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AUDITOR GENERALS OVERVIEW

Auditor General’s Overview

This 1989 Report is the 11th
Annual Report to be issued by my Office,
and comes at the close of my first year as
Auditor General for the Province.

As an officer and servant of the
Legislative Assembly, I am given the
responsibility to regularly examine the
accounts and records of the Government,
and to provide my audit opinion on the
annual financial statements of the
Province. I am also to report any
significant errors, inadequacies, or
improprieties relating to the Government’s
stewardship of public resources, that may
come to my attention in the course of my
audit work. Additionally, I am authorized
to provide my assessment of the
Government’s stated accounting policies,
and of the extent to which ministry
programs are being administered
economically and efficiently.

My Annual Report to the
Legislative Assembly serves to provide
legislators and the public with a synopsis
of the work of my Office over the past 12
months. It includes observations,
recommendations, and opinions on
various aspects of government accounting,
reporting, and administration of public
resources. References to specific situations
are combined with more general
discussions of broader issues for the
purpose of promoting those improvements
to government processes which I consider
would be both desirable and beneficial.

Following is a brief overview of
the contents of this Report.

Part 1

Part I of this Report includes
comment on all of those matters which
directly relate to my audit of the annual
financial statements of the Government
and of the various public bodies of which
I am the auditor.
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There has, over the years, been
substantial improvement in both the
form and content of the Province’s
financial statements. These statements,
particularly those prepared on a
consolidated basis, are generally
regarded as being in the forefront of
financial reporting by the senior levels of
government in Canada.

I do have concern, however, that a
new set of statements, reflecting
transactions of the General Fund alone
and not the whole of the Consolidated
Revenue Fund, is now being presented in
various government publications as the
Government’s main financial statements.
I believe it important to recognize that it
is the Consolidated Revenue Fund,
incorporating the General Fund and all
Special Funds, which is established by
legislation as being the Fund through
which all public monies, other than trust
funds, are to be received and paid.
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Included in this year’s Annual
Report is advice as to the current status of
those outstanding audit recommendations
of prior years which relate to the
Government’s financial statements. This
information is presented in summary
form, except for those items I have
determined should be considered in
greater detail elsewhere in my Report.
With some exceptions, I am able to report
positive action by the Government in
response to these matters.

Also provided in Part I are reports
on five internal control reviews
conducted by my Office during the year.
These reports summarize the findings
and recommendations resulting from our
review of a limited number of the many
internal control systems operating within
government ministries.

In recent years, the Auditor
General’s Annual Report has included
written comment received from the
Government in response to our value-
for-money (comprehensive) audit
observations of various government
programs. This year’s Report expands on
this process, incorporating comments
from government ministries on each of
the internal control reviews conducted by
my Office during the year. Included, as
well, are follow-up ministry responses to
the internal control reviews and value-
for-money audits covered in my 1988
Annual Report.

This publication of government
responses to audit issues serves to
provide timely information as to the
Government’s actions and intentions in
addressing matters brought to its
attention as a result of the work of my
Office.

Part 11

Part II provides background as to
the value-for-money audits carried out by
my Office. These audits provide
independent assessments of the
economic and efficient employment of
public resources in the administration of
various government programs, and of the
extent to which information regarding
accountability for these programs is
provided to the Legislative Assembly and
to the public.

This year, my Office conducted a
review of the Government’s privatization
initiative. The results of our review are
presented in four reports: the first deals
with the process designed for ministries
to follow in privatizing their programs,
while the other three examine specific
privatization transactions. We indicate
some value-for-money concerns as to the
generic process followed, and also in
regard to the early privatizations
examined. However, similar audit
concerns did not arise in our review of
two or more recent transactions on which
we have reported.

Also, during this year, we
undertook value-for-money audits
in the Ministry of Health. Four programs
were examined in depth: hospitals, the
medical services plan, continuing care,
and public health. In general, in the
areas reviewed, we found that the
Ministry had taken steps to control total
program costs and had compared these
costs in British Columbia with other
jurisdictions. At the same time, we felt
that the determination of cost-
effectiveness of the programs could, and
should, be strengthened.

AUDITOR GENERAL OF BRITISH COLUMBIA
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As I have previously mentioned, I
consider it important that my Office be
an agent for promoting improvement in
government management and
accountability. I believe that our conduct
of these value-for-money audits will
serve to further this objective.

Part 111

My Office has conducted studies
of three other matters of interest: control
of government spending by the
Legislative Assembly, recent initiatives
within the Ministry of Transportation
and Highways, and the management of
Government employee leave
entitlements. These studies are reported
upon in Part III of this Report.

The purpose of our audit of
legislation governing public spending,
and of spending information provided to
the Legislative Assembly, was to
determine whether the Assembly had a
proper basis for exercising effective
control over government expenditures.
Our overall conclusion was that, while
many of the key elements of control are
in place, the basis for the Legislature’s
control over the public purse is not as
effective as it could, or should, be.

Last year, I advised of my
intention to conduct a value-for-money
audit of the Ministry of Transportation
and Highways in 1989. In anticipation of
that audit, my Office has conducted an
interim review of action taken to date by
the Ministry in those areas of deficiency
identified in the 1987 Commissioner
Inquiry report. Our findings indicate that
the Ministry has taken considerable
action to correct those deficiencies.

The management of government
employee leave entitlements, first
discussed in the 1982 Auditor General'’s
Report, has been revisited this year as a
separate Part Ill study. It will be noted
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from our review that a satisfactory leave
management system has yet to be
implemented, despite the incurring of
significant costs in an effort to so do.

Part IV

Part IV of this Report provides
information as to the mandate, mission
and administration of my Office. In it are
described my responsibilities to the
Legislature, and the means employed to
ensure that those responsibilities are
properly discharged.

I wish to thank all of the officers
and staff of the ministries and public
bodies audited by my Office for their
cooperation and assistance. We were
provided with all of the information and
explanations we required in the conduct
of our work. I also wish to express my
sincere appreciation to the staff of my
Office for their continued, unfailing
commitment to the principles of integrity,
objectivity and service to the public.

George L. Morfitt, FC.A.
Auditor General

Victoria, British Columbia
March 30, 1989
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THE PUBLIC ACCOUNTS

The Public Accounts

This Part of the Auditor General’s
Annual Report deals with the Public
Accounts of the Province of British
Columbia. It contains comments and
observations about the financial
statements of the Government for the
fiscal year ended March 31, 1988, and is
based on audit work conducted in
accordance with the requirements of the
Auditor General Act. It also refers 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.

Contents of the Public
Accounts

The Public Accounts are the
documents that contain the audited
financial statements of the Government,
as well as other information that is
presented to the Legislative Assembly to
show compliance with various statutory
authorities.

Under the provisions of the
Financial Administration Act, Treasury
Board establishes the form and content of
the Public Accounts, as well as the
accounting policies of the Government.
The Act also requires the Comptroller
General to prepare the Government’s
financial statements for each fiscal year
ending March 31, in accordance with
these policies.
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The Public Accounts are published in
three volumes:

Volume I contains an explanatory
introduction, followed by the audited
financial statements of the Government
and the unaudited supplementary
schedules. Also included are the
unaudited details of expenditure by
ministerial appropriations, statutory
appropriations, and special fund and
account transactions.

Volume II is composed of detailed
schedules of salaries, wages, travel
expenses, and other payments made by
the Government during the fiscal year.
This reporting, while not explicitly
required by legislation, is a helpful part
of the accountability process and an aid
to suppliers of goods and services to
government. The Auditor General does
not specifically examine or express an
opinion on the data contained in this
volume of the Public Accounts.

Volume III provides the separate
audited financial statements of various
Crown corporations, other government
agencies, and certain pension and other
trust funds.

In addition to these three
volumes, the Government publishes the
Public Accounts Digest. This digest gives a
descriptive summary of the
Government's finances, as detailed in the
Section A and Section B financial
statements contained in Volume I of the
Public Accounts. It is intended to assist
the public in understanding the financial
results of government operations.
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The Government’s Financial Statements

In Volume I of the Public Accounts,
the Government has published three sets
of audited financial statements for the
fiscal year ended March 31, 1988. The
following description of these statements
isincluded in the Introduction to the
Public Accounts:

Section A

General Fund, and Special Funds
Converted to Special Accounts on March
31, 1988 - these statements contain the
operating activities of the Government
including special accounts and special
funds which were converted to special
accounts on March 31, 1988.

Section B

Combined Financial Statements - these
statements include the accounts of the
Consolidated Revenue Fund, combining
the activities of the General Fund (main
operating account and special accounts),
with funds earmarked for specific
purposes, Special Funds.

Section C

Consolidated Financial Statements -
these statements have been prepared to
disclose the economic impact of the
Government’s activities. They aggregate
the Consolidated Revenue Fund and
certain Crown corporations: namely,
those Crown corporations which exist to
serve the Government (“service”
corporations) and those Crown
corporations which conduct Government
programs (“provincial” corporations).
Crown corporations which are intended to
be run on commercial lines are recorded
on an equity basis.

Figure 1.1 illustrates the
relationship among the three sets of
financial statements. Further comments
on the form and content of these
statements and the results of our audit
work appear in subsequent sections of
this Annual Report.

AUDITOR GENERAL OF BRITISH COLUMBIA
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COMBINED
FINANCIAL STATEMENTS
(CONSOLIDATED REVENUE FUND [CREF))
(Section B)

Main
Operating
Budget

Special
Accounts

CROWN CORPORATIONS
AND AGENCIES

(each publishing its own financial statements)
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FIGURE 1.1
L

The
Governments
Financial
Statements

Note:

Sections A, B
and C refer to
Sections in
Volume I of the
1987 /88 Public
Accounts
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Audit of the Government’s Financial

Statements

Auditor General’s
Mandate

The Auditor General is required,
under the provisions of Sections 6 and 7 of
the Auditor General Act , to examine the
accounts and records of the Government
and toreport annually to the Legislative
Assembly on the Government’s financial
statements. In his report, the Auditor
General must state whether, in his
opinion, the statements present fairly the
financial position and operating results of
the Government in accordance with its
stated accounting policies, and whether
such policies are consistently applied. If
heis unable to express this opinion
without reservation, he is required to state
the reasons why.

Purpose and Value of the
Audit

The Government'’s financial
statements serve the interests of a wide
variety of users, including legislators, the
general public, investors, and analysts. To
achieve its purpose fully, the financial
information in the statements must be
viewed by these users as being credible.
The audit process, culminating in the
Auditor General’s Report on the
Government’s financial statements, helps
assure the users of those statements that
the information is reliable. Also, the audit
ascertains, with respect to transactions
examined, that relevant legislation and
regulations governing the administration
of public funds have been complied with.

Furthermore, the very existence of
an annual independent audit has a
salutary effect on the reliability of
accounting work and financial control
systems throughout government.

The Audit Process

The Auditor General, through the
work of his staff, carries out an extensive
examination of the accounts and records
maintained by the various ministries and
central agencies of government. This
examination is conducted in accordance
with “generally accepted auditing
standards”, as prescribed by the Canadian
Institute of Chartered Accountants
(CICA). These standards relate to the
professional qualities of auditors, the
performance of their examinations, and
the preparation of their reports. In
addition to these general standards, the
Auditor General recognizes, in the
conduct of his work, the various
recommendations made by the Public
Sector Accounting and Auditing
Committee of the CICA.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Results of the Audit

As aresult of the examination
carried out, the Auditor General has been
able to provide audit opinions, without
reservation, on the three sets of financial
statements presented by the Government
for the fiscal year ended March 31, 1988.
However, in the process of carrying out
this examination, numerous matters are
brought to light which also call for review
and corrective action by ministries and
central agencies. These are dealt with
through direct contact with the officials
concerned. As well, certain of these
matters are considered to warrant the
attention of the Legislative Assembly, and
are included in the Auditor General’s
Annual Report. These fall into three broad
categories:

¢ the Government’s accounting
policies, and the manner in which it
reports its financial condition and
operating results;

® specific accounting and compliance
matters that arise in the course of the
audit work; and

e the results of the examinations of
selected systems of internal control.

Reports containing the Auditor
General’s audit opinions, together with
the financial statements to which they
relate, appear in Appendix G to this
Report. Our comments on the other
matters we believe should come to the
attention of the Legislative Assembly
follow.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Comments on the Government’s

Financial Statements

The Government’s Choice
of Financial Statements

The Government's financial
statements are the principal means by
which it accounts to the Legislative
Assembly and the citizens of British
Columbia for its stewardship of the public
purse. These documents are intended to
provide a summary record of annual
revenues and expenditures, and to reflect
the financial health of the Province ata
pointin time.

To be of value to their many users,
financial statements must be clearly
identified, easily understood, and
prepared on a consistent basis from year to
year.

In recent years, the Government
has presented, in the Public Accounts, two
sets of financial statements that relate to
government operations: the Combined
Financial Statements and the
Consolidated Financial Statements. A
third set of published statements, the
Trust Funds Financial Statements, was
discontinued in the 1988 fiscal year.

The Combined Financial
Statements have been the main statements
of the Government. They encompass all
the activities and transactions of what is
known as the Consolidated Revenue
Fund. Many people consider that the
annual surplus or deficit reflected in these
statements is the most important figure
reported by the Government. The
Consolidated Revenue Fund, which is
established by the Financial Administration
Act, is made up of the General Fund and
all Special Funds operated by the
Government. It has traditionally been a
key component of the accountability
process in that all public money, other
than trust funds, is required to be paid
into it, and no money may be paid out of it
without an appropriation authorized by
the Legislative Assembly. This concept
forms the basis for legislative control of
public funds in most senior governments
in Canada.

The Consolidated Financial
Statements, developed by the
Government in 1981, bring together the
operating results of the Government and
various Crown corporations and agencies.
The Auditor General commended the
introduction of this progressive
innovation because it provided additional
information on the economicimpact of the
Government’s activities beyond those
reflected in the Combined Financial
Statements. It was also in line with
emerging trends in government financial
reporting.

AUDITOR GENERAL OF BRITISH COLUMBIA
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The Auditor General has, for some
time, suggested that the Consolidated
Financial Statements be presented as the
main financial statements of the
Government. Until this year, however, the
Government had considered the
Combined Financial Statements to be its
main statements, particularly in reference
to government surpluses, deficits, and
financial position.

For the fiscal year ended March 31,
1988, the Government made a significant
change in its financial reporting. It created
anew set of financial statements titled
General Fund, and Special Funds
Converted to Special Accounts on March
31, 1988 (General Fund financial
statements). These statements are a subset
of the information contained in the
Combined Financial Statements. The
difference between the two sets of
financial statements is that the new
statements exclude the transactions and
year-end balance of the new Special Fund
created during the 1988 fiscal year, the
Budget Stabilization Fund.

The Government does not state in
the Public Accounts which statements are
its main financial statements. However,
the placement of the new General Fund
financial statements in the first section of
the Public Accounts (Section A),
preceding the other two sets of
statements, and references in official
publications and pronouncements,
suggest that they are the main statements.

The 1988 budget speech, for
example, highlighted the transactions and
deficit balances of the General Fund rather
than of the Consolidated Revenue Fund.
Aswell, the Financial and Economic Review
issued by the Ministry of Finance and
Corporate Relations in October 1988
states, in a reference to the Government’s
accounting policies, that “. . . the main
reporting entity for 1987/88 is the General
Fund ... ” That Review also contains only

AUDITOR GENERAL OF BRITISH COLUMBIA

one set of financial statements for the fiscal
year ended March 31, 1988, referring to
them as “the preliminary unaudited
financial statements of the government.”
The statements presented in the Review
are essentially the same as the General
Fund statements contained in Section A of
the Public Accounts, with one unusual
exception: the balance sheet presented is
that of the Combined Financial
Statements appearing as Section B of the
Public Accounts. No explanation is offered
in the Review for this aberration.

The impact of this change in
emphasis is significant. Had the
Government continued to treat the
Combined Financial Statements as its
main financial statements, the “Net
Expenditure for the Year” (i.e., the deficit)
would have been reported as $48,028,000
(per page B6 of the Public Accounts).
Instead, by referring to the Section A
statements as its main financial statements
for the 1988 fiscal year, the Government
has reported a net expenditure for the year
of $790,933,000 (per page A6 of the Public
Accounts). The additional General Fund
deficit of $742,905,000 represents transfers
from the General Fund to the Budget
Stabilization Fund. As these two Funds
together constitute the Consolidated
Revenue Fund of the Government as at
March 31, 1988, transfers between the
Funds offset one another and are
eliminated from presentation in the
Combined Financial Statements.
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Nothing in these comments is
intended to imply that any set of these
financial statements is incorrect. The notes
to each set of statements clearly describe,
in the “Significant Accounting Policies”
section, what the statements are meant to
portray. The Auditor General has
examined these financial statements, and
has expressed his unqualified opinions on
them.

However, for the reasons described
above, we are concerned that financial
statements portraying less than the whole
of the Consolidated Revenue Fund are
being presented and referred to in various
Government publications as the
Government’s main financial statements.

We recommend that the
Government reconsider its method of
presenting its financial position and
operating results. While we still believe
that the Consolidated Financial
Statements best reflect the overall
financial position of the Government, at
the very least, the Government'’s reporting
to the Legislative Assembly on its
stewardship of public resources should
clearly reflect the significance of the
Consolidated Revenue Fund as portrayed
in the Combined Financial Statements.

Trust Funds Reporting in
the Public Accounts

For the five years before the 1988
fiscal year, the Government included in its
annual Public Accounts a set of financial
statements entitled “Trust Funds.”
Although the issuance of Trust Funds
statements is not required by the Financial
Administration Act, the statements
provided information about assets which
are held and administered in trust by the
Government, but over which it has no
power of appropriation.

Several aspects of the form and
content of these statements have been the
subject of unresolved discussion between
this Office and government officials.
Matters of concern have included the
following items. These have been
commented on in each of the last three
Annual Reports of the Auditor General.

e The Trust Funds financial statements
have included sinking funds
established by the Government for its
own debtissues, presumably as it is
considered that those sinking funds
are held for the benefit of third
parties, and are funds over which the
Government has no power of
appropriation. However, British
Columbia has been unique among
provinces in Canada in treating
sinking funds, for its own debt, both
as its own assets (by deducting the
sinking fund assets from debt on its
provincial balance sheet), and as
assets held in trust (by including the
same assets in its statement of trust
funds).

AUDITOR GENERAL OF BRITISH COLUMBIA
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¢ Two categories of trust funds were
established for financial accounting
purposes: actively managed funds
and custodial deposits. For custodial
deposits, no reporting of the changes
in fund balances from one fiscal year-
end to the next had been provided in
the statements. On the other hand,
this information was provided for
actively managed funds. We consider
three significant trust funds to have
beenincorrectly categorized as
custodial deposits rather than
actively managed funds, resulting in
incomplete financial disclosure and
public accountability for the overall
stewardship of funds held in trust by
the Government.

In November 1988, the Public
Sector Accounting and Auditing
Committee of the CICA issued a
statement of accounting standards for the
public sector in Canada, entitled
“Defining the Government Reporting
Entity” This statement recommends that
governments disclose, in a note or
schedule to government financial
statements, a description of trust funds
under administration, and that they also
provide a summary of trust fund balances.

For the 1988 fiscal year, such a
disclosure has been made in a note to each
of the Government’s three sets of financial
statements (see the Public Accounts,
Volume I, Section A [note 17], Section B
[note 17], and Section C [note 16}).
Furthermore, although the Trust Funds
financial statements are no longer
presented, a schedule of year-end trust
fund balances has been published in
Section G of Volume I11 of the Public
Accounts.
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We generally concur with these
changes the Government has made in the
form of information disclosure for trust
funds under administration. The
expanded note to each of the
Government’s audited financial
statements, together with the summary of
trust fund balances in Section G, provides
appropriate year-end summary
information in addition to the detail
included in each trust fund financial
statement published in Volume III of the
Public Accounts.

The amended form of disclosure
also eliminates our previously stated
concerns as to the appropriate
categorization and presentation of trust
funds for financial statement purposes.

Timely Issuance of the
Public Accounts

Financial information is most
relevant when published on a timely
basis. The Government recognizes this by
issuing its annual Financial and Economic
Review each fall using preliminary
unaudited financial figures, rather than
delaying the Review until final audited
financial statements are available.

The Public Accounts containing
the Government’s final audited financial
statements, however, are generally not
released until the following spring sitting
of the Legislature.

The Financial Administration Act
requires that the financial statements of
the Government for each fiscal year be
transmitted by the Comptroller General to
the Treasury Board and the Auditor
General by September 30 next after the
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end of the fiscal year. These financial
statements, together with the Auditor
General's reports on them, form part of
the Public Accounts which must be tabled
in the Legislative Assembly by December
31, if the Assembly is then sitting, or
otherwise within 15 sitting days after the
opening of its next sitting. The Actis silent
as to whether the Public Accounts may be
made public prior to their tabling in the
Legislative Assembly.

Normally, the Public Accounts are
completed and available for issuance by
December of each year. However, unless
the Assembly is then in session, tabling
and issuance of the Public Accounts do
not take place until the next spring sitting.
Only once since the establishment of the
Office of the Auditor General in 1977 have
the Public Accounts been tabled and made
public before the spring sitting. That was
when the Public Accounts for the 1987
fiscal year were tabled on December 17,
1987.

Since the Public Accounts contain
important accountability information, we
feel that their early availability to the
Members of the Legislative Assembly and
to the public would be in the public
interest. Accordingly, we encourage the
Legislative Assembly to examine the
present practice with respect to the
issuance of the Public Accounts, and to
consider the benefits of an earlier date of
issuance to legislators and the public.

Use of Special Funds

Inrecent years, the Legislative
Assembly has established special purpose
funds (Special Funds) to provide an
accounting, separate from the General
Fund of the Province, for a variety of
government programs and projects. The
General Fund and any existing Special
Funds together make up the Consolidated
Revenue Fund.

OnMarch 31, 1988, pursuant to an
Act of the Legislative Assembly, all Special
Fund assets and liabilities, except those
relating to the newly created Budget
Stabilization Fund, were transferred to
Special Accounts within the General
Fund. These transfers, relating to 11
discontinued Special Funds, totalled
$245,705,194. They left the Budget
Stabilization Fund balance of $742,905,000
as the only Special Fund balance existent
at the 1988 fiscal year-end.

The Budget Stabilization Fund

In his 1988 budget speech to the
Legislative Assembly, the Minister of
Finance and Corporate Relations
announced the Government’s intention to
create two new Special Funds—a Budget
Stabilization Fund and a Privatization
Benefits Fund—for the purpose of helping
the Government achieve three fiscal
policy goals: elimination of the current
deficit, reduction of accumulated debt,
and stabilization of revenue.

The Privatization Benefits Fund
did not come into existence until the 1989
tiscal year, so our following remarks
pertain only to the Budget Stabilization
Fund.

Regarding the new Budget
Stabilization Fund, the Minister had the
following comments:

Due to the boom or bust nature of the
British Columbia economy government
revenues have been difficult to predict.
Long range financial planning, while
desirable, was an unrealizable
ambition. Certainty is needed for any
planning exercise—whether in the
private or public sector.
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The new Budget Stabilization Fund will
assist in addressing this problem. In
years when revenues peak sharply,
transfers will be made to the Fund. In
years of revenue shortfall, transfers will
be made from the Fund. Our objective
will be to avoid borrowing or cutting
back social programs.

As aresult of our extraordinary revenue
performance during 1987/88, I will
transfer $450 million into the Budget
Stabilization Fund. This includes $13
million in surplus lottery funds and in
future years, I will transfer other
surplus lottery funds to the Budget
Stabilization Fund.

The Budget Stabilization Fund Act
received Royal Assent on May 30, 1988,
and was deemed to have come into force
on March 31, 1988.

The Act states that the purpose of
the Fund is to assist the Government in
stabilizing its operating revenues. The
Minister of Finance and Corporate
Relations may pay monies into and out of
the Fund as approved by the Lieutenant
Governor in Council, consistent with the
Fund’s purpose. Earnings of the Fund
become part of the Fund, and all
payments from the Fund are to flow
directly to the General Fund. The Act
further provides for the transfer to the
Fund on March 31, 1988, of the balance in
the Lottery Fund at that date.
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On the day of the 1988 budget
speech (March 24), the Government
anticipated realizing, for the 1988 fiscal
year, actual revenues and expenditures in
excess of those originally estimated of $551
million and $51 million, respectively. It
proposed to use $101 million of the
additional revenue both to offset the $51
million of overexpenditures and to reduce
by $50 million the budgeted 1987/88 deficit
of $850 million. The remaining $450
million of added revenue, inclusive of
surplus lottery funds, was to be
transferred to the new Budget
Stabilization Fund.

Asreflected in the Public Accounts,
1987/88 revenues were in fact significantly
higher than anticipated, while expenditures
were well below original estimates. Asa
result, the Consolidated Revenue Fund
realized a net operating deficit for the year
of $48,028,000, and a total of $742,905,000
was transferred from the General Fund to
the Budget Stabilization Fund within the
Consolidated Revenue Fund. Figure 1.2
summarizes the estimated and actual
transactions of the Consolidated Revenue
Fund for the fiscal year ended March 31,
1988. A balance sheet and statement of
revenue and expenditure of the Budget
Stabilization Fund has been included in
the 1987/88 Public Accounts as a
supplementary statement (B37) to the
Combined Financial Statements.
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FIGURE 1.2
E—
Consolidated Revenue Fund
Fiscal Year Ended March 31, 1988

(In Thousands)
Revised
Forecast in the
March 1988 Actual

Original Budget Per Public

Estimates Speech Accounts
Total revenue $ 9,370,000 $ 9,898,0002 $10,087,377
Total expenditure 10,220,000 10,248,000a 10,135,405

Net operating expenditure

(deficit) for the year $ (850,000) $ (350,000) $ (48,028)

Net (deficit) surplus by funds:

General Fund, and Special Funds

other than the Budget
Stabilization Fund $ (850,000) $ ($800,000) $ (790,933)
Budget Stabilization Fund — 450,000 742,905

$ (850,000) $ (350,000) $ (48,028)

(a) Excluding business (school purpose) property tax and Medical Services Plan premium
revenues, and related expenditures, not included in the Consolidated Revenue Fund
accounts before the 1989 fiscal year.
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Special Funds Becoming
Special Accounts: The Effect of
the Transfer

Special Funds are separate
accounting entities within the
Consolidated Revenue Fund of the
Province. They each may have assets,
liabilities, revenues, expenditures, and a
fund equity distinct from the General
Fund accounting entity. Special
Accounts are accounts within the
General Fund of the Consolidated
Revenue Fund, established to identify
expenditures of monies for specific
purposes as authorized by various acts
other than a Supply Act.

