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Auditor General's Report on the
1996/97 Public Accounts Issued

Today Auditor General George Morfitt issued his report on the 1996/97 Public Accounts.

In his report, Mr. Morfitt provides his reasons for qualifying his audit opinions on the
government's financial statements.

He notes that the Summary Financial Statements for the 1996/97 fiscal year provided an
incomplete accounting by the government of its financial activities. He reported that the
government, in preparing the Summary Financial Statements of the Province, excluded
government health care and educational bodies which in the previous year had been included,
and failed to treat acquired land as an asset as it had done in 1995/96. A proper accounting for
these issues would have substantially increased the reported assets, liabilities, revenue and
cxpenses, and reduced the reported 1996/97 deficit of $768 million by $174 million. The
Auditor General is pleased to note that discussions currently are underway with the government
to resolve these important issues and so improve future accountability.

Mr. Morfitt alse qualified his auditor's opinion on the Consolidated Revenue Fund Financial
Statements because, in his opinion, some $6 billion of loans by government to its dependent
organizations should not have been recorded as assets bul as expenditures in the years the loans
were made. If this policy had been followed, the reported 1996/97 fund deficit of $368 million
would have increased by $306 million.

Mr. Morfitt expresses his continuing concern about the confusion that arises when the
government reports its annual surplus or deficit by using the results of the Consolidated Revenue
Fund Financial Statements. He notes these statements are prepared on the same basis as the
Estimates. However, neither document includes the full range of government financial activities.
The Auditor General urges the government to use summary level reporting for its financial
accountability,

Mr. Morfitt is pleased that the government continues to annually report on the status of
provincial debt. However, he observes that the 1997 financial management plan, which replaces
the 1995 plan, presents goals and assumptions that need further clarification. He also wishes to
see the government release its report on debt with the annual Public Accounts.
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With respect to the Year 2000 issue, the Auditor General is pleased to note that the
government is properly addressing requirements relating to its central financial systems.
However, there is no monitoring function established to ensure Crown corporations and funded
agencies are properly attending to the Year 2000 problem. Mr. Morfitt cautions much still needs
to be done before the Year 2000 arrives, but the government is on the right path.

Report on the 1996/97 Public Accounts, Provinee of British Columbia. Copies of this
report can be obtained from:

Office of the Auditor General This report is available on the Internet at the
& Bastion Square Office of the Auditor General homepage
Victoria, B.C. VEV 1X4 http:/fwww.oag.be.ca

Tel: (250) 387-6803
Fax: (250) 387-1230

Toll free enquiries by dialing Enguiry BC' at 1-800-663-T867 (in Vancouver 660-2421) and
requesting a transfer to 387-6803,
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Sir:
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Comment About Financial Accountability
Public Accounts Need Improvements

In the 1996,/97 fiscal year the government decided
to exclude the public health care and educational bodies
that it included in its reporting entity in 1995,/96. It also
postponed its intended capitalization of roads, bridges
and land held by the Consolidated Revenue Fund. |
believe by making these decisions the government has
stepped back from the financial reporting standards it
achieved in its 1995/96 Public Accounts, and therefore
has made them incomplete. My qualified Auditor’s Report
on the Summary Financial Statements of the Province
indicates that, for the financial results of the Province to
be fairly presented, these statements must be adjusted to
increase financial assets, liabilities, and tangible capital
assets by $1,165 million, $1,247 million and $8,228 million
respectively, and revenue and expense by $1,189 million
and $1,015 million respectively. These adjustments
will decrease the Province's accumulated deficit by
$3,182 million and its 1996,/97 deficit by $174 million. I
urge the government to present the next year’s Summary
Financial Statements in a manner that represents the
complete picture of the Province's financial activities.

The government has already started to work closely
with my Office to develop a strategy to resolve issues
that caused me to qualify my opinion on both sets of the
government’s financial statements.

Government Financial Accountability Needs Refocusing

The Consolidated Revenue Fund Financial Statements
are special-purpose fund statements prepared to compare
the actual operating results of the Consolidated Revenue
Fund with the estimates of revenue and expenditure as
presented in the annual Estimates and Budget of the
government. As with the annual Estimates, these fund
statements do not include many of significant financial
activities of the Province which occur outside the
Consolidated Revenue Fund. The government, in its
public statements, as well as in important documents such
as the British Columbia Financial and Economic Review
mostly refers to these fund statements. To understand and
assess the government’s management of public financial
affairs and resources as a whole, government references
should be made to the Province’s Summary Financial
Statements. Employing two sets of financial statements,

especially when—as in this year—they are prepared on
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Good accountability is essential for there to
be public trust and confidence in the institutions
of government. My Office actively contributes to
an effective accountability relationship between
the government and the Legislative Assembly.
This is done in a variety of ways. | have recently
transmitted my third report, written jointly with
the Deputy Ministers’ Council, on enhancing
accountability in the British Columbia public
sector. Also, in recent years | have commented
on improving the financial accountability of
government through better information.

Because most of the accountability
information government currently provides to
the Legislative Assembly is financial in nature,
the audit of the Public Accounts is the focus of
much of my staff’s energy over the year. In
addition to the work of my Office, many accounting
firms in British Columbia are also involved in auditing
vast numbers of public bodies the financial affairs of
which, in one way or another, affect the Public Accounts.

In this report I comment on the Public Accounts
for 1996/97. My comments, where practical, enhance
recommendations that [ believe will further improve
accountability to the public, and improve government
financial accounting and controls. 1 also provide
information that will be helpful to the reader in
understanding the financial information provided by
the government on the Province's revenue, expense,
deficit, and management of debt.

1 am somewhat disappointed that the government
did not release its “Debt Statistics”—a report that provides
valuable information on managing the Province’s debt—
with its 1996/97 Public Accounts, as it did the previous
two years. However, I am pleased to note that at the date
this report goes to print, the government has released its
report on Debt Statistics.

1997/98 Report 2: Report om the T996/97 Public Accounts
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therein goals and benchmarks that are measurable and
relate directly to the financial condition of the Province.

Progress on Fixing the “Millennium Bug” Continues

The Year 2000 problem is recognized all over the
world as a serious concern. British Columbia government
has put in place a well-working organization to deal with
the millennium bug in the ministries. I will continue to
report on its progress. The concern about the effects of
the Year 2000 date on computers goes a long way beyond
software applications. There are, | am told, built-in clocks
in computerized devices that might cause serious
disruptions at the turn of the century. There are also
software applications used by private businesses that
communicate with the government computer systems.
Though outside government, they too could result in
difficulties for the government. I am concerned about
these problems, but my comments are mostly directed
at the government financial systems, especially those
that affect government's corporate accounting, revenue
collection and payment for services. I am also concerned
that the government has no central monitoring function to
ensure Crown corporations and funded agencies are doing
what they ought to do to resolve the Year 2000 problem.

Controls Over Forest Credit Management Are Good

In general, the government has built strong controls
into the forest credit management system. The Ministry
of Forests has an effective collection procedure, though
I believe additional controls could further reduce the risk
of revenue loss that is still there.

> S D
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two different bases of accounting, has been a recurring
source of public confusion in recent years. [ urge the
government to adopt only the expense-based summary
level of reporting for the purpose of its financial

accountability expressed by both the Estimates and the
financial statements.

Tangible Capital Assets Need to Be Recorded Quickly

Special Warrants

Last year, the government discussed with me a formal
plan of action for the capitalization of tangible capital assets.
Based on this plan, all major categories of assets would be
recorded in the Public Accounts by the 1998,/99 fiscal year.
While every one understood the enormity of the task at
hand, all were equally in agreement that for financial
statements to be meaningful this task had to be accomplished
quickly. Slow transition from modified accrual to full
accrual—often referred to as changing from an “expenditure”
to an “expense” basis of accounting—may result in
financial information that is incomplete, during the
transition period. | urge the government to do everything
possible to speed up the asset capitalization process.

I continue to be concerned about the provision for
special warrants in the Financial Administration Act, and
urge that action be taken to reform this spending authority
to give full recognition to the rights of Members of the
Legislative Assembly for granting the government the
authority to spend public money.

The New Plan to Manage Debt Needs Better Explanation

In its Budget ‘97 the government changed some of the
main goals announced in its previous plan to manage debt,
and presented its new financial management plan. In my
view the new plan has a number of shortcomings. For
example, goals set for debt reduction are vague, the basis
of assumptions are not well explained, and the fall-back
positions are not clear if current assumptions do not
materialize. The effectiveness of a financial management
plan depends in good measure on the ability to compare
actual results achieved against the plan. Undefined or
vaguely defined goals, such as “reduce direct debt over
20 years,” will not provide a good base for an effective
measure of performance. [ encourage the government to
review its new financial management plan and include

192277978 Report 2: Report on the 1939697 Public Accowais
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This is my second Report to the Legislative Assembly
for the 1997 /98 fiscal year. I believe this report provides
valuable insights into matters reported in the 1996,/97
Public Accounts, and addresses some of the senior financial
accountability issues of the government.

I wish to acknowledge the full cooperation of the
government management within ministries, Crown
corporations and agencies who devoted time and effort
to enable me to complete my audit of the Public Accounts.

1 also wish to acknowledge the outstanding work
of my staff, which has resulted in the issuing of this
report. | thank them for their hard work, professionalism,
and dedication.

g PR

George L. Morfitt, FCA
Auditor General

Victoria, British Columbia
February 1998
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introduction

The Auditor General is required, under the provisions
of the Auditor General Act, to examine the government’s
accounts and records and to report annually to the
Legislative Assembly on the Financial Statements of the
Province. In these reports, the Auditor General must state
whether all the information and explanations required
have been received; whether the statements present fairly
the financial position, results of operations, and changes
in financial position of the Province; and whether the
statements have been prepared in accordance with
accounting policies stated in them, on a basis consistent
with that of the preceding year. If the Auditor General
is unable to express an opinion without reservation, the
reason why should be stated.

The Auditor General is also eligible to be appointed
auditor of any Crown corporation, Crown agency, or
public body. The Act does not specify what is required of
the Auditor General in the conduct of such audits. In the
absence of special direction, the work is carried out in a
manner and with the same objectives as those applied to
the audit of the Financial Statements of the Province of
British Columbia.

The Act directs that the Auditor General should
comment where he or she believes that accounting records
are not sufficient or properly kept, or that internal controls
are not adequate to protect the assets of the Crown or
ensure the proper collection of revenue and making of
expenditures. He or she may also provide the Legislative
Assembly with an assessment as to whether the Financial
Statements of the Province have been prepared in
accordance with the most appropriate basis of accounting
for the purpose of fair presentation and disclosure.

The Auditor General also has the mandate to comment
on whether government programs are being administered
economically and efficiently, and on whether there has
been compliance with laws and regulations. This the
Auditor General does pericdically, in other public reports.

1997/98 Repaort 2: Report on the 199&6/97 Public Accownts
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This report contains comments and observations
arising during the Auditor General’s audit of the financial
statements of the Province for the fiscal year ended
March 31, 1997. It also relates to audits of the financial
statements of various Crown corporations and other public
bodies, in particular those for which the Auditor General is

the appointed auditor.
o O D
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province’s financial statements
and public accounts

The Province’s financial statements are an important
link in an essential chain of accountability of the government
to the public. They are the principal means by which the
government reports to the Legislative Assembly, and to all
British Columbians, on its stewardship of public funds.

Public Accounts

The Public Accounts, prepared pursuant to the Financial
Administration Act, contain the financial statements and
other information that the government is either required or
chooses to include in the publication. The form and content
of the Public Accounts, as well as the accounting policies
used in the preparation of the financial statements, are
determined by Treasury Board.

The Public Accounts for the 1996,/97 fiscal year were
published in three volumes in December 1997,

Volume I (Section A), titled Annual Report, provides
a commentary by government on the numbers reported
in the Summary Financial Statements, plus additional
information on the financial performance of the
government. The audited Summary Financial Statements
of the Province, providing information on the financial
affairs and resources of many government organizations
for which the government is responsible, are also in this
volume. The unaudited section of the volume provides
additional information on the results of the health and
education sectors.

Volume II (Sections B to D), titled Financial Statements
and Schedules of the Consolidated Revenue Fund, contains the
audited financial statements of the Consolidated Revenue
Fund, together with unaudited supplementary schedules
to the financial statements and detailed schedules of
payments. This volume is intended to serve as the
government's accountability report to the legislature on
revenues raised and expenditures made as authorized by
the Supply Act and other statutory spending authorities.

1997/98 Report 2: Réport on the 1986797 Public Accounts
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Financial Reporting in the 1996/97 Public Accounts

Government’s Summary Financial Reporting Entity

Annual Report and Summary Financial Statements
Also includes Unaudited Financial Statements
of Health and Education Sectors
Volume 1 - Section A

Consolidated Revenue Fund
Financial Stazements Summary of Financial Statements
Volume 2 = Section B Volume 3 - Section E

Supplementary Schedules to the
Consolidated Revenue Fund Trust Funds Financial Scatements

Financial Statements

Valume 2 - Section C Volume 3 - Section F

Summary of Audited Financial Statements

. ep of Public Bodies Reporting under the
Detailed Schedules of Payments onawcial Information Act
Valume 2 - Section D Volume 3 - Section G

Sourge: The Public Acoounts
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Volume III (Sections E to G), titled Other Government
Financial Statements and Information, contains the
summaries of the latest audited financial statements
of government organizations and enterprises, and of
trust funds administered by the government. This volume
also contains a summary of the financial information of
corporations and entities to which the Financial Information
Act applies.

The structure of the government’s financial
reporting in the Public Accounts is outlined in Exhibit 1.1.

<L D D

Summary Financial Statements

The Summary Financial Statements of the Province
provide the most complete information about the
operating results and financial position of the Province
of British Columbia. Aggregating most, but currently
not all, entities owned or controlled by the Province, the
statements consolidate the financial position and results
of operation of the Province's general and special funds
—collectively referred to as the Consolidated Revenue
Fund—with the financial position and operating results
of the government entities (see pages A49 and A50 of
Appendix E of this report for a complete list).

A copy of the Summary Financial Statements,
together with the Auditor General's report on them,
appears in Appendix E of this report.

Depending on the nature of their operations, these
aggregated entities are referred to as either “government
organizations” or “government enterprises.” In addition to
the Consolidated Revenue Fund, government organizations
include corporations, associations, boards, foundations,
societies, and similar entities that are separated from the
operation of central government mainly for administrative
reasons. They also include subsidized corporations which
provide goods or services to the public. Government
enterprises, on the other hand, are usually separate legal
entities that, in the normal course of their operations, earn
sufficient revenue from goods or services they sell to the
public to cover all their costs.

1997/%8 Report 2: Report on the 1996/97 Public Accownis
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The account balances of government organizations
are fully consolidated with the central government’s
accounts on a line-by-line basis after they are adjusted
for compliance with the government's stated accounting
policies. Government’s commercial enterprises are
consolidated on a modified equity basis. This means that
the original cost of investment of the government in these
business enterprises is adjusted each year to include the
net earnings or losses and other net equity changes of
each enterprise. These enterprises follow accounting
policies generally accepted for commercial operations.

In the 1995 /96 fiscal year, the composition of the
government reporting entity was significantly expanded
so that health care organizations, regional hospital districts,
universities, colleges and institutes, and school districts—
often referred to as the 5.U.C.H sectors—were included
in the Summary Financial Statements of the Province.
However, in the 1996/97 fiscal year, the government
excluded the 5.U.C.H sectors from reporting in the
Summary Financial Statements, and effectively returned
to the reporting entity of the 1994,/95 fiscal year.

Another change by the government, started in the
1995 /96 fiscal year, was to capitalize its acquired capital
assets in the Summary Financial Statements regardless of
the date of acquisition, and to amortize them over their
useful lives. Capitalization of tangible capital assets is
continuing to proceed on a phased-in basis. Virtually all
purchased or otherwise acquired-for-value, major tangible
capital assets of the Province have been capitalized, with
the exception of land held by the Consolidated Revenue
Fund, and highways and bridges.

The expenses shown in the Summary Financial
Statements recognize capitalization and amortization of
some tangible capital assets. Note 30 to the statements
provides the reconciliation of expense to expenditure-based
accounting, the latter having been used in the years before
the capitalization of assets began.

> S S
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Consolidated Revenue Fund Financial Statements

The Consolidated REevenue Fund is established in
accordance with the Financial Administration Act. Its
financial statements account for the financial activities of
central government, which includes ministries, special
offices, and other appropriations.

This is the fund into which all public money of the
government, other than trust funds, must be paid.
Accordingly, its financial statements also constitute an
important accountability document, and include the
accounts of the General Fund and the Natural Resource
Community Fund, The Consolidated Revenue Fund
Financial Statements provide a comparison of the actual
results of the fund operation with the intended results as
approved by the Legislative Assembly in the estimates of
revenue and expenditure. They are the operating fund
statements of the government on which the Auditor
General provides an auditor’s report.

These fund statements could be used mistakenly for

iewing the Province's overall financial position and
results of operation. To prevent any misunderstanding,
the Auditor General’s report on the Consolidated Revenue
Fund Financial Statements for the year ended March 31,
1997, contains these two additional opening paragraphs:

These fund statements are prepared to compare the
actual operating results of the Consolidated Revenue Fund
with the estimates of revenue and expenditure as presented
by the annual Estimates and Budget of the government for
the 1996/97 fiscal year. As with the annual Estimates, these
fund statements do not include many of the significant
financial activities of the Province which occur outside the
Consolidated Revenue Fund. These additional activilies
occur in organizations and enterprises for which the

ment is responsible and which are to be included,
along with the Consolidated Revenue Fund, in the
Province’s Summary Financial Statements.

To understand and assess the government’s
management of public financial affairs and resources as
a whole, readers should refer to the Province's Summary
Financial Statements.

To clarify the significant differences in financial
mult;behvemtl‘m government's summary financial
entity and the Consolidated Revenue Fund,
relative financial results and balances for the fiscal year
ended March 31, 1997, are shown in Exhibit 1.2.
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Comparative Summary of Financial Results and Balances for the Year Ended
March 31, 1997

('S Millions)
Government Consolidated Revenue
Reporting Entity  Fund Reparting Entity
Liabilities, end of year: : -
Public debt 27916 26,961
Other 6,347 6,004
34,263 32,965
Financial assets, end of year 15,163 14,778
Met liabilities, end of year 19,100 18,187
Met expense, for the year (768) (252)
Guaranteed debt, end of year 1,055 2,004
"Not adjusted for the effects of reservations in the Auditor General’s Report (pages 22 to 25)

Scurce: The Public Accoums

Special Fund

Natural Resource Community Fund

Effective April 1, 1992, the Natural Resource
Community Fund was established under the Natural
Resource Community Fund Act. This Special Fund was
established to assist communities largely dependent on
a single resource industry to adjust to severe economic
declines that result in business closures or industry
workforce reductions.

The fund receives as income 0.5% of all revenues,
other than fines, collected under a number of Acts
dealing with natural resources. [ts value is not to exceed
$25 million. During the 1996,/97 fiscal year, the fund
received $12 million from natural resource revenues and
earned $1 million in income from investments. In the
same period, it provided $39,155 in assistance to eligible
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communities and transferred 513 million back to the
General Fund. The balance of the Natural Resource
Community Fund as at March 31, 1997, stood at its
$25 million limit, as it also did at March 31, 1996.

<> 9o @

The Auditor General’s Reports Resulting
from Financial Statement Audits

Auditor’s Reports on Financial Statements

As a result of the examinations carried out, the
Auditor General has provided auditor’s reports on the
Summary Financial Statements and the Consolidated
Revenue Fund Financial Statements prepared by the
government for the fiscal year ended March 31, 1997,
and on the financial statements of 63 entities whose fiscal
yearends occurred on that date or during that fiscal year.

The Auditor General reports in the format of the
standard auditor’s report recommended by the Canadian
Institute of Chartered Accountants (CICA). The wording
adopted by the CICA emphasizes the roles of management
and the auditor with respect to the statements.

The recommended report, where there is no reservation
of opinion, contains three paragraphs. The first identifies
the financial statements that have been audited, and points
out that management is responsible for preparing those
statements and the auditor for expressing an opinion on
them. Next is a paragraph that 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 and describes some of the
important procedures the auditor undertakes. The final
paragraph contains the auditor’s conclusion based on the
audit conducted. The Auditor General's reports on the
Province’s financial statements and financial statements
of trust funds held and administered by the government
appear with their respective statements published in the
Public Accounts. Reports containing the Auditor General’s
opinions on the financial statements of government entities
are similarly appended to the statements in each entity’s
annual report.
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Summary Financial Statements

The Auditor General’s Report on the Summary
Financial Statements for the fiscal year ended March 31,
1997, was qualified with three reservations. The effect of
matters described in the Auditor General's reservations
on the financial statements of the Province is very
significant. Nevertheless, the Auditor General believes
that the Summary Financial Statements—as presented by
the government—together with information contained in
his reservation paragraphs, would provide the reader of
the statements adequate information to assess the financial
position and results of operation of the Province.

The following paragraphs explain the reasons for, and
the effect of, each reservation on the financial statements of
the Provinoe.

1. In preparing this year's statements, the government has
excluded the regional hospital districts, public health care
organizations, universities, colleges and institutes, and
school districts. Exclusion of these organizations, though
clearly stated in note 1 to these statements, is an exception
to the government's general accounting policies governing
the summary reporting entity. Those policies provide for
the inclusion in the Summary Financial Statements of
organizations which are accountable for the administration
of their financial affairs and resources either to a minister
of the government or directly to the Legislature, and are
owned or controlled by the government. The above-noted
organizations meet these criteria for inclusion and,
accordingly, should be consolidated into these financial
statements, as they were in 1996.

Had the regional hospital districts, public health care
organizations, universities, colleges and institutes, and school
districts been included in these statements, the total financial
assets as at March 31, 1997 would increase by $1,165 million
($1,008 million for 1996), and total liabilities as at March 31,
1897 would increase by $1,247 million ($1,067 million for
1996), resulting in an increase of $82 million ($59 million for
1996) in net liabilities as at March 31, 1997, Similarly, there
would be an increase in revenue for the year ended March 31,
1997 of $1,189 million ($1,111 million for 1996), and an
fricrease in expense for the year ended March 31, 1997 of
$1,040 million ($1,049 million for 1996), resulting in a
decrease in annual net operating expense of $149 million for
the year ended March 31, 1997 ($62 million for 1996). The

exclusion from the reporting entily of the regional hospital
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districts, public health care organizations, universities,
colleges and institutes, and school districis also affect many
other significant components of the financial statements, as
outlined in the schedule of impact of change in reporting
entity included in these statements.

2. The government, by presenting, outside of its net deficiency,
the amounts described in the statements of financial position
as “loans for the purchase of assets, recoverable through
[future appropriations,” has reported these amounts, in effect,
as assets of the Province. These loans do not have the
necessary characteristics of assets, and should be accounted

Jor as an expense of the Province of the period in which each
loan was incurred.

Had the above-noted loans been expensed, the net
deficiency as at March 31, 1997 would increase by
$4.,964 million ($4,710 million for 1996). Also, the expense
Jor the year ended March 31, 1997 would increase by
$254 million ($390 million for 1996), resulting in a similar
increase in the consolidated net expense for the year.

3. Capitalization of tangible capital assets is proceeding on
a phased-in basis. During the transitional period, which
started with the 1995/96 fiscal year, groups of assets for
which estimated or actual values have been ascertained are
to be capitalized. Land purchased, or otherwise acquired for
value consideration, is recorded in these financial statements
as a capitalized asset group, except for the ascertained value
of land that is held by the Consolidated Revenue Fund. Land
value should include the ascertained value of the land held by
the Consolidated Revenue Fund, as was the case in 1996.

Had the ascertained value of land held by the Consolidated
Revenue Fund been included in these statements, the tangible
capital assets would increase, and the net deficiency would
decrease, as at March 31, 1997 by $735 million ($710 million
for 1996). Also, the net operating expense for the year ended
March 31, 1997 would decrease by $25 million ($8 million
for 1996).

In a further paragraph, the Auditor General quantified
the net effect of the three reservations on the Summary
Financial Statements for the year ended March 31, 1997.

The changes referred to in these reservations, taken together,
have the following effects as at March 31, 1997: total financial
assets would increase by $1,165 million to $16,328 million, total
[uabilities would increase by $1,247 million to $35,510 million,
tangible capital assets would increase by $8,228 million to
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$12,408 million, and net deficiency would decrease by

$3,182 million to $6,774 million. The revenue for the year
ended March 31, 1997 would increase by $1,189 million to
$24,388 mullion; and, for the year then ended expense would
increase by $1,015 million to $24,929 million and consolidated
net expense would decrease by $174 million to $594 million.

Further comments on each of the above-mentioned
matters can be found in the following sections of this report:
» for government reporting entity, refer to comments

under “Changes in the Composition of the Summary
Financial Reporting Entity” on page 29;
=« for loans, refer to comments under “Loans and

Guaranteed Debts Repayable Through Future
Government Funding” on page 39; and

= for land held by the Consolidated Revenue Fund, refer to
comments under “Tangible Capital Assets” on page 32.

Consolidated Revenue Fund Financial Statements

The preamble to the Auditor General’s report on the
Consolidated Revenue Fund Financial Statements explains
the specific purpose of those statements and refers to other
significant financial activities of the Province that occur
outside the Consolidated Revenue Fund.

Although the government has presented the
Consolidated Revenue Fund Financial Statements for the
year ended March 31, 1997, on both an “expense” and an
“expenditure” basis (see page 31), the Auditor General’s
opinion is expressed on the expenditure-based statements
only. The reasons for this are given in the Auditor General’s

report, in a paragraph following the opinion paragraph.
They can be summed up as follows:

» These special purpose fund statements are prepared to
compare results of the Consolidated Revenue Fund with
the estimates of revenue and expenditure as presented
by the annual Estimates and Budget of the government
for the 1996/97 fiscal year.

= The Estimates and Budget are presented primarily on
an expenditure basis of accounting.

= The government accounting policy states that
information on the expense basis of accounting is
provided for the current fiscal year only to allow
comparison between the two bases.
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The Auditor General's report on the Consolidated
Revenue Fund Financial Statements contains a reservation
about the government accounting treatment of loans
recoverable through future appropriations and of certain
debts of government organizations that are guaranteed by
the Province but expected to be repaid by future government
funding. The two reservation paragraphs explain why the
Auditor General has expressed a qualified opinion on
these financial statements, and quantify the effect of

the reservation:

The government has recorded as assets of the Consolidated
Revenue Fund the amounts described in the statement of
financial position as “loans for the purchase of assets, recoverable
Hrrough future appropriations.” These loans do not have the
necessary characteristics of assets, and should be accounted
for as an expenditure of the Consolidated Revenue Fund of the
period in which each loan was incurred. Similarly, the debt of
government organizations guaraniced by the Province, the
repayment of which depends on future appropriations, showld
be accounted for as a direct liability of the Consolidated
Revenue Fund.

Had the above-noted loans been expensed and guaranteed
debt been recorded as a direct liability of the Consolidated
Revenue Fund, the nel deficiency as at March 31, 1997 would
increase by $6,198 million to $18,889 million (for 1996 by
$5,892 million to £18.215 million), liabilities as at March 31,
1997 would increase by $702 million to $33,667 million (for
1996 by $823 million to $32,676 million), and net operating
expenditure for the year ended March 31, 1997 would increase
by $306 million to $674 million (for 1996 by $458 million to
$827 million).

We have commented in greater detail about loans and
guaranteed debts repayable through future government
funding on page 39 of this report.

Further comments on the significance of an audit
opinion, and on the process employed in reaching that
opinion, appear in Appendix A of this report.

Other Reports
While conducting our financial statement audits, we
encounter numerous items that call for study and corrective
action by the ministries, central agencies, and government
entities concerned. We deal with these matters by having
direct contact with officials of these organizations. Some
issues, however, are considered of sufficient significance to
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warrant the attention of the Legislative Assembly and are
included in this report. Those arising as a result of our audit
of the government financial statements appear in a section of
this report entitled “Audit of the Financial Statements of the
Province.” Those relating to our audit of government entities
are contained in a subsequent report section entitled “Audit
of Financial Statements of Government Entities, Trust Funds,
and Other Organizations.”

> o9
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audit of the financial statements
of the province

Changes in the Composition of the
Summary Financial Reporting Entity

Government accounting policies define what should
be included in the Summary Financial Statements of the
Province. The statements are intended to include all
organizations that are accountable for the administration of
their financial affairs and resources either to a minister of the
government or directly to the legislature, and are owned or
controlled by the government.

A detailed schedule of organizations and enterprises
included in the government reporting entity is shown in
Appendix E on pages A49 and A50.

In the 1995 /96 fiscal year, the composition of the
government reporting entity was expanded to include health
care organizations, regional hospital districts, universities,
colleges and institutes, and school districts. However, in the
1996/97 fiscal year, the government decided to exclude these
organizations from the summary reporting entity. Doing this
has had several effects:

» The tangible capital assets have decreased by approximately
$7.5 billion. This amount represents physical assets acquired
by advanced education institutions, school districts, and
public hospitals but not accounted for in the Summary
Financial Statements of the Province. Including capital assets
and their amortization will provide better information about
the total costs of government programs, and will enhance
the stewardship over tangible capital assets invested by
the government.

» Approximately $5.0 billion of amounts receivable that
otherwise would have been eliminated has instead been
recorded. This represents the outstanding balance of loans
made over the years by various financing authorities to
advanced education institutions, school districts, and public
hospitals for purchase of capital assets.

These loans, made under the Fiscal Agency Loan
Program, had no value to the Province as assets. Because
their repayments depended on government’s future
payments to the borrowing organizations, the loans
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Exhibit 2.1

FEE R s R R R R P R R R ISR R R R TR R R R R R R R R R d R TR R R d bR R A R R R A T R R R R AR R P SRR RR R TR R R S AR e B R T R R R

The Overall Effect of the Change in the Reporting Entity
Effctof expanding the gvermment reporting entiy to include health care organzations,reional hospital
districts, universities, colleges and institutes, and school districts ($Billions)
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Sounte: The Pubilic Accounts and financial statements of exchided organizations
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expected to be recovered through future government
appropriations should have been written off as an expense
in the periods these loans were made. In the 1995/96 fiscal
year, these loans were not a concern because health care
organizations, regional hospital districts, universities,
colleges and institutes, and school districts were included
in the government reporting entity.

= Both “other liabilities” and “other financial assets” have
each decreased by approximately $1.1 billion. These amounts
reflect the other liabilities and assets of advanced education
institutions, school districts, and hospitals, that have not
been included in the Summary Financial Statements of
the Province.

= The net deficiency (accumulated deficit) of the Province
increased by $2.4 billion, from $7.5 billion to $9.9 billion.

= Both “revenue” and “expense” decreased by approximately
$1.2 billion and $1.1 billion, respectively. These amounts
represent the revenue, such as tuition fees and patient
charges, that are not funded through the Consolidated
Revenue Fund, but which are necessary for the
organizations to deliver their programs.

» The net operating expense increased by approximately
$.1 billion.

Exhibit 2.1 summarizes the above differences and shows
the significance of the information currently being excluded
from the Province’s financial statements. For more detail,
see the Schedule of Impact of Change in Reporting Entity
on pages Af4 and A65 of Appendix E of this report.

o D D

Government Accou n[ing Policies

Expense vs. Expenditure Basis of Presentation

Before 1996, the Province’s financial statements were
ted on the “expenditure” basis of accounting. This
meant that, regardless of their useful lives, the full cost of
tangible capital assets was charged to the expenditure of
operations of the year in which the assets were acquired. In
other words, these assets were not capitalized and no trace of
them appeared as assets in the Statement of Financial Position.

In the fiscal year ended March 31, 1996, the Province
began the process of capitalizing tangible capital assets and,
by doing so, presented the Province’s financial statements on
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the “expense” basis of accounting. The expense basis requires
that the full costs of capital assets be accumulated as acquired,
and presented as assets in the Statement of Financial Position.
It also requires that the annual amortization of tangible capital
assets be considered as an operating expense and shown in the
Statement of Operations.

For the 1996,/97 fiscal year, the Summary Financial
Statements of the Province continued to be presented on the
expense basis. However, the Consolidated Revenue Fund
Financial Statements for the year ended March 31, 1997, were
presented on the expenditure basis, though expense-based
figures were also provided for the current year to allow
comparison between the two bases.

The presentation of accounting information calculated
on two different bases is potentially confusing to the user
and may give rise to misinterpretation. For example, the
Consolidated Revenue Fund Financial Statements contain two
different amounts for the deficit and accumulated deficit. The
annual deficit is $352 million if the expense-based numbers
are used, and $368 million if the expenditure-based numbers
are used. The net deficiency, or accumulated deficit, is
$12,497 under the expense basis and $12,691 under the
expenditure basis.

Another potential source of confusion is the use of the
expense-based amounts extracted from the Consolidated
Revenue Fund Financial Statements in the “British Columbia
Financial and Economic Review.”

We recommend that the Province use only the expense
basis of accounting in its financial statements and other
financial information.

Tangible Capital Assets

Introduction

In 1980, the government took a significant first step in
updating its accounting policies from traditional cash-based
financial reporting to “modified accrual accounting,” This
meant that the government began to recognize, in its annual
Estimates and financial statements, the effect of expenses
incurred but not paid for, and revenues due but not received.
However, the government continued to treat the cost of
tangible capital assets as expenditures in the year of acquisition
rather than recognizing the expense over the useful life of the
asset. In the 1995/96 fiscal year, this changed. The government
began, in its financial statements, to capitalize the cost of
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tangible capital assets and amortize those costs over the useful
life of each asset. This process is going to take a number of
years to complete. When it is, it will have changed the
government’s basis of accounting to what is known as

“full accrual,” the basis of accounting used for all for-

profit businesses and not-for-profit organizations. This
improvement in public sector accounting in British Columbia
is mostly in line with the current pronouncements of the
Public Sector Accounting and Auditing Board (PSAAB) of

the Canadian Institute of Chartered Accountants.

Why is capitalization important?

Capitalizing and amortizing tangible capital assets
rather than charging the cost to operations will result in a more
realistic measurement of the costs of operating government
programs. This is because each year, over the useful life of
the asset, only the value given to the use of the asset will be
charged to the operating expense of that year.

Capitalizing tangible capital assets has the effect of
“smoothing” the cost of programs delivered by the government
from one year to the next. In contrast, when tangible capital
assets are not capitalized, the entire cost of the asset is charged
to government programs in the year of acquisition and,
similarly, the entire amount received on their disposal is
recorded as revenue in the year of disposition.

Also important is the information about the total stock
of capital assets for which the government has stewardship
responsibility. Capitalizing these assets helps maintain accurate
records and better management of them.

How does capitalization work?

As new capital assets are acquired, they will be added
to the total stock of assets for which the government has
responsibility. This transaction has no immediate effect on
the annual cost of government programs. However, when
assets are used, value will decrease by an amount equivalent
to amortization cost—the amount that will then be recorded
as an expense.

Normally, the value of every tangible capital asset except
land is amortized over a certain number of years, depending
on the asset’s useful life span. Businesses and not-for-profit
organizations that own land consider it to have a limitless life.
In fact, land’s value often appreciates over time. Therefore,
when capitalized, amounts spent to acquire land do not
normally affect the annual cost of the organization’s operations.
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Capitalizing land, however, still has a smoothing effect on
program costs—first because cost of operations in the year the
land was acquired will not be inflated and, second, because in
the year it is disposed, only the profit made or loss incurred
will be taken as revenue or expense of that year rather than the
total sale price.

What are the difficulties?

To be meaningful, the process of capitalizing and
amortizing tangible capital assets must be applied
retroactively. Almost all Crown corporations and public
not-for-profit organizations that follow generally accepted
accounting policies have been routinely capitalizing their
tangible capital assets. Government ministries, on the other
hand, have not. This means that, in determining the total stock
of tangible capital assets for which it is responsible, and their
costs, the government must analyze years of historical financial
information. This will be a significant and time-consuming
undertaking.

The government initially anticipated that the task of
identifying and valuing the numerous (and often poorly
recorded) tangible capital assets used in its central activities
would be done over a three-year period. Such phasing-in is
a capitalization approach that is in line with PSAAB's
current thinking.

Besides the challenge of “catching-up,” another difficulty
relates to the basis on which the government plans its future
activities. Preferably, both the annual Estimates and the
financial statements prepared by the government should be
on the same accounting basis. This means that the Estimates
should include the amortization costs of capital assets rather
than their full costs.

Are all capital assets treated the same?

Assets reported in the Summary Financial Statements of
the Province include tangible capital assets of fully consolidated
organizations, but not those of the commercial enterprises.
These enterprises are consolidated into the government
reporting entity on a modified equity basis, which does not
require a line-by-line consolidation of all assets, liabilities,
revenue and expense.

Some of the more significant enterprises whose tangible
capital assets are not included in the Summary Financial
Statements are British Columbia Hydro and Power Authority,
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British Columbia Railway Company, the Provincial Capital
Commission, the Insurance Corporation of British Columbia,
and the British Columbia Liquor Distribution Branch. These
entities own railways, land, buildings, vehicles, computers,
and other tangible capital assets with a book value of over

511 billion. Information about these assets is included in a
supplementary statement accompanying the Summary Financial
Statements, titled “Statement of Government Enterprises
Summary of Financial Position as at March 31, 1997."

What has been the progress so far?

In its 1995/96 financial statements, the government
capitalized and amortized:

= computer systems (hardware and software) with a
combined cost of $100,000 or more;

= land for which historical cost or a reasonable estimate
of historical cost could be obtained;

= light vehicles, regardless of cost;
» buildings with a cost of $50,000 or more; and
= work in progress on the above assets.

In the 1996/97 fiscal year, the government initially
intended to record most infrastructure assets, including
highways, tunnels, bridges, fresh water ferries, ferry landings,
dams, water management systems, and telecommunication
systems. However, in March 1997, Treasury Board decided to
remove land from the asset base of the Consolidated Revenue
Fund and restrict further capitalization of tangible capital assets
to only those asset categories already recorded. This resulted
in an additional $14 million being recorded, bringing the total
cost of capital assets to $339 million. In contrast, the decision
not to capitalize land resulted in the reversal of $710 million of
previously capitalized land and the expensing of $25 million
in land acquired in the 1996/97 fiscal year.

In preparing the financial statements for the 1996/97
fiscal year the government held the view that unless all
land acquired by the central government was identified
and its value determined, it should not be capitalized on
the Consolidated Revenue Fund Financial Statements. The
government is reviewing this matter further.

Exhibit 2.2 outlines the government’s initial plan for
capitalization for 1995/96 and 1996,/97, and compares actual
assets recorded in the Consolidated Revenue Fund Financial
Statements for each of those two years.
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Exhibit 2.2

Capitalization Progress Summary
Comparison of planned and actual progress in recording tangible capital assets in Consolidated Revenve
Fund Financial Statements (in $Thousands)

1995/96  1995/96 1996/97 1996/97
Asset Cazegory Planned  Actual Planned Actual
{ Land - s 2 Mone
Highways, bndges and other
highways infrastructure 245 Mene
Buildings »$50 >%30 *§5 >510
Vehicles All All All All
Computer systems (hardware and software) 5100 *5100 »51 =510
Personal computers and LANs
(hardware and software) 281 Mone
| Machimery and equipment 81 Mane
Dams and water management systems *55 None
Office furniture and fhaures
Betrerments and replacements Al »$15 *55 =510
Work in progress on capitalized assets All All All All
* To the extent for which valve could be determined,

Sourpe: Covernmeent of Betah Coluenba’s ascounoing mconds

What specific issues need to be addressed?
Land

In our report on the 1995/96 Public Accounts, we
commented that the government was only able to verify with
certainty its ownership and date of acquisition of approximately
16,000 plots of land (acquired before 1995) with a value of
$702 million. Information on various databases maintained by
the Land Titles Office and the British Columbia Assessment
Authority indicates that the government may hold title to as
many as 70,000 plots of land. During 1996 /97, no progress
was made in verifying the ownership and value of the

remaining plots.
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We believe that the reversal of the land already
capitalized was unwarranted and will delay the capitalization
process.

