments introduced by Judicial Compensation Committees, and the
fomula pension available under tha Civf Service Supsrannuation Act (CSSA) as described above in note
10A.

The present supplemental pansion benefit for judges was affective July 1, 1892, 1t was based upon the first
Judicial Compensation Committee report of Juna 7, 1981, Singe that tme, four successive Judicial
Compensation Committees have bean duly appointed and amendments have bean implemented o tha
supplemantal benefits available under the Judges' Supplemental Pension Plan,

The cumant supplemental pension, including amendments infrecduced by the most recent Judicial

Compensation Committee, is summarized as follows:

*  The supplemental pension plus the pension provided under the CSSA resufts in an acorual rate of
3.00% for each year of service as a judge,

* A cap of 70% of eamings on the combined judge's supplemental pension and Civil Service
Superannuation Pensian,

s  The overall limit that the judge's supplemental service not exceed 23.5 years,
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As at March 31, 2006, there are 63 (2005 - 61) plan members who are entitled to receive future pansion
benefits in accordance with the Plan.

An actuanial repart was completed for the Judges’ Supplemental Pension Flan as at March 31, 2003, which
determined the Govemment's pension liability on an indexed basis. The report provides a formula to
update the liability cn an annual basis. The Govemmeant's liability for accounting purposes has been
calculated to be $26 million as at March 31, 2006 (2005 - $23 million). The increase in liability includes
current year interest of $1 million {2005 - $1 miflion).

F. Winnlpag Child and Family Services Employse Benefits Retirement Plan

The Winnipeg Child and Family Services Employes Berefits Retrement Plan (the WCFSP) was
astablished effective Decembear 29, 2003, The WCFSP applies to employees of the former Winnipeg Child
and Family Services who transfemed to the Department of Family Services and Housing and the terms
apply to those who retire or terminate employment on or after December 29, 2003, These employees wem
previously members of the United Way Agencies’ Employes Benefits Retiremant Plan (UWARP). Under a
Special Pension Transfer Agreement, the services and benefts samed by those employees were
transferred from UWARF to the WCFSP.

At December 31, 2005, the WCFSP had 312 active and defermred members (2004 - 634) and 138
pansioners {2004 - 133).

The lifetime pensicn calculation equals 2% of the member's highest average pensionable aarmings in any
three non-overlapping pericds of 12 consecutive months, less 0.5% of the average CFP eamings for the
samea pariod multiplied by years of pensionable service.

Members are reguired to contnbute 4.5% of pensionable samings up to the CPP maximum and 6% on
pansionable eamings over the maximum,

The employar is required to make monthly contributions actuarially determined to pravide for the nommal
cost of the benefits accruing to members and to provide for the proper amertization of any unfunded liability
or sohvency deficiency, Currently that contribution has been established at an amount gqual to employee
contributions.  In addition, the Govermment made a commitment to make payments to cover an astimated
solvency deficiency of $1.2 milion (2005 - $1.9 milion). This amount has been accrued in these
staterments. With payment of this deficiency, the plan is expected to be fully funded as at March 21, 2007,

The WCFSP will reflect the pansion benefits eamead by its membars for service until Jung 27, 2004 No
further pensionable service entitements will accrue in the WCFSP after June 27, 2004. Subsaquent to
June 27, 2004, the active members of the WCFSP will become members of the Civil Service Plan {CSP)
and will bagin eaming pansion berefit entitliements under the CSP. The pension benefts for all future
sarvice of the farmar WCFSP members will accrue under the CSP.

An actuanial report was completed for the Winnipag Child and Family Services Plan as at December 31,
2004, by Ellement & Ellement Lid. The Plan has a gaing concern surplus of $0.8 million and the solvency
ratio of 96.8% at the valuation date.

11.  LONG TERM DISABILITY INCOME PLAN

The Government guarantees payments of long term disability benefits for all employees covered by the Long
Term Disability Income Flan that was established on April 1, 1884, An actuarial valuation report was completed for
the Long Term Disability Plan as of Septermber 1, 2003 with projections to March 31, 2004 and March 31, 2008
which detemmined the Government's liakility. The report provides a formula to update the liability on an annuai
basis. The Government's actuarally determined liabiity for accounting purposes as at March 31, 2006 was §30
million (2005 - $28 millicn).
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12, SEVERANCE PAY OBLIGATIONS

The amount of severance pay obligations is based on actuarial calculations. The pariodic actuarial valuations of
thesa liabilities may determine that adjustmants are needed to the actuanial calculations whan actual experence is
different from that expected and/or because of changes in actuarial assumptions used. The resulting actuarial
gains of losses are amortized over the expected average remaining service life of the refated employge group. An
actuaiial report was completed for the severance pay liability as of March 31, 2005. The resulting actuarial loss of
55 miliion is being amertized over the 15 year expsctad average remaining service life of the empicyee group. In
addition, the report provides a formula to update the liakility on an annual basis. The Government's acfuarally
determined net liability for accounting purposes as at March 31, 2006 was $228 millien (2005 - $225 million).

13. EXPENSES IN EXCESS OF LEGISLATIVE AUTHORITY

The budget estimate amounts disclosed in the Special Pumposa Statement of Ravenue and Expense (onginally
published in the Estimates of Expenditure; exclude $269 million in supplemental estimatas and spacial warants.
The original budget estimate amounts plus the $269 millian in supplemental estimates and special warrants
becomas the revised estitnates, against which expenses in excess of Legislative Authority is datermined.

Based upon the revised estimates. the following voted appropriations were over-expended as a result of
adjustments after March 31, 2006:

{$ milllcna}
Agriculture, Food and Rural Initiatives
Risk Management and Income Support Programs v
Education, Citizanship and Youth
Support ta Schools 3
Justica
Criminal Justice 2

14.  TRANSFER FOR DEBT RETIREMENT AND PENSION DBLIGATIONS

The Govemment ransferred $110 million (2005 - $89 million) to the Debt Retirement Fund from the Operating
Fund for the specific purpose of reducing general purpose debt and pansion abligations with the Civil Service
Superannuation Fund and the Teachers' Retirernent Allowances Fund. The transfer was made in accordance
with subsection 8 {4) of The Balanced Budget Debt Repayment and Taxpayver Accountabiity Act.  The
Govemnment transferred $85 million {2005 - 379 million) from the Debt Retirement Fund for the specific purpose of
providing for the future retirement of pension obligstions with the Civil Senvice Suparannuation Fund and the
Teachers' Retirement Allowances Fund. This transfer was made in accordance with subsection § (6} of The
Batanced Budget, Dabt Repayment and Taxpaysr Accountability Act. The balance in the pension assets fund as
at March 31, 2006 was $537 million (2005 - $382 million).

Subsection 8 {6) of The Bafenced Budget, Debt Repaymaent and Taxpayer Accountability Act nequires the balance
in the Debt Retirement Fund to be transfermed to the Operating Fund at least once every 5 years for the purpose of
reducing general purpose debt. The most necent transfer, in the amount of $202 million, was made in the 2004/05
fizcal year.

15. BALANCED BUDGET LEGISLATION
Section § of The Balanced Budget, Debt Repaymsnt and Taxpayer Accountability Act requires the Minister 6f

Finance to report on compliance with the Act in the sudited special purpose financial statements of the Cperating
Furd for each fiscal year. The Special Purpoze Statement of Calculation of Balance under the Balanced Budget,
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17.

18.

Debt Repayment and Taxpaysr Accountability Act shows a positive balance of $31 million.  Using the disclosed
basis of acoounting, the Gavemment is therefore in compliance with the Act

DEBT SERVICING

Debt servicing expense totals $766 milion (2005 - $731 milion} which is net of interest recoveries from
Government business enterprises of $474 million (2005 - $436 million).

Net dabt servicing expense is disclosed in the financial statements in Schedule B as $260 miliion (2005 - $241
mifion} representing net debt servicing costs and is net of amounts charged to the depariments, as well s net of
interest recoveries from Crown organizetions including guarantes fees and interest revenue eamed on
investments including sinking funds. These recoverias ar allocations total $415 million (2005 - $4085 miflion).
The disclosed $260 millian (2005 - $241 million} is also net of debt servicing cost of $81 million {2005 - $85 milllan)
allocated to departments for the imputed cost to finance the purchase or construction of tangible capital assets.

Scheduls 10 discloses separately net debt servicing costs of $260 million (2005 - $241 million) and the debt
servicing costs of $91 million (2005 - $85 million) charged to the departments for the imputed cast of financing the
purchase of consiructon of tangible capital assets.

AMOUNTS DUE TO THE FEDERAL GOVERNMENT

The March 31, 2003 financial statemants disclosed that the net impact of the federal setfierment related ta the
Faderal Accounting Eror for the period of 1997 to 1999 was a $91 million lcan payable owing to the Faderal
Govermnment over a ten-yaar period commanging in 2004/05. As at March 31, 2008, this loan payable has been
reduced to §71 million (2005 - $80 million) by offsetting an adjustment 1o unapplied taxes and the payment of the
annual instalment of $2 millign.

To offset negative adjustments to the 2004 Equalization payments, the Federal Government provided to the
Province a net loan payable of $38 milion. Repayment of this loan payable is scheduled to begin in April, 2008
and continue over a five year period. Similarly, to offset negative adjustments to the 2004 Canada Health and
Social Transfer (CHST) entitements, the Federal Govemment provided to the Province at nat loan payabie of $9
million. Repayment of this loan payable is also scheduled to begin in April, 2006 and continue over a five year
period.

RISK MANAGEMENT AND THE USE OF DERVATIVE FINANCIAL INSTRUMENTS

The Provinge employs varous risk management strategies and operates within fixed risk exposure limits to
ensure exposure to risk is managed in a prudent and cost effective manner. A variety of strategies are usad,
including the use of darivative financial instrurnents (derivatives). Derivatives are financial contracts, the value
of which is derived from underlying instruments. The Province uses derivatives to hedge and to mitigate
interest rate risk znd the risks ettached to foreign currency fluctuations. The Province does not use derivatives
for speculative purposes. Gains or losses realized arising from derivative transactions are deferred and
amortized over the remaining life of the derivative contract.

Hedges are created primarily through darivatives (swaps), which are legal contracts under which the Province
agrees with another party to exchange cash flows based upon one or more notional arounts using stipulated
reference interest rates for a specified period. Swaps can also be used o exchange cash flows involving
diffarent cumencies. Swaps allow tha Province to affectively manage the terms of ity existing obligations and
thereby convert them into obligations that meet the Provines's risk parameters.

Other derivative instruments used by the Province include forward foreign exchange contracts and forward
interest rate agreements. Foreign exchange or currency risk is the risk that foreign currency debt principal and
interest payments and foreign curmency transactions will vary in Canadian doliar terms due to fluctuations in
foreign exchange rates. To manage currency risk, the Province uses derivative contracts including foreign
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axchange forward contracts as well as swaps to convert foreign currency cash flows into Canadian dollar
denominated cash flows. The current portfolio of foreign debt is fully hedged through the use of derivatives
and US dollar sinking funds, except for the impact of the unamortized foreign exchange fluctuation account of
$70 million {2005 - $84 million).

