OFFICE OF THE

AUDITOR GENERAL
MANITOBA

Website Ver

Audit of the Public Accounts

for the year ended March 31, 2008




Executive Management

Carol Bellringer
Mala Sachdeva
Greg MacBeth

Principals

Susan Hay
Tyson Shtykalo

Audit Team

Sandra Alleyne
Catherine Cai
Corey Charman
Serene Desmond
Graham Hickman
Ashley Jia

Jo Johnson
Bradley Keefe
Leah Lin

Fraser McLean
Dallas Muir
Jacqueline Ngai
Ding Ding Song
Jonathan Stoesz

Melanie Torre-Cabacungan

Ye Tu

Erica Vanderdonckt
Grant Voakes
Angela Yang
Desktop Publishers
Sandra Humbert
Jan Smith

Cover Design

Cocoon Branding Inc.

Our Vision

That the Office of the Auditor General is an accessible, transparent and independent
audit office, serving the Manitoba Legislature with the highest standard of professional

excellence.

Our Mission

To contribute to effective governance by the Manitoba Legislature, we provide the
Members of the Legislative Assembly with independent assurance and advice on:

® government accountability information;
e compliance with legislative authorities; and
¢ the operational performance of government.

Our Values

In Interpersonal Relationships
Respect Honesty
Integrity Openness

In Achieving Our Vision
Teamwork Balanced Perspectives

Independence  Professional Excellence

Copies of this report may be obtained by contacting:

Office of the Auditor General

500 - 330 Portage Avenue
Winnipeg, Manitoba
CANADA R3C 0C4

Phone: (204) 945-3790
Fax: (204) 945-2169
Email: contact@oag.mb.ca

and is available on our website:

www.oag.mb.ca



DFFCE OF THE

AUDITOR GENERAL
MANITOBA

December 2008

The Honourable George Hickes
Speaker of the House

Room 244, Legislative Building
Winnipeg, Manitoba

R3C ov8

Dear Sir:

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

The Auditor General Act.

Respectfully submitted,

Original document signed by:
Carol Bellringer

Carol Bellringer, FCA, MBA
Auditor General

500 - 330 Portage Avenue Winnipeg, Manitoba R3C 0C4 office: (204) 945-3790 fax: (204) 945-2169
www.oag.mb.ca


smith
Original signed by


Audit of the Public Accounts

Table of Contents

Message from the AUdItOr GENEIAl ...t ssasesssesanees 1
1.0 Highlights of the Audit of Public Accounts for the 2007/08 Fiscal Year........ 3
2.0 Understanding the Summary Financial Statements.......oonrenecneeseennenne. 4
2.1 What is Included in the Summary Financial Statements 4
2.2 Financial Reporting Model for the Summary Financial Statements..........ccccuueeerue. 5

23 Framework of Financial Reporting for Entity Level and Summary Financial
Statements. 11
2.4 Financial Instruments and Other Comprehensive Income 12
3.0 LOOKING FOPWAIT ..ot ssessse s esssssranes 12
3.1 International Financial Reporting Standards........eerneeesseesseesseesssessssesenns 12

3.2 The Balanced Budget, Fiscal Management and Taxpayer Accountability Act........ 14

4.0 Follow up of Prior Year's Recommendations .......cveneneeneeneensensesseensensensenneans 16

Appendices
Appendix A: Consolidated Statement of Pension Liability
Appendix B: Consolidated Statement of Operations by Sector

Appendix C: Funds, Organizations and Business Enterprises Comprising the
Government Reporting Entity

Appendix D: Consolidated Statement of Borrowings

Appendix E: Schedule of Consolidated Operating Results and Financial Position

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



Audit of the Public Accounts

Message from the Auditor General

The Auditor General Act (the Act) requires me to report to the Assembly by
December 315t in each year about the examinations and audits conducted under
Section 9 of the Act. This section of the Act relates to audits of the Public
Accounts and other financial statements included in the Province's Public
Accounts.