Since both Special Funds and
Special Accounts are part of the
Consolidated Revenue Fund, the
transfer on March 31, 1988 of Special
Fund balances to Special Accounts
within the General Fund does not affect
the reporting of transactions of the
Consolidated Revenue Fund. However,
beginning with the 1989 fiscal year, any
separate reporting of General Fund
transactions will include transactions of
these new Special Accounts.

Qur Observations

The rationale for the conversion
of a number of Special Funds to Special
Accounts, and for the establishment of
the new Budget Stabilization Fund, has
been clearly stated by the Government.

The legislation giving effect to these fund

changes appears to reflect those stated
intentions.

AUDITOR GENERAL OF BRITISH COLUMBIA

However, the Budget Stabilization
Fund Act does not stipulate when, and
on what basis, amounts may be
transferred to or from the Fund. That
determination is left to the Government.

Due to the manner in which they
are reported in the Government’s
financial statements, such transfers
directly affect the operating results and
any reported net surplus or deficit of the
General Fund.

The Act provides for payments
out of the Budget Stabilization Fund to
go into the General Fund. As aresult,
the General Fund is currently the only
fund within the Consolidated Revenue
Fund from which government program
expenditures can be made.

Statutory Authorization
of Expenditures

The Financial Administration Act
states that no money may be paid out of
the Consolidated Revenue Fund without
the authority of an appropriation
approved by the Legislative Assembly.
An expenditure appropriation may be
authorized by a Supply Act approving the
various votes presented in the Estimates,
or by statutory spending provisions
contained in the Financial Administration
Act or some other act.
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One of the statutory spending
provisions is Section 20(3) of the Financial
Administration Act. This section provides
that, where a vote *’...shows an item as a
credit or recovery, the vote shall be
deemed to authorize the payment of an
amount equal to the aggregate of (a) the
amount appropriated, (b) the estimated
credits or recoveries set out in the details
related to that appropriation, and (c) on
the approval of Treasury Board, the
amount by which the credits or
recoveries actually payable to or received
by the Government exceed the estimated
credits or recoveries set out in the details
related to that appropriation.”’

For example, if a vote contained
proposed gross expenditures of
$1,200,000 and recoveries estimated at
$200,000, the net vote amount would be
$1,000,000. Nevertheless, spending of up
to $1,200,000 would automatically be
permissible on this vote no matter what
the actual recovery amount ended up
being. In addition, should actual
recoveries exceed the estimated
$200,000, say by $100,000, then further
spending of up to $100,000, to a total
maximum of $1,300,000 ($1,200,000 plus
$100,000), could be authorized under
Section 20(3).

In the 1988 fiscal year, for certain
voted appropriations where actual
expenditures exceeded the amounts
provided for in the Estimates, Section
20(3) was used as the approving
statutory authority. With respect to
$10,394,411 of overexpenditures in two
of these votes, we consider that the
provisions of Section 20(3) were not
applicable, and that the use of this
authority for these overexpenditures was
inappropriate.

The votes in question are Vote 22,
Public Schools Education, and Vote 26,
British Columbia Utilities Commission.

In the case of Vote 22, the
Ministry of Education estimated that
recoveries pertaining to this Vote in the
1988 fiscal year would exceed the original
estimated recoveries by $12,500,000.
Accordingly, it sought and received
Treasury Board approval to spend that
additional amount on Vote 22 programs.
When the final accounting for the Vote
was completed for the fiscal year, actual
recoveries credited to the Vote exceeded
the original estimated recoveries by only
$702,535. It is this amount alone which
qualifies for additional spending
approval under Section 20(3). Since
actual gross expenditures exceeded the
original estimated amount of the Vote by
$10,873,628, spending of $10,171,093
($10,873,628 less $702,535) was
improperly authorized under Section
20(3).

For Vote 26, actual spending
exceeded the original gross amount
authorized in the Vote by $223,318. Since
actual recoveries were less than the
original estimated amount for this Vote,
the application of Section 20(3) to
approve this overexpenditure was also
improper. We noted that the
Commission had received authorization
to transfer a large portion of this
overexpenditure to the Contingencies
Vote, but did not process the necessary
accounting entries.
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In both instances cited, we
determined that there were other
statutory authorities that could properly
have been used to authorize the
overexpenditures. Greater care should
be taken by Treasury Board and the
ministries involved to ensure that only
appropriate authorizations are used for
the expenditure of government funds.

Government Financial
Statement Standards

The CICA, through its Public
Sector Accounting and Auditing
Committee (PSAAC), issued a Public
Sector Accounting Statement in 1986
entitled ‘‘General Standards of Financial
Statement Presentation for
Governments.”” This statement contains
recommendations on general reporting
principles and standards for the
disclosure of information in government
financial statements.

In our last Annual Report, we
noted that 22 of the 35 recommendations
contained in that statement were being
followed in the presentation of the
Government’s financial statements for
the fiscal year ended March31, 1987.

In view of the importance of these
recommendations to the Government’s
financial accountability commitment, we
have provided below a report on our
analysis of their status as at March31,
1988. We note that 2 recommendations
are not being followed, and 11 are being
only partially followed.
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RECOMMENDATIONS

PSAAC recommendations not
being followed:

Financial statements should disclose
information to describe a government'’s
acquired physical assets on hand and
available for use by the government at
the end of the accounting period.

The statement of revenues and
expenditures should report changes in
valuation allowances in the accounting
period.

PSAAC recommendations being
partially followed:

The financial statements of a government
should be clearly identified and should
include or be accompanied by an
acknowledgment of the government’s
responsibility for their preparation.

Financial statements should present a
comparison of current period amounts
with those of the prior period(s).

Financial statements should be issued on
a timely basis.

The statement of financial position
should report a government’s liabilities
at the end of the accounting period
segregated by main classifications, such
as: accounts payable and accrued
liabilities; employee pension obligations;
borrowings; and loans and advances
from other governments.

STATUS

Not being followed. The Government is
awaiting further development of
guidelines by PSAAC before proceeding
with any review of this item.

Not being followed. This item is under
review.

Partial. Although signed approval of the
financial statements is shown on the
balance sheets, there is not a statement
or acknowledgment of the Government’s
responsibility for their preparation.

Partial. There are no comparative figures
for the Statement of Comparison of
Estimated Appropriations to Actual
Expenditures.

Partial. Tabling in the Legislative
Assembly has usually been 9 to 12
months after the fiscal year-end. See
comments on page of this Report.

Partial. Employee pension obligations
have not, to date, been included in the
Government’s reported liabilities, nor
has the basis for their calculation been
presented. In November 1988, PSAAC
issued Accounting Statement 5, entitled
“Accounting for Employee Pension
Obligations in Government Financial
Statements.” This statement recommends
how to account for and report such
obligations.
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Financial statements should disclose
adequate information about the nature
and terms of a government’s liabilities.

Financial statements should disclose
adequate information about the nature
and terms of a government’s financial
assets together with any valuation
allowances.

Valuation allowances should be used to
reflect financial assets at their net
recoverable or other appropriate value.

Financial statements should disclose
information to describe a government’s
material financial commitments at the
end of the accounting period.

Financial statements should disclose the
gross amounts of expenditures.

Financial statements should disclose the
gross amounts of revenues.

The statement of changes in financial
position should classify cash flows by
operating, investing, and financing
activities.

Partial. See preceding comment.

Partial. Terms of repayment, description
of repayment dates, etc., are not shown.

Partial. Valuation allowances have not
been provided for amounts recoverable
only through future appropriations.

Partial. There is a need to define
material financial commitments and
show estimated total costs for long-term
projects.

Partial. Currently the Government bases
its reporting on the criteria established
by the Estimates, which do not call for
disclosure of all amounts on a gross
basis.

Partial. See preceding comment.

Partial. This information should show
investments made and realized and debt
financing issued and repaid during the
period.

We continue to urge the adoption of the recommendations by PSAAC
pertaining to government financial statement standards.
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Follow-up of Unresolved Financial
Statement Matters From Previous
Annual Reports

The following points were reported in our previous Annual Reports, but were
not resolved at the time our last Report was issued.

Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

Financial Statement Presentation

1986

1986

1.30

1.36

Recommendation that the Trust
Funds Financial Statements
include only those assets being
held in trust for third parties
and over which the
Government does not have any
power of appropriation.

Recommendation that the trust
funds of the Public Trustee and
Official Administrators, the
Crop Insurance Fund, and the
Land Registry Assurance Fund
be accounted for and reported

as actively managed trust funds.

No longer a concern. See
further comments beginning on
page 18 of this Report.

Resolved. A change in the
method of presenting Trust
Funds financial information has
eliminated our concern in this
regard.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

Government Accounting Policies

1985
1986

3.15
2.10

Recommendation that the
Government amend its
accounting policy to ensure that
cash receipts which arise from
transactions of a similar nature
and substance are recorded
consistently in the accounts.
The Estimates should then be
developed in accordance with
this policy.

No change. Inconsistent
treatment of transactions of a
similar nature continues. See
further comments beginning on
page210of this Report.

Financial Controls, By Ministry Responsible

Ministry of Finance and Corporate Relations

1985

1985
1986

4.10

4.17
3.54

Suggestion that, while
ministries are responsible for
obtaining required approvals for
reallocation of funds,
monitoring of such transactions
is necessary to ensure that
Treasury Board rules are being
observed.

Recommendation that all trust
monies administered by the
Government, and held through
and in the Government’s main
bank account, be segregated
from the assets of the
Government.
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Problem continues. Transfers
between sub-votes, without
prior Treasury Board approval,
occurred in 5 ministries in
1987/88. The total amount of
these transfers was $8.8 million.

Resolved. Our main concern
was with trust monies
administered by the Public
Trustee. These are now held in
separate bank accounts,
segregated from the assets of
the Government.




THE PUBLIC ACCOUNTS
1

Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1986

1986

1986

3.9

3.16

3.25

Recommendation that a
comprehensive review be
conducted of all statutory
expenditure authorizations and
all special accounts, to
determine the extent to which
their spending provisions could
be alternatively accommodated
through the Financial
Administration Act and thus be
subject to annual review and
approval by the Legislative
Assembly.

Recommendation that, if such
authorities or accounts are
deemed necessary, their need
and use be subject to periodic
review.

Recommendation that section
20(3) of the Financial
Administration Act, which deals
with items that are credits or
recoveries, be studied to assess
its interpretation and
implications. Consideration
should also be given to
amending section 20(3) to
require the actual receipt, or
reasonable assurance thereof, of
estimated credits or recoveries
before the equivalent spending
is allowed.

Recommendation that the
Orders in Council (OICs) which
authorize borrowing contain
and clearly identify the
maximum face value of the
securities to be issued.

No change. See further
comments beginning on page 198
of this Report.

An accounting change planned
for the 1989 fiscal year,
involving business (school
purpose) property taxes, will
eliminate a major recovery
account, which has been the
principal user of section 20(3) of
the Financial Administration Act.
We will continue to monitor the
statutory authorization of
spending under this section of
the Act.

We are advised that the OIC
and subsequent amendments
authorizing short-term
borrowing are currently being
consolidated and revised to
clarify any ambiguity regarding
outstanding amounts.
Completion prior to March 31,
1989 is anticipated.
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Status as at Date of
Preparation of this

Report Paragraph Subject Annual Report

1987 244  Recommendation that the A new regulation to the
Ministry review legislation to Education (Interim) Finance Act,
determine whether or not brought into force in April 1988,
settlement provisions is expected to help resolve the
concerning Non-Residential status of outstanding balances.
School Taxes (NRST) are Also, the administrative policy
equitable and meet the needs of which gave rise to the
the Ministry and municipalities, outstanding balances is being
and that it devise more amended.
conclusive measures to resolve
the status of outstanding
balances.

1987 249  Recommendation that the Resolved. A general sinking
Financial Administration Act be fund policy was approved by
clarified with respect to the the Minister of Finance and
requirements of having sinking  Corporate Relations in April
funds authorized by OIC and of 1988.
having sinking fund assets
segregated from other assets.

Recommendation that,
regardless of the legislative
requirements, the Government
approve both the creation of
sinking funds and the
conditions that apply to them.
1988 241  Recommendation that the use of No similar concerns were

retroactive financial legislation
be avoided in future.

encountered during the past
fiscal year.

Ministry of Government Management Services

1982

3.16

Recommendation that, if the
centralized leave management
system is to be relied upon,

steps be taken to ensure that the

information emanating from the
system is accurate and reliable,
and that unnecessary manual
systems in ministries, which
duplicate the central system, be
eliminated.
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comments beginning on page 222
of this Report.
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|
Status as at Date of
Preparation of this
Report Paragraph Subject Annual Report

Ministry of Municipal Affairs

1986 3.87 Recommendation that adequate = No change.
statutory authority be provided
for grant payments which are
made to municipalities by the
Ministry from the Revenue
Sharing Fund for policing costs
in non-urban areas within
municipal boundaries.

Ministry of Social Services and Housing

1983 3.33  Concern about the overall With the exception of concerns
system for processing income about GAIN file documentation
assistance payments including at district offices, controls to
file documentation, segregation  resolve all significant
of duties, cheques issued by weaknesses in processing
computer, and cheques issued income assistance payments
by field offices. have now been implemented.

The Ministry is committed to
making improvements in
operational standards and,
therefore, file documentation
through training, internal audit
programs and increased
supervision.
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Internal Control Reviews

Introduction

Internal controls are the processes
used by an organization to govern its
activities. They include the plan of
organization followed, the records
maintained, and the procedures
employed to ensure that business is
conducted properly and efficiently.
Reliable internal control systems in
government are essential to see that:

* expenditures are made only as
authorized;

¢ all revenue to which the Government is
entitled is assessed and collected;

¢ financial transactions are accurately
recorded and reported;

¢ assets of the Crown are safeguarded;
and

* relevant legislative and other
authorities are complied with.

The extent of controls in any
system should be determined by the risk
of loss, error, or misuse that is judged to
be present in the system. The greater the
risk, the greater the degree of control
required. However, the cost of control
should not exceed the benefits likely to
be derived. These factors, judgement as
to risks involved, and the need for
controls to be cost effective, mean that in
most situations it is not practical for
internal controls to provide absolute
assurance that all risks are addressed and
that all objectives will be achieved.
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The Value of
Impartial Reviews

In light of the growing financial
and physical resources being managed
and controlled by the Government, it is
important that the Legislative Assembly
receive impartial assessments of major
internal control systems. These
assessments help it to determine whether
or not the responsibilities delegated to
the Government have been properly
exercised, and whether the Legislative
Assembly’s responsibility for control of
the public purse has been met.

Evaluating and commenting on
the Government’s financial, administrative,
and legislative internal control systems is
an implicit requirement of the Auditor
General’s mandate.

Audit Coverage

Our approach involves assessing
the status of internal control in two ways.

First, during our audit of the
Government’s annual financial statements
we perform various tests to obtain evidence
in support of our audit conclusions. This
work takes place in every ministry, and
touches on most of the Government’s
control systems. If we note specific
weaknesses or instances of non-compliance
with legislative and related authorities,
and if we think any items warrant the
attention of the Legislative Assembly, we
present them in our Annual Report.
Matters of lesser significance are handled
through direct discussion with each
ministry responsible. This approach
ensures that matters coming to our
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attention during our regular examinations
are properly dealt with. However, it is
not intended to constitute a thorough
and complete review of the
Government’s control systems.

The second way we assess
internal control is through specific
reviews. We examine, on a periodic basis,
internal controls in all significant
accounting systems. At the end of each
system review, we issue a detailed report
to the applicable ministry, presenting our
overall conclusions on how well the
internal controls address the major risks
of the system. The report also includes
our recommendations for the correction
of identified weaknesses.

The reviews, however, apply to
only one point in time. Projection of the
reviews to future periods could be
inappropriate because control procedures
may become inadequate if conditions
change, and compliance with the
procedures may deteriorate. To give the
Legislative Assembly assurance that
controls continue to be adequate, the
Office of the Auditor General has
developed a program for the cyclical
review of significant internal control
systems over a reasonable time period.

Reviews Undertaken

Our 1988 Annual Report included
the results of five internal control
reviews. The subjects of those reviews are
listed in Appendix C to this Report. This
year, we have included the results of five
more reviews. They examine the
following:

* Property Purchase Tax System: Ministry
of Finance and Corporate Relations

¢ Long-Term Debt Accounting System:
Ministry of Finance and Corporate
Relations

¢ Central Textbook Inventory System:
Ministry of Education

* Data Collection Phase of the Stumpage
and Royalty Revenue System: Ministry
of Forests

* Provincial Police Services Contract
Payment System: Ministry of Solicitor
General

We feel that the Legislative
Assembly and the public should also
know the Government’s response to our
recommendations. Accordingly, we have
included written responses to our 1988
and 1989 reviews, received from the
various ministries in which our reviews
were conducted.
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Property Purchase Tax
System: Ministry of
Finance and Corporate
Relations |

Background

The Property Purchase Tax (PPT)
system, introduced in March 1987, was
designed to account for the tax charged
on most real property transactions in the
province and paid by the purchaser or
transferee. The rate of tax is 1% on the
first $200,000 of value conveyed, and 2%
on values in excess of that. With $140
million in tax collected in 1987/88, and
$200 million estimated for 1988/89, the
PPT has become a major new source of
revenue for the Province. Tax returns
filed for the year ended March 31, 1988,
numbered over 156,000.

The PPT system is one of self-
assessment. The taxpayer calculates the
tax and files a return for each property
transaction that results in a change of
title. The initial filing of the return and
collection of the tax are handled by a
Land Title Office (LTO). The LTO then
batches the returns and sends them to
the Income Taxation Branch of the
Ministry of Finance and Corporate
Relations for processing and audit. The
Branch also issues any necessary
assessment notices and maintains
accounts receivable.

The first phase of the PPT system
and the related forms and procedures
were developed very rapidly due to the
short time period between introduction
of the Property Purchase Tax Act and the
date it was to become effective. Further
phases of development are planned in
the future to enhance the system.
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Review Scope and
Objectives

With any revenue system, the
major concern is that all revenues will
not be collected and accounted for. In the
PPT system, the major risk is that
revenue could be lost in one of several
ways: if taxable transactions are not
reported; if unentitled or incorrect
exemptions are claimed; or if transactions
are not accurately and promptly recorded
in the Government’s central accounting
records.

Our review objectives were
designed to evaluate the adequacy of
controls established by the Income
Taxation Branch as at June 30, 1988, to
address these risks. We did not review
the controls designed by the Land Title
Branch to account for all cash reported by
their offices, because we did not consider
these to be critical to our evaluation of
the PPT system. So long as the PPT
transactions are entered into a LTO cash
register, the controls in place at both
organizations should ensure the
completeness of tax collected and
recorded for those transactions.

Summary of Findings

We believe that the Income Taxation
Branch has developed a comprehensive set of
controls for the Property Purchase Tax
system, which address the major risks
associated with ensuring that the correct tax
owing to the Province is collected. We noted a
number of opportunities where improvement
could be made and we believe that if these are
addressed, controls over the collection of
property purchase tax due will be
strengthened.
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As mentioned earlier, the initial
filing of the returns and collection of
taxes are handled by LTOs located
throughout the province. We were
concerned that the PPT system had no
checks in place to detect if taxable
transactions had been entered into the
Land Title system but not into the PPT
system. We therefore designed a
computer program to match transactions
included in the Land Title system against
those entered into the PPT system. We
concluded that, for the three-day period
covered by our computer test, all taxable
transactions (approximately 2500) had
been properly reported. We
recommended to the Income Taxation
Branch that they implement a cost
effective process to confirm that all
taxable transactions are reported to the
Branch for processing and audit.

We also notified the Branch of the
need for ensuring that:

* checks are in place in the system to
minimize any tax loss which could
result from staff completing or
correcting returns by making possibly
incorrect assumptions based on
information contained elsewhere in the
return;

¢ high risk transactions defined and
reported by the PPT system are
reviewed on a timely basis;

¢ policies and procedures have been
approved and distributed to the staff;
and

¢ government policies on controls over
changes to computer systems and over
emergency, backup and recovery
planning for computer systems are
adhered to.

Response of the Ministry of Finance and Corporate Relations

You have provided an Executive Summary
of the Internal Control Review conducted by your
office on the Property Purchase Tax system. Your
examination, covering the period since the
inception of this tax in March, 1987 to June 30,
1988, noted that the Ministry of Finance and
Corporate Relations had implemented a
comprehensive set of controls for the system which
addressed the major risks.

While acknowledging that the ministry
had implemented a satisfactory system you noted
that improvements could be made in the following
areas:

* further programs to improve the integration of
information between the Land Title system and
the Property Purchase Tax system;

* improved edit of data to verify assumptions
made by staff in completing or correcting
property purchase tax returns;

* fine tuning of the audit selection criteria;

* establishment of a written policies and
procedures manual; and

* emergency change control, back-ups and
recovery procedures for the system.

You have my assurance that the areas
identified in your report will be closely examined.
Provided adjustments in the internal control
system can be implemented within reasonable cost
constraints, the matters you have raised will be
dealt with at the earliest opportunity.

In conclusion, may I thank you for your
efforts in evaluating this system and assure you of
continued cooperation from this ministry,
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Long-Term Debt
Accounting System:
Ministry of Finance
and Corporate
Relations

Background

Provincial Treasury is responsible
for ensuring that the borrowing require-
ments of the Province and its agencies
are met in a timely and cost effective
manner. In fulfilling its responsibilities, it
issues debt on behalf of the Province and
issues debt in the name of the Province
for the purpose of re-lending to Crown
corporations. Treasury actively manages
a total provincial debt portfolio of
approximately $8 billion, of which $6
billion relates to long-term debt. The
long-term debt includes $4 billion issued
for government purposes and $2 billion
re-lent to Crown corporations. It also
maintains records on an additional $10
billion of guaranteed debt.

The Debt Management Branch of
Provincial Treasury maintains a
computerized mainframe system to
record and account for provincial debt
issues, redemptions, interest payments,
sinking fund instalments, and produce
interest cheques. This system is not
directly linked with the Government'’s
central accounting system and, therefore,
the information on interest expense and
debt liabilities must be separately entered
into the central accounting system. To
assist with this recording, the accounting
staff of Treasury’s Banking/Cash
Management Branch also maintains both
manual and microcomputer records.
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The information on provincial
debt provided by the systems and records
of both Central Accounts and Treasury is
valuable to management, taxpayers, and
potential investors. It is used for
preparing the annual financial statements
of the Province, interim financial reports,
the annual Financial and Economic Review,
budget reports, prospectuses for public
debt issues, and submissions to credit
rating bureaus.

Review Scope and
Objectives

We examined controls within
Treasury as at November 30,1988, to
determine if management had
adequately addressed the risks
associated with accounting for and
recording long-term debt. These risks
include the issuing of unauthorized debt;
failure to meet legal commitments; the
making of invalid or inaccurate debt
servicing payments; improper use of
debt instruments; and the inaccurate
recording and reporting of debt liabilities
and commitments.

We also followed up on our earlier
comments made to management for the
year ended March 31,1988, about the
need for adequate reconciliations of
account balances in the Government’s
central accounting system.
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Summary of Findings

We concluded that, on the whole,
existing procedures in the Provincial Treasury
effectively address the risks associated with
accounting for and recording long-term debt.
However, we identified some areas where
procedures could be strengthened.

Since our earlier comments on the
need for proper ongoing reconciliation
for account balances in the Government’s
central accounting records, Treasury
management has put procedures in place
to check transactions included in these
balances. We believe, however, that a

process should be implemented to fully
reconcile the central account balances to
Treasury’s debt management records on a
monthly basis. This would require the
accounting staff of Banking/Cash
Management Branch to make greater use
of information contained in the
mainframe computer system.

We also suggested that the
Securities Service staff of the Debt
Management Branch:

¢ authorize and test changes to computer
programs prior to implementation; and

¢ review daily the data base activities
report for unusual activities.

Response of the Ministry of Finance and Corporate Relations

Although existing internal control
procedures with respect to the recording of long-
term debt are effective, we agree that they can be
improved as identified by Auditor General Staff.
Therefore, Provincial Treasury will:

® Reconcile the debt management records from the
mainframe computer system to the central
account balances on a monthly basis. This
procedure will augment existing financial
controls and reconciliations performed by the
accounting section of the Banking/Cash
Management Branch.

* Review the feasibility of automating all interest
and amortization calculations on the Mainframe
and including them in the Debt Management
System.

* Ensure that all changes to the computer
programs are authorized and tested by the
Securities Service area prior to implementation,
and that the daily data base activities log report
is reviewed for unusual activity.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Central Textbook
Inventory System:
Ministry of Education

Background

The Publication Services Branch
provides textbooks and other printed
educational matter to provincial school
districts, independent schools,
correspondence students, and certain
adult vocational courses. Its
responsibilities include the purchase,
warehousing, and distribution of these
educational materials. The cost of the
materials annually purchased and
distributed is about $20 million, while
the value of inventory on hand at any
one time may range up to $18 million.

The Branch operating objectives
focus on the timely delivery of the
educational materials in an efficient and
economical mannet, to the satisfaction of
students and teachers. To achieve these
objectives, the Branch needs to make
multi-year purchases when it is most
beneficial and cost-efficient to do so.