Darivative contracts hedge the underlying debt by matching the critical terms to achieve effectiveness. The
curent policy has hedged the foreign currancy debt principal and interest payments through the use of
derivatives in relation to genaral purpase debt as well as through the use of future US dollar revenue streams
and US dollar sinking funds in relation to debt incurred on behalf of Maniteba Hydro-Elactric Board.

The table below presents & maturity schedula of the Provinge's derivatives, by type, cutstanding at March 31,
2008, based on the notional amounts of the contracts. Notional amounts represent the volume of outstanding
defivative contracts and arg nat indicative of credit risk, market risk or actual cash flows.

Dertvative Portfolio Notional Value
As at March 31, 2008

Maturity In Fiscat Year (Emilllons
Derlvatives | 2007 | 2008 | 2008 | 2010 | 2010 | 879 | OVer | qou
Years | 10 Years

Interast rate

SWaps 2.040 | 1175 8§38 | 2158 | 2176 6.516 52331 20134
Cross currency

SWaps 552 462 984 608 224 972 2,915 6,728
Forward foreign

exchangs

contracts 123 208 331
Total 2,715 1637 | 1,820 | 2767 | 2410 7 686 8,148 | 27,193
— =

The use of derivatives introduces credit risk, which is the risk of a counterparty defaulting on contractual
derivative obligations in which the Province has an unrealized gain, The table balow presents the credit risk
associated with the derivative financial instrument portfolio, measured through the replacement value of
darivative contracts, at March 31, 2006.

Credit Risk Exposure
As st March 31, 2006
{3 mitions)
2006
Gross credit risk exposure 1 59 172
Less: Metting 2 { 762} [ 987)
Nat Credit Risk Exposure { 703y { 795)

1 Gross credit risk expostre is the gross credit exposure to counterpariies with net positive exposures (the
raspective counferparties ows the Province.)

2 "Nefling” is the gross negative credit exposure fo counferpariies with net positive credit exposures
coversd by master agresmerts providing for close out netfing when corfracts do not have co-lenminus
sottfernant datas (the Pravince owes the respective counterpartiss).

As at March 31, 2008, the Province has no net credit risk exposure, but has a net liability to counterparties.
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The Province manages its credit risk exposure from derivatives by, among other activities, dealing only with
high credit quality counterparties and regutarly menitoring compliance to credit limits. In eddition, the Frovince
enters into contractual agreements {"master agreements”) with all of its counterparties that provide for
termination netting and if applicable payment nstting.  Net credit sk exposure is the patential Ioss including
the mitigating impact of these netting provisions.

A one percent (100 basis points) increasea in intarest rates would increase debt servicing costs by $13.5 million
(2005, %11.8 milion). Liquidity risk is the risk that the Province will not be able to meet its current short-term
financial abligations. To reduce liguidity fzk, the Province maintains liquid reserves, that is, cash and cash
equivalents (Note 2}, at levels that will mest futurs cash requirements and will give the Province flexibility in the
timing of issuing debt. In addition, the Province has short-term note programs and sinking funds as atternative
sources of liguidity.

RELATED PARTY TRAMSACTIONS
A.  Related Party Borrowings

Borrowings include $330 million {2005 - $306 miliion) owed to Manitoba Public Insurance Corporation
related to the capital inancing of school beard and health care facilities as well as $250 million (2005 - $157
millicn) for the financing of ganeral Government programs. A nil balance (2008 - F10 milion) is owed to
Manitaba Hydro-Electric Board for the capital financing of health care facilties and $45 million (2005 - $45
million} is payable to the Manitoba Liguor Ceontrol Commission. As well, $65 million {2005 - $32 millien) is
payable o Manitoba Opportunities Fund Lid.

These loans and debentures are repayable over a termn from 2007 to 2025 at varying interast rates ranging
from 0% to 12.25%.

B. 'Water Power Rentals

Water pewer rental revenue from the Manitoba Hydro-Electric Board {Hydro), in the amount of $125 million
(2005 - $105 million), is included in the Special Purpose Statement of Revenue and Expense under the
Maritoba Collections category. These nentzls are paid for the use of water rescurces in the operation of
Hydro's hydroelectric generating stations. Water rental rates during the year were §3.34 per magawalt hour
(MW.h} (2005 - $3.34 per MW.h).

C. Guarantse Fees

Manitoba Hydre-Electric Board (Hydro) remits guarantes fees to the Govermment Based on the Hydro debt
that the Province gquarantees on their behalf. The guarantee fees paid by Hydra for the vear ended March
31, 2008 wara 369 million (2005 - 70 million).

D. Revenue From Workers Compansation Board

Undar The Workplace Safely and Health Act of Manitoba, The Workers Compensation Board supports the
administrative expenses incurmed by the Depariment of Labour and Immigration for The Workplace Safaty
and Health progmm and the Worker Advisor Office. The amount for the year ended March 31, 2008 was 57
million {2005 - $7 million).

E. Driver Licencing Qperations
Effective Cctober 4, 2004, tha Province of Manitoba transfarred managemant and administration of driver
licencing to the Manitoba Public Insurance Corporation (MPIC), including all aspects pertaining to driver

safety, vehicle registration and driver licancing including all related financial, administrative and data
Processing services.
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The Province of Manitoba has agread to provide funding to MPIC in the amount of $21 millien annually, in
perpetuity, to defray the cost bome by MFIC as a rasult of the transfer.

MPIC, on behalf of the Province of Manitoba, collects and transfers motor wehicle registration feas to the
Province, For the fiscal year ended March 31, 2008, these fees totzlled $58 milion (2005 - $85 million).
Effective October 4, 2004, MPIC is also rasponsible for collecting and transfarring driver licencing fees to the
Province of Manitoba.  For the fiscal year ended March 31, 2006 these fees totalled $19 milion (the six
month period ended March 31, 2005 - §9 million).

20. COMPARATIVE FIGURES

Cortain of the 2005 financiaf staternent figures have been reclassified to be consistent with the 2008 presantation.
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AMOUNTS RECEIVAELE SCHEDULE 1

Ag at March 31, 2008

($ miblons)

2006 2605
Taxation Revenue:
Carparation Capital Tax. e 1 10
COMPArAON IMGOME TEX. ... irsviirimss imseimiememm e s oot bbb s 00 64 58
GASONME TEX.... oo oimrnss st srsrm 11 cm e oo e E 000 11 s HE R TR 10101 SRR S 13 13
Health and Education Levy o 27
Indlvidual ) L USSP P PRSP 126 121
Insurance Corporation Tax... 14 14
Motive Fuel Tax G 8
Oil and Natural Gas Tax 1 -
Retail Sales Tax.............. 123 119
Ravenue Act, 1864, Fart T . . & 7
TOBACTE THX...ruirmimomcmcmmccccm e e m e s s e srmn 17 19
407 398
Govamnment of Canada and Other Governmants:
Shared Cost Prog Ag S . 166 123
Canatla Health and Social Transfs 4 3
Municipal corporations. e - 2
173 128
inlerest Income:
Province of Manitoba Sinking Fund. ... 24 25
Other 13 OO DO PP PP RSP 5 5
28 30
Other.
Health Care Facilitias SINKING FUMS .o i e s <] 10
|mmigration Program........ .- . 1 -
Manltoba Agrcultural Servicea Corparation . . 1 1
Manitoba Flogdway Autherily. .. . 19 -
Manitoba Health IRSURANES PN i s o e 28 -
Manitoba Hydro-Elactric Baamd.....oviciiinen 11 10
Manitoba Liquor Contrel Commission 23 19
Manitoba Lokeries Comporalion..........c s . 8 3
Marmis-Macdonald Schood DIVIBION ... vt e e - 1
Primary Health Care Transition Fund ... 3 4
Regional Health AUthomtBs. ... e 1 20
Saclal All ;] 14 14
Special Operating Agencles. ... s e . 7 9
Sundry Deparimantal R T T P TOTOTN €1 L)
Sundry. 1 1
203 151
§12 o5
Less: Valuation Allowance 75 94
737 811
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LOANS AND ADVANCES SCHEDULE 2

As at March 31, 2006

{$ milllona})
Crown Qrganizations
and Government Other 2006 2005
Business Enterprises {Note Total Totat
Below)
Due 1 Year or Less. . 738 533 781 488
Dua Ovear 1 Yelr e 7,023 15 7,038 7,334
Tolal., RN 7,761 88 7,829 7.800
Lags; Sinking Funds......nnnminen, 566 - 588 581
7173 &8 72414 T.218
Legs: Valuation AOWENCE. ... 335 13 348 351
6,838 55 £,893 8,888
Less: Dabt incumed for and repayabla by the
Manitobs Hydro-Elactric Board and Manitoba
Lotteries Corporation....... i, 6,278 - 8,276 6215
Nat 56& 55 B17 853

The Crown organizati and Gi nant &
2044, beartng interest rates from nil to 13.375%.

enterprises loans and advances portfolic is due in varying annual amounts to the year

Note:

Environmantal improvemant loan, dua in varying amounts to the year 2008, bearing ng interast

and guaraniesd by an irevocable letter of credit 18 17

Advances to Manitoba Potash Corporation, repayabig on the Corporalion generating ravenue

or the sak of the Province'y intarest, bearing Interest at prime kess 3/4% 4 4

Student Inans, payment and Interest free unlil 5 to 12 months pas! the completion of sludies, dua

114 to 174 menths after that time, carrylng interest at prime plus 2.5% 29 22

Communily work program loans, repaysble st the end of the 3 to 10 year tarm, bearing ng interest 3 3

Advances to provide health care agencies with interim funding to mest dally operating expenses

related to operations, repayable when no longer needed, baaring no interes! 14 ]

Miscellanecus 2 1
&8 58
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LONG-TERM INVESTMENTS SCHEDULE 3

As at March 31, 2006

(% mllllons}
Crown 2006 2005
Qrganizations Other Tatal Total
Sharas:

COMUTIDN. o mime s mie e m e ee st b s e | ] 14 14
Praf d.. 2 4 B 6
BT | IO - 2 2 2
DEbaNEUMS. ... 1 - 1 1
Profit Sharing Agresmant. ... - - - 11
12 1 23 34
Legs; Valuation AIIWANCE. ... ....oomennns e 12 11 23 34
NeL i - - - -
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AMOUNTS HELD IN TRUST SCHEDULE 4
FOR INVESTMENT OR ADMINISTRATION
AND TRUST ASSETS