During the year, our Office spends over half of our audit time completing these
financial statement audits. At the end of each audit, we issue an “audit opinion”
which is published in conjunction with the individual entity's financial statements
and which states whether the statements present fairly the financial position and
results of operations in accordance with “generally accepted accounting principles”
(GAAP). GAAP are standards established by the Canadian Institute of Chartered
Accountants (CICA) and its Public Sector Accounting Board (PSAB) following a
rigorous, independent and objective process, which includes full consultation
with all impacted constituents. All of the audit opinions we issued this year

were "unqualified”, meaning that each set of financial statements conformed
with GAAP. This included our audit opinion on the Province's Summary Financial
Statements, which was unqualified for 2007/08 with the inclusion of the School
Divisions.

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

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

There were no such matters that came to our attention which need to be brought
forward to the Assembly this year. We have, however, included an update on
previously issued recommendations in this report (Section 4.0). We have also
included information for the Assembly's attention about the highlights of the
audit of the Public Accounts for the 2007/08 fiscal year (Section 1.0), about
understanding the Summary Financial Statements (Section 2.0) and we highlight

Office of the Auditor General - Manitoba For the year ended March 31, 2008 -
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some of the key areas which could have a significant impact on the Province's
financial reporting and results in future years (Section 3.0).

While the Act also states that “nothing in this Act is to be interpreted as entitling
the Auditor General to question the merits of policy objectives of government”,
certain areas we audit are closely linked to government policy. For example,

this report includes a discussion around "Balanced Budget Legislation” (BBL -
Section 3.2). While BBL outlines the government's policy objectives about which
we make no comment, BBL also points to the Summary Financial Statements as
the basis for measuring the Province's financial results. We are pleased that BBL
will address the concerns we previously expressed around the confusion associated
with having more than one set of financial statements and that those statements
will be prepared in accordance with GAAP standards.

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

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

In recent months, following the issuance of our 2007/08 audit opinions on the
Province's financial statements, global stock markets have taken a very significant
downward plunge. Stock markets remain very volatile as the markets react to
quarterly financial results in various sectors and public policy (monetary and
fiscal) decisions. Uncertainty remains regarding the duration of the downturn

in the economy and the extent to which various sectors of the economy will be
affected. While our annual audit plans are always designed to assess risk, this
unprecedented situation will require additional effort in appropriately designing
our upcoming year end audit work. The Office of the Auditor General is dedicated
to serving Members of the Legislature with the highest standard of professional
excellence. 2008/09 will be no exception.

Carol Bellringer, FCA, MBA
Auditor General

- For the year ended March 31, 2008

Office of the Auditor General — Manitoba



Audit of the Public Accounts

1.0 Highlights of the Audit of Public
Accounts for the 2007/08 Fiscal Year

The Government received an unqualified audit opinion from us on the Summary
Financial Statements, as a result of fully consolidating the financial position

and annual results of school divisions in the 2007/08 financial statements. This
means that the Summary Financial Statements were prepared in accordance
with generally accepted accounting principles (GAAP) for senior governments, as
prescribed by the Public Sector Accounting Handbook.

In the 2007/08 public accounts, the Government significantly improved its
disclosure related to pension obligations in Schedule 7 to the Summary Financial
Statements (Appendix A) by summarizing in a table additional information on
plan assets, pension obligations and pension expense. The expanded disclosure

is consistent with recommendations in the Public Sector Accounting Handbook
and provides more information to better understand the components of the
Government's pension liability and pension expense, including information about
the significant actuarial assumptions.

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

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

Office of the Auditor General - Manitoba For the year ended March 31, 2008 r
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The next section of this report provides more information on the Summary
Financial Statements of the Government.

2.0 Understanding the Summary Financial
Statements

2.1 What is Included in the Summary Financial
Statements

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

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

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

Office of the Auditor General — Manitoba
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2.2 Financial Reporting Model for the Summary Financial
Statements