Both government accounting policies and PSAAB
standards on the capitalization of tangible capital assets
require that, during a transition period, all assets of the
same class be capitalized together. However, in the 1996,/97
financial statements of the Province, the government did not
follow this accounting treatment, as it relates to capitalizing
land. Land owned by all organizations included in the
government reporting entity was capitalized in the Summary
Financial Statements, except for land purchased or otherwise
acquired for value by the Consolidated Revenue Fund.

We again recommend that the government identify all
land that it has purchased or otherwise acquired for value, so
that all of it can be recorded as a tangible capital asset in the
financial statements of the Province. Since this process may
take some time, we recommend that the cost of every plot
that is determined be immediately capitalized.

Another category of assets that require a substantial
amount of work to identify and value is “infrastructure.”
Infrastructure includes highways, roads, bridges, dams, and
water management systems. Significant work was done in
1996,/97 to identify and cost these assets, but capitalization of
them was further postponed. To comply with its accounting
policy on capitalization, the government did not include in
the Summary Financial Statements, B.C. Transportation
Financing Authority’s highways and bridges worth over
$1 billion, because the highways and bridges infrastructure held
by the Consolidated Revenue Fund has not yet been recorded.

Once capitalized, the cost of an asset considered to be
part of infrastructure should be amortized. To ensure this
happens, the government should determine appropriate
measures for amortizing each asset included in this category.

We again recommend that the government determine the
costs of the Province's highway system, including any land
acquired for highway construction and other infrastructure
assets, for inclusion in the financial statements of the Province.
Also, we recommend that the method of amortization of
highways, roads, bridges, and other infrastructure assets such
as dams be clearly stated.
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The Province owns a number of heritage assets, such as
the Legislative Buildings, Government House, and works of
art, which have not yet been identified and valued for inclusion
in the Province’s financial statements. Although allocating
monetary value to these assets may not be critical for financial
statement purposes, it is important that a complete record of
them be maintained.

We recommend that the Province determine how it will

account for its heritage assets, and that it include these assets
int the records of the government.

Computer systems of the central government with a cost
over $10,000, as well as all computer systems of government
organizations, were capitalized and amortized in 1996,/97.
These systems represent government’s investment in information
technology to support many varied and complex programs
such as building highways, administering land titles, planning
forest resources, and providing social assistance.

In 1996,/97, government ministries spent about $46 million
on new mainframe and minicomputer hardware and software
for such systems as the corporate accounting systems, receivable
collection systems, and several management information
systems. We noted inconsistencies between ministries in their
treatment of some of the costs (such as payroll and overhead)
of developing software. In some cases, these costs are being
expensed in the current period; in others, they are being
included in the capitalized cost of the system and expensed
over the life of the asset. We also found inconsistencies between
ministries in the application of amortization policies.

We recommend that the government provide clear guidance

on how development costs for computer systems should be
accounted for and amortized.

The Summary Financial Statements of the Province include
a category of assets referred to as “specialized equipment.” The
government owns a number of specialty vehicles, including
ambulances, heavy-duty trucks, and buses, which it intends
to capitalize and amortize in this category in the 1997 /98
fiscal year. Other organizations in the reporting entity already
capitalize and amortize similar assets in their financial
statements. We therefore concluded that these assets were not
consistently accounted for in the 1996 /97 Summary Financial
Statements of the Province.
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We recommend that the government ensure that equipment
is capitalized in the Consolidated Revenue Fund Financial
Statements so that equipment is accounted for in a consistent
manner throughout the government reporting entity.

How does the government monitor capital assets?

The government does not systematically monitor its
tangible capital assets after they have been purchased.
Although many ministries have their own systems in place
to track movement of assets, the financial information on
obsolescence and disposition of assets is not captured by the
corporate accounting system. This may result in the value of
assets being overstated in the financial statements of the
Province, as the book value of disposed or obsolete assets
could continue to be included in those statements.

We recommend that the government, within its corporate
accounting system, monitor changes in the value of its tangible
capital assets.

Loans and Guaranteed Debts Repayable
Through Future Government Funding

In previous reports on the government’s annual Public
Accounts, we have discussed loans made to public sector
organizations through the Fiscal Agency Loan Program that
are included as assets in the financial statements of the
government. We recommended that these loans, which will
only be repaid if the government provides those organizations
with the funds to do so, be written off as an expenditure in
the period the loans were made.

In the 1995/96 fiscal year, the inclusion of advanced
education institutions, school districts, and hospitals in the
government reporting entity eliminated our concern about
reporting these loans in the Summary Financial Statements.
This was because assets and liabilities of these organizations
were consolidated with other assets and liabilities of the
Province. Therefore, any debt of these organizations to the
Province was eliminated against corresponding loans made
from the Consolidated Revenue Fund (CEF). Nevertheless, we
were still concerned about these loans being reported as assets
in the CRF Financial Statements, which are unaffected by the
composition of the government reporting entity.

We believe that as long as organizations can repay their
debt to the CRF only if they continue to receive funding from
the Province, the loans should not be considered as assets of
the CRF. This is especially the case where no other source
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of funding outside the CRF has been identified for the
repayment of these loans. The accounting treatment for
$5,496 million (55,069 million for 1996) representing

these amounts as assets of the CRF and for 54,964 million
($4.710 million for 1996) as assets of the summary reporting
entity is inappropriate.

In addition to these loans, the Province has also guaranteed
some $702 million of debt of dependent government
organizations ($823 million for 1996). The repayment of these
guaranteed debts is also expected to be made from resources
provided to the government organizations from the CRF in
the future. These guaranteed debts should be recognized as
liabilities of the Province.

The loans recoverable through future appropriations do
not have the necessary characteristics of assets. Assets are
economic resources controlled by government and from which
future economic benefits may be obtained. The government
would not be able to use amounts received from these loans to
discharge its existing liabilities or finance its future operations
unless it first paid the borrower that amount. Accounting for
these amounts as assets in the financial statements of the
Province would therefore produce a misleading picture of the
Province's financial position and results of its operations.

For these reasons, the Auditor General's opinion on both
the Consolidated Revenue Fund Financial Statements and the
Summary Financial Statements of the Province were qualified.
The text of the reservation paragraphs of the Auditor General's
opinion about these loans and guaranteed debts can be found
on pages 23 and 25 of this report.

We again recommend that the government charge
both loans and guaranteed debt, repayable through future
appropriations, to the periods in which the loans or guarantees
were made,

<> o D9

Liability for Post-Retirement Benefits

In previous years, we have commented on the way
the provincial government records its obligation for post-
retirement benefits. Many retired members of the Public Service
Superannuation Plan and other government-funded pension
plans receive benefits paid for by their former employers. For
example, provincial government employers may pay all or a
portion of the pensioners’ premiums for the Medical Services
Plan and the premiums for extended health care plans.
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We believe that all post-retirement benefits that are
eamed over an employee's service life should be accounted
for in a similar manner. In June 1997, the Canadian Institute of
Chartered Accountants issued an exposure draft “Employees’
Future Benefits” to address the subject. This exposure draft
moves Canadian standards for accounting for post-retirement
benefits closer to standards in other countries, The proposed
standards define future benefits to include not only pension
income, but also health care and life insurance premiums
and other miscellaneous benefits. The cost of providing all of
these different types of benefits should be accounted for in the

same way.

Although the provincial government does record a liability
in its financial statements for the pension payments as they
are earned throughout the employee’s service life, it does not
record a liability for other benefits earned in the same manner.
The cost of these benefits is recorded only when benefits are
actually paid—an amount of approximately $14 million each
year. At present, neither the liability for unpaid benefits
earned by retired employees nor the amount required to
fund benefits for current employees is recorded in the
financial statements.

Note 25 of the Summary Financial Statements of the
Province states that, under current pension agreements, the
government is responsible for paying pensioners” Medical
Services Plan and Extended Health Care premiums, which
are recorded when due. Although this disclosure clearly
places responsibility for this liability, it does not quantify it.
We believe this liability should be estimated and recorded
in the Summary Financial Statements of the Province.

The Select Standing Committee on Public Accounts
discussed this matter, both on November 8, 1996, and again on
May 13, 1997. On each occasion, government representatives
agreed that a liability exists, but that funding concerns have
kept them from estimating the liability, by actuarial calculation
or otherwise.

We again recommend that a valuation of post-retirement
benefits be prepared, and the estimated liability be accounted
for in the Summary Financial Statements of the Province.

¢ D D
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Government Assistance to Canadian Airlines

In 1992, Canadian Airlines International approached
the governments of British Columbia, Alberta, and Canada
for financial assistance, and the three governments jointly
provided a loan guarantee. British Columbia’s portion of this
guarantee was $20 million.

In 1996, the company again approached the three
governments for financial assistance. In February 1997, British
Columbia provided $11.1 million and committed to providing
the same amount in each of the next three years. This payment
was not recorded as an expenditure, as the government holds
that this payment is an allowance to reduce fuel tax owed by
Canadian Airlines. However, we believe this amount should
be treated as a grant rather than a deduction from fuel tax
revenue. It is a set amount, unrelated to the rate of fuel tax
payable. It is also a concession that has been made only to
this airline company and no other. While the government's
accounting treatment does not affect the current year’s deficit,
it does not reflect the true nature of the transaction.

We recommend that the government account for financial
assistance provided to individual organizations in a manner
that the nature of the transaction is accurately reflected in the
Public Accounts.

> S S
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Recommendations made in the section of this report titled
Audit of the Financial Statements of the Province are listed below
for ease of reference. They should be regarded in the context
of the report.

The Office of the Auditor General recommends that:

Expense vs. Expenditure Basis of Presentation
= The Province use only the expense basis of accounting in ifs
financial statements and other financial information.

Tangible Capital Assets

s The government identify all land that it has purchased or
otherwise acquired for value, so that all of it can be recorded as a
tangible capital asset in the financial statements of the Province.
Since this process may take some time, we recommend that the
cost of every plot that is determined be immediately capitalized.

= The government determine the costs of the Province's highway
system, including any land acquired for highway construction
and other infrastructure assets, for inclusion in the financial
statements of the Province. Also, we recommend that the
method of amortization of highways, roads, bridges, and other
infrastructure assets such as dams be clearly stated.

= The Province determine how it will account for its heritage assels,
and that it include these assets in the records of the government.

= The government provide clear guidance on how development costs
for computer systems should be accounted for and amortized,

u The government ensure that equipment is capitalized in
the Consolidated Revenue Fund Financial Statements so that
equipment is accounted for in a consistent manner throughout

the government reporting entity.
» The government, within its corporate accounting system, monitor
changes in the value of its tangible capital assets.
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Loans and Guaranteed Debts Repayable
Thruugh Future Government Funding

w The government charge both loans and guaranteed debt, repayable
through future appropriations, to the periods in whick the loans or
guarantees were made.

Liability for Post-Retirement Benefits
= A valuation of post-retirement benefits be prepared, and the
estimated liability be accounted for in the Summary Financial
Statements of the Province.
Government Assistance to Canadian Airlines

w The government account for financial assistance provided to
individual organizations in a manner, so that the nature of the
fransaction is accurately reflected in the Public Accounis.

> S 9
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improved accountability
through better information

Comments on the Government Annual Report
for the 1996/97 Fiscal Year

The Public Accounts is the primary document that
provides annual accountability for the government’s
financial performance. Starting in the fiscal year 1994/95,
the government improved its financial accountability by
including its annual report as the first volume of the Public
Accounts. The annual report includes an overview which
provides financial analysis and commentary on financial
results and accomplishments of the Province's s
financial reporting entity. It also includes the audited
Summary Financial Statements of the Province.

In addition to the Public Accounts, the government
annually issues a number of other financial accountability
publications such as the “British Columbia Financial and
Economic Review” and the “Debt Statistics Report.”

The “British Columbia Financial and Economic Review"”
contains the latest available information on a wide variety of
aspects of the Province’s economy and finances, including its
people, industries, government, major programs, and Crown
corporations. It also, includes excerpts from the financial
statements of the Consolidated Revenue Fund, in addition to
information on provincial debt for the year ended March 1997.
This report was issued soon after the Public Accounts were
released in December 1997, Because the Auditor General is the
auditor of the Province’s financial statements, and to ensure
information cited from the Public Accounts is accurately
presented, the Ministry of Finance and Corporate Relations
annually provides the Office with financial sections of the
report for comment before publishing it.

Qur main comment this year was on the selection of
information included in this report. As explained on page 24
of this report, the 1996/97 Consolidated Revenue Fund
Financial Statements are prepared on the expenditure basis
of accounting. In those statements the government has also
provided, for comparison purposes, unaudited financial
information on the expense basis of accounting. We supported
the fact that the Ministry of Finance and Corporate Relations
used the expense-based information in the “British Columbia

1897/98 Report 2: Reéport on the T8989 7 Publicv Accounis 47




Awpditeoer GCeneral of British Colouombi9ia

Financial and Economic Review,” rather than the audited
expenditure-based information. We believe using the expense-
based information in this report is a step in the right direction
in improving accountability. We also think it underscores the
need for all financial statements of the Province, from which
information for a wide range of users is extracted, to be
prepared on the expense basis of accounting.

The government’s annual report refers to the “Debt
Statistics Report.” The Debt Statistics Report, which in prior
years accompanied the Public Accounts, was not issued to
the public at that time. The report would, if issued, include
information on provincial debt and debt management
operations, as well as three audited statements on debt for
the fiscal year 1996,/97: the summary of provincial net debt,
the key indicators of provincial debt, and the summary of
key benchmarks of debt management.

As in prior years, the annual report of the government
for the 1996,/97 fiscal year includes an overview of provincial
financial reporting and the audited Summary Financial
Statements of the Province. The overview provides a much
improved reconciliation between the two sets of financial
statements the government annually produces: the Summary
Financial Statements and the Consolidated Revenue Fund
Financial Statements. It represents a very important part of
public accountability.

Included in this year's annual report volume of the
Public Accounts are also statements of financial position and
results of operations for two major sectors of government
services to the public: health and education. Added to the
general-purpose Summary Financial Statements, these
statements provide valuable information on specific aspects
of government’s services. These “sectoral financial statements”
are gaining favour with users of governments’ financial
statements because of the added relevance they bring to the
public reporting of financial activities.

We believe that publication of the sectoral financial
statements on health and education in the annual report of the
government is an important step towards improved financial
accountability.

We recommend that the government further improve
its sectoral financial reporting by also including in sectoral
financial statements the financial position and result of
operations of relevant government programs delivered
by ministries,

< D D
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Comments on Accounting for Government Enterprises

The Summary Financial Statements disclose financial
information not only about the operations of the central
government, but also about other entities that are accountable
to the legislature or a minister of the government and are
owned or controlled by the government. The accounting
policies stated in note 1 to the Summary Financial Statements
of the Province outline two important points that are relevant
to this discussion. First is that the gross basis of accounting
is fundamental to the preparation of these statements. This
means that the financial statements should disclose the
essential components of each economic activity, not just the
result of that activity. Second is that entities making up the
consolidated reporting entity are divided into two groups:
government “organizations” and government “enterprises.”

Government organizations, which include the Consolidated
Revenue Fund, are fully consolidated. This means that all their
revenues, expenses, assets, and liabilities are aggregated
according to the government accounting policies, line-by-line,
in the Summary Financial Statements. The accounting effect is
as if they all operate as one organization.

Entities that are designated as government enterprises are
accounted for differently. They are recorded in the
Financial Statements on the “modified equity” basis of
accounting. This means that only the cost of government’s
investment in these entities, adjusted for any increase or
decrease in the value of that investment, is included in the
Summary Financial Statements. Summaries of the financial
operations of these government enterprises are provided
as separate statements supplemental to the Summary
Financial Statements.

As we have commented in previous reports on the
Public Accounts, we believe that government enterprises
should be accounted for on a line-by-line consolidation.
Cmne reason is that recording only the adjusted value of the
Province's investment in government enterprises in the
Summary Financial Statements is inconsistent with the gross
basis of accounting. Excluding these government enterprises
from full consolidation in the Summary Financial Statements
results in a significant amount of assets, liabilities, revenue,
and expenses that are under government stewardship not
being disclosed.

1987,/98 Report 2: Report on the 19786/ 9%7 Public Accownis



Auditaer G emeral o f Brrtish Colwembia

Another reason is that, although government enterprises
may carry out a self-sufficient commercial activity, they are
invariably also given responsibility to implement major public
policies. This makes them essentially equivalent to other
government programs captured and reported in the 5
Financial Statements. For example, British Columbia Hydro and
Power Authority, established in 1962 as a Crown corporation,
has a corporate mission to support the development of the
Province through the efficient supply of electricity. The British
Columbia Lottery Corporation, as an agent of the Crown, is the
authority designated by the Province to conduct and manage
lottery games.

In our report on the Public Accounts last year, we noted
that the government made some improvements by fully
consolidating a number of entities previously accounted for
on a modified equity basis. In the fiscal vear 1996/97, the
government has further consolidated the financial activities
of British Columbia Ferry Corporation on a line-by-line basis.
The financial activities of other entities, however, continue to
be recorded on a modified equity basis on the grounds that
they do not depend on the government to subsidize their
operations. Examples of these bodies include a number of
large corporations such as British Columbia Hydro and
Power Authority, British Columbia Railway Company, and
the Insurance Corporation of British Columbia.

The accounting decision government has made is
consistent with the current recommendations of the Public
Sector Accounting and Auditing Board of the Canadian
Institute of Chartered Accountants. Nevertheless, we believe
that the current basis of consolidation could be improved if all
government enterprises were fully consolidated, line-by-line,
in the Summary Financial Statements.

Exhibit 3.1 shows the significance of the information
currently excluded from disclosure in the Summary Financial
Statements. It compares the main components of the Summary
Statement of Financial Position and Summary Statement of
Operations, as currently presented, to similar components of
a pro forma financial statements, prepared on the assumption
that all components of the government reporting entity are

consolidated on a line-by-line basis.
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Cals
Exhibit 3.1
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Effect of Reporting the Government Enterprises on a Full Consolidation Basis
Current accounting of nine commercial enterprises on a modified equity basis leaves significant assets,
liabilities, revemue, and expense out of the Summary Financial Statements ($ Billions)

Source: The Public Accoants and finencial statements of government’s commiencial enterprises
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Ower the past ten years our Office has reported on the
need for reform of the special warrants provisions of the
Financial Administration Act, section 24. By using “special
warrants,” the government can authorize itself to spend public
monies without the prior approval of Members of the elected
Assembly. During the past several years, the government has
used this provision to authorize the spending of hundreds of
millions of dollars, and, in some vears, billions of dollars. Our
latest report on this subject was in June 1996. That report was
discussed by the Select Standing Committee on Public Accounts
in December 1996, but the committee could reach no consensus
as to how to deal with this subject.

We continue fo urge that action be taken fo reform the
enabling statutory provisions relating to special warrants.

S > <
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The recommendation made in the section of this report
titled Improved Accountability Through Better Information is
listed below for ease of reference. It should be regarded in
the context of the report.

The Office of the Auditor General recommends that:

Comments on the Government Annual Report
for the 1996/97 Fiscal Year

= The government further improve its sectoral financial
reporting by also including in sectoral financial statements
the financial position and result of operations of relevant
government programs delivered by ministries.,

Special Warrants

= Action be taken to reform the enabling statulory provisions
relating to special warrants.

< 9O 9
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The total debt of the Province of British Columbia has
increased every year since the fiscal year ending in 1989/90.
In the five years leading up to March 31, 1997, debt has grown
from $20.1 billion to $29.3 billion, an increase of 46%. And
while some other provinces are currently projecting debt
reductions, the government’s latest Budget "97 predicts that
total debt will increase during fiscal 1997 /98, to $30.4 billion.

Each year, since the 1991/92 Auditor General’s report on
the Public Accounts, we have commented on the government’s
reporting of public debt. During this time, we have stated that
if information about debt were better reported, the public
would be better able to understand provincial borrowing and
how it affects them. We also made several recommendations as
to how the reporting of debt information could be improved,
including the use of 10 key measures and performance
indicators to show trends in provincial debt. Exhibit 4.1
summarizes the 10 items we recommended for disclosure.

The government has reported on the 10 measures and
indicators we recommended. In Budget "95, the government
introduced its debt management plan and made a commitment
te produce an audited annual debt management progress report.
The progress report was to provide information on debt
measures and performance indicators, and match the provincial
debt to the benchmarks set in the debt management plan.

Measures and Indicators Recommended for Disclosure in the Public Accounts

1. Debre to revenue
2, Total prosancial debt
3. Debt per capita

6, Sowrces of borrowing

7. Interest bite

8. Debt to Gross Domestic Product
9. Total cost of debt servicing

10. Rate of interest

199 7,98 Report 2 EanrJ‘

an the 1996/97 Public Accownmls

57



A wdilbtor Genmneral of B ritish Colwm@Pbia

The Auditor General’s first audit opinion, on the base-year
information as at March 31, 1995, was published in the 1994 /95
Debt Management Progress Report. The second progress report,
as at March 31, 1996, was published in a document titled “Debt
Statistics 1995,/96." In prior years, these reports on provincial
debt were released by the government with the Public Accounts.
We therefore expected the third audited progress report, as at
March 31, 1997, to be published in a Debt Statistics 1996/97
report released along with the Public Accounts in December
1997. However, it was not released until February 1998,

In Budget "97, the government replaced its debt
management plan with its financial management plan.
The Minister of Finance and Corporate Relations has asked
the Auditor General to provide an audit opinion on the
benchmarks and other information contained in the new
financial management plan starting with the 1997 /98
fiscal year.

Debt Management Plan '95 and Financial Management Plan '97

The debt management plan was initiated in Budget "95.
It, like its successor the financial management plan, is the
responsibility of government. Our Office was not associated
with the development of either plan. At the time it was
developed, the government stated the debt management plan
was intended to be a long-term plan to harness and control
the debt, and it represented a commitment by the government
to repay the Province's direct debt and to cap and reduce the
overall cost of debt.

The debt management plan adopted four key goals:

1. maintain British Columbia’s credit rating as the highest
of any province in Canada;

2. eliminate, over 20 years, the then $10.2 billion in debt
incurred from previous budget deficits, by using budget
surpluses to pay down debt;

3. reduce total taxpayer-supported debt as a share of British
Columbia’s Gross Domestic Product (GDP) from its
199495 level of 19.1% to 10.2% within 20 years; and

4. cap the interest cost of taxpayer-supported debt to ensure
that this cost does not exceed 8.5% of provincial revenue
in any year over the next 20 years.

The first and fourth goals were met or exceeded by
the government for the fiscal year ending March 31, 1997.
However, the benchmarks set in Budget "96 for operating
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debt, which was $10.2 billion, and the taxpayer-supported
debt to GDP ratio, which was 18.4%, were not met. The
actual results for the fiscal year were $11.0 billion and 20.4%,
respectively.

In Budget "95, the government set specific benchmarks
tor each of the first five fiscal years of the debt management
plan, and for five-year intervals after that to the year 2015,
For example, by March 31, 1997, the direct debt was to have
been reduced by $639 million, from $10,182 million to
$9,543 million. At March 31, 1997 direct debt actually
increased to $11,031 million, a deviation from the benchmark
of $1,488 million. By the year 2000 the government was to
have reduced direct debt by $1.3 billion. Although the plan
was based on certain economic growth assumptions, the
government, in Budget ‘95, committed itself to achieving its
five-year benchmarks regardless of actual future economic
performance.

In Budget 96, the government reduced its forecasted
direct debt repayments for the first few years of the plan.
However, it maintained that it could still reduce direct debt
by $1.3 billion by March 31, 2000.

In Budget "97, the government determined that its
projections for debt repayment were not achievable, and it
replaced the debt management plan with a new financial
management plan. The Budget "97 report explains that, in
1995, the government sought advice from a panel of business
and labour representatives in the design of a debt management
plan. Evidently it heard the panel’s advice, but chose to adopt
benchmarks that exceeded those suggested by the panel. The
report further explains that the subsequent slowdown in the
provincial economy demonstrated that the benchmarks adopted
by the government were not sustainable. As a result, the
government again consulted with the business/labour panel
in February 1997. The panel repeated its earlier advice and
recommended that the government adopt the benchmarks

originally proposed.

According to the Budget "97 report, the financial
management plan now has as its focus the achievement of
the following four key goals, based on business and labour
panel advice:

1. aceiling of 20% for the ratio of taxpayer-supported debt to
GDP, with the ratio falling to 15% by 2015;

2. a balanced operating budget;
3. a reduced direct debt over 20 years; and
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4. a maximum taxpayer-supported interest bite {cost of debt
servicing per dollar of revenue) of 9.0 cents.

The new plan benchmarks are scheduled to take effect
for the fiscal year ending March 31, 1998. However, the
government states in Budget "97 that it does not plan to
balance the operating budget until the 1998,/99 fiscal year.

With respect to the first goal, the panel also advised that
if the taxpayer-supported debt to GDP ratio ever exceeds 20%,
then the government should provide a three-year fiscal plan
showing how the ratio is to be brought down to 20%. This
ratio was 20.4% as at March 31, 1997, and is projected to be
even higher as at March 31, 1998. To follow the panel’s advice
the government should provide in its Budget "98 a three-year
fiscal plan for reducing this ratio to 20%.

Exhibit 4.2 compares the key goals of both the financial
management plan and the debt management plan. It also
shows the expected benchmarks of the first year of the
financial management plan compared to those originally
projected in the Budget "95 debt management plan.

Three key goals are similar in the financial and the
debt management plans: those related to the reduction of
government’s direct (operating) debt, to the capping and
reduction of taxpayer-supported debt as a percentage of GDF,
and to the capping of taxpayer-supported debt servicing costs
as a percentage of revenue,

The debt management plan's goal requiring British
Columbia to have the highest credit rating of all provinces
has not been included in the new financial management plan.
The credit rating of the Province is, nonetheless, an important
measure of debt management and should be reported publicly.
We think a useful goal would be the maintenance of a certain
credit rating, regardless of what happens in other jurisdictions.
In May, 1997 the Province's credit rating was downgraded by
two of the four major bond rating agencies.

The financial management plan has a number of
shortcomings:
= The plans goal for debt reduction is very vague. Reducing
direct debt over 20 years without identifying expected
milestones is difficult to monitor.

= [nformation on the main assumptions used in the plan is not
sufficient because it does not explain how the government
will deal with significant changes in forecasts if they were
to occur. If the public are made more aware of what issues
could affect the plan, and how the government might
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Exhibit 4.2 g s

Compansen of Key Goals and Bem;hmarks
Owerall plan goals, and benchmarks for the year ended March 37, 1998

respond to those issues, then they will be in a better position
to judge the reasonableness of the government's policies.

s The plan should include more detailed information on future
spending to maintain the Province's infrastructure,

= The government has discussed in previous budget documents
the possibility of obtaining revenue through the sale of Crown
assets. If this is to become part of the government program
to reduce debt, thmwebellweinﬁurmaﬁmmﬂw
strategy and impact of Crown asset sales should be included
in the financial management plan.

» We understand that alternative financing will play a
significant role in the Province’s future financial planning.
However, the financial management plan does not indicate
the extent to which alternative financing will be required
to support infrastructure spending. In our opinion, the
government should clearly identify goals for capital asset
acquisitions, and provide more information to the public
on the financing of this important aspect of services.
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Commercial vs. Taxpayer-Supported Debt

Similar to the debt management plan, the financial
management plan separates the total debt of the Province
into two categories: commercial debt and taxpayer-supported
debt. Since the focus of the financial management plan is on
taxpayer-supported debt only, any increases in commercial
enterprise debt (mainly those of BC Hydro and BC Rail) will
not affect the plan’s benchmarks. For this reason we are pleased
to see that the government’s report on debt provides information
on the performance indicators for both the Province's total
debt and the portion of it that is taxpayer-supported.

The government has included in the Summary of
Provincial Net Debt as at March 31, 1997, approximately
596 million of non-guaranteed debt of the Columbia Basin
Power Company (the Company). The Company is a joint
venture owned equally by the Columbia Power Corporation
(the Corporation) and the Columbia Basin Trust (the Trust).
One-half of the debt of the Company is recorded in each of the
financial statements of the Corporation and the Trust. Since the
debt of the Trust effectively carries a charge on Crown assels,
it would normally be shown as taxpayer-supported debt. The
debt of the Corporation is shown as commercial debt. In
preparing its benchmarks and indicators, however, the
government classified the debt of the joint venture entirely
as commercial debt, rather than attributing the debt back to
its owners, the Corporation and the Trust. In doing this, the
government has departed from its own guidelines in the
classification of this debt.

Debt Measures and Indicators

In the past few years, the government has published
information on the measures and indicators of provincial debt
that we believed would provide adequate information on debt.
We discuss some of these below under the headings “Total
Provincial Debt,” “Changes in Debt,” “Financial Well-being
of the Province,” and “Cost of Debt Servicing.”

In the 1996 /97 fiscal year, the government has

the composition of its reporting entity by excluding from it
all health care organizations, regional hospital districts,
universities, colleges and institutions, and school districts
(the 5.U.C.H. sectors). Except for the “debt to revenue”
ratio (see page 66), this change has not caused a significant
difference in the reporting of debt measures and indicators
for 1996/97. For the purpose of this report, debt measures
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and indicators are based on the reporting entity that includes
those entities just listed.

Unless specifically referred to otherwise, all references to
debt in this report is to the debt net of sinking funds.

Total Provincial Debt

The total debt of the Province of British Columbia
increased from $28.8 billion in 1996 to $29.3 billion in 1997.
Exhibit 4.3 shows the actual total provincial debt for the
19 years ending March 31, 1997, and the amount projected
in Budget "97 as at March 31, 1998,

The total debt of the Province is composed of amounts
borrowed for the operation of the central government (direct),
for the warehouse borrowing program, for government agencies,
and for third-party debt guaranteed by the government.

BN RS i

Total Provincial Debt
Total debt for the 20 years 1979 to 1998 (3 Billions)

b b e A R R b L e I e S e e b
Soeeve: The Pubhc Acoogrts; Minmory of Finance and Corporate Betztions, Debt h'd'.:llil:"'ﬂf': Branch
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Dretails of gross and net debt as at March 31, 1997 (3 Millions)

Sinking Funds
Cross & Unamortized Met
Debt Discounts Debt
Direct debe of Consolidated Revenue Fund 12,199 1,168 11,031
| )
Debt of Warchouse Borrowing Program 100 o 100
100
Diebt of governmaent agencies'
BC Transportation Financing Authority 928 Fi o
Britsh Columbia Assessment Authonity 3 i} &
British Columbia Buildings Corporation B3 147 736
British Columbia Ferry Corporation 722 a7 685
Britigh Columbia Housing Management Commission a1 o 41
British Columbia Hydro and Power Authority 8724 1,247 7 AT
British Columbia Lottery Corporation 4 i} 4
British Columbia Railway Company 424 12 412
British Columbia Systems Corporation 39 20 19
Bricish Columbia Transic 1,854 3146 1,558
Capital Project Certificate of Approval Program 173 1 172
Columbia Power Corporation 51 i} 51
Columbia Basin Trust 48 1] 48
Educational Institutions 2,005 475 1,530
Irnprovernent Diswricts 4 1 3
Liquor Distribution Branch 3 0 3
Pacific National Exhibition 3 0 i
Paific Racing Association [ 0 [
Provincial Rental Housing Corporation m 0 11
Regional Hospital Districts 2,022 S07 1415
School Districts 3,455 666 2,789
Victoria Line 2 0 2
17,972
Third-party guaranteed dobt' 228
Total provincial net debt’ 29,331
"Debe of government agencies and third-party guaranteed debt is extracted from the audited accounting
records of the Ministry of Finance and Corporate Relations as at March 31, 1997, where possible, and
otherwise is taken from the most recent financial statements of the agency.
*Debe includes regular borrowings, notes payable, capital leases, mortgages, and minority interests.
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Exhibit 4.4 shows a breakdown of direct, warehouse, agency,
and third-party guaranteed debt as at March 31, 1997, Total
provincial debt at that date was $29.3 billion, and consisted
of the $28.0 billion in debt reported in the Summary Financial
Statements, together with $1.0 billion in additional debt of
“government enterprises,” $0.2 billion in third-party guaranteed
debt and 50.1 billion in debt of the 5.U.C.H. sectors.

Two important indicators of trends in provincial debt are
“debt per capita” and “debt to revenue."”

Debt Per Capita
As a performance indicator, the debt per capita shows
the average amount of provincial debt owing by each British
Columbian. It is calculated by dividing the total debt of the
Province by the population of the Province.

Each British Columbian’s share of the provincial debt
decreased from $7,647 to 57,609 between 1996 and 1997, This is
the first year that debt per capita has decreased since 1990. The
explanation for this is that the rate of increase in population is
higher than the rate of increase in debt. Exhibit 4.5 shows the
debt per capita for the five years ending March 31, 1997,

Exnibit 4.5

Debt per Capita
Average share of provincial debt of a person fiving in British Columbia, 1993 to 1997

57,609

a,r a0

3,000
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Another frequently used trend indicator is debt to revenue.
Calculated as the ratio of debt outstanding at yearend compared
to revenue from all sources for that year, it indicates how many
years of revenue it would take to repay the provincial debt.
Comparing this ratio for the 1995 /96 fiscal year (94"%) to that
of the 1996,/97 fiscal year (94%) shows that during 1996,/97
the rate of increase in debt was the same as the rate of increase
in revenue,

The total revenue figure used in calculating the above
ratio is approximately $1.2 billion larger than that used by the
government to arrive at its 97.7% ratio. The $1.2 billion reflects
additional revenue generated by the 5.U.C.H. sectors.

To understand why debt has been incurred, it is useful to
understand both the use and source of borrowing. A statement
of changes in debt should explain why and from whom the
Province has been borrowing.

Total debt of the Province increased by $555 million
during the 1996,/97 fiscal year. One reason for this increase
could be the financing of the annual deficit of the government.
In addition, a government may borrow to finance capital asset
acquisitions, new investment and lending, or simply to have
funds available for future needs.

Exhibit 4.6 shows the annual change in total provincial
debt compared to the annual deficit. The increase in debt is
almost the same as the annual deficit for 1997, In addition to
borrowing $555 million during 1997, the government also drew
down 5795 million of funds it borrowed and kept unused
{warehouse borrowing). Warchouse borrowing increased the
total debt during 1996, but was not put to use until 1997,

Exhibit 4.7 shows the increase in provincial debt, providing
a breakdown of the changes in direct debt, warehouse debt,
government agency debt, and third-party guaranteed debt
during the 1996,/97 fiscal year. A complete statement of
changes in debt would include a listing of the sources and
uses of current borrowings, such as debt repayment, financing
of annual operating deficit, lending, warehousing, and capital
spending. During the year, 5206 million of debt was removed
as a result of the defeasance of debt of the Greater Vancouver
Sewerage and Drainage District and the Greater Vancouver
Water District. As discussed last year in our report, the debt
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2L

Deficit Compared to Debt
Annual deficit (surplus) compared to the anpual increase in total provindial debt, 1993 to 1997 (' Billions)

35
30

Sonirce The Public Asounin Defica |y,.rpl_1.: F.F.m.-q hawe been reatated to conform 1o the entey bk wied in thid Fepo

was transferred from the Province to the Municipal Financing
Authority. The government has started annually providing
some information about changes in debt. We encourage it to
continue, and to improve, the reporting of those changes.

Financial Well-being of the Province

As more money goes to pay the interest on debt, less
money is left over to pay for government programs such as
health care, education, and social services. This “crowding out”
effect can seriously hamper fiscal decision-making and become
an obstacle to government meeting its program objectives.
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Exhibit 4.7

Changes in Total Provincial Debt
Detailed fist of change in total pravincial debt in the 1996797 fiscal year ($ Millions)

Saurce: The Public Accounts; Mevatry of Fnance and Corporate Relances, Debe Management Branch
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The government would like to pay the lowest amount
possible for interest on debt. One of the programs used for
this efficient management of the debt is called “warehousing.”
Warehousing involves borrowing money before it is required
and investing it, preferably at a higher rate of interest, until it
15 needed. Warehousing is most effective when the government
expects borrowing costs to increase in the near future. This
could be due to rising interest rates or to potential instability
in borrowing markets which could make it difficult to obtain
funds when required.

At the end of the 1996,/97 fiscal year, the government
had $100 million in warehouse debt (in 1995 /96 it was
$895 million). The Summary Financial Statements of the
Province show the warehouse debt liability and its associated
investment assets separately. This accounting treatment is
appropriate because of the potential risks associated with
a possible decrease in the market value of the temporary
investments purchased using warehoused monies and,
we think, should be continued. Though it is included in the
Province’s total debt, the warehoused debt is not included in
calculating the taxpayer-supported measures and indicators.
We agree with the government that it is appropriate to adjust
for the warehousing debt, its borrowing cost, and any income
it earned while awaiting its final use. This treatment ensures
that measures taken by the government to reduce the cost of
borrowing are reflected accurately by the Province’s taxpayer-
supported debt indicators.

Two indicators of the Province’s financial well-being are
the “interest bite” and “debt to Gross Domestic Product.”

The interest bite shows how much of each dollar of the
Province’s total revenue is used to pay for debt servicing costs.
It is a ratio, calculated by dividing the total cost of borrowing
into total revenue. Should an increasing portion of the revenues
of the Province be used each year to pay interest on debt, less
money would be left to provide services to taxpayers. Thus,
the interest bite gives an indication of the fiscal flexibility of
the Province.

We calculated the interest bite of the Province to be
approximately 7.8 cents in 1997 (compared to 8.6 cents in
1996). This means that the rate of increase in revenue has
been higher than the rate of increase in debt servicing costs.
The government has reported the interest bite for 1996/97 as
8.0 cents per dollar. The slight difference is due to accounting

for the S.U.C.H. sectors.
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Debt to Gross Domestic Product

The Province’s ability to service its debt relates primarily to
both its economy and the magnitude of its debt. Gross Domestic
Product (GDFP) is a calculation of economic production. The debt
to GDP indicator compares total net debt outstanding at vearend
to the annual GDP of the Province. Exhibit 4.8 shows the total
net debt of the Province as a percentage of GDF for the 20
vears ending March 31, 1997.

The debt to GDP ratio has increased by 0.1% between
1996 and 1997, which shows that debt increased at a slightly

faster rate than the provincial economy grew during the
1996 /97 tiscal year.

Debt to Gross Domestic Product (GDP) Rano
Provincial debt as a percentage of GOP in British Columbia, 1978 to 1997

0 ~ - - v - -
1976 79 80 §1 82 83 B4 B85 86 87 8% B9 90 91 92 93 94 95 96 97
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Cost of Debt Servicing

Conclusion

The cost of debt servicing, or the Province's cost of
borrowing money, represents the interest paid on debt plus
incidental costs associated with the administration of debt,
less investment income from sinking funds.