Review Scope and
Objectives

With any business that deals with
the acquisition, inventorying, and resale
of goods, records and procedures should
be established to ensure that goods
purchased are received and paid for at
agreed prices, that the goods are
adequately protected against loss or
damage, and that all sales are billed at
the correct price.
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We evaluated, as at November 30,
1988, the controls established by the
Branch to address these risks at its
principal warehouse in Esquimalt on
Vancouver Island.

Summary of Findings

The Branch’s procedures for
receiving, storing, and distributing
educational materials provide effective control
over the physical assets entrusted to it.
However, we believe that enhancements could
be made to financial controls, which would
increase the Branch’s overall performance and
accountability.

Because textbooks are classified as
“not for resale,” the Government’s
accounting policies do not permit the
recording of undistributed textbooks as
inventory at the fiscal year end. This
results in all purchases being written off
as expenses in the year of acquisition.
Because the Branch cannot reduce its
annual expenditures by the inventory on
hand, we believe the application of this
policy constrains the Branch from fully
realizing savings in bulk purchasing, and
thus limits its ability to meet its
operational objectives. Furthermore, as
inventory valuations are not required for
reporting purposes, we feel that this has
limited the Branch in developing
accounting and other financial controls
which would enhance its accountability.
We therefore recommended to the
Ministry that they ask the Office of the
Comptroller General to consider allowing
the inventory of textbooks to be “for
resale,” and so allow the Branch to be
credited for the value of inventories on
hand at the year end.
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We also recommended to the procedures manual. As well, we
Branch that the control procedures in recommended that improvements in the
place be adequately documented and inventory count and control procedures
approved, and that the documentation be made so that continuous evidence of
describing the inventory systems be control over inventory quantities would
consolidated into a specific policies and be provided.

Response of the Ministry of Education

The Ministry is pleased that the Branch’s inventory *‘for resale’” rather than "'not for
procedures were found to generally provide for resale’” with the Office of the Comptroller
effective control over the inventory. Also, we will General.

discuss the concept of classifying textbooks as
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Data Collection Phase
of the Stumpage and
Royalty Revenue
System: Ministry of
Forests

Introduction

The Ministry of Forests is
constituted in accordance with the
Ministry of Forests Act, and administers,
among other statutes, the Forest Act. The
Ministry has its head office in Victoria
and operates through 6 regional and 44
district offices throughout the Province,
with approximately 3,400 employees.

To carry out its assigned purposes
and functions, the Ministry operates
various forest management programs,
including silviculture, fire suppression,
forest protection, research and
harvesting. One of the functions of the
harvesting program is to determine the
volumes and species of Crown timber
removed from the province’s forests.
From this data, the Ministry prepares
and issues invoices to collect stumpage
and royalty (S&R) charges from those
who are licensed to harvest the timber.

Forests revenues to the
Government in the 1988 fiscal year
totalled $744 million, of which $279
million was derived from the lumber
export tax, which has since been
discontinued. Forests revenues in 1988/89
are estimated at $689 million. The largest
portion of this revenue is derived from
Crown timber sales, represented by S&R
revenues.
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It is the Ministry’s responsibility
to ensure that all S&R charges are
completely and correctly billed to, and
collected from, the various forest users.
To achieve this, the Ministry has
designed a system of internal control for
managing S&R revenues.

Review Scope and
Objectives

There are three principal areas of
control regarding the provincial forestry
revenue system: data collection, data
processing and revenue collecting.
Specific control concerns about these
functions are the following:

s are the details of data, collected on
volumes and species of timber removed
from Crown lands, complete and
accurate when received by the Ministry
for entry into the billing system?

e are the S&R invoices calculated and
issued correctly?

¢ are the billed amounts collected?

The overall objective of this
internal control review was to assess the
risk of the data received by the Ministry
on volumes and species of timber
removed from Crown lands being
incomplete or inaccurate, which would,
as a consequence, prevent correct S&R
invoices from being produced. This
objective addresses the first control
concern referred to above. The second
and third control concerns may form the
basis of future internal control review
projects by our Office.

This internal control review thus
focussed on the data collection phase of
the Ministry’s S&R revenue system
during 1988.
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Conclusion

We concluded that there exists a high
risk of incomplete or inaccurate data being
received by the Ministry for entry into its
stumpage and royalty revenue system, which
could result in unbilled forestry revenue.

Findings and
Recommendations

The Ministry has policies and
procedures to regulate forest practices,
and to ensure that the Province collects
appropriate charges from licensees. The
main functions involved in managing the
data collection phase of the Ministry’s
S&R revenue responsibility are:
harvesting inspections, timber marking,
check scaling and data collection.

Harvesting Inspections

Ministry policy is to have
personnel conduct periodic inspections
of actual logging operations. These
inspections help the Ministry ensure that
logging operations are carried out in
compliance with the terms and
conditions of the license authorizing the
licensee to harvest Crown timber. When
performing such inspections, ministry
personnel review the operations for the
use of proper timber marks, the
utilization and waste of timber, trespass,
and operator compliance with other
license terms and conditions. These visits
enable ministry staff to acquaint
themselves better with the license and
timber areas. Another major benefit of
these inspections is the increased
visibility of ministry personnel in the
field. This encourages industry
compliance with the Ministry’s
requirements.

42

Ministry policy requires that
inspections be performed before logging
operations begin, then on a monthly
basis during active operations, and again
within one month of completion of
operations. We found that inspections of
logging operations were being performed
very infrequently. As a result, trees could
be cut without harvesting data being
collected and forwarded to the Ministry.

We recommend that harvesting
inspections be conducted in accordance with
the Ministry’s policies, particularly with
respect to frequency.

Physical Movement of Timber

To reduce the risk of unscaled
timber, internal controls must extend to
the physical movement of timber from
the cutting locations to the places of
scaling. We observed many situations
where the control of this movement was
not adequate.

A set of policies and procedures is
not available in the regions and districts
to guide and encourage uniform practices
for the moving of timber. The controls
that do exist, vary significantly from
region to region and among districts
within a given region.

Alicensee, as part of obtaining an
approved cutting permit, is assigned a
timber mark. The Forest Act requires that
all timber removed from Crown or private
lands be marked. Before hauling the timber,
logging truck operators are required to
mark the timber with the applicable mark
in the prescribed manner. This mark is the
key identifier of the origin of harvested
timber and helps ensure that the
appropriate S&R rate is charged for the
timber. The importance of marking was
continually emphasized by ministry staff
during our review. The Act states that the
transporting of unmarked timber is an
offence, and that such timber is subject to
seizure.

AUDITOR GENERAL OF BRITISH COLUMBIA
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During our visits to scaling
locations, we observed a number of
logging trucks that either did not display
timber marks or had indistinguishable
marks on the timber. On these occasions,
ministry personnel did not seize the
timber.

The requirements for the marking
of timber vary greatly. For example, in
some districts, the timber mark is
imprinted into the timber by a special
marking hammer, while in other districts
crayon marks are acceptable. Variations in
marking from district to district make
enforcing the timber marking
requirements difficult, especially when
timber is moved by water or from district
to district.

Timber is routinely transported
across provincial and international
boundaries, as well as between forest
districts and regions. In some districts,
the controls over the movement of timber
appear to be effective. They are known to
the forest companies and are enforced by
ministry personnel. In other districts, the
controls are not adequate. We are
concerned that timber could be moved
from logging operations directly to mills
or out of the province without being
scaled. This risk is greatest outside the
ministry’s normal working hours.

Lumber mills are not required to
advise the Ministry when they are in
active production. This places the onus
on ministry staff, in particular the check
scalers, to find out when the mills are in
production so that check scales can be
conducted. The absence of a requirement
to report active production increases the
risk of mills processing unscaled timber.
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Much timber is transported in the
Province by trucks. The Ministry of
Transportation and Highways requires
that logging trucks report to highway
scales so that they can be checked for
compliance with highway regulations.
However, there is little coordination
between that Ministry and the Ministry
of Forests to assist in regulating the
physical movement of timber in the
Province.

We recommend that:
* the policies for the marking of timber be
reviewed and updated, and applied
consistently throughout the Province;

® the Ministry implement uniform policies
and procedures to requlate the physical
movement of unscaled timber throughout
the Province;

® policies be formulated to control the
movement of timber across Provincial and
international borders;

e mills be required to report to the Ministry
when they are in active operation; and

* the Ministry coordinate procedures with
the Ministry of Transportation and
Highways to assist in controlling the
movement of timber within the Province.
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Check Scaling

The Forest Act requires all timber
from private and Crown lands, that is cut
or salvaged, to be scaled by a licensed
scaler authorized by a regional or district
manager of the Ministry. Scaling is the
measuring, grading and identifying of
the species of timber. Regulations require
timber to be scaled as soon as possible
after it is cut. Data on volumes and
species are derived from scaling
information provided by the licensees
who employ or contract scalers (industry
scalers) to measure, grade and identify
the timber harvested. This information is
accumulated and sent into the Ministry
so that S5&R invoices can be prepared and
issued to the licensees. Although the
Ministry regulates this by authorizing
who can perform the actual scaling and
what methods may be used, it is
dependent upon the industry to supply
complete and accurate data regarding the
volumes and species of timber harvested.

It is the Ministry’s responsibility
to ensure that the data collected from the
licensees are accurate and complete. To
do so, it relies primarily on its own check
scalers, who review the work of the
industry scalers, to see if the work is
carried out competently and according to
the Ministry’s scaling requirements.
Check scaling is the key control activity
in the data collection phase of the
Ministry’s S&R revenue system.

Scaling is not an exact measuring
procedure. It requires judgement in
assessing defects and estimating lumber
recovery from timber. For this reason, the
intent of check scaling is to identify errors
and unacceptable practices, and to
ensure the work of industry scalers meets
the required standards.

Ministry policy requires that
check scales be performed at least once a
month on active industry scalers while
logging is in progress. We found check
scales were not being performed this
frequently.

We also noted other issues that
weaken the effectiveness of the check
scalers:

e Check scalers, as members of British
Columbia Government Employees
Union, have usually been limited to
working Ministry office hours. This
greatly reduces their ability to perform
check scales at appropriate times and-
locations on a surprise basis,
particularly at remote logging locations.

® The check scaling routines and
procedures vary considerably from
region to region, and in districts within
the same region. While some districts
have adequate controls and procedures
in place, others rely almost entirely on
the industry to monitor and report the
volumes and species of timber
harvested.

® When the check scale varies from the
original scale by more than 3%, the
District Manager may order the original
scale to be replaced with the check
scale, with notification to the industry
scaler and his employer of the
unacceptable original scale. This
procedure is seldom carried out in
coastal scaling operations.

® Scaling Regulations require that
unscaled logs be segregated from
scaled logs, and that logs once scaled
be clearly marked as such, so that logs
will not be missed or double counted.
These requirements are not being
regularly enforced by Ministry staff.

AUDITOR GENERAL QOF BRITISH COLUMBIA
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¢ The focus of ministry check scalers
appeared to be directed toward
ensuring that what is scaled is properly
scaled. Little emphasis is placed on
control procedures needed to help
ensure that all timber cut or salvaged is
in fact scaled.

® Many check scaling positions are often
left vacant for long periods of time.

To help prevent unscrupulous
practices, such as processing or
transporting of unscaled logs, check
scalers must be able to arrive at any time
at all scaling locations to ensure that
timber is properly marked and scaled in
compliance with the Ministry’s policies
and procedures. Too few check scalers,
working ministry office hot.rs, do not
have this ability.

We concluded that the Ministry
has not given check scaling sufficient
priority.

We recommend that:

® the Ministry review and update its check
scaling policies and procedures, and
implement consistent policies and
procedures throughout the forest industry;

® check scalers be allowed to work flexible
schedules so they can conduct check scales
outside normal working hours, including at
remote logging locations; and

® all check scaling positions be kept filled as a
matter of priority.

Data Collection

Capturing the data on the
volumes and species of the timber
harvested is critical to ensuring that the
Ministry prepares accurate S&R invoices.
The Ministry must, therefore, have
control over the processing, storing and
transferring of this data which is received
from the licensees.
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Industry scalers record the details
of their measurements on tally sheets.
These sheets are then sent to the
Ministry. In most regions, the tally sheets
are not controlled in any manner that
could help the Ministry ensure it receives
all sheets. Because a lost tally sheet might
not be detected, the Province could lose
revenue.

At certain scaling sites, logging
trucks are weighed before and after they
unload timber to determine the volumes
and species of timber harvested. The
weight is recorded by computer, and,
from a sample of a predetermined
number of loads, the volume of the
timber by species can be determined. The
Ministry then prepares S&R invoices
from the scale returns sent in from the
industry weigh scales.

While the Ministry has control
over the number of truck loads to be
sampled, it has limited control over the
type of software used by the forest
companies in weighing the trucks or
accumulating the monthly volumes of
timber harvested.

Before the Ministry authorizes a
licensee to begin harvesting timber, the
licensee must provide the Ministry with
an estimate of the volume of timber to be
harvested. The method of estimating
timber volumes follows established,
recognized standards accepted in the
forest industry. This process is referred to
as cruising. The estimates project, within
a range, the volume and species of timber
that will be harvested from a particular
stand of timber. These projections are
used to establish the S&R rates.
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At the end of logging operations,
the Ministry has in its files a record of the
accumulated volume of timber by species
which was scaled from a particular
timber stand. It does not, however,
attempt to reconcile the actual volume of
timber scaled to the volumes of timber
originally estimated.

We believe that comparisons of
the actual volumes of timber scaled to the
originally estimated volumes could
highlight situations meriting
investigation by the Ministry, and thereby
reduce the risk of unscaled timber.

We recommend that:

* the Ministry implement controls over all
source documents to ensure completeness of
the data about timber scaled;

e the Ministry implement controls over
computer software used by the licensees to
produce data regarding the volumes and
species of timber scaled; and

® after logqing operations are completed in a
particular area, estimated volumes of timber
be compared by the Ministry to the actual
volumes of timber scaled, and that it
investigate large or unusual differences.

Revenue Responsibility

The responsibility of ensuring
that all data are collected for revenue
billing purposes is not specifically
assigned, in the regions and districts, to
one area or one person. This results in
control procedures being spread among
various groups and individuals, resulting
in a heightened risk of there being
unbilled revenue. For example, the
responsibility for ensuring that all timber
delivered to mills is scaled, is divided
between ministry staff responsible for
harvesting inspections and staff
responsible for check scaling. If these
functions are not coordinated, the result
could be no one taking the responsibility.
The overall objective of ensuring that all
timber harvested is scaled should be
specifically addressed, and the various
functions necessary to achieve this
objective be coordinated among
personnel.

We recommend that the Ministry
assign responsibility for revenue data
collection to specific positions in the regions
and districts.

Response of the Ministry of Forests

Introduction

Revenue tripled as a result of forest policy
changes announced in 1987, to an estimated $689
million in 1988/89. The Ministry recognized then
that an even greater priority had to be given to its
revenue management responsibility to ensure the

Crown assesses and collects all the revenue it is
due. A major thrust started early in 1988 to
develop significant new systems and critically
examine all revenue policies and processes,
including those relating to data collection by
licensees.
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The Ministry fully expects to have the
funding in its Estimates to cover the cost of the
project in 1989/90.

Harvesting Inspections

Fundamental changes are being made to
the way the Ministry has traditionally carried out
its harvesting inspections.

Harvesting inspections are being changed
from ongoing field monitoring to periodic field
audits of major licensees. This does not apply to
the Small Business Forest Enterprise Program
where tenures will continue to be inspected, as
they are now, on a monthly basis during active
logging operations.

The responsibilities of major licensees are
outlined through Letters-of-Understanding with
the Ministry. In these instances, technical audits
of the licensee’s operational performance will be
conducted by the Ministry once a year. Problems
noted during these audits will be promptly acted
upon and could result in penalties such as
suspending operations and, ultimately, cancelling
the licence.

These technical audits and Small Business
Forest Enterprise Program harvesting inspections
will provide the necessary control in monitoring
industry’s performance.

The Ministry is also developing a Forest
Tenure Administration System that will further
assist field staff in carrying out their inspections.

Physical Movement of Timber

Timber marking requirements have
recently been strengthened. This is as a result of
reviews done over the past few years and the
increasing complexity of timber movement and
usage.
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A directive has been issued that timber
marking requirements, as defined in the Forest Act
and Regulation, are to be rigorously enforced. If
these requirements are not met, timber can be
seized and sold under the Forest Act. Since April
1988, more than 100 loads of timber have been
seized for marking violations.

There are, however, circumstances under
which marking of all timber is unnecessary. These
are clearly stated in the directive issued. An
exemption from marking may be granted, for
example, where a scale station receives timber from
only one cutting area with a single mark and the
timber is processed at that site. Any exemptions
granted from 100% marking must be in writing
and obtained in advance of any timber movement.

The timber marking directive will also
minimize the inconsistencies in controlling the
movement of timber in regions and districts.

While policies and procedures are adequate
to control the movement of scaled timber
throughout the Province, increased emphasis will
be placed on controlling the movement of unscaled
timber. Section 3 of the Scaling Regulation is used
by the Ministry to designate the scale station to
which harvested timber must be taken for scaling.

While the Ministry has had detailed
procedures in place to control the movement of
timber across Provincial and International borders,
further co-ordination within the Ministry,
between Ministries and with Canada Customs is
necessary to improve control.
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All timber that is to be transported across
International borders must be approved by the
Ministry and have stumpage, and a fee-in-lieu-of-
manufacturing, paid before the timber is moved.
All timber exported must be approved by an Order-
in-Council or Ministerial Order.

Timber cannot be exported via water until
the required customs documentation is in order.
The Ministry’s approval for export of timber is a
necessary customs document.

The Ministry liaises locally with Canada
Customs in the transport of timber by land across
the International border and is attempting to
formalize this arrangement so that timber
transported over land will have the same degree of
customs control as timber transported via water.

Increased emphasis will be placed on
improving co-ordination between this ministry
and the Ministry of Transportation and Highways
to ensure adequate control exists over the
movement of timber within the Province and
across Provincial borders.

Our policy requires lumber mills to advise
the Ministry when they are not operating, so that
inspection visits by Ministry staff can be
appropriately arranged. This policy will be
reviewed to determine the most effective reporting

by industry.
Check Scaling

The Ministry recognizes check scaling as a
critical control in exercising its financial
responsibility.

Check scalers need the flexibility to work
during the hours that industry operates. The
collective agreement allows them to work outside
regular government working hours. Greater use of
this opportunity will be examined.

The Ministry is fully committed to staffing
vacant check scaling positions. It has not always
been successful for various reasons. The Ministry
has had extreme difficulty in staffing positions in
remote locations. This difficulty is compounded by

the fact that the forest industry pay rates for

scalers appear to be higher than government’s.

In a further attempt to staff our check
scaling positions as quickly as possible,
advertisements will be placed throughout the
Province for qualified scalers for the 18 vacancies
from a total of 127 positions.

The Ministry is also assessing the
potential effectiveness of other measures to improve
revenue control. The establishment of enforcement
units, for example, will ensure full compliance
with Ministry scaling policies. These units will be
established in each Region to carry out random,
unannounced inspections to ensure timber being
moved is properly marked.

These units will also be enforcing
compliance in other critical areas, such as check
scaling effectiveness, harvesting inspections and
mills reporting their activity.

The policy on replacing, under certain
conditions, industry’s scale with the Ministry’s
check scale, will be reviewed. District Managers
will examine all such variances to determine
which scales need to be replaced by the check
scales.
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Data Collection

The Ministry recognizes its role in
developing and vigorously enforcing scale data
control standards. This includes controls over the
completeness of scale data and computer software
used by licensees. For example, the Ministry has
recently established standards for the electronic
transfer of scale data from industry to the
Ministry. Direct electronic transfer of scale data is
already happening in some instances.

The Ministry acknowledges that, due to
changing scale data technology, the Ministry's
policy and procedures require updating.

While cut-to-cruise comparisons are
already undertaken in the Small Business Forest
Enterprise Program, they will be extended to other
tenures as a check of total scale.

Revenue Responsibility

The Ministry will review its organization
in Regional and District Offices and restructure as
necessary in order that accountability for revenue
control rests with a single manager for whom this
is a primary responsibility.

The Ministry will be pleased to have staff
of the Office of the Auditor General revisit, from
time to time, to review the Ministry’s progress in
all these Ministry initiatives. We are confident
that once all our initiatives are implemented, the
risk of incomplete or inaccurate timber harvest and
scale data being received by the Ministry will be
greatly reduced.
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Provincial Police
Services Contract
Payment System:
Ministry of Solicitor
General

Background

Since 1950, British Columbia has
contracted with the Federal Government
for the Royal Canadian Mounted Police
(RCMP) to provide provincial police
services. Besides being the federal police
force in Canada, the RCMP provides,
under separate contracts, policing in
eight provinces, the territories, and close
to 200 municipalities, 51 of them in
British Columbia. This Province is the
largest user of the RCMP for provincial
police services. As the Province’s police
force, the RCMP enforces the Criminal
Code, provincial statutes, and municipal
by-laws in all communities of up to 5,000
people.

The current contract is for 10 years
ending in March 1991. It allows for the
Federal Government to recover from the
Province a percentage of the RCMP’s total
direct costs, capital costs, and overhead
costs incurred in the province. This
includes salaries, pension contributions,
equipment rentals, operations and
maintenance, space rentals, transportation,
recruit training, and Vancouver head-
quarters costs. Under the cost-sharing
arrangement, the Province’s share of the
total costs increases by 2% each year of
the contract until the final year, when the
Province will pay 70% of these costs. In
1988/89, the total federal cost of providing
policing to British Columbia has been
estimated at $128 million. At the current
sharing rate of 66%, the Province is
expected to pay approximately $84 million.

The Police Services Branch of the
Ministry of Solicitor General monitors
the provincial policing agreement and
pays for the services billed to the
Province. The RCMP provides regularly
updated budgeting information, a
quarterly staffing report, and a final
Statement of Expenditures and Revenue
after the end of each fiscal year. The
Ministry may request further information
about any budgeted or actual cost, but
has no direct access to federal records or
other cost support information.

Review Scope and
Objectives

We reviewed the adequacy of
internal controls in the contract payment
system for provincial police services
during January 1989. According to the
Financial Administration Act, before
contract payments are made, an
authorized official must certify that:

e the work has been performed, the
goods supplied, the service rendered
or other conditions met; and

e the amounts to be paid are in
accordance with the agreement or, if
not specified, are reasonable; or,
payments before contract completion are
in accordance with the agreement.
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Summary of Findings

Assessing Service Delivery

Assessing the delivery of service
in a contract like this can be difficult. One
indicator is complaints about the service
from the communities receiving RCMP
policing. Ministry staff receive and deal
with such complaints. They report that
the direct recipients of the policing
services are satisfied. As well, the general
impression within the Ministry is that
the Province is getting a “good deal”, in
terms of receiving services that are worth
the amount paid.

Monitoring Contract Billings

The Ministry obtains its assurance
about contract performance by assigning
responsibility for police services to an
assistant deputy minister, and by employing
experts in policing to oversee the contract.
These officials in turn obtain their
assurances from the following: ongoing
consultations with the RCMP about all
aspects of the contract; information
received from the service recipients; and,
a budget model used internally to
monitor costs billed by the RCMP.

As the contract makes no provision
for cost verification, the Ministry assesses
the reasonableness of amounts billed by
using a computerized spreadsheet model.
The model is used to highlight cost items
billed to the Province that require further
explanations by the RCMP. We have
suggested to the Ministry that they
enhance the model by documenting its
controls and verifying certain cost variables.
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We found that the specified financial
terms of the contract are being met, and
that the Ministry is taking reasonable
measures to monitor the costs billed to
the Province, given the verification limits
in the contract. The RCMP is providing
the cost estimates, updates, requested
information and billings as required, and
the Province is paying on time.

Obtaining Independent
Assurance

The Province has no access to the
RCMP cost records and supporting
documentation. Therefore, it is not able
to establish that the cost basis for the
billings can be supported (that is, that all
billed costs were incurred, and in British
Columbia). Another province using
RCMP services—Saskatchewan—has
made arrangements, through the
Solicitor General of Canada, to have the
Auditor General of Canada (who does
have access to RCMP records and other
cost support data) conduct periodic
audits of the RCMP contract costs being
charged to Saskatchewan.

We believe that, because the
contract payments for provincial police
services are based on federal costs which
the Province has no jurisdiction to verify,
British Columbia’s Ministry of Solicitor
General should consider seeking
periodic independent assurance as to
RCMP costs charged to the Province.
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Response of the Ministry of Solicitor General

The Ministry concurs with the findings services by the RCMP will be to ensure that
and recommendations of your review team. One of adequate provisions are included for independent
our objectives while negotiating a renewal of the verification of RCMP costs.

federal/provincial agreement for provincial police
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Follow-up of Last
Year’s Internal Control
Reviews

At the conclusion of each internal
control review, we provide those
responsible for managing the activity
examined with an opportunity to
respond to our review comments. These
responses are published in our Annual
Report.

This year we have expanded this
process, and invited ministries that were
the subject of internal control reviews last
year to provide an update on the various
matters raised at that time. The following
written comments were received in reply
to our invitation to the ministries to have
this information published.

Status as at Date of
Preparation of this
Annual Report

Report Paragraph Subject

Provincial Treasury Investment System: Ministry of
Finance and Corporate Relations

Management of Capital

1988 276 Recommendation that a daily
review of trades be made to
allow prompt remedial action in
the event of trades being made

outside established guidelines.

Authorization and Support
of Transactions

Implemented.

1988

1988

2.86

2.98

Recommendation that either
written confirmations of verbal
requests for capital withdrawals
be obtained from trust clients or
each client be asked to provide
an approved list of payee accounts
to which funds may be disbursed.

Recording of Transactions

Recommendation that data entry
clerks be specifically instructed
not to release prelists for input
without complete and proper
approvals and not to accept
transaction tickets without all
appropriate signatures.
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An approved list of client payee
accounts has been established
and implemented.