Ag at March 31, 2008

$ millions)
2006 2006
AMOUNTS HELD IN TRUST
Government Business Entarprises. ... 201 1,680
Crown Organizations e 533 527
Fiduciary and Other Government Related Trusts........ 71 57
2,615 2,264
TRUST ASSETS
Caan and Cash Equivalents. 7aa 638
Slnking Funds............o.o.. - a
Funde on Dapoait for | trmant and ADminiBIEHON. .........c.ccoi i i 1,817 1,817
2!815 2E284

MNote: Tha Gavemnment also provides a safekesping and custodial sarvice for various depariments, sgencles, boards and
gommissions. In this capacity, |t holds custodial trust funds in the amount of $104 million (2005 - $113 million] |n the form
of bonds &g other securities, and titke to tangibla capital aseats in frust in tha amount of $68 million (2005 - $68 million).
These amounts are not reflected In the above numbars.
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ACCOUNTS PAYABLE, ACCRUED CHARGES, SCHEDULE 8
PROVISIONS AND DEFERRALS

Aa at March 31, 2006

{$ mblicns)

2008 2006
Accounts Payable 434 378
Accrued Charges:
Intarest Accrued on Provincial Bamowings and Trust FUNGS. ... e 228 225
Qther Accrued Liabliitles:
Canadian Agricultural Incoma StabilZabion Program. ... o it 110 66
Communities Economic Davelopment Fund.............. [, 2 2
Compeansaation for Victims of Crime e R 1@ 17
Crown Drganizations - Vacation Liability................ . 139 138
[ Aselalance. ... ccoeeeee 17 i
Environmantal Liakilties {Note 1E.12) 148 5
7 7
15 15
Hepatitis C Assistance.. 8 €
Infrastructure Works Program. e 3 2
Land Acquisition Claims.........c......cooee 2 2
Long Tarm Disablity Incame Plan (Hote 117 i i e 30 28
Manfor Ltd. Divestiture 1 2
Municipal AESIBEANCE Programmt. ... ..o s i s 1 i
Net Incoma Stabilization AsCount Program (MISAL ... i s - 1
Salaries and Benofits...........ccoconrien . . 72 87
Salaries and Benefits - Sevarance {Nota 12) 229 225
Tripartite Land AsSembly PIOGRAIM. ... e s i e 3 3
VLT Grants Payable............. . . 2 4
Workers C tion Claims..... D R bR S SR L e e 10 7
OHNEM. i . . 4 5
Provigion for Fulure Losses on Guarantess (Note 8).............. s 10 17
Daferred Revanue
Govemnment of Canada - Advancas ra: Shared Cost Programs Nob Yed Claimed. ... 24 44
............ . 43 42
17 11
1,874 1352
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SCHEDULE 8
OPERATING FUND REVENUE AND EXPENSE
For the Year Ended March 31, 2008
{$ milllons)
2006 2008 2005
Budget
Estimate Actual Actual
{Note 13)
OPERATING FUND REVENUE
Manitoba Collections:
Retail Sales Tax... 1,184 1,198 1,125
Fuel Taxes... 234 236 235
Levy for Haalth and Education. 294 303 287
Mining Tax 57 39 41
Other Taxes.............. 529 509 a1
Feses and Other Revanua. ... 68 413 381
income Taxes:
Corporation InCome Tax............coooee i 366 373 402
Individual Incoma Tax. ... oveeor oo 1,877 1,549 1,845
Federal Transfars:
Egualization... 1,601 1,601 1,689
Bill C-48... - - 49 -
Canada Health Transfer 726 733 685
Canada Social Transfer... 320 325 307
Child Care...........o.... 5 25 -
Health Reform Fund... - - 55
{Other Health Funds... . Fii 25 54
Shared Cost and Other Transfers . 117 156 120
Crown OrQaniZaoNS.........cooviirr e e eee e e e 475 491 476
TOTAL OPERATING FUND REVENUE. 8177 8,425 8223
OPERATING FUND EXPENSES
Health... 3,380 3,443 3,237
Ed ucatlon 1,746 1,738 1,682
Family Sarwoes and Housmg - 8B6 083 8927
Community, Economic and Resouroe Deveiopment 1,090 1,220 1,023
Justice and Other Government. . [ . 648 642 598
Nat Dabt Servicing (Note 16) 269 260 241
8,120 8,284 7,718
Less: Budgeted Underexpenditura.... BE - -
TOTAL QPERATING FUND EXPENSES (Schedule B L1} F 8,084 SE-B-L ?I‘MS
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EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT Appendix D
FOR THE YEAR ENDED MARCH 31, 2006” (cont'd.)

QOPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

CHANGES IN OTHER SPECIAL FUNDS SCHEDULE 9

For the Year Ended March 31, 2006

% milllans)
Quarry
Mining Rehabilitation
Community Reserve Other Total Total
Resarve Fund Funds 2006 2005
Surplus. Beginning of Year.........ore.- 14 5 3 22 22
REVENUE. ... 1 2 3 -] 7
EXPENSASE. ..o ommecemcece s - 1 3 4 3]
Net Revenua ovar Expanses........... 1 1 2 1
TranSfarS. ..o e e 2 2 1
Net Resut for [he Year...........ooon, {1} 1
Surplus, End of Year.......ooooni e 13 6 3 22 22

138

FOR THE YEAR ENDED MARCH 31, 2006 Manitoba Office of the Auditor General | @



AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

Appendix D

(cont’d.)

EXCERPTS FROM “PROVINCE OF MANITOBA, ANNUAL REPORT

FOR THE YEAR ENDED MARCH 31, 2006”

QOPERATING FUND AND SPECIAL FUNDS - SPECIAL PURPOSE FINANCIAL STATEMENTS

OPERATING FUND EXPENSE BY TYPE

For the Year Ended March 31, 2006

Parsonnel SBIVICES ... e e e
Grants/Transfar Payments,,
Transportation.................
COMIMIURICATIENE. ... - eec e ceecs e oottt et b s bbb et s e
Supplies and Services........
Social Assistance Related. ... e
Cthor Operating. .....o.ooev v vcec e
Nat Debt Servicing - General {Note 16)......
- Departments (Note 16)..
Minor Capital..........ocoirnin i
AT 2B O, . oo L e e et e e e e e
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SCHEDULE 10

% milllons}
2006 2005

847 819
5,63 5211
47 43
28 29
a7 288
FOO0 569
235 218
260 241
o B5
21 17
103 98
8!284 7,718
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SUMMARY OF WHO CONDUCTS THE AUDITS Appendix E
(OAG - Office of the Auditor General; PSA - Private Sector Auditors)

Audit Conducted By
0AG PSA

Government Business Enterprises

Leaf Rapids Town Properties Ltd. X
Manitoba Hazardous Waste Management Corporation

Manitoba Hydro-Electric Board

Manitoba Liquor Control Commission

Manitoba Lotteries Corporation

Manitoba Product Stewardship Corporation

Manitoba Public Insurance Corporation

Workers Compensation Board

bl o B I I ]

Crown Organizations
Addictions Foundation of Manitoba
Assiniboine Community College X
Board of Administration under the Embalmers and
Funeral Directors Act
Brandon University X
CancerCare Manitoba
Centre Culturel Franco-Manitobain X
Child and Family Services of Central Manitoba
Child and Family Services of Western Manitoba
Collége universitaire de Saint-Boniface
Communities Economic Development Fund
Cooperative Loans and Loans Guarantee Board X
Cooperative Promotion Board X
Council on Post-Secondary Education X
Crown Corporations Council X
Diagnostic Services of Manitoba Inc. X
Economic Innovation and Technology Council X
First Nations of Northern Manitoba Child and Family
Services Authority X
First Nations of Southern Manitoba Child and Family
Services Authority
General Child and Family Services Authority X
Helen Betty Osbhorne Foundation
Horse Racing Commission X
Insurance Council of Manitoba X
Legal Aid 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

>

>

>
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Appendix E SUMMARY OF WHO CONDUCTS THE AUDITS
(cont’ d ) (OAG - Office of the Auditor General; PSA - Private Sector Auditors)

Audit Conducted By
0AG PSA

Manitoba Development Corporation

Manitoba Film and Sound Development Corporation

Manitoba Floodway Authority

Manitoba Gaming Control Commission X
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 Opportunities Fund Ltd. X
Manitoba Trade and Investment Corporation X

Manitoba Water Services Board X

Metis Child and Family Services Authority X
Public Schools Finance Board X
Red River College

Rehabilitation Centre for Children, Inc. X
Special Operating Agencies Financing Authority X
Sport Manitoba Inc.

Tire Stewardship Board X
Travel Manitoba X
University College of the North X
University of Manitoba X
University of Winnipeg X

Venture Manitoba Tours Ltd. X

<o

>

>

Special Operating Agencies

Civil Legal Services

Companies Office

Fire Commissioner, Office of the

Fleet Vehicles Agency

Food Development Centre

Industrial Technology Centre

Land Management Services

Manitoba Education, Research and Learning
Information Networks (MERLIN)

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

Lol T B I ]
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SUMMARY OF WHO CONDUCTS THE AUDITS Appendix E
(OAG - Office of the Auditor General; PSA - Private Sector Auditors) (cont'd.)

Audit Conducted By
0AG PSA

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

b Bl B Bl B - B - s B
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BALANCED BUDGET, DEBT REPAYMENT AND TAXPAYER

Appendix F
ACCOUNTABILITY ACT

CHAPTER BS5 CHAPITRE B3
LOI SUR L'EQUILIBRE BUDGETAIRE, LE
REMBOURSEMENT DE LA DETTE ET
L'OBLIGATION DE RENDRE COMPTE
AUX CONTRIBUABLES

THE BALANCED BUDGET, DEBT
REPAYMENT AND TAXPAYER
ACCOUNTABILITY ACT

[Assented o November 3, 1995} (Trate de sanction : 3 novembre 19933

HER MAIJESTY, by and with the advice and consent of  SA MAJESTE, sur V'avis et avec le consentement de
the Legislative Assembly of Manitoba. enacts as I"Assemnbléde législative du Manitoba. édicte :
follows:

Definitions Définitions
1 In this Act. 1 Les définitions qui suivent s'appliquent a
la présente loi.
"allocation committee” means the Debt
Retirement Fund Allocation Commuittee appointed
under subsecvon 86.2): (« Comiid de réparmtion =)

« Comité de répartition » Comité de répartition du
Fonds de remboursement de la detle nommé en

"balance” tora fiscal year means the net result as
shown on the financial statements after expenditure,
as adjusted by section 3, is subtracted from revenue.
as adjusted by section 3. and after the applicanon of
transfers trom the operating fund to the Debt

verty  du paragraphe  8{6.2).  ("allecation
commitlee” )

« dépenses » Dépenses engagées au cours dun
cxercice et déclardes duns les états financiers
vérifids du tonds de fonctionnement pour l'exercice.