The financial reporting model for the Summary Financial Statements as prescribed
by the Public Sector Accounting Standards Board includes five key elements as
follows: net debt, accumulated surplus or deficit, annual surplus or deficit, change
in net debt for the year, and cash position and cash flow for the year. Each of
these elements helps the users to understand how the government has managed
its financial resources for the year and its year end financial position. Figures 1-4
contain excerpts from the Summary Financial Statements of the Province of
Manitoba for the 2007/08 fiscal year that illustrate the key components of the
reporting model. The discussion which follows makes reference to the page
numbers in the Province's Annual Report available on its website

www.gov.mb.ca/finance/financialreports.html.
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Figure 1
PROVINCE OF MANITORA
PUBLIC ACCOUNTS 2007108
SUMMARY FINAMCIAL STATEMENTS
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at March 31, 2008
5 millions)
SCHEDULE 2008 2007
FINANCIAL ASSETS
Cash and cash aquivalants (MNaode 2], : LR 1,954 2458
Temporary mveskments (Nole 2} EEq 248
1 Amounis recelvable..., it 1,170 1,103
Irvantones for resala.. . . [1] 11
Portiolio invesiments (Mole 3) 3470 2,504
2 Loans and advances . . . £55 574
3 Equily in govemmen business enlerprises (Nobe 4) 2,858 1833
4 Other long-term nvestmants...... o 1ai . T T
Tetal Financlal Assels 10483 BB3E
LIABILITIES
5 Borrowings. ... it ] d fiises 13,437 12,378
Accounts payable, accrued charges. provisions and uneamed revenua 2,783 2,733
T Pansgion Eability (Mole 5) & 451 4,180
Total Lisbilities _SoEm = _6EE6)
MET DEBT 10988} _[I0865)
HOMN-FINANCIAL ASSETS (Mote 10uvi)
Inyenbories st G (e s £} an
Prepaid expanss 3 n
a Tangible capial assels. 5923 5,299
5 895 5,561
ACCUMULATED DEFICIT 4,183 (5.104)

Contingencies (Mobs &)
Contractuad Obligations (Note T)

The accompanying nolas and schedules ane an inlegral pan of these financial statamants

b
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Figure 2
PROVINCE OF MANITOEA
PUBLIC ACCOUNTS 200708
SUMMARY FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF REVENUE AND EXPENSE
For the Year Ended March 31, 2008
(% millions)
2008 2008 2007
Budgei Agtual Actual
REVENUE
Income taxes
Corporalion income lax 2 387 an
Inddiviciual income tax......... 2159 2,285 2130
Ot laxas
Rotall sales lax., 1,328 1,399 1,277
Fual taxes RICRELBE i i i 232 248 241
Lawy for health and edutation . ax 341 318
Mining fax....... ; Faraeiar i 107 100 ]
Education proparty tax . 697 646 B43
Other taxes . 558 562 554
Fees and oiher Mevenee. ... " 1,215 1.618 1.483
Faderal Iransfers
Equalization........... i YITRAREN 1B 1,826 1,700
Canada Health and Canada Social Transfars.......... s 1.341 1,210 1,188
Shaned r,::-s.l.a_nrl athar = 520 581 413
Hel income from govornment business eMemdses (Schadie 3). .. B8l 946 2T
Sinking funds and clher Invesimant samings . 534 335 ara
TOTAL REVEMUE [S0AUIES 10 AND 11 }commrc s rmmrmssssmsmsrssmrmrrms s csssrssess 11,609 12,437 11,385
EXPENSES
Haalth and Haaithy Living 4,001 4224 3,856
Educabon + 3,104 3,218 2,848
Family Services and Housing i 1.251 1,224 1142
Cammunity, Economic and Resource Developmeant....... il 1.285 1,406 1,260
JUSHOs St e B LB .. oot esbtim b imd s ek ki 943 974 B29
Dbt Servicing (Mole 8) BB Bi6 745
TOTAL EXPENSES (Schedules 10 and 11k ciimimimisimimiisimssmisssimiisiais 11,634 11,881 10,900
NET INCOME FOR THE YEAR ars 576 5

The accompanying noles and supplementany schedules ane an inbegral par of these Anancinl statemenls

T2
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Figure 3

PROVINCE OF MANITOSA
PUBLIC ACCIOUNTS 200708

SUMMARY FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGE IN NET DEBT
For the Year Ended March 31, 2008

% millions)
2008 2008 2007
Budget Actual Actual

Nat Income for the year....... 175 578 485
Tangible Capital Asssls

Acquisilion of langible capital assats EE3) (1.022) Tl

Amortizaton of tangible capial aasals . " S — - ok - - 356 342

Disposal of tangible capital assats. RN 40 ]
Mot Acquisition of Tangibde Capal Assals. ... e —— m— S— =] PEda) (423)
Othior Mon-Finmancial Assets