The Summary Financial Statements for the 1996/97
fiscal year reported the annual debt servicing expense as
$2,219 million (compared to 52,352 million in 1995/96). This
is not, however, the Province's total cost of debt servicing
because it does not include government enterprises and the
5.U.C.H. sectors. By adding these costs to those reported in
the Summary Financial Statements, the total cost of debt
servicing would be $2.416 million in 1996,/97 ($2,636 million
in 1995/96).

We are pleased to note that the government intends to
continue to report on the public debt, disclosing key measures
and indicators on debt. However, we are disappointed that the
Debt Statistics 1996,/97 report was not published along with
the Public Accounts, as in prior years.

We believe that there is still room for improvement
in the reporting of changes in debt. We also believe that
the government should provide a better explanation of
assumptions to support its new financial management plan,
and discuss contingencies should significant assumptions
fail to be realized. As well, reporting of debt for joint ventures
and other alternative financing methods should reflect the
substance of the transactions.

< > 9
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In this section, we highlight financial information to
provide a background to, and serve as a point of relerence for,
our comments on the state of the Province’s debt and deficit.
We include these comments in keeping with the direction
provided by section 11(1) of the Auditor General Act.

In the 1995/96 fiscal vear, the government expanded the
composition of the summary reporting entity to include health
care organizations, regional hospital districts, universities,
colleges and institutes, and school districts. It also changed
its accounting policies to phase in capitalizing tangible capital
assets and amortizing them over their useful lives.

In the 1996,/97 fiscal year, the government reversed its
position and decided to exclude those bodies referred to
above from the summary reporting entity. And, although
tangible capital assets are still being capitalized in the
Provinee's financial statements, the government revised
its capitalization schedule in 1996/97 and postponed the
recording of infrastructure assets and acquired land held
by the Consolidated Revenue Fund.

Financial data are taken from the summary level financial
statements included in the Public Accounts of the relevant
years. To provide consistent bases for comparison between
the last five vears, financial results of 1993 to 1995 have been
restated to take into account subsequent changes in government
accounting policies.

As in previous years, financial data are not adjusted for
changes in the Consumer Price Index (CPI). Population figures
are from statistics as at July 1 of each year. Otherwise, all
“year” references in this section apply to the fiscal year ended
March 31 of the year noted.

The Auditor General’s Report on the 1996/97 Summary Financial
Statements of the Province contains three reservations. This means that,
to understand the Province's financial results for that year, the reader
should consider information from the Summary Financial Statements
together with marters referred to in the Auditor General's report on those
scatements. For the purpose of this section we have adjusted the 1996/97
Summary Financial Statements to reflect the effects of these reservanions,
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In its 1997 Budget, the government committed to reducing
the deficit and moving to a balanced budget by 1998,/99. The
government reported that a slower-than-expected economic
growth of 0.5% in 1996 (down from 2.7% in 1995) and a
shortfall in revenue from the natural resources sector were
two of the factors causing a deficit for the year. For 1997, the
government projected an overall economic growth of 2.2%,
resulting in some 40,000 new jobs in British Columbia. On the
basis of these expectations, the government is setting as its
1997 /98 target the goal of reducing its deficit by about half of
what it was in 1996,/97.

Taxes remain the most significant source of revenue for
the government of British Columbia. Last year, they accounted
for 55 cenis of every dollar of the provincial revenue. Compared
with all other taxes, personal taxes have had the highest dollar
increase over the past five years, increasing by $1,077 million,
or 25.6%.

For the year 1997, the largest percentage increase in
revenue by main source was in “natural resources.” These
increased 7.8% from 52,478 million in 1996 to $2,671 million
in 1997.

Exhibit 5.1 shows total revenue of the Province in each
of the years 1993 to 1997, Taxation revenue has increased
significantly from $10,135 million in 1993 to $13,463 million
in 1997, Expressed in other terms, this means that the average
taxation revenue generated by each resident of British Columbia
(per capita revenue) has increased from $2,915 in 1993 to $3,490
in 1997,

The revenue category referred to as “other” includes all fee
and license collections, earnings from investiments, contributions
from government enterprises, recovery of monies from sources
outside government, and some miscellaneous revenue.
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Revenues, 1993 to 1997
Total (§ Billions) and per capita revenue by main sources over the past two years

Exhibit 5.1

S-uur:r';'l'il Pubdlic Adcaunty [f:hl.l.l'.nuldtl Fer Financial Fgoeey, Stativtes Cimada For popolition matngies 55 48 july 1
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Exhibit 5.2 shows the rate of change in revenue over the
last five years by main sources, The base year in this exhibit
is 1993, Revenue for each main source in the four years that
follow 1993 has been shown as a percentage of the base year.
Matural resource revenue has grown significantly over the last
five years. During the same period, contributions from the
federal government show a gradual decline,

Exhibit 5.3 shows the taxation revenue by source over the
five-year period from 1993 to 1997, and the ratio of revenue
from each of the major taxation sources to the total taxation
revenue of the Province.

Exhibit 5.2

Change in Revenues, 1993 to 1997
Rate of change in revenue by main sources, over the past frve years (1993 = 100)

-
B, | N oy e N e e =

S

e
=

180
160
o
120

100 |

Sowor The Publ Arcoursss [restated)
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The government collects taxes from many sources.
The most important of these taxes include those relating
to personal and corporate income, property. and sales. In
the figures presented in Exhibit 5.3, the taxes denoted as
coming from property include residential, business, and rural
property taxes. The social services tax is more commonly
known as the provincial sales tax. The "other” source includes
property transter, fuel, tobacco, and insurance premium taxes,
in addition to hotel room, corporation capital, and horse
racing taxes.

Exhibit 5.3

Taxation Revenue, 1993 to 1997
Total, and percentage of total, taxation revenue by source over the past five years (' Billions)
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Exhibit 5.4 shows the rate of growth in major categories
of taxation revenue compared with the rate of growth in the
Province’s Gross Domestic Product (GDT) over the years 1993
to 1997. The GDP is used in this exhibit as an indicator of the
Province's economy. As in Exhibit 5.2, 1993 is taken as the
base year for the comparison. The GDF data are for each
calendar year ended in the respective government fiscal year.
Significant growth in corporate taxes over the last five years is
clearly evident in Exhibit 5.4.

Exhibit 5.4

Change in Taxation Revenue, 1993 to 1997
Rate of change in taxation revenue by major categories, compared to Gross Domestic Product (1993 = 100)
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Source: The Public Accounts [resated)
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Expense

Exhibit 5.5 shows the Province’s total expense from
1993 to 1997, Expense is divided into five groups based
on “functions.” The three major functions—health, social
services, and education—are shown separately. Transportation,
protection, and economic development functions are grouped,
as are the general government, debt servicing, and all other

Exhibit 5.5

Expenses, 1993 to 1997
Total (3 Billians), percentage of total, and per capita expenses by function group

-— - _ e -

Sowrce: The Public Accounts (restated)
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functions. Exhibit 5.5 also provides information on average
expense per resident of British Columbia (per capita expense)
in each function group. For each group, the percentage of
expense in that group to the total government expense is
also shown.

In each of the last five years, health, education, and social
services combined have accounted for an average of 68% of the
total expenses of the Province:

» Health costs have increased from $6,315 million in 1993
bo 57 439 million in 1997, an increase of 17 .8%.

» The cost to the Province of educating our students has
increased from 55,335 million in 1993 to 56,347 million in
1997, an increase of 19.0%.

s The cost of social services has increased from 52,388 million
in 1993 to 53,100 million in 1997, an increase of 29.8%.

In the same five-year period, the Province's population
increased by 11.4% from 3.5 million to 3.9 million, and its
GDP grew by 19.5% from $86,698 million to $103,631 million.

Exhibit 5.6 shows the rate of change in per capita expense
over the last five years for social services, education, and
health. To show the change over the five-year period, the per
capita expense in each category has been indexed to the year
1993, The expense is in actual dollars and has not been
adjusted for inflation. However, the British Columbia CPI is
plotted in Exhibit 5.6 to show the general increase in prices
in the Province, indexed to 1993, for comparison.

The consolidated net expense (known as the annual
deficit) of the Province —the excess of expense (operating
and capital) over revenue—is an important indicator of the
Province’s financial performance. The annual deficit for
1997 was $594 million, or 2.4% of the year’s total revenue
of $24,388 million. The accumulated deficit of the Province
—the total of all government deficits and surpluses to date—
amounted to $6,774 million at the end of the fiscal year 1996,/97.

In addition to debt and accumulated deficit, a third
financial indicator is also prmrided in the financial statements:

net labilities.
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Exhibit 5.6

Change in E:-:pensﬂ 1995 o 1996

Rate of change in per capita expenses for social services, education, and health, and in the Consumer Price
Index (1993 = 100)

------------------------------------------------------------------------------
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The term “net liabilities” represents the difference between
total liabilities and financial assets. In order to pay liabilities
when they come due, the Province may have to finance this
difference by ensuring that future operating revenues exceed

expenses (i.e., there is a surplus), borrowing funds (i.e.,
ammﬂngaddlﬁmal debt), selling off assets, or undertaking a
combination of these. The net liability amount is an indicator
of the Province’s financial indebtedness,
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Exhibit 5.7 ..

Accumulared Deficit, 1993 to 1997
Accumulated deficit over the past five years (§ Millions)

Year ended March 31 1993 1994 1995 1996 1997

Accumuluced deficic, beginning of year  [3644)  (5061)  (6.025)  (5919)  (5180)
suph (deict) foryer 87 @en  ws gy
Accumulated deficie, end of year (5061)  (6025)  (s; (6,08 6,774

Souree The Public Acoosssts { restaned]

Bl s

Accumulated Deficit and Net Liabilities, 1993 to 1997
Comparizon of accumulated deficit and net habilities at the end of the past five fiscal years (§ Billions)

1993 1994 1995 1996 1997

B et viabiivies
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Exhibit 5.7 shows changes in British Columbia’s
accumulated deficit over the past five years.

Exhibit 5.8 provides information on the accumulated
deficit and net liabilities over the past five years. During
this period, the accumulated deficit increased by 31.3% from
£5,161 million in 1993 to $6,774 million in 1997, and the net
liabilities increased by 36.2% from $14,083 million in 1993 to
$19,182 million in 1997,

Exhibit 5.9 shows the rate of change in the Province's
GDP compared with the rate of change in accumulated deficit
at each fiscal year end, 1993 to 1997, indexed to 1993, During
the last five years, the accumulated deficit increased by 31.3%,
compared to the GDF, which increased by 19.5% and the
population by 11.4%.

Exhibit 5.9

Accumulated Deficit and Gross Domestic Product (GDP), 1993 to 1997
Rate of change in accumulated deficit and in GDP (1993 = 100)
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Exhibit 5.10 shows the annual result of operations compared
to the growth in the provincial economy represented by the
percentage change in GDP from the previous year. There was
a 19.5% growth in the economy from 1993 to 1997, In the same
period, the annual result of operations of the government
improved from a deficit of 51,517 million in 1993 to a deficit of
$594 million in 1997.

Public Debt

The Province has been borrowing in the capital market
for three purposes: first, for its own current needs; second,
for its own anticipated needs in the future; and third, to lend
funds through its Fiscal Agency Loan Program to various
government and other public sector entities. Entities receiving
funds through this loan program, and which will repay these

Exhibit 5.10

Annual Surplus ( Deficit) and Gross Domestic Product (GDP), 1993 to 1997
Annval deficit compared to percentage change in GDP for each of the past five years
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funds through their operations, include British Columbia
Railway Company, British Columbia Hydro and Power
Authority, Greater Vancouver Sewerage and Drainage District,
and the Greater Vancouver Water District.

Further comments on the provincial debt can be found
under “Provincial Debt: Comments on Its Reporting” on
page 57.

Exhibit 5.11 shows the amount of public debt, including
amounts borrowed by the Crown enterprises included in
the government reporting entity from sources outside the
government {not recorded in the Summary Financial

Total Publhic Debt, 1993 to 1997

Debt by category, including debt not recorded on the summary balance sheet, over the past five fiscal years
{(§ Billions)

1993 1994 1995 1996 1997
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Statements), at March 31 for each of the years 1993 to 1997,
Cruring the last five years, the total funds borrowed by the
Province increased from $23,399 million in 1993 to

$29,331 million in 1997, an increase of 25.4%.

Exhibit 5.12 shows the balance of monies borrowed for
government “operating purposes” at the end of each of the last
five years, compared with the accumulated deficit balances at
the same dates.

Exhibit 5,12

Operating Debt and Accumulated Deficit, 1993 to 1997
Comparisan of public debt used for operating purposes” and the accumulated deficit at the end of each
of the past five fiscal years ($ Billions)

See h'rg:l‘;lightl.'d explanation abowve,

Soirce. The Publs Accoists (restated)
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The Province’s debt for operating purposes exceeds the
accumulated deficit. In addition to financing its operating
deficits, the government uses borrowed funds for other
purposes, such as purchasing or developing tangible capital
assets or financing increases in temporary investments.

> S D
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internal control
and other reviews

Introduction

“Control comprises those elements of an organization
(including fts resources, systems, processes, culture,
structure and tasks) that, laken logether, supporl people
in the achievement of the organization’s objectives.”

Thee Criteria of Control Boars], Canadian Institute of Chartered Adccoundants

Reliance on effective controls—those established by
management to support the success of the organization—
make eminent sense to an auditor. Reliable controls provide
the auditor with the confidence that a risk of errors occurring is
low, and that if they occur they will likely be detected quickly.
In an environment such as this, the auditor can usually provide
his or her audit assurance with less detailed testing of individual
transactions. This is the essence of an efficient audit.

In our financial auditing, we have moved increasingly
away from extensive and costly transaction-based examinations
to more focused, risk-based evaluations. We have been able to
do this where we note that government places appropriate
emphasis on controls, including those over resources, systems,
processes, organizational culture, structure, and tasks.

Only by constantly familiarizing ourselves with all aspects
of government’s business, and methodically assessing the risk
of errors occurring and the effectiveness of controls to prevent
and detect errors, are we able to determine how much we can
rely on controls. Both maintaining sufficient knowledge of
government’s business and evaluating controls are therefore
integral parts of our financial auditing. In this section we
report to the members of Legislative Assembly and the
public on matters of interest resulting from these tasks.

This year we again comment on a topic that has
significant control implications for years to come. [t is:

New Corporate Accounting System:
Update ... ... page 95

1997/;98 Report 2;: Report on the 1996797 Public Accownis

93



Awdriter General of British Colwmbia

We also include three reports of our specifically planned
review of controls in ministries. These are:

Government Financial and Other Information

Systems, and the Year 2000 Deadline ............ page 105
Corporate Human Resource Information
and Payroll System . ... ..o o ool page 141

Forest Credit Management Review
(Ministry of Forests) ............c000iiinnrnaan, page 155

This year we also reviewed, at the request
of Legal Services Society, several issues related
to the Society’s operations. With the Society’s
consent, we reproduce here the executive
summary of matters we reported to the
management of the Society ......................page 177
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new corporate accounting
system: update

This is the fifth consecutive year in which we have
reported on the Corporate Accounting System (CAS). This
report covers a 12-month period up to November 1997,
Druring this time, an improved version of CAS (version 2.0)
was implemented and twice upgraded (versions 2.1 and 2.2).
Also, five new ministries and agencies implemented CAS,
However, no significant new accounting functions have been
added since our last report. Accordingly, for this update, we
did not carry out any new testing, but rely on interviews with,
and documents provided by, CAS and ministry staff.

In our last report on the Public Accounts, which was
issued in April 1997, we again expressed concern over the
slow progress in the planned replacement of the Central
Batching System (CBS) with CAS. The old system, as we
noted then, requires technology that will soon be obsolete.
It also cannot handle transactions dated 2000 or beyond.

Although CAS accounting functions have not been
changed, CAS project management has taken significant
steps in the past year to reduce the serious risk of failure
in the Province’s accounting and reporting capabilities—

a concern that we have raised repeatedly. While the entire
CAS project is estimated to require another three to five years
to complete, continued improvements and the government's
awareness of the date rollover problem have made the new
system an especially attractive alternative to the CBS. While
significant work remains to be done, CAS appears to have
laid the foundations to become an effective corporate
accounting system.

1997/98 Report 2: Report on the T998/97 Public Accowants
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The CAS project was approved to go ahead in 1959.
It was to develop an accounting, reporting, and financial
management system to record and process the government’s
financial transactions and produce financial reports. When
completed, it will include five fully integrated modules:
general ledger, accounts receivable/ revenue, accounts
payable/purchase order, asset management, and project
cost management. Originally, CAS was to use the Walker
Integrated Interactive software, which had the capacity to
cope with the varying programs and system structures at use
within government ministries. The general ledger and accounts
payable modules currently in operation use this software.

Developed in 1978, the CBS is a collection of custom-
written programs that are used to process expenditure
transactions, make payments, and update the government’s
general ledger. The CBS is obsolete and cannot cope with dates
of 2000 and beyond. As a short-term solution, development of
an interface between ministry financial systems and CAS was
approved, with the expectation that eventually all ministries
will implement CAS as a long-term solution. This interface
system will also provide a long-term solution for those ministry
systems, other than financial accounting, which are required
to interface with CAS. An immediate priority of government,
therefore, is to ensure that all ministry systems are compatible
with, and able to use, the “CAS Generic Interface” before
April 1, 1999,

While much of CAS focus has been on preparing for
the year 2000, work has also continued towards bringing the
system to all of government.

Exhibit 6.1 provides a summary of the system conversion
over the past number of years.

Developments Since Our Last Report

As we noted last year, an internal report on the CAS
initiative, referred to as the "CAS Independent Review,”
was released in October 1996 and forwarded to the CAS
stakeholders for comments. Four of the significant
recommendations were to; replace the CBS through the CAS
Generic Interface; reduce the scope of the current phase
of the project; develop a flexible plan for implementation in
the remaining ministries; and complete detailed business
require:‘nenl:s for all ministries,
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Exhibit 6.1

Corporate Accounting System Conversion

Ol Central Oid Fenancral
Lha
MlEres Dres Ear II'II_.'_ Lereral S LAl EFAERTS

Interface
L

A il"l'.ll'l'."'.
Interface

| SO e e i iy e s
: e .

i'h.t-r—'i- : !- 3

: .,:.- .

Marn-plol Oold

BMinistres Interface

Financial

PFrlot

&
Mirnttre

Ratch

Minasiries

5 Walker
LsEneri I

AL o unts Li 'I"'-"'

Payahble

COin-=line
s b

s |

| | Ministr j 'Y
ﬂ&ﬂ =0 it e LN A R |

= 3 =
J i

W, W S e i =

Source: Infarmation abtained from the L-’.‘.‘r wetiatrve office

g9 708 Repart 2: Report on the 1996,;97 Public Accowmnts



A wditer G eagral af Briprisgh Coluwmbiag

= Implementing the CAS Generic Interface

Development of the CAS Generic Interface has been
completed and the project is currently in the refining and
testing stage. Implementation for this critical application is
set for April 1, 1998, when it will effectively replace the CBS.

However, although CAS programs are certified to be
Year 2000 compliant, this is not the case for all programs
throughout government that will provide input to CAS.
The interface will reject all transactions that are not Year
2000 compliant, and it is therefore the responsibility of the
program owners, the ministries and government agencies,
to work with the CAS staff to ensure all programs will
interface successfully. Information about preparations for
Year 2000 appears on page 105 of this report.

= Reducing the Scope of CAS

In keeping with this recommendation, CAS
management halted work on non-critical areas and
concentrated instead on stabilizing CAS and developing
the CAS Generic Interface. The new version of CAS has
stabilized operations and improved the accounts payable
and general ledger modules and the commitment and
reporting capabilities. The subsequent upgrades included
improved access and search criteria for the vendor files,
a redesign of the payment processing function, and the
introduction of a chart of accounts and budget loading
component. The latter allows user ministries to create a
chart of accounts and budgets (using Microsoft or similar
software) and load it into CAS.

= Developing a Flexible Implementation Plan

When we reported in April 1997, CAS had been
implemented in six ministries and government bodies. At
that time, the government planned to implement CAS in all
ministries before April 1, 1999, Currently 11 ministries and
government bodies are using CAS. While the government
anticipates that CAS will be implemented in the majority
of the remaining ministries by April 1, 1999, that is no
longer essential to do, because of the development of the
CAS Generic Interface.

= Completing the CAS Business Plan

In February 1997, the CAS Executive Steering Committee
approved a multi-year CAS business plan. One of the key
priorities identified in the business plan was to define users’
business requirements and endeavour to meet them. During

1987798 Report 2: Report onf the 199697 Public Accownly



A wditor G eneral n-f B ritigh Colwmbia

Phase Il of CAS

1997, CAS personnel have been working with the ministries
to achieve this. The project is currently moving towards
providing additional functions required by the Forests

and Transportation and Highways ministries in order to
implement the system by April 1, 1999, A Request for
Proposal has been issued which includes project accounting
and expanded commitment management functions, both

of which are important to these ministries. The Request for
Proposal also includes asset management, which is important
for government's move towards capitalization of assets.

In October 1997, a Request for Proposal was issued to seek
developers for the next phase of CAS. This phase will bring
in project accounting, additional commitment management
features, and asset management. At the same time, it will
provide a foundation for the functions to be added in the next
phase, and the integration of the whole. The goal is to increase
the available accounting functions that the system can offer
users, and to bring the system a step closer to the original
strategic objectives of CAS. A prototype version of Phase 11 is to
be available by June 30, 1998, as the Forests and Transportation
and Highways ministries must make a decision by then about
whether they will implement CAS as their accounting system
or modify their existing systems to make them Year 2000
compliant. Exhibit 6.2 provides an overview of the progressive
approach to configuration and implementation of the system.
It shows the current high level model, and a suggested Phase
Il scenario anticipated to take place by June 30, 1998.

Developers of Phase Il will not be restricted to the Walker
Integrated Interactive software. However, neither will the
current CAS/Walker software be immediately displaced by
another application. CAS/Walker is a stable environment
capable of processing current and expected volumes of
transactions, and its use will continue for reporting,
consolidation, and payment requests.

Update on Concerns Raised in Our Previous Report
CAS Generic Interface

In our last report we recommended that work should start
immediately on the interface in order to ensure that it would
be fully developed, tested, and operational before April 1,
1999. As noted above, this interface has been developed and is
currently being tested. It is scheduled for full implementation
on April 1, 1998,

1892,/98 Report 2: Reporlt on the T996/,97 Public Accowanisy =T



100

A W& L e s # n #F F a i & f - R S U | L &2/ v m B | @

Exhibit 6.2

Phase |l Prototype - High Level Model
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Long-term Funding

In our previous report we also recommended that a long-
term funding arrangement be sought, to allow uninterrupted
financing for the project. Given the short time frame proposed
to complete the project, and the request for proposal issued in
October 1997, availability of adequate funding remains a concern.
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Exhibit 6.3 ...

Ee] e T T s L e L L L LT PErea

CAS Business Plan - Multi-year Corporate Funding Projections
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Sourre; CAS Inmative office

------------------------------

Total funding for this project to March 31, 1997, is over
$40 million. Approximately $11 million has been approved for
the 1997 /98 fiscal year. Funding for this project covers normal
operating costs of the CBS and CAS, as well as development,
procurement, and implementation costs,

Exhibit 6.3 sets out an estimate of the remaining cost of
implementing a fully functioning CAS across government.

We recommend that continued strategic planning and
monitoring of the successive development phases of the
Corporate Accounting System be undertaken, and that
improvements to the government’s accounting, management
and control systems be adequately funded on a long-term basis.

P D @
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The recommendation made in the section of this report
titled New Corporate Accounting System: Updale is listed below
for ease of reference. It should be regarded in the context of

the report.
The Office of the Auditor General recommends that:
w Continued strategic planning and monitoring of the successive
development phases of CAS be undertaken, and Hhal improvements

te the government’s accounting, management and control systems
be adequately funded on a long-term basis.

> o D
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response of the ministry of finance
and corporate relations and
CAS executive steering committee

EERdddddbbrnEEERRTTEY

Because of the significant effect that the CAS Initiative continues
te have on government financial accounting processes and reporting,
it is critical that it remains accountable fo its govermment-wide
stakeholder community, and that it be effectively monitored by executive
representatives of this commmunity, as well as independently, by the
Office of the Auditor General. We are plensed to report that the inter-
ministry CAS Executive Steering Committee is actively managing the
project and supparts the overall direction.

The current report on CAS by the Office of the Auditor General
represents a well-informed and objective review of the status of the
Initiative, and a positive commentary as to how past problems have
beent addressed, As stated in e report, the Initiative has achicoed
considerable progress since the previous review, by stabilizing its
operational components and extending its application to 5 additional
ititeiEnigencea tn Te i ek, T clirdly M CAE SN e
imcluded in the report, howeoer, approxinately half of this amount
represents ongoing operational expenses of the corporate accounting
systems, which would have been expended in any event, with the
remaining lalf being true development,

As indicated, the next major hurdle faced by CAS is to eliminate
the Year 2000 business disruption threat to government's accounting
systems. The elimination of the old Central Batching System is on
target, and procurement of new software, to meet the critical business
needs of the ministries of Transportation and Highuways and Foresis
and provision of a government-wide Asset Managemen! facility are now
underway. Initinl implementation will concentrate on the Year 2000 risk
elinination in all corporate and ministry feeder systems by no later than
April 1999,

We wonld like to express our appreciation to the Office of the
Auditor General for their continued interest and positive revicte, amd
for their ongoing support to continued and assured funding which we
also feel is critical for the ongoing success of the CAS Imitiative.

e DD
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government financial and
other information systems,
and the year 2000 deadline

A review of the government's progress in preparing its financial and other information systems to
handle the Year 2000 problem

Review Purpose and Scope

The “Year 2000 problem™ has occurred because old
computer programs generally used only two digits to
identify the year. To reduce data entry time, storage space
and processing time, the century was not entered. Therefore,
when the programs must work outside the range of 1900-1999
in performing date-arithmetic operations, comparing date
fields, or sorting by date fields, the resulting calculations
could be wrong. The problem can exist in both mainframe
or microcomputer hardware and software and computer
firmware (application software embedded in a computer).

[f not corrected, the Year 2000 problem could mean
not only errors in calculations, but complete failure of some
government financial systems. The deadline for modification
before the Year 2000 depends on each system, but in most
cases the deadline will be March 31, 1999, as the government's
fiscal year begins April 1 and the changes need to be made
for the government's 1999,/2000 fiscal year.

As the auditors of government, we wanted to provide
assurance to the Legislative Assembly and the public that
wark to correct the Year 2000 problem is under way, and
that controls on which the government relies in safeguarding
public funds will not be jeopardized. This is our second in a
series of public reports commenting on how far along the
government is in making the necessary system changes. We
are planning to continue reporting on this important cross-
government issue in the coming vears. As time and resources
allow, we will include in our work in-depth reviews of
systems that are replaced or significantly repaired, to ensure
critical controls have not been put at risk. We encourage the
internal audit teams of each ministry to do likewise.

This year we conducted an overall review of ministry
systems affected by the Year 2000 problem, and looked in
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more detail at systems in six major program areas. Our review
was done between September and November 1997, and did
not include government agencies and Crown corporations.
Part 1 of this report summarizes our assessment of the progress
of government activities in resolving the Year 2000 problem.
Part 2 summarizes our assessment of work done by ministries
so far on six important financial systems.

Overall Assessment of the Year 2000
Initiative Across Government

1 &wr

98 Rapert

In the few years remaining, much of the Year 2000
work is still to be done. Many =significant financial and
other information systems within the ministries are not yet
Year 2000 compliant. As at October 1997, the list included such
systems as the social services tax system, the medical services
registration and premium billing system, the medical services
claims system, the system for Pharmacare, the forest timber
sales system, and the guaranteed income assistance system.
All of these are classified as “mission critical,” which indicates
their importance to the success of the government's operations.

In general, the government is proactive and has a good,
well-structured and well-organized approach to resolving the
Year 2000 problem. Already, based on the work done so far,
some applicabions are certified compliant. Others have been
renovated and are in the process of being tested.

Ministries should have all their systems Year 2(0K)
compliant by the start of one full business cycle before 2000.
This would allow time to address any unanticipated
difficulties before the critical date. For most financial systems,
this desirable deadline is the beginning of the 1998 /99 fiscal
year. However, the majority of ministries report that they will
not be Year 2000 compliant by then. The expected date for each
ministry to be compliant is shown in Exhibit 7.1.

Ministry plans to deal with the Year 2000 problem are
still being revised, as more systems are identified and risks
associated with them assessed. Many ministries have only
completed the first phase of their plan. This means that they
have assessed the situation with reference to risks associated
with each of their identified systems, and decided on the most
suitable course of action for each one or major component of
it. Renovation, repair, minor alteration, or “no action” are
common choices, though in some cases it may be more
advantageous to develop an intermediary system to enable
the existing one to cope with the problem until a more
permanent solution is found.
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minimize the risk of failure. Not many ministries have thought
to build a contingent condition in their plan to fall back on if
things did not work out as desired. There is a general
optimism that all which is planned will be done.

We recommend that, for the ministries planning to achieve
Year 2000 compliance in 1999, staffing and ﬁmn‘iug demands be
reassessed now, as it will be more difficult to secure appropriate
resources close to Jannary 1, 2000.

We also recommend that ministries secure access to
adequate testing tools and facilities soon to aveid delays
when their systems become ready to be tested.

We further recommend that, where it looks likely that the
Year 2000 compliance may not be achieved in time, ministries
place more emphasis on developing a contingency plan to
minimize the risk of failure,

Overall Assessment of Major Systems Reviewed This Year

We reviewed the progress in identitying and correcting
the Year 2000 problems associated with six major financial
systems. So far, projects responsible for these systems have
addressed the Year 2000 problem adequately. Following is
asummary of the progress for each system.

The Corporate Accounting System (CAS) is intended to be
the government’s main accounting, reporting, and financial
management system. The software used by CAS has been
certified Year 2000 compliant by the vendor and compliance
testing is expected to be completed by July 1998, A connecting
interface system has been developed and is being tested to
ensure it is Year 2000 compliant.

The Corporate Human Resource Information and Payroll
System (CHIPS) keeps track of human resource information
and leave entitlements, and processes government payroll.
The main application software used in developing CHIPS
is certified by the vendor to be Year 2000 compliant. The
environment within which CHIPS operates is not Year 2000
compliant. The expected date for Year 2000 compliance of all
components is September 15995,

The systems for social service tax of the Ministry of
Finance and Corporate Relations are used for the collection
and recording of this tax. Many of them need to become
Year 2000 compliant. To satisfy this with other management
information needs simultaneously, the ministry has initiated
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two separate projects. The *1999 Fixes Project” will act as a
contingency to patch the existing systems to prevent failures
due to the Year 2000. The “CTB21 Project” will replace existing
revenue systems with a Year 2000 compliant integrated system.
Work was about to begin on the contingency project in
November 1997, and a completion date of December 31, 1998
had been set.

The Harvest Database System of the Ministry of Forests
handles the calculation of stumpage billing and royalties
eamed from timber sales, A plan has been developed to make
this system Year 2000 compliant, and its implementation is
under way. The deadline set by the ministry for completion
of work is January 1, 1999,

The Claims System of the Medical Services Plan processes
over 90% of the billing for services of British Columbia’s
physicians and other health care providers, A plan is in place
for this system to be Year 2000 compliant by March 31, 1999,
In November 1997, the system’s conversion was on schedule
and financial and human resources were believed to be
adequate for meeting the completion deadline.

The BC Benefits Program Computer System of the Ministry
of Human Resources that processes payment of guaranteed
income assistance is not Year 2000 compliant. A plan is
established to address this problem, and the ministry has set
August 1998 as the deadline for completion of the work.

D S S
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Background

What Is the Year 2000 Problem?

Historically, computer programs made use of dates
represented by only two digits for the year. The century was
not entered. This was an important programming technique,
as it reduced data entry, storage space and processing time.
However, since these programs cannot differentiate between
year 1900 and 2000, incorrect results may be produced when
the programs perform date-arithmetic operations, compare
date fields, or sort by date fields.

To change all systems involving mainframe computers
and microcomputers so that they accept a four-digit year
format is an enormous task. Many of these “legacy” systems
are relatively old and are written in computer languages no
longer used by modern programmers. The scarcity of skilled
human resources to carry out the work is a world-wide concern
of governments as well as the private sector businesses,
Further complication arises because governments and private
businesses have to modify their programs while still using
them to support their current activities. These challenges are
often collectively referred to as the Year 2000 problem.

Why Is the Year 2000 significant?

The Year 2000 problem can result in errors in calculations
or the complete failure of some government financial systems.
For example, errors could be produced when dates are used
to calculate a person’s age for eligibility to a pension, health
care, or social assistance benefit. Or, if the field that signifies
the expiry date for data files is left blank, the program may
interpret the blank to mean the two zeros indicating the Year
2000, and wipe off irreplaceable data. The problem is further
complicated since some computer systems will not recognize
the Year 2000 as a leap year.

The deadline for modifying computer programs cannot
be changed. In most cases that means March 31, 1999, as the
ernment’s fiscal year begins April 1. Date conversion
should be completed in time to allow changes to be adequately
tested before the deadline.

The Year 200 problem extends beyond mainframe
and microcomputer hardware and software. Other types of
date-dependent devices are affected too. Within government,
every computing or electronic regulating device—for example,
building security systems, heating and air conditioning
systems, elevators, and office equipment such as printers,
photocopiers and fax machines—may all be affected. Of a more
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serious nature are the many process control systems used in
health care facilities. These include radiology equipment,
processing equipment, and other mission-critical hardware
components that use date-sensitive computer chips for
processing. Many of these may not be Year 2000 compliant.

To successfully resolve the Year 2000 problem, the
government must secure sufficient resources to allow ministries
to develop, implement and test solutions. Because the resources
tor this work may be scarce, it is important to make sure that
what resources do exist are applied to significant programs
first, It is equally important to be realistic and think ahead
about contingencies.

The Objective and Coverage of Our Review

While dealing with the Year 2000 problem, the government
must continue to provide its service to the public and maintain
appropriate control over its operations. Our responsibility is to
provide assurance to the Legislative Assembly and the public
that this work is being done without jeopardizing the controls
on which the government relies in safeguarding public funds,
and that the results of the operations will be properly
accounted for.

Owver the few years that it will take to resolve the
problem, we will focus on the progress of the ministries in
identifying and correcting this problem, especially as it relates
to financial systems. This year we surveyed all ministries to
gain a broad understanding of the progress. We used this
survey as the base for an overall assessment of the status of
ministry systems affected by the Year 2000 problem. In
addition to this cross-government assessment, we looked
closely at the work in progress in six specific program areas.
These are outlined in Exhibit 7.2.

Which specific aspects of the progress did we assess?

There is no shortage of information about the Year 2000
initiatives in Canada and abroad. A study of the literature
dealing with the Year 2000 problem highlights a number of
key issues that must be addressed. These are:

= awareness of the Year 2000 problem;

= assessments of risk;

= action planning;

= adequacy of resources allocation;

= strategies for testing, validation and conversicn; and
= monitoring of progress.
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Exhibit 7.2
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List of Information Systems Selected for Detailed Review

We looked at the work in progress en two corporate, two revenue, and two expenditure systems for their
compliance with the Year 2000

According to the government’s plan each ministry should
have completed the following activities at the time of our review:
» compiled an inventory of all components likely to be

affected by the Year 2000;

» analyzed the inventory and identified those components that
will be affected;

» performed an impact analysis, categorizing each system
according to its importance to the ministry and the Year 2000
exposure level;

= prioritized required work and developed a schedule
and budget;

» considered contingency plans;

» decided whether it was going to repair or replace affected
components; and

» ensured that any components it was considering buying are
Year 2000 compliant, and included a suitable clause in its
standard purchasing contract.

We sent a questionnaire to each ministry to survey its
progress in meeting these requirements. As needed, we further
contacted ministries to review the accuracy of their responses.
We designed our questionnaire to assist us in measuring how
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well, across government, the key issues outlined above have
been addressed. In addition to the survey responses we received
from each ministry, we collected information from the Chair
of the Year 2000 Implementation Task Force, ministry
representatives on the Task Force, senior management in the
ministries, and other Provincial Audit Offices. Where provided,
we also reviewed the inventory of systems prepared by each
ministry and the impact assessment for each system; the Year
2000 plan prepared by each ministry; and reports on Year 2000
compliance issued by other legislative auditors in Canada

and abroad.

Because this report does not result from an audit, we have
not expressed an audit opinion on the information we gathered.

How Is the Government Organized to Deal With the Year 2000 Problem?

In dealing with the Year 2000 problem, the government
has established the following roles and responsibilities:

= The Chief Information Officer has the responsibility of
overseeing government efforts to ensure systems are Year
2000 compliant.

= The Information, Science and Technology Agency is to
provide a corporate perspective on government Year 2000
activities.

= The Advisory Council on Information Management is to
collect Year 2000 testing and processing requirements on
shared platforms, and pass on the information to the
Information Technology Services Division.

= The Information Technology Services Division is to provide
the ministries with adequate testing and production operating
environments, along with available conversion tools.

= The Ministry Executive Financial Officers are to provide
leadership and take responsibility for Year 2000 initiatives
in their ministry.

= The Ministry Information Systems Branches are to carry
out initiatives to make all ministry systems (and forms)
Year 2000 compliant.

= Treasury Board is to provide fiscal advice and support to
ensure that ministry systems become Year 2000 compliant
in a imely manner.
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How does the Information, Science and Technology Agency
deal with its Year 2000 responsibilities?

The Information, Sclence and Technology Agency (ISTA)
is a central agency reporting to the Chief Information Officer,
with a mandate to improve government processes through the
better management of information and application technology.
Its role, with regard to the Year 2000 problem, is to recommend
an appropriate framework to ensure service to the public is not
disrupted and unwarranted expense to government does not
occur. In 1996, ISTA established a Year 2000 Implementation
Task Force (Task Force) to address all aspects of the problem
and serve as a primary contact for Year 2000 information
and support.

The Chair of the Task Force has responsibility for:

s coordinating government’s plans and activities for the
Year 2000,

» identifying cross-government common information
technology infrastructure,

« identifying tool requirements, and

« monitoring and reporting, through the Chief Information
Officer to government senior management, on overall
government progress in solving the Year 2000 problem.

A project coordinator from each ministry represents the
ministry in the Task Force. The Task Force members regularly

share information and lessons learned about their ministry’s
Year 2000 projects.

Since being established the Task Force has undertaken
the following inihiatives:
= A Year 2000 compliance definition has been adopted for
government.

s A government-wide inventory of computer applications has
been taken to determine the scope of the government's
Year 2000 problem (see Exhibit 7.3).

s A preliminary estimate of costs and workload was made.
(see Exhibit 7.4).

s A communication role has been assumed to make all
government personnel, employees, and Cabinet members
aware of the Year 2000 problem.

s A Web site “bulletin board™ has been established to
communicate Year 2000 information to all ministries.

s A uniform “date” standard was established.
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Exhibit7.3

Systems Affected by the Year 2000
Of all systems affected by the Year 2000 problem, approximately ome-third are mission critical

Source: Year 2000 Implersentatson Task Force

Exhibic 7.4 i

Estimation of Resources Required to Correct the Year 2000 Problem
The September 1997 estimates show the anticipated workload to be over 250 person-years ( Millions)

Source Year 2000 implemenmarion Task Force
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» Quarterly “Year 2000 Application Inventory Progress
Reports” by ministry have been issued.