Retirement Fund and from the Fiscal Stabilization
Fund to the operating fund; (« solde »)

La présente définition ne vise toutelms pas les
ransferts effectucs du fonds de fonctionnement au
Fonds de stabilisarion des recettes ou au Fonds de
"Crown corperation” means Manitoba Hydro. remboursement de [a dette. {("expenditure”)
The Manroba Public Insurance Corporation, The
Liquor Contrel Commission and The Manitoba

Loteries Corporation; (« société de la Couronne »

1000
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BALANCED BUDGET, DEBT REPAYMENT AND TAXPAYER
ACCOUNTABILITY ACT

BALANCED BUDGET

[2v]

"Debt Retirement Fund" means the fund
established i section B:  (« Fonds de
reraboursement de la dete o)

"expenditure™ 1n respect of a fiscal year means
expenditure as reported in the audited financral
statements of the operating fund for that fiscal year,
but does not include transfers from the operating
fund to the Fiscal Stabilization Fund or the Debt
Retirement Fund; (« dépenses »}

“financial statements” means the special purpose
statements regarding the operating fund, prepared
for the purpose of this Act to show whether the
government 15 in cormnpliance with this Act; (= états
financiers »)

"Fiscal Stabilization Fund" means the Fiscal
Stabilization Fund established in The Fiscal
Stabilization Fund Act; (« Fonds de siabilisation
des recettes »)

"general purpose debt’” mcans general purpose
debt as described in subsection 7821 af The
Financial Adminisiration Acr, but docs not include

{a) debt associated with the acquisiion of
capital assets by the government for which an
amortization allowance has been included in
expenditure of the operating fund, or

by other debt incurred by the government for
which a repayment provision has been included
in expenditure of the operating fund; {» dette &
pertée générale »)

"minister” means the Minister of Fioance;
{= ministre »}

"net general purpose debt” means general
purpose debt less the book value of related sinking
funds: {« dette nette & portée générule ») -

"net pension liability"” means pension liability less
the ook value of related funds establisbed for the
payment of pensions; [~ passit net découlant du
régime de retriaite =)

S.M. 1995, ¢.7 - Cap. BS

« dette & portée générale » La detre 4 portée
ginérale que vise le paragraphe 78(2) de la Lof sur
la gestion des finances publigues. La présente
définiton ne vise tontefois pas :

a) les  dettes  découlant de  l'acquisition
d'immobilisations, par le gouvernement, pour
lesquelles une allocation d'amortissement a été
portée  aux  dépenses  du  fonds  de
fenctionnament;

b) les autres detres que le goovernement a
engagées et dont le remboursement a 816 prévu
dans les dépenses du fonds de fonctionnement.
{"general purpose debt”)

« #ats financiers » Les éats spéciaux du fonds de
tonctionnement dressés pour Tapplication de la
présente loi afin de démontrer 51 le gouvernement
s'est conformé ou non a la présente loi. (“financiai
staternents”™)

« fonds de fonctionnement » La partie du Trésor
dans laguelle sont effectudes les transactions de
foncuonnement du gouverncment. mais non celles
visant les fonds détenus en fiducie. (Moperaning
fund"}

« Fonds de remboursement de 1a dette » Fonds
constitug en vertu de I"article 8. ("Debt Retirement
Fund™)

« Fonds de stabilisation des recettes « Fands de
stabilisation des recettes constitué en vertu de fa Lof
sur le Fonds de stabilisation des recettes. ("Fiscal
Stabilization Fund™)

~ ministre = Le mimstre des Finances. (“minister”)

« passif découlant du régime de retraite »
Sommes nécessaires pour provisionner totalement
les pensions que prévoient 1o Lof sur lu pension de
{a fonction publigue et 1o Lol sur la pension de
retraite des enseignants qui sont payables sur le
fonds de fonctionnement, mais qui ne sont pas déja
provisionnées. ("pension liabality ™)

10/00
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(cont’d.)

BALANCED BUDGET, DEBT REPAYMENT AND TAXPAYER

ACCOUNTABILITY ACT

EQUILIBRE BRUDGETAIRE

“gperating fund" means that pait of the
Consolidated Fund that records the operational
activities of the government and does not record
aciivities relating to moneys that are held in trust;
{« fonds de fonctionnement «)

"pension liability'" means the amount required
fully fund the pensions provided for under The
Civil  Service Superannuation Act and  The
Teachers' Pensions Act that are payable out of the
operating furd and not funded in another manner:
{« passif découlant du rézime de retraite »}

“revenue'' in respect of a fiscal year means revenue
as reported in the audited financial statements of the
operating fund for that fiscal year, but does not
include transfers 1w the operating fund from the
Idebt Retirement Fund or the Fiscal Stabtlization
Fund; (« recettes »)

S M. 2000, 042,53,

BALANCED BUDGET REQUIREMENT

Fiscal year 2000-01 and thereafter

2 Subject to subsection 4(2], for the fiscal
year ending on March 31, 2001 and for each fiscal year
thereafier. the government is not to incur a negative
balance.

5.0 2000, ¢ 42, 5. 4.

Transfers from Debt Retirement Fund net included
in determining balance

3 For greater cerfainty. transters from the
Debt Retirement Fund to the operating fund shall not
be included in determining whether there is a positive
or negative balance for a fiscal year,

L3400
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L.M. 1993, ¢. 7 - Chap. B3

« passif net découlant du régime de retraite »
Passif découlant du régime de retralte moins la
valeur comptable des fonds connexes éablhs pour
le paiement des pensions. {"net pension Jiability "}

- recettes » Receties obtenues au cours d'un
cxercice et déclardes dans les €tats Dinanciers
vérifiés du fonds de fonctionnement pour l'exercice.
La présente définition ne vise toutcfois pas les
transferts effectuds du Fonds de stabilisation des
recattes ou du Fonds de remboursement de la dette
au fonds de fonctionnement. ("revenue”)

« société de la Couronne » L'Hydro-Manitoba, la
Socviété d'assurance publique du Manitoba, la
Sociéé des alcools et la Corporation manitobaine
des Joteries. {"Crown corporation”)

« solde » Résultat net d'un exeircice figurant aux
états financiers et obtenu en soustrayant [es
dépenses, rajustées en vertu de larticle 3, des
recetles, rajustées en vertu de l'article 3, et aprés
avoir affecté  les transferts du  fonds de
fonctionnement au fonds de remboursement de la
dette et du Fonds de stabilisation des recettes au
fonds de fonctionnement. ("balance™)

Lo 2000k, ¢ 42, art. 3

EQUILIBRE BUDGETAIRE

Exercices 2000-2001 et subséquents

2 Sous réserve du paragraphe 4(2}, le
gouvernement sinterdit de terminer l'cxercice se
terminant le 31 mars 2001 et les exercices subséguents
avec un solde négaiif.

LM 2000, c. 42 art. 3.

Détermination du solde — transferts
i Il est entendu gue, pour la détermination
du solde, positif ou négatf, d'un exercice, il n'est pas
tenu compte des transferts du Fonds de remboursement
de Lo dete ao fonds de fonctionnement.

[
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ACCOUNTABILITY ACT

BALANCED BUDGET

Proceeds from sale of Crown corporation not
included in determining balance

3(1.D) Revenue or other financial assets received
by the government in a fiscal year ending afler
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 shall not be included in
determining whether there s a positive or negative
balance for the fiscal vear.

Other amounts not required to be included in
determining balance

an The government is not required to inclnde
the following in determining whether there is a positive
or negative batance 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;

{by an expenditure required in the fiscal year
because Canada is at war or under apprehension of
WAT,

{¢) a reduction in revenue of 3% or more in the
fiscal vear, other than a reduction resulting from a
change in Manitoba's taxation laws.

Declaration of L. G. in C.

kIK)) A declaration by the Lieutenant Governor
in Council that, in the opinion of the Lisutenant
Governor in Council, an expenditure or reduction of
revenue as described in subsection (20 has occurred s
conclusive for the purposes of this Act of the fact that
the expenditure or reduction occurred and in that
amount.

Content of declaration

kIEY A declaration under subsection (33 shall
include a description of the expenditure and why it was
necessary and of the reduction in revenue and why it
oceurred.,

Accounting policies

s Subject to subsection (6), expenditure and
revenue of a fiscal year shall be determined 1n
accordance with the accounting policies that are
ohserved for the fiscal year as disclosed in the audited
financial statements of the operating fund for that fiscal
year.

S.M. 1995, ¢.7 - Cap. BS

Détermination du solde — vente de sociétés de [a
Couronne

3(1.1) Pour la détermination du solde. positif ou
négatif, des exercices postéricurs au 31 mars 2001, 1l
n'est pas tenu compte des recettes ni des autres actifs
financiers que le gouvernement obticnt en contrepartie
de la vente d'actions ou dactifs de sociétés de la
Couronne faisant Fobjet d'une privatisation.

Détermination du solde — autres sommes

32 Le gouvernement n'est pas obligé de tenir
compte des circonstances mentionnées plus bas pour
déterminer le solde, positif ou négaiif, d'un exercice :

al la survenmance., au Manitoba, d'un sinistre
imprévit, notamment un stnistre naturel, qui a
touché la totalité ou une partic de la province d'une
maniére telle qu'il constitue une question urgente
dintérée public;

b) le Canada était en guerre ou se préparait i la
guerre;

c) la réduction d'au moins 5 %6 des recettes au cours
de l'exercice qui n'est pas attribuable 3 des
modifications apportées aux lois fiscales de la
province.

Déclaration du lieutenant-gouverneur

3% Le fait que ie lieutenant-gouverneur en
consel] déclare estimer quiil ¥ a eu engagement de
dépenses ou réduction de recettes, ainsi qu'il est
indiqué au paragraphe {2), constitue, aux fins de la
présente loi, une preuve des dépenses ou de la
réduction et de leur montant.

Contenu de la déclaration

ETEY Sont énoncées dans la déclaration visée au
paragraphe (3)les dépenses engagées ct les raisons de
leur engagement ainsi que la réduction des recettes et
les raisons de cette réduchion.

Principes comptables

3(5) Sous réserve do  paragraphe (6). les
dépenses et les recettes d'un exercice sont détermindes
en conformité avec les principes comptables précisés
aux etats tinanciers vérifids annuels du fonds de
fonctionnement.

10/00
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BALANCED BUDGET, DEBT REPAYMENT AND TAXPAYER

ACCOUNTABILITY ACT

EQUILIBRE BUDGETAIRE

Concerns of Auditor General

36} I the audited financial statements of the
operating fund for a fiscal vear contain a reservation of
the Auditor General that results directly from a change
inaccounting policies occurring after March 31, 1993
that is not authorized by this Act, the government will
not be considered to be in compliance with this Act
unless a restatement of the financial statements of the
operating fund for that fiscal year, excluding the effect
of the change in accounting policies, would show the
sovernment to be in compliance with this Act.