Implemented.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1988

1988

1988

2.100

2.123

2.125

Recommendation that particular
attention be paid to backdated
transactions. Transactions
backdated beyond one month
should be subject to specialized
review before input, including a
review of the impact of the entry
on the transactions history of the
relevant investment issue.

Data Processing

Recommendation that a formal
DBA position be established.
This position would review new
application programs or changes
to existing programs, and
authorize BCSC to move these
into production. This independent
review would reduce the risk of
unauthorized access to data and
programs and, therefore, provide
more assurance on the
completeness, accuracy and
security of the computerized
system.

Recommendation that Treasury
establish a rigorous method for
checking test results before the
approved changes be moved into
production. This would provide
more assurance that the changes
will produce the desired results
and not have any adverse effects.
Test results should be retained so
that they can be referred to if
subsequent errors do occur.

All transactions backdated
beyond one month are reviewed
by senior accounting staff before
input. The SIS application was
reviewed, but not implemented
due to it’s cost.

The duties of the DBA are
currently being carried out by
the Manager of Production
Systems. All online changes are
also reviewed by BCSC before
being accepted into the
production environment.

Implemented.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1988

2.130

We recommend that the Ministry
develop, document and test
plans at three levels. First, the
Emergency Plan or immediate
response to the problem.
Second, the Backup Plan or
computer hardware, software
and data needed to restore
operations. And third, the
Recovery Plan, or procedures to
resume normal operations. The
plan should identify all
information and resources
required to resume critical
processing and back these up
appropriately. It should include
documented manual or
microcomputer procedures for
the critical processing activities
in case the automated system
cannot be brought back within
the 24 hour time constraint.
Treasury and ISB staff should
receive adequate training with
regard to recovery procedures.
The Ministry should, when
developing a plan, consider the
adequacy of BCSC’s Recovery
Management Group's plan for
restoring computer service in the
event of a major outage.

An emergency plan (or
immediate response to the
problem) has been developed
(on a PC within Provincial
Treasury) and implemented.

The backup plan of computer
hardware, software, and data
needed to restore operations has
been addressed in BCSC’s
Disaster Recovery Plan. In
addition, we send copies (daily)
of all our data to off-site storage.

The recovery plan (or
procedures to resume normal
operation) have been thought
through and documented,
although, not tested in the
production environment.

Sewerage Assistance and Water Facilities Grants
Payment System: Ministry of Municipal Affairs,
Recreation and Culture

1988

2.144

The Ministry should request
more cost information from
municipalities and review this
information to ensure that the
terms and conditions of the
original application have been
met.
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The application form was
revised in order to obtain more
information from the municipality.
Additional information is
available from the Ministry’s
Municipal Finance Branch’s files
and is reviewed as necessary.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1988

1988

1988

2.148

2.152

2.156

The Ministry should ensure that
they update and approve the
procedures manual and
distribute it to all pertinent
financial staff.

All claims should be reviewed by
a second person before payment
and the review should be
documented.

Procedures should be
introduced to prevent claims
being processed unless the
applicant provides the required
supporting documentation.

The Revenue Sharing Fund
Procedures Manual has been
distributed to pertinent Ministry
staff. The manual will be
updated when changes and/or
new initiatives are introduced.

Due to the reorganization of the
Ministry, the Municipal Debt
System (MDS) has not been fully
implemented. The claims for
June/88 were reviewed using the
MDS; however, this process
identified some systems
deficiencies and enhancements
which were required. As a
result, most claims were verified
manually against the printout
provided by Municipal Finance
Branch. All claims were
reviewed a second time by the
Manager before processing for
payment. Current year claims
were compared to previous years
claims and municipalities were
queried about any substantial
variance in the total dollar
amount claimed from one year
to the next.

As the claim can represent a
substantial dollar amount and/or
represent a needed cash flow,
withholding payment can create
a hardship for the Municipality.
Therefore, the Ministry will pay
the claim and request the
necessary documentation. If
necessary, recoveries or
adjustments to subsequent
payments will be made.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1988

1988

1988

2.160

2.162

2.164

Personnel giving payment
authority should be provided
with full supporting
documentation along with the
cheque requisitions.

Noted that payment authorities
reviewing the cheque
requisitions may not always be
thorough.

Noted that the commitment
records are not regularly
reconciled with other financial
reports.

The payment authority receives
and reviews all claims and the
supporting documentation. The
payment authority initials the
claims as well as the manual
summary listing of payments to
municipalities.

Cheque requisitions and the
supporting schedules and
documentation are thoroughly
reviewed by the payment
authority to ensure the accuracy
of the account coding
information and the probity of
the payment.

Due to the reorganization of the
Ministry, the procedures related
to the reconciliation of
commitment records have not
been fully documented. It is
anticipated that procedures will
be documented and implemented
by fiscal year end. The fiscal year
1988/89 commitment records and
transactions will be fully reviewed
and reconciled according to
these procedures.

Shelter Aid For Elderly Renters Grant Payment
System: Ministry of Social Services and Housing

1988

2.179

Recommendation that the
Ministry require the applicant to
submit sufficient, appropriate
documentation in support of his
claim for SAFER benefits.
Alternatively, the Ministry
independently check certain
information on the application
and require documentation for
other pertinent data to ensure
eligibility and entitlement.
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A review of SAFER policy
including the points raised by
the audit is underway and it is
expected that recommendations
will shortly be referred to the
Executive Committee of the
Ministry.
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Report Paragraph

Subject

Status as at Date of
Preparation of this
Annual Report

1988

1988

1988

1988

1988

2.181

2.186

2.194

2.197

2.199

Recommended that the Ministry
prepare a formalized and
comprehensive procedures
manual covering all aspects of
the SAFER program operations.

Recommendation that the
Ministry review its spending
authority matrix for
appropriateness, and ensure
that only the authorized persons
initiate SAFER expenditures.

Recommended that the Ministry
comply with the Regulation
requiring all changes affecting
eligibility and entitlement to
receive SAFER benefits be
reported in writing by the client.

Recommended that
reconciliation of the number of
active clients between reporting
periods be prepared, and regular
comparison of master file data
with client files be made.

Recommended that the Ministry
review its payment authority
matrix for appropriateness, and
ensure that only the authorized
persons requisition payments.

Finalization of the procedures
manual awaiting completion of
policy review (see 2.179).

The spending authority matrix
has been reviewed but has not
been changed. The verification
procedures to be carried out
prior to the initiation of SAFER
expenditures have been
improved and a new method of
documenting the performance of
these procedures has been
implemented.

Action regarding this
recommendation is under
discussion as part of SAFER
policy review (See 2.179).

Completed.

Completed.
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Status as at Date of
Preparation of this
Report Paragraph Subject Annual Report

Small Business Enterprise Program Revenue System:
Ministry of Forests

1988 2,222  The computer input forms are The Ministry agrees with the

not reviewed and approved to recommendation and has issued
ensure that the correct bonus bid a directive to all regions

rate is billed. If this function is requiring review and approval of
not performed the incorrect input forms and evidence that
amount of stumpage could be such a review has occurred.

charged to operators when
harvesting commences.

Vital Statistics Division Revenue System:
Ministry of Health

1988 2.238 Recommended that staff other The Ministry has implemented

than those directly responsible new procedures whereby the
for handling cash receipts be Accounting Supervisor
assigned to independently verify independently verifies cash
cash balancing procedures. balancing procedures.
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Financial Statements of Public Bodies

In Volume III of the Public
Accounts, the Government has published
the financial statements of certain public
bodies. These relate, in the main, to
those public bodies included in the
Consolidated Financial Statements of the
Government, and those not consolidated
but which are audited by the Auditor
General. Section F of Volume III contains
the financial statements of Crown
corporations and other government
agencies, while Section G contains the
financial statements of trust funds,
including pension and superannuation
funds administered by the Government.

Listed below are those public
bodies for which the Auditor General
was appointed auditor as at March 31,
1988. Their combined assets and
expenditures amounted to approximately
$19.7 billion and $3.7 billion respectively.

British Columbia Assessment
Authority

British Columbia Educational
Institutions Capital Financing
Authority

British Columbia Health Care Research
Foundation

British Columbia Heritage Trust

British Columbia Housing and
Employment Development
Financing Authority

British Columbia Hydro and Power
Authority Pension Fund

British Columbia Institute of
Technology

British Columbia Power Commission
Superannuation Fund

BC Rail Ltd. Pension Fund

British Columbia Regional Hospital
Districts Financing Authority

British Columbia School Districts
Capital Financing Authority

College Pension Fund

Creston Valley Wildlife Management
Authority Trust Fund

Expo 86 Corporation

Health Facilities Association of British
Columbia

Knowledge Network of the West
Communications Authority

Legal Services Society

Medical Services Commission of
British Columbia

Members of the Legislative Assembly
Superannuation Account

Municipal Superannuation Fund

Province of British Columbia Pooled
Investment Portfolio, Fund ST1

Province of British Columbia Pooled
Investment Portfolio, Fund ST2

Provincial Capital Commission
Provincial Rental Housing Corporation
Public Service Superannuation Fund
Simon Fraser University

Teachers’ Pensions Fund

University of British Columbia
University of Victoria

Workers” Compensation Board of
British Columbia

Workers” Compensation Board
Superannuation Fund
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The financial statements of the
Liquor Distribution Branch of the
Ministry of Labour and Consumer
Services also appear in Section F of the
Public Accounts. Since we examine the
accounts of this Branch as part of our
overall audit of the Government’s
accounts, no separate audit opinion is
given on these statements.

Audits of Public Bodies

The content and format of a public
body’s financial statements are the
responsibility of its management who
select, from policies considered
acceptable, accounting policies
appropriate to the public body’s
activities. As auditor of a public body, it
is the Auditor General’s responsibility to
express an opinion as to whether its
financial statements are presented fairly
in accordance with appropriate
accounting policies. The auditor’s
opinion on the annual financial
statements of each of the 31 public bodies
audited for 1988 by the Auditor General
was expressed without reservation.

One further, important aspect of
our work is to check that public bodies
are complying with their enabling and
other legislation, as well as with relevant
government directives, and we design
our audit work to address these matters.
Where we identify significant instances
of non-compliance, we report our
concerns through adding a third
paragraph to the auditor’s report. This
year, in the case of the Provincial Capital
Commission, we identified one such
matter and, accordingly, the auditor’s
report included the following paragraph:
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“The Provincial Capital
Commission is required by section 10
of the Act to obtain approval from the
Lieutenant Governor in Council for
each capital project having an
estimated cost of more than $200,000.
The Commission obtained approval
from the Lieutenant Governor in
Council authorizing a total
expenditure of $578,000 for a specific
capital project. This project was
completed during the year ended
March 31, 1988 for a total cost of
$680,559, resulting in an unauthorized
expenditure of $102,559. This excess
expenditure was charged to
unappropriated surplus”

Reliance on Other
Auditors

In conducting our audit of the
Government’s Consolidated Financial
Statements, we rely on the work of
auditors of a number of public bodies for
which the Auditor General is not the
appointed auditor, but whose accounts
are included in the Consolidated
Financial Statements. There were 17 such
public bodies at March 31, 1988. Their
combined assets and expenditures
amounted to $16.3 billion and $4.1 billion
respectively. The auditor’s reports for all
17 public bodies were issued without
reservation. We appreciate the assistance
which these auditors provided to us in
the carrying out of our work.

Appendix F lists the public
bodies, of which the Auditor General
was not the appointed auditor, whose
financial statements are included in
Volume III of the Public Accounts.
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Public Body
Accountability

In our last annual report we
pointed out that public bodies were
significant instruments of government
policy, whose collective financial impact
by some measures equalled that of the
Government itself.

We were concerned as to whether
an accountability process existed which
provided for adequate accountability of
public bodies to the Legislative Assembly.
We therefore urged the government to
conduct the comprehensive study of
public body accountability and control
that was recommended in 1981 by its
Task Force on the Financial Administration
Act. To our knowledge no action has yet
been taken by the Government on this
most important subject.

We also stated our Office would
be studying the issue with particular
emphasis on financial reporting and
audit, and would be pleased to
contribute to any overall review which
might be conducted. Our study is
continuing and is expected to be
completed in the near future.

Volume III of the Public
Accounts

In the last few years the
Government has made improvements to
the content of Volumes I and II of the
Public Accounts. Volume I contains the
audited financial statements of the
Government; Volume II provides
information about payments to suppliers
and public servants. However, Volume
ITI, which contains the financial
statements of public bodies, has
remained relatively unchanged. Public
bodies whose financial statements are
contained in Volume III comprise, in the
main, those included in the Consolidated
Financial Statements of the Government
and those others not so consolidated but
nonetheless audited by the Auditor
General.

Volume III is an important source
of accountability information and we
believe that, in line with the continuing
improvements to Volumes I and I, a
review of the content of Volume III
should be undertaken to see if
improvements can be made. We believe
that Volume III should continue to
contain the financial statements of public
bodies that are included in the
Government’s Consolidated Financial
Statements as well as those for all trust
funds, such as superannuation funds,
administered by the Government.
However, important additional financial
information is also now available though
the provisions of the Financial
Information Act. Consideration might be
given to including, in Volume III of the
Public Accounts, advice as to the
financial accountability information now
publicly available as a result of that Act.
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Introduction to Value-for-Money

Auditing

Purpose of the Audits

Over the last several decades, the
size and complexity of governments in
Canada have changed significantly.
Increased demands for services have
broadened the variety and scope of
government programs and resulted in a
rapid rise in the level of government
expenditure. This, in turn, has focused
attention on the quality of government
administration and led to demands that
governments demonstrate prudent use of
public resources. Consequently,
government accountability for
performance is now generally held to
include accountability for economy in
obtaining resources, and for efficiency
and effectiveness in using those
resources.

A value-for-money audit is defined
as:

...an examination that provides an
objective and constructive assessment of
the extent to which:

e financial, human and physical
resources are managed with due
regard to economy, efficiency and
effectiveness; and

¢ accountability relationships are
reasonably served.
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These audits are based on two
principles. The first is that public
business should be conducted in a way
that makes the best possible use of public
funds. The second is that people who
conduct public business should be held
accountable for the prudent and effective
management of the resources entrusted
to them.

In British Columbia, the Auditor
General Act directs the Auditor General
to assess whether government programs
are being administered economically and
efficiently. Accordingly, value-for-money
auditing as practised by our Office is
concerned with assessing whether
government programs are implemented
and administered in an economic and
efficient manner, and whether Members
of the Legislative Assembly and the
public are provided with appropriate
accountability information.

Results of the Audits

In the reports that result from these
audits, we provide fair, independent
assessments of the quality of government
administration. During an audit, we
examine a particular program or function
of the Government to determine how
well that aspect of its administration is
managed. Our examinations are
conducted in a way that enables us to
provide positive assessments where they
are warranted. Where we cannot provide
such assessments, we report the reasons
for our reservations. Throughout our
audits, we identify opportunities to
improve government administration.
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Our Audit Process

We conduct our value-for-money
audits in accordance with the value-for-
money auditing standards of the
Canadian Institute of Chartered
Accountants. As these audits involve a
comparison of actual performance
against a standard of performance, the
Institute prescribes standards as to the
setting of appropriate performance
standards or audit criteria, and the
nature and extent of evidence that should
be obtained to support the content of the
auditor’s report. In conducting our
audits, we do not demand theoretical
perfection from public sector managers.
Rather, we seek to determine whether
they are meeting the reasonable
expectations of legislators and the public.

As well, the Institute’s auditing
standards address the reporting of audit
results. Our Office usually makes two
reports: one to our client, the Legislative
Assembly; and another more detailed
report to management of the entity
audited.

When undertaking value-for-
money audits, auditors can either look at
results, to determine whether value-for-
money is actually achieved, or at
managements’ processes, to determine
whether those processes should ensure
that value is received for money spent.
Neither approach, on its own, is capable
of providing answers to all of the
legitimate questions of legislators and the
public, particularly if problems are found
during the audit. Consequently, we try to
employ a combination of these two
approaches wherever we can. However,
as acceptable results information and
criteria are often not available, much of
our value-for-money audit work
concentrates on managements’ processes
for ensuring value for money.

Our Audit Program

We examine value-for-money and
accountability issues on a cyclical basis.
Given the number of government
ministries and public bodies, and the
number of programs each of these
entities administers, it is not practical for
our Office to conduct these examinations
annually in every entity. Even if it were
possible to do so, we do not believe it
would be desirable. Recommendations
arising from value-for-money audits take
time to implement, and results take time
to show up. Consequently, we believe
these audits should be undertaken on a
tive- to six-year cycle so that members of
the Legislative Assembly and the public
receive assessments of all significant
government operations over a reasonable
time period. This schedule has not yet
been achieved.

The subjects that we select for a
value-for-money audit may be programs
or functions administered by a specific
ministry or public body, or cross-
government programs or functions that
apply to many government entities. We
have reported on a number of each of
these types of audits over the last few
years. This year’s Annual Report contains
the results of value-for-money audits
conducted in the Ministry of Health, as
well as the results of our cross-
government examination of the
Government’s privatization program.
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Privatization: Introduction

On October 23, 1987, the Premier
announced that the Government would
be restructured through two major
programs: decentralization and
privatization. The new privatization
program represented more than a mere
continuation of a move toward
privatization; it greatly accelerated the
thrust. Figures commonly reported in the
media at the time put the value of the
entities earmarked for privatization at
$350 million. In fact, privatizations to
date far exceed that figure.

In theory, any public service
program is capable of being delivered by
either the private or the public sector. So
long as the deliverers are held accountable
for continuing to provide the same level
of service, the key to deciding which
delivery model to use in any specific case
lies in determining the relative cost-
benefits of each model. Nonetheless,
many British Columbians have voiced
strong convictions about the
Government’s privatization program.
Their opinions are based, in part, on
conflicting comments from a number of
sources that may not be, or be seen to be,
objective.

The Auditor General, as a servant
of the Legislature, is independent of the
Government of the day. He is neither an
advocate nor an opponent of privatization,
and he has access to information that is
essential to assessing the program.
Accordingly, his impartial, professional
assessments can help Members of the
Legislative Assembly and the general
public to understand certain implications
of the program. This section of our
Annual Report includes those assessments.
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Four value-for-money audit
reports on the Government’s
privatization program are presented. The
first deals with the generic process
designed for government ministries to
follow in privatizing their programs or
activities. The next two examine the
processes actually followed in privatizing
four government operations: the Queen’s
Printer publications section in Victoria;
the soil, feed, and tissue laboratory in
Kelowna; the sign shop in Langford; and
the road and bridge maintenance
operation for southern Vancouver Island.
The last report looks at the results
achieved in privatizing part of the British
Columbia Enterprise Corporation loan
portfolio.

We reviewed the generic process
because of its wide impact. This process
was designed for all government
ministries to follow. Such an
examination, we felt, would be useful
both in assessing completed
privatizations, and in considering
refinements that might be made for
future privatizations. We reviewed the
process actually followed in four early
privatizations for the same reasons. The
tirst three privatizations were, in the
Premier’s words, “small in size but large
in significance,” whereas southern
Vancouver Island was the first of 28 road
and bridge maintenance contract areas to
be privatized. To combine a hindsight
assessment with the potential for some
future benefit, we undertook these
particular studies.
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The earliest of these early
privatizations will be formally accounted
for in the 1987/88 Public Accounts. The
Legislative Assembly will have to wait a
further year to receive a formal
accounting for the majority of the other
privatizations that have been completed
to date. The Privatization Benefits Fund,
which was not established until the
Government’s 1989 fiscal year, has
received $2.1 million from the four early
privatizations that we examined. We will
review the Fund once the Government
releases its 1988/89 Public Accounts.

The privatization program has not
been restricted to government ministries.
However, the generic privatization
process designed for government
ministries has not been made applicable
to public bodies. To include a public
body’s privatization in our examination,
we therefore looked at the British
Columbia Enterprise Corporation’s sale
of its loan portfolio. We intend to examine
other public body privatizations in future
as our resources permit.

We recognize that a “fair” deal for
taxpayers does not necessarily mean
obtaining the highest price. However, in
all of these audits, our interest was in
value for money. We did not bring into
our considerations the regional economic
development or other broad policy goals
of the Government. We sought only to
assess whether the process was adequate
to provide Cabinet with sufficient reliable
information to evaluate the value-for-
money consequences of its decisions,
and whether the Legislative Assembly
and public were provided with sufficient
reliable accountability information to
judge the value for money achieved. In
our fourth report, we sought to measure
directly whether taxpayers received value
for money from the sale of the loan
portfolio.

7

“Privatization: The Process” looks
at the procedures that government
ministries are to follow when privatizing
their programs or activities. In it, we
point out that the process favors
privatization through employees without
obtaining competitive bids. Public bids
are only required if the Government, in
its view, is unable to gather sufficient
other information to establish that the
deal is fair to both the employees and the
taxpayer. In this report, we explain
several concerns we have about the
Government’s ability to gather sufficient
information about the worth of a
business without obtaining public bids.
We believe that for most government
operations this would be very difficult.
Accordingly, we think the generic
process should be amended to include a
public bidding process in all cases.

“Privatization: Early Initiatives”
reflects the same theme. This report
covers our review of three early
privatizations, all of which were
completed without a public bidding
process. In this report, we describe the
difficulties actually encountered in
obtaining sufficient reliable information
about the value of government
operations through means other than
competitive bids. The Government tried
to get that information, and probably did
the best it could in the time allowed and
under the prevailing circumstances.
However, in our view, it was unable to
produce sufficient information to
evaluate the value-for-money
consequences of these privatizations. In
all these cases, we believe the
Government could, and should, have
obtained public bids.
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On the other hand, the road and
bridge maintenance contract for southern
Vancouver Island was exposed to the
market. In “Privatization: Highways”, we
note that the Government determined
the prices that would be paid on the
open market for the physical assets and
business opportunity inherent in this
privatization. As well, it obtained
competitive bids for maintaining roads
and bridges on southern Vancouver
Island. The Government also obtained
other information to determine its upset
prices, and compared these to the best
prices that could be obtained on the open
market.

In both “Early Initiatives” and
“Highways”, we note that the
Government struggled with difficult
concepts. Chief among these was the
relationship between the components of
value for money. The major value-for-
money elements in each of these
transactions were the physical assets that
were sold or leased, the business
opportunities that were provided, and
the contracts for future services.
However, these business operations—
marketing government publications,
laboratory testing, sign making, and road
and bridge maintenance—were not split
into their components and sold on a
piecemeal basis. They were each
privatized as an operating entity.
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Thus, the Government had to
consider the trade-offs involved. For
instance, if a contractor had to pay more
for either the physical assets or the
opportunity to fill a government contract,
he would have to charge more for
providing services over the length of that
contract. Conversely, with a lower initial
investment, he could provide the future
services at a lower cost. All of these
agreements allocated the “package price”
among the various components of the
transaction, but the Government
ultimately had to determine whether the
final package represented value for
money. We found that the Government
did not obtain sufficient information
about all the individual value-for-money
components in the privatizations we
examined. However, we believe the
process followed to privatize road and
bridge maintenance operations on
southern Vancouver Island was adequate
to provide the information needed to
evaluate the value-for-money
consequences of the package decision
involved.

“Early Initiatives” and “Highways”
also look at the representations made by
the Government about these
privatizations. In these reports, we
concede that the Government has yet to
complete its accountability cycle. The
primary vehicles for accountability
reporting—the Public Accounts and
ministry annual reports—had not been
completed by the time of our audits.
Accordingly, we looked at the only form
of representations available: statements
made through the media.
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None of the representations made
through the press about these
privatizations contains complete
information about all the components of
the transactions. For instance, while they
all disclosed the selling price of the assets
sold, none of them indicated the
appraised value of those assets. However,
in the case of the highways privatization,
the asset sale was not a significant part of
the package. Accordingly, we concluded
that the representations made in that
case were reasonably complete. We did
not reach the same conclusion about the
representations made in the cases of the
three early initiatives, for reasons stated
in that report.

Our fourth report, “Privatization:
BCEC Loans”, describes a different kind
of audit. While the first three looked at
the process, this one reviewed the results.
Again, however, we only looked at one
aspect of the results: value for money.
Because of the relatively straightforward
nature of the loan portfolio, and because
of the timing of this sale in relation to the
timing of our audit, we were able to
gather sufficient audit evidence to form
our own independent assessment of the
value of the portfolio sold. We concluded
that the Enterprise Corporation received
fair market value for the portion of the
portfolio that it sold.

In the four reports that follow,
then, we provide our independent value-
for-money assessments of five of the
privatizations that have been completed
to date, as well as our assessment of the
generic process to be followed by
government ministries.
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Privatization: The Process

A review of the process designed
for ministries to follow in
privatizing government programs
and activities.

Audit Purpose

In this audit, we assessed
whether the Government’s stated
privatization process is adequate to
provide the information needed to
evaluate the value-for-money
consequences of privatization decisions.

We focused on the process to be
followed by government ministries. The
audit was not designed to determine if
the stated process has actually been
followed; nor did it include a review of
the privatization processes developed by
provincial Crown corporations. These
considerations will be the subjects of
future reports.

Our examination was performed
in accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the
circumstances.
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Overall Conclusion

We believe the Government’s
privatization process adequately
considers value for money when the
Government follows a public bidding
process. However, the process favors
privatization through employees,
without public bids. In our opinion, this
preferred process is inadequate to
provide the information needed to
evaluate the value-for-money
consequences of privatization decisions.

The History of
Privatization in
British Columbia

The history of privatization in
British Columbia extends back at least a
decade. In early 1979, the Province
privatized several government
enterprises when it gave each resident
five free shares in British Columbia
Resources Investment Corporation.
Beautiful B.C. Magazine was sold in 1983,
and in 1984, Pacific Coach Lines and
three ski hill operations were privatized.
In 1985, the general insurance business of
ICBC was sold.
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In addition to selling shares and
assets, the government has been
contracting out services for years. In
1984, the Province found it would not be
able to sell the assets and business of B.C.
Systems Corporation the way it had
originally intended. Instead, it achieved
its objectives by contracting out most of
its data processing activities. Virtually
every government ministry has
responded to the downsizing directives
of the early 1980s by contracting out
various services.