» “Quarterly Task Force Reports” have been distributed
to senior management within government.

= Ways to achieve corporate economies on the purchase of

_ goods and services have been identified. The Task Force
coordinates Request for Proposal processes and evaluations
for Year 2000 tools that affect more than one ministry.

= Testing timeframes and schedules are being coordinated
between the Information Technology Services Division
and ministries.
The Task Force's role in raising awareness about the
Year 2000 problem in government goes far beyond the effects
on application software and includes:

s Embedded systems:
Some modern equipment used by the government
is controlled by computers which may have embedded
operating systems that will be affected by the Year 2000
date. This equipment is used for a variety of purposes,
and its failure could threaten public health, public safety
and the environment. Awareness has been raised within the
ministries. They have been asked for an assessment of the
costs to make their business equipment Year 2000 compliant.
Also, discussions have been initiated with British Columbia
Buildings Corporation to identify the scope of the problem
regarding the Year 2000 compliance of building-related
systems under its management.
= Microcomputer analysis:
A Master Standing Offer is being prepared to purchase
licenses for software that will analyze microcomputer
hardware and ministry applications for date-related problems.

= Small business impact:

Communication has been initiated with the Ministry
of Small Business, Tourism and Culture to raise Year 2000
awareness in the private sector.

= Risk management:

Initial steps have been taken to partner with the Risk
Management Branch to study risk management issues
related to Year 2000.
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» Legal issues:
Legal advice has been sought from the Legal Services

Branch of the Ministry of Attorney General to analyze
possible implications to government of Year 2000.

How does the Information Technology Services Division
deal with its responsibilities?

The Information Technology and Services Division (ITSD)
provides much of the government’s computer operations,
network, and security services, It is responsible for ensuring
that the mainframe computers and their operating software are
Year 2000 compliant. It must also provide ministries with an
adequate testing environment and proper conversion tools
when ministries are ready for them. Ministries need this
testing environment for two purposes. First, to test existing
systems when they become Year 2000 compliant; and second,
to test the purchased applications.

According to projections presented by ministries, the
capacity of the ITSD testing environment, which currently
meets ministries’ requirements, will soon become significantly
inadequate. The division recognizes that delays in correcting
and testing high-risk ministry systems could result in increased
cost and risk of failure. A Request for Proposal for increasing
the data storage infrastructure on the “MV5" testing
environment was put on hold by the government until
mid-December, resulting in a four-week delay in the
acquisition, The prospects of being unable to provide
adequate capacity on this ITSD testing environment, especially
when we know that 38% of mission-critical systems depend
on it, is alarming.

To ensure all purchased applications are Year 2000
compliant, the ITSD has been compiling a list of vendors
that supply both hardware and software products to the
government. Vendors are being contacted about the Year 2000
impact on their products. Some vendors have told the ITSD
that the delivery of their Year 2000 compliant products will
be late.
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Part 1. Assessment of the Year 2000 Initiative Across Government
Awareness of the Year 2000 Problem

Assessments of Risk

The Year 2000 problem is as much a managerial as a
technical challenge. For ministries with mission-critical
applications, success or failure will largely depend on the
quality of their program management and executive leadership.
It is important that ministry executives understand the impact of
the matter and commumnicate it to employees. In most
ministries, we found that awareness of the Year 2000 problem
had been raised at the executive, management, end user, and
systems developer levels. In many ministries, an Information
Technology Steering Committee provides executive support.

Overall responsibility for ensuring that government is
Year 2000 compliant has been delegated to the Chief Information
Officer, but at a ministry level, the Executive Financial Officers
are responsible for bringing their ministry applications up to
Year 2000 compliance.

The starting date of Year 2000 efforts varies across the
government. Provincial Treasury, where work began in 1985,
was the first to recognize the potential impact of the Year 2000
problem. Most ministries started their Year 2000 efforts in 1996,
However, for the four ministries that began in early 1997, little
time remains to address the problem.

An inventory and subsequent assessment of all systems
are necessary to allow sound decisions to be made on how to
achieve Year 2000 compliance. The inventory should capture
information on programs and their programming languages.
It should also state whether the program is custom-designed
or an off-the-shelf software; should list hardware with internal
clocks, archived data, and other date dependent equipment;
and should specify users of each application, including any
external users.

In addition to their own inventory, ministries should
inventory all external data exchanges as well. Even if a ministry
has made its own systems Year 2000 compliant, its operations
may fail if systems are contaminated by incorrect data entering
from external sources. The ministry may have to develop
appropriate filters to maintain the integrity of systems and
the data within them.
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Action Planning

We found that all ministries except two had completed an
inventory. Of those that had completed inventories, however,
not all had included lists of their off-the-shelf software and
most had not inventoried archived data and other date-
dependent equipment. Some ministries had also not identified
external users in their systems inventory.

Omee the inventory of systems was made, ministries should
have decided whether each system is Year 2000 compliant or
needs to be converted, replaced, or retired. The possible effect
of failure of each system must be established and verified.
Those systems considered most critical should then be given
the highest priority when scheduling the conversion effort. To
establish a conversion schedule and allocate resources, it is
essential to consider both the impact on the business if the
system fails, and the anticipated failure date.

All ministries, except three, have completed their risk
assessments for non-compliant systems, In ministries that
have completed risk assessments, three have not specified
anticipated failure dates.

Of the 658 systems identified as sensitive to the problem,
210 are considered high risk. Of these high-risk systems, 84 are
financial systems. At the time of our review, only 16 of these
financial systems had been made compliant (see Exhibit 7.5).

Our survey indicated that most ministries had informally
evaluated their vulnerability to external organizations that
have not modified their systems for the Year 2000 problem.
One ministry was in a process of analyzing its vulnerability,
and expected to be completed by January 31, 1998, Another
ministry was having the analysis conducted by a contractor.
Two ministries reported that they do not exchange any data
that would be affected by the problem.

Among the ministries that had analyzed dependencies on
data from external sources, four ministries had not yet contacted
the entities with which data is exchanged.

The complexity and scope of the Year 2000 problem
makes it crucial that comprehensive plans be developed to
deal with it.

In August 1996, the ministries were directed by the Chief
Information Officer to prepare a three-year plan to clearly
identify how they are addressing the problem. At the time of
our survey, all Year 2000 plans should have been in place. We
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Exhibit 7.5
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High-Risk Systems Sensitive to the Year 2000
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Source: Year 2000 Implemend dtion Tusk Farce Secomd Quarnerly Report, Oxaber 10, 1987
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found that three ministries were still working on their plans,
but expected to have them in place by December 1997,
March 31, 1998, and mid 1998, respectively.

Three other ministries with none or only a few high
priority applications sensitive to the problem had included
Year 2000 projects in their regular systems development or
maintenance plans. This appears reasonable.

We found that most ministries have prioritized their
Year 2000 non-compliant systems. One has prioritized only
its major systems; another has prioritized only its strategic
applications. One ministry is hiring a contractor to perform
this work.

Systems failure can be very costly. Therefore, proper

contingency plans to back up the Year 2000 turnover should
be prepared in the event that:

= systems to be renovated could not be completed,

= replacement systems are not available,

= systems fail to operate as intended, or

= data received from external entities is not Year 2000 compliant.

Such plans should identify alternatives that would
ensure the continuity of core business processes even if a
system failed.

In their responses to our survey, the ministries generally
expressed optimism that their implementation of repaired or
new systems will be successful. In most cases, however, they
had not developed contingency plans, often considering it too
early to do so. Two assumptions were common:

1. If Year 2000 changes are implemented at least six months
before January 1, 2000, there will be enough time to make
additional modifications.

2. Regular reviews conducted to evaluate the urgency of
having alternate strategies will suffice.

At the time of our review, only three ministries reported
that contingency plans were being developed.

Adequacy of Resources Allocation

Projects to address the Year 2000 problem require
considerable resources in terms of dollars and people. Some
ministries have already reported difficulties with securing
appropriate resources. If not attended to, these difficulties
could hinder the process of making some important systems
Year 2000 compliant by January 1, 2000,
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In its September quarterly report, the Task Force
estimated the total cost of making all ministry systems
Year 2000 compliant at $50 million and 11,508 person-weeks
of work. A breakdown of these costs by ministry is shown in
Exhibit 7.6. Responses to our October survey indicated that
September estimates had increased in some ministries. We
expect that costs will be even higher when systems not
included in current inventories are identified.

Our survey highlighted two key concerns: 1) the
difficulty in acquiring or retaining technical staff with the

appropriate background and experience to work on Year 2000
projects; and 2) the difficulty in securing funding for the
Year 2000 projects.
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Cost Estimate of Year 2000 Activities by Ministry, as at Septembtr 10, 1997
Costs may rise if more systems are identified for inclusion in the existing inventory (§ Thousands)
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We found clear evidence of these concerns:

= One ministry reported that it did not expect all of
its Year 2000 sensitive systems to be compliant by
January 1, 2000, unless funding was approved to hire
contractors with the necessary skills—if they could be
found. One of its alternatives is to abandon repairs on
additional applications.

= Three ministries reported problems finding qualified staff
or conlractors.

= One ministry reported losing trained staff and indicated
that it may not have enough people who understand the
ministry’s complex applications.

= All except one ministry reported that they planned to use
contracted consultants to perform Year 2000 work for
them. Some of these contracts were still in the Request for

Proposal stage.

» Three ministries reported budget concerns. These ministries
are using funds from their existing 1997 /98 base budget
allocations and are not expecting to receive new funding.

At present projections of need, the Task Force has estimated
a funding shortage of $20 million for ministries to complete
their Year 2000 projects.

Strategies for Testing, Validation, and Conversion

According to an independent consultant working on the
Year 2000 problem, validation and testing of converted or
replaced systems may consume up to 40-50% of the time and
resources dedicated to the overall initiative.

It is important that test facilities be clearly identified and
their availability ensured. Ministry Year 2000 plans should
include sufficient time for testing, and contingency plans
should recognize unanticipated schedule delays,

The ministries reported that they have developed or are
developing their testing plans and have identified requirements
for the Year 2000 test facilities. Some ministries will be using
their own Year 2000 tools and facilities; others will be sharing
tools and test facilities, such as those provided by the ITSD.
Careful coordination of testing schedules is clearly important
to ensure that time is available to meet planned deadlines
by ministries.
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To ensure shared tools and facilities will be provided
to all who need them, an Application Scheduling Form has
been developed and made available on the Year 2000
Website. Applicants can enter information required by the
ITSD to coordinate testing, software requirements, and
capacity planning.

The “MVS" is a major information technology mainframe
environment. Approximately 38% of the high-risk ministry
systems run in this environment. The ITSD has built Year 2000
test platforms for the forward-date testing that ministries must
do to ensure their systems are Year 2000 compliant. However,
baoth the ministries and the ITSD have reservations as to the
accuracy of the projected capacity required for testing. This
is because the Year 2000 testing is unique and has not been
carried out before. Any shortage in the testing capacity could
result in increased costs and a growing risk of failure for these
systems. We think it is critical that the ITSD regularly review
capacity usage, and that the Chief Information Officer and
Treasury Board be supportive in responding to requests for
increased capacity.

Monitoring of Progress

Unless closely monitored, system development often takes
longer and costs more than planned. For the Year 2000 projects,
unfortunately, time cannot be extended. Program monitoring,
therefore, must be rigorous.

The Chief Information Officer receives quarterly reports
from the Task Force. They are also distributed to all Assistant
Deputy Ministers, members of the Advisory Council on
Information Management, and the Treasury Board Secretary.
The Task Force prepares the reports based on the inventory of
systems and progress report submitted by each ministry. Each
report provides an account of government-wide Year 2000
activities; describes ministries’ accomplishments in the last
quarter, activities planned for the next quarter, and problems
encountered; and includes Task Force recommendations. It also
indicates how many systems are of high, medium or low risk,
lists the number of applications already renovated and in
progress, and provides an estimate of person effort and
funding requirements.
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Embedded systems

With the exception of two ministries, we found that all
other ministries have reporting procedures in place to monitor
Year 2000 projects, and their senior management receives
project updates, The two remaining ministries report their
Year 2000 work to senior management as part of their regular
updates on system maintenance activities.

Some modern equipment used by the government is
controlled by computers that may be embedded with operating
systems that will be affected by the Year 2000 date. Embedded
operating systems are devices used to control, monitor, or
assist the operation of equipment or machinery. The simplest
device consists of a single microprocessor chip that has been
preprogrammed to perform only a single function or set of
functions, sometimes on a set time schedule.

We did not intend to include these systems in our
assessment of the work in progress in British Columbia to
resolve the Year 2000 problem. However, we have learned
that most ministries have not assessed the Year 2000 risk of
failure for equipment containing embedded systems. In our
opinion, such systems may present significant problems.
Their failure could disrupt business operations, pose a threat
to the environment and the health and safety of people,
and even result in legal difficulties. We understand that the
government has started some initiatives to raise awareness
of the problem and assist ministries in getting these systems
Year 2000 compliant.

We believe that a cross-government assessment of
progress in this area must be done.
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Part 2. Detailed Review of Specific Year 2000 Projects

During October and November 1997, we reviewed the
progress in identifying and correcting the Year 2000 problems
associated with six major financial systems. We selected two
systems each from corporate functions, expense programs, and
revenue programs. Once these systems are made Year 2000
compliant, we plan to evaluate them to ensure no significant
control has been compromised as a result of the work.

The Corporate Accounting System

The Corporate Accounting System (CAS) is intended to
be the government’s main accounting, reporting, and financial
management system. [t currently processes general ledger,
accounts payable, and commitment management transactions.

The CAS project seems to be addressing the Year 2000
problem adequately, and plans to be compliant by April 1,
1998. However, the implementation of CAS is still under way.
Theretore, since not all ministries would be online by April 1,
1998, the CAS project must develop a connecting system to
translate data received from other financial accounting systems
into a CAS-acceptable format. This connecting system, called
the CAS Generic Interface (CGI), has been developed recently
and is being tested to ensure it is Year 2000 compliant. It is
necessary, however, that the ministries using the interface
make all their existing financial accounting systems compatible
with it by April 1, 1995, and their program systems supporting
services fully Year 2000 compliant by April 1, 1999,

Detailed Analysis

The government's plan is that CAS will eliminate the
Central Batching System (CBS), an obsolete system used to
process expenditure transactions, make payments, and update
the government’s general ledger. The CBS uses technology

that is neither supportable any longer at a reasonable cost nor
Year 2000 compliant.

For tinancial accounting, ministries currently use one or a
combination of the following systems:

» the “old” batch system, which updates the Walker general
ledger and makes payments for the ministries that use the
CBS; and

s the "new” CAS system, which maintains the general ledger
and processes purchase orders, invoices, and payments for
on-line ministries.
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The CBS will be phased out on April 1, 1998. It will be
retained only to close out the 1997 /98 fiscal year. The CAS
Generic Interface will eliminate the need for the CBS on
March 31, 1998, by allowing both “old technology” and “new
technology” to interface with CAS.

Testing of the connecting system is under way to ensure it
is Year 2000 compliant. It will not interface with programs that
do not have a four-digit year code. As of November 1997, six
ministries were on-line with CAS and did not need to interface
through the connecting system. The other ministries must
either develop cede that will translate data from their financial
applications into the interface’s Year 2000 format by March 31,
1998, or join the on-line CAS ministries,

Walker, the software used by CAS, has been certified
Year 2000 compliant by the vendor and is being tested to
ensure compliance in various environments. The CAS team
i5 expecting to complete the Walker validation by July 1998.
We have also commented on CAS on page 95 of this report.

The Corporate Human Resource Information and Payroll System

Detailed Analysis

The Corporate Human Resource Information and
Payroll System (CHIPS) keeps track of human resource
information and employee leave entitlements, and processes
payroll for approximately 34,000 government employees.

While the main application software used in developing
CHIPS is certified by the vendor, PeopleSoft, Inc. to be Year 2000
compliant, testing, validation and conversion of CHIPS have
not yet been completed. The operating environment within
which CHIFS operates is not Year 2000 compliant.

The latest version of the CHIPS software was installed in
November 1997. Planning has already started for implementing
the next release. CHIPS uses an application software from
PeopleSoft, Inc. The vendor certifies that all its products are
Year 2000 compliant. At the date of our review, the Year 2000
testing of CHIPS application software was under way.

The operating system used by CHIPS is not Year 2000
compliant, and required enhancements are now being done.

The expected date for the operating system to be certified
compliant is May 1998,
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Other non-Year 2000 compliant products used in the CHIPS
operating environment have also been identified. These are
expected to become compliant in September 1998,

We have reported on the system’s internal control
separately in this report on page 141.

The Social Services Tax System

The Social Service Tax Act imposes a tax on all tangible
personal property and specified services purchased within
British Columbia or imported for use. There are approximately
96,000 social service tax vendor accounts, with about 65,000 tax
returns filed each month. In the fiscal year 1996,/97, the Province
collected $3.1 billion in revenue from social service tax.

The Consumer Tax Branch of the Revenue Division of the
Ministry of Finance and Corporate Relations is responsible for
administrating and enforcing this tax. Many of the computer
applications used by the branch for the collection and recording
of social service tax are not Year 2000 compliant.

The Revenue Division recognized the need to address
the Year 2000 problem in 1995. At the same time, it identified
two other factors affecting the collection and recording of
provincial taxation revenue: the technological obsolescence
of existing systems, and the insufficiency of managerial
information. The solution for the Revenue Division was to
initiate a project to evaluate the alternatives available to
overcome all of these inhibiting factors. A Project Steering
Committee was formed to ensure the project meets the needs
of all stakeholders. The Assistant Deputy Minister of the
Revenue Division is the executive sponsor of the project.

To overcome the Year 2000 problems identified, the
Revenue Division decided to work on two separate projects.
The “CTB21 Project” will replace existing revenue systems
with a Year 2000 compliant integrated system. The “1999 Fixes
Project” will act as a contingency to patch the existing systems
to prevent failures due to the Year 2000,

Initially, the objective of the 1999 Fixes Project was only to
prevent any system failures before the Year 2000. Management
is well aware of the risks inherent in replacing a system, and
has developed a contingency plan to protect the organization
in the event of project delays. The scope of the 1999 Fixes
Project has been expanded to ensure existing systems remain
operational beyond December 1999. Management estimates
the cost of the 1999 Fixes Project at $1.2 million.
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Detailed Analysis

The Revenue Division has established two separate
projects. The CTB21 Project will address management’s
information requirements by replacing existing revenue
systems with a Year 2000 compliant integrated system.
The 1999 Fixes Project will act as a contingency to patch
the existing systems and prevent any system failures before
and after the Year 2000.

The CTB21 Project began in the fiscal year 1996,/97,
This project is to be developed in three phases, shown in
Exhibit 7.7.

CTB21 phase 2 is scheduled to be complete by the end
of fiscal 1997 /98. The phase 2 contractor must provide the
following strategies and plans for phase 3;
= application development plan,

» implementation strategy and plan,
» testing strategy and plan, and
= acceptance and training strategy and plan.
As the information for the implementation plan was in

the development stage at the time of our review, we could
not complete an evaluation of this area at this time.

The start of CTB21 phase 3 is scheduled to overlap
with the finish of phase 2. This timeline will give the project
approximately two years to meet the December 31, 1999
deadline. However, the deliverables from Phase 2 of the
CTB21 project will determine if any additional resources
are required to successfully meet the project deadline.
Consultants are to perform most of the work.

Eibie 77 ey N S N

CTB21 Project Schedule
The timeline for the three phases of the project
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At the time of our review, a contract was not in place for
phase 3 of the project. Because the project deadline coincides
with the Year 2000 deadline, delays may affect the ability of the
contractor to complete the project by the required deadline.

The 1999 Fixes Project

The initial strategy for the CTB21 Project did not include a
contingency plan. However, the Revenue Division recognized
the need for such a plan to safeguard the organization in the
event of system failures, It therefore expanded the scope
of the 1999 Fixes Project to ensure systems remain operational
beyond December 31, 1999, With the existing systems operational
into the next century, the Consumer Tax Branch and Revenue
Administration Branch will be able to continue to collect and
account for social service tax without any disruption.

The timeline for completion of the 1999 Fixes Project is
December 31, 1998. This deadline is set so that the existing
systems will function for any forward dating. At the time of
our review in November 1997, a project strategy was being
developed and work was to begin. The project is staffed with
a combination of consultants, CTB21 team members, and
Revenue Information System Branch staff.

The CTB21 team has identified the following risks within
the 1999 Fixes Project:

» the lack of availability of qualified resources: staff and
contractors;

= the rising prices demanded for Year 2000 work; and

» the fact that the project method does not meet the
government's Year 2000 compliance standard.

To respond to the first two risks, the ministry has
committed its support for staffing and financial costs.
Given the short-term life of any applications fived under the
contingency project, however, the CTB21 team has determined
that the methods proposed for fixing existing systems are the
most cost-etfective.

The Forest Harvest Database System
The Ministry of Forests is responsible for managing British
Columbia’s wood fiber resources. As part of doing this, it is
responsible for billing and collecting stumpage revenue on
behalf of the Province. Calculation of stumpage billing and
royalties earned from timber sales, is handled by the ministry’s
Harvest Database System (HDBS).
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Detailed Analysis

The HDBS is not Year 2000 compliant. This poses a
significant problem because the HDBS is the main source of
information the ministry uses to determine the billings for
timber sales. If it is not made Year 2000 compliant by the
required deadline, there will be a delay in the collection of
stumpage revenue, resulting in cash flow problems and a
possible loss in interest revenue. This could be critical, given
that the ministry collects $1.5 billion in stumpage revenue
per year.

To meet the government’s Year 2000 compliance standard,
the system would have to correctly process date/time values
beyond the Year 2000, with no practical limitation on the range
of dates supported. All dates would have to be converted to an
eight-digit format to include the century. Instead, the ministry
has decided that, rather than following the government’s
compliance standard, it will make this system Year 2000
“capable” using a technique called “sliding window.” This
technique handles two-digit year dates and properly determines
which century a date belongs to.

The Year 2000 plan has been developed and its
implementation is under way. However, at the time of our
review it was one month behind schedule. The availability of
qualified technical staff is also a problem that has to be dealt
with by senior management, to ensure that the HDBS is made
Year 2000 compatible by January 1, 1999,

The HDBS interfaces with many other systems. This
puts it at risk if the other systems are not Year 2000 compliant.
The billing calculations, for example, could suffer if required
information were not received by HDBS. The HDBS group
is not monitoring the progress of these other systems.
Nevertheless, because these systems are within the Ministry
of Forests, we trust that the ministry Year 2000 team is
monitoring their progress.

To ensure that the HDBS is Year 2000 compliant in
time, senior management has set the following objectives
for conversion:

» to develop an appropriate, cost-effective strategy for

converting the HDBS so that it correctly processes dates
beyond the Year 2000;

» to make the HDBS Year 2000 capable before January 1,
1999; and

» to minimize change to other systems dependent on the
HDBS by preserving the six-digit date format.
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The ministry has also decided to make the existing HDBS,
which is an old application, capable of handling the Year 2000.
The implication of this strategy is that this legacy system will
not strictly adhere to government Year 2000 compliance
standards, but instead will result in an application that is
capable of processing dates beyond the Year 2000 at a greatly
reduced cost.

To meet its objectives, management has established a
project team with clear roles and responsibilities. Total
resources estimated for the project team to convert the HDBS
is $400,000 and 234 person-weeks. This estimate is based on
the assumption that there will be no change to the system
throughout the project. The project must be fully staffed to
remain on schedule.

The project plan is designed and approved for the HDBS
and implementation is currently under way. The plan is made
up of four phases:

1. initiate project

2. convert HDBS legacy software

3. test HDBS for Year 2000 capability

4. roll out certified software to production

Phase 1 is now complete. It involved collecting and
reviewing background documents, finalizing a Year 2000 tool
set, determining a conversion strategy, and preparing a project
charter. This phase also involved obtaining an inventory of all
applications to ensure they are all converted.

Phases 2 through 4 are going on now. The conversion is
being done in sections; therefore the phases will be overlapping.
The schedule is to have all sections Year 2000 capable by the
required date of January 1, 1999,

January 1, 1999, is set as the deadline because forest
tenures are granted for each fiscal year before the year begins,
Tenures for the 1999/2000 fiscal year will therefore have to be
entered into the system before the fiscal year begins, so that
billings can be determined. However, this is not the case with
all tenures, The ministry has already received some for the
1999 /2000 fiscal year. The HDBS team plans to deal with these
tenures manually until the system is Year 2000 capable. As the
ministry approaches the Year 2000, of course, processing these
tenures manually could become an arduous task.

The keys to successful implementation include pre-testing
the systern adequately and conducting a post-implementation
review to ensure the system is operating correctly. The project
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plan estimates the testing phase to take up 50% of the total
effort required for the conversion.

Separate development and test environments are required
by the plan. This allows the programming staff to develop
code in an isolated environment. Work can be efficiently
carried out without the potential to destroy test or production
data. A separate test environment also enables the simulation
of system tests at future points in time, without affecting the
production environment.

Implementation of the system also includes a validation
phase to ensure the repaired system is running as required.
This phase includes a post-implementation review and an
opportunity to make any adjustments to the system.

So far, no obstacle has hampered the planned progress.
At this stage, however, the shortage of adequately skilled
people seems to be a potential issue. The HDBS is experiencing
a very high rate of staff turnover, and difficulty in competing
for contractors.

The MSP Claims Systems

The Medical Services Plan (MSP) pays physicians and
other health care providers for most medical services provided
to the residents of British Columbia. The plan operates under
the Medical and Health Care Services Act and is administered by
the Medical Services Commission of British Columbia,

The MSP Claims System processes over 90% of the
services billed through the plan. Claims for payment of
services are received from over 3,600 locations around the
province and processed centrally at the Ministry of Health.
These payments amount to approximately $1.7 billion
annually. Most practitioners bill M5P by means of the
Teleplan system, a computer network for transferring claims
data. All claims are validated electronically to reduce the risk
of improper billing. Accepted claims are paid semi-monthly.

The MSFP Claims System is not Year 2000 compliant; its
compliance deadline is March 31, 1999. This means that full
conversion testing and implementation must be completed
before then.

Under the system, physicians and other health care
providers are paid for services they perform. If the system
fails, MSP would resort to another system developed for
emergency payment. However, that backup system cannot
determine the practitioners’ payments with accuracy, because
it uses an averaging formula of past claims.
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At the time of our review in November 1997, the M5P
Claims System conversion was on schedule, financial and
human resources were adequate, and no significant obstacles
had been encountered. If the ministry’s project management
and executive leadership stays unchanged and the resources
adequate, we are confident that conversion will be successful.

The Ministry of Health initiated its Year 2000 project in
February 1996. It identified the need for outside consultants
and issued two Requests for Proposal. The contracts for all
Ministry of Health conversion services and products were
awarded in March 1997. Conversion services for the M5P
Claims System are to occur in two phases:

Phase 1 - Planning and Assessment
(completed August 31, 1997); and

Phase 2 - Design, Construction, Testing, and Implementation
(initiated in August 1997 and planned to be
completed by December 31, 1998).

The ministry’s Year 2000 three-year plan was to be
developed in Phase 1. The completed plan was submitted to the
Information, Science and Technology Agency in September 1997,
To oversee the Year 2000 project, and to guide the conversion
process, a Project Steering Committee and a Year 2000 Project
Team have been established. The Information Management
Steering Committee reviews the project progress. In addition,

a Year 2000 Working Committee has been established to ensure
that all ministry products, services, application programs,
equipment, and forms continue to function after December 31,
1999. The funding estimate of $10.9 million for the ministry’s
Year 2000 initiatives has been approved.

The ministry’s three-year plan outlines an impact analysis,
a Year 2000 strategy, and a critical path for achieving compliance
by December 1998. It also includes recommendations for non-
compliant embedded systems, and testing and implementation
recommendations.

Threats to the successful implementation of the plan have
been identified. The major risks relate to shortages in:

» human resources,
» time and funding, and
» facilities to test applications.

As the effects of non-compliance on the ministry’s
business functions could be severe, the ministry intends to
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begin the MSF Claims System conversion as soon as possible.
To perform this conversion, it has estimated that 320 person-
weeks are required at a cost of approximately $1.3 million.
Resources are allocated to conversion, and the Year 2000
project manager will monitor the status of the project every
two weeks until completion.

The MSF Claims System has been broken down into 15
subsystems. Most of these subsystems will have to be repaired
to handle the effects of the Year 2000. A few will have to be
completely rewritten. The ministry has developed proper
processes, and has acquired tools that will be used for each
claims subsystem conversion.

Specific individuals have been given the responsibility
for certifying and approving of procedures, schedules, and
compliance. These individuals are knowledgeable about the
Year 2000 compliance definitions and the specific subsystem
that is being converted. They will be required to certify that
the subsystems have been accepted as Year 2000 compliant
after they have been thoroughly tested by the users.

The ministry is already feeling the impact of the Year 2000
problem, and has taken steps to facilitate the date problems
being encountered in the MSP claims area.

The BC Benefits Program System

Under the BC Benefits (Income Assistance) Act and the
Disability Benefits Program Act, the Ministry of Human Resources
makes in the order of 350,000 financial transactions per month.
This includes payments for income support to some 175,000
income assistance and disability benefits cases, as well as
payments to child care providers for some 50,000 children.

The computer system that processes these payments is
referred to as the BC Benefits Program Systemn (BFS). It is
used by over 2,000 ministry staff and controls approximately
$140 million in payments per month. The ministry has
determined that the current BPS is not Year 2000 compliant.

Failure of the BPS would be a serious matter, not only to
the people who rely on income support, but to the government
in whom public confidence could suffer. The Ministry of
Human Resources has established a project plan to address this
problem. Although it is only in its early implementation phase,
we think progress to date seems satisfactory.

Our survey indicates that ministry senior management is
aware of the Year 2000 problem, and strong communication
lines have been established through steering committees and
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monthly status reports. A thorough risk assessment has been
completed and the importance of this project has been
recognized. The ministry’s plan is well thought out and
detailed. A project timeline consistent with the implementation
plan has been drawn and is being followed closely.

At the time of our review, necessary resources had been
allocated to the work, but a contingency plan was not in place.
The ministry’s success in making the BPS Year 2000 compliant
will largely depend on management’s planning and ability to
properly implement the Year 2000 strategy.

A consulting group was contracted in January 1997 to
implement a Year 2000 project plan for the BPS. The first step
performed was a “High-Level Impact Assessment.” This was
completed in April 1997, and included the development of:

= a communication plan,

= an impact analysis,

= Year 2000 compliance guidelines,

= an application portfolio including initial inventories, and
= conversion, release, migration and testing strategies.

The first objective during the second step was to complete
a Master Project Plan. It was produced by the end of June 1997.
This document provides a plan for the Conversion Phase and
includes a detailed project schedule and estimate of effort and
resources required to convert the ministry’s computer systems.
To perform the conversion of the BPS and related systems, it
is estimated that 1,313 person weeks are required at a cost of
approximately $3.7 million. This cost is to be shared with
the Ministry for Children and Families, as they also use the
systems. The planned completion date of the conversion of the
ministry’s computer systems is December 31, 1998,

A Steering Group Committee consisting of ministry
executive and chaired by the Assistant Deputy Minister,
Finance and Management Services, was formed in November
1997 to meet monthly. Similarly, a Working Group consisting
of Directors of each of the divisions was formed at the end
of November 1997. Our survey indicates that the Ministry
of Human Resources is doing an adequate job of ensuring
awareness of the Year 2000 problem among senior management
and ministry staff.
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Staffing for this project was initially a concern, as
appropriate skill levels were difficult to attract. Adequate
staff have now been retained. Another concern raised was the
decision turnaround time. This concern has been addressed by
the implementation of a “decision information request process”
which has successfully decreased time between decisions.

Function testing, which involves a mini system test,
has a completion date of May 1, 1998. A complete test of the
converted BPS is scheduled to begin May 1, 1998, and will
take between six and eight weeks to complete.

Controls are in place to ensure all manufacturers, vendors,
and third-party suppliers of products are certifying that their
products are Year 2000 compliant. In addition, all ministry
hardware and software licenses are now being documented
for Year 2000 compliance, and mechanisms are being
developed to reduce the dependency on the timing of the
changes concerning third parties.

The timeline associated with the Year 2000 project seems to
be accurate, as all goals have been met to date. As the work on
the BPS is scheduled to be completed in August 1998, the
ministry has not contemplated a contingency plan.

> D D
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Recommendations made in the section of this report titled
Governmenlt Financial and Other Information Systems, and the
Year 2000 Deadline are listed below for ease of reference. They
should be regarded in the context of the report.

The Office of the Auditor General recommends that:

Overall Assessment of the Year 2000
Initiative Across Government

w For the ministries planning to achieve Year 2000 compliance
in 1999, staffing and funding demands be reassessed now, as
it will be more difficult to secure appropriate resources close to
January 1, 2000,

» Ministries secure access {0 adequate testing tools and facilities
soon to avoid delays when their systems become ready to be tested.

w Where it looks likely that the Year 2000 compliance may not be
achieved in time, minisiries place more emphasis on developing
a contingency plan to minimize the risk of failure.

> o 9
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government-wide response

During the review we received comments from the Information,
Science and Technology Agency (ISTA) and the Ministries of Finance
and Corporate Relations, Forests, Health, and Human Resources on
muatters referred to in this review,

As these commments are reflected in the report, ISTA and ministries
felt no response was necessary.

<> D> S
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corporate human resource
information and payroll system

A review of special leaves, benefits, and supplementary salary costs

Review Purpose and Scope

This review looks at the initiation, calculation, and
recording of non-routine payroll transactions processed
through the new Corporate Human Resource Information
and Payroll System (CHIPS). This system is designed
to maintain human resource information, track leave
management entittements and transactions, and process
pavroll for approximately 34,000 government employees.

In 1997, a post-implementation review of CHIPS was
performed by the Internal Audit Branch of the Office of the
Comptroller General. Included as part of the review was an
assessment of the system’s control framework. The review
concluded that while the control framework for the most part
is effective in managing risks, ministries need to strengthen
controls in their operations related to CHIPS, particularly
with respect to their monitoring and review functions.

The purpose of our review was to supplement, rather
than duplicate, the work performed by the Internal Audit
Branch. Accordingly, we looked in detail at some of the
higher risk non-routine transactions processed during the
1996 calendar year, such as special leaves, non-standard
benefits, and supplementary salary allowances. We reviewed
these transactions primarily for accuracy and validity, including
the processes in place to minimize the risk of error or fraud
eccurring and remaining undetected. We also reviewed the
work done by the Internal Audit Branch on the control
framework for CHIPS and performed such additional
work as we considered necessary to enable us to report on
these controls.
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Overall Conclusion
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Based on our review of the work done by the Internal
Audit Branch and our review and testing of the application
controls and non-routine transactions in CHIPS, we concluded
that the control framework provides reasonable assurance that
only valid payroll transactions are processed and in the correct
amount. However, although the overall control environment
provides reasonable assurance that any significant number
of errors in non-routine payroll transactions will be detected,
improvements to control procedures are needed at the
ministry level. Our testing found instances of unauthorized
transactions, coding errors, data entry errors, and inconsistent
practices. While the sample transactions we examined did
not lead to our noting any but minor errors, we think the
opportunity exists for larger errors to occur. Because of this
risk we believe that ministries need to strengthen their
authorization, monitoring, and review procedures, and to
develop policies and procedures that specify functions and
responsibilities as they relate to CHIPS,
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Background

Post-Implementation Review of CHIPS

On December 27, 1995, the Public Service Employee
Relations Commission implemented the payroll part of
CHIPS, a system that was designed to maintain human
resource information, track leave management entitlements
and transactions, and process payroll for government
employees. Currently, CHIPS processes “employee benefits”
as well as “payroll” and provides information used for
managing employees, positions, and leave entitlements.
Once fully implemented, CHIPS will also support human
resource management functions such as the recruitment and
selection of employees, the monitoring of employee numbers,
the training and development of staff, and labour relations.

CHIPS is administered centrally by the CHIPS Office,
within the Public Service Employee Relations Commission.
The office provides business and technical support and
training, and is responsible for the centralized processing
of CHIPS data. Individual ministries are responsible for all
data entry, reporting, and the review and monitoring of
CHIPS transactions.

In our 1996/97 Report on the 1995,/96 Public Accounts,
we discussed our intention to report on the adequacy of the
financial and processing controls of CHIPS during 1997 /98.

In the meantime, the Internal Audit Branch (the branch) of
the Office of the Comptroller General conducted, a post-
implementation review of CHIPS jointly with KPMG,
Chartered Accountants, This review focused largely on the
financial and processing controls incorporated into the new
payroll system.

We reviewed the work done to support the branch’s
report, and also carried out tests and other work needed to
assess conclusions reached in the report. We therefore decided
not to conduct our own evaluation at this time. Instead we
chose to supplement the report findings with our own review
of a selection of non-routine payroll transactions currently
processed through CHIPS, and an assessment of the control
procedures established by ministries for ens:aring their validity
and accuracy.

Qur review of CHIPS focussed on the application controls
in place at the ministry level. Application control procedures,
whether they are manual procedures that use computer-
produced output for the exercise of these procedures or are
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automated control procedures contained within computer
programs, depend on the reliability of the general environmental
controls in place. General environmental controls, such as the
segregation of duties, physical security, electronic access and
back-up recovery, were assessed and reported by the branch
in its post-implementation review. We have relied on this
assessment in our evaluation of the control procedures in

place at the ministry level.

We first reviewed and assessed the general application
controls in place for the processing of standard payroll
transactions and followed this with a review and assessment
of controls specifically in place for non-routine transactions.

Conclusions - General Application Controls

The following is a summary of our conclusions, which
concur with those of the branch, in respect to the general
application controls, Our conclusions on controls with respect
to non-routine transactions follow in the next section.

1. In ministries, duties between human resource functions
and payroll leave functions are not always segregated.
When the same person can create an employee record,
effect payment, and receive the cheques and payment
advices, there is an opportunity for staff to enter
unauthorized transactions and redirect payroll payments.

2. Ministry management relies on a review process, referred
to as “pay confirm,” to detect and stop unauthorized
transactions before data is submitted to produce the payroll.
The effectiveness of this control relies on the consistent
review by experienced and competent staff. However,
guidance is limited on the appropriate procedures to be
followed for this review. Also, since there is a risk that pay
clerks might enter further changes into CHIPS later in the
process, the exception reports must be reviewed to detect
unauthorized transactions.

3. Risk of inaccurate data also exists because there are many
processes and calculations in CHIPS that must be performed
manually, such as those for overtime, compensatory time,
rates of pay, and adjustments of vacation and leave time,
Many of the manual calculations will cease if the time and
labour module is implemented. However, in the interim
the risk should be addressed. There is a need for human
resources and payroll personnel to consistently review
source data entry documents to ensure the validity,
accuracy, and completeness of the transactions.
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4. To detect incomplete, inaccurate, or unauthorized
recording and processing, CHIPS generates audit reports.
As for transactions, this control procedure is effective only
if reports are reviewed regularly and staff is adequately
trained. In fact, the reviews of CHIPS reports are not
carried out completely and consistently. Furthermore,
appointment and spending authorities do not regularly
review and approve the human resources correction
requests, and ministries have not yet completely defined
the extent of human resources and payroll reviews.