S 2000, ¢ 42,55, S M. 2001, ¢ 39,531,

Nepative balance requires offsetting positive
balance in following year

4(1) If there is a negative balance m a fiscal
year, the government is required to achieve at least an
offsciting positive balance in the next fiscal year.

Application to government change

4(2) If there is a general election and the party
forming the government after the election is different
from the party forming the government before the
election, subsection (1) does not require the
government atter the election to achreve an off-setting
positive balance in connection with a negative balance
incurred in the fiscal year during which the election
took place.

S M 2000, ¢ 42,8 6.

Audited financial statements

5 The audited financial statements of the
operating fund for a fiscal year shall be completed and
made public within six months after the end of that
fiscal year.

Reporting requirements

The minister shall include a report on
compliance with this Act in the third-quarter financial
report and in the audited tinancial statements of the
operating fund for a fiscal year,

Failure to meet requirements: third-quarter
projection

T If in respect of a fiscal vear ending afier
March 31, 2000 the government is projecting a
negative balance in the third-quarter financial report,
the amount payable to each member of the Executive
Council as remuneration for service as a member of the
Executive Council. for the 12-month perjod
commencing on April 1 ol the fiscal year immediately
following the fiscal vear to which the third-quarter
financial report relates, shall be reduced by

10/02
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L.M. 1995, ¢. 7 — Chap. B3

Opinion du vérificateur

3{6} Si les étais financicrs annuels vérifiés du
fonds de fonctionnement contiennent une restriction du
vérificateur général découlant directement dune
modification des principes comptables, adoptée aprés
le 31 mars 1995, qui va i l'encontre de la présente fol,
le pouvemement n'est réputé se conformer & la présente
loi que sl refair les états financiers du fonds de
fonctionpement de I'exercice en ne tenant pas compte
de ces modifications de fagon & quiils indiguent qu'il
s'est conformé & la présente loi.

LM, 2000k ¢ 42, are 50 LM, 2001, ¢ 3% art. 31,

Compensation du déficit

4(1) Lorsque le solde d'un exercice est négatif,
Je gouvernement est tenu de réaliser, au cours de
l'exercice subséquent, un solde positif compensant au
moins ce solde négatif.

Changement de gouvernement

4(2) En cas déleciions générales, le
paragraphe (1) ne s'applique pas, 4 l'égard de tout solde
négatif enregistré pendant I'exercice au cours duguel
ont et lieu les élections, au nonvean gouvernement s'il
est formé d'un autre parti que celui qui €rait au pouvoir
avant les élections.

LM 2000, c. 42, art. 6.

Etats financiers vérifiés

5 Les états financiers vérifiés annuels du
fonds de fonctivnnement sont rendus publics dans les
s1x mois suivant la fin de chaque exercice.

Respect de la Loi

6 Pour chague exercice. e minisire joint un
rapport de conformité avec la présente loi au rappost
financier du troisiéme irimestre et aux états financiers
vérifids du fonds de fonctionnement.

Prévisions budgétaires du troisiéme trimestre

1) Si le gouverncment prévoit, dans son
rapport financier du troisiéme trimestre d'un exercice
se terminant aprés le 31 mars 2000, un selde négatit. la
rémunération que les ministres regoivent i titre de
membres du Conseil exécutif est minorde, pendant la
péninde de 12 mois commengant le 1™ avril suivant
l'exercice auquel sapplique le rapport financier =
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BALANCED BUDGET

{a) 20%, in a case where the government did not
incur a negative balance in the fiscal year
immediately preceding the fiscal year to which the
report relates;

{b) 40%, in a case where the government incurred
a negative balance in the fiscal year immediately
preceding the fiscal year to which the report relates.

Refund

7(2) If the audited financial statements of the
operating fund for a fiscal year show that the
government is in compliance with this Act and
amounts have been deducted from amounts payvable to
members of the Executive Council in connection with
that fiscal year under subsection (1), the amounts so
deducted shall be refunded to the members of the
Executive Council.

Failure to meet requirements: year-end

7(3) If in respect of a fiscal year ending after
March 31, 2000 the audited financial statements of the
operating fund show that the government incurred a
negative balance, and no amount is being deducted
from amounts payable to members of the Executive
Council under subsection {1) in connection with that
fiscal vear, the amount payable to each member of the
Executive Council as remuneration for service as a
member of the Executtve Council, for the 12-month
period commencing on April 1 of the fiscal year
immediately following the fiscal year to which the
statements relate, shall be reduced by

(a) 20%, in a case where the government did not
incur a negative balance in the fiscal year
immediately preceding the fiscal year to which the
statements relate:

(b} 40%. in a case where the government incurred
a negative balance in the fiscal vear immediately
preceding the fiscal year o which the statements
relate.

Reduction process

Tid) The reduction required by subsection (3)
imay be prorated over the months that remain in the
fiscal year after the publication of the audited financial
statements of the operating fund.

Ceasing to be a member of the Executive Council
7{(3} A reduction in the amount payable 10 a
member of the Executive Council under this section
applies only during the period when he or she serves as
a member of the Executive Council.

S.M. 1995, ¢.7 — Cap. B3

a) de 20 %, si le gouvernement n'a pas obtenu un
solde négatif av cours de I'exercice précédant celui
auguel sapplique le rapport,

bl de 40 %, st le gouvernement a obtenu un solde
négatif au cours de l'exercice précédant celui auquel
s'appligue ¢ rapport.

Remboursement

T2 Toute somme déduite de {a rémunération
des ministres en vertu du paragraphe (13 4 I'égard d'un
exercice leur est remboursée st les étars financters
vérifiés annueis du fonds de fonctionnement indiquent
que le gouvernenient s'est conformé & la présente loi.

Défant

T3y Siles ftats financiers vérifiés du fonds de
fonctionnement pour tout exercice se terminant apres
te 31 mars 2000 indiquent que le gouvernement a
obtenu un solde négatif et qu'aucune minoration n'ait
été effectuée en application du paragraphe {1) pour cet
exercice, la émunération que les ministres regoivent a
titre de membres du Conseil exécunif est minorée,
pendant la période de 12 mois commengant le 17 avril
sufvant l'exercice auquel sappliquent les érats
financiers :

ay de 20 %, si le gouvernement n'a pas obtenu un
solde négatif au cours de 'exercice précédant celui
auquel s'appligue le rapport;

b) de 40 . si le gouvernement a obtenu un solde
négatif au cours de l'exercice précédant celui auquel
s'applique le vapport.

Processus de minoration

T La minoration visée au paragraphc (3)
peut érre répartie sur la partie de l'exercice gui suit la
publication des états financiers vérifiés du fonds de
fonctionnement.

Titulaires de portefeuille ministériel

Ti5) La minoration de rémunération visée au
présent article ne s'appligue qu'a la période pendant
laquelle la personne est membre du Conseil exécotif,
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New members of the Executive Council

TH6) A reduction in the amount payable to
members of the Executive Council under this section
applies on a prorated basis to any new member of the
Executive Council appointed during the period of the
reduction.

S.M.2000,¢.42,5. 7.

DEBT RETIREMENT FUND

Debt Retirement Fund
B In this section, "fund’" means the Debt
Retirement Fund established in subsection (2).

Fund established

8{2) The Debt Retirement Fund 15 hereby
established under the direction and control of the
minister.

Management of fund

8(3}) The minister shall hold the fund in trust
and shall manage the fund in accordance with the
provisions of The Financial Administration Act and
this Act.

Transfers to the fund from the operating fund
mandatory
B4} Despite The Financial Administration Act,
the minister

(a) may, with the approval of the Lieutenant
Governor in Council, transfer to the fund from the
operating fund in any fiscal year any amounts that
the Lieutenant Governor in Council considers
appropriate; and

(b) shall, in each fiscal year ending after
March 31, 2000, until the fund is wound up under
subsection (12, transfer to the fund from the
operating fund an amount equal to the greater of the
following amounts:

{1} $96,357.000., as adjusted from time to time
under subsection (4.1},

{i1) 1% of the total of the net general purpose

debt and the net pension liability as at the end
of the immediately preceding fiscal year.

10/00
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Nouveaux ministres

F6Y La munoration visée au présent article
s'applique aux ministres nommés au cours de la périade
de minoration de fagen proportionnelle & la partie de 12
période au cours de laquelle ils sont ministre.

LW 2000, ¢, 42, a7,

FONDS DE REMBOURSEMENT
DE LA DETTE

Définition

81} Pour l'upplication du présent article,
« Fonds » s'entend du Fonds de remboursement de la
dette constitué en application du paragraphe {2}

Constitution
B(2) Est constitué le Fonds de remboursement
de la dette. Le ministre en est responsable.

Administration du Fonds

LR Le minisire détient le Fonds en fiducie et
'administre en conformité avec la présente loi et la Lof
sur l'administration financiére.

Transferts du fords de fonctionnement
LIEY] Malgre la Lot sur la gestion des finances
publiques, le ministre :

a) peut, avec l'approbation du lieutenant-
gouverneur en conseil. transiérer du fonds de
fonctionnement au Fonds les sommes que le
lieutenant-gouverneur  en  couseil  estime
appropriges;

b) pour tont exercice se terminant aprés
le 31 mars 2000 et jusqu'ad ce que le Fonds soit
liquidé en vertu du paragraphe (12}, est tenu de
transférer du fonds de fonctionnement au Fonds une
somme gquivalant au plus élevé des montants qui
suivent :

(1) 96 357 000 5, rajusté conformément au
paragraphe (4.1),

(ii) 1 % du total de la dette nette i portée
générale et du passif net découlant du régime
de retraite 3 la clture de 'exercice précédent.



AUDIT OF THE PUBLIC ACCOUNTS

APPENDICES

BALANCED BUDGET, DEBT REPAYMENT AND TAXPAYER

ACCOUNTABILITY ACT

BALANCED BUDGET

Adjustment of transfer aumount

8(4.1) The amouont set out in subclause (430b3i)
shall be increased in each fiscal year commencing after
March 31, 2001

(a) by 7% of all amounts transferred from the fund
to the eperating fund after March 31, 2000 for the
repayment of general purpose debt; and

(b) if the amount remaiming, after the allocation to
genera) purpase debt. is insutficient to match the
projected pension contributions of new employees
hired on or after April 1, 2000, by any amount the
minister considers necessary to ensure that those
projected pension contributions can be matched.

Earnings of fund
8(3) The minister shall credit to the fund any
earnings from investments of the fund.

Transfers from the fund to the operating fund
8{6) The minister, with the approval of the
Lisutenant Governor in Council,

(a) may, from time to time during a fiscal year,
transfer to the operating fund all or any part of the
amounts standing to the credit of the fund, to be
used for the sole purpose of reducing the general
purpose debt and the pension liability of the
government; and

{b) shall, at least once every five years after
March 31, 2000, transfer to the operating fund all of
the amounts standing to the credit of the fund, to be
used for the sole purpose of reducing the general
purpese debt and the pension lability of the
government.