[pimg n inveniory held lor usea ; - ) 1

RCraa. N propaid axponse . i i . g - 5} 15)
Mat Acquisition of Othar non-Financal Asssls - {10} {4])
Adoption of Accounting palicy on Finandal natruments [Moba 80).. AL e - {23} -
Oithar Comprahensive inoome (Schadule 3} 68 A58 56
{incrensa) Docrosss In Net Debt. i st (4200 T 114
Hat Dabl, boginning of yeor, s restated.. ... e s (10,403) {10,465} {10,579}
Nt DabL, S OF PBI cuucuiiiiiisiisistimstsisatins s s bt et b st s b s (10,823) {10, 188) (10.485)

Tha accompanying noles and schedulas s an inlegral par of thasa financial slatemants

T4
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Figure 4

PROVINCE OF MANITOBEA
PUBLIC ACCOUNTS 200708

SUMMARY FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOW
For the Year Ended March 31, 2008

{8 milllons)
2008 2007

Cash and cash squivalants provided by (ussd in)

Operating Activities
Ml Income for the ysar 576 485
Changes in mon-cash bema

Tamporary investmants (223} 48
Amounits recobiabio PE1) [55)
Waluation allowanca 21 2)
Invvaniones ]
Fropaids % %)
Accounts paysbie. accrsed chirges. provisions
and calarrals. 50 204
Pansion |labilty 281 192
Amprtizalion of fomign curmoncy fuchuation L -]
Amortization of debl discount L] &
Amortization of immestmant discounts and premiums 2 1
Loas {gaen) on disposal of tangble capital assois 40 -]
Amoriization of tengible capital assels 3z k]
-1 1.278
Adoplion of Accounting policy on Financial Instrumants (23) .
Crihvar Comprahansie Income 358 56
Changes in equity In govammen! busingss entarprisas {76 3] (193)
Cash provided by oparabng aciivitins 462 1,121

Capital Activities
Acquisiion of tangible capital assets et : n : {1.0E2) (771}
Cash used in capital activities (1,022) (771}

Investing Activities

masbmanls puschesaed {2,386) (1171}
neestmanis sold or malurad. P . sass f 502 1,650
Cash providad by invasting sclivilies 11,744 478

Financing Activitles

Dabd Issuad 3681 L5641

Dharbd e essrmieed {1.821) (2280
Cash provided by financing activitles 1,820 351
Increass in cash and cash aguivalents (464 ) 1,200
Cash and cash equivalents, beginning of year. - . i s " s 2,458 1,258
Cash and cash squivalents, end of year 1,584 2 458

The acoompanying nodes and schadules are an inlegral part of these flinancial stalemenis
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Net Debt (Figure 1) is calculated as the difference between financial assets and
total liabilities of a government. It represents the amount of future revenues
which the government will have to generate to pay for past transactions and
events. Net Debt is reported on the Consolidated Statement of Financial Position
on page 71 (2008 Annual Report). It is important to distinguish net debt from
total borrowings (issued debt). Borrowings of a government refer to the total
gross issued debt by the Government (past and present) and include short term
and long term issued debt. Schedule 5 on page 101 (2008 Annual Report),
reproduced in Appendix D, provides details of the Government's Borrowings.
While this schedule reflects amounts borrowed by the Province on behalf of

the GBEs, these amounts are deducted to determine the total borrowings of

the Province in the Consolidated Statement of Financial Position, because these
amounts represent debt of the GBEs, not of the Province. It is important to note
that Borrowings are just one component of total liabilities. As shown on the
Consolidated Statement of Financial Position (Figure 1), total liabilities consist of
Borrowings, Accounts Payable, and Pension Liabilities.

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

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

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

The Government's Cash Position and Cash Flow (Figure 4) provides information

on how the government has managed its cash during the year and its sources of
cash flow and use of cash resources. The Consolidated Statement of Cash Flow is
on page 75 (2008 Annual Report).

Office of the Auditor General — Manitoba
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2.3 Framework of Financial Reporting for Entity Level
and Summary Financial Statements.