The Current Program

On October 23, 1987, the Premier
announced that the Government would
be restructured through two major
programs: decentralization and
privatization. The new privatization
program represented more than a mere
continuation of a move toward
privatization. It greatly accelerated the
thrust.

On the same day the program was
announced, the Premier named two
Crown corporations and 11 government
operations that would be sold or
transferred to the private sector. Action
groups had already been formed to
report on the privatization of another
four government operations. Every
government activity and program was to
be reexamined and, where appropriate,
privatization options “pursued actively.”
Three deputy ministers formed a new
Privatization Implementation Committee
to coordinate all privatization efforts and
make recommendations to Cabinet. To
support this committee, individuals were
seconded from ministries or contracted
from the private sector to form a new
Privatization Working Group. A new
Privatization Benefits Fund was
established shortly after that to hold the
proceeds from privatizations, and a new
communications system—Info Line—was
established to keep government
employees and the public informed
about privatization developments.

In short, the current privatization
program is a major one.
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Privatization Principles

The privatization program is
based on the following principles:

¢ Government’s role is that of a manager.
It should determine the nature and
scope of social services and should
play the role of planner, facilitator, and
catalyst for the economy.

* Except in unusual circumstances, the
private sector should be responsible
for commercial production of goods
and services.

* The private sector should be given
responsibility for delivering other
government programs when it can do
so effectively and provided the public
interest is protected.

* Government will favor arrangements
that encourage employee ownership.

* Government will favor arrangements
that support regionally developed
economic strategies.

* In any process of change, including
privatization, the Government will
ensure that its employees,
communities, firms, and the general
public are treated fairly.

In announcing the program, the
Government said, “It is important to
remember that privatization is only a
tool, not an end in itself,” and that “there
are many different approaches to
privatization.” The option chosen, if any,
would “depend on the special features of
each situation, the need to protect the
public and to strike a good deal for taxpayers
(both in the short and the long-term), and on
the opportunities to contribute to
economic development.” (Italics added.)
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In other words, privatization is
designed to achieve broad policy goals. It
should, however, be implemented in
such a way that taxpayers receive value
for money.

Audit Criteria

“Value for money” is concerned
with the relationship between services
and costs. We looked at value for money
from the viewpoint of the taxpayer.
Accordingly, we sought to determine
whether the process would ensure
taxpayers receive fair value from the sale
of any assets. We also considered the
future costs and services to the public,
not just the direct future costs savings for
the Government.

We applied these concepts to
three distinct phases of the process:

¢ selecting candidates for privatization;

¢ carrying out or implementing the
privatization; and

¢ monitoring the privatized operation.

Selecting Candidates

We found that the process, if
followed, will ensure the Government
selects appropriate activities for
privatization.
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Identifying Candidates

The process shown in Figure 2.1
requires all government activities and
programs to be considered for
privatization. Special task forces and the
ministries are doing just that. The
Government has instructed them to
challenge the original reasons for placing
activities and programs in the public
sector and to identify candidates for
privatization accordingly. In addition, the
Government has encouraged employees
and members of the public to identify
suitable candidates.

Registering Candidates

Once candidates are identified,
the process calls for the privatization
working group to log the proposal in its
privatization proposal inventory system.
This system enables the working group
to track the progress of the proposals
through the various steps.

Evaluating Proposals

Each proposal is then reviewed,
first in a preliminary way and then in
more detail.

The preliminary evaluation is
done by the ministry that has been
carrying out the activities or program
identified. This review determines
whether the proposal is consistent with
the privatization principles.
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FIGURE 2.1.
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The selection
process.
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The detailed evaluation considers
whether there are any major operational,
legal, policy, or other reasons for
rejecting the proposal. It includes
assessing the net savings to government,
the protection of the public interest, and
the changes in levels of service. The
detailed evaluation may be done by the
ministry or by the privatization working
group. If the latter is involved, it assigns
responsibility to a project director, who in
turn forms a project team to guide the
proposal through the process.

There are clear guidelines for
performing both the preliminary and
detailed evaluations. However, these
guidelines primarily cover what to
evaluate. At the time of our audit, there
was little written guidance about how to
do it. For instance, the project teams are
to assess whether any individual
proposal would be a financially viable
private sector business. To do this, they
are to analyze pro forma financial
statements, concentrating on the
“sufficiency” of debt, equity, and
working capital. There are no criteria for
minimum debt to equity or working
capital ratios. However, we believe this is
reasonable in the circumstances.

The Government does not yet
have enough experience to set detailed
criteria for each of the evaluation factors.
Further, it would be inappropriate to
establish a single set of criteria for all of
the various kinds of businesses that are
being considered for privatization.
Accordingly, the Government assembles
persons with the skills necessary to
perform the evaluations, and relies on
their judgments.
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Because the process relies heavily
on the judgments of individuals, it is
important to define the collective skills of
the team, and to have a process for
selecting persons with the necessary
qualifications and experience. In addition,
responsibilities must be defined,
including the responsibility for holding
all team members accountable for their
performance.

The individuals involved in selecting
and implementing the privatizations are
seconded from ministries or contracted
from private sector firms. Each team is to
include a ministry representative with
knowledge of the operation being
privatized. In addition, knowledgeable
individuals are available to all teams for
consultation on specialized matters such
as business valuations and legal issues.
Responsibilities and conflict of interest
guidelines have been clearly defined.

Cabinet Approval

If the detailed evaluation results in
arecommendation to proceed, a proposed
plan for completing the project must be
drawn up. This plan defines the scope of
the project, the method of privatization,
and any pre-qualification criteria for
bidders. However, it does not consider
possible ways of enhancing the price
received for the business by preparing it
for privatization.

In some circumstances, the
vendor of a business can increase the
selling price by making the business or
the purchase arrangements more attractive
to the buyer. This might be done by
restructuring the assets or their financing,
or by upgrading information systems. In
some cases, the additional sale proceeds
may outweigh the costs of preparing a
business for sale. We believe the
Government should review each
privatization to determine if net benefits
could be achieved.
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The detailed evaluation and
proposed plan that are prepared for a
project are reviewed by the Privatization
Implementation Committee. This
committee was established to coordinate
the Government’s privatization efforts. At
the time of our audit, it was made up of
three deputy ministers who reviewed all
the plans and met frequently with the
privatization teams. The committee has
not formally documented the detailed
review criteria it uses, and has had no
need to do so. Its main concern is to
ensure each project is consistent with the
privatization principles.

If it is satisfied with a plan, the
committee seeks Cabinet approval to
implement it.

Implementing the
Privatization

The implementation process is
shown in Figure 2.2. We believe it gives
adequate consideration to value for
money when it includes a public bidding
process. However, in our opinion, when
public bids are not received, the process
cannot provide the information needed
to evaluate the value-for-money
consequences of privatization decisions.

Expressions of Interest

The implementation process starts
with a public call for expressions of
interest. This step may be delayed in
cases where employees have initiated a
proposal to privatize their own
operation, in order to allow them to have
the first opportunity to make a fair deal.

Valid Employee Groups

Project directors first see whether
a “valid employee group” has expressed
interest in the proposal by initiating it or
by responding to the call for expressions
of interest. We found clear criteria for the
qualification of employee groups as valid
purchasers.

Some employees may not have
the expertise to prepare a proper
proposal. The Government provides
valid employee groups with training to
build their business skills, and with the
services of a business consulting firm. In
addition, it provides them with detailed
outlines, forms, and instructions to
follow in preparing their proposals.

Evaluating Employee Proposals

Project directors evaluate employee
proposals using the same standards they
would apply to public bids. However,
certain incentives are allowed to valid
employee groups. For instance, project
directors give preference to employee
bids that are within 5% of what would
otherwise have been the successful bid.
In certain cases, special financing
arrangements and a longer term for the
initial contract may also be considered.

We again found that the
guidelines given project directors for this
purpose specify what to evaluate, but not
how. To reduce the risk of project
directors inconsistently evaluating these
proposals, the Government again relies
on the judgments of the individuals
assigned to the project.
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We believe this risk could be
reduced further. The general guidelines
applying to all privatizations could be
more specific. For instance, they could
indicate how close the bids should be to
the valuations independently obtained
by the project team. In addition, the
project team could specify the evaluation
criteria and their relative importance
before asking for bids in each particular
case.

Negotiations with Employee
Groups

Very early in the process—in fact,
immediately following Cabinet’s approval
of a project—the project team begins
preparing for negotiations. This includes
gathering documentation and preparing
for a public call for proposals. It also
includes engaging outside business
consultants to begin preparing a business
valuation, supported by appraisals of real
estate and physical assets. The process
requires a preliminary valuation to be
completed before any negotiations begin.

The process is intended to result
in an agreement that reflects a fair market
price for the privatized business and
assets. The manual supplied to project
directors describes the first objective of
the bidding process as being: “To make a
fair deal for the taxpayer. This means a
sale price that properly reflects the
business opportunity, and contracts that
capture savings available in the open
market.”

In theory, business valuations
provide reasonable estimates of the value
of a business. In practice, these estimates
are imprecise. Business valuators using
the same approach to valuing the same
business may come up with very
different conclusions.
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Business valuations of
government operations are particularly
difficult to do well. Government
accounting records usually do not reflect
the full costs of separate ministry
operations. Because of the nature of the
separate “business,” there may have been
no need to allocate overhead expenses,
calculate transfer charges, or keep
detailed revenue records. Also, the
Government does not keep track of the
historical or depreciated cost of its assets.
Fixed assets of the Province are recorded
at a nominal value of $1. In most cases,
therefore, certain fundamental historical
information will be nonexistent,
incomplete, or unreliable.

In addition, the valuator may be
unable to project future costs and
revenues with any accuracy. The
business can change significantly when
moving from the public to the private
sector. These changes should be reflected
in the purchaser’s business and
marketing plans. In many business sales
in the private sector, the vendor can
effectively challenge those plans because
it employs people who have been
operating the business. However, with
government privatizations through
employee groups, the persons best able
to challenge the business plans may be
sitting on the other side of the
negotiating table.

These types of difficulties serve to
exaggerate the uncertainties in an already
imprecise field. A business valuation
provides an estimate of the fair market
value of a business. That estimate is
usually provided in the form of a range.
We believe that in these circumstances,
the range estimate would be too wide,
and/or the valuator’s report would be too
heavily qualified, to be useful.
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The best test of market value is
through an open bidding process.
Without this, government negotiators
must rely solely on the business
valuations. We believe the project teams
should obtain public bids for the assets
and business being privatized before
negotiating with employee groups.

Public Requests for Proposal

At any stage in the process, the
project team may conclude that it cannot
strike a fair deal with a valid employee
group. This may be because no valid
group has expressed interest, because
the employee proposal fails to meet basic
standards, or because the parties are
unable to reach an agreement. In any of
these events, the project team is to
recommend immediate issue of a public
request for proposal (RFP).

As mentioned above, the project
team actually begins preparing for REPs
at the beginning of the implementation
process. One reason for this is that
employees are to base their bids on the
same information that would be
provided through a public RFP. Of
course, employees will generally have
more information available to them since
they will have been operating the
business. However, the process
recognizes that employees should not be
given any more or less information than
others would receive through a public
RFP for purposes of preparing a bid.

AUDITOR GENERAL OF BRITISH COLUMBIA

The process acknowledges the
RFP as crucial to obtaining a fair market
price for the privatized business and
assets. Project directors are required to
review the draft RFP thoroughly to
ensure it is attractive but not unrealistic.
The key features of an RFP have been
defined, and a standard format has been
established for project directors to follow.
The RFP receives much more attention
than does the information provided to
employee groups. Because of this, we
feel there is some risk that employees
will not be given the same information
that others would receive through a
public RFP.

This risk could be eliminated by
issuing, or at least preparing, public RFPs
earlier in the process. Employees and
others could respond to the same
document, which would make clear the
preference allowed to valid employee
groups.

Evaluating Public Proposals

Project directors follow the same
guidelines described above to evaluate
public bids and negotiate with public
bidders.

Employee groups are free to
rework their bids and respond to the
public RFP. If they do, they enjoy a 5%
price preference. This policy satisfies one
of the principles of the privatization
program favoring arrangements that
encourage employee ownership. It
applies only to the initial agreement;
upon renewal of any contracts to supply
goods or services to government,
employee groups do not receive a price
or other preference.
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Cabinet Submission

When the project team negotiates

a possible agreement, it submits that

agreement to the Privatization

Implementation Committee. The

committee reviews the agreement and, if

it feels it is a good one, submits it to

Cabinet together with certain specific

information, including:

* an independent business valuation,
taking into account the price received
for physical assets, as well as the value
of government contracts and any other
intangible assets;

¢ an analysis of the operational savings
to government over the term of any
government contracts;

¢ asummary of the financial and
management resources available to the
purchaser; and

* a discussion of public interest issues,
including safety and service standards.

In addition, Treasury Board staff
routinely prepare financial impact
assessments for all Cabinet submissions,
and Cabinet has access to all of the other
information generated throughout the
process.

Cabinet may base its decision on a
wide range of factors. The process should
provide it with enough information to
evaluate the value-for-money consequences
of that decision. We believe this can
happen when public bids are received.
However, the process allows the
Government to reach an agreement with
employee groups without going through
a public bidding process. In these cases,
the sole indication of the fair market value
of the business being privatized is a
business valuation. We believe the
business must be exposed to the market
to provide Cabinet with the information
it needs to judge whether the agreement
results in a fair return to the taxpayer.
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Monitoring the
Privatized Operation

After the business is privatized,
there will often be an ongoing contract
administered by the Government. This is
nothing new. Ministries have for years
managed contracts for private sector
delivery of goods and services. However,
the use of contracts has increased in
recent years, underlining the importance
of effective contract management.

In early 1988, the Government
held a series of contract management
workshops. These and similar training
sessions reviewed the parts of Treasury
Board’s General Management Operating
Policy Manual that cover government-
wide procedures for all aspects of
contract management.

Ministries are expected to develop
detailed procedures to add to Treasury
Board’s general guidelines. Privatization
project leaders are specifically
responsible for providing advice in this
area.

Ministries also need specific
procedures to capture and summarize
reporting information. They must report
certain information for all contracts
quarterly, showing separately those
contracts resulting from privatization
initiatives.

We did not review the detailed
procedures established by the various
ministries, but we believe the process can
provide them with enough guidance to
enable them to monitor privatized
operations effectively.
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25—

Looking Ahead

The Legislative Assembly should
expect the Government to continue to
refine the procedures used to identify,
implement, and monitor privatizations.
While many of these improvements will
simply fine tune the process, we believe
one of them—obtaining public bids for all
privatizations—is especially needed to
address a significant deficiency.

With this change, the Government
will still be able to “favor arrangements
that encourage employee ownership.”
Without it, it will be unable to “ensure
that its employees, communities, firms
and the general public are treated fairly,”
or to “strike a good deal for taxpayers.”

The Legislative Assembly should
also expect the Government to follow the
stated process and to provide it with
reliable accountability information about
completed privatizations.

Our Office intends to provide the
Legislative Assembly with independent
assurance about these expectations. We
shall examine completed privatizations
on a test basis and assess the actual
processes followed. In addition, we shall
report on the fairness of government
statements about the value for money
achieved in those particular cases.
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Privatization: Early Initiatives

An examination of the first three
privatizations completed under the
Government’s privatization
program

Audit Purpose

In this audit, we looked at the
process actually followed in completing
the first three privatizations: the Queen’s
Printer publications section in Victoria;
the soil, feed, and tissue laboratory in
Kelowna; and the sign shop in Langford.
In particular, we assessed whether the
process followed in these cases was
adequate to provide Cabinet with
sufficient reliable information to evaluate
the value-for-money consequences of its
decisions. We also assessed the fairness
of government representations relating to
the value for money achieved from these
privatizations.

Our examination was performed
in accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the circumstances,
except as discussed in the following
paragraph.

We were unable to examine the
Cabinet submissions prepared for these
privatizations because the Government
considers all Cabinet submissions to be
privileged. Consequently, we could not
determine whether the summarized
information provided to Cabinet was
consistent with the detailed information
available.

Overall Conclusion

The Government did not follow a
public bidding process to complete any of
the first three privatizations under its
privatization program. It did obtain other
information about the value-for-money
components of the sale agreements.
However, in our opinion, this
information was inadequate for Cabinet
to evaluate the value-for-money
consequences of its decisions.

Furthermore, we believe the
Government has not provided the
Legislative Assembly and public with
sufficient accountability information
about the value for money actually
achieved from these privatizations. In our
opinion, the Legislative Assembly and
public require more contextual
information, such as the appraised
values of the assets sold and the
estimated future costs to government had
it continued to operate these businesses,
so they can judge these transactions.

The First Three
Privatizations

On January 21, 1988, the
Government announced the first two
completed deals under its privatization
program. “These first two sales are small
in size but large in significance,” the
Premier said in announcing the
agreements. “They point the way to the
successful conclusion of a series of
privatization initiatives which we expect
to announce in the weeks and months
ahead.”
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The two sales were the Queen’s
Printer publications section in Victoria
and a laboratory in Kelowna. They were
followed by the sale of a sign shop in
Langford in April 1988. All three were to
employee groups.

The Queen’s Printer publications
section was sold to Crown Publications
Inc., a new company formed by 6 of the
10 former employees. Three of the
remaining four employees continued to
work for the government; one elected to
resign from the public service. Crown
Publications Inc. agreed to pay $357,000
for inventory, furniture, and a contract to
market and sell publications previously
sold by the Queen’s Printer. The contract
is for a five-year period with an option to
renew for an additional five years if
satisfactory service is provided to the
public.

The Ministry of Agriculture and
Fisheries operated a soil, feed, and tissue
laboratory (the “soil lab”) in Kelowna.
Three of the eight soil lab employees
formed Griffin Laboratories Limited,
which purchased the lab and gave jobs to
three of the other employees. The other
two employees remained with the
government. Griffin Laboratories Limited
paid $140,000 for the lab and for two
contracts to provide lab services to the
government. The contracts were with the
Ministry of Agriculture and Fisheries and
the Ministry of Environment and Parks,
for five years and three years,
respectively.
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Tran Sign Ltd. was formed by 15
of the 20 employees of the sign shop
operated by the Ministry of
Transportation and Highways in
Langford. Three employees took early
retirement, and two chose to remain with
the government. The new company
agreed to pay $860,000 for the sign shop's
property, building, equipment, and
inventory. The deal also included a five-
year contract to supply signs to the
government.

The Process Followed

The Government followed a
similar process to complete each of these
three privatizations. However, the early
initiatives were just that—early. The
process reviewed in our first report had
not been finalized and fully put in place
by the time of these transactions.
Nonetheless, the Government followed
substantially the same process to
complete its early initiatives as it is
following now. Where different
procedures were followed, they are
described below.

The Government did not
determine the value of any of these
businesses on the open market.
Accordingly, in our opinion, the process
followed did not provide sufficient
information to evaluate the value-for-
money consequences of these
privatizations.
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Selecting the Projects

The current privatization process
requires the Government to evaluate each
privatization proposal to determine
whether there are any major operational
or other reasons for rejecting it. The
guidelines for performing these detailed
reviews were not established until after
the early initiatives had been privatized.
However, these initiatives all involved
operations the Government had
previously identified as ones that could
be undertaken by the private sector.

Identifying an Appropriate
Purchaser

Employees, private sector firms,
and business consultants acting on
behalf of clients indicated an interest in
purchasing one or more of these
government operations. The government
tirst looked to see whether “valid
employee groups” were among the
expressions of interest. Although the
criteria for qualifying as a valid employee
group are more specific now, the groups
that formed Crown Publications Inc.,
Griffin Laboratories Limited, and Tran
Sign Ltd. met the criteria at the time.

The government completed these
privatizations with the employee groups.
Its stated process, however, required it to
obtain bids from other parties “[i]f at any
time it appears that a deal [with an
employee group] cannot be made that is
demonstrably both fair to the employees
and to the taxpayer.” (Italics added.)
While the government did not obtain any
information that indicated the
agreements were unsatisfactory, neither,
in our opinion, did it obtain sufficient
information to demonstrate that the deals
it recommended to Cabinet were fair to
the taxpayer. Therefore, we believe that
the government should have requested
bids from other parties, to have complied
with its stated privatization process.

Negotiating the Deals

One of the Government’s main
objectives in implementing any
privatization, according to the manual
supplied to the privatization project
directors, is to “make a fair deal for the
taxpayer.” This, the manual explains,
“means a sale price that properly reflects
the business opportunity, and contracts
that capture savings available on the
open market.”
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The Government did not sell any
business opportunities independently of
the physical assets or service contracts. In
each of these cases, it sold complete
businesses, or packages. However, to
know whether the total agreement, or
package, represented a fair deal for the
taxpayer, as defined above, the
Government needed information about
each of the major value-for-money
components of those agreements:

* the value of the assets being sold;

¢ the value of the business
opportunities; and

* the future cost implications of the
privatizations.

We found that while the
Government obtained some information
about each of the above, the process
followed only provided it with adequate
information about the value of the
physical assets. Consequently, the
process followed did not provide the
Government with the information it
needed to conclude that the privatization
agreements included “a sale price that
properly reflects the business
opportunity, and contracts that capture
savings available on the open market.”

The Value of the Assets

The Government valued
inventories based on recent counts and
invoice prices. In addition, it obtained
independent appraisals of the land,
buildings, furniture, and equipment. We
believe this was a reasonable process to
follow in estimating the value of the
physical assets sold.
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Inventories

Inventory book values were based
on historic costs or most recent invoice
prices. These recorded values were
written down to net realizable values.
Queen’s Printer’s inventory of
government books, acts, and regulations,
recorded at a cost of $685,000, was written
down by 54% to $315,000. The sign shop’s
inventory was similarly written down by
50% from $636,000 to $318,000.

The Government found that
Queen’s Printer inventory represented
several years’ supply of many products.
At the same time, it noted that this
inventory is subject to obsolescence,
since there is little demand for old acts
and regulations once new legislation has
been passed. The Government agreed to
write off the portion of inventory that
exceeded a two-year supply.

The sign shop inventory was
similarly written down to its estimated
net realizable value. The inventory was
known to contain damaged goods, old
stock, and materials either no longer
used or cut to discontinued sizes. The
Government accepted an offer from the
employee group to sell this inventory at
50% of its book value, which was based
on the most recent invoice costs. It
should be noted that the “most recent
invoice cost” would exceed the actual
cost to government for older stock.
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“Net realizable value” is defined
as the expected net proceeds from sale
less the additional costs related to
completing the sale. We believe the
principle of writing down inventories to
net realizable value is sound, and that
the Government followed a reasonable
process to apply this principle. However,
we did not attempt to verify the
reasonableness of the write-downs. To do
so, we would have needed access to the
employee groups’ sales and inventory
records. These records were not available
to us.

Fixed Assets

The Government received
independent appraisals of the land,
buildings, furniture, and equipment
sold. We believe this process provided
the Government with sufficient
information to negotiate the selling price
of the fixed assets. A summary of the
information obtained is as follows:

Appraised Selling
Value Price
Queen’s
Printer $36,000 $36,000
Soil Lab $210,000-470,000 $130,000
Sign Shop $656,000 $542,000

Our comments in this area are
restricted to the appraisal of the soil lab’s
equipment, and the process followed by
the Government to adjust the

independent appraisals in this case.

The Government received
independent appraisals of the soil lab’s
equipment on two bases: orderly
liquidation, and market value for
continued use. The appraisal company
concluded that the orderly liquidation
value of the equipment was $210,000, and
that the market value for continued use
was $470,000. The equipment was sold for
$130,000.

The Government correctly
observed that the appraisal company’s
estimate of orderly liquidation value did
not include “brokerage, auction fees, or
other costs of disposal, if any” The
Government estimated these and related
costs, such as rent during the liquidation
period and severance pay, to be up to
$206,000. It thus concluded that the net
amount it could expect to receive on
liquidation would be $4,000 and,
therefore, that any offer for the
equipment in excess of that amount
would have been better than liquidation.

The Government also correctly
observed that the estimate of market
value for continued use “assumes that
the prospective earnings will provide a
fair return on the appraised value of the
assets.” That is, no group would pay
$470,000 for the equipment unless it felt it
could earn enough money with that
equipment to pay back its investment.

According to the Government's
projections, the soil lab could be expected
to earn about $30,000 in each of the next
five years. These projections included
estimates for employee salaries and
benefits, interest on funds the
Government expected the purchaser
would need to borrow to buy the lab,
income taxes, and all other costs of
operating the business. However, since
the net projected earnings represented
only a 6% annual return on the appraised
market value of the equipment, the
Government concluded that in this case,
“the appraised [market] value is not
appropriate.”

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

After adjusting both of the
independent appraisals, the Government
accepted the employee group’s offer of
$130,000 for the equipment. Because the
lab was not liquidated, we are less
concerned about whether the Government
had sufficient information to adjust the
orderly liquidation appraisal. However,
we have serious reservations about
whether the Government had sufficient
reliable information to adjust the
appraisal of market value for continued
use.

The Government’s projection of
the future earnings of the soil lab was
necessarily based on a number of
assumptions. While the Government’s
consultant produced the best estimates
he could in the circumstances, he faced a
number of difficulties in preparing them.
These same difficulties prevented the
consultants from preparing formal
business valuations, as discussed later in
this report. We believe that these
circumstances also prevented the
Government from gathering sufficient
reliable information about the
prospective earnings of the soil lab.
Accordingly, we believe the Government
had insufficient information to adjust the
independent appraisal of the soil lab’s
equipment.

While the process could have led
to public tenderings at this point, it did
not. The main reason was that the assets
were not sold by themselves. In each
case, they were only one part of a larger
package. The price received for any
individual part of the package affected
the prices of the other parts. Therefore,
the Government needed to estimate the
value of the other parts of the
agreements.