Qur Review of Non-Routine Leaves and Benefits,
and Supplementary Salary Costs

Employee Leaves

Among the non-routine payroll transactions we examined
were certain types of leaves, benefits and supplementary
salary costs.

Employee leaves, as shown in Exhibit 8.1, represent
a significant cost to government. They can be divided into
two groups. The first is standard leaves, which are allocated
to a time bank at the beginning of the calendar year and
subsequently drawn down over the year. They are based
on collective agreements, position, and length of service of
the employee, and consequently do not pose any specific
audit concerns.

The second group is designated non-routine leaves. These
require special approval or a specific event to occur before the
employee is entitled. Also, depending on the leave type within
this group, restrictions are placed on the extent of entitlement
in any calendar year. For our review, we divided this type of
leave into three categories: special leaves, miscellaneous
leaves and maternity /adoption/parental leaves. The number
of hours taken as non-routine leaves during 1996 is shown in
Exhibit 8.2

Our approach in reviewing non-routine employee leaves
was to test the accuracy and validity of a sample of family
illness leave and parental leave transactions. These two types
of leave represent approximately 25% of the dollar value of
non-routine leaves annually. In addition, we tested the
aggregate “70 hour rule” (employees are generally entitled
to a maximum of 70 hours of special leave in a calendar year)
by extracting all employees who exceeded 70 hours of special
leave in calendar 1996.
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Government Leaves During the 1996 Calendar Year
($ Millions)

Bl vacation Leave

W Parental Loave
B Miscellaneous Leave
W Special Leave

B SickLeave

Sawurce 1996 CHIFS nayrall traniactand

BUMIDIE LB i i iemmastis

MNumber of Hours Taken as Non-Routine Leaves (in Thousands)
Special Leaves 04
Miscellaneous Leaves. 169
{uﬂmmityfﬂduptiww Leaves 716

Lource: 1996 CHIPS payroll Iransaohoes

Employee Benefits

Employee benefits refer to remuneration provided to
employees in addition to salary or wages. They are entitlements
of all employees, whether full-time or part-time and regardless
of employment classification or level. Standard benefits, such
as medical, extended health and dental, pensions, and long-
term disability, are a significant cost to the Province. In
1996/97, they were estimated at $346.6 million (Exhibit 8.3).
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Exhibit 8.3

Employee Benefits, 1996/97
($ Millians)

Source: 1996/ 1997 Espreares

Non-standard benefits, while not as great a cost to the
Province (estimated $9.9 million in 1996/97), have a higher
inherent risk of error than standard benefits. The reason is that
they are initiated manually at the ministry level. Accordingly,
we decided to test for accuracy and validity a sample of
transactions of the Health and Welfare Allowance, a non-
standard benefit provided to auxiliary employees in lieu of
health and welfare benefits provided to regular employees
(approximately $2.7 million in 1996). -
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Supplementary Salary Costs and Overtime

Findings

I887/98 Report

Supplementary salary costs represent additional wages
paid to employees for either statutory or negotiated contract
requirements. These types of payroll costs, approximately
$27 million in 1996, such as substitution pay, salary protection
wages, and isolation allowances, are processed for each
employee on an individual basis and consequently have
a higher inherent risk of error than non-discretionary
general benefits.

We tested the accuracy and validity of a sample of
isolation allowance, substitution pay, and overtime pay
transactions. Isolation allowances are a non-discretionary cost
paid to employees based on the location of the employee’s
permanent job headquarters. Substitution pay is granted
when an employee is designated to perform principal duties
or temporarily substitute for someone in a higher paying
position. Overtime, approximately $25 million in 1996, is work
performed by an employee in excess or outside of the regularly
scheduled hours of work.

An organization's framework of policies and control
procedures should provide reasonable assurance to
management that transactions processed by a system are
complete, accurate, and valid. Because controls in a computer
environment consist of a series of procedures to reduce the risk
of error or fraud, decisions about which control techniques
would be most effective are difficult and must consider the
entire operating environment. This is particularly true for
decisions about whether to implement preventive controls
(such as procedures programmed into the computer) or
detective controls (such as monitoring and review procedures).

CHIPS places a higher reliance on detective controls
(for example, monitoring and reviewing data and transactions)
than on preventive controls (for example, system edits and
electronic approvals). The main reason is the high cost of
the latter, including modifying the program logic when
upgrades are made to the software, Therefore it is critical that
ministries establish control procedures that will detect errors or
irregularities should they occur. What we found in our review
was that controls to detect errors or irregularities with respect
to non-routine payroll transactions generally were either not
present or not working effectively.

Our detailed tests of non-routine payroll transactions
found a number of unauthorized transactions, coding errors,
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data entry errors and inconsistencies in the practices and
application of policies. These occurred in most types of non-
routine transactions reviewed and, although not significant
individually in dollar terms, the frequency and extent
suggest improvements are required. Specifically, we believe
improvements are necessary to controls with respect to
authorization, review, and monitoring of non-routine
transactions. Each of these is discussed below.

Authorization of Payroll Transactions

An effective authorization process is necessary to ensure
that only valid leaves are granted and benefits provided. The
primary responsibility for the initiation and authorization of
payroll transactions resides with individual ministries.

Our review found that authorization procedures were
carried out inconsistently from ministry to ministry. For
example, depending on the ministry, approval for special
leaves was being performed by supervisors, human resource
personnel, spending authorities, or a non-designated person.
In some ministries, the potential number of individuals who
authorize special leave is very large, with the result that those
responsible for processing leave transactions cannot—and do
not bother—to verify the approval signature. This significantly
increases the risk of invalid leaves being granted.

We believe that not enough importance is given to
authorization procedures for transactions such as leaves,
where there is no specific appropriation of funds. For example,
it is generally left up to the individual ministries to decide
whether they want spending authorities on leave approvals.

In fact, there is a cost to the Province for the granting of leaves,
either through loss of production or the cost to replace the
employee who is away on leave. We believe that ministries
should be as diligent in approving non-cash transactions,

such as special leaves, as they are in approving expenditure
appropriations.

We recommend that ministries develop authorization
policies and procedures to provide assurance that all payroll
transactions are valid.

Review of Transactions

We found that ministries are performing little or no
review on non-routine transaction data entered into the payroll
system. For example, leave forms, which are typically initiated
by employees who are not always familiar with the correct
codes to enter, are not being reviewed by either the approval
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signatory or the employee entering the transaction into the
system. In some instances, we found that the code was left
blank by both the employee and the signatory and was
subsequently incorrectly completed by the data entry
personnel. Because few preventive controls are embedded
into the system software, we think it is necessary that
ministries have compensating manual procedures in place
to prevent coding errors from being entered.

We recommend that ministries ensure that review
procedures are in place to reduce the risk of data being
entered erroneously into CHIPS.

One type of effective review procedure we suggest is
the requirement that all payroll/leave transactions be subject
to a periodic review before being entered into CHIPS.

Mnnitnring of Transactions

We also found little or no evidence of ministries
monitoring the data processed by CHIPS. For example, in
our testing of Health and Welfare Allowances, we found a
number of instances where employees, in addition to receiving
the allowance, were also receiving regular health and welfare
benefits. This was occurring when employees had reached
the 1,827 hours of work limit and became eligible to receive
regular benefits.

Ome effective method to detect this kind of error is to
generate exception reports that list unusual transactions.
CHIPS has the capacity to generate both routine and
customized reports. We noted that payroll personnel did not
generally know how to review or interpret reports produced
by the system, or were not aware of the existence of certain
reporting capabilities of the system. Furthermore, although a
CHIPS Reporting User Group was formed to assist ministries
in learning about customized reports, the benefits have not
accrued to all ministries. Many of the reports, particularly the
customized reports, require some knowledge to generate and a
number of ministries do not have the required expertise to use
this important function.

We recommend that ministries identify and develop
reports to assist ministry payroll personnel effectively monitor
transactions and activities processed in CHIPS, Reports should

be designed to list exceptions and unusual transactions,
particularly those related to non-routine transactions.
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Documented Policies and Procedures

Where reports were produced, we found that there was
often confusion in the ministries over who was responsible
for reviewing them and what procedures should be carried
out. Pelicies specifying responsibilities and review procedures,
such as the extent of review required, the process to track
errors, and the sign-off procedures, were lacking at the
ministry level, In our opinion, these policies need to be
developed and documented to ensure that effective review
and monitoring is carried out on a timely basis to detect
errors or irregularities.

We recommend that ministries develop and document
policies and procedures for reviewing reports produced by CHIPS.

e D D
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summary of reccommendations

Recommendations made in the section of this report titled
Corporate Human Resource Information and Payroll System are
listed below for ease of reference. They should be regarded in
the context of the report.

The Office of the Auditor General recommends that:
» Ministries develop authorization policies and procedures to provide
assurance that all payroll transactions are valid.

= Ministries ensure that review procedures are in place to reduce the
risk of data being entered erroneously into CHIPS.

« Ministries identify and develop reports to assist ministry payroll
personnel effectively monitor transactions and activities processed
in CHIPS. Reports should be designed to list exceptions and
unusual transactions, particularly those related to non-routine
transactions.

» Ministries develop and document policies and procedures for
reviewwing reports produced by CHIPS.

> D S
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government-wide response
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During the review we received comments from e Public Service
Enployee Relations Commmission (PSERC) and the CHIPS Office on
matbers referred to in this review,

As these comments are reflected in the report, PSERC and the
CHIPS Office felt no response was necessary.
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forest credit management review

A review of controls over credit management in the Ministry of Forests

Review Purpose and Scope

This is our second report on the revenue system of the
Ministry of Forests. The first report, issued with the Report
on the 1995,/96 Public Accounts, concentrated on determining
whether only trees authorized to be cut were cut and whether
all cut timber was billed.

This review assesses whether the Ministry of Forests has
designed an effective credit management system. We focused
on how the ministry:

= assesses the risks associated with granting credit to
successful licensee applicants;

= attempts to protect the value of the accounts receivable;
» determines the collection terms granted;

= monitors its accounts receivable to ensure delinquent
accounts are identified promptly; and
» collects its accounts receivable,

We conducted our review between February and
April 1997, In doing so, we visited all six regional offices.
We obtained information by examining available documents
and files and by interviewing ministry staff at the regional
offices and in Revenue Branch at Headquarters, Qur review
concentrated on those accounts receivable arising from regular
stumpage billings.

Overall Conclusions

We concluded that, in general, the ministry has built
strong controls into its credit management system. The
controls provide assurance that the processing—of invoices
issuted and of payments received—is complete and accurate.
In addition, we concluded that the ministry’s collection
techniques are effective, although the ministry could
implement additional controls to further reduce the
Province's risk of revenue loss,

< D D
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Our previous review of the revenue system, reported in
the Report on the 1995,/% Public Accounts, looked at whether
there was risk of:

» unauthorized timber harvesting;

s inaccurate measurement, grading and reporting of timber
harvested; and

» incomplete and inaccurate invoices.

Our conclusions from that review are summarized in
Exhibit 9.1.

In that work, we examined the revenue cycle to the point
in time when the ministry invoices for the trees that were cut
(stumpage). In this second review, we examine the system in
place to ensure the invoice is accurately recorded as receivable
and subsequently collected.

In 1996/97, the Ministry of Forests billed approximately
1.8 billion for harvested timber. This represents the third
largest source of revenue to the government. Much of this
timber, around 80%, is sold to major forest companies. The

Summary of the First “Report on the Forest Revenue System”
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remainder is sold to a number of smaller operators under the
Small Business Forest Enterprise Program (SBFEF). Because all
the timber is sold on credit, it is critical that the ministry have
an effective credit management system.

The ministry’s accounts receivable management (ARM)
system tracks over 2,700 stumpage accounts. In 1996 /97,
the ministry produced over 80,000 stumpage invoices. The
balance of accounts receivable in 1996/97 ranged, at different
times during this year, from $167 million to $553 million.
These balances included invoices issued up to the end of a
particular month plus “unbilled scale,” timber scaled before
the end of the month but not yet invoiced. This ranged from
$51 million to $260 million. At March 31, 1997, the ministry
had a provision for doubtful accounts of $18.9 million or 3.5%
of accounts receivable.

In recent years, the ministry has taken many steps to
address the management of its accounts receivable. It has,
for example:

= staffed collection officer positions;

= introduced a new ARM System in November 1992, and
updated it in 1996;

» issued a Collections Procedure Manual in November
1992 and

» performed internal reviews of the monitoring and
controlling of accounts receivable and collections.

Monetheless, the objectives of the SBFEF, by exposing
the ministry to different risks than those associated with major
licensees, present unique problems for credit management.
The SBFEP was designed to open forestry opportunities to
smaller operators and value-added producers who might not
otherwise have the resources to harvest Crown timber. Sales in
the program are made through a competitive sealed tender
process—a process that does not consider the ability, or
inability, of the applicant to make the required payments. In
1996/97, there were 2,300 registrants in the SBFEP, who
accounted for $331 million (18%) of the total $1.8 billion in
stumpage revenue.

The ministry has chosen a combination of centralized
and decentralized operations to manage its accounts
receivable. Collection is decentralized, with each of the six
regions and Revenue Branch responsible for initiating
collection action on overdue accounts. A total of seven
Collection Officers in the regions report to their respective
Regional Manager. Functions such as drafting policy and
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procedures, post write-off collection actions and preparing
submissions for the write-off of accounts are centralized in
Revenue Branch.

This arrangement generally works well. There is good
client rapport because regional business conditions are
considered in deciding collection actions, and there is good
communication between Collection Officers and district
staff. At the same time, Revenue Branch is able to monitor
collection activities.

Credit Management Risks

In planning our review, we identified risks faced in a

credit management system. These include the risk that:

» decisions will be made without appropriate analysis or
with an analysis that will vary from location to location;

= the credit management function will not operate in a cost-
effective manner;

= decision-makers will not be provided with sufficient, timely
and relevant information on which to base their decisions;

s the trade credit terms offered by the ministry to its clients
(that is, the period for which the credit is granted) will result
in excessive carrying costs to the Province;

s collection activity will be ineffective or inefficient; and

» monitoring of relevant costs will not be sufficient to allow
the effectiveness of policy and its implementation to be
gauged, or the performance measured by region, by
program or by type of account.

These risks are addressed in the following sections of our
report. We have arranged our findings under the headings
“Application for Credit,” “Organization of the Credit Function,”
“Accounts Receivable Management Information System,”
“Trade and Credit Terms,” “Collections,” and “Monitoring.”

Application for Credit

Most organizations that supply credit use an application
process to assess the credit worthiness of potential customers
and thereby minimize the risk of bad debt losses. In the
absence of an application process, other tools would be
required to mitigate this risk.
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The ministry does not require credit applications from
its clients nor does it perform credit checks. We concluded
that little benefit would result in setting up formal credit
application procedures, as the ministry generally has a history
of satisfactory performance with its clients and much of the
timber is sold to major companies.

The ministry does not require its SBFEP licensees to
provide financial and legal information. We believe that some
information should be collected and that the appropriate time
for this is before the awarding of a timber sale.

We were informed that collection efforts are often hindered
by the lack of information on file about many of the clients.
Such a problem results in delays in collection actions and
increases the risk of uncollectable accounts.

The best way to address this is to ensure that adequate
information is obtained when a client becomes the successful
bidder on a SBFEP timber sale. Examples of useful information
would include: banking information; names of the companies
that the applicant is involved with; specific financial information,
including assets owned; and if the client has an unresolved
debt with the Crown.

This information could also be used to assess the
collection risks associated with the potential license holder.
Common indications of risk include:

= a bid price so high that the likelihood of the high bidder
making a profit on the license, and of paying the resulting
receivable, is seriously in doubt;

= an applicant associated with others having outstanding
accounts or previous bad debts with the ministry;

» an applicant with no attachable assets;

«» a third-party applicant that acts on behalf of operators who
are precluded from gaining access to the SBFEF; and

= a sale which could be awarded, logged, and the wood sold
prior to the first billing becoming overdue.

We were informed of instances where the ministry
reluctantly awarded timber sales to individuals who, under
different trade names, had defaulted on previous sales. Also,
sales had been awarded to individuals where the bid price
was 50 high that that viability of the sale was in serious doubt.
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These individuals met the criteria under the tender process
and ministry staff felt they had no alternative but to award

the sales. In such cases, the ministry should have the discretion
not to award the sales to the highest bidder.

We recommend that:

w the ministry introduce a policy that requires, prior to all
Small Business Forest Enterprise Program timber sales,
certain basic legal and financial information be provided
to the ministry; and

w the ministry should determine if there is legislative discretion

in the awarding of timber sales. If not, amendments should be
sought to enable discretion in defined situations.

Organization of the Credit Function

Conclusion

Organizing the credit management function requires the
ministry to assign authority and responsibility in a way that
will achieve the most effective results possible. It has three
options to do this: centralized, decentralized or a combination
of the two. The extent to which authority is centralized
depends on the size and complexity of the operations.

Clearly assigning authority and responsibility reduces
the risk that:

= approval authorities for account write-offs and repayment
agreements will be ill-defined;

« staffing levels will be inadequate or the staff may not
possess appropriate skills and training; and

= non-compliance with credit management policies and
procedures will occur.

We concluded that the authority levels for account write-
offs and repayment agreements are appropriate. However, we
believe that approval of the repayment agreements should be
linked to an appropriate dollar level as well as time span.

We also concluded that the ministry should consider
whether formalized, ongoing training would be desirable for
credit management staff.

Finally, we concluded that if review processes currently
in place were maintained and the peer review process
formalized, inconsistencies in procedures and policies could
be prevented.
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Findings
Approval Authorities

Staffing

Consistency

A key element in the control of public money is the
assignment of authority and responsibility. This assignment
should include designated dollar levels of authority. Levels
of authority place accountability, promote objectivity, and
ensure control.

In general, we found that the ministry’s policies and
procedures clearly specify the duties and responsibilities of
employees and the timing and content of reporting to the
various levels of management. We also found that the ministry
follows the government-wide policies and procedures manuals
related to the write-off of bad debts, and that authority levels
and controls are appropriate and strong.

Repayment agreements are frequently used collection
tools. They are schedules of payments that incorporate the
client’s cash flow abilities. Formal agreements are legal
documents signed by both parties. If licensees have an unpaid
balance with the ministry, they cannot obtain a new cutting
permit unless there is a formal repayment agreement in place.

The authority level for the approval of a repayment
agreement varies according to the length of the agreement.
The Regional Manager approves all repayment agreements,
but agreements of more than one year must also be approved
by the Director of Revenue Branch. We considered these
authority levels to be appropriate. However, we feel that
approval of repayment agreements should be tied to dollar
level as well as time period.

QOur review indicated that collection actions appeared
timely and appropriate. However, based on our discussions
with ministry personnel, we believe the ministry should assess
whether the staff, at various levels in the credit management
function, have sufficient training opportunities to enable
ongoing reviews and updating of required skills.

Given the decentralized structure of the ministry, it is
important that policies and procedures attempt to ensure
consistency in practices throughout the province. We found
that local logging conditions and business practices were being
considered by staff in determining collection actions. We also
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found that the ministry has various means of reviewing for
consistency in approach between regions.

The ministry has recently instituted audits of the regional
collections done by Revenue Branch collections staff. They are
to occur every two years, The first of these audits occurred in
late 1996. It provided an excellent training opportunity for
regional staff and we encourage the regular scheduling of
future audits. Also, two regions have started an informal
“peer review” process in which the two collection officers
receive feedback on the quality of their work and information
on successful procedures. We feel that these reviews could
contribute greatly to achieving consistency and effectiveness
in collections work throughout the province, particularly if
they were planned on a more formal basis, with specified
goals and procedures. Other means of achieving consistency
include having:

» the Collection Manager review regional collection actions
on-line or through summary reports;

» senior management in the Regions review monthly
collection reports;

» branch management review collection reports on a regular
basis; and

s Revenue Branch review and approve lien requests.

If these methods are maintained, we feel the ministry

would have sufficient assurance that its policies and
procedures are consistently followed.

We recommend that:

u the current policy of the Revenue Branch, concerning the
review and approval of repayment agreements with a term
of more than one year, be extended to apply also to
agreements above a certain dollar amount;

w the annual audits be used as a means of ensuring consistent
collection actions between all Forest Regions; and

w the ministry consider introducing a formalized, ongoing
training program for credit management staff.
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Accounts Receivable Management Information System

Conclusion

Findings
Restricted Access

Information systems in the accounts receivable and
collections functions should be designed and implemented to
provide sufficient, relevant and timely information, to enable
personnel to perform their assigned responsibilities, They
should ensure that:

» systems cannot be accessed by unauthorized users;
= information processing is accurate and complete;

= information generated for review contains all necessary
information and is provided to appropriate levels in
the ministry;

= historical information on license applicants is available to
those employees responsible for evaluating applications; and

s collection actions are documented.

Controls over systems access in the ministry are strong, as
are the controls over the accuracy and completeness of accounts
receivable. The use of processing control totals is prevalent
and review of entries is appropriate. Also appropriate is the
information produced for review by ministry management, as
well as the levels of review. The main problem, as mentioned
in the “ Application for Credit” section of this report is the lack
of basic persenal and financial licensee information.

Access by regional staff to receivables and collection
records is restricted by Revenue Branch, with the access
privileges being determined on a “need-to-know" basis. This
limited granting of access not only helps keep records secure,
it also acts as a control to ensure segregation of duties.

The quality of management's decisions is as good as the
information on which they are based. It is therefore critical that
management be provided with sufficient, relevant, and timely
information.

Every region regularly reports the status of its accounts
receivables to regional management. We found that the reports
are manually prepared, different from region to region, and
limited to reporting on individual overdue accounts. The
reports are reviewed by regional management and forwarded
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to the collections section at Revenue Branch on a monthly
basis. A summary report is prepared for Branch management.
Also monthly, the Revenue Branch generates aged accounts
receivable listings by region.

We noted that the regions’ monthly reports:
= do not include information on relevant ratios and trends;

» are not standardized, therefore making meaningful
comparisons difficult;

» are not system-generated to reduce the inefficiency of
manual preparation; and

= because they are limited to past due accounts, do not
have an “early warning” section to highlight potential
future problems.

Ratio and trend information is required so that the
performance of collections staff can be monitored and
compared. To be useful and relevant, this ratio and trend
information should be divided into SBFEF and major licensee
accounts receivable. Such information would help the ministry
identify changes in circumstances and, as a result, improve its
budgeting and ability to implement corrective action. It would
also allow the measurement of the collection performance of
the individual regions.

A common measure of performance is DSO (days sales
outstanding), a measure of the average period it takes to
recover a receivable (Exhibit 9.2). A 1993 internal ministry
report stated that DSO had been cut in half since the
introduction of collections staff in 1991—a change that
dramatically improved ministry cash flow and reduced the
costs of carrying large receivable balances, Since that report,
however, the ministry has not continued to examine the
changes in DSO.

In the next section of this report, we discuss D50 further.
We recommend that:

s Revenue Branch determine the information it wants the
Forest Regions to report, and then standardize the monthly
region reports and pursue means of having these reports
system-generated rather than manually prepared;

w the monthly reports to regional management not be
limited to past-due accounts, and that the addition of an
“early warning” feature containing high-risk accounts be
considered; and
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w the monthly reports include appropriate ratios and trends
for the measurement of collection performance, with the
ratios presented on comparable short-term and long-term
bases so that trends can be highlighted and examined.

Exhibit 9.2

Days Sales Outstanding { DSO)
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Trade and Credit Terms

Conclusion

Findings
Terms of Sale

The government has cash requirements that must be met.
If the cash is not received at the time of scaling, then it may
have to be obtained through borrowing. That means there is a
financing (“or carrying”) cost associated with credit sales.
For stumpage revenue, the carrying cost arises between the
time timber is scaled and the time the subsequent receivable
is collected. We looked to see whether:

s the carrying cost related to terms of sale is unreasonably
high; and
= the tHime IaE from scale date to collection date is excessive.

We concluded that the carrying costs of the ministry’s
accounts receivable are significant and that the time lag, from
scale date to collection date, should be reduced when it is
practicable to do so.

Cur previous review of the ministry’s revenue system
found that 90% of the harvested timber reported is billed
within the normal billing cycle of the ministry. However,
this normal billing cycle is longer than one might think
(Exhibit 9.3).

The ministry has reduced the time it takes to collect
receivables by adopting cyclical billing, introducing the
Collection Officer positions, encouraging the use of Electronic
Data Interchange (EDI), and increasing the interest charged
on overdue accounts. Still, we found that the time between
the scaling of timber and payment of stumpage for that timber
can be considerable.

The ministry records an accounts receivable when the
scale data is input into the ARM system. This can be two to
six weeks after the timber is scaled. The scale data, not yet
recorded as an account receivable, is referred to as "unbilled
scale.” In 1996/97, unbilled scale averaged $147 million.
Consequently, any analysis of the billing cycle should include
the unbilled scale to ensure the true size of the receivable
is considered.
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In the previous section, we noted that DSO measures the
average period to collect accounts receivable. Exhibit 9.4 shows
our calculation of DSO by month for 1996/97, including billed
and unbilled scale. The Total DSO averaged 65 days in 1997.
The Best DSO (the average period to recover current accounts
receivable) averaged 58 days. What this tells us is that, on
average, the length of the ministry billing cycle from the time
a load of logs is scaled to the time the respective payment for
that load is due is 58 days. Also, delinquent accounts are
outstanding an average of 7 days (Total DSO less Best DSO).

Electronic Data Interchange (EDI) is currently used to
transfer scale data directly from some scale sites into ministry
computers. The transfer by EDI covers about 37% of the total
volume of timber scaled. The transfer is done, in most cases, on
the 10th day of the month following the scale date. Although
the scale data is sent no earlier than under the manual system,
it arrives at the ministry earlier. The result is savings through
enhanced cash flow and reduced costs. The use of EDI could
further reduce the period between the time of scale and the
time of data transfer to the ministry. It could also be expanded

Exhibit 9.4

----------------
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to more scale sites, leading to additional reductions in data
entry costs, postage costs, and (as discussed in the next
section) carrying costs. To our knowledge, the ministry has
not identified what cost savings might result from EDI, nor
has it attempted to measure them.

An effective credit management systemn should assess
the carrying cost of accounts receivable. Knowledge of these
costs assists in determining the effectiveness of the collections
system. Calculating the carrying costs can assist the ministry in:

» analyzing the desirability of increasing use of EDI to
forward scale data for processing; and

= assessing the total costs associated with programs such as
the SBFEF, which must operate on a true cost recovery basis.

Including unbilled scale, the average receivable balance of
the ministry in 1996,/97 was $347 million. The cost of carrying
this receivable balance was the opportunity cost of having to
finance an average reduction in cash flow to the Province of
$347 million. The average cost of borrowing for the Province
in 1996/97 was 7.6%. At this rate, the estimated carrying cost
of the ministry’s receivables for that year was $26 million.

We recommend that the ministry:

= where practicable, reduce the time lag between scale date
and due date; and

s identify and quantify the cost savings related to the
introduction of Electronic Data Interchange, and explore
ways to expand its use further.

The aim of collections is to maximize cash flow by
collecting receivables as quickly as possible and by reducing
bad debt losses as much as possible. An effective collection
process is based on knowledge of the customer, the external
environment, and use of alternative collection procedures.

We found that the ministry has a systematic, timely
and efficient process of collecting accounts receivable. The
collection techniques used are appropriate and effective, but
improvements in the areas of negotiated settlements and legal
support would enhance collection efforts.
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Findings
The collection process begins as soon as an account

becomes delinquent. If payment is not recorded in the ARM
system by the 21st day after the statement date, the account is
forwarded automatically to the “collections review list” on the
Collections System (COL). The respective regional Collections
Officer reviews the collections review list and determines what
action is appropriate. In most cases an initial overdue notice is
sent to the customer. If payment is not received in the next few
weeks, a second letter is sent to the customer, warning that
legal action is imminent and suspending additional rights
under the Forest Act.

If the account remains unpaid, the Collection Officer
has several legislative tools available to assist in collection.
Exhibit 9.5 briefly describes the main legislative remedies the
ministry can use.

One tool not available to the ministry is that of
“forgiving” a portion of the amount owing, Only in very
limited circumstances might this be done, in cases where
“great public inconvenience, great injustice or great hardship
to a person has occurred or is likely to occur.” Under these
circumstances, the ministry can apply to Cabinet for
authorization to remit the debt. Remission eliminates the
debt and the government’s right to collect.

We believe that the ability to negotiate settlements and
forgive part of an amount owing could facilitate collection of
a debt that otherwise would be left entirely outstanding. Such
actions would be particularly useful where interest charges
have significantly increased the original debt. According to
ministry collections staff, this lack of authority to negotiate
has led to delays in collection and loss of revenue.

Meeded are legislative amendments that would enable
the ministry to apply to the Minister of Finance for remission
authority on a debt-by-debt basis. This would provide the
ministry with flexibility in the matter and ensure that the
controls, which exist for other remissions, would be retained.

Other Collection Tools

One region arranges to bill the mills that purchase the
timber harvested by SBFEF licensees. The mills withhold the
stumpage due from their payments to the licensees and then
remit the stumpage to the ministry. Such pre-sale arrangements
can be beneficial to the mill and in most cases would not
inconvenience the licensee. Where the licensee, the mill, and
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the ministry are agreeable, such arrangements should be
considered as they also protect the ministry from bad debt losses.

Legal Support
Collection can often be accomplished through

correspondence, repayment agreements, or the threat of
legal action. In some cases, however, legal action may escalate
to the stage where the only course remaining to the collector
is the seizure and sale of assets. This requires legal support.
Collection Officers in the regions and in Revenue Branch told
us that the lack of legal support they receive is a major cause of
collection delays. Without the required support, they noted,
increased legal pressure may be delayed to the point where
successful collection is threatened.

We recommend that the ministry:

u pursue amendments to the regulations that would make
debt incurred under the Forest Act eligible for remission,
in cases where remission is in the best financial interests
of the Province;

= consider using pre-sale arrangements (having the mill
withheld stumpage) in those cases where it would not
cause inefficiencies or hardship to the licensee; and

» evaluale the current level of legal support and determine
whether additional support is required.

Monitoring

The ministry should monitor the costs that are affected
by its credit management policies to gauge the effectiveness
of these policies. Output measurements should be in place to
enable the Ministry to assess credit function effectiveness by

region and program.

Conclusion

The ministry does not have a formal, analytical approach
to monitoring its collection process.
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Findings
One major purpose of monitoring is to gauge the

effectiveness of credit policy and its implementation. The
ministry should have formalized programs for monitoring
and analyzing short- and long-term collection performance.
Without such programs, it cannot identify if, when, how, or
where the collection effort has gone astray. Nor can it compare
performance over time or between regions.

The ministry does not quantify the performance of the
regions’ collection efforts and does not attempt to compare
performance in dollar terms or by type of sale (SBFEF or
majors). We believe that output measures should be developed
and used so that this can be done. Some quantitative measures
can be obtained by comparing current results to historical
norms. Trends can be established by using the internal approach
and, if a change is made in the organization or operation of the
credit function, the results of the change can be quantitatively
examined. As an example, when the ministry introduced
regional Collection Officers, the days sales outstanding was
reduced by half.

Other measures that could be used for benchmarking
purposes include: aging schedules; percentage of bad debt
expenses; and DSO.

We recommend that the ministry establish performance
measures so that the performance of the regions can be

quantitatively compared, preferably by program (Small
Business Forest Enterprise Program and major licensees).

e P D
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summary of recommendations

Recommendations made in the section of this report titled
Forest Credit Management Review are listed below for ease of
reference. They should be regarded in the context of the report.

The Office of the Auditor General recommends that:

s The ministry introduce a policy that requires, prior to all Small
Business Forest Enterprise Program timber sales, certain basic
legal and financial information be provided to the ministry.

a The ministry should determine if there is legislative discretion in
the awarding of timber sales. If not, amendments should be sought
to enable discretion in defined situations.

s The current policy of the Revenue Branch, concerning the review
and approval of repayment agreements with a term of mare than
one year, be extended to apply also to agreements above a certain
dollar amount.

» The annual audits be used as a means of ensuring consistent
collection actions between all Forest Regions.

s The ministry consider introducing a formalized, ongoing training
program for credit management staff.

s Revenue Branch determine the information it wanis the Forest
Regions to report, and then standardize the monthly region reports
and pursue means of having these reports system-generated rather
than manually prepared.

s The monthly reports to regional management not be limited to
past-due accounts, and that the addition of an “early warning”
feature containing high-risk accounts be considered,

w The monthly reports include appropriate ratios and trends for the
measurement of collection performance, with the ratios presented
on comparable short-term and long-term bases so Bt trends can
be highlighted and examined.

» Wihere practicable, reduce the time lag between scale date and
due date.
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w Identify and quantify the cost savings related to the introduction
of Electronic Data Interchange, and explore ways to expand its
use further.

n Pursue amendments to the regulations that would make debt

incurred under the Forest Act eligible for remission, in cases
where remission is in the best financial interests of the Province.

» Consider using pre-sale arrangements (having the mill withhold
stumpage) in those cases where it would not cause inefficiencies
or hardship to the licensee.

= Evaluate the current level of legal support and determine whether
additional suppert is required,

s The ministry establish performance measures so that the
performance of the regions can be quantitatively compared,
preferably by program (Small Business Forest Enlerprise
Program and major licensees).
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The ministry is pleased with the findings of the Auditor General
and will address all of the reconmendations, implementing them
directly or on a trial basis. The ministry inlends to conlinue lo make

improverments in the revenue system and finds the work of the Auditor
General of value in achieving this objective.

< o D
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legal services society

A review of the Society’s mandate, the accountability relationship between the Ministry of Attorney
General and the Legal Services Society, the planning process, and various issues relating to financial
and general control processes

Introduction

In 1996/97, our Office carried out a review of several
issues at the Legal Services Society. The following executive
summary from the management report explains our findings.

Background

The Legal Services Society (the Society) provides legal
aid to eligible applicants and legal education to all British
Columbians.

Ower the past several vears, the Society has experienced
growing and changing demands for its services, increasing
costs to provide these services, and significant pressure from
government to cap the amount spent on delivery.

Between 1990,/91 and 1995/96, the cost of legal aid
increased from $42 million to $102 million—an increase
of over 140%. A major contributor to this increase was the
doubling of the rates (the tariff} paid to private bar lawyers
in 1991.

Although the Society has taken numerous measures
to control costs, it continues to run deficits. The Ministry
of Attorney General (the ministry) is concerned about
this problem.

In the summer of 1996 the Society and the ministry
requested the Office of the Auditor General to review
13 specific issues relating to: the Society's mandate, the
accountability relationship between the ministry and the
Society, and the financial and general control processes in
Reported here is our independent assessment of
these issues.
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Mandate

The Legal Services Society Act describes the Society's
mandate, spelling out both the services it may provide
(which are very broad) and the services it must provide.
These requirements have been further refined by case law.
We concluded that the services identified in the Society's
current policies are within its mandate. Where the Society
does provide services outside its mandate, it does so at the
request of the Ministry of Attorney General.,

> @
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Accountability and Planning Process

Accountability

Planning

Our review of the Society’s accountability to government
highlights issues related to both the governance and
accountability arrangements between the two parties. With
respect to governance, we believe that the existing process
is lacking in the areas of control and direction. Government
first of all needs to develop a governance model that
appropriately reflects its responsibility for seeing that public
policy is carried out. To do this the government needs to
reassess its relationship with, and responsibility for, the board
of directors and the means by which it provides direction to
the board.

With respect to accountability, we recommend that the
Society develop a framework that embraces the principles
of the government-wide accountability initiative currently
under way in the British Columbia public sector. This means
that the Society needs to establish and report its strategic
goals, intended results, performance measures and targets,
and actual results. Ideally, accountability will focus on
organizational and program results as well as financial results.
This way, government and the Legislative Assembly will have
the necessary information to make an informed assessment on
all aspects of the Society’s performance.

Our review of the Society’s planning processes highlights
the need for it to implement a formal, ongoing strategic
planning process that produces a long-term strategic and
financial plan and, in turn, an annual business plan and
budget. We suggest that these plans be included in a corporate
planning document that is provided to government before the
start of the Society’s fiscal year.

We also believe that alternative funding instruments
should be sought by government to accommodate the
demand-driven nature of most of the Society’s services.

We suggest government consider such options as multi-year
funding or special reserves.

Communication and consultation between the ministry
and the Society could be also improved and we suggest that
a liaison committee be established for this purpose. We
recommend that the planning processes of the ministry and
the Society be integrated and synchronized to help ensure
that the output of one process provides input to the other.
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Financial and General 'Dperatinns

Budgeting

The Society has developed a complex budgeting model
that takes into account volume, average case costs, and billing
patterns in order to project future expenditures. We concluded
that the inputs to this budget model were not unreasonable,
although the model had understated expenditures in the past
five years. However, we also believe that refinements to the
existing model are necessary to make it more accurate.

Analysis of Major Increases and Decreases in Expenditures

We were unable to conclude as to the completeness of the
explanations for major cost increases or decreases, as annual
comparisons of the original budget to actual by expenditure
categories and an explanation of the major differences were
not readily available.

Review of Complaints and Client Appeals on Eligibility
The Society has structured and well-documented policies

and procedures for handling complaints and eligibility appeals.
However, because the process for complaints is internal
to the Society, this may create a perception that it lacks
independence. We recommend that the Society explore with
the Ombudsman a process where complainants who are not
satisfied can have their complaints and the Society’s findings
reviewed by that Office.

Eligibility Concerns

We compared the financial eligibility levels used by
the Society with those of other service providers in British
Columbia. The social programs we looked at each determined
financial eligibility differently and, although it was difficult to
make direct comparisons, we believe the Society’s eligibility
levels are reasonable.

To help the Society’s field office staff ensure consistent
application of the financial eligibility rules and coverage rules,
the Society has developed a new Case Management System.
The system calculates, among other things, applicants” net
income and determines their financial eligibility for legal aid.
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Headguarters Administration Expenditures

Administrative expenditures have increased over the
past five years, mainly due to the implementation of the
recommendations in the 1992 Deloitte and Touche review
and the development of new computer systems.

We compared the administrative expenditures of the
Society to those of legal aid agencies in other provinces.
Because of the lack of consistency in what is included or
excluded in these expenditures across the country, we could
not conclude on the reasonableness or unreasonableness of
the Society’s expenditures compared to those of offices in
other provinces.

Audit of Tariff Payments

We reviewed audit activities in the Tariff Department
and Audit and Investigation Department and concluded that
they are effective and result in the recovery of incorrect tariff
charges. However, the level of resources currently available
in the Audit and Investigation Department for auditing work
results in less than 8% of total tariffs billed being audited. We
think the Society should review the level of audit work being
carried out and determine if there is a cost/benefit to
increasing audit coverage.

L
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updated responses to
last year’s internal control
and other reviews

Ministry of Finance and Corporate Relations

New Corporate Accounting System: Update

Page 95 of this report contains this year’s comments on
CAS, in a section titled New Corporate Accounting System:
Lipdate. Because of the significant effect that CAS will have on
government financial accounting processes and reporting, we
believe it is important that we monitor the system as it is being
developed. A response from the Chair of the CAS Executive
Steering Committee is included with that report, on page 103.
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Ministry of Employment and Investment
Information, Science and Technology Agency

Government Information Systems and the Year 2000 Problem

Page 105 of this report contains our follow-up review
of the Year 2000 Problem, in a section titled Government
Financial and Other Information Systems, and the Year 2000
Deadline. Because of the significant effect that the Year 2000
initiative will have on government computer systems we
report on the progress of this initiative annually.
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Ministry of Employment and Investment

Build BC Special Account
A review of controls over expenditures from the Build BC Special Account

Last year we reported on the Build BC Special Account
up to March 31, 1996. There has been little activity within
the Special Account since then. Funds allocated to programs
within the Special Account, excluding Community Projects,
were $3.1 million in 1996,/97 and nil in 1997 /98.