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

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

The financial results of GBEs are reflected in the Summary Financial Statements on
the modified equity basis of accounting. This requires that only the net income

of the GBEs is reflected in the Consolidated Statement of Revenue and Expense,

as indicated in Figure 2 and only the equity of the GBEs (Assets minus Liabilities)
is reflected in the Consolidated Statement of Financial Position (Figure 1). Unlike
the full consolidation method, under the modified equity method of accounting,
transactions between the GBEs and the rest of the GRE are not eliminated on
consolidation and GBEs' equity and net income is not restated to conform to

the Government's basis of accounting for purposes of inclusion in the Summary
Financial Statements.

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

The majority of organizations within the GRE prepare their entity level financial
statements in accordance with the Canadian Institute of Chartered Accountants
(CICA) Accounting Handbook which contains accounting standards for profit
oriented enterprises and not-for-profit organizations. School Divisions

prepare their entity level financial statements in accordance with public sector
accounting standards as contained in the Public Sector Accounting Handbook.
The application of more than one set of standards in the public sector for the
purposes of preparing entity level financial statements for organizations within
the GRE, adds complexity to the preparation of the Summary Financial Statements.
As new accounting standards are evolving, it is important to understand if any
changes will impact entity level financial reporting, and whether there will be any
impact of the changes to the summary financial reporting for the Government.

A significant change in accounting standards that is currently in progress is

the transitioning from Canadian to International Financial Reporting Standards
(IFRS) for publicly accountable enterprises in Canada. This change and its impact
on organizations within the GRE and on the Summary Financial Statements is
discussed in Section 3.0 of this report.

Office of the Auditor General - Manitoba For the year ended March 31, 2008 _
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2.4 Financial Instruments and Other Comprehensive
Income

New accounting standards for financial instruments were recently introduced

in the CICA Accounting Handbook. Financial instruments include assets such as
cash, accounts receivable, investments and liabilities such as accounts payable and
borrowings.

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

The CICA Accounting Handbook standards for financial instruments impact the
Government's Summary Financial Statements to the extent that the GBEs have
adopted the standards, since as noted earlier, GBEs' financial results are not
converted to PSAB GAAP prior to inclusion in the Summary Financial Statements.
As a result, any changes in the value of GBEs' financial instruments will either flow
through their net income for the year or be allocated to “"other comprehensive
income” or OCl in their entity level financial statements. As noted earlier, the

net income for GBEs is reflected in the consolidated statement of revenue and
expenses (Figure 2). OCl on the other hand is reflected as a component of change
in net debt in the Summary Financial Statements (Figure 3). The distinction
between whether the change in value is reflected in net income or as a change in
net debt generally depends on whether the GBE holds the investment for purposes
of actively trading it or for the long term.

3.0 Looking Forward

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

3.1 International Financial Reporting Standards

Accounting Standards in Canada are in the process of transitioning to
International Financial Reporting Standards (IFRS) for publicly accountable
enterprises. Publicly accountable enterprises include all organizations that
file financial statements with a securities commission or other requlatory
organizations for purposes of trading in a public market.

Office of the Auditor General — Manitoba
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Aside from publicly accountable enterprises, other organizations that follow the
CICA Handbook for their financial reporting consist of private enterprises and
not-for-profit organizations, including not-for-profit organizations within the
GRE. The CICA will continue to set accounting standards for these organizations,
independent of IFRS.

Public Sector Accounting Standards are also not converging to IFRS, and PSAB

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

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

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

If the requirement to adopt IFRS remains in effect, and is not adopted by a GBE

or GBTO by the prescribed deadline, GBEs and GBTOs would receive a qualified
audit opinion on their entity level financial statements. The Summary Financial
Statements would be impacted to the extent to which there was a qualification

in a GBE's financial statements. The financial results of GBTOs are converted to
PSAB GAAP when they are brought into the Summary Financial Statements, so the
adoption of IFRS for their entity level financial statements would have no impact
on the Summary Financial Statements.

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

We therefore make the following recommendation:

That the Government provide guidance to organizations in
its Reporting Entity that are currently expected to adopt
IFRS with respect to what course of action should be
taken.