Allocation between general purpose debt and
pension liability

Bi6.1) The amount transfarred o the fund under
clause (4)b) shall be allocated between general
purpose debt and pension liability as follows:

{a) for the fiscal year ending March 31, 2001,
$75.000,000. to general purpose debt and the
remtainder to pension liability; and

(b) for each fiscal vyear ending afier
March 31, 2001, as determined by the ailocation
committee.

S.M. 1985, ¢.7 - Cap. B3

Rajustement annuel

8.1y La somme indiquée au sous-alinéa (4)b)(i)
est majorée, au cours de chague exercice commengant
aprés le 31 mars 2001 -

a} de 7 % des sommes transférées du Fonds au
fonds de fonctionnement apres le 31 mars 2000
pour le remboursement de la dette a portée générale;

by de la somime que le ministre estime nécessaire
pour provisionner les cotisations de contrepartie
prévues pour les employés engagés & partir
du 1% avril 2000 si le solde, aprés l'allocation pour
la dette i portée générale, n'est pas suffisant pour
les provisionner.

Revenus du Fonds
8(5) [.e ministre porte au crédit du Fonds les
revenus provenant des placements de celui-ci,

Transferts
8(6) Avec Tapprobation du  lieutenani-
gouverncur en conseil, le ministre :

a) peut transférer au fonds de fonctionnement, au
cours d'un exercice, la totalité ou une partie des
sommes & |'actif du Fonds afin de réduire la dette &
portée générale du gouvernement et son passif
découlant du régime de retraite;

b) aprés le 31 mars 2000, est tenu de transférer au
fonds de fonctionnement, au moins une fois par
cing ans, les sommes 3 l'actif du Fonds afin de
réduire fa dette 3 portée générale du gouvernement
et son passif découlant du régime de retraite.

Répartition entre 1a dette et le passif

8(6.1) La somme transférée au Fonds en vertu de
{alinéa (4)b) est répartie entre la dette i portée générale
et le passif découlant du régime de retraite comme
suit

a) pour l'exercice 5€ terminant
le 31 mars 2001, 75 000 000 $ pour la dette &
portée générale et le reste pour le passif découlant
du régime de retraite;

b) pour les exercices se terminant aprés

le 31 mars 2001, conformément & ce que détermine
le Comité de répartition.
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Debt Retirement Fund Altocation Committee
8(6.2) The Debt Retirement Fund Allocation
Committee 15 established consistng of

(a) the Deputy Minister of Finance, whe shail be
the chairperson of the allocation committee; and

{b) at icast four ather individuals appointed by thé
Licutenant Governor in Council who, in the opinion
of the Lieutenant Governor in Council, demonstrate
financial expertise and competence. each of whom
may be appointed for any term the Lieutenant
Governor in Council considers appropriate.

Duties of allocation committee

B(6.3) The allocation committee shall determine
the allocation between general purpose debt and
pension liability of

{a) the amounts transferred to the fund under
subsection (4) and clause 9(b); and

{b) any earnings trom investments of the fund.

Effective reduction of aggregate amount

3{6.0 In determining the allocation of the
amounts transferred to the fund between general
purpose debt and pension liability, the allocation
committee shall follow investment and debt reduction
principles that, subject 1o subsection (6.5}, in the
opinion of the committee, will result in the most
effective reduction of the aggregate amount owing.

Requirement regarding matching contributions for
new employees

8(6.5) The allocation committes shall ensure that
provision exists for matching the projected pension
contributions of new employees hired on or after
Aptil 1, 2000

No lapse

8T Motwithstanding any other Act or law,
ameunts standing to the credit of the fund do not lapse
at the end of a fiscal year.

Fiscal year

LIRS The fiscal year of the fund is the period
commencing on April 1 in one year and ending on
March 31 in the next year.

10/02
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Comité de répartition du Fonds de remboursement
8(6.2) Est créé le Comité de répartitien due Fonds
de remboursement de la dette constitué :

a} du sopus-ministre des Finances, qui en est le
président;

b) d'an moins quatre autres personnes gue le
lieutenant-gouverneur en conseil nomme pour la
durée qu'il juge indiquée et qui, selon lvi, ont les
connaissances et les compérences financiéres
nécessaires,

Attributions du Comité de répartition

806.3) Le Comité de répantition détermine la
répartition des sommes mentionnées plus bas a la dette
de portée générale et au passif découlant du régime de
refraite :

a) les sommes transférées au Fonds en verto du
paragraphe (4} et de I'alinéa 9b);

b) les gains provenant des investissements du
Fonds.

Réduction réelle du montant global

8{6.4) Pour déterminer la répartition des sommes
transférées an Fonds au titre de la dette & portée
générale et du passif découlant du régime de retraite, le
Comité de répartition respecte les principes de
placement et de réduction de la dette qui, selon lui et
spus réserve du paragraphe (6.5), sont les plus
efficaces pour réduire le montant global de la dette.

Exigences — cotisation des nouvesux employés
8(6.5) Le Comité de répartition s'assure que sont
provisionnées les cotisations de contrepartie prévues
pour les emplovés engagés & partir du 17 avril 2000,

Annulation

1] Madgré wute autre loi ou regle de droil, les
sommes & Iactif du Fonds ne sont pas annulées i la fin
de l'exercice.

Exercice
8% L'exercice du Fonds commence le 1% avril
d'une annde et se termine le 31 mars de l'année
suivante,
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Aundit .
39 The accounts and transactions of the fund
shall be audited annually by the Auditor General.

Financial statements

8(10) The minister shall, annually, within six
months after the end of the fiscal year, submit to the
Lieutenant Governor in Council the aadited financial
statements of the tund for that fiscal year.

Tabling of statements in Assembly

8i11} The minister shall table in the Legislative
Assembly a copy of the financial statements of the fund
provided te the Lieutenant Governor in Councit
pursuant ta subsection (10) immediately if the
Assembly is then in Session and, if it is not then in
Session, within 15 days of the beginning of the next
Session.

Winding up of fund

812 If, in the opimien of the minister, sufficient
money has been set aside to retire the geneval purpose
debt and cover the pension liability of the government,
the minister, with the approval of the Lieutenant
Governor in Council, may wind up the fund and
transfer any amounts remaining in the fund to the
operating fund.

5.0, 2000, ¢. 42,5, 8, 5.M. 2001, ¢. 39,5. 21

DiSPOSITION OF POSITIVE BALANCE

Dispaosition of positive balance

9 If a pusitive balance exists in a fiscal year,
the minister shall dispose of the amount of the positive
balance as follows:

{a) the amount required to bring the Fiscal
Stabilization Fund to its target level as described in
section 3.1 of The Fiscal Stabilization Fund Act, or
any greater amount that the minister, with the
approval of the Lieutenant Governor in Council,
considers appropnate, shall be transferred 1o the
Fiscal Stabilization Fund;

{b) any amount remaining after a transfer under
clause (a) may be left as a positive balance of the
operating fund or may, with the approval of the
Lieutenant Governor in Council, be wransferred to
the Debt Retirement Fund.

532008, 0. 42,5 9.

S.M. 1995, ¢.7 — Cap. BS

VYérification
8{9} Le vérnficateur génédral
annuellement les comptes et les opérations du Fonds.

Etats financiers

(1) I.e minisire présente au [ieutenant-
gouvemeur en vonseil, dans les six mois suivant la fin
de chaque exeicice, les états financiers vérifiés annuels
du Fonds.

Dépdt des états financiers & 1'Assemblée

B(11} Le ministre dépose immédiatement devant
I'Assemblée législative un exemplaire des états
financiers du Fonds présentés au lieutenant-gouverneur
en conseil en vertu du paragraphe (10}; toutefois, si
I'Assemblée législative ne siege pas, il les dépose dans
les quinze premiers jours de séance ultéricurs.

Liguidation du Fonds

8(12) Le ministre peut, avec l'autorisation du
lizutenant-gouverneur en conseil, liquider le Fonds s'il
Jjuge que des sommes suffisantes pour éreindre la dette
4 portde générale du gouvernement et pour
provisionner son passif découlant du régime de retraire
ont é1é amassées, puis transférer le solde du Fonds, le
cas échéant, au fonds de fonctionnement.

L.M_2000.¢. 42, art, §; L.M. 2001, ¢. 39, art, 31,

UTILISATION DU SOLDE POSITIF

Utilisation du solde positif
9 Le ministre utilise tout solde positif
accumulé au cours d'un exercice comme suit :

a} it ransfére au Fonds de stabilisation des recettes
soit les sommes nécessaires pour atteindre le niveau
cible du Fonds visé & l'article 3.1 de la Lof sur e
Fonds de stabilisation des recetres, 501, avec
l'approbation du lieutenant-gouvernedr en conseil,
les sommes plus élevées qu'il juge approprices;

by apriés les transferts effectuds en vertu de
I'alinéa a), il peut. avec I'approbation du lieutenant-
gouverneur en conseil, transférer le reste du solde
positif au Fonds de remboursement de la dette ou le
laisser & 'actif du fonds de fonctionnement i titre
de solde positif.

L. 20040, 0. 42, art. 9.
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TAX REFERENDUM
REQUIREMENT

Referendum reguired for tax changes

1HI Subject to subsection (2), the government
shall not present to the Legislative Assembly a bill to
increase the rate of any tax imposed by an Act or pay
of an Act listed below, unless the government first puts
the question of the advisability of proceeding with
such a bill to the voters of Manitoba in a referendum,
and a majority of the persons who voete in the
referendum authorize the government to proceed with
the changes:

(a) The Health und Post Secondary Education Tax
Levy Acty

(b} The Income Tax Acr;
(c) The Retail Sales Tax Acr,
{d) Part I of The Revenue Act.

Revenue neutral and external changes
12 Subsection (1) does not apply to

{a) a btll to increase the rate of a tax if, in the
opinien of the minister, the increase results from
changes in federal taxation laws and is necessary to
maintain provincial revenue or to give effect i a
restructuring of taxation authority between the
federal government and provineial governments;

{b) a bill te increase the rate of a tax if, in the
opinion of the minister, the proposed change is
designed to restructure the tax burden and does not
result in an increase in revenue.

Procedures for referendum

11(1) A referendum under subsection 10(1} shall
be conducted and managed by the Chief Electoral
Officer in the same manner, to the extent possible, as
a general election under The Elections Act, and the
provisions of The Elecrions Act apply with necessary
modifications to a referendum.

Question to be put to voters

11(2) The question to be put to voters in a
referendum under subsection 10{1) shall be determined
by Order of the Lieutenant Governor in Coungil at the
commencement of the referendum process.