AUDITOR GENERAL OF BRITISH COLUMBIA

The Value of the Business
Opportunities

The three early privatizations
included three 5-year and one 3-year
contract to supply goods and services to,
or on behalf of, the Government. They
also provided opportunities to expand
business to others. This was an
important part of the agreements that
had to be considered in completing the
privatizations.

The price of a business is a
function of what that business can be
expected to earn. A purchaser does not
buy a company’s assets simply to acquire
assets. He does so because he expects to
generate earnings from those assets. The
Government contracts and business
opportunities inherent in the early
initiatives similarly represented a
potential to generate earnings.
Accordingly, the Government needed to
know the value of these business
opportunities.

The stated privatization process
calls for the Government to determine
the value of business opportunities to
ensure a fair price is obtained for them.
More specifically, it requires the
Government o obtain business
valuations from outside business
consultants before it begins to negotiate
any deal. Negotiated agreements are to
be submitted to Cabinet, together with
certain specific information, including
“independent business valuation[s],
taking into account the price received for
physical assets as well as the value of
government contracts and any other
intangible assets.” The Government did
not obtain formal business valuations for
any of the early privatizations.




VALUE-FOR-MONEY AUDITS

The Government did attempt to
prepare business valuations. However, its
consultants noted that the accounting
records did not keep track of the full
costs and revenues of the separate
ministry operations, and that the
historical cost patterns could be expected
to change with a move from the public to
the private sector. In addition, the
Government did not believe it could
obtain reliable and complete information
from the employee groups—who would
otherwise be the best source of
information—because of their conflicts of
interest in these cases. The Government’s
business consultants did provide advice
covering a broad spectrum of issues
relating to the privatization initiatives.
However, they all agreed that formal
business valuations could not be
prepared in these cases.

The Government therefore
decided that it would accept an
agreement that allocated no proceeds to
the business opportunity, as long as that
agreement reflected an adequate price for
the physical assets sold, and provided
net ongoing cost savings to the
Government.

The Future Costs

The early initiatives all included
ongoing contracts to provide goods or
services to the Government. Like any
other contracting-out situation, it was
important to identify the ongoing cost
implications of these contracts. This
involved two steps: determining the costs
of obtaining the goods and services on
the open market, and establishing that
those costs were less than the
Government’s costs of providing them
directly.

The first step—determining the
costs of providing the goods and services
on the open market—recognizes one of
the principles underlying all government
spending. The Government does not
purchase a product or service solely
because a supplier can provide it at a
lower cost than the Government’s cost of
production. For instance, if a tire
manufacturer could show the Government
that it could supply tires for less than
what it would cost the Government to
make them, the Government would not
immediately place a tire order with that
manufacturer. First, it would determine
what other tire manufacturers would
charge.

The Government did obtain price
lists from other laboratories and sign
manufacturers, and tried to estimate the
prices that would be charged for the
volumes represented by the government
contracts. However, at least in the case of
signs, the Government found it was
difficult to obtain prices for the quality of
products and services desired. It did not
ask for bids or otherwise actually test the
open market and, accordingly, we believe
that the process followed in these cases
was inadequate to demonstrate that the
contracts “capture savings available on
the open market.”

The second step required the
Government to determine its own costs
of providing the goods and services
directly. If the best price that could be
obtained on the open market were
greater than the Government’s cost of
production, it would not be cost-effective
to “buy” rather than “make” the product.
Thus, the Government’s own costs of
production establishes the value-for-
money upset price—the price beyond
which it would not be cost-effective to
contract out.
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Our first audit report on the
Government's privatization program
concluded that, in most cases, “certain
fundamental historical information will
be nonexistent, incomplete or unreliable,”
since government accounting records
usually do not reflect the full costs of
individual ministry operations. The
Government found this to be true in
these particular cases, and thus it had
difficulty in accurately projecting future
costs if government were to continue to
run these operations directly.

The Government’s consultants
pointed out numerous problems with
using the existing accounting records to
project the future costs. There had been
no need to account for these operations
as separate “businesses” in the past, and
the records were not suited for this
purpose. Even if the records had been
complete and accurate, some
assumptions and adjustments would
have been needed to project changes in
other net costs to government. For
instance, the Government could be
expected to earn additional income and
social services taxes from the private
sector companies. On the other hand,
the Government would likely incur
additional costs to monitor and enforce
the service contracts.

The Government did not analyze
its projected future costs to the kind of
detail or precision suggested in the
preceding paragraph. It felt that the costs
of such an exercise would outweigh the
benefits, and that it would not be
practical to complete these detailed
analyses within an acceptable time
frame. However, the Government did
attempt to project its future costs.
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The Government’s consultants
reviewed the historical accounting
records with ministry personnel who
were familiar with these particular
business operations. Where they felt it
was appropriate, the consultants made
adjustments to this base data, using
assumptions and estimates as necessary.
In this way, the consultants estimated the
future costs that would be incurred if the
Government were to continue to operate
these businesses in the future. They
estimated that these amounts were
greater than those that will be paid under
the service contracts.

The Government’s estimates do
not reflect the costs of monitoring and
enforcing the service contracts, or of
retraining and relocating the employees
who stayed with the Government. Nor
do they reflect the one-time costs of
preparing for and implementing these
privatizations. In addition, they do not
consider the effects of the asset sales: at
the end of these contracts, the
Government will no longer own certain
fixed assets that it could either use or sell
at that time. On the other hand, the
Government’s estimates also ignore the
indirect revenues and reductions in
central agency and ministry overheads
that will result from these privatizations.

In our opinion, the process
followed by the Government in these
cases was reasonable, given the size of
these operations. We believe that while
the estimates prepared were imprecise,
they provided sufficient information for
the Government to conclude that the
negotiated contract prices were lower
than its upset prices.
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The Total Package

In summary, the process followed
by the Government provided it with
some information about the major value-
for-money components of these
agreements. The Government estimated
the value of the physical assets and,
while it found it was unable to prepare
formal business valuations, it had
information to indicate that the
privatizations would result in ongoing
cost savings. In addition, the agreements
all provided for employee ownership of
businesses that would continue to
operate in the communities where they
had been established. For all of these
reasons, the Government concluded that
the deals were “fair” both to the
employees and to the taxpayer.

In our opinion, the process
actually followed by the Government in
these cases did not provide sufficient
information to evaluate the value-for-
money consequences of these
privatizations. In particular, the
Government did not follow a public
bidding process which would have
established the prices that would have
been paid on the open market for the
physical assets and business
opportunities, and the prices that would
have been charged for providing services
in future. Without this information, we
believe the Government cannot
demonstrate that these deals are “fair”
both to the employees and to the
taxpayer.

Representations as to the
Value for Money
Achieved

In our opinion, the Government
has not provided complete information
about the value-for-money implications
of these privatizations.

By the time of our audit, the
accountability cycle had not been
completed. The Public Accounts had not
been released, and ministries had not
submitted their annual reports to the
Legislative Assembly. However, in the 10
months following these sales, the
Government made a number of public
statements through the media with
respect to these privatizations.

Representations Made

In announcing the sales of the soil
lab and Queen’s Printer publications, the
Premier stated that “between them, the
two sales . . . bring 1/2 million dollars to
the provincial treasury. More importantly
for the long run, as a result of these sales,
we will be saving the British Columbia
taxpayer around $180,000 a year while
still providing comparable service at a
comparable price.” The sale of the sign
shop, the Government said, would
“bring benefits to the province over five
years [that] are expected to exceed
$500,000. This includes $200,000 of
operational savings . . . [and]
approximately $375,000 to $450,000 in
interest over five years from the
Privatization Benefits Fund where the
sale proceeds will be held”
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Asset Sale Agreements

The Government also announced
the price paid by the employee groups
for the physical assets. However, it did
not disclose the book values or appraised
values of those assets. We believe the
Legislative Assembly and public need to
know the estimated market values as well
as the selling prices before they can judge
whether the asset sale components of the
privatization agreements are “fair.”

Ongoing Cost Savings

As mentioned in the preceding
section, we found that the Government
had sufficient information to conclude
that the negotiated contract prices were
lower than its costs of providing these
goods and services directly. However, we
did not find detailed support for the
Government’s claim that precise net cost
savings would result from these
privatizations. Accordingly, we are
unable to express, and we do not
express, any opinion on the fairness of
the Government’s representations about
future cost savings.

Although we had insufficient
audit evidence to conclude as to the
accuracy of the representations made, we
can comment on their completeness. In
this connection, we noted that the
Government provided no information
that would enable the Legislative
Assembly and public to put the projected
cost savings into perspective. This is
similar to our concern about quoting only
the selling price of the physical assets.
The projected cost savings were
mentioned, but not the projected costs.
This makes it very difficult to assess the
significance of the quoted figures.
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The future cost savings claimed as
a result of the privatization of the soil lab
amount to 22% of the Government’s
estimate of its own costs of operating the
lab, which it projected to be $3 million
over 5 years. However, the $200,000 of
operational savings claimed for the 5
years of the sign shop’s contract represent
less than 3% of the $7 million the
Government estimated it would have cost
it to operate the shop directly over the
same period. Similarly, the annual
savings claimed for Queen’s Printer are
less than 3% of the 1988 projected sales
figure quoted in the tender document
provided to the employee group.

Looking Ahead

The Legislative Assembly should
expect the Government to determine the
value of the operations that it privatizes
before it completes the privatization. We
recognize that a “fair” deal for taxpayers
does not necessarily mean obtaining the
highest price, but the Legislative
Assembly should expect the Government
to have sufficient information to evaluate
the value-for-money consequences of its
privatization decisions. Therefore, we
believe the Government should refine its
process to require public bids in all cases.
Employees and others could respond to
the same request for bids, which would
make clear the preference allowed to
employee groups and to bidders who
provide ongoing employment for the
current employees, or who satisfy other
criteria that the Government considers
important to the privatization.
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As a minimum, the Legislative
Assembly should expect the Government
to follow its stated process for all
privatizations. In particular, it should
expect the Government to follow a public
bidding process when it is otherwise
unable to demonstrate that the deal
would be a fair one for both the
employees and the taxpayer.

It is questionable whether the
Government can demonstrate a fair deal
to the taxpayer without an open
competition. This would require quite
precise asset valuations, business
valuations, and estimates of ongoing cost
implications. For most government
operations, we believe it to be very
difficult to estimate the value of the
business and the savings available on the
open market without going through a
public bidding process.

The Legislative Assembly should
also expect the Government to provide it
with complete, reliable accountability
information about the value for money
achieved from completed privatizations.
This should include information about
the value of the assets (including any
government contracts) sold, as well as
information about the future service
levels and the ongoing costs of those
services to the Government and to the
public.
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Privatization: Highways

A review of the privatization of
road and bridge maintenance
operations in the first of 28
contract areas throughout the
Province.

Audit Purpose

In this audit, we looked at road
and bridge maintenance operations for
southern Vancouver Island. More
specifically, we evaluated whether the
process followed to privatize these
operations was adequate to provide
Cabinet with sufficient reliable
information to evaluate the value-for-
money consequences of its decision, and
we assessed the fairness of the
Government’s representations relating to
the value for money achieved from this
privatization.

Our examination was performed
in accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the
circumstances, except as discussed in the
following paragraph.

We were unable to examine the
Cabinet submissions prepared for this
privatization because the Government
considers these documents to be
privileged. Consequently, we could not
determine whether the summarized
information provided to Cabinet was
consistent with the detailed information
available.
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Overall Conclusion

In our opinion, the process
followed to privatize road and bridge
maintenance operations on southern
Vancouver Island was adequate to
provide the information needed to
evaluate the value-for-money
consequences of this privatization.
Furthermore, we believe the
representations made by the
Government about this privatization
were fair and sufficient for the Legislative
Assembly and public to judge the value
for money achieved from it.

The Privatization

Since September 1, 1988,
provincial roads and bridges on southern
Vancouver Island have been maintained
by Victoria Highway Maintenance
Corporation. Southern Vancouver Island
was the first of 28 contract areas to be
privatized. One of three contract areas on
the Island, “southern Vancouver Island”
encompasses some 1,700 kilometers of
road and 143 bridges from the southern
tip of Vancouver Island to the northern
shores of Lake Cowichan.

Under the contract, the
Government will pay Victoria Highway
Maintenance Corporation $30.4 million to
maintain roads and bridges over the next
three years. The Province also sold light
assets to the Corporation for $1.3 million,
and leased land, buildings, and heavy
equipment to it for the three-year term of
the contract.
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Victoria Highway Maintenance
Corporation is a private company that
was established specifically to bid on this
privatization. Under the terms of the
contract, the Corporation was required to
post a performance bond and to carry
adequate insurance. In addition, it
agreed to subcontract at least 20% of the
maintenance services, and to offer jobs to
all of the affected government employees.
The number of employees fluctuates with
the seasonal nature of highways
maintenance. Of the 96 staff employed at
August 31, 1988, 68 took jobs with the
Corporation and 28 remained with the
Government.

The Process Followed

The Government followed its
stated process to privatize road and
bridge maintenance for southern
Vancouver Island, except that it did not
obtain an independent business
valuation of the value of this business.
Nonetheless, in our opinion, the process
followed was adequate to provide the
information needed by Government to
evaluate the value-for-money
consequences of its decision.

Selecting the Project

The Government already had
considerable experience with contracting
out road and bridge maintenance: 30% of
highways maintenance in the province
had been performed by private sector
contractors in the recent past. As well, it
knew that private sector contractors were
maintaining highways in other jurisdictions,
and thusithad a good basis for concluding
that the function could be transferred to
the private sector. However, to ensure
value for money was achieved from the
privatization, the Government also
realized that it had to structure, or
package, the deal properly.

Contract Areas

The Government recognized that
a single contract for maintaining the
provincial network of roads and bridges
would not have been desirable. This
would have restricted competition (to the
extent of creating a monopoly), and
would have made it very difficult to
maintain services if the contractor failed
to perform. Accordingly, one of the
packaging considerations was the
number and size of contract areas.
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The Ministry of Transportation
and Highways had previously divided
the province into 6 regions, 37 districts,
and 148 foreman areas. After reviewing
the required road and bridge
maintenance activities in the province,
the Ministry recommended that the
province be divided into 24 roughly equal
contract areas. Based on this and other
considerations, Cabinet decided on the
28 areas that were eventually established.
Thus, if the contractor for southern
Vancouver Island fails to perform, the
Government can turn to 27 other
contractors, 2 of whom will be operating
on the Island. We believe the
Government was prudent to structure
the deal in a way that gave it this
flexibility.

Length of the Contract

Another important packaging
decision was the length of the
maintenance contract. The Government
realized that a longer contract would
provide the contractor with more
security, and hence increase the value of
the contract to the bidder. However, a
shorter contract would reduce the
Government’s risk of fixing inappropriate
standards or rates. We believe the three-
year term established was reasonable.
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Service Levels

The Government also had to take
steps to ensure that service levels would
be maintained after the privatization.
Previously, the Government had defined
most of its service levels in terms of
inputs. For instance, it required a certain
volume of road base repair work to be
done each day, using specified crew
sizes, materials, and equipment. Under
privatization, however, these definitions
had to be reworded in terms of outputs,
or results, that the contractor would be
expected to achieve. Thus, the contractor
is now expected to perform such road
base maintenance as is required “to
maintain and restore road bases to a well
drained, strong and stable condition.”
Performance standards go on to specify
when road base work is required and
what the Government means by “well
drained, strong and stable” (“such that
they can withstand maximum legal
vehicle loading without damage to the
travelled surface”). This allows the
contractor flexibility in the methods used
to achieve the desired results, and makes
it more practical for the Government to
monitor contractor performance.

Approximately 60% of the dollars
spent by the Ministry of Transportation
and Highways on maintenance activities
in 1987 had been covered by the old,
input-oriented, service level definitions.
These definitions included the purposes
of the activities, as well as the methods
and resources to be used. We found that
the old wording of the broad objectives
was identical or very similar to the new
wording of the maintenance service
standards that the contractor is required
to meet.
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For the remaining 40% of the road
and bridge maintenance activities carried
out by the Government in the past,
service levels had not been documented.
Employees simply “knew” what was
required. In these cases, the Government
developed and documented standards
(including priorities and response times)
to prepare for this privatization. The
district personnel we interviewed during
this audit advised us that these standards
meet or exceed the levels of service
provided by the Ministry of Transportation
and Highways in recent years.

The Government also chose to
split the maintenance contract into two
parts: routine and annual. Routine
maintenance is the work necessary to
keep the highways clean, clear, and safe
for the travelling public. Examples
include surface grading, snow removal,
and litter control. Annual maintenance,
on the other hand, includes more
discretionary tasks that are required to
maintain or extend the life of the highway
system. For example, every year some
cracks in the roads are sealed and some
culverts replaced. It would be unreasonable
and unnecessary to seal every crack on
every road or to replace every culvert
every year. The Government had
previously followed a road maintenance
schedule that was designed to minimize
the life cycle costs involved. Under
privatization, the Government needed a
way to ensure that enough discretionary
activities were carried out each year to
avoid heavier repair bills in later years.
The annual maintenance part of the
contract addressed this concern.

Annual maintenance, which
accounts for over 25% of the total contract
ultimately negotiated for southern
Vancouver Island, sets out the specific
levels of discretionary activities to be
carried out over the length of the
contract. We found that these levels of
service were comparable to those done
by the Government in the immediate
past. However, while they represented
the best estimate of the future
maintenance required, the Government
knew that it could not forecast those
requirements precisely. Accordingly, it
structured the agreement to require the
contractor to submit an annual
maintenance plan at the beginning of
each year. In this way, the Government
can adjust future discretionary activities
to reflect the relative needs in those
years. However, the total dollar amount
of the annual maintenance contract,
which was subsequently negotiated at
$7.9 million over three years, cannot be
exceeded.

The Government also negotiated
rates for additional and emergency
maintenance activities, although it
retained the right to use any contractor if
the services were required. This secured
a source of supply without locking the
Province in to a single contractor.

The Government recognized that
it was not enough simply to specify the
service level standards that contractors
would be expected to meet in providing
routine, annual, additional, or
emergency maintenance activities. It also
had to ensure that these standards were
met. By the time of our audit, the
Ministry of Transportation and Highways
had begun to implement a Quality
Assurance Program designed to provide
additional staff and new procedures to
monitor the performance of contractors.
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Assets

Another key part of the packaging
for this deal was to decide which assets
should be sold to the contractor, and
which should be leased. The
Government decided that the land,
buildings, and heavy equipment should
be leased, and we believe this decision
was sound. It reduced the amount that a
contractor would be required to pay at
the beginning of the contract, and
therefore increased the number of
potential bidders. This, in turn, increased
the likelihood that taxpayers would
receive value for money from the
privatization. At the same time, it
provided the Government with a great
deal of flexibility. By retaining ownership
of the major assets, the Government is
better prepared to carry out maintenance
activities in the event of a contractor
default, to change contractors at the end
of the first contract, or to resume
providing maintenance services directly.

Selecting the Purchaser

Victoria Highway Maintenance
Corporation was selected as the best
bidder in an open tendering process. In
our opinion, this process was adequate
to ensure the right purchaser was
selected.

In response to its advertisements,
the Government received 68 expressions
of interest from private sector companies
and individuals who were interested in
providing road and bridge maintenance
services on Vancouver Island. Before
dealing with any of these responses, the
Government first sought to determine
whether it could strike a fair deal with an
employee group.
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In February 1988, Malahat
Contracting Ltd., a new company
representing almost 70% of the employees,
was designated as a valid employee
group. However, this company did not
produce a financial and operational plan
that demonstrated it had the capability to
provide the required services over the
length of the contract. Accordingly, the
Government told the company that it
was going to issue a public proposal call.
The company was invited to respond to
the public tendering, in which case it
would still obtain the 5% preference
allowed to employee groups under
government policy, but it chose not to
respond.

The public proposal call was
made through a nine-volume request for
proposal (RFP) issued in April 1988. All
those who had expressed interest in this
privatization were advised in writing that
the detailed RFP was available and that a
bidders’ conference would be held in
May. In addition, the Government
advertised in the Times-Colonist that the
proposal call information package was
available and could be purchased for
$500. Interested persons could also
examine the package at the Ministry of
Transportation and Highways before
purchasing it. By May 9, 1988, 11
companies, 10 of which had attended the
bidders” conference four days earlier, had
purchased a proposal call package. Six of
these firms submitted prequalification
papers outlining, among other things,
their managerial and financial
capabilities and willingness to take the
existing employees. All of these firms
met the prequalification criteria, and on
May 24, the Government invited each to
bid. The deadline for proposals was set
as June 24.
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Four firms submitted bids.
Victoria Highway Maintenance
Corporation’s bid was considered to be
the best according to predefined criteria,
which assigned the greatest weight to bid
values, but also considered matters such
as operating plans, financial capability,
quality control, and regional
development. The Government
negotiated with that company, which
submitted the lowest bid for providing
maintenance services over the next three
years. By way of comparison, this
company offered to provide these
services for almost $2 million less than
the next bid, and $23 million less than
the highest. Through negotiations, the
bid price was reduced even further.

Negotiating the Agreement

The Government followed a
process that provided it with information
about all of the key value-for-money
elements of the privatization, except for
the value of the business opportunity. It
did consider preparing a business
valuation, as called for by the stated
process, but concluded that the cost of
such an exercise would outweigh the
benefits. Although the process followed
did not provide all the information
required to evaluate the value-for-money
consequences of this transaction, it did
provide a reasonably complete basis for
negotiations.

To negotiate this agreement, the
Government needed to know:

® the value of the assets sold;
® the value of the assets leased;

e the value of the business
opportunity; and

* the ongoing costs to government of
maintaining the roads and bridges
on southern Vancouver Island.

10C

Value of the Assets Sold

The Government obtained an
independent appraisal of the light
equipment and tools. As well, it
estimated the value of materials, parts,
and fuel based on current invoice prices.
We believe this process provided the
Government with sufficient information
to negotiate the selling price of the
physical assets sold. In this case, the
available information about the value of
the assets sold was as follows:

Estimated  Negotiated

Value Selling Price

Light eaciuipment $1,118,000 $840,000
Materials $ 557,000 $480,000

Value of the Assets Leased

The Government obtained
independent appraisals of the land and
buildings in all 14 of the existing
highways maintenance yards on
southern Vancouver Island. In addition,
it calculated the lease rates for 57 pieces
of heavy equipment and related
attachments. These calculations were
done by qualified individuals who knew
the age, general condition, type, historic
cost, and depreciated replacement value
of the equipment. In our opinion, this
process provided the Government with
sufficient information to negotiate the
rates charged for the assets leased.

AUDITOR GENERAL OF BRITISH COLUMBIA
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In the case of land and buildings,
the lease rates recommended by the
independent appraiser were $378,000 to
$473,000 a year. These rates applied to the
62,000 square feet of buildings previously
occupied by the Ministry of Transportation
and Highways on southern Vancouver
Island. Victoria Highway Maintenance
Corporation did not lease precisely the
same buildings. It did not take about 3,800
square feet of this space, and it wished to
have an additional 2,900 square feet of
buildings constructed. The Government
agreed to construct these buildings at its
own cost, and to lease them and the
other land and buildings (excluding the
3,800 square feet not required by the
contractor) for $336,000 a year.

The lease rates for 57 pieces of
heavy equipment and 36 related
attachments were calculated by the
chairman of the public sector Rental Rate
Committee. This committee includes
representatives from government
ministries and crown corporations that
use these types of equipment, and it
calculates the maximum rates that they
will pay when leasing equipment. The
chairman, an employee of the Ministry of
Transportation and Highways, advised
us that he had complete information to
do his calculations, and that he followed
the same procedures used by his
committee.

Of the 57 pieces of heavy
equipment leased to the contractor, 47
were owned and 10 were leased by the
Government. The rate negotiated on the
owned equipment was $955,000 over the
three-year term of the contract,
approximately $131,000 less than the
calculated value.
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The 10 pieces of heavy equipment
that the Government was leasing were
subleased to the contractor for $110,000 a
year, $5,000 a year less than the calculated
amount. Although the structure of the
Government’s original lease agreement
was such that we could not determine
the specific amounts paid by the
Government for these particular pieces of
equipment, it appears that the $110,000
that will be paid by Victoria Highway
Maintenance Corporation exceeds the
amount the Government must pay under
its original lease agreement.

The Government also calculated a
lease rate of approximately $13,000 over
three years for certain trade tools that
were leased to Victoria Highway
Maintenance Corporation. The negotiated
agreement allows the contractor to use
these tools without additional charge.

Value of the Business Opportunity

The stated privatization process
requires the Government to obtain an
independent business valuation, taking
into account the value of any government
contracts and intangible assets sold with
the business. This information is to be
submitted to Cabinet along with other
data, so that Cabinet can evaluate whether
the deal represents value for money. No
business valuation was done for the
southern Vancouver Island road and
bridge maintenance operation.
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The Government’s business
consultant felt it was indeed possible to
estimate the value of this operation.
However, he also felt that it would be
difficult to value the business with much
precision or certainty. That is, the estimate
would likely be expressed in terms of a
wide range. In addition, the estimate
would only represent a “notional,” or
theoretic, value; it would not establish
the amount a willing buyer would
actually pay for the business
opportunity. That amount could only be
established through an open bidding
process.

The consultant also recognized
that the price paid for the business
opportunity is related to the price
charged under the future service
contract. In fact, all the elements of a
privatization are interrelated; the
agreement can only be evaluated as a
package. A contractor must be able to
earn a satisfactory return on his
investment. The more he has to pay for
the opportunity to fill a contract and for
the assets, the more he must charge for
providing services over the length of that
contract. Conversely, with a lower initial
investment, he can provide the future
services at a lower cost. Thus, the
consultant believed that the net benefit
gained by preparing a formal business
valuation, which would involve time and
money, would be marginal.