Office of the Auditor General - Manitoba For the year ended March 31, 2008 r




Audit of the Public Accounts

Response from Officials

The Government is aware that Accounting Standards for
Government Business Enterprises (GBE) and Government
Business Type Organizations (GBTO) are transitioning

to International Financial Reporting Standards (IFRS) in
2011/12 and the Government will provide guidance and
assistance during the transition period, to all impacted
organizations. The Government continues to monitor
the work of the accounting standard setters and will
communicate any new developments to the impacted
organizations as new developments arise.

3.2 The Balanced Budget, Fiscal Management and
Taxpayer Accountability Act

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

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

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

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

Office of the Auditor General — Manitoba

m For the year ended March 31, 2008



Audit of the Public Accounts

BBL provides for exclusions in Section 3(2) and 3(3) of the Act as follows:

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

® Adjustments to the net income or loss for a year may be made because of
- unanticipated natural or other disasters
- war or the apprehension of war
- unusual weather or climate conditions
- decisions of another level of government or requlatory body.

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

Office of the Auditor General - Manitoba For the year ended March 31, 2008 r
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4.0 Follow up of Prior Year's

Recommendations

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

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

Recommendation

Status

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

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

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

Implemented.

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

Implemented.

m For the year ended March 31, 2008
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Recommendation

Status

That the Government develop
generally accepted criteria to be

used in determining the amount of
emergency expenditures to be excluded
in determining the Government's
compliance with Balanced Budget
Legislation.

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

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

Work in progress.

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

Implemented.

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

Work in progress.

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

Work in progress.

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

Work in progress.

Office of the Auditor General - Manitoba For the year ended March 31, 2008 r
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Recommendation Status

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

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

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

m For the year ended March 31, 2008
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Audit of the Public Accounts

Funds, Organizations and Business Enterprises  galJdSilsbg®

Comprising the Government Reporting Entity

FROVINCE OF MANITOBA
PLUBLIC ACCOUNTS 200708

SCHEDULE 2

FUNDS, ORGANIZATIONS AND BUSINESS ENTERPRISES
COMPRISING THE GOVERNMENT REPORTING ENTITY

HEALTH AND HEALTHY LIVING

Mandioba Heallth

Addictions Foundaton of Manitoba

CancerCare Manitoba

Diagnostic Services of ManRoba Inc

Maniioba Health Ressarch Council

Maniloba Health Services Insurance Plan

Maniloba Hospital Capital Financing Authonity

Regional Health Authorities (including controlled onganizations )
Assiniboire Regional Heallh Authority Inc.
Brandon Regional Health Authority Inc.
Bumitwood Regional Haalth Authority Inc.
Churchill RHA k.
Intestake Regional Heallh Authaority
NOR-MAMN Regional Heallh Autharity Inc.
Morth Easiman Healh Associaltion Ins
Parkland Regional Haalth Autharity Ing
Regional Health Autharity - Central Manitoba Inc.
South Eastman Health/Santé Swd-Est Inc.
winnipeg Reglonal Healih Autharity

Rehabi@ation Centre for Children Inc.

EDUCATION
Manitoba Advanced Education and Literacy
Manitoba Education, Citizenship and Youth
Assinibolne Community Colege
Brandon University
Collége univarsitaire de Saint-Bonilace
Council on Post-Secondary Education
Red River College
Univarsity College of The North
University of Manitoba
University of Winnipag
Maniloba Texl Book Bunéau
Puiblic School Divisions
Puiblic Schools Finance Board

FAMILY SERVICES AND HOUSING
Manitoba Family Services and Housing
Child and Family Services of Central Manitoba
Child and Family Services of Wastern Manitoba
First Mations of Mortharn Manitoba Child & Family Sarvices Authority
First Mations of Sovihemn Maniloba Child & Family Servicas Authority

Office of the Auditor General - Manitoba For the year ended March 31, 2008 m
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VLD EOERN Funds, Organizations and Business Enterprises
Comprising the Government Reporting Entity

PROVINCE OF MANITOSA
PUBLIC ACCOUNTS 200708

SCHEDULE 9
{cont'd)
FAMILY SERVICES AND HOUSING, cont'd
Ganeral Child and Family Services Authorily
Fanitoba Housing and Renawal Corporalion
Khetis Chikd and Family Services Authorily