10/G0

@ | Office of the Auditor General

Manitoba FOR THE YEAR ENDED MARCH 31, 2006

L.M. 1995, c. 7 - Chap. B3

EXIGENCES EN MATIERE DE
REFERENDUM SUR LES TAXES

Référendum - modification des taxes

10(1} Sous téserve du paragraphe (2), le
gouvernement peut déposer a I'Assemblée législative
un projet de loi prévoyant 'avgmentation du taux de
taxation ou d'imposition prévu par la totalité ou une
partte d'une des lois citdes ci-dessous sl demande au
préalable, par voie de référendum, l'avis de I'électorat
manitobain sur les modifications proposées et que
celui-ci lui donne l'autorisation, par un vote
majoritaire, de procéder 4 Nadoption des modifications

a) la Lot sur l'impdt destiné qux services de sanié et
a l'enseignement postsecondaire;

b) 1a Loi de impit sur le revenu,
c) la Lof de la taxe sur les ventes au dérail;
d) la partie 1 de la Loi sur le revenu.

Exception
10(2) Le paragraphe (1) ne s'applique pas .

a) aux projets de loi prévoyant l'augmentation du
taux d'une taxe ou d'un impdt si le ministre juge que
l'augmentation tésulte de modifications apportées
aux lois fiscales fédérales et est nécessaire au
maintien des receties provinciales ou au plein effer
d'un transfert de pouvoirs en matiére de fiscalité
entre les gouvernements fédéral et provinciaux;

b) aux projets de lui prévoyant l'angmentation du
taux d'une taxe ou d'un impdt 51 le manistre juge que
les modifications ont pour but de redistribuer le
fardeau fiscal sans entralner une augmentation des
recettes.

Processus référendaire

11{1) Le directeur général des élections tient et
dirige tout référendum visé au paragraphe 10(1), dans
la mesure du possible, de la méme fagon que sont
tenues les élections générales en vertu de la Loi
dlectorale dont les dispositions s'appliguent, avec les
adaptations nécessaires, aux référendums.

Libellé de la question

11(2) Le licutenant-gouverneur en conseil
détermine, par décret, au début du processus de tout
rétérendum devant Euwe tenu en  vertu du
paragraphe [0{1), le libellé de la question devant en
faire I'objet.
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Regulations re procedures

11(3) The Licutenant Governor in Council may
make any regulations that the Lieutenant Governor in
Council considers necessary respecting the referendum
process to give effect to subsection 1001}, including,
without limiting the generatity of the foregoing,

{a) governing the preparation of a voters list;

{b) governing the expenses, if any, that may be
incurred, and the contributions, if any, that may be
made, and by whom, in connection with a
referendum;

{c) where greater certainty is required, madifying to
the extent necessary the provisions of The Elections
Actto make them applicable to the tequirements of
a referendum.

Costs of referendum
11{4) The costs of conducting a referendum
shall be paid from the Consolidated Fund.

AMENDMENT OR REPEAL

Amendment or repeal

12(1) Any bill introduced im the Legislative
Assembly to amend, repeal, override or suspend the
operation of this Act shall be referred at the committee
stage 1o a standing committee of the Legislative
Assembly which provides the opportunity tor
representations by members of the public.

Requirements re hearings
12{2} The standing committee reviewing a bill
described in this section shall not be scheduled until
seven days after the later of

{a) the day the bill is distributed in the Legislative
Assembly; and

(b} the day the public is given notice of the date,
time and place of the committee meeting.

S.M. 1995, ¢7 - Cap. B3

Réglement — procédure

11{3) Le ligutenant-gouverneur en conseil peut,
par reglement, prendre les mesures nécessaires pour
donner plein effet au paragraphe 10{1}, et notamment:

a) régir la préparation de la liste électorale pour la
tenue d'un référendum;

b} régir le zenre de dépenses et de contributions
permises, le cas €chédant, dans le cadre d'un
référendum et régir qui peut les engager ou les faire;

¢} effectuer les modifications nécessaires a la Lof
surles élections de fagon & respecter les exigences
d'un référendum.

Coiits d'un référendum
11(4} Les dépenses engagées pour la tenue d'un
référendum sont payées sur le Trésar.

MODIFICATION OU ABROGATION

Modification ou abrogation

12(1) Les projets de loi déposés i {'Assemblée
législative qui visent 3 modifier on 3 abroger la
présente loi, & déroger & son application ou & en
suspendre l'application sont renvoyés, 4 I'étape de
I'dtude en comuté, 4 un comité permanent de
I'Assemblée afin de permetire au public de présenter

ses observations.

Exigences

1202} Les séances de tout comité permanent
procédant & I'étude d'un projet de loi visé au piésent
article commencent au plus bt sept jours aprés la plus
éloignée des dates suivantes :

a) la date de distribution du projet de loi a
I'Assemblée 1égislative;

b) [a date de communication d'un avis public

indiquant 'heure, la date et I'endioit de V'étude du
projet de loi.
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13 NOTE: This section contained consequential
amendments to The Fiscal Stabilization Fund
Act which are now included in that Act.

C.C.8.M. reference

14 This Act may be cited as The Balanced
Budyel, Debt Repayment and Taxpaver Accountabiliry
Act and referred to as chapter B3 of the Continuing
Consolidation of the Statutes of Manitoba.

5.0 2000, ¢ 42, 5.0 L

Coming into force
15 This Act comes into force on the day it
receives royal assent.

The Queen's Printer
for the Province of Manitoba

10400

@ | Office of the Auditor General

Manitoba FOR THE YEAR ENDED MARCH 31, 2006

L.M. 1995, ¢. 7 - Chap. BS

13 NOTE : Les medifications corrélatives que
contenait 1’article 13 ont été intégrées a la
Lot sur fe Fonds de stabilisation des recettes a
laquelle elles s*appliquaient.

Renvoi ala C.P.L.M.

14 La présente loi constitue la Lof sur
{'équilibre budgéraire, le remboursement de la dette et
lobligation de rendre compte aux contribuables,
chapitre BS de lu Codification permanente des lois du
Manitoba.

LM 200 ¢ 42, ani. 11,

Entrée en vigueur
15 La présente loi entre en vigueur le jour de
S $ANCHon.

L'Imprimeur de la Reine
du Manitoba
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CHAPTER F85 CHAPITRE F85
THE FISCAL STABILIZATION LOISUR LE FONDS DE
FUND ACT STABILISATION DES RECETTES
{Assented to December 13, 1989) {Sanctionnée le 13 décembre 1989}

HER MAJESTY. by and with the advice and consent of ~ SA MAJESTE, sur lavis et du consentement de
the Legislative Assembly of Manitoba, enacts as  1'Assemblée I€gislative du Manitoba, édicte

follows:
Interpretation Définitions
1 In this Act, 1 Les définitions qui suivent s'appliquent a

la présente loi.
“bulance™ bas the same meaning as in The

Balanced Budget, Debr Repayment and Taxpayer « Fonds » Le Fonds de stabilisation des recettes
Accowiability Ao (= solde #) constitué en vertu de Particle 2. ("fund”}
"Crown corporation' means Manitoba Hydro, « ministre » Le ministre des Finances. ("mintster”)
The Manitoba Public Insurance Corporation, The
Liquor Contrul Commission and The Manitoba « société de la Couronne » L'Hydro-Manitoba. la
Lottenies Corporation: {« société de la Couronne ») Société dassurance publique du Manitoba, |a
Société des aicools et la Corporation manitebaine
"Fund" means the Fiscal Stabilizabon Fund des loteries, ("Crown corporation™)

established in section 2; (» Fonds =)
« solde » S'entend au sens qui cst attribué 4 ce terme
"minister’’ means the Minister of Finance; dans la Loi sur léguilibre budgétaire, le
[ unLstee o) rembonrsement de la dette er Vobligation de rendre
— des comptes aux contribuables. (“balance™)
S0 2000, ¢ 42, 2. 13,
LM, 2000k ¢ 42, ane 15,

10/00
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THE FISCAL STABILIZATION FUND ACT

FISCAL STABILIZATION FUND

Fund established

2(1 The Fiscal Stabilization Fund is hareby
established under the direction and controt of the
minister.

Purpose of fund

2(2) The purpose of the fund is to assist in
stabilizing the fiscal position of the government from
year to year and to improve long-term fiscal planning.

¥anagement of fund

2 The mimister shall hold the fund in trust
and shall manage the fund in accordance with the
provisions of The Financiol Administration Act.

Transfers to fund

3l Subject to subsection {1.1} and despite
The Financial Administration Act, the minister may,
with the approval of the Lieutenant Governor in
Council, transfer to the fund any part of a positive
balance. in accordance with The Balanced Budgper
Debt Repayment and Taxpayer Accountability Act,

Proceeds of sale of Crown corporation

3(1.13 For greater certainty. the minister shall not
deposit in the fund any revenue or other financial
assets received by the government n a fiscal year
ending after March 31, 2000 as a result of selling
shares or assets of a Crown carporation in the course of
a privatization of the Crown corporation.

Earnings of fund
Iy The minister shall credit to the fund any
earnings from investments of the fund.

32000, ¢ 4205 1.

Target level

11 In this section, "tarzet level” means an
amount equal 1o 3% of the expenditure of the operating
fund of the Consolidated Fund.

Achieving target level

3.1(2) The minister shall make every cffort to
ensure that the amount standing to the credit of the
fund reaches at least the target level.

SAl 1905, ¢ 7,

(5]
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5.M. 1989-90, ¢, 16 - Cap. F&5

Consgitution du Fonds
2{1) Est constred I Fonds de stabilisation des
recettes. Le ministre €0 est responsahle.

Objet

2(2) Le Fonds 2 pour objet de faciliter la
stabilisation de la situation financi¢re du gouvernement
d'année en année et daméiiorer la planification
financiére & long terme,

Administration du Fonds
2(3) Le ministre détient le Fonds en fiducie et
Vadminisire en  cooformité  avec la Lof  sur
Padministration financiére.

Transferts au Fonds

KINN] Sous réserve du paragraphe (1.1) et malgré
la Lof sur la gestion des finances publigues, 1c ministre
peut, avee l'approbation du lisutenant-gouverneur en
consail, transtérer av Fonds toute partic d'wn solde
positif conformément 4 la Led sur équilibre
budgétaire. le remboursemen: de la dente el
{'obligation de rendre des comptes aux contribuables,

Produit de la veote de sociétés de la Couronne

31.1) Il est entendu que le ministre sinterdit de
déposer dans le Fonds les recettes el les aptres actifs
financiers que le govvernement oblient. au cours d'un
exercice se terminant aprés le 30 mars 2000, en
contrepartie de la vente d'actions ot d'actifs de sociétés
de la Couronne faisant I'objet d'une privatisation.

Revenus du Fonds
3i2) Le ministre porte au crédic du Fonds les
revenus provenant des placements de celui-ci.

L.x 2000 ¢ 42 an E3.