No new projects have been approved since the release
of our last report.

<> > D

Ministry of Forests

Forest Revenue System

A review of controls over the stumpage revenue process for harvested Crown timber

In our review, we identified eleven recommendations for
improvement to the stumpage revenue process.

Status:

The ministry has developed action plans for each of the
Auditor General’s recommendations and progress is being
made on the implementation of those action plans. The
ministry plans to complete this work over the next year and
will provide information on the progress of management in
implementing the recommendations at that time.

> o &

1B6 1997/98 Report 2: Repart on the 1996/97 Public Accownts



audit of financial
statements of

government entities,
trust funds, and other
organizations







Auditer General of British Colambia

audit of financial statements of
government entities, trust funds,
and other organizations

Changes in the 1996/97 Fiscal Year’s
Government Financial Reporting Entity

The Summary Financial Statements of the Province for
the 1996/97 fiscal year include the results of much fewer
government organizations than in the prior year. In the
1995/96 fiscal year, the composition of the government's
reporting entity was significantly expanded to include the
health care organizations, regional hospital districts,
universities, colleges and institutes, and school districts.
However, in the 1996/97 fiscal year, the government decided
to exclude these organizations from the summary reporting
entity. Consequently, the 1996/97 Summary Financial
Statements include only the results of the financial activities
and operations of the Consolidated Revenue Fund and 43
other government organizations and enterprises.

Exhibic10.1 ...

Changes in Assets and Expenses
Assets and expenses of government entities, 1993 to 1997 (3 Billions)
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Source: Financial sratemnenis of government entifits
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In the 1996 /47 fiscal year, the assets and expenses of these
43 government organizations and enterprises (collectively
referred to in this section as government entities) amounted to
$32.0 billion and $9.0 billion, respectively. Exhibit 10.1 shows
the assets and expenses of the government entities reported in
the Summary Financial Statements of the Province from 1993
to 1997,

All changes to the summary reporting entity are
summarized in the Awdit of the Financial Statements of the
Province on page 29 of this report.

Auditors of Government Entities

Exhibit 10.2 shows, for the government entities included
in the 1996,/97 Summary Financial Statements of the Province,
the asset and expense amounts audited by private sector
accounting firms and those audited by the Auditor General.
Private sector accounting firms audited 28 government entities,
which had combined assets and expenses of $23.4 billion and

Bibit 10.2 e

Distribution of Financial Statement Attest Audits

Asset and expenses amounts audited by private sector accounting firms and by the Auditor General
(for government entities), 1996/97 ($ Billions)

Assets

7%

. Private sector accounting firms.

Expenses

. Auditor General

T
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Auditor’s Reports

$7.3 billion, respectively. The Auditor General audited 15
such entities, with total assets of $8.6 billion and expenses of
$1.7 billion.

In addition to the government entities included in the
Summary Financial Statements, the Auditor General audited
a further 48 organizations with assets of $69.8 billion and
expenses (including financing transactions) of $36.2 billion.
Among these were 32 trust funds, including pension and
superannuation plans, and investment funds administered
by the government.

Appendix B of this report lists all government entities
audited by the Auditor General, as well as other organizations
and trust funds audited by the Auditor General which are not
included in the Summary Financial Statements of the Province.

Appendix C lists the government entities that are
included in the Summary Financial Statements and whose
financial statements were audited by the private sector
accounting firms.

> S @

Both management and auditors have responsibilities
associated with an entity’s financial statements. Management
is responsible for preparing the financial statements, establishing
their form and content, and determining the accounting policies
that are appropriate for the organization’s activities. The
auditor’s responsibility is to express an opinion as to whether
the financial statements present fairly, in all material respects,
the financial position and operating results of the entity and
are in accordance with appropriate accounting principles.

Where the auditor finds that the financial statements are
not in accordance with appropriate accounting principles and
the exception is considered to be material, the auditor must
include a reservation in his or her report. During this past
year, the auditor’s report on the financial statements of a
publicly funded university included in the Public Accounts
contained such a reservation.

> G o
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Accounting Standards for Government Organizations

In our last year's report on the Public Accounts, we
commented on accounting standards for not-for-profit entities.
These standards are very important and relevant to many
funded agencies in the government environment. Some of
these agencies have already adopted the new standards and
others are planning to do so in the 1997 /98 fiscal year. The
Canadian Institute of Chartered Accountants (CICA) requires
these standards to be adopted by organizations for their fiscal
vear starting on or after April 1, 1997, In our report next year
we will provide a commentary on the level of compliance with
these standards.

> D D

Financial Statement Comparability in the Public Sector

The absence of consistent accounting principles can lead
to a lack of comparability between similar organizations within
the public sector and between them and those in the private
sector. The ability to make such comparison provides important
information to users as to the performance of an organization.

For there to be consistent and comparable information
between similar organizations, the basis of accounting needs
to be consistent. The CICA standards provide alternative
accounting treatments, but both the boards and the funding
ministries of organizations need to be fully informed as to the
choices that are available. The boards will want to choose the
alternatives that best portray the activities of the entities, while
the funding ministry will want to ensure consistency between
entities in reporting those activities. As the chief accounting
officer of the government, the Comptroller General’s advice
should be sought in this process.

The Auditor General, as the auditor of the government,
works with both the funding ministries and the Office of the
Comptroller General to encourage appropriate financial
reporting throughout all government sectors.

<> < <
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Memorandum of Understanding
with the Minister of Finance and Corporate Relations

The provisions of the Memorandum of Understanding
between the Minister of Finance and Corporate Relations and
the Auditor General are designed to provide a rational audit
process that allows the Auditor General to fulfil the duties
imposed by the Auditor General Act.

The Memorandum goes some way to rationalize who
should perform the financial statement audits of government
organizations, and gives the Auditor General the opportunity
to provide guidance to private sector auditors. In the
Memorandum, the Minister has agreed that the auditor
selection process will reflect the judgments of the Auditor
General with respect to:

» the persons appointed as auditor;
= the nature and extent of the audit work undertaken; and
« the standards adhered to in conducting the audit.

The Memorandum applies to audit appointments
requiring the approval of the Minister, and also to
appointments made by an Order-in-Council. These include
almost all Crown corporations, the colleges, 11 regional
health boards, and 34 community health councils. It is
supported by an implementation plan which provides for
the Auditor General to become auditor to some organizations,
and for him to relinquish other audits to the private sector.
New audits assumed by the Office enable us to increase our
knowledge of government organizations and audit issues
relating to them. Audits taken on are returned to the private
sector on a rotational basis over a five-year period.

As of December 1997, after two years of implementation,
the Office employed agents for the audits of the British
Columbia Building Corporation (BCBC), the British Columbia
Authority Assessment, Provincial Capital Commission, Creston
Valley Wildlife Management Authority Trust Fund, and British
Columbia Institute of Technology which, except for BCBC, were
previously audited directly by our Office. We relinquished the
audit of British Columbia Health Research Foundation and
assumed the direct audits of BC Transportation Financing
Authority and Kwantlen College.

These changes resulted in an overall reduction in the
direct financial audit work carried out by the Office, and
enabled us to meet our increased oversight and management
assistance role.
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As part of this role, we provide not only the Minister
but also management with advice as to the appointment of
auditors. At the start of the auditor appointment process,
we advise about the various factors to be included in the
Request for Proposal that goes to audit firms and we review
the draft request and offer suggestions for improvement.

We then review the process undertaken by the government
organization, analyze the short list of suggested auditors, and
provide our advice on the audit appointment to the Minister
of Finance and Corporate Relations.

The Auditor General must also report on the government's
financial statements and examine other financial information
included in the Public Accounts. This information is drawn

" from the financial statements of all the government entities. In

this work, we rely on the reports and work of the auditors of
these entities. We must take reasonable care to assure ourselves
that our reliance on other auditors is justified. We do this by
meeting with the private sector auditors and reviewing their
working papers to the extent we consider necessary.

The result is that this process is providing us with a
good understanding of the nature of the audit work being
undertaken in the public sector, which in tum will help us
provide further advice to the Minister and the Legislative
Assembly about audit issues.

> S DS
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..............................................................................................................................................

Financial Statement Audit Objectives and Methodology,
Office of the Auditor General

Purposes of Financial Statement Audits

An independent audit of financial statements has several
purposes. The main one is to add credibility to the statements,
thus enhancing their value to the ultimate users. Evidence
of this is provided in the form of an Auditor’s Report which
accompanies the financial statements, and in which the auditor’s
opinion expresses whether the statements are presented fairly in
accordance with an appropriate, disclosed basis of accounting.

Another benefit of such an annual audit is that its very
existence provides a constant stimulus to an organization to
ensure sound financial management. In addition, the auditor
is frequently able to provide helpful assistance and advice to
an organization as a direct result of findings developed during
the audit.

Reporting the Results of Audits

As noted above, a financial statement audit results in the
issuance of a report on those statements. These reports are
addressed to whoever appointed or engaged the auditor to do
the work, such as the organization’s owner, the shareholders,
or some appropriate representative of those with a stake in the
organization. In the case of the government financial statements
examined by this Office, the Auditor General addresses his or
her reports to the Legislative Assembly. The reports issued on
the statements of Crown corporations and other government
organizations are addressed to various parties, according to
applicable appointment or engagement arrangements.

The Auditor's Report constitutes the auditor’s professional
opinion on the financial statements, and usually consists of
three paragraphs.

The first paragraph identifies the financial statements that
have been audited. It also points out that the statements are
the responsibility of management, and that the auditor’s
responsibility is to express an opinion on the statements.
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Next is the “scope” paragraph, which describes the nature
and extent of the auditor's work and the degree of assurance
that the Auditor’s Report provides. Also, it refers to generally
accepted auditing standards and describes some of the
important procedures which the auditor undertakes.

The third paragraph, frequently referred to as the “opinion”
paragraph, contains the auditor’s conclusion based on the
audit conducted.

If the auditor is unable to provide an opinion without
reservation on the financial statements, the report must include
another paragraph. In that paragraph, which would appear
between the scope and the opinion paragraphs, the auditor
advises the reader as to the reasons for the reservation, and
the effects or possible effects on the financial statements of the
matters giving rise to the reservation.

Finally, should the auditor wish to present additional
information or explanations concerning the financial statements—
information that does not constitute a reservation in the audit
opinion—this will appear in a further, explanatory paragraph
to the report.

Auditing Standards

When undertaking examination procedures for the
purpose of expressing an opinion on financial statements,
auditors are expected to comply with established professional
standards, referred to as generally accepted auditing standards.
The principal source of these standards in Canada is the
Canadian Institute of Chartered Accountants (CICA).

Generally accepted auditing standards consist of three
main areas. There are general requirements that the auditor be
properly qualified to conduct and report on an audit, and that
he or she carry out the duties with an objective state of mind.
Further standards outline the key technical elements to be
observed in the conduct of an audit. Finally, reporting standards
set out the essential framework of the Auditor’s Report on the
financial statements.

In addition to these broad standards, the CICA makes
other, more detailed, recommendations related to matters of
auditing practice. As well, the CICA, through its Public Sector
Accounting and Auditing Board, makes recommendations that
relate specifically to the audit of entities in the public sector.
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Application of the Standards

We carry out extensive examinations of the accounts and
records maintained by the ministries and central agencies of
government, and by the Crown corporations and other public
bodies of which the Auditor General is the auditor.

Also, with respect to Crown corporations which are
audited by other auditors and which form part of the
Province's Summary Financial Statements, we obtain various
information and assurances from those other auditors which
enable us to rely on their work in conducting our audit of the
government’s accounts, This information is supplemented by
periodic reviews by our staff of those auditors’ working paper
files and audit procedures.

Throughout these examinations, the Office of the Auditor
General complies with all prescribed auditing standards in
the conduct of its work. It must be realized, however, that the
Auditor General's opinion on a set of financial statements
does not guarantee the absolute accuracy of those statements.
In the audit of any large organization it is neither feasible nor
economically desirable to examine every transaction. Instead,
the auditor, using knowledge of an organization’s business,
methods of operation, and systems of internal control, assesses
the risk of error occurring and then designs audit procedures
to provide reasonable assurance that any errors contained in
the financial statements are not, in total, significant enough to
mislead the reader as to the organization’s financial position
or results of operations.

When determining the nature and extent of work required
to provide such assurance, we consider two main factors:
materiality, which is expressed in dollar terms, and overall
audit assurance, expressed in percentage terms.

» Materiality relates to the aggregate dollar amount which,
if in error, would affect the substance of the information
in the financial statements, to the extent that a
knowledgeable reader’s judgment, based on the information
contained in the statements, would be influenced.

In our audit of the Province's financial statements
we have assumed that an error in the current year’s deficit
in excess of one-half of 1% of the gross expense of the
government would be considered material. For our audits
of government organizations, materiality is established
based on the nature of the organization and an appropriate
percentage, or combination of percentages, of expenditure,
assets, or surplus/deficit.
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» Overall qudit assurance represents, in percentage terms, how
certain the auditor wants to be that the audit will discover
error in the financial statements which, in total, exceeds
materiality, should such total error exist.

In our audit of the Province’s financial statements, we
planned our work so as to achieve an overall audit assurance
of 95% that the audit would detect error in excess of materiality.
For our audits of other government organizations, our planned
overall audit assurance ranges between 95% and 97.5%. In
choosing the level of assurance, we consider factors such as
the expectations of the users of the financial statements and the
nature of the audit evidence available.

In planning our audits of financial statements, we exercise
professional judgment in determining the application of these
two key factors. Professional judgment is influenced by our
knowledge of the requirements of readers of the financial
statements, and by what is generally accepted as being
appropriate by auditors of similar organizations.

> o <
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appendixb

Reports, Entities, and Trust Funds Audited
by the Auditor General for the 1996/97 Fiscal Year

In addition to auditing the Summary Financial Statements
of the Province and the Consolidated Revenue Fund Financial
Statements the Auditor General is the Auditor of:

Government Reports
Debt Statistics Information
Summary of Provincial Net Debt
Key Indicators of Provincial Debt
Summary of Key Benchmarks
Internal Control Objectives for the Investment System
The Office of the Chief Investment Officer

Entities Included in the Summary Financial Statements
British Columbia Assessment Authority
British Columbia Buildings Corporation

British Columbia Educational Institutions
Capital Financing Authority

British Columbia Enterprise Corporation
British Columbia Liquor Distribution Branch'

British Columbia Regional Hospital Districts
Financing Authority

British Columbia School Districts Capital Financing Authority
British Columbia Securities Commission

Columbia Power Corporation

Creston Valley Wildlife Management Authority Trust Fund
Duke Point Development Limited

Forest Renewal BC

Health Facilities Association of British Columbia

Provincial Capital Commission

W.L.C. Developments Ltd.

"Branch of Mindstry of Attomey General
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Other Entities

Trust Funds

Cenerael of Braotisgh Colembia

British Columbia Institute of Technology
Canadian HIV Trials Network
Legal Services Society
Provincial Employees’ Community Services Fund
Roval Roads University
SF Univentures Corporation
Simon Fraser University
The Cedar Lodge Society
University of British Columbia
University of Northern British Columbia
University of Victoria
University Foundations:
Foundation for the University of Victoria
Simon Fraser University Foundation
The University of British Columbia Foundation
University of Northern British Columbia Foundation
University of Northern British Columbia Pension Plan

BC Rail Ltd. Pension Plan
British Columbia Hydro and Power Authority Pension Plan
British Columbia Public Service Long Term Disability Plan
College Pension Plan
Members of the Legislative Assembly Superannuation Account
Municipal Pension Plan
Province of British Columbia Pooled Investment Portfolios:
Active Canadian Equity Fund
Active U.S. Equity Fund
British Columbia Focus Fund
Canadian Money Market Fund 5T1
Canadian Money Market Fund 512
US. Dollar Money Market Fund 513

FRR7/98 Report N Rrp.::-r: en the 1998587 Public Accownis



Auvgditer Geoeral af Breitisk Columbia

Canadian Corporate Bond Fund

Construction Mortgage Fund

Customized U.S. Equity Fund

Fixed Term Mortgage Fund

Indexed Canadian Equity Fund

Indexed Government Bond Fund

Managed International Equity Fund

Passive International Equity Fund

Pension Bond Fund

Private Placement Fund 1995

Private Placement Fund 1996

Realpool Investment Fund

S & P 500 Index Equity Fund

Short Term Bond Fund

TSE 100 Index Equity Fund
Public Service Pension Plan
Teachers' Pension Plan
Westel Telecommunications Ltd. Pension Plan
Workers' Compensation Board of British Columbia
Workers' Compensation Board Superannuation Plan
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appendixc

Government Entities and Trust Funds Audited by Private Sector
Auditors, or Unaudited, and Whose Financial Statements
Are Included in the 1996/97 Public Accounts

Entities Included in the Summary Financial Statements
B.C. Community Financial Services Corporation
B.C. Festival of the Arts Society
B.C. Games Society
B.C. Health Care Risk Management Society
B.C. Pavilion Corporation
BC Transportation Financing Authority
British Columbia Ferry Corporation
British Columbia Health Research Foundation
British Columbia Heritage Trust
British Columbia Housing Management Commission
British Columbia Hydro and Power Authority
British Columbia Lottery Corporation
British Columbia Railway Company
British Columbia Rapid Transit Company Ltd.
British Columbia Systems Corporation
British Columbia Trade Development Corporation
British Columbia Transit
Columbia Basin Trust
Discovery Enterprises Inc.
Downtown Revitalization Program Society of British Columbia
First Peoples' Heritage, Language and Cultural Council
Insurance Corporation of British Columbia
Okanagan Valley Tree Fruit Authority
Pacific National Exhibition
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Other Entities

Trust Fund

18907,/98 Report 2: Report on the 1986797 Public Accounts

Provincial Rental Housing Corporation
Science Council of British Columbia
Victoria Line Ltd.

West Coast Express Limited

111 Health care organizations

39 Regional hospital districts

4 Regional health boards

1 Community health councils

75 School districts

21 Colleges and advanced education institutes

Credit Union Deposit Insurance Corporation
of British Columbia

P D S
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appendixd

Excerpts From the October 1997 Briefing Book by the
Auditor General on the Government Reporting Entity

The material that forms Appendix D is from a briefing
book prepared by the Auditor General of British Columbia for
the October 1997 hearing of the Select Standing Committee on
the Public Accounts. The purpose of the briefing book was to
clarify issues raised by members of the Committee and to
assist in its deliberations.

Contents
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The Government Reporting E”t"i)'g

Purpose

Introduction

In 1997, following the government’s decision to remove
from its 1996,/97 financial statements a number of organizations
that had been included in the 1995/96 government reporting
entity, the Select Standing Committee on Public Accounts was
asked by the Minister of Finance and Corporate Relations to
consider the matter of the scope of the Province’s Summary
Financial Statements. This briefing book is intended to clarify
issues raised by members of the Committee and to assist it in
its ongoing deliberations.

In 1995/96, the government formally acknowledged
that schools, colleges, universities and various health sector
organizations do comprise part of government—that is, they
are accountable to, and are either owned or controlled by,
the provincial government. Accordingly, these entities were
included, for the first time, in the Province's Summary
Financial Statements for 1995/96.

The Summary Financial Statements are meant to
provide a full accounting of government'’s overall financial
performance. If the public and Legislative Assembly are to
assess the full size, growth and impact of government, the
Summary Financial Statements must be inclusive of all the
operations of government. In my Report ont the 1995/96 Public
Accounts, | commended the government for expanding the
Summary Financial Statements to include schools, colleges,
universities and various health sector organizations.

The Summary Financial Statements for 1996,/97, however,
will not be inclusive of all the operations of government. The
government has made clear its intention to exclude schools,
colleges, universities and much of the health sector from its
accounting. Having made this decision, the government has
also requested that the Select Standing Committee on Public
Accounts consider the criteria on which the Summary Financial
Statements should be based.
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This briefing book addresses those criteria and provides
background information for the Select Standing Committee
on Public Accounts to assess the issues raised. In particular,
it includes:

— information addressing the importance of the Summary
Financial Statements as a vehicle for demonstrating the
government’s accountability to the Legislative Assembly;

— the standards generally accepted by governments in
determining which organizations to include in the

reporting entity;
- an analysis of the government’s relationship to organizations
that could be considered for inclusion;

— an analysis of the financial impacts; and

— comments as to the Auditor General's statutory responsibility
as auditor of the government’s financial statements.
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What is the purpose of the
Summary Financial Statements?

Governments carry out policies and deliver services
through various entities. Some are organizational and
accounting entities (such as ministries or special funds and
accounts) through which government directly performs its
executive function; others are separate corporate entities, such
as Crown corporations or school boards, to which financial
power and operational management has been delegated.
Government, however, retains an oversight role and is able to
exercise its policy direction through these corporate entities.

It is the government that initiates organizational legislation,
appoints or approves boards of directors and, with the approval
of the Legislative Assembly, provides corporate entities with
their financial resources. And it is government, through its
ownership and control, that bears the ultimate responsibility for such
entities—for their financial affairs and for the way in which
public resources are invested in and employed by them.

Power and authority is provided to all entities through
the government, acting with the approval of the Legisiative
Assembly. Government retains a degree of control and /or
ownership over these entities, but is, at the same time,
accountable to the Assembly for the way in which the entities
use public funds. This accountability is fulfilled in two ways:
through the financial statements of individual entities and
through the government’s summary financial statements.

The financial statements of individual government
entities are provided to the Legislative Assembly, and
constitute important accountability reports by each entity’s
management. However, these statements do not provide
legislators, investors and other groups with a clear overview
of the full range of financial activities for which the
government is responsible. Only the government is able to
provide the Legislative Assembly with this financial overview
and it does so through the Summary Financial Statements,

The Summary Financial Statements of a government
are intended to provide clear and informative information
ta legislators and to those outside of government about the
government's financial performance overall. To account for
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its financial performance in this broad sense, the Summary
Financial Statements must incorporate information about

the Consolidated Revenue Fund—central government,

in other words—as well as those entities that are outside the
Consolidated Revenue Fund, such as Crown corporations,
schools, colleges, universities and health authorities.
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Why are they important and necessary?

The Summary Financial Statements are general purpose
in that they serve the needs of a variety of users including
analysts, investors, bond-raters, lenders, special interest groups
and others. The government uses the statements to report on its
stewardship and if the financial statements are not complete—
that is, they do not include all the entities for which it exercises
accountability, control or ownership—then government’s
accounting for its stewardship will be incomplete. Clearly,
the form and content of government’s financial reports, and
its financial statements in particular, will significantly affect
the public’s understanding of the financial performance
of government.

Legislators and the public may not necessarily refer
directly to the Summary Financial Statements of the
Province, but the financial reports they do use are usually
based on information taken from the financial statements.
Governments produce many kinds of financial reports, such
as debt statistics, financial statements of individuals funds
and groups of funds, and organizations within the reporting
entity as well as special purpose reports designed to meet the
needs of specific users. However, it is the Summary Financial
Statements that provide the complete framework for government

financial reporting.
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What is meant by
“Government Reporting Entity”?

“Government reporting entity” is a term used to
describe the full extent of those organizations whose
financial performance should be included in the Summary
Financial Statements of the Province. The Summary Financial
Statements are the principal means of communicating financial
information about the performance of government as a whole
to a variety of users. Therefore, the government reporting
entity encompasses those organizations which are accountable
to the government and which the government owns or controls.

The Government Reporting Entity in British Columbia

Since 1981, the Summary Financial Statements have
reflected the transactions of central government and of the
Crown corporations owned and operated by the provincial
government. Crown corporations were included because
they were accountable to and owned or controlled by
the government.

In 1995,/96, the government re-examined its reporting
entity and, based on the same criteria as was used in Crown
corporations and other government organizations, included:

« 75 school districts;

« 120 health care organizations and related corporations;
= 29 regional hospital districts; and

= 25 universities, colleges and institutes.

The government also stated in the 1995/96 Public
Accounts of British Columbia that these entities “are primarily
dependent on provincial government support for their
continued existence. In addition, people believe that education
and health care delivery are the ultimate responsibility of the
provincial government.”
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Who determines the scope
of the Government Reporting Entity?

In a democratic system of government, the government is
given the authority and responsibility to govern and manage
public resources. But this is provided in the context of the
government’s being accountable to the Legislative Assembly
for the way in which it exercises its authority. Part of that
accountability requires government to provide the public and
their elected representatives with a clear and complete picture of
where government stands financially. To do so, the Summary
Financial Statements of the Province must reflect the
organizations for which government is accountable and for
which it exercises control or ownership.

The Role of the Legislative Assembly and of Government:
The reality is that government—through Treasury Board—
will decide which organizations comprise the government
reporting entity and, in turn, will be included in the Summary
Financial Statements of the Province. But the decision does
not rest with government alone. While government decides on
the information it will report in order to manage its affairs
on a daily basis, in the larger context of governance and
accountability, the public and Legislative Assembly have the
ultimate right to determine what information is required for
a full accounting from government—and government is
obliged to provide that information.

The Role of the Auditor General of British Columbia: In
granting government authority to administer the financial
affairs and resources of the public, the Legislative Assembly
has also delegated to government the responsibility for setting
accounting policies. The Auditor General’s responsibility is to
provide the Legislative Assembly with independent assurance
that the government’s accounting policies and their application
have resulted in fair presentation of its financial performance—
in other words, that the Summary Financial Statements are
inclusive and representative of all the operations of government.
In providing such advice, the Auditor General is guided by
the accounting policies of the federal, provincial and territorial
governments in Canada and by the recommendations of the
Public Sector Accounting and Auditing Board of the Canadian
Institute of Chartered Accountants,
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The Role of the Public Sector Accounting and Awditing Board
(PSAAB): The Public Sector Accounting and Auditing Board
provides governments and their auditors with guidance and
standards that are intended to improve and harmonize public
sector financial reporting, accounting and auditing practices.
The Board has issued a number of accounting recommendations
over the years, and its guidance has formed the basis for much
of the federal, provincial and territorial financial reporting

that we see today. Its recommendation on the scope of the
government reporting entity is the result of several years of
discussions, exposure drafts and consultations with senior
government and other professional financial officials from
across the country. It was, in part, as a result of these discussions
that the government of British Columbia expanded the
government reporting entity in 1995,/96 to include schools,
colleges, universities and various health sector organizations.
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How is the scope of the Government
Reporting Entity determined?

The scope of the government reporting entity should be
determined in a manner which ensures that the Summary
Financial Statements provide a comprehensive yet understandable
everview of government and its responsibilities. The prevailing
view, as recommended by PSAAB, is that the government
reporting entity should include organizations that are both
accountable to and owned or controlled by government.

ACCOUNTABILITY

The principles of accountability, ownership
and control are important because they provide
consistency in the way the government reporting
entity is determined across Canada. However, this
does not mean that the same organizations will be
included in the reporting entity in all jurisdictions.
The decision to include an organization will depend
on the degree of accountability, ewnership or control

CONTROL B OWMNERSHIP Hral Exisis, and this may Wl’}l‘ffﬂm e jurisdichcrﬂ

to another.

What is meant by “accountability”?

“Accountability” is described in terms of being
answerable for management’s overall actions, operations
and administration of an organization’s financial affairs and
resources. This goes beyond the requirement to demonstrate
compliance with funding arrangements or government
regulations. Neither financial dependence on government
“nor regulation by government is, by itself, sufficient to find
that an organization is accountable, Conversely, the existence
of funding sources ather than the government is not sufficient
to find that an organization is nof accountable.

For an organization to be held accountable, the
government must have the ability to stipulate:
not only the quantity and quality of required service or
product outputs the organization must deliver;
but also how the money is spent—how the organization
conducts its overall financial affairs, how it employs its
resources, and how it meets required quality standards.
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What is meant by “control™?

“Control” is the authority to determine the financial and
operating policies of an organization without:

requiring the consent of others;
or
changing existing legislative provisions.

Evidence of control includes legislation that provides
government with the authority to determine the revenue-raising
or expenditure and resource allocation policies of an
organization, or to appoint a majority of an organization’s
governing board or its senior management. The ability fo

exercise, rather than the actual exercise of, such authority defermines
whether control exists.

What is meant by “ownership”?

“Ownership” is described in terms of government having
created or acquired an organization and:

having title to share capital sufficient to appoint at least a
majority of the members of the board of directors,

ar
having an on-going right of access to an organization’s
net assets.

Legislation which provides for the transfer of an
organization’s net assets to government only on the dissolution
of the organization is not sufficient to establish ownership.
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What should be the scope of
BC’s Government Reporting Entity?

If we apply the principles of “accountability and control”
or “accountability and ownership” to British Columbia, based
on legislative provisions, it appears that schools, colleges,
and the health sector should be included in the government
reporting entity. For universities, it is less clear. Municipalities,
funded agencies and contracted agencies would be excluded.

Qur analysis is summarized below,
Accountable | Controlled | Owned

School Boards v v X
Colleges and Institutes v v v
Universities:

- UBC, 5FU, and UVic v ? X

- UNBC v < X

- Royal Roads v v X

- Technical university v v X
Health Authorities v "y x
Municipalities v X X
Funded and

Contracted agencies X X X

The following indicators are provided to illustrate
the ways in which each organization is accountable to
and owned or controlled by the provincial government in
British Columbia.

School Boards:

v Accountable

- for overall administration of financial affairs
and resources

= must provide an annual plan regarding operational
effectiveness

- required to provide financial statements on annual basis

- cannot incur operating deficit without prior
government approval
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« Controlled

- government is charged with maintenance and
management of all provincial school operations under
the School Act

- government allocates funds as it sees fit

~ boards must budget and spend according to government
direction

- accounting practices must be in accordance with
government direction

Colleges:
v Accountable

- must evaluate programs and operations on an ongoing
basis and report to the Minister on request

— must submit an annual report to the Minister

- required to provide financial statements on annual basis
- cannot incur operating deficit without prior government
approval

a public administrator may be appointed to discharge the
powers, duties and functions of a board

v Owned
- each institution is, for all its purposes, an agent of the
government; its powers may be exercised only as an agent
of the government
v Controlled
— & of 14 board members appointed by government

- government establishes policy and directives for
education and training in colleges

~ government establishes educational, training, operational,
administrative, management and other standards

— must establish the accounting and information systems
the Minister considers necessary
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Universities
¥ Accountable

— universities required to provide financial statements on
annual basis

- cannot incur operating deficit without prior government
approval
v Controlled

- government controls or influences appointment of a
majority of the board of governors

- government controls major capital decisions

~ newer universities are subject to additional accountability
requirements and greater control than well-established
universities

Health Authorities

¢ Accountable

- government can establish provincial standards for health
services and the services that must be provided in a
region or community

— grants to a board or council are conditional on
compliance with provincial standards and provision of
specified health services

— each board or council must provide an annual report on
its operations and finances to government

- required to provide financial statements on annual basis

~ cannot incur operating deficit without prior government
approval

~ a public administrator may be appointed to discharge the
powers, duties and functions of a council or board

v Controlled
- appointment process controlled by government
~ priorities determined by government

- regulations of the Minister prevail over those of the
health authority
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Municipalities
¥ Accountable

— can be held accountable to government for the
administration of their financial affairs

X Owned

- municipalities are corporations without shares;
government does not have title to a majority of the
organization’s shares or to its net assets

X Controlled

- government controls many of the financial management
processes and transactions of municipalities but the
degree of control is limited

- municipalities are not controlled by government, in that
government does not:

- appoint a majority of the “governing board” or senior
management; nor

- determine revenue-raising, expenditure and resource
allocation policies of the municipalities

Funded and Contracted Agencies

Non-government agencies, such as private businesses
and societies, may receive government funding which helps
support their activities; others, by contrast, deliver programs
and services, on behalf of the government, on a contractual
basis. However, these agencies—whether they are contracted
or not—retain the choice as to whether they will or will not do
business with the government and they are able to negotiate
with government their terms and conditions. Consequently,
government does not exercise sufficient control or have
ownership of these agencies to be able to include them in
the government reporting entity.

790 1997/98 Report 2;: Report om the 1996/9F Public Acrounts



A wdicta

r General! of British Columbia

What is the impact of including
or not including organizations
in the Government Reporting Entity?

colleges and the health sector in the reporting entity will show:

™

Including the financial results of schools, universities,

the capital assets invested by the government in the health
and education sectors;

sources of revenue, such as fees or licenses, that are not
funded through the Consolidated Revenue Fund but which
are necessary for the organizations to deliver their
programs; and

the extent of, and changes in, revenue received from other
than the Consolidated Revenue Fund.

This additional financial information is necessary in

understanding the extent of, and trends in, the government’s
capital needs and its reliance on other revenue sources to
deliver health and education programs.

Assets and Liabilities:

Increase
Include Exclude (Decrease)
£ Millions $ Millions § Millions
Liabilities 34,050 33,081 390
Financial Assets 16,924 15916 1,008
Tangible Capital Assets 1,135 4,089 7,046
Accumulated Deficit 5,99 13,046 (7.055)

Financial assets and liabilities would both increase

by approximately $1 billion to reflect the inclusion of cash,
investments and accounts payable.

Tangible capital assets would increase by $7 billion

and the net deficiency would decrease to reflect the
Province’s investment in schools, hospitals and advanced
education institutes.
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Increase
Include Exclude {Decrease)
% Millions £ Millions £ Millions
Revenue 23616 22,505 1.1
Expenses 23 0959 29910 1,049

Revenue increases would result from the inclusion of
such items as patient fees, tuition fees, and other usage charges
used by the schools, universities, colleges and health sector
organization to fund the $1 billion increase in salaries and
other operating costs required to deliver their programs,
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What is the trend across Canada?

Periodic Review. Organizations change over time and so
do their governance structures. That is why, periodically,
the application of the PSAAB principles—not the principles
themselves—are reviewed by various governments
across Canada.

Reporting Entities Across Canada will Differ. The reporting
entity will differ from one jurisdiction to another for two
reasons: (1) the state of accountability and control or owner-
ship will vary, depending on the legislative provisions and
activities of each organization; and (2) the provinces and the
federal government are at different stages of implementation
in applying the principles.

The principles of accountability and control or ownership
are a useful tool for ensuring consistency and logic in the way
the government reporting entity is determined within each
jurisdiction in Canada. This does not mean that the same
organizations will form part of the reporting entity in all
provinces, however. The reporting entity will differ from one
jurisdiction to another because an organization’s relationship
with government—its accountability, control and ownership—
may differ. Consequently, comparisons with other provinces
or with the federal government as to which organizations are
included or excluded is not particularly meaningful.
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Who accepts PSAAB and its principles of
accountability and control or ownership?

PSAAB is Widely Accepted Across Canada. The Public Sector
Accounting and Auditing Board (PSAAB) of the Canadian
Institute of Chartered Accountants was established in 1981 to
improve and harmonize public sector accounting and auditing
practice. [ts creation followed extensive consultation with
federal and provincial governments and legislative auditors,
and an in-depth study of government financial reporting.

That study found wide disparities in government
reporting practices. Government financial statements often
reported fragmented and incomplete information, leaving
out major operating units and liabilities. Furthermore, similar
transactions were being reported very differently from one
government to another. Consequently, information contained
in the financial statements was inadequate for decision-
making, accountability and comparison with others. What
was needed were accounting standards for financial reporting
in the public sector.

Government differs from business in its objectives and
in the nature of its operations. These differences need to be
reflected in the financials statements that governments produce
to report on their financial condition and results of operations.
PSAAB recognizes such differences in the standards it sets for
financial reporting in the public sector. As a result of its work,
governments now follow generally accepted accounting
principles in reporting on their financial performance.

PSAAB's process for setting standards is highly regarded
because of its integrity and the opportunity it offers those
affected to provide input. Standards are developed by those
people knowledgeable about and affected by them: deputy
ministers, assistant deputy ministers, comptrollers, auditors
general, municipal finance officers and executives of
government organizations, Two-thirds of the members of
PSAAB and its task forces are selected from among those
responsible for government financial reporting and auditing.
This helps ensure that PSAAB’s accounting standards are
indeed appropriate for governments. And today, with few
exceptions, the federal and provincial governments look to
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PSAAB and the standards it has set in preparing their
financial statements.

Accountability and Control or Ownership is Widely Accepted.
PSAAPB's principles of accountability and control or ownership
are also accepted by the federal and all provincial
governments except Quebec:

British Columbia
Alberta
Saskarchewan

: An examination of their accounting
tanivoba

policies indicares thar these jurisdictions

Ontano are following PSAAB's principles of
Mew Brunswick accountability and control or
Prince Edward Island ownership,

MNova Scotfa

Mewfoundland

Canada

Similar organizations are not necessarily in the
government reporting entity in each province; their inclusion
depends on the degree of accountability, control and owner-
ship which exists. Although PSAAB guidance in this area is
fairly new, governments across Canada have been examining
the government reporting entity within their jurisdiction,
using the PSAAB principles of accountability and control or
ownership. The trend, as is evident from the following chart,

is toward expanding the government reporting entity.
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Organizations within the Government Reporting Entity across Canada,
Status October 1997:

Trend in the
Health Covernment
Province Schools Colleges  Universities  Authonties  Reporting Entity
British Columbia under review <
Alberta -
Saskatchewan rd i rd >
Manitoba ” v v * >
Ontano ” -
Quebec no summary financial statements
Mew Brunswick v v X r >
Prince Edward Island v x X v >
Nova Scotia # ” P # >
Mewfoundland ra v * v >
v included in the gowernment reporting entity # expanding
X do not meet criteria < contracting
% plans for inclusion in the government reporting entity = no change
# under study
Alberta
At present, the inclusion of universities, colleges and
institutes, regional health authorities, and school boards
in the summary financial statements is still under review.
Departmental and ministry financial statements have been
qualified by the Auditor General for failing to include these
organizations.
Saskatchewan

Summary financial statements were issued in 1996/97.
The criteria for including particular organizations was based
on the principles of accountability, control and ownership. The
three largest health authorities are included in the summary
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financial statements. These three authorities account for
approximately 60% of the Health Sector. For those authorities
not yet included, differences between the grant expenditures
of the CRF and full consolidation, are considered errors by
the Provincial Auditor. In 1996/97, community colleges were
included in the summary financial statements for the first
time. The government’s degree of control over school boards
and universities is currently being considered; at present
they are not included.

Manitoba
Summary financial statements were issued in 1995/96.
Colleges and universities are included, but not hospitals or
school boards. Hospitals are likely to be included in 1996,/97,
and discussion about school boards are ongoing.
Ontario

The Ministry of Finance is taking another look at
inclusion of school boards in light of new legislation in
Omntario that has just passed first reading. This legislation
gives the Province more direct control over the school boards.

New Brunswick

Colleges and schools are included in the government
reporting entity as they are part of ministries. Hospitals are
excluded but are being considered for inclusion. Some
members of the Legislature’s Crown Corporations Committee
are questioning why hospitals are not subject to this review as
government organizations. Universities are currently not being
considered for inclusion as they are not owned or controlled.