COMMUNITY, ECONOMIC AND RESOURCE DEVELOPMENT
Manitoba Aboeigingl and Northern Affairs
Manitoba Agricuilure, Food and Rural Initiatives.
Manitoba Compeabveness, Training and Trade

Manitoba Conssna

Manitoba Infrasiructune and Transporiabion

Manitoba Intergovemmental Affairs

Mankioba Sclence, Technology, Energy and Mines

Abandomment Resarve Fund

Communities Economic Development Fund

Cooperative Loans and Loans Guaranies Board

Cooperalive Promolion Boand

Crown Lands and Proparly Agency

Econamic Innovation and Technology Counci

Famm Machinery and Equipmuent Act Fund

Fleet Vahicles Agency

Food Developmant Cenlre

Grean Manitoba Eco Solutions

Horsa Recing Commission

Industrial Technology Centre

Maniloba Agrculiural Services Corporation

Mansiohs Developrment EDI‘P‘L‘AT-MII’.‘I-“'

Manfoba Educalion, Resaarch and Learning
Information Mebtworks [Marlin

Manfioba Floodway Authorty

Maniioba Habital Heritage Conporalion

Manfioba Opportunities Fund Lid

Man#ioba Trade and Investment Corporation

Manitoba Trucking Productivity Improvemant Fund

Manfioba Waler Servicas Board

Matarials Disbritwilion Agancy

Mining Commamity Resarve

Mining Rehabditation Reserve

Pinaland Forest Murseny

Cuarry Rehatsitalion Reserse

Tire Slewardahip Boand

Vabterinary Science Scholarship Fund
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Funds, Organizations and Business Enterprises  FalJdSglelbQeyeey
Comprising the Government Reporting Entity

PROVINCE OF MANITOBA
PUBLIC ACCOUNTS 2007048

SCHEDULE 9
[cont'd)
JUSTICE AND OTHER EXPENDITURES
Legisiativa Assambly
Execulive Council
Civil Sarvice Commission
Maniioba Culture, Haritage. Tourism and Spor
Maniloba Fnance
Healthy Child Manitoha
Maniloba Juslice
Manitoba Labowr and Imemigration
Maniloba Seniors and Healthy Living Secralakal
Board of Adminisiration under the Embalmears and Funaral Dreclors Aol
Cantra culiure! franco-manitobaln
Civil Legal Sarvices
Companies Office
Crewn Conporatons Councl
Helen Belty Osboma Foundalon
Insurance Council of Manitoba
Land Tithes Assurance Fund
Legal Axd Manitoba
Manitoba Arts Counci
Maniloba Boxing Commission
Manitoba Centannial Cantra Corporation
Manitoba Community Services Council Inc
Kaniioba Fim and Sound Recording Developmant Corporation
Maniloba Gaming Control Commission
Maniloba Law Reform Commission
Manitoba Sacurities Commission
Ciffica of the Fire Commisskonar
Oirganization and Slal Developmen!
Special Operaling Agencies Financing Autharity
Spod Manitoba Inc
Tha Proparty Regisiry
The Public Trusbes
Travel Manfioba
Vienture Manitoba Tours Lid
Victims Assislance Fund
Wilal Statistics Agency
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Funds, Organizations and Business Enterprises
Comprising the Government Reporting Entity

PROVMNCE OF MANITOBA
PUBLIC ACCOUNTS 200704

GOVERNMENT BUSINESS ENTERPRISES: (Schodule 3) [Note 4)
Utility:
Manitoba Hydro-Eleciric Board
Insurance:
SManitaba Pulilic Indurance Conparalian
Workers Compensation Board
Finance:
Manitoba Liqguor Control Commission
Manitoba Lotteries Corporation
Manitoba Product Stewardship Conporation
Resource Developmant:
Loal Rapids Town Properies Lid
Manifioba Hazardouws Wasle Managemenl Corporation

SPECIAL ACCOUNTS, not attached to Sector or Department
Panzion Assats Fund
Debt Retremenl Fund
Fiscal Stabilzalion Fund

Office of the Auditor General — Manitoba
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