Définition

RNES Pour l'application du présent article, le
= niveau cible » correspond i 5 % des dépenses du
fonds de fonctionnement du Trésor,

Niveau cible

KR Le ministre déploie tous les efforts pour
que les sommes a l'actf du Fonds atteignent au meins
le niveao cible.

LW 1895, ¢ 7, a1 3,

[0/00
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THE FISCAL STABILIZATION FUND ACT

FONDS DE STABILISATION DES RECETTES

Transfers out of the fund

4(1) Subject to subsection (2}, the minister
may, for the purpose mentioned in subsection 2(2), and
with the approval ol the Lieutenant Governor in
Council, transfer to the Consolidated Fund all or any
part of amounts standing to the credit of the fund.

Restriction
4(2) A transfer under subsection (1) may be
made only once in each fiscal year,

S AL ER95, 0 7,513 52000, ¢ 42,5 13,

No lapse

5 Notwithstanding any other Act or law,
amounts standing to the credit of the fund do not lapse
at the end of any fiscal year.

Fiscal year

[ The fiscal year of the fund shall be the
period commmencing an April 1 in one year and ending
on March 31 in the next year.

Regulations

The Lieutenant Governor in Council may
make any regulations that the Lieatenant Governor in
Council  considers necessary respecting the
administration of the fund.

Audit
B The accounts and transactions of the fund
shall be audited annuoally by the Auditor General.

£.3.2001, 0. 39,5 31,

Financial statements

91) The minister shall, annually, within six
months of the end of the fiscal year, submit to the
Lieutenant Governor in Council the audited financial
stateraents of the fund for that fiscal year.

Tabling of statements in Assembly

92y The minister shall table in the Legislative
Assembly a copy of the inancial statements of the fund
provided to the Licutenant Governor in Council
pursuant to subsection (1) forthwith if the Assembly is
then in Session and, if it is not then in Session,
within 15 days of the commencement of the next
ensuing Session,

501996, c. 59,5, 93,

10402

L.M. 1989-90, c. 16 — Chap. F&5

Transferts

4i1) Sous réserve du paragraphe (2). le
ministre peut, relativement a 'objet mentionné au
paragraphe 2{(2) et avec lapprobation du
lisutenant-gouverneur en conseil, transférer au Trésor
tout ou partie des montants compris dans le Fonds.

Restriction
4(2} Le transfert vis€ au paragraphe {1) ne peut
étre effectué qu'une fois.

LM 1993, ¢ 7, ar 13: Lo 2000, ¢ 42 art. 13,

Annulation

5 Malgré (oute aulre 1ot ou régle de droit, les
montants compris dans le Fonds ne sont pas annulés &
la fin de P'exercice.

Exercice
6 L'exercice du Fonds commence le Ter avril
et se termine le 31 mars de l'année suivanie.

Réglements

Le licutenant-gouverneur ¢n conseil peut
prendre les réglements qu'il estime nécessaires
relativernent & I'administration du Fonds.

Vérification
8 Le  vérificateur  général  examine
annueliement les comptes et les opérations du Fonds.

L.M. 2001, < 3% are 31

Etats financiers

91 Le ministre présente annuellement au
lieutenant-gouverneur en conseil, dans les six mmois
suivant la fin de 'exercice, les états financiers vérifiés
du Fonds pour cet exercice.

Dépot des états a I'Assemblée

902} Le ministre dépose immédiatemnent devant
I"Assemblée législative un exemplaire des éiats
tinanciers du Fonds présentés au lieutenant-gouverneur
en conseil en veriw du paragraphe (1); toutefois. si
I'Assemblée législative ne siége pas, il les dépose dans
les 15 premiers jours de s€ance ultéricurs.

L.M. 1906, ¢ 59, art. 93,

Les

Appendix G
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THE FISCAL STABILIZATION FUND ACT

FISCAL STABILIZATION FUND

C.C.5.M.
10 This Act may be cited as chapter F83 of
the Continuing Consclidation of the Statures of
Manitoba.

Coming into force
11 This Act is retroactive and is deemed to
have come into force on March 31, 1989,

The Queen's Printer
for the Province of Manitoba

@ | Office of the Auditor General
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S.M. 1989-90, c. 16 — Cap. F85

C.P LM
19 La présente loi est le chapitre FE5 de la
Codification permanente des lois du Munitoba.

Entrée en vigueur
11 La présente loi a un effet rétroactif et est
réputée étre entrée en vigueur le 31 mars 1989,

L'Imprimeur de la Reine
du Manitoba

10402
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RECEIVABLES FOR SEVERANCE AND VACATION PAY DUE FROM Appendix H
THE PROVINCE

Province of Manitoba
Accrued Liability - Severance, Crown Organizations
March 31, 2006

Crown Agencies

Addictions Foundation of Manitoba $ 1,435,499
Assiniboine Community College 1,104,350
CancerCare Manitoba 1,646,660
Communities Economic Development Fund 65,400
Council on Post-Secondary Education 104,141
Horse Racing Commission 18,702
Legal Aid Manitoba 716,166
Manitoba Adolescent Treatment Centre Inc. 553,058
Manitoba Agricultural Services Corporation 428,901
Manitoba Centennial Centre Corporation 307,561
Manitoba Gaming Control Commission 146,079
Manitoba Housing and Renewal Corporation 1,446,105
Red River College 5,184,881
Rehabilitation Centre for Children, Inc. 259,607
Travel Manitoba 368,937
University College of the North 827,228
Sub-total 14,613,275
Regional Health Authorities
Assiniboine Regional Health Authority Inc. 8,669,925
Brandon Regional Health Authority Inc. 8,636,465
Burntwood Regional Health Authority Inc. 1,758,851
Churchill Regional Health Authority Inc. 197,540
Interlake Regional Health Authority Inc. 5,277,128
NOR-MAN Regional Health Authority Inc. 2,654,372
North Eastman Health Association Inc. 1,859,090
Parkland Regional Health Authority Inc. 1,926,278
Regional Health Authority - Central Manitoba Inc. 9,115,360
South Eastman Health/Saute Sud-Est Inc. 1,898,575
Winnipeg Regional Health Authority Inc. 70,544,746
Sub-total 112,538,330
SOAs
Civil Legal Services 248,300
Companies Office 170,800
Fleet Vehicles Agency 294,868
Food Development Centre 82,800
Industrial Technology Centre 142,200
Land Management Services 187,500
Manitoba Text Book Bureau 62,700
Manitoba Securities Commission 137,344
Manitoba Education, Research and Learning Information 26,400
Networks (MERLIN)
Materials Distribution Agency 342,700
Office of the Fire Commissioner 281,700
Organization and Staff Development 33,100
Pineland Forest Nursery 142,300
Property Registry 1,041,400
Public Trustee 403,200
Vital Statistics Agency 126,300
Experience gain SOAs per Actuarial Valuation (405,382)
Sub-total 3,318,230

Total March 31, 2006 $130,469,835
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Appendix = RECEIVABLES FOR SEVERANCE AND VACATION PAY DUE FROM
(cont'd.) THE PROVINCE

Province of Manitoba
Accrued Liability - Vacation Pay, Crown Organizations
March 31, 2006

Crown Agencies

Addictions Foundation of Manitoba $ 940,611
Assiniboine Community College 875,000
CancerCare Manitoba 1,715,083
Centre Culturel Franco-Manitobain 25,891
Child and Family Services of Central Manitoba 158,850
Child and Family Services of Western Manitoba 434,869
Council on Post-Secondary Education 26,963
Horse Racing Commission 10,149
Manitoba Adolescent Treatment Centre Inc. 706,940
Manitoba Agricultural Services Corporation 169,369
Manitoba Centennial Centre Corporation 199,964
Manitoba Housing and Renewal Corporation 410,280
Red River College 4,090,000
Rehabilitation Centre for Children, Inc. 138,650
University College of the North 742,665
Sub-total 10,645,284
Regional Health Authorities
Assiniboine Regional Health Authority Inc. 6,484,052
Brandon Regional Health Authority Inc. 8,335,117
Burntwood Regional Health Authority Inc. 2,589,257
Churchill Regional Health Authority Inc. 348,158
Interlake Regional Health Authority Inc. 3,901,625
NOR-MAN Regional Health Authority Inc. 2,839,934
North Eastman Health Association Inc. 1,926,024
Parkland Regional Health Authority Inc. 7,582,679
Regional Health Authority - Central Manitoba Inc. 6,814,484
South Eastman Health/Saute Sud-Est Inc. 2,653,549
Winnipeg Regional Health Authority Inc. 82,708,311
Sub-total 126,183,190
SO0As
Civil Legal Services 140,144
Companies Office 93,211
Land Management Services 132,925
Manitoba Text Book Bureau 32,726
Manitoba Securities Commission 116,332
Manitoba Education, Research and Learning Information 6,562
Networks (MERLIN)
Materials Distribution Agency 46,870
Office of the Fire Commissioner 235,447
Pineland Forest Nursery 98,833
Property Registry 525,853
Public Trustee 224,974
Sub-total 1,653,877

Total March 31, 2006 $138,482,351
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Province of Manitoba
Due From Province of Manitoba for Pensions
March 31, 2006

Crown Agencies

Addictions Foundation of Manitoba $16,332,241
Child and Family Services of Central Manitoba 13,895
Communities Economic Development Fund 1,620,890
Council on Post-Secondary Education 1,031,345
Horse Racing Commission 271,207
Legal Aid Manitoba 10,023,029
Manitoba Agricultural Services Corporation 5,932,258
Manitoba Centennial Centre Corporation 4,862,000
Manitoba Housing and Renewal Corporation 5,657,598

Total March 31, 2006 $45,744,463
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GLOSSARY

Accumulated surplus/deficit

Annual surplus/deficit

Derivative contract

Effective interest method

Effective interest rate

Financial assets

General infrastructure assets

Generally accepted
accounting principles (GAAP)

General programs

Government Business
Enterprises

Government reporting entity

Government transfers

@ | Office of the Auditor General

Manitoba

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.

Method of calculating the amortized cost of a financial
asset or liability and of allocating interest income or
interest expense over the relevant period.

Rate which exactly discounts future cash payments or
receipts over the expected life of the financial
instrument.

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.

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.

The group of organizations that are consolidated in the
government’s main summary financial statements.

Funds received by the Province from the Federal
Government, such as the Equalization Transfers and the
Canada Health and Social Transfers.
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Gross domestic product (GDP)

Health Care Facilities

Hedging

Net debt

Public debt

Public debt expense

Summary financial statements

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).

These facilities are controlled by a Regional Health
Authority. They include faith based hospitals as well as
personal care homes.

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 by future taxpayers.

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

Appendix J
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FOR THE YEAR ENDED MARCH 31, 2006 Manitoba

Office of the Auditor General | @



AdOD 411S9ddM



	public_accounts_2006_part1
	public_accounts_2006_part2
	3a-PAccts appen-new.pdf
	3b-PAccts appen-new
	3c-PAccts appen-new