Prince Edward lIsland

Schools were included for the first time in the 1996/97
summary financial statements. The government does not
believe universities meet the criteria for inclusion, and that

they are independent of the government. Hospitals are included.
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Nova Scotia
The government currently publishes financial statements
in which only five commercial entities are included. The
government is now reviewing the composition of the
government reporting entity, using PSAAB criteria.
Newfoundland

Colleges are included in the summary financial
statements, and hospitals are to be included in the 1996,/97
statements, although there are some problems getting the
necessary information from the hospitals. If hospitals are not
included, it will be because the information was not ready in
time. Universities and school boards will be included if they
meet PSAAB criteria. Decisions on universities is not yet made,
and the responsibility for school boards is in a state of flux.
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What are the issues to be considered
by the Auditor General?

Role and Responsibility of the Auditor General. Legislation
requires the government to report to the Legislative Assembly
on the financial results and position of the Province, which it
does through its financial statements. The Auditor General's
responsibility to the Legislative Assembly is to provide it with
an independent assessment as to the fairmess and reliability of
the government's financial statements.

Two criteria must be met for the Auditor General to issue
a favourable opinion. The statement must:

(1) present fairly the financial results for a fiscal period and
the status of the government's performance at a particular
point in time; and

(2) be prepared using the most appropriate basis of
accounting for fair presentation and disclosure.

Determining Fair Presentation of the Financial Statements.
To determine what constitutes fair presentation, the Auditor
General looks beyond the government’s own accounting
policies to those of other governments in Canada and elsewhere.
The Auditor General is also guided, as are other legislative
auditors, by the authoritative pronouncements and standards
of the Public Sector Accounting and Auditing Board of the
Canadian Institute of Chartered Accountants, These standards
are issued only after extensive consultation over a number of
years with government officials and legislative auditors
representing all federal and provincial jurisdictions.

A key aspect of fair presentation which the Auditor
General must consider is the extent to which government has
fully accounted for its reporting entity. To make this assessment,
the Auditor General applies the principles of accountability
and control or ownership—principles proposed by PSAAB
and now followed by many governments in Canada. Whether
an organization should be considered part of the government
reporting entity will depend on its relationship with the
provincial government—the degree of accountability, control
or ownership which exists.
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Deterntining what has changed from Fiscal Year 1995/96. In
British Columbia in 1995,/96, after lengthy discussion and
consultation with the Auditor General and others, the
government modified the government reporting entity to
include organizations in the education and health sectors. This
change was reflected in its Summary Financial Statements for
1995/96 and, in the Auditor General’s opinion, the statements
did present fairly the financial performance of the government.

For 1996/97, the government has decided to remove
funded agencies in the education and health sectors from its
Summary Financial Statements. Reducing the government
reporting entity in this way, when there has been no significant
change in the degree of accountability, control or ownership
to justify such exclusion, will result in Summary Financial
Statements that are incomplete and, therefore, misleading.

In attesting to the fairness and reliability of the 1996/97
Summary Financial Statements, the Auditor General will
need to consider whether the government's relationship with
the schools, universities, colleges and the health sector has
changed significantly from 1995/96 to 1996/97. If it has not,
and the government excludes funded agencies in the education
and health sectors from its 1996,/97 Summary Financial
Statements, the Auditor General will have to qualify the
financial statements.

<o o o
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appendixe
Excerpts from the 1996/97 Public Accounts

Contents

The material that forms Appendix E is from the
Public Accounts of British Columbia for the fiscal year
ended March 31, 1997, It consists of the Summary Financial
Statements of the province and the Auditor General’s Report
on them.
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Report of the Auditor General
of British Columbia

SUMMARY FINANCIAL STATEMENTS
PROVINCE OF BRITISH COLUMBIA

To the Legislative Assembly

of the Province of British Columbia
Parliament Buildings
Victoria, British Columbia

I have audited the statement of financial position of the Province of British Columbia as at
March 31, 1997 and the statements of operations and changes in cash and temporary investments
for the year then ended. These financial statements are the responsibility of the government. My
responsibility is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with generally accepted auditing 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 fest
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. In the conduct of
my audit, | have received all the information and explanations I have required.

Reservations

I. In preparing this year's statements, the government has excluded the regional hospital
districts, public health care organizations, universities, colleges and institutes, and school
districts. Exclusion of these organizations, though clearly stated in note 1 to these
statements, is an exception to the government's general accounting policies goveming the
summary reporting entity. Those policies provide for the inclusion in the Summary Financial
Statements of organizations which are accountable for the administration of their financial
affairs and resources either to a minister of the government or directly to the Legislature, and
are owned or controlled by the government. The above-noted organizations meet these
criteria for inclusion and, accordingly, should be consolidated into these financial statements,
as they were in 1996,
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Had the regional hospital districts, public health care organizations, universities, colleges and
institutes, and school districts been included in these statements, the total financial assets as
at March 31, 1997 would increase by $1,165 million ($1,008 million for 1996), and total
liabilitics as at March 31, 1997 would increase by $1,247 million ($1,067 million for 1996),
resulting in an increase of $82 million (559 million for 1996) in net liabilities as at
March 31, 1997. Similarly, there would be an increase in revenue for the year ended
March 31, 1997 of §1,189 million (51,111 million for 1996), and an increase in expense for
the year ended March 31, 1997 of $1,040 million ($1,04% million for 1996), resulting in a
decrease in annual net operating expense of $149 million for the year ended March 31, 1997
($62 million for 1996). The exclusion from the reporting entity of the regional hospital
districts, public health care organizations, universities, colleges and institutes, and school
districts also affect many other significant components of the financial statements, as outlined
in the schedule of impact of change in reporting entity included in these statements.

2. The government, by presenting, outside of its net deficiency, the amounts described in the
statement of financial position as "loans for the purchase of assets, recoverable through future
appropriations”, has reported these amounts, in effect, as assets of the Province. These loans
do not have the necessary characteristics of assets, and should be accounted for as an expense
of the Province of the period in which each loan was incurred.

Had the above-noted loans been expensed, the net deficiency as at March 31, 1997 would
increase by 54,964 million ($4,710 million for 1996). Also, the expense for the year ended
March 31, 1997 would increase by $254 million ($390 million for 1996), resulting in a
similar increase in the consolidated net expense for the year,

3. Capitalization of tangible capital assets is proceeding on a phased-in basis. During the
transitional period, which started with the 1995/96 fiscal year, groups of assets for which
estimated or actual values have been ascertained are to be capitalized. Land purchased, or
otherwise acquired for value consideration, is recorded in these financial statements as a
capitalized asset group, except for the ascertained value of land that is held by the
Consolidated Revenue Fund. Land value should include the ascertained value of the land
held by the Consolidated Revenue Fund, as was the case in 1996.

OFFICE OF THE

Auditor General
of British Columbia
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Had the ascertained value of land held by the Consolidated Revenue Fund been included in
these statements, the tangible capital assets would increase, and the net deficiency would
decrease, as at March 31, 1997 by $735 million ($710 million for 1996). Also, the net
operating expense for the year ended March 31, 1997 would decrease by %25 million
(58 million for 1996).

The changes referred to in these reservations, taken together, have the following effects as at
March 31, 1997: total financial assets would increase by $1,165 million to $16,328 million, total
liabilities would increase by $1,247 million to $35,510 million, tangible capital assets would
increase by 358,228 million to $12,408 million, and net deficiency would decrease by
$3,182 million to 36,774 million. The revenue for the year ended March 31, 1997 would
increase by $1,189 million to $24,388 million; and, for the year then ended expense would
increase by $1,015 million to $24,929 million and consolidated net expense would decrease by
$174 million to $594 million.

Opinion

I report in accordance with Section 10 of the Audiror General Act RSBC 1996 chapter 23. In
my opinion, except for the effects on the financial statements of the matters referred to in the
preceding reservation paragraphs, these financial statements present fairly, in all material
respects, the financial position of the Province as at March 31, 1997, and the results of its
operations and the changes in its cash and temporary investments for the year then ended, in
accordance with the stated accounting policies as set out in note | to these financial statements
applied on a basis consistent with that of the preceding year.

ctoria, British Columbia
July 18, 1997

(=N !I: B aw THE
@ Auditor General
of British Columbia



Statement of Responsibility for the Summary
Financial Statements of the Province of British Columbia

esponsibility for the integrity and objectivity of the Summary Financial Stements of the Prowe

ince of British Columbia rests with the government. These financial statements are prepared
by the Comptroller General under the direction of the Treasury Board, in accordance with the gov-
ernment’s stated accounting policies. The fiscal year of the government is from April 1 1o March 31 of
the [nilowing year.

Ta fulfill its accounting and reporting responsibilities, the government maintains systems of G-
nancial management and internal control. These systems give due consideration to costs, benefits
and risks, and are designed 1o provide reasonable asurance that transactions are properly authorized
by the Legislative Assembly, are executed in accordance with prescribed regulations and are properly
recorded, This is done to maintain accountability of public money and safeguard the assets and prop-
erties of the Province of British Columbla under government administration. The Compiroller Gen-
eral of British Columbia maintains the accounts of British Columbia, a centralized record of the
government's financial transactions, and obtains additional information as required from ministries,
agencies and Crown corporations to meet accounting and reporting requirements.

The Auditor General of British Columbia provides an independent opinion on the financial
statements prepared by the government. The duties of the Auditor General in that respect are con-
tined in section 7 of the Audifor General Adt,

Annually, the financial statements are tabled in the Legislanire as part of the Public Accounts,
and are referred to the Standing Committee on Public Accounts of the Legislative Assembly, The
Standing Committee on Public Accounts reports to the Legislative Assembly on the results of its ex-
amination together with any recommendations it may have with respect to the finandial ssatements
and accompanying audit opinions.

Approved on behalf urlh?&}z'/nmm of the Province of British Columbia:
PETTER
Chair, Treasury Board
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Summary Financial Statements
Statement of Financial Position
as at March 31, 1997

In Millions
Note (kU | Tk

Liabilities 3 §
Accounts payable and accrued liabilities ........ . e S R A R 3 2,517 2403
Due to other governments.... A A b e e 4 177 211
Due wo Crown corporations, a,p;cr'nr:lc-s B FODVEIR i conmapeas s g e b e i 5 129 113
VRO TOVOTNINE - oo kb b s i s P VAR S i i P A kW i A P b fi 547 487
Unfunded pension Babilities. . ..o o s s rmsmasasissan s 7 2 563 2 5BY
Public debt, used for Warehouse Program investments ..o e 8 100 ’U5
Public debt, used for government operaling PUrPOSES ... o e s 9 15.291 13,379
Public debt, used for loans under the Fiscal Agency Loan I‘rugrnm ........................ 10 12,525 12,664
EDEENET TR e e i g o P S 01 S el e A A s Hem A S s 11 4 ol

34263 33,138
Fi sal Assel
Cath and temMpPOrAry iTVESTIIETLE womecism e s st s e s Lss e riasidsbisasis 12 1,098 857
Warchouse Program invesiimenis. ..o s s st 13 104 895
MOV ICEIVIIBE o oiinnianmssmiiar rorrrsramnma s rss b s s g Srsis s s A o e s i S B e 14 2158 2 065
BTV AN R . 4w i drmarm o i A A A s 15 47 63
D From OtheT ZOVEITHIIETIIS. ...puniiccciariarassissiesbsemsssrenemrsmatasias i s e sramn s asiasssnsssnse 16 557 655
Equity in EOVErMMEnt CRIETPISES . oomemisrisnsisiensiasissrississiasiiassssmimr s mssissistiarssssassss 17 2,975 2,964
Laoans, advances and morigages receivable i A A S i 18 157 144
I T TTNOTN B s s s e g i ins i o SR e S e 19 288 168
Loans for purchauuimu. recoverable from agencies. ... .o e 20 7,561 7.950
Other assets .. st €1 288 165

15,163 15916
PO TR BRI i irsriinatinniisimnin hdnried b b b i om LA Al S04 s PP PS S st v T B 19 I:ﬂ'l'.ll 17,222
Net liabilities represented by:
Loans for purchase of assets, recoverahle through future appropriations ............. 22 4,964 4,710
Tl Rl s i i s i et vy s sy e b b e A 3 4,180 3,324
Met deficiency q.ovevmi O B 0 P R B e R M R S 24 9956 9188
B T R LI e o i o i e o s R R B B i S A 19, 104 l?ﬂﬂ
Contingencies and COMMILMENIR .o e s s s s 25

The accompanying notes and supplementary statements are an integral pan of these financial statements,

Prepared in accordance with the accounting policies as determined by
Treasury Board.

Py e

Comptroller Gé
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Summary Financial Statements
Statement of Operations
for the Fiscal Year Ended March 31, 1997

I Millsons
(LK _IH'Bﬁ_

Revenuoe ] §
Taxanieim {PNOUE ZEY crnrunranrermmririn renres srmr s s s b e S S SR R B e 13,346 12,715
MAral TERMIUNTES csianasissiaiiniin s e e ereee i A R e 2671 2478
P B T E I . o oiasannsabisitiansn nem aen e s o bt i bbb e S R R TV KRR RS i RN IR 1,664
TIPCMEDONL CROLUREE <. . s rssiasisiiin st niakian mninssamsaure stmstasstesiratinciames iarsaEa 1SS IS IS 1TSS . 570 (1]
Miscellanesons oo, 440 5
Contributions l'rm:: Hm-cmmcnt cnlr:—mﬁ ............................................................. 1,141 ah4
Contributions from the Federal govermimiEml e e s o e me e s s 2 50 2468
B IR W NS o o e R S FH R “?_B : 1,095
Expense
B L e s e e i o o R R e 7021 G810
o R T . T T ——— S 10 5,087
B e e e o i o 5,773 h, 487
Protection of persons and pmp-rmr ............................................................................... 982 988
Transportation, ... 1.8%49 1,460
Nuturl resaurces aud Hm:mm:' rh:\'c[npmnnl_ ............................................................. 1,512 1,341
Oher... e S e S E = Sy 1, (KM} 1,148
Ceneral o L i it e b 318 236

Total operating expense E"'u:ll[- ?T]- L ——————— B 23 i“ 4 ﬂ HIB

Net Operating eXpense For the YEE . s s s (715) HIEJ
Non-Operating Transactions
Increase (decrease) in unremitted earnings of government enterprises (Note 17) .. (53) 52
Consolidated Net (Expense) for the Year (Note 20). e, (768) (331)

The accompanying notes and supplementary stitemenis are an integral part of these Rnancial statements.
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Summary Financial Statements

Statement of Changes in Cash and Temporary Investments
for the Fiscal Year Ended March 31, 1997

Operating Transactions

Consolidated Net Expense for the year ...
Non=cash items included in consolidated net ﬂp:n.m-'
Amontization of angible capital asets..
Amortization of public deln dcfrrmd Tl"r‘l.‘ﬁllt!
and deferred charges. ..ot
Concessionary loan adjustments (decreases) .......
Valuation adjustmeniis .. cueseestammmmmsssin
Accounts receivable (INCreases) o oo
INVentorics deCTeases ... mmimmaninsis s pessissis
Due from other governments decreases (increases) ..
Equity in government enterprises (increases) ............
Other assets decreases (INCNCASER) .viiasrmirmmns
Accounts pavable increases (decreases) ...
Due w other governments (decreases) ...
DPaie 1o Cromm corporations, agencies and funds increases.
Unfunded pension Labilities decreases... ..o
Items applicable o future operations increases...........

Cash (used for) operations. ... ..o

Investment Transactions

Tangible capital asseis—net (Acquisitiions) ...
Loans, adhances and n recehable—net (issues).
Oither invesiments—net disposal gain (loss) e

Cash derived from (used for) investmenis ..o
Total fivancing {requirements) ..o,

Financing Transactions’

Oither debd IPeneiBes . oieiise s insionsiesios mrvismnmssmasis
Public debd INCrEases... .. ccvssussis s smmiissisme e
Derived from (used for) Warehouse Program investments...
Derived from (used for) Fiscal Agency Loan Program

Cash derived from Bnancing ..o
Inerease in cash and Lﬂllp-.:nnl} INVESUTIENIE o cvrererismsssssians
Balance—beginning of year.... il

Batance—end of year......oe.

Receips
5

59

5

i4
22845

{10,625}

12,053

Tev Bliilixsns

19497

Dishurse—
[LiEE (158

1,090
81
1
1,291

21.723

(795)
(10,78%)

10,145

I-.l'.*-'hl:imi:rrg iransribOn Feccipis are foom debi sses and dissirsemenis are o debe ve pavanseiis.

25
(2)
47
( 135)
16
98
{15)
(57)
114
(34)
16
(26)
72

~(415)

{ 1.000)
{22)
(120)
(1.232)
(1.647)

13
922
745
A8

1,885
M1
857

1,098

ATE

[

Met
-1

(3313
172

a3
(13)

58
(104)

(763
(25)
1)
{187}
{44d)
21
(25)
25
(45T)

(50
(43)
476

ae
{424)

2,682
{895)
(1,308)

G
T

B5Y

The accompanying notes and supplementary stitements are an integral part of these financial siatements.



&AM PROVINCE OF BRITISH COLUMBMA

Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997

1. Significant Accounting Policies
(1) Rerorrve Exmmy

These linancial staements include the accounts of organizations which are accountable for the adminisira-
tivan of their financial affairs and resources either to a minister of the government or directly 1o the Legislature,
and are ewned or controlled by the gevernment. Health care organizations, regional hospital districts, universi-
ties, colleges and instinntes and school districts are excluded.

A list of organtzations included in these consolidated financial stitements may be found on A48-A50.

Trusts administered by the government or a government organization are excluded from the government

reporting entity.

(b)) Prevoreues oF CoNsoLnaTios

The accounts of the organizations, except those designated as government enterprises, are consolidated af-
ter adjusting them 1o a basis consistent with the accounting policies described below, Inter-organization ac-
counts and transactions are eliminated upon consalidation,

A government enterprise is an organization thag:
(i} s a separate legal entity with the power 1o contract in its own name and that can sue or be sued
(i} has been delegated the financial and operational authority 1o carry on a business
(it} sells goods and services w individuals and organizations outside the government reporting entity as
its principal activity
(iv) can, in the normal course of its operation, malnin its operations and meet its liabilities from reve-
nue received from sources outside the government reporting entity.

Government enterprises are recorded on the modified equity basis, Under this basis, the government's in-
vestment is initially recorded at cost and adjusted annually 1w include the net earnings,/losses and other net eq-
uity changes of the enterprise without adjusting them to conform with the accounting policies described below,
Since the government ensures the ongoing activities of government enterprises, full account is taken of losses in
these enterprises, even when the comulative losses exceed the original investment.

Inter—enterprise accounts and transections are not eliminated, However, profit elements included in such
transactions, including certain increases in contributed surplus, are eliminated,

No adjustments are made for organizations whose fiscal year-ends are different from the government's fis-
cal year—end of March 51, unless the effect of an wdjustment would be significant wo the consolidated operating
resulls,

() Bagis oF ACCOUNTING AND Srecinc Poiscrs

The government’s Summary Financial Statements are prepared in accordance with the accounting policies
described below and, except as explained in Note 2, on a basis consistent with that of the preceding year. For these
financial statements, the gross basis of accounting is followed; in particular, recoveries are reporned as revenue,

Basss oF ACCOUNTING
The accrual basis of accounting is used, which is specifically expressed as follows:

Revenie

All revenues are recorded on an accrual basis except when the accruals cannot be determined with a
reasonable degree of certainty or when their estimation is impracticable, The exception is corporation in-
come tax, which is recorded on a cash basis,
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

Tax credis/oflsets are acerved on the same basis as the assocuited 1ax revenues.

i
All expenses are recorded for goods and /or services received during the year.

Grants {which include forgivable loans) are recorded as expenses when disbursement of the funds has
been authorized.

Contributions are recorded as expenses ai the earlier of:
(i) the date payment has heen authorized or
{ii) the date on which performance conditions are achieved by the recipient under provisions of a
slatute, Coniracl Oor agresment.

Authorized contributions relating 1o retroactive wage settlements are recorded as expenses of the pe-
riod during which the services were provided.

Acquisitions of capitalized tangible capital assets are recorded as assets and the cost is amortized over the
useful life of the assets. Tangible capital assets that are excluded from capitalization are expensed in the year of
nCquisition,

Assets
Asseis are economic resources controlled by government as a result of past trransactions and events from
which future economic benelits may be obuined.

Assets have three essential characteristics:
(i) they embody a future benefit that involves a capacity, singly or in combination with other as
sets, to provide future net cash lows, or o provide services
(it} the government can control access to the benefit
(iii} the ransction or event giving rise to the government’s right 1o, or control of, the benelit has
alvezudy ocourred.

Assets are recorded 1o the extent that they represent cash and claims upon outside parties: items helbd
for resale to outside parties; a prepaid expense; deferved charge; or, tngible capital assets acquired as a re-
sult of events and transactions prior to the yvear-end.

In September 1995, Trexsury Board approved a policy 1o proceed on the capitalization of tangible capital as-
sets using a phased-in or “step-by—step” approach. The approved process is 1o capitalize and amortize those
groups of assets for which estimated or actual values can be readily ascertained. The process of establishing the
completeness and reasonableness of the records and proceeding with the capiialization of additional groups of
assels is ongoing.

Tangible capital assets are physical assets that are acquired, constructed or developed and:
(i} are held for use in the production or supply of goods and services
{ii}) have useful lives extending bevond an accounting period and are intended to be used on a
continuing basis
(iii} are not intended for sale in the ordinary course of operations,

Tangible capital assets do not include:

(i) inventories held for vesale (including Yand)

(i) assets acquired by Right, such as Crown lands, forests, water and mineral resources
(it} assets pakd for by other parties, such as the federal government.



PROVTNCE OF BRITISH COLUMRLA

Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

Liabalities

All liabilities are recorded to the extent that they represent claims pavable to outside parties as a resull
of events and ransactions prior to the year—end, including: probable losses on loan guarantees issued by the
government; contingent liabilities when itis likely a liability exists and the amount of the liability can be rea-
sonably determined on an individual or portfolic basis; and, unfunded pension liabilities,

Fovezpn Currency Translation

Monetary assets and liabilities denominated in foreign curmencies are translated 1o Canadian dollars a
the exchange rate prevailing at the year—end. Foreign currency transactions are translated at the exchange
rate prevailing at the date of the ransaction unless hedged by forward contracts that specify the rate of ex-
change, Adjustments 1o revenue or expense transaclions ansing as a result of foreign currency translation
are credited or charged 1o operations at the time the adjustments anse. Unrealized foreign currency gains
and losses on long=term, fixed=term monectary assets and liahilities are reported as deferred charges and
amortized over the remaining terms of the related items on a straight-line basis,

Mon=monetary assets and liabilities are ranstated at historical rates of exchange.

Devivative Finaneial Inutrument

The provinee is a party to financial mstruments with off-balance sheet risk, either w hedge against the
risks associated with fluctuations in foreign curmency exchange rates or o manage risks associated with inter-
est rate Mluctuations, Foreign currency contracts are used to convert the liability for foreign currency borrow-
ings and associated costs into Canadian or US dollars. Interest rate contracts are used to vary the amounts
and periods for which interest rates on borrowings are fixed or Moating.

Foreign exchange contracts include forward and future contraces, swap agreements and options. Inter-
est rate contracts include forward rate agreements, futire cContraces, swap agreements and opHions on swaps,
and deferred mte-setting agreements.

Off-balance sheet position data is given in the form of nominal principal amounts outstanding.

Concessionary Loans and Morigages

Loans and mongages that are made ata rate of interest below the government’s bormowing rate for an
equivalent erm are considered concessionary. Concessionary loans and mongages are recovded attheirnet
present value (net of grant component) less any provision required for doubul collection. Present value
discounts are recorded as grant expenses.

Principal repayvments of concessionary loans and morgages will be applied o the reduced loan or
morigage balance (net present value) and recorded as revenue (recovery of a prant) when receved.

Valuation Alloweanoes
Valuation allowances, such as provisions for doubtful accounts and provisions for reduction in value of
investments, are included as expenses on the Statement of Opertions. Personal income tax, corporation in-
come tax and property tax are recorded net of ax oredits and adjustments that are based on revised assess-
ments of actual tx revenue of previows taxation years. Tax credits and adjustments are not considered

valuation allowances,

Sepcc Povcms

Aecaunts Payable and Acoried Liabilities

All amounis payable (including any trade payables 1o government enterprises) for work performed,
goods supplied, services known o have been rendered or for charges incurred in accordance with the terms
of a contract are recorded as parnt of the expenses of the fiscal vear,
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

[ to Other Covernmeniy
Amaounts due to other governments represent liabilities incurred due 1o advances and loans from other

E-U\"EIT.I IMErs,

Dhue to Cronm Corperations, Agencies and Fiunds
Amounts due 1o Crawn corporations, agencies and funds represent liabilities incurred, other than
trade payables, which are payable in the following year.

Deferred Revenue

Deferred revenue represents amounits received or receivable prior to the year-end relating o revenue
that will be earned in subsequent fiseal years.

Unfunded Penvion Linbilities

Unfunded pension liabilities represent the unfunded pontion of pensions io be provided o public see-
tor employees, The percentage of the unfunded portion of cenain statutory pension plans, which are
funded by the province, is included. The amount is calculated using the Accrued Benefit Actuarial Cost
Method. Pension fund surplus balances are not included.

Changes in the unfunded liability for pension plans which arise as a result of estimation adjusiments
due to experience gains and losses and changes in actuarial asumptions are amortized aver the expecied av-
erage remaining service life of the related employee group. Gains or losses arising as a result of plan amencd-
ments are recognized in full in the year of amendment.

Public Del
Public debt represents direct debt obligations of the Provinee of British Columbia, including amounts used

for government operating purposcs, the Fiscal Agency Loan Program and the Warchouse Program. These obli-
gations are recorded at principal less unamortized discounts and sinking fund balances where applicable.

The Fiscal Agency Loan Program represents debt obligations incurred for the purpose of re=lending 1o
authorized government bodies. The amounts will then be repaid through the operations of the agencies or
through amounts advanced 1o the agencies by the government from futare appropriations.

The Warehouse Program represents debt incureed at beneficial terms wo provide for anticipated future
needs of government and the Fiscal Agency Loan Program, Proceeds are invested until funds are needed.
Swaps may be ransacted for hedging the debt isued, w ensure that funds are available at prevailing market
rates of interest at the dme the monies are needed.

The Matwched Book Program is designed 1o take advantage of arbitrage opportunities available in the
market where the province may borrow at a given interest rate and invest proceeds at a higher interest rate,
subject to profit targets and investment quality parameters, Interest paymenis and interest income may be
swapped to effectively lock-in the interest rave spread.

Dizscoumis are sumartized on a true consiant vield basis, Unamortzed discount on bonds called and refi-
nanced is amortized over the remaining life of the old debt, or the life of the new deba, whichever isshorer,

When it has been determined that there are sufficient securities wo satisfy scheduled interest and principal
payments for a bond issue, the sinking fund asseis are wansferred o the provinee and are setside inan irrevo-
cable defeased trust account. The provinee legally assumes responsibility for all future interest and principal
payments. The debt and the related securities used 1o extinguish the debi are removed from the province’s
Saement of Financial Position. The debt is considered extinguished for financial reporting purposes.
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

Other Detd
Other debt represents debit obligations owed 10 external organizations including Canada Morgage el
Housing Corporation, various financial instinutions, and financiers of capital leases.

Cash and Temporary Investments
Cash balances are shown after deducting outstanding cheques issued prior 1o the year—end.

Temporary investments include short=term investments recorded at the lower of cost or market value.
Temporary investments consist mainly of units in the Province of British Columbia Pooled Investment Port-
folio money market funds. Units are carried at the lower of cost of acquisition adjusted by income atiributed
o thie s, or marker value.

Warehouse Program [nvestmenis

Warehouse Program investments inchude investmenis held within the Warchouse Borrowing Program.
Temporary invesiments within this program are shori-term investments recorded an the lower of cost or
market vilue,

Avronunts Receivable

All amounts receivable {including any trade receivables from government enterprises) at the year-end
for work performed, goods supplied and,/or services rendered are recorded as revenue or recoveries of the
fiscal year. Valation allowances are provided where collectibility is considersd doubaful

frveniorie
Inventories comprise items held for resale and are recorded at the lower of cost or net realizeable value.

Inventories of supplies are charged to the respective programs when the caost is incurred.

Property consists of land which has been purchased, or for which development costs have been incurmed, that
is held for ultimate resale or lease to outside pasties. Tt is recorded at the lower of cost or net realizeable value.

Dhee from Other Governmemnts
Amounts due from other governments include loans and advances outstanding at the year—end.

Equity in Governmen! Enlerfrrises
Equity in government enterprises represents the government s investment (including long-term advances)
in those government enterprises at cost, adjusted for increases and decreases in the investecs” net assets.

Loans, Advances, and Morigages Receroable

Loans and advances are recorded at cost less adjustment for any prolonged impairment in value. Mort-
gages receivable are secured by real estate and are repayable over periods ranging up to thirty years. Valua-
tion allowances are made when collectibility is considered doubaful.

Ether Imveshments
Other investments are recorded at the lower of cost of acquisition adjusted by anributed income, or
miarket value,

Fuseal Ageney Loan

The Fiscal Agency Loan Program consists of loans made to government bodies, and cash and tempo-
rary investments set aside for the specific purpose of loaning to government badies. Loans are recorded at
maturity value less unamaortized discounts and sinking fund balances. Discounts are amortized on a true
constant vield basis,
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

These loans are made for the acquisition of capital assets to be used in the delivery of commercial serv-
ices or government funded programs where the service life of the acquired asset is longer than the term of
the loan,

Loans recoverable from self=supporting government enterprises are recorded as Gnancial assets,
Loans recoverable from organizations dependent on funds provided ow of government appropriations are

reported separately.

Cther Assets

Other assets include prepaid program costs, Prepaid program costs represent expenditures made dur-
ing the fiscal year for work to be performed, goods 1o be supplied, services 1o be rendered or contraciual ob-
ligations to be fulfilled by outside parties in a subsequent fiscal vear. These costs also include inventories of
operating materials held in the Purchasing Commission and Queen’s Printer warchouses pending distribu-
ton in a subsequent fiscal year.

Also included in other asseis are certain deferred charges.

Tangible Cafrital Assets
Tangible capital assets, inchuding work=in-progress, are recorded ar historical cost.

Estimated cost is used o record existing angible capital assets when actual cost is unknown.

Tangible capital asset costs include all costs directly attributable 1o the acquisition, construction, devel-
opment, installation or bewerment of the tangible capital asser.

All significant tangible assets of government organizations and operations have been capitalized with
the exception of land held by the Consclidated Revenue Fund and highway infrastructure. Government tan-
gible capital assets also include computer software.

Costs incurred which lengthen the remaining life of the related asset (replacements) are charged 1o the
st s accwmulated amortiztion account,

Alease which transfers substantially all the benefits and risks incident to ownership of property o the prov-
ince {capital lease) is recorded as a angible capital wset and a liabality at the inception of the lease, The lesser of
the present vidue of the minimum lease piyments and the fairvalue of the property, at the beginning of the lease,
is recorded as the cost and the Rability.

The recorded cost, bess the resichual value, is amortized over the estimaned useful life of the asseis. Tangible
capital assets are accounted for and reported in Note 23, The annval amortization of the costs of angible capital
asxets is allocated to the functions or major programs that employ those assets,

Crusrrntend Dbt

Guaramieed debt represents that debt of municipalities and other local governments, private enterprises
and individuals, and debt and minority interests of provincial Crown corporations, which has been explicidy
guaranteed or indemnified by the government, under the authority of a statute, as (o net principal or redemp-
tion provisions. Valuation allowances are made when probable losses can be reasonably estimaed.
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

Avaluation allowance provision is established wo provide for the probable losses on lean guaranices is-
sued by the government. The amount of the provision is determined by the loss experience of the guaraniee
program and is sufficient 1 meet the expected payout of the guarantee to the lender. The provision is re-
corded a8 an expense in the year the guarantee is issued and is adjusted as necessary 1o ensure it equals the

expected payout of the guarantee.

Gains and Losses on Disposal of Tangible Capital Assets
Giaains arising from the initial valuation and capitalization of existing tangible capital assets are accounted
for as a component of net deficiency,

Gains and losses from the disposal of tangible capital assets (being the difference between net disposal
proceeds and the net canying value) are accounted for each year asa component of net revenue, Gains and
losses on disposal of angible capital assets are reflected in operating results since the gain or loss is, in sub-
stance, an adjustment w amortization previously charged.

Cammilmen s '

Commitments represent future obligations of the government and government organizations and en-
terprises for capital contracts and exiraordinary program commitments, to the extent of contracts and
agreemenis in place at the year—end.

2. 1997 Change in Accounting Policies

In fiscal 1996,/97, the government reverted to the entity in place for the 1994,/95 Public Accounts. Ilthe gov-
ernment had retained the 195,96 reporting entity by including the health care organizations, regional hospital
dlistricts, universities, colleges and institutes and school districts, the wtal revenue would have increased by
§1,1%0 million, and toal operating expense by $1.040 million. The consolidated operating expense would have
decrensed by $149 million, Assets would have increased by $1,165 million, and labilities by §1,247 million, The
net liabilities would have increased by $82 million. The increase in the amount of net liabilities is represented by
the elimination of the loans for the purchase of assets, recoverable through future appropriations pf $4.964 mil-
lion, an increase in the net book value of angible capital assets of $7,493 million and a decrease in netdeficiency
of $2,447 million. See Afid=AGS,

Due to concerns over the ability 1o implement the capitaliztion and amortizaton of angible capital assets,
Treasury Board has established a policy which extends the implementation period for the capitalization of assets
and restricts the broadening of assets capitalized in the 199697 fiscal year to those groups of asets already re-
corded. Land recorded in the Consolidated Revenue Fund, except for propenty held for resale, is removed umil
such time as all land holdings can be identified and historical cost determined. Reversal of land capitalized in
19495 /96 and the reduction in the threshold limits used for capitalizing computer hardware and software and
buiildings in the Consolidated Revenue Fund Financial Sauements, resulis in a decrease in tangible capital assets
of $696 million and an increase inexpenses of $8 million for the year. The opening value of tangible capital assets
for April 1, 1995 was reduced by 3688 million.

A change in aceounting treatment for British Columbia Ferry Corporation occurred in 1996,/%7 because it
continues to be dependent on government subsidies. Accordingly. in 1996,/97, it is now fully consolidated rather
than recorded on the modified equity basis, Since this change is not considered a change in accounting policy,
1995,/96 fgures were not restated. This change resulted in an increase in liabilities of 136 mullicn, assets (in-
cluding tangible capital assets) of $136 million, total revenue of $354 million and total expense of $436 million
and a decrexse in unremitted eamings of government enterprises of $82 million for 1996,/97,
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

3. Accounts Payable and Accrued Liabilities

In Milficas
19a7 _ 195
$ $
Trade accounts payable and other Fabilities o 1113 1105
Accrued interest on public debt...........venee AR A e 715 0
Accrued employee Leave EntECTIEIIIR. . ..o riamiinsiesmrsriss st resrasmantsne 197 152
Other acerued estimiated HabIGes' .. ... 492 426

2,517 2,403

rh\dLH'IHInldir‘ litigganiuay, prowissn for clean g of Expe band shie, provision Tor guarantecd debn payoit and oter miscellaneous
eersied clubma: sl inclades adjusimen o 1996, See Note 1 of ihe Cogpenfidaied Revenue Fasd Financial Sestemenis for detail

4. Due o Other Governments

T Millieans
1ea7 19496
] £

Caovernment of Canacda:

RTINS oot oot A R S B e D s L el 2 Y] 47

B TU BTN asiarandsiesoms o ot i B P S T R e e RO o | 2
Provincial governments;

L 517 o S e el R AT S L PR L L Il s e G H
Local governmen ts:'

RIS e i e T i e i, b e 5 ]

| K. R A SR e S g i A R 73 103

177

"Loscal governmients are sumicipal unis established by the proviscial government. They inclade regional and miegrupoditan mumei-
pralities, cites, towmns, wwihipe, dissricts, roral muskeipalities and wWikyges.

5. Due to Crown Corporations, Agencies and Funds

In Millisns

1997 i
$ H

British Columbia Ferry Corporanon ... e, 2
British Columbia Hydro and Power Anthority ... 1
British Columbia Liguor Distribution Branch ......ceceosecssms e 11 1
Calumbin Power Corporiion ... i iimsmmiisrsenmeiissiamssins sissnsisimsansasisstsii 27 3
Legal ServiCes SOCIEtY ... i mrississiseissiansinsmns fi
Post secondary educathon INSHIIHONS..........owscississiesms s e ersssassisns 47 43
TR DRIV it ot A AL LA i e o 48

129 13
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for the Fiscal Year Ended March 31, 1997—Continued

f. Deferred Revenue

In Millvons
197 199
$ )
Medical Services Plan premiums ... NS 55 1]
Motor vehicle Boenoes a0l PErmIES «....vicc s i i s 142 133
Petroleum, natural gas and minerals, leases and fees. 24 23
Water rentals and recording fees ... A4 fith
Miscellaneois ... RN\ o et L2 1 & 1 e il T 242 6
547 ﬂ-;'i'
7. Unfunded Pension Liabilities'
In Millions
17 1996
3 $
Pubtic Service Pension Plan” ... et ' 345 S5
Members of the Legislative Assembly Superannuation Plan” ... 7 4
Municipal Superannuation Plan®......c....... - : : 742 740
Teachers' Pension Plan’ ..o LR SR UEECRE P s 1,779
1,863 2,889

"he audived financial statemeivts of each pension plan listed may be found io the Trast Funds Financial Satements secsion of the Pul-
lic Adconimnis

*The initial unlunded pension Hability of $445 millon was based on an acnsarial vabuation of the Public Service Peavon Pl for March
31, 10, plus wi cxtimated amoan for Memben of the Legislative Assembly Superannuation Plas. As & vesudi of an achisrial valissben done
s ol March 31, 19603, the outseanding liabilivy was eatimated a2 $148 million, a decrease of $290 million, The reduction of tee esbmated lahi)
ity resubted from prisio fuil gains and changes i acisarial ssampaions, This estimation adjastme s being amortized over the cxpected
pverage remaining service Hie of the related emplovee groug (12 years), For the acusarial valiaion s at Masch 31, 1996, the outstarnadinsg sir-
plus was estimated ot $HE million, As provided for under the Frode (Public S Ad, recominended b the scoaary, and approved by tae
Palstic Service Pension Advisory Board, tie surplus will be refunded over s D—sear perioad 1o the emplopers. The refund amoun will be cales-
Iwicel anmviaally and refunded quartesly, The | refimd amoowan is $ 160 millkon. The udunded Gabilit isereased by $9.9 milfion as a
Slarch 31, 1997, for the Sfﬂ-] Redirement lidentbe ":l'\'l."ﬂ:l.l:l'l.. A farihcr ad st ol §13 milliom is repiginead b amortioe the original un-
Turded Habality of $ 140 nillion over the expeeied merage remaining service e of the related empleyes group, (now 1] years). As s resubl of
these sijustmenes, taes re reduced by 18 millicy {1996 325 million}, The unsmorized pordon of the estimation adjusmen 2w
March 31, 1997 i million (Morch 51, P06 $224 mallsan),

b et i a procased portion (T8 of the 1ol Municipal Superannoation Pl Babalioy of $1,08] million. The amosi eecog-

pised by the Province of Britivh Col wmsbia represenis the pontson of active plan membership made wpof schooks, colleges and health sase e
phovers. Am actuarial valaatin is performed on the Municipal Superannuation Plan every three years, The livest valuation was made as af
Decemnber A1, V9M. At that vabuation, el assers were 35526 million (19912 4,153 million), and liabilities for acorsed pemsion benefits were
36,607 million (1990: 35,210 million), with a et deliciency of §1,081 million (1991:$1,057 million). The anamortiacd portion of the estina-
tlon adpistment s of December 51, 1904 b 317 millbon which i being amanteed over e expeced iverage remaining sendee Bife of the re-
lated exmgloyee group (10T vears), Asa roadt of this sjusimens, expenses are Hicpeased by $10 milllon. The uianssrived portion of the
ewtinsation sdjmsment asof March 31, 1997 s §15.4 million.