Accordingly, the Government
decided not to prepare a formal business
valuation in this case. Instead, it relied on
an open bidding process to determine
the prices that contractors would pay for
the business opportunity, and the prices
that they would charge to provide road
and bridge maintenance services over the
length of the contract. The Government’s
upset price was its own costs of
providing those services. In other words,
it would accept a deal that allocated no
proceeds to the business opportunity, as
long as that deal provided ongoing cost
savings to the Government.

Although it would have been
preferable to have had complete
information before negotiating this
agreement, we believe the Government’s
approach in these circumstances was
reasonable. The approach followed,
however, made it even more important
for the Government to know its costs of
maintaining roads and bridges on
southern Vancouver Island.

The Costs of Maintaining Roads
and Bridges

The Ministry of Transportation
and Highways prepared analyses of its
road and bridge maintenance costs.
These analyses included all maintenance
costs borne by the Ministry, including
indirect costs such as computer charges
and employee benefits. In addition, the
Ministry hired consultants to determine
the holding, or opportunity, costs
connected with highways maintenance.
Although the Ministry had never actually
paid these costs, it realized there was a
cost to Government associated with
carrying inventories and equipment.
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To prepare its analyses, the
Ministry of Transportation and Highways
used detailed accounting records that it
maintained in addition to the
government-wide accounting records.
The Ministry’s detailed records allowed it
to produce financial statements for each
district, reflecting overhead allocations
and depreciation of the historic costs of
fixed assets used in those districts. The
Ministry further refined these records,
which were reconciled to the main
government-wide records on a regular
basis, by itemizing the costs by contract
area.

The Ministry also believed that
the privatization of highways
maintenance could lead to a reduction in
central agency overheads, and to an
increase in government revenues through
social services taxes and income taxes. By
the time the maintenance operations for
southern Vancouver Island were
privatized, however, the Ministry had
only just recognized the potential for
these additional net savings to
government. They were calculated by
another firm of consultants after the
contract was signed.

We believe the process followed
was adequate to provide the Government
with sufficient information to negotiate
the three-year maintenance contract. At
the time of negotiating the contract, the
Government’s best projection of its
maintenance costs over the next three
years was $31 million. The contract called
for the Government to pay $29.9 million
over three years for the same services—a
figure $1.1 million, or 3.5%, less than the
projected government costs.
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After the contract was signed, the
Government continued to refine its
estimates of the net cost savings that
could be expected as a result of this
privatization. The final estimates, which
were compiled with the assistance of an
international firm of Chartered
Accountants, indicated that the
preliminary estimates had been
conservative: they showed net cost
savings significantly greater than the
original estimate.

The Government'’s estimates are
not perfect. For instance, as mentioned
previously, 28 employees chose to stay
with the government. These employees,
now “surplus” to the Ministry, must be
placed into other positions, after
retraining if necessary, in accordance
with the BCGEU master agreement. By
March 3, 1989, 19 of these employees had
still not been permanently placed in
other positions; they were temporarily
carrying out other work assignments in
the Ministry. However, the costs of
retraining and relocating these 28
employees were not considered when the
net costs of this privatization were
calculated. In addition, the
Government’s estimates do not reflect the
one-time costs associated with preparing
for and implementing the privatization.
Nonetheless, we believe the Government
had sufficient information to justify its
position that the negotiated contract price
was lower than its upset price.
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Representations Made

By the time of our audit, not all
the Government’s representations about
this privatization had been made,
because the accountability cycle had not
been completed. Formal reporting
through the Public Accounts and the
annual report of the Ministry of
Transportation and Highways for the
1989 fiscal year will not occur for over a
year. In our opinion, however, the
representations made by the
Government provided reasonably
complete and reliable information about
the value for money actually achieved
from this privatization.

In an August 1988 press release,
the Minister of Transportation and
Highways said: “The contract price of
$29.9 million over three years is $1.1
million less than projected ministry costs
of $31 million in the field delivery of
maintenance services and district
overhead. Additional accrued savings,
not yet fully calculated, are expected to
occur over the life of the contract through
further reduction in Ministry overhead
expenses at regional and headquarters
offices. . . . In addition, government has
signed an agreement to sell certain assets
including materials, supplies and small
tools for this contract area for a total of $1
million.” The press release went on to
indicate that “[t]he contractor has agreed
that 20% of the work undertaken will be
subcontracted to small operators through
a competitive bidding process” and that
“heavy equipment will be leased to the
contractor and land and buildings will be
made available under a license of
occupation.”

The above representations are
supported by and consistent with the
best information available at the time. In
addition to the above statements, we feel
the Government could have also
disclosed the estimated value of the
assets sold, and the amounts of the
leases. However, in this particular case,
we do not believe these omissions would
have had an undue influence on the
readers’ assessments of the value-for-
money implications of this privatization.

Looking Ahead

The Legislative Assembly should
look for a final accounting for this
transaction in the 1988/89 Public Accounts
and in the 1988/89 annual report of the
Ministry of Transportation and
Highways. To a large extent, however,
these reports will only provide the
budget, or estimate, of what the
Government expects will be the value-
for-money implications of this
privatization. The Legislative Assembly
should therefore expect the Ministry of
Transportation and Highways to ensure
the contractor provides the services as
expected. In addition, it should expect
the Government to provide it with
sufficient accountability information
about the results actually achieved as a
result of the privatization.
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Privatization: British Columbia
Enterprise Corporation Loans

An examination of loans sold by
the Corporation.

Audit Purpose

As part of its privatization
initiatives, British Columbia Enterprise
Corporation sold one loan receivable
with a book value of $25 million, and
entered into an agreement to sell another
group of loans with a book value of $50
million. We reviewed the privatization of
these loans to determine whether the
Corporation obtained fair market value
for them.

Our examination was performed
in accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the
circumstances.

Overall Conclusion

In our opinion, the Corporation
obtained fair market value for the loan
sold, and it will obtain fair market value
for the other group of loans when the
agreement for sale is completed.
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The Corporation

British Columbia Enterprise
Corporation (BCEC), formerly British
Columbia Place Ltd., is a provincial
Crown corporation. In July 1987,
legislation was passed which transferred
the assets, liabilities, and responsibilities
of British Columbia Development
Corporation to BCEC, retroactive to
March 31, 1987.

In keeping with the
Government’s intention to wind up
BCEC, the Corporation’s mandate is to
sell its assets as promptly as possible for
fair value. Excluded from the assets to be
sold are those which, because of their
special nature or because of public policy
considerations, the Government may
direct to be transferred to itself for
ongoing administration or disposal.

The Corporation’s mandate
includes the following objectives:

* to manage the sale or transfer of
assets and liabilities to permit the
timely and orderly windup of all the
operations and affairs of the
Corporation and its subsidiaries;

® to conduct transactions in a manner
that will bring credit to the
Government’s privatization program;

® to make the lands available for
development by the private sector;
and

* to encourage local and regional
economic development.

105




VALUE-FOR-MONEY AUDITS

The Corporation’s operations are
composed of two principal divisions: the
Lands Division and the Business Finance
Division. The Lands Division is
responsible for lands held by the
Corporation in 27 communities
throughout British Columbia. These
lands range from residential sites in the
Lower Mainland to industrial parks in
smaller communities. The Business
Finance Division manages the
Corporation’s loan portfolio and is
carrying out the privatization of the
loans.

The Loan Portfolio

The Corporation’s loan portfolio
had a book value of about $253 million at
August 31, 1988, when the loans were
advertised for sale. The portfolio
consisted of loans made directly by both
BCEC and British Columbia
Development Corporation, as well as
loans made under government trust
programs. Small- and medium-sized
British Columbia businesses were given
loans, on favorable terms, to help them
establish or expand plants and facilities.
The loans were made for the stated
purpose of stimulating economic activity
and diversification in areas of industrial
manufacturing and processing. The
Corporation also made a number of
mortgage loans for properties that
it had sold.

Sele}cting the Loans
to Be Sold

A Privatization Advisory
Committee, consisting of senior
government staff and members from the
private sector, was established in August
1988 to negotiate the sale of the loans.

Based on an assessment of the
total $253 million loan portfolio, the
Committee decided to offer for sale loans
with a book value of $97 million, which it
determined had solid market value.

The Sale Process

The Committee announced the
sale of the loans through advertisements
in the Vancouver Sun and the Globe and
Mail. It then wrote an “Opportunities
Document” outlining basic information
about the loans offered for sale. This
document was mailed to 380 financial
institutions in Canada and also to those
parties who responded to the media
advertising. Follow-up telephone calls
were made to the most likely purchase
candidates.

Parties who wished to obtain
further information paid a $1,000 non-
refundable processing fee to obtain a
“Detailed Information Memorandum”,
which provided additional information
about the loans offered for sale. Thirteen
parties requested the detailed
Memorandum.

After reviewing the
Memorandum, candidates wishing to
pursue their interest in the loans could
review the loan files for a non-refundable
fee of $25,000. Three parties did so. After
the review, the Committee held
discussions with each of the parties and
invited them to bid for the loans. Three
bids were received. The Committee
analyzed these bids and requested
clarification where required. It then
ranked these bids and obtained approval
from the Corporation’s Board of Directors
and the Executive Council of
Government to negotiate with the
leading prospects.
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The Sale Prices

In December 1988, the
Corporation accepted a bid for one loan
that had a book value of $25 million at
August 31, 1988. It also entered into an
agreement to sell another group of loans
with a book value of $50 million at
August 31, 1988. That sale will not be
completed until required changes to
legislation have been made. Our audit
dealt with the privatization of these loans
(Figure 2.3).

Private sector bidders were not
prepared to purchase the remaining $22
million of loans that were offered for sale.

The Loan Sold

The Corporation received $18.1
million for the loan with a book value of
$25 million.

The difference between the book
value and the amount received, $6.9
million, represents a reasonable
discount. We confirmed, through our
own independent analysis of the risk
associated with this loan, that the interest
rate used to calculate the purchase price
was reasonable. Therefore, we concluded
that the negotiated sale price represents
the loan’s fair market value.

The discount resulted from two
factors: the favorable interest rate
stipulated at the time of the loan
agreement, and the change in interest
rates between the time the loan was
negotiated and the time it was sold.

Total Portfolio $253 million

Agreement

For Sale 7

$50 million
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Offered for Sale
$97 Milli

~_Unsold
$22 million

501;\

$25 million

FIGURE 2.3.
I

British
Columbia
Enterprise
Corporation
loan portfolio,
August 31,
1988.
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The purchaser discounted its bid
by $6.9 million, primarily in recognition
of the terms of this loan. They require no
interest to be paid until August 1990, and
provide for interest at one half of the
Corporation’s prime rate from that date to
June 1993, when the balance of the loan
is to be paid in full. At the time the loan
was made, the Government agreed to
underwrite the difference between
market interest rates and the rates
stipulated in the loan agreement, because
it wanted to achieve particular program
goals. The purchaser’s bid also reflects
the difference between market interest
rates at the time the loan was made and
those prevailing when the bid was put
forward. Accordingly, although the sale
price was not equal to the book value, it
did represent fair market value at the
time of the sale.

The Loans Included in the
Agreement for Sale

The Corporation also entered into
an agreement to sell another group of
loans for their book value plus $75,000.
The sale is to be completed after required
changes are made to legislation. We
independently evaluated the risk
associated with these loans and
determined that the interest rates used to
calculate the purchase price, together
with the other provisions of the
agreement, were reasonable. Therefore,
in our opinion, the Corporation will
obtain fair market value for these loans
when the sale is completed in accordance
with the agreement for sale.

Although the terms of the
agreement make the purchaser
responsible for administering the loans
after January 31, 1989, the sale of the
loans will be completed in four stages.
The first stage took place on January 31,
1989. The Corporation received $30
million, the book value of the loans at the
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effective date of the transaction
(November 30, 1988) and, in return,
transferred beneficial ownership of the
loans, included in the first phase, to the
buyer. Between the end of August and
the end of November, net repayments by
borrowers reduced the book value of the
loans included in the first phase of the
sale from $33 million to $30 million.

The sale of the remainder of the
loans covered by the agreement will be
completed later in three separate
transactions. The purchase price agreed
on is the book value of the loans at the
time the particular transaction is
completed. The agreement calls for
stages two, three, and four to close on
April 30, July 31, and October 31, 1989,
respectively. The loans included in each
of these stages had a book value of
approximately $5 million on November
30, 1988. Net repayments from borrowers
reduced the book value of these loans
from $17 million at the end of August, to
approximately $15 million at the end of
November. The agreement calls for the
$75,000 in excess of book value to be paid
when the last stage is completed on
October 31, 1989.

Many of the loans included in the
agreement for sale had interest rates that
were below prevailing market rates at the
time the Government agreed to make the
loans. The Government agreed to make
these loans to the borrowers at favorable
interest rates because it wanted to achieve
particular program goals. When
marketing these loans, BCEC had the
option of either selling the loans at a
discount and letting the purchaser
assume the obligation for the subsidies
inherent in the favorable interest rates, or
selling the loans at a higher value and
reimbursing the purchaser for the future
amount of the subsidies.
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1

Under the terms of the agreement
for sale, the obligation for the subsidy is
retained by the Corporation. As a result,
BCEC is required to pay a subsidy to the
purchaser at regular intervals, to provide
the purchaser with a return that is
reasonable in relation to the risk
associated with the loans being sold and
the interest rates in the marketplace
when the agreement for sale was
reached. The Corporation has estimated
the future cost of these payments to be
$2 4 million. In addition, BCEC has
agreed to reimburse a portion of the loss
to the purchaser if specified loans cannot
be collected by the purchaser by January
31, 1992. The maximum amount payable
by BCEC if these loans prove to be
uncollectible is $1.7 million.

The Government has agreed to
provide a guarantee of performance
by BCEC and its obligations under the
agreement. At the time BCEC ceases to
exist, the Government will assume the
Corporation’s obligations.
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Looking Ahead

The $178 million loan portfolio
remaining after the initial sale includes
loans with a total value of $19 million
which BCEC considers to be of
commercial quality. The Corporation is in
the process of selling these to the private
sector and believes that some of these
loans will be sold in the near future.
Another loan valued at $70 million is
expected to become marketable soon.
The balance of $89 million of loans
consists of special consideration and
remedial loans which BCEC does not
believe will be readily marketable in the
near future. The Corporation intends to
transfer these loans to the Ministry of
Finance and Corporate Relations by
March 31, 1989.
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Response of the Ministry
Management Services

of Government

Introduction

This section sets out the ministry’s
response to the four audit reports prepared by the
Office of the Auditor General on government’s
privatization program.

The ministry welcomes the audit. We
believe it provides independent assurance that
government has met its stated goals. It shows that
the process provides a fair deal for all concerned:
employees, communities, business firms and the
taxpayer.

This response examines the audit findings
within the context of government's broad policy
goals for restructuring government. The response
also qualifies and provides further elaboration on
specific audit findings where the ministry believes
this is required for a complete understanding of the
issues involved.

The response challenges the audit team’s
finding that direct negotiations with employee
groups fail to achieve value-for-money. We show
how, in every instance where activities were
privatized to employee groups, the process
quarantees a fair deal for taxpayers.

We point out that government’s goal to
obtain a fair deal for taxpayers did not require that
it extract the highest price. We note how
government took special care to ensure that service
contracts with employee groups provided ongoing
cost savings and offers from employee groups
provided a fair price for fixed assets and inventory
being sold with the business. If these conditions
could not be met, government proceeded to open
competition through a public proposal call.

We show that the information available to
Cabinet provided a reasonably complete basis for
concluding agreements with the employee groups.
Fixed assets and inventory were appraised.
Professional business valuators provided advice
about the value of the business. Upset prices based
on the estimated value of the physical assets and
projected costs of continuing the business in
government were known. Proposed agreements
included specific provisions assuring service
standards. Also, as noted in the audit report,

_ project teams were able to provide sufficient costing

information to allow Cabinet to conclude that
negotiated contract prices were lower than the
costs of continuing the services within
government.

In short, Cabinet was provided the
information required to evaluate the value-for-
money consequences of its decision to privatize.

Our response also shows how the criteria
used by the auditors are inadequate to judge the
privatization process. We point out that the need
to obtain a fair deal for taxpayers was to be
achieved within the context of government’s broad
policy goals for the program. Specifically, these
goals were to:

* Encourage employee ownership

* Provide continuity of work for government
employees

* Ensure public safety and quality of service
* Support regional economic development
* Treat all parties fairly

In our view, the success of the program
cannot be properly judged without considering
whether and to what degree the projects met these
goals. Unfortunately, the audit did not address
these important policy concerns.
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For convenience, our response follows the
sequence of the four reports. Thus, direct reference
can be made to each of the areas examined by the
auditors.

I. The Process

The audit team concluded that government'’s
privatization process:

 Should ensure that appropriate activities are
selected for privatization.

* Gives adequate consideration to value for
money when it includes a public bidding
process.

* Provides sufficient guidance to enable the
effective monitoring of contracts for privatized
operations.

The ministry agrees with this assessment.
Government's privatization planning was based
on sound principles. This reflects the province’s
considerable experience in this field. Even before
the start of the new program, British Columbia
was regarded as a leader in the privatization of
social services. The province also learned valuable
lessons from the successful privatization of several
government enterprises in 1983 and 1984.
Examples include Pacific Coach Lines, Hi-Tech
Systems and Beautiful B.C. Magazine.

The province also studied and learned from
the experience of others. The value of privatization
in improving the way government works has been
recognized around the world. Large scale programs
have been undertaken in Britain, the United
States and New Zealand. Privatization initiatives
have also been undertaken elsewhere in Canada
most notably by the Province of Quebec and the
federal government.

When the current program was announced
in October 1987, the province was able to move
quickly to implementation. The selection process
was defined and teams of experts, drawn from both
the public and private sectors, were brought
together to guide the new initiatives through an
open, fait, consistent and thorough process to their
successful conclusion.
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Selecting Candidates for Privatization

The auditors noted there were clear
guidelines for performing both preliminary and
detailed evaluations of activities and programs
considered for privatization, but that detailed
criteria about how to do these evaluations were
lacking. Nevertheless, the auditors concluded it
would be inappropriate to establish a single set of
criteria for all the various kinds of businesses being
considered for privatization.

The ministry agrees with this conclusion.
Project teams included individuals with the
requisite knowledge and skills to perform the
evaluations. Responsibilities and conflict of
interest guidelines were clearly defined. Additional
specialized resources were also made available as
required. This approach has proven sound and
will continue.

Preparing the Business for
Privatization

The auditors recommend that government
review privatization projects to determine if net
benefits might be enhanced by making the business
or purchase arrangements more attractive to the
prospective buyer.

The ministry agrees. The selection process
will be amended to include an assessment of ways
to increase the value of projects during the detailed
evaluation phase. While this assessment is not
now a mandatory step in the selection process,
project teams have adopted this approach in
several instances where restructuring was
considered essential to the development of a viable
project.
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Obtaining Business Valuations

The audit report notes that formal
business valuations of government operations are
difficult to do well. The reasons for this are
several. There are inherent difficulties in using
government historical cost information to forecast
private sector operations. The nature of the
business can change significantly when moving
from the public to the private sector. The impact of
service contracts with government cannot be
properly evaluated until well into the negotiation
process. Also, because most government services
do not operate on a profit basis, there is an
inability to quantify the value of goodwill.

For these reasons, independent consultants
used in evalu projects were unable to provide
government with formal private sector business
valuations. Nevertheless, they did provide
comprehensive business valuation advice on a
broad spectrum of issues relating to the projects.
This advice was more extensive than that which
would have been obtained in a formal business
valuation.

Negotiations with Employee Groups

The auditors suggest that government's
policy favoring direct negotiations with employee
groups, without first obtaining competitive bids, is
inadequate to provide the information needed to
evaluate the value-for-money consequences of
privatization decisions.

The ministry disagrees. The preferred
approach favouring direct negotiations with valid
employee groups was a public policy decision made
by Cabinet. This process was considered necessary
to protect the public interest. It was clearly
communicated to the public and all interested
parties. In every instance, government is able to
demonstrate that this process resulted in a fair deal
for taxpayers.
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It should also be noted that the ministry
position reflects an underlying disagreement as to
the appropriateness of the audit criteria used to
determine whether taxpayers received fair value.
The ministry does agree that the audit team’s
criteria cover important components in
determining value-for-money. However, we do not
agree that these criteria are sufficient to adequately
address this question. Value-for-money cannot be
considered separately from government’s goals for
the program.

Government did not regard privatization
as an end in itself. Instead it viewed privatization
as a means to improve the way government works.
It was not government’s objective to always extract
the highest price. Indeed, the ministry concedes
that it may have been possible to obtain a higher
price for these businesses through a public bidding
process. The need to obtain a fair deal for the
taxpayer was to be achieved within the context of
government’s broad policy goals. These goals,
which were given wide publicity at the program’s
start, were to:

* Encourage employee ownership

* Provide continuity of work for government
employees

¢ Ensure public safety and quality of service
¢ Support regional economic development
o Treat all parties fairly

Meeting these goals required special
measures in promoting and dealing with employee
proposals. These measures included:

¢ Two-day seminars to build business skills.

o Access to independent business advisory
services.

 Expanded eligibility for government-funded
training in financial management and business
law.
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* Funding of extended health, group life and
dental plan benefits for government workers
during the first six months of private sector
operations.

* Direct negotiations with valid employee
groups, without going to a public request for
proposals.

Although the approach was tailored to
foster employee ownership, the process also
ensured that direct negotiations with employee
groups resulted in a fair deal for the taxpayer.
Information considered by the Implementation
Committee and submitted to Cabinet included the
following:

* The advice of independent business valuation
experts.

o Appraisal of the fixed assets available for sale.

* Analysis of operational savings to government
over the term of the proposed contract.

* Assessment of the financial and management
resources available to the employee group.

* Evaluation of public interest issues, including
safety and service standards.

Project teams were instructed to ensure
that employee proposals were based on the same
information and met the same standards that
would be provided through a proposal call. In
those instances where it was concluded that it
would not be possible to reach a deal that was
demonstrably fair to both the employees and the
taxpayer, government proceeded to open
competition through a public proposal call.

It should also be noted that initial
contracts with employee groups are for three to five
years. As the agreements expire, contracts for
future services will be tendered. This approach
balances government’s goals of encouraging
employee ownership and ensuring continuing
work for government employees with the need to
obtain a fair deal for taxpayers.
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Evaluating Employee Proposals

To reduce the risk of project directors
inconsistently evaluating employee proposals, the
auditors recommend that the guidelines applying
to all privatizations be made more specific.

While the ministry is committed to
refining the privatization guidelines and
procedures, it should be noted that existing
procedures and practices eliminate any material
risk that employee proposals will be dealt with
inconsistently.

There are, for example, clear written
criteria for qualifying employee groups. These
criteria require the employee group to demonstrate,
among other things, that:

* The group represents a majority of the regular
employees directly affected by the privatization.

o All members of the group have contributed
equity to the proposed enterprise.

* The employee group represents a majority of the
equity in the proposed enterprise.

* The employee group has effective control of the
business.

* The group has adequate financial and
management resources.

* The group is able to address safety and
standards issues.

* The intentions of the group are consistent with
the government plan.

If there is a valid employee group with a
suitable proposal, the project team will commence
discussions with that group. These discussions
begin with an invitation to prepare a formal
proposal based on the same information that would
be provided through a public proposal call. Also,
employee proposals are evaluated against the same
standards as are applied to public proposals. Only
where the employee proposal meets these
established basic standards will the project team
proceed to direct negotiations.
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Project review procedures established by
the Implementation Committee emphasize the
need for a fair and consistent process. The
responsibilities of line ministries, the privatization
working group and implementation committee
have been carefully defined to ensure a fair and
consistent process for all proposals. Written
procedures and checklists provide common
standards for all projects. Project directors meet
weekly, as a group, ensuring that each project
team is aware of issues and developments in all
current projects. Independent business valuation
consultants are required to review each other’s
work to assist in establishing a common and
consistent approach. Proposed agreements are
reviewed by a single team of lawyers.

Public Requests for Proposals

Although the process recognizes that
employees should not be given any more or less
information than others would receive through a
public proposal call, the audit team found that the
REFP document received much more attention than
did information provided to employee groups. In
order to eliminate the risk that employees will not
be given the same information that others would
receive through a proposal call, the auditors
recommend preparing RFP documents earlier in
the process. Employees would then respond to the
exact same information as might subsequently be
released and any public offering.

The ministry agrees. RFP’s will be
prepared prior to any separate discussions or direct
negotiations with employee groups.

The ministry does not agree with the
auditors” recommendation that public proposal
calls go out prior to government having first dealt
with proposals from valid employee groups. Given
government'’s stated policy favoring direct
negotiations with employee groups, it would be
neither fair nor realistic to expect other interested
parties to expend time and money on alternative
proposals.

Accountability

Continuing attention will be given to
refining the procedures used to identify, implement
and monitor privatizations.

The ministry will continue to take special
care to ensure that the stated process is followed in
all projects and the Legislature is provided with
reliable and complete information on all
privatizations in accordance with the normal
accountability cycle established for government.

II. Early Initiatives

The report covers the audit team’s review
of three early privatizations: the Queen’s Printer
publications section in Victoria, the soil laboratory
in Kelowna and the sign shop in Langford. In each
case the businesses were sold to an employee group
without going through a public bidding process.

Because government did not follow a
public bidding process, the audit team concluded
there was insufficient information for government
to evaluate the value-for-money consequences of its
decision.

As we noted in our response to the process
audit, the ministry disagrees with this conclusion.
In our view, the information available to
government provided a reasonably complete basis
for concluding agreements with the employee
groups. Service standards were assured. The
projects supported regional economic development.
Government's policy objectives favoring employee
ownership and providing continuity of work for
government employes were met. Upset prices
based on the estimated value of the physical assets
and projected costs of continuing the business in
government were known. With each project
Cabinet was able to determine the cost benefits
from the proposed sales. Cleatly, Cabinet was
provided sufficient information to evaluate the
consequences of its decisions.

The evaluation process and sale decision
included a broad range of cost benefit and public
policy considerations. The discussion that follows
outlines these considerations for each of the three
projects.
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Crown Publications Inc.