“An actuarial valsstion bs performed on the Teachers' Pensson Plan every thrve years. The iest valuation was made s of Theoeniber 31,
1455, At ahan vahsation, oot psecis were $3.931 million, labilides for aconeed pension bencfis were 55,709 million, vesaliiog i s pee defl-
ctency of 1,779 million (19 §1,957 million).
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

8. Public Debt, Used for Warehouse Program Investments

In Millions
= . 1996
Foreign Weighted Weighted
Canudian Denomi=- Taal Averige Tl Average
Year of Dicllar nated Dett Canadian Coupon Canadian Cisnpon
Maturity Dbt (CDNS) Daltars  Rate Percent Dollars Rate Percent
5 $ b1 5
Motes and bonids...... 1997-19098
1 P08 | O 795 6.75
VO 2000
SO00-2001
2001 -2002
20022007 100 . 100 9,25 100 025
Toial deln issued at Face value..... y 104 1] 100 Ch 20 Ba5 7.03

The aggregate amount of payments estimated to be required in each of the next five fiscal years to meet re-
tirement provisions is nil. Proceeds from Warehouse Program issues are held as Warchouse Program assets until
they are offlent.

Subsequent to March 31, 1997, debt in the amount of $100 million was offfent.

Additional information on Public Debt can be found on page AGO,
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9. Public Debi, Used for Government Operating Purposes

I Millisens
Im - — -
Foreign Welkghted
Canadian [hersimid- Tiacal Average
Yiear of Dodlar nated Del. Canadian  Coupan
Manuriy Dieht (CDME) Dollars  Rate Percent
5 5 5
Short-term promis
BOHY DHMES . ociaceinians 16— 1957
10587 1 s 7.'_‘.!1 E’ﬁ*!- 1,015
751 264 1,015
Motes, bonds and
hEbEnUTes e 1515737
Foa7-19498 1.6 91 1,845 .90
| =1 905 2,224 403 2,627 741
| P00 (M) 1,003 I 603 4.63
SR 1,207 il 1,268 10,53
2 | =202 1,257 197 1434 1.7
20N2-2007 2 543 1,946 4,538 TA7
2007=-2012 1,150 1.150 0,52
2002=2017 334 334 890
S T-20d2 20 20 10,60
H22-D0ET 1,132 1,152 BAT
202 7-2052 56 50 7.50
m 3 - - 3
12165 3891 16054 772
Toial debt issued at face value..... 12914 -II’-& I'J'.[IEE
Fexs:
T 11T LT e A S N S ER T tl.ﬁ:ﬁ-l:l
15405
DTTLETL LT 7 it 4 " w1111 (O B P (1z)
15,208
amount held in the Consolidated Revenue Fund........ @
15,201

Shori-term Promissory Notes

1996 .
Weighted
Trnal Average
Canacdian Coupon
Drapllars Hate Percel
5
510
510
1,235 B.41
1.662 7.4
1,903 815
B7R 6,90
1,156 14,85
B 1010
3,728 B.58
1,070 0.63
amd B.90
20 106l
1,553 8.53
7
14.!.1332 B.66
15:142
1.614)
13,528
(149)
15,370
13379

Promissory notes outstanding at March 31, 1997, mature at various dates 1o March 5, 1998, at a weighted av-
erage interest rate of 5.26%. During the vear, $8,500 million in notes were issued at interest rates which varied be-

tween 2.55% and 5.43%.
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

9. Public Debt, Used for Government Operating Purposes—Continued

Motes, Bonds and Debentures
Drebenttares Frswed to the Canada Pension Plan

Balances in Canadian dollars include $82% million ( 1996: $866 million) ata weighted average interest rate
of 11.87%. These debentures mature at various dates from March 10, 2000 1o June 10, 2012, with interess rates
varying between 9.04% and 16.10%. These debentures are redeemable in whole or in part before maturity, on six
manths’ prior notice. at the option of the Minister of Finance of Canad, subject to certain restrictions. During
the year, no Canada Pension Plan debentures were issued. Under the Canada Pension Plan legistation, any sig-
nificant amendment o benefits or contributions requires the approval of the legislature of two=thirds of the
provinces. When Canada Pension Plan contributions exceed benefits, these excess funds are laaned to the prov-
inces in proportion by residenis of the respective provinces,

Special Fealire

Balances include 5 40% debentures, due December 4, 2026, totalling 350 million Canadian {1996 mil), The
holders have a put option which, if exercised, would result in the bond maturing on December 4, 2002, If the op-
tion is not exercised, the bond will be redeemed for $112 million (1996; nil) on December 4, 2026, and the cou-
pon rate on the bond will be 7.00% for the period December 5, 2002 o December 4, 2026,

Included in foreign denominated debt are dual currency bonds issued in yen, totalling 58,565 million yen
(19986 nil), and repayable in US dollars wialling $479 million US (1996 nil). The bonds have been hedged 1o
$641 million Canadian {1996 nil), and mature at dates from September 9, 1999 1o February 29, 2000,

Defensencres

At March 31, 1997, sufficient securities had been set aside in an irvevocable trust 1o satisty the scheduled in-
terestand principal payment requirements of $103 million Canadian (1996: $41 million Canadian). The related
debt is considered exunguished for financial reporting purposes.

The aggregate amounts of payments estimated to be required in cach of the next five fiscal vears to meet the
sinking fund and retirement provisions are:

In Millions
Camadlian
Fl.!l:llh-
]

B i e e b R s D e A2 Lal7
D s e ks D 2 h0G
s | T PN L ST L oo 1,641
-y | 1] ORI Y i I L S L0k ety L e A P 1071
DOD2......ncemnrane s e i T e et L B e 1.235

Additonal information on Public Debt can be found on page ABO-ARZ,
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10. Public Debt, Used for Loans under the Fiscal Agency Loan Program

Short-term promis-
!{ll"l’ [ 1] | o R———

Noies, bonds and
debentures. ...,

Year of
Matiriny

190G-1w7
1997=1998

19561997
1997-1998
[9E-19094
1999-2000
2000=-2001
20012002
2002-2007
H07-2012
2012-2017
722
2022-2027
2027=-2032
OF2-2037

Total debi ssued at [ace value....,

Less:

sinking funds ..o s s s s

ursmmartized discoun

Short-term Promissory Notes .

Promissory notes outstanding at March 31, 1997, mature at various dates to January 26, 1998, ar a weighted
average interest rate of 4.36%. During the year, §9.274 million in notes were issued at interest rates which varied
between 2,55% and 5.42%.

Notes, Bonds and Debentures
Deberitures issued o the Canada Pernaion Plan

Balances in Canadian dollars include 85132 million (1996 33,282 million) at a weighted average interest
rate of 11.59%. These debentures mamre atvarious dates from November 9, 1999, to July 10, 2012, with interest
rates varving between 9.04% and 17.51%.

Canadian
Dallar
Db

4

----------------------------------------------------

I Millions
19497 -
Foreign Wedghued
Dencmi- Taostal Average
nated Debe Canapdian Caupon
(NS Dollars  Baie Percent
§ $
1,001 1.525
1001 1,525
154 333 5.02
144 824
GG 996G 459
72 11.78
1.044 1.14
521 5277 9.21
1,796 LR
2,164 B.52
Bt 10,46
692 2,170 7.9
415 415 7.25
2424 15,262 8.75
3,425 14,807
(2,170}
12,637
{112)
12,515

]
Welghsed
Tl Average
Canacian Caostapsom
Dallars  Rate Peroent
L4
1,845
1.B45
144 .95
425 6.75
M7 554
042 694
324 10.99
1,153 10,95
3422 0.27
1.938 1005
2,184 B.52
G50 f(r48
1.528 7.76
12017 9.07
14,762
(1.99)
12,771
_ Mk
12,660
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Notes to Summary Financial Statements
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10. Fublic Debt, Used for Loans under the Fiscal Agency Loan Program—Continued

These debentures are redeemable in whole or in part before maturity, on six months” prior notice, at the op-
tion of the Minister of Finance of Canada, subject w certain restrictions. During the vear, no Canada Pension
Flan debentures were issued, Under the Canada Pension Plan legislation, any significant amendment w benefits
or contributions requires the approval of the legislature of wo—thirds of the provinces, When Canada Pension
Plan contributions exceed benefits, these excess funds are loaned 1o the provinees in proportion by residents of
the respective provinces.

Special Features

Balnces include 5. 40% debentures, due December 4, 2026, totalling $10 million Canadian ( 1996: nil), The
haolders have a put option which, if exercised, would result in the bond mawring on December 4, 2002, If the op-
tiom i3 not exercised, the bond will be redeemed for $13 million (1996 nily on December 4, 2026, and the cou-
pon cate of the bond will be 7.00% for the period December 5, 2002, 10 December 4, 2026,

Balances include 9.75% debentures, due May 15, 2001, wotalling $284 million Canadian { 1996: $300 million
Canadian) which are exchangeable at the holders” option for an equal principal amount of 9.95% debentures
due May 15, 2021, during the period March 15 1o April 15 of each vear from 1997 1o 1999, inclusive. Included in
foreign denominated debtare dual currency bonds ssued in yen, toalling 13, 635 million yen (1996: nil), and re-
payable in L'S dollars toalling $149 million US (1996: nil). The bonds have been hedged w $200 million Cana-
i (1996 nil), and matre on February 29, 2002,

Defeasances

At March 31, 1997, sufficient securities had heen set aside in an irvevocable truse (o savisfy the scheduled in-
terest sand principal ppyment requirements of $797 million Canadian (1996: $555 million Canadian), The re-
lated debt is considered extingnished for financial reporting purposes.

The aggregate amount of payments estimated 10 be required in each of the next five fiscal years to meet sink-
ing fund and retirements provisions are:

i Millions

Canadinm

: Fumnls

%

D e s s B P R L N B ST H2G
[ A ek N b B R s 281
RN e e e s e LR b W T B 11042
PIINE s ccsia s o i i e g e Lt e i 171
| e B O i U oL Y PP Y TGT

Subsequent to March 31, 19497, a total of $41 million Canadian of 9.75% debentures, due May 15, 2001, were
exchanged for an equal principal amount of 9.95% debentures due May 15, 2021,

Additional information on Public Debt can be found on page AB2-AG3,
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11. Other Debt
In Millions
19 15046
¥ 5
T I R e s N e s e e B TR e g 71 it
IEOERETRIIES ixn et mems s 498134448 BT 14 K i e v mvm s PR S bbb i i b 4 _ 45 43
114 101

12. Cash and Temporary Investmenis

I Millions

1997 T
$ s
Cash (cheques issued in excess of funds on deposit) ... (125) (152)
p T T T R S N b e S AR P LA R R 1,228 1009
1,008 857

13. Warehouse Program Investments
I Mdillioms

1997 1996
¥ $
TEMPOTArY INESITETIIL. . coovicemiasisasamasmnrammarassessasseassanaas 101 un4
Deferred ChATEES . evinreris s s s s e b 6
101 920
100 B95

Subsequent o March 31, 1997, net assets in the amount of $100 million were transferred when the corre-
sponding debt was translerred o Public Deba, used for the Fiscal Agency Loan Program.
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14. Accounts Receivahle
I Millions
15T L'EH_H'-

% &
Taxes receivable i BTt SV R YL RS L LR R 1,561 1 46T
Trade oooumis TECEIVADBIE ..ot s siamsis s e b s iR R 4SS i RS I 414 340

Accrued INIErest ..o 43 )
Crown corporations and ngfnu::t S—— 109 24
2437 2224

Lews: provision for doubifinl fecounis. ... ey K S R S B AR {269) R
2,158 2,055

15. Inventories
In Millions
19 1996

3 5

Properties for resale ..o b e et 1 62
DBV - oo b s a4 4 i AP s S eSS 73 R e 3 1

47 L]

16. Due from Other Governments
In Millions
1997 1996
% 5

Government of Canadla:

N TR L i i v s i R S PN S PR 20 625
Fl'rmrlnal gmremrnmu
Local gm'tmmtn ts:’

11 e o | BT L D 24 18

557 655

Hanca gevernmenis are musicipal units esalifished by ihe |.H'\|‘|'|1.1I-l.1|| grevermument. They include eeghonal and metropolitan momdci-
palilie, cliies, wowins, townships, districts, rurulmhhl:hﬂllllﬁ arnl villages,
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+ o |
17. Equity in Government Enterprises e
we 196,
Invessmienis
v
Amounts  Unremited
Dhase Earnings Taaral Total
$ 5 $ 3
B.C. Community Financial Services Enrpﬂr:unn ................ fi b )
British Columbia Ferry Corporation”..... " 1] 149
British Columbin H}d-m and Power .ﬁull‘mrlrp ..................... 280 1,202 1,482 1,257
British Columbin Lottery Corporationm ... e 15 15 15
British Columbia Railway COMPAINY ...covcevceicrsascriciimiinnienes 258 ET0 1,128 1,089
Columbia Power Corporaiion ... menrssissssssssmm o2 1 103 52
Insurance Corporation of British Columbia.........ceeienes 212 212 367
Provincial Capital Commisshon ........newsesusmsmsmmmemme: 15 15 15
W.LC. Developments Lid c.iimrerisssssrisiiamss, | 14 1 13
661 2314 2,075 2,964
Change in Equity in Government Enterprises T
1997 L
Iestments
and
Amounts  Unremitted
Due Earmings Tasgal Testal
5 § $ §
Balance—beginning of ear .. ... sammmmmmnamreries 450 2,514 2.964 2,950
Increase (decrease) For the YEar ... m (200 11 M
Balarvee—e i OF WEAE .. it ciisinmmmansic e sesamsamesseismisiisniin 661 !.,3]4 2,975 2,964
'Sre AST-AS for details.

*Birinish Codemiics Ferry Conporation {BCPC) o longer meets the oniteria of a government enterprise and iy oo bonger enasolidated
andrig the modified cquaty bask, BEFC s fully consobidated in dee 1997 Summary Finanecial Staements,
“The decrease in unremined earmings includes $1480 millian foc fully consolidating the Britah Colunsbis Ferry Corporation,

8. Loans, Advances and Mortgages Receivable
In Millicms

107 1
5 $
Lt e A T e e 275 57
MOTIDAREY TECIVEILE . chsiisinrssn s mnssm st i s S ra s soas s e mias sem s e e e s i PR S 27 32
Bz 289
Less: provision for doubtful ACCOUNIA......ccoummmmummns s s — _(145) [145)

157 144
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

19, Other Investments

Inv Millions

1997 1996

3 5
INIVESUMIEIIIE coics s crmrrrmansmms s e sorn e mrm b A 4 4 P R 834 et s s i b 288 168
20. Loans for Purchase of Assets, Recoverable from Agencies

I Millicins
1997 1996

s $
British Columbia Ferry Corporaiion ... s i 462
British Columbia Hydro and Power Authority ... s 6641 6,288
British Columbia Railway Company 375 09
Columbia Power COrporation ... ... 3
Greater Vancouver Sewerage and Diainage DIStch..... .. ssiimsssssmssississisnins 175
Greater Vancouver Waler DESIACE oo i mamniassss s s s pismais seaseassinsns 151
O O T MRS oo v st srts i oma i i i it aa 3 e b A S S i 3 3
Pacific Racing ASSoCEatiON. . ... ssrisssiass s o e e fi 6
Post secondany education NSNS, ... s s e 154 167
Bagional hospital alEtrioIn . ..o e siierithsimsin s amsasii i o st mmmmia s s b st . 37 404

7561 7,950

21. Other Asseis
In Millians
152 1M
§ §
Prepaid L O e o L i iban e e e s s Py B s A A 83 60
2 165
22. Loans for Purchase of Asseis, Recoverable
through Future Appropriations
n Miltions
il i)
$ 5
Capital Project Certificate of Approval Progrimm.......ocssisssmmmsissasionss s 171 285
Post secondary education instiIHoNS . ... s s s i 1,345 1,240
Figional RospIial cBITEnE. .. s s i snimmeasisi o s smashis st s e 677 i78

1,964 4710



AT PROVINGCE OF RRITISH COLUMELA

Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

: . 1
23. Tangible Capital Asseis pa—
1997 1996
Accurmdated
Amorizax  NetBook  Net Book
Gt Eian Value Value
5 § 5 5
Land held by government onganizations ... 106 406 586
PR RIS . i i PR o B i 2,048 B46 1,402 1.283
Speaialized equipment ... 2,891 a52 2,059 1,449
Other .... o TGS 432 333 2006

5,1111 1,980 4,180 3,524

e estimated el Fves of the eore common exigibile capimd sescts anes land (indefinite); baibdings (5010 50 years); qmnlln:ml
exquipment 10w H vears); siber inebides—anvomobiles (5 years] , EDP ebpment and sofneare (3 0 [ yean), furningre snd other equip-
e (8o 20 yea).

The Costrsalidared Revenue Fumd i in the process of capitaliving all wangible caphial assew, As vet highways and bridges sod acipiired
Lanid are nat capitalised in the Consolidated Revenue Funid. Therelore, tese tangilie capital assets exclisdes land beld by the Consolistased
Revenue Fund (amaant nst vet determined); highways ind bridges held by e Comoliilsied Revemise Fund {amaant not vet debermingd )
wnal, highoways and beddges held by BC Transportation Financlag Authority (§1.098 million).

24. Net Deficiency

In Millions
SR
§ 5

Net deficiency—Dbeginning Ol PEar.....umvericieisimesms i s s 9,188 8,787
Consolidated net expense [nr [1TLR L 768 331
Restaement of prior periods’ ........... R s
T I IR e s A . o s o Gk b i 2
et e Ot O PRI i i s i i s 4o b S 0,956 9,188

"The restatemen of prior periods is compriseed of three adjusments. The first is die toa court decision regarding widows” Workers'
Compensation lenefit which increases liabilities nelating i prior years” activities (312 million ), The mmtd-n'hmmdun-upmuuhrmrr
eansizaied gravel pits, salt storage aress ol mainienance yards, and incresses ishilities relating to poior vean' scvdsies (524 millon ), The
el h.; reversal of the Callege Pension Flan surplus, which inereases dhe tool uniumsded peosion labilities (822 million}.

adpsments regquired f conform i gevernment accounting policies,
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

25. Contingencies and Commitments

(a) GuamasTeen DEny

In Millions
wr v
Met el
Dhutstanding  Chnstanding
5
Municipalities and other Iocal GOVErTMENIS ... s s 3 4
Health i SlibemtBOr e s rissmameninis Ha resinsisaiss s moeimasres 1449 137
Economic deviopiMeIil ..o tissriaressonsiaasio s s sissis s brarss srresiaamabss s i prasssansansissias 04 160
o i o iy ety B i s BB s it et e < _ E?T |:'3-!]5
Ol s i e s ey ey o T i i G B e e b SR T g 1087 | 646
Less
Amounis included as investinents within the consolidated RN s sccammiiiania (1) (1)
Provision for probable DRYOWE i.cirsmsmmasis mabimbassasssessa et _ 31 (38)
1,055 _l_-,ﬁﬂ‘

(b} ConmmcesT Linssmes
(i) Litigation and Other Claims

The government is a defendant in legal actions and is invelved in maters such as expropriation
compensation disputes and tax ssessiment appeils, These matiers may give rise to future liabilitics.

These potential liabilitesare accrued when it is likely that a liability exists and the amount of the
liability can be reasonably estimated on an individual or portfolio basis ( Se Note 3—Other acerued
estimated liabilities),

See None 25 to the Consolidated Revenue Fund Financial Statemenis section of the Public Ac-
counts fior details,

(it)Onher Contingent Liabilites

The government also has contingent liabilities in the form of indemnities, indirect guarantecs
anel cutstanding claims. Where indemnities are for explicit quantifiable Joans, the amounts are in-
cluded in the provision for probable payout.

Under the Criminal Infury Compensation Ak, the government is responsible for providing com-
pensation to victims of crime in British Columbia, for offences described in the Act. A liability of $§75
million (1996: $74 million) has been aceried based on the estimated cost of periodic future pay-
ments for claims.

The government operates and indemnifies pre-funded self-insurance programs o cover claims
against school districts and colleges, hospitals and other health care agencies, and certain social serv-
woe providers, A liability of $38 million (1996: $31 million) has been acerued based on the estimated
ultimate cost of settling any ouwistanding claims.

Under current pension agreements, the government is responsible for payment of pensioners’
Medical Services Flan and Extended Health Care premiums, which are recorded when due,

Asat March 31, 1997, the Gowvernment of British Columbia and Alcan Aluminum Lid had not
reached a settlement on the outstanding issues relating w cancellation of the Kemano Completion
Project in January 1995. On April 14, 1997, Alcan filed a writ and a statement of claim for damages.
On August 5, 1997, the province and Alcan signed an agreement resolving all issues in connection
with the legal action taken against the provinee by Alcan. The agreement will provide Alean with a
souree of electric power to replice in part the potential electric power generated from the Kemano
Completion Project.
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FROVIRCE OF BRITISH COLUMBLA

Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

25. Contingencies and Commitments—Continued

The Insurance Corporation of British Columbia (ICBC) has had a continued erosion of its Rate
Stabilization Reserve Fund during the year, This has been asa result of a freeze in sutomabile premi-
ums, adverse claims during the year and the financial cost of a number of new initdatives cuvently un-
der way and/or contemplated. ICBC's management is taking steps to mitigate this shortfall,
therefore, the government's ultimate liabality cannot be determined.

The BC Transportation Financing Authority has 351 million in contingent liabilities resulting
from claims outstanding from its capital projects.

The British Columbia Liquor Distnbution Branch (BCLDB) is involved in two Supreme Court of
British Columbia actions for the return of all provincial markup amounts paid by Canadian Airfines
International Lid and Air Canada, These airlines are alleging that manies paid 1o daie o BCLDB
were “paid under a unilateral mistake of law.” BCLDB does not believe these claims have merit and
any liability for the claims is not determinable,

(i Aboriginal Land Claims

The absence of treaties in British Columbia has resulted in a number of susianding aboriginal
land claims across the province, Some of these claims have resulted in litigation but most are being
negotiated. The provinee's position on these claims is that, although the province recognizes aborigi-
nal rights, including the inherent rght of aboriginal people 1o self-government, the precise loca-
tiom, scope, and content of these rights should be established not through litigation but by means of
tripartite negotations invobang the federal and provineial governmenis and aboriginal groups. The
province anticipates that these negotiations will result in modern=day wreaties defining the bounda-
ries and nature of First Nations treaty setlement lands and rights and ensure a more stable environ-
ment for resource development in British Columbia,

The British Columbia Treaty Commision monitors the progress of ireaty negotiatons in British
Columbia under a six stage negotiation process. The Treaty Commission began operating in Decem-
Ber 19935, As of March 31, 1997, ithad accepted 49 statemenis ol intent to negotiate treaties from First
Nations., Twenty=six of the 49 First Nations were in the Agreement in Principle stage of negotiations
and 13 were in the Framework Agreement stage. The remaining 10 are in the Preparation stage.

On March 22, 1996, the provincial and federal governments reached an Agreement in Principle
{AIF) with the Nisga'a in northwestern British Columbia, 1§ a final agreement is negotiated which
contains the same provisions as the AIP, the Nisga'a would receive from the provinee $14.4 million in
settlement costs over a period of years. The Nisga'a would also receive §5.75 million from the prow-
ince to purchase fishing vessels and licences. An estimate of third pany compensation is notavailable
at this time. Final negotiations to reach a setlement are now in progress. A final agreement is subject
1o ratification by the Nisga'a, the federal and provincial governmenis.

There are, currently, several major cases involving aboriginal rights before the Courts,

The Supreme Court of Canada will hear a very significant British Columbia case involving abo-
riginal rights, shortly. In this case, Defgnmunkn v, Her Majesty the Qhaven in Right of British Columbia and
Attorney Ceneral of Canada, the British Columbia Court of Appeal held that the Gitxsan and Wet'su-
wet'en First Nations hold unextinguished, non-exclusive aboriginal rights over a large area of nonh-
ern British Columbia. The British Columbia Court of Appeal however, dismissed the claim of the
appellants for damages and for a declaration that they owned and have jurisdiction over the area in
question. The appeal and eross-appeal were heard by the Supreme Court of Canada on June 16 and
17, 1997, but no decision has yvet been made.
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

25. Contingencies and Commitments—Continued

Currently before the Supreme Court of British Columbia is a potentially significant case in which
a First Nation claims aboriginal rights on privately held land. This case, Burms Lake Indian Band v,
Brenda Fountain, was the subject of mediation last year, and some settlement discussions are under
way. These have not yet been concluded, and there remains potential that the matter could go o
trial. The provinee is named as party in this litgation. No dates for trial have yet been set

There is also a significant case on the question of Treaty 8 First Nations entitlements in British
Columbia. In Mclsod Lake Band v. Her Majesty the Queen, the McLeod Lake Band is claiming that it
comes within the boundary of Treaty 8 and that the province is obligated 10 provide, 1o the federal
government, land pursuant to the formula established in Treaty 8.

The interpretation of the rights granted under Treaty 8 is also the subject of another case—Chief
Bernie Metechaea {(Hualfway River First Nation) v. the Ministry of Forests and Canadian Forest Products Lid. In
this case, the Halfway River Indian Band is challenging the issuance of a cutting permit by the Minis-
ury of Forests of the province, on the basis that the cutting activity would be an interference with their
Treaty B hunting and wapping rights. The case was heard in January 1997, Decision was reserved and
has not yet been handed down.

(£} CoMMITMENTS

The government has ongoing operational commitments to fund avaricty of programs for public welfare in-
chuding health, education, social services, protection of persons and propertics, and management of natural re-
sources. In addition, the government normally contracts out construction or maintenance of its roads, bridges and
buildings. All these ongoing operational commitments are detailed in the Extimates published vearly and are not re-
peated in this note. Any significant non-operating commitments (kess than five years duration costing more than
$50 million) and their completion costs are detailed in this note,

In accordance with an Agreement signed July 27, 1995, the province will invest 850 million annually, for
ten years, heginning the 1996,/97 fiscal year, with the Columbia Power Corporation {the Corporation) and the
Columbia Basin Trust (the Trust), for equity investment in power projects. The dishursement of the funds is
controlled by Treasury Board through approval of individual project budgets and joint venture agreements.
The payments in the first five years will be made 1o the Corporation and the payments in the second five years
will be misde to the Trust, except that the Trust will also receive 2 payment in the fifth year equal to one-half
the book value of the hydro—electric expansion rights, and the payment to the Corporation in the fifth year
will be reduced by an equal amount. At March 31, 1997, the book value of the expansion rights wis $102 mil-
Tiem {1996 852 million).

On Ocrober 15, 1993, the government declared part of the Tashenshini/ Alsek region a class "A" provin-
cial park. On August 18, 1995, the government, Geddes Resources Limited (the registered and beneficial
owner of claims in that area), and Royal Oak Mines Inc, signed a Heads of Agreement. The agreement pro-
vided for compensation for lost mineral claims of $29 million which have been paid and a conditional eco-
nomic development grant {maximum $137 million over 14 years) for development of 2 mine at another site.
The economic development component is contingent on the corporation’s fulfilling requirements in the de-
velopment of a mine and is recorded as a linbility as the relevant conditions are met. At this time, $19 million
have been accrued.
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Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997 —Continued

26. Taxation Revenue
In Milticms
1997 L6
s £

T R b a Tt ] 1 1" =2 R B0 B S T O 5,289 4,042
-l.'_.urpnnl:ml ircome.. i i S R B Pt 1,347 1.225

Tl TR O UM ooy oonoiinos bl s b s R s e i 13,546 12,715

27. Expense by Group Account Classification
I Ml Eoas
1oa7 15

5 5
Grants #mncd conIFIBUEDIE . .o i in i ih i i kB s AR TR S 42 = 4 i AR 8 15,825 15,251
B LT ] MU v s i o i e i S i R T AT 2811 2 545
CNPOTALIIE COBIR,1au1xrimsemsmseasecsamsimsamsamamsamransas s sras 1451 54514 S S s 2,224 T 436
Tt g e THT e | = 54 Ire
T e coccorammrr ot o S e b i e o e i s s o B 1 P A R R i il 172
Total OPEraling EXPENEE w. i teriess s e e s A 23,914 22918

28. Expense Due to Valuation Allowances
T Millieins
197 15K

-] L

AT EVITIES, T OETRTIEI I e v s i et b e e o A 4 R AR R AR B SRR AR AR 52 24
Investments in and amounts due from Crown corporations and agencies .. 4 I
Loans, advances and other mortgages receivable oo i neiieeen I 23

47 58

These amounts are included in expense and represent the write down of assets in the above categonies.
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AdE PROVINCE OF BRITESH COLLUMERLA

Notes to Summary Financial Statements
for the Fiscal Year Ended March 31, 1997—Continued

30. Reconciliation of Expense to Expenditure Basis of Accounting

In Millions
1597 1996
] £

Statement of Operations:

Consolidated Net (ExXpense) FOr thie YOl .. i seiicimammnmss s sisarimbssns (T68) (331)

Amortization of tangible capital AS8€15.........o s e 224 172

Acquisition of tangible capital Assets.... ... - (1,0050) {?:-Iji_l]]

Consolidated Net (Expenditure) for the year ... . l!l_.ﬁ?‘lgi l_,'._i 19)
Statement of Financial Position: =5

Loans for purchase of assets, recoverable thruugh future appmpri.umm 4,964 1710

Net deficiency (expenditure basis) .. TS S S——— L A . 12,512

T T IR oo e e B L s e s S R P i e i ; 19,100 17,222
31. Trust Funds

Amounts held and administered in trust by the government at the end of the fiscal year waalled $41.500
million {1996: $37,000 million). See Note 28 1o the Consolidated Revenue Fund Financial Statemenits for fur-
ther details,

32. Subsequent Events

On April 29, 1997, Victoria Line Lid executed an agreement with an unrelated company, Victoria Ferry Lud
which will result in the Victonia Seaule ferry line being operated by Victoria Ferry Lud. The agreement inchudes a
five=year lease of the vessel owned by Victosia Line Lid with an option given 1o Victoria Ferry Lid to purchase the
vessel after the thind year ban before the fifth year of the lease.
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Summary Financial Statements
Statement of Organizations and Enterprises
for the Fiscal Year Ended March 31, 1997

GOVERNMENT DIRGANIZATIONS
REcompED 08 A CONSOLIDATED Basis

Consolidated Revenue Fund

Health Sector
B.C. Health Care Risk Management Society
British Columbia Health Besearch Foundation
British Columbia Regional Hospital Districes Financing Authority
Health Facilities Association of British Columbia

Education Sector
Beritish Columbia Educational Institutions Capital Financing Authority
British Columbia School Districts Capital Financing Authoriy

Natural Resources and Economic Development Sector
B.C. Pavilion Corporation
B.C. Cames Society
British Columbia Enterprise Corporation
British Columbia Securitics Commission
British Calumbiz Trade Development Corporation
Columbia Basin Trust
Creston Valley Wildlife Management Authority Trust Fund
Discovery Enterprises Inc
Downtown Revitalization Program Society of British Columbia
Duke Point Development Limited
Forest Renewal BC
Okanagan Valley Tree Fruit Authority
Pacific National Exhibition
Science Council of British Columbia

Transportation Sector
BC Transportation Financing Authaority
British Columbia Ferry Corporation’
British Columbia Rapid Transit Company Lad
British Columbia Transit
Victoria Line Lid
West Coast Express Limited

Social Services Sector
British Columbia Housing Management Commission
Provincial Rental Howsing Corporation

A4S



A 50 PROVISCE OF BRITESH COLUMBLY

Summary Financial Statements
Statement of Organizations and Enterprises
for the Fiscal Year Ended March 31, 1997—Continued

COvERNMENT (IRGANIZATIONS
BecorpEn ox A CoxNsoupaTeDd Basis—Continued

Other Sector
B.C. Festival of the Ans Society
British Columbia Assessment Authony
Rritish Columbia Buildings Corporation
British Columbia Heritage Trust
British Columbia Systems Corporation
First Peoples’ Heritage, Language and Culre Council

COVERNMENT EXTERPRISES
Recorpen oN & Mooimen Egurmy Basis

B.C. Community Financial Services Corporation
British Columbia Hydro and Power Authority
British Columbia Liquor Dissribution Branch
British Columbia Lotery Corporation

British Columbia Bailway Company

Columbia Power Corporation

Insurance Corporation of British Columbia
Provincial Capital Commission

WL Developanents Lul

"yevionsly reconded on w mioulifiel equity s
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At FROVINCE OF BRITISH OOLLIMBIA

Summary Financial Statements
Schedule of Impact of Change in Reporting Entity
on the Statement of Financial Position
as at March 31, 1997

In Milliomns
- 1oy .
Sunmry HAljusi= Net
Stuements'  S5.UCH." ments’ Towl* Effect
Liahilities 5 5 5 § 5
Accounts payable and accrued habilities......... 2517 1154 (264) 3407 B490
Due to other ZOVETTIMENIS .. ceiammammnmsan 177 9 186 o
Due 10 Crown corporations, agencies and funds 129 8 ()] 134 5
D 1o Province of British Columbia.......... - 149 (1449 i} i
Dhelerred PV T e o s ks e v s e 547 261 (9} TG b-lay)
Unfunded pension Habilities.... ” 2,863 2853 0
Public debe, used for Warehouse Fmgr:lm in-
L1011 117 ] | . S (LI 1Kk L1
Public debt, used for government opcrating
YR TR OIS i i i P iy i e 15,291 5.483 14 20,788 5,497
Public debi, used for loans under the F'tl-l:-ll
Agency Loan I"mgr.lm .................................. 12,525 . | {5,500 7.028 {5.497)
Oher debl s . 114 B 2 205 o
34263 7156 (5009 35,510 1247
Financial Assets
Cash and temporary nvestments ... ..o 10098 050 2048 50
Warchouse Program investments. ... 104) 100 0
Accounts receiVable ... 2,158 329 (295) 2,192 3
I PO NS L n o o e s e S e e Fas 47 71 118 71
hise from l.hl! Prm'mcc of British Columbia . 8 (78} i 0
Due from other gOVErMMEnNtS. ....cocvmesris 547 a2 H89 32
Equity in government n-n::rprmrs i 2.975 0 2975 0
Loans, advances and mortgages receivable ... 157 4 160 3
Dther INVESIMETIIS .o i s assasiaasaias 208 573 Rl 573
Louns for purchase of assets, recoverable l‘mm
IR i w i o s  s 7561 (533} 7.028 (533)
Chthier assets ... _ el 5 (4) _25_? _ a5
. IE.IES E.ﬂ?E {910) 16,328 1.165
Bt TrabiliRek i iinnntngm s Hl mn 5,081 H.H!I 19,182 82
Net liabilities represented by:
Loans for pun:lﬁhr.'u[ml.i, recowerable through
FUITUNE APPIOEEABONS . v v mviaissrssrsamianiamasans 4,964 (4. 964) i {4.5%64)
Tangible capital ABELS ..coccveereeisriosiscims e 4,180 7,496 (3 11,673 7493
bt o 0 L T O 8, 856 (24150 (32) 7.509 (2.447)
[ T o] 1] 1o N OO D l'fl ll]'ﬂ 5,081 {1.995] 15' lﬂ!‘ 82

! Sor Summary Financial Saiements, Saatement of Financial Position on page A21.
*Reelers 1o Schisol diuricts, Universities, Colleges sl insdimes, Heabth care onganizstions and reghonal hospitad districs, 1 alo in-
ehudes ad pastments o conform W government accoun ting policies and e eliminade transa tions that ooourmed wishin the 51ULCH. entities.
nt adjsstmenis o condorm e goveriinent accountng policies and 1o eliminate tranaetons o scoarred between the
51:_.1:!;:“53 and sther comsdiduied enrites incloded in the Sammany Financial Simtements.
presents Sumsmary Finaneisl Sapemens baed on the 1505,/06 seponing entiny.



PUBLIC AQCOUNTS 1996,/97

S

Financial Statements

Schedule of Impact of Change in Reporting Entity
on the Statement of Operations

for the Fiscal Year Ended March 31, 1997

Summary
Siatements’
Revenue $
TR . i £l s b e ot s e 8 e e S S 15,346
INAUTA] FEBOUITEL e isiiniiasinisrinsmaniss s rimes it 2671
Fers and Boenees......c...commmimsimsmmsrreranpissssnss 2 03
Investment Carmingy. ... me 570
Miscellaneous ... e s 44
Contributions from government enterprises .. 1,141
Contributions from the federal government .. 2 50
Recomeries. . .ouamimemmnrrenrian O7H
Tatal revente.... 29 1940
Expense
NI, s v i S A T i T.121
Bockal SEIVIDES ..o ivnmssissr rrassreanassimspsprrmsran: 3,10
L LT T T T R st S LA ok FO A e 5,773
Protection of persons and property........... a8
TrANSEOBEION erunrinmmesississimasmanssinis i amiaasias 1,850
Matural resources and economic development 1,512
T i e e rpen s st A o A 1, (i
General EOVErnmIENL......cvmimeniemsmmma: 118
Diehl SETVICHNE c-eoioranimarmansas sennrrms manstssgassen mprrs 2219
Total operating expeEnse ..o e 23914

Net operating expense for the year............ .

Non-Operating Transactions

Increase (decrease) in unremitted earnings of
FOVEFMMENE ENIETPIISES cocrieramirmamasnsicrrnrines
Consolidaied Net (Expense) for the Year.......

SUCHE
5

106

46

il

744

8,425
126

10, 148

5527

5,3

'?ﬁv&uﬂm:f Finansial Slatemenis, Sttement of Cpermbon on page AZ2,

*Refers o School districts, Universities, Colleges and instinaes, Healh care onganisations and regional

A LS
In Millions
— |}-i".-l'.|'
Adjust- Net
ments’ Totals' Effect
5 £ %
11 15,463 117
2671 ]
{25) 2621 618
(474) 197 (373)
(9 1,175 T35
(8.425) 1,141 it
(1] 2173 125
13y wT (31)
(8,959) 24,548 1,180
{8, 205) e b 518
3. 1040 i}
{5.329) 6,347 574
082 L]
1,884 i
[ 512 ]
1,0 ]
1 ] ¥
(504) 2367 48
0M2) 2495 1060
B3 (586) 149
(53)
8 (619) 149
hospital districs. It aho in-

chudes sdjitments 1o eanfom to gevernment sooounting policies and o eliminase irensaoisns tha occureed within the S UL H, entities.

present adjpostments b conlorns

S0 enities and other consolidated entilies included in the Sumamary Financis) Satements,
Represenis Summany Financial Seatements hased on the 1965 /1996 reporting entity,

mienl accolmting policies aml 1o climinae ranscions tha ocourred beveen the
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