The sale of the Queen’s Printer
publications section was announced in January
1988. The decision to privatize considered the
following factors.

* The sale reflected fair value for the business,
meeting government’s objective to obtain a fair
deal for taxpayers.

* Government received an estimated $65,000 to
$165,000 above the independent valuation of
the publications inventory, meeting
government’s objective to obtain a fair deal for
taxpayers.

* The five-year agreement, which includes an
option to renew for a further five years,
provides direct savings of $50,000 per year,
meeting government’s objective to obtain a fair
deal for taxpayers.

* Service standards have been specified and
represent an integral part of the agreement,
meeting government’s objective to assure
quality of service to the public.

¢ Volume discounts would continue to be
available to educational institutions, bookstores
and book agents, meeting government’s
objective to assure quality of service to the
public.

* Prices for government publications sold to the
public were strictly controlled, meeting
government’s objective to assure quality of
service to the public.

¢ The agreement assured the continuation and
offered potential for expansion of this Victoria-
based business, meeting government's objective
to support regional economic development,

* All employees were guaranteed continued
employment, meeting government’s objective to
provide continuity of work for government
employees.

¢ Six of ten employees opted to become
shareholders in the new company, meeting
government’s objective to encourage employee
ownership.
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Since the privatization, Crown
Publications have expanded the list of available
publications, improved mail order service,
including automatic distribution to subscribers for
frequently updated material, and hired four new
employees. Also, plans are underway to open
additional distribution centres.

Gritfin Laboratories Ltd.

The sale of the Kelowna soil laboratory
included two service contracts: one with the
Ministry of Agriculture and Fisheries for analysis
of soil, animal feed, plant tissue and water
samples; and another with the Ministry of
Environment and Parks for chemical and physical
analysis of soils, surface materials and vegetation.
The agreement was based on the following
considerations.

* The sale price of $140,000 was considered to
represent fair value for the business, taking into
account the company’s likely future earning
potential, thereby meeting government’s
objective to obtain a fair deal for taxpayers.

¢ The agreement will result in an average yearly
saving to government of $130,000 over the five-
year term of the contract, meeting
government's objective to obtain a fair deal for
taxpayers.

o Government commitments are limited to a
declining number of fixed tests over the life of
the contract.

¢ Government is able to tender any additional
requirements above contracted levels,

* Six employees elected to move to the new
company, three of which elected to became
shareholders, meeting government’s objective
to encourage employee ownership.

o All employees were guaranteed continued
employment, meeting government'’s objective to
provide continuity of work for government
employees.
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* The sale agreement ensures that the laboratory
will remain in the Okanagan region, meeting
government's objective to support regional
economic development. (Our examination of
the market indicated that other proposals likely
would have required a relocation and
amalgamation with existing private laboratories
in the Lower Mainland.)

Since the privatization, the laboratory has
expanded its business, creating new employment
opportunities in the local community.

Tran Sign Ltd.

The evaluation and sale process for the
former highways ministry sign shop was based on
the following considerations.

* Government obtained independent valuations
of the land, building and other fixed assets.
Book values for inventory were based on recent
counts and invoice prices, and written down to
net realizable value. Based on these appraisals,
the sale agreement provided a reasonable return
for the business, meeting government’s
objective to obtain a fair deal for taxpayers.

* The sale provided a direct cost saving to
government in excess of $500,000 over the five
year service contract. This amount includes
$200,000 in operating savings and a further
$375,000 to $450,000 in interest from the
Privatization Benefits Fund, meeting
government’s objective to obtain a fair deal for
taxpayers.

* The new arrangements provide an additional
$468,000 in sales tax revenues, meeting
government's objective fo obtain a fair deal for
taxpayers.

* Government receives a discount of 15%on the
purchase of signs over the guaranteed amount
over the first three years of the contract, and
10%over the last two years, meeting
government's objective to obtain a fair deal for
taxpayers.
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* Price increases over the term of the contract are
limited to those directly attributable to
increased raw material and freight costs,
meeting government’s objective to obtain a fair
deal for taxpayers.

o Continued product quality is guaranteed by the
inclusion of standards in the contract for
service, meeting government’s objective to
assure quality of service to the public.

® The five-year contract for sign purchases
includes declining volumes. After the first year,
government is free to tender any sign
requirements in excess of the contracted
amounts, meeting government’s objective to
obtain a fair deal for taxpayers.

o All employees were guaranteed continued
employment, meeting government’s objective to
provide continuity of work for government
employees.

* Fifteen of twenty employees opted to join the
new company and become shareholders,
meeting government's objective to encourage
employee ownership.

® The agreement provided a solid base for future
private sector business opportunities through
expansion of the customer base and entry into
new markets, meeting government’s objective to
support regional economic development.

Since the privatization Tran Sign has
expanded its business, hired five new employees
and opened up a marketing office in Vancouver.
Today, a substantial proportion of the company’s
business comes from non-government customers.

General Findings

Although the projects were carried out
before government’s privatization process was
fully formalized, the audit report notes that the
process for selecting and implementing each of
these three early privatizations was substantially
the same. It should also be noted that the criteria
for qualifying the employee groups was essentially
the same as that applied in subsequent
privatizations.
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The audit report notes that government
followed a reasonable process in estimating the
value of the physical assets sold and in writing
down inventories to net realizable value. The
auditors did express some reservations, however,
about whether the government had sufficient
information to adjust the appraisal of market value
for continuing use.

The ministry believes that the approach
taken to estimate the soil laboratory’s business
value, comparing the projected rate of return to the
capital investment required, was reasonable and
more appropriate than using the appraised value of
the fixed assets. This approach considers the
earnings potential, the business risks involved,
and the benefits accruing to government through
the proposed service contracts.

It should also be noted that the appraisal
report included equipment that the purchasers did
not want or consider necessary for the operation of
the laboratory. The appraised value therefore
required downward adjustment. Moreover, the
appraised value for the fixed assets did not consider
the economics of using the assets to generate
income.

Further, government did not consider it
likely that another buyer could be found to operate
the business at its present location. This left only
the option of closing the business and contracting
required services from other laboratories. Noting
that the value of the fixed assets, after deducting
the costs of liguidation, would be $4,000,
government considered the offer from the employee
group to be a fair deal.
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The ministry agrees with the audit finding
that, while there was some imprecision in the
estimates of future costs, the information obtained
by the project teams did provide sufficient
information to conclude that the negotiated
contract prices in each of the three privatizations
were lower than costs of continuing the services
within government. Moreover, it should be noted
that government adopted a conservative approach
in estimating cost benefits resulting from the pri-
vatizations. While some costs were difficult to
measure and therefore excluded from the
projections, major cost benefits, such as tax
revenues resulting from future business
expansion, were also excluded. Experience to date
has shown that actual benefits to government will
exceed representations made at the time of the sales
by a considerable margin.

Government did obtain a variety of
information relating to prices that would likely be
charged by other private sector suppliers, but did
not ask for bids or otherwise test the open market.
The decision not to ask for public bids was made in
accord with expressed government policy favoring
employee ownership and providing continuity of
work for government employees. The ministry
agrees that it may have been possible to obtain
better prices through a public proposal call, but
only at the expense of failing to meet these
important policy objectives.

Moreover, as the initial agreements expire,
contracts for future services will be tendered.
Thus, in the longer term the value-for-money
concerns expressed in the audit report will be met.

The audit notes that government was
unable to make a full determination of the value of
the business opportunities. The ministry confirms
this finding. However, as was noted in our
response to the process audit, government did
obtain comprehensive business valuation advice
from its consultants. This information, coupled
with the appraisals of assets sold and the future
cost implications of privatization, provided
adequate and reasonable information about the
value of the proposed agreements.
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In determining whether or not the
proposed agreements with employee groups
provided a fair deal for the taxpayer, government
applied three tests.

1. Did the proposed contract provide ongoing cost
savings to government?

2. Did the employee group offer provide a fair
price for the fixed assets and inventory being
sold with the business?

3. Would the proposal achieve government’s other
broad policy goals? In particular, did the
proposal:

* encourage employee ownership;

* provide continuity of work for government
employees;

e ensure public safety and quality of service;

* support regional development;

® treat all parties fairly?

Each of the three early privatizations met
these tests and therefore government correctly
concluded that the proposals provided a fair deal
for the taxpayer as well as for the employees.

Accountability

The ministry believes the representations
made by government about these projects were fair
and sufficient for the public to conclude that the
privatizations achieved a fair deal for the
employees and the taxpayer. The public
announcements showed that government had
sufficient information to conclude that the
negotiated contract prices were lower than its costs
of providing these goods and services directly.

The ministry agrees with the audit team’s
finding that disclosure of additional information
about the estimated value of the assets sold, the
amounts of the leases and projected costs would
have provided a more complete perspective on the
negotiated agreements. However, we do not believe
these omissions detract from the public’s ability to
conclude that the three privatizations were indeed
a fair deal for both employees and taxpayers alike.

In accordance with the established
accountability cycle, the ministry will ensure that
the Legislative Assembly is provided with complete
and reliable information about cost and other
benefits achieved from the completed
privatizations.

I11. Highways

The audit report examines the
privatization of road and bridge maintenance
operations for southern Vancouver Island. The
ministry concurs with the audit finding that the
process followed did provide the information
needed to evaluate the value-for-money
consequences of this privatization. Further, that
the representations made by government about
this privatization were fair and sufficient for the
Legislative Assembly and the public to judge the
value and benefits of the contract.

The Ministry of Transportation and
Highways has put in place detailed procedures to
monitor this and other privatized highways
maintenance contracts. These procedures will
ensutre that the public’s interests, in terms of
service standards and value-for-money, are
protected. In accordance with the established
accountability cycle, the ministry will also ensure
that the Legislative Assembly is provided sufficient
and reliable information about the results achieved
by this and other highways privatization projects.

IV. British Columbia Enterprise
Corporation Loans

The audit team concluded that the
corporation obtained fair market value for the
portion of the portfolio sold. No recommendations
are made in the report.
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Ministry of Health: Introduction

In 1988, we did four value-for-
money audits in the Ministry of Health.
These audits continued the cyclical
coverage of all the ministries of
government which has been part of our
audit program since 1980.

The Ministry of Health spends
one third of the provincial budget. The
programs it supports directly affect every
citizen of the province. The guarantee of
universal access to health care, combined
with science’s ability to provide
technological advances in health care and
society’s limited ability to pay for such
improvements, challenges those involved
in providing services to get the best value
for the money spent. Our audits assessed
whether the Ministry has suitable
processes to ensure it is getting value for
the funds spent on health, and also
whether it properly accounts to the
public for the results achieved by those
expenditures.

We examined four programs of
the Ministry: hospitals, the medical
services plan (MSP), continuing care,
and public health. The first three of these
cover 85% of the Ministry’s spending.
However, the Ministry does not deliver
most health care services directly. Rather
it pays others, such as hospitals, doctors,
and nursing homes, to provide these
services. Although the funds spent on
public health are small by comparison,
the service is delivered directly by
ministry employees. In addition, the size
of the budget belies the importance of
public health, since many of its programs
prevent disease, and thereby reduce the
demand on the curative parts of the
system, which are more expensive.
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The Ministry pays most of the
cost of British Columbia’s hospitals. In
our hospitals audit, we looked at
whether, in return, the Ministry receives
cost-effective services. We concluded that
it does not collect enough information to
know how cost-effective the services it
pays for are.

Our MSP audit also looked at
whether services being purchased are
cost-effective. The Plan pays for the
services of doctors and other health
practitioners on behalf of most British
Columbia residents. In this audit we
focused on how MSP makes sure that
services it pays for are medically
required, actually rendered, and
properly billed. We concluded it has
strong controls on proper billings, but it
needs to do more work on its methods
for making sure that services are
medically required and have actually
been performed.

In its 10 years as a ministry
program, continuing care has made
considerable progress in integrating
services for the elderly and chronically
ill. However, we think the Ministry
should do more to see if stronger
community-based services would reduce
costs and delay entry of elderly people
into nursing homes. The Victoria Health
Project is testing concepts that address
this issue. The Ministry’s monitoring of
nursing homes funded by the program
also needs improving. The Ministry has
recognized the problems and is
correcting them.
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Public health is struggling to meet
demands in traditional areas of service.
At the same time, there is a belief that
more should be done. The Ministry has
identified several new directions for its
programs including better prevention of
chronic and lifestyle disease, more
concentration on high risk groups, and
more involvement of the community in
program delivery. We found the public
health system is challenged to manage
this significant change in its services and
methods.

The audits of each of these four
programs of the Ministry of Health—
hospitals, MSP, continuing care, and
public health—are described in the
sections that follow.
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Ministry of Health: Hospitals

Audit Purpose

The Legislative Assembly has
given the Ministry of Health the main
responsibility for making sure the
hospital system is cost-effective. This
audit assessed whether the Ministry has
procedures to ensure that hospitals
provide services at a reasonable cost. It
did not question the role of hospitals, but
rather, examined the value for money or
cost-effectiveness of their services. It
asked: Does the Ministry know whether
the hospital system could do as well, or
better, at a lower cost, than it is now
doing?

We carried out our audit between
May and August 1988. Our examination
was performed in accordance with the
value-for-money auditing standards
recommended by the Canadian Institute
of Chartered Accountants, and
accordingly included such tests and other
procedures as we considered necessary
in the circumstances.

Overall Conclusion

In our opinion, the Ministry has
procedures in place that restrain the total
cost of the hospital system. However, its
methods are not refined enough to tell it
whether the system is as cost-effective as
it should be. To know this, the Ministry
needs better tools to gather and analyze
information on the costs and effects of
the hospital services for which it is

paying.
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The Hospital System

The British Columbia hospital
system is made up of 135 hospitals. They
range from referral centers like Vancouver
General Hospital, with 1,200 beds, to
diagnostic and treatment centers like
Logan Lake, with day service only and
no overnight beds. The smallest hospitals
give emergency treatment only, and
perform basic diagnostic tests. Regional
hospitals provide a range of common
hospital services to the surrounding
towns. The most specialized services are
available in teaching hospitals, like
Vancouver General Hospital.

The Ministry of Health pays for
most hospital operating costs, spending
about $2 billion a year to do so. As well, it
pays about 60% of the cost of new
hospital buildings, and about half the
cost of major equipment. Local residents,
through property taxes and donations,
pay the balance of capital costs.

Throughout the 1980s, the
Provincial Government has spent about
16% of its budget on hospitals.

The Ministry of Health does not
run hospitals directly. (It has the power
to do so, but uses this power only in
special circumstances.) It does have the
legislative authority to inspect hospitals
to ensure proper health care delivery and
relative cost effectiveness.

Normally, each hospital is
operated by an independent non-profit
society. Society members elect a board to
direct the hospital’s operations. The
Ministry appoints one or more directors
to each board, with powers similar to
those of the other directors. Local
governments may also appoint directors.
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The hospital board hires
administrators to manage the hospital. It
also decides which doctors can join the
medical staff of the hospital. The medical
staff controls the admission, treatment,
and discharge of patients of the hospital.
In consultation with its medical staff, the
board also chooses which services the
hospital will offer. This choice, however,
must be formally approved by the
Ministry.

The complexity, size,
organization, and social importance of
the hospital system all combine to make
identifying cost-effectiveness a difficult
task. British Columbia is not unique
here—other provinces and countries are
wrestling with the same problems.
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Comparisons with Other
Provinces

Comparing health costs between
jurisdictions is difficult. Definitions and
administrative structures are not
standardized. A health-related service
may be under the health ministry in one
province and under a different ministry
in its neighboring province. Also, since
provinces differ in how they divide costs
between hospitals and other parts of
their health system, both hospital
spending and total health spending
should be examined.

Figure 2.4 compares the total
health spending, and spending on

hospitals, of each provincial government.
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What Does the Ministry
Do to Promote
Efficiency?

We found that the Ministry has
acted to control the total amount it
spends on hospitals. Also, it has
organized the hospital system in a way

which should, in general, encourage
efficiency.

The Ministry’s most significant
action on costs has been capping hospital
budgets. That is, it fixes a budget for each
hospital and only increases it for costs
outside the hospital’s control. Capping
began in 1981, as part of government
restraint. Figure 2.5 shows the results of
this action on hospital costs, after the
effects of population growth and inflation
have been removed.
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When it introduced capping, the
Ministry also gave hospitals more
freedom in spending their operating
budgets. Previously, the Ministry had
approved specific components of hospital
budgets. It decided how much a hospital
could spend on each separate area of
cost, such as nursing staff, heating fuel,
or cleaning supplies. Now, a hospital can
choose to spend more in one cost area
and less in another, as long as it operates
within its total budget. This flexibility,
particularly when combined with
capping of budgets, gives hospitals an
incentive and an opportunity to spend
their funds as efficiently as possible.

A hospital’s expenditures fall into
three parts. The largest part goes to the
basic cost of running existing programs at
current costs for labor and materials, and

Actual

1984

current levels of demand. Another part
goes to cover rising prices, or increased
demand for existing services. The third
part of the expenditures goes to adding
new programs to the hospital’s range of
services.
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FIGURE 2.5.
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Ministry
spending on
hospitals, per
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Translated into
constant dollars using
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price index. 1989 = 100
1988 and 1989 indices
are estimated

Note: Excludes
Medical Services Plan
Payments to
Hospitals.

Soutrce:

Public Accounts and
Estimates, Province of
British Columbia
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Base Operating Costs

Each hospital is funded for its
base costs. In some cases the Ministry
has built up a hospital’s base funding by
analyzing its major component costs.
Otherwise, a hospital’s base funding is
calculated from its previous year’s
funding.

Not all patients in a hospital cost
the same to care for. The Ministry
assesses hospital performance using the
expertise of its specialist staff, and
applying statistical measures. One
important measure compares the cost per
patient in similar-sized hospitals. It
shows hospitals that appear to be below
average in efficiency. The Ministry
groups hospitals for comparison by their
total “weighted patient days” and also
compares their efficiency using their cost
per “weighted patient day.” This
measure, which is calculated for each
hospital, multiplies each patient day by a
weighting designed to reflect that
patients’ relative use of resources.

We think these weightings need
updating. Hospitals” technology and
procedures are constantly changing,
providing hospitals with more efficient
ways of operating. To provide useful
comparisons, the Ministry’s weighted
patient day indicators should reflect
these changes. We believe the indicators
currently used are not refined enough to
be reliable tools for gauging hospital
efficiency.
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Besides looking at efficiency
indicators such as cost per patient day,
the Ministry also watches to see that
hospitals are being carefully managed
overall. One measure of this is how well
the hospital stays within its budget.
Ministry policy is clear: hospitals must
not overspend their budgets. However,
ministry actions to prevent overspending
have not been as clear. From our
interviews with both ministry staff and
hospital management we concluded that
hospitals view the deficit controls as
being applied inconsistently. This
perception is not encouraging to those
hospitals that manage to stay within their
budgets. We believe it is important that
the Ministry make its deficit policy clear
to all hospitals, as well as the reasons
behind any apparent exceptions.

Cost of Price or Workload
Increases

As well as base funding, each
hospital receives additional funds for cost
increases outside its control, such as for
province-wide wage settlements or
inflation in supply costs. Also, the
Ministry regularly reviews the demand
for services in each hospital, and
increases base funding for hospitals
whose workloads have grown. Our
comments about the quality of
information used to judge base operating
costs also apply to costing of workload
increases.

Operating Cost of Added
Services

The Ministry has several
procedures to control cost increases

resulting from hospitals adding new
programs.
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First, all programs must be
formally approved by the Ministry. The
value of this control, however, is
diminished by weakness in the Ministry’s
monitoring of it. At one time, the
Ministry kept inventories of the programs
offered by each hospital. These
inventories have not been updated since
1981. This leaves the Ministry without an
overview of the programs it is funding.
When analyzing an application for a new
program, ministry staff need to know
about any similar programs in other
hospitals which could better meet the
projected need. (The Ministry has begun
a review of the province’s largest
hospitals, which will produce an up-to-
date inventory of their programs.)

Second, most significant new
programs require extra operating funds.
The Ministry examines the value and cost
of any proposed program before
supplying the extra funding needed to
operate it. Although the Ministry’s cost
information is not refined enough to fully
identify the costs involved, this review
process does provide another useful
means of identifying new programs.

Buildings and Major Equipment

A final control over new programs
rests in the fact that new programs often
require major new equipment or new
buildings. The Ministry has funding and
control systems for capital spending on
new buildings and equipment, separate
from that for routine hospital costs.
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Any new program request that
involves adding more beds to a hospital
is reviewed against regional and
provincial needs. The Ministry has set
goals for the number of hospital beds in
the province, and in each region. The
goals, for acute care beds and for
extended care beds, are expressed as
ratios of beds per thousand population.
The ratios are adjusted for differences in
the age and health needs of the
population in particular regions. We
concluded that setting bed ratio goals is a
useful method of moving the hospital
system towards more efficient resource
use.

Ministry involvement in capital
additions has other benefits. Because the
Ministry reviews and approves the
design of all new hospital construction,
the hospital system benefits from
accumulated learning about which
designs work and which do not. As well,
the Ministry can contribute expertise in
construction management.

Despite these benefits, having
separate funding systems for routine
operating costs and for capital costs can
keep hospitals from making cost-saving
tradeoffs. For example, a hospital may be
able to reduce its operating costs by
automating its accounting and record-
keeping. To do so, it needs capital funds
to buy computers. The Ministry,
however, has limited the amount of its
hospital programs budget that can be
spent on capital equipment. The
budgeted amount for capital equipment
is usually only large enough to pay for
essential diagnostic and life-saving
equipment, so requests for cost-saving
capital equipment are often turned
down.
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Does the Ministry Know
Whether the Hospital
System Is Cost-Effective?

We concluded that the Ministry
cannot determine how cost-effective the
hospital system is, because it lacks
information about the costs and health
effects of the services offered by the
system.

In its annual report, the Ministry
of Health states that its role in the
hospital system is “essentially that of a
funding agency, with practical
responsibility for facility operations
remaining with the institutions . . .
[although] ultimate responsibility
remains with the Minister . . . . [The
Ministry’s] mandate is to ensure that the
Provincial Government receives value for
the funds expended and that the
hospitals” output justifies the funding
allocated to them.” In other words, the
Ministry is a purchaser of hospital
services rather than a direct provider of
them. As steward of the public’s money,
the Ministry must ensure value for
money spent, regardless of the method of
delivering service.

Judging the cost-effectiveness of a
system as complex as the hospital system
requires detailed knowledge about the
cost of the services it offers, and the
health results they achieve. Of these two
elements of cost-effectiveness, cost is the
easier to measure. Cost accounting
methods are well established in many
industries. Measuring effectiveness—the
health benefit from hospital services—is
operationally less well established.

In the discussion below, we have
separated the two elements, and discuss
cost measurement first. However, this in
no way denies the importance of being
able to judge both cost and effectiveness
together, for any hospital service.

Cost of Services

The Ministry knows little about
how much each service costs. Although it
gets standard accounting reports from
each hospital every month, this
information is inadequate for proper cost
control. The costs given are not divided
by service, and are not reported in
enough detail. For example, staffing costs
make up more than two thirds of hospital
operating costs. Despite the very
different staffing needs of different
hospital services, all staffing costs for a
hospital are grouped into one amount in
the information the Ministry collects. As
a result, the Ministry does not know how
much a particular service, such as
delivering a baby, costs.

Without knowledge of the actual
cost of services, determining how much
an efficiently delivered service should
cost is difficult. The Ministry needs such
cost yardsticks to determine objectively
whether a hospital is efficient.

Because the Ministry lacks good
cost information, it must use indirect
means to decide what added funding is
needed when a hospital adds a new
service. To project labor costs, the
Ministry estimates the number of staff
needed for the new service, using
ministry staffing guidelines. These
guidelines, however, are out of date. For
example, they do not include the electronics
technicians needed to maintain the
complex equipment essential in a modern
hospital. To compensate for the defects in
the staffing guidelines, ministry staff are
forced to make ad hoc adjustments.
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One reason for the Ministry’s lack
of reliable cost information is that it tries
to collect the same information from all
hospitals, although large referral hospitals
are much more complex than small
community hospitals. We think the Ministry
needs more information, in more detail,
to monitor the costs of large hospitals.

The Canadian hospital industry
has recently developed a new cost
accounting standard which gives detailed
and consistent cost breakdowns for all
sizes of hospitals. The Ministry has
supported its development, but has not
made it mandatory. We believe that this
standard, or a similar one, could be the
basis of an effective cost reporting system
for our province’s hospital system.

We concluded that although the
Ministry is making full use of the cost
information and expertise it currently
has, it does not have enough
information. It will need to invest in
improved information collection systems
before it can determine the cost-
effectiveness of the hospital system.

Effects of Services

The Ministry collects information
on how many services of various kinds
are actually delivered by British Columbia
hospitals. For only a few services has it
worked out standards for how many
services are needed. For some relatively
uncommon but high cost services such as
open heart surgery, it has set goals for
the number of procedures it will pay for.
These goals are based on analysis,
consultation with medical experts, and
experience in other provinces and
countries. For more common services,
however, the Ministry does not have such
specific targets. Thus, for most services,
the Ministry leaves the hospitals to
choose the best service mix within the
limited funds available.
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In our opinion, the Ministry’s
procedures for setting goals for particular
services are reasonable. Such
procedures, however, are used very
infrequently. We believe the Ministry
should set similar goals for all hospital
services that contribute materially to the
cost of the hospital system.

To manage themselves better,
hospitals across Canada have developed
a system for analyzing medical
information on the patients they treat.
This system can be useful for analyzing
the effectiveness of different hospitals
and different hospital inpatient and day
care services, although it is less useful for
analyzing ambulatory and extended care
services. The Ministry has access to this
system, but does not regularly use it to
examine the effectiveness of hospital
performance. We believe that a greater
ministry investment in making use of this
data base would pay off in a better-
managed hospital system.

Public Accountability

The hospital section of the
Ministry’s annual report does not meet
reasonable standards for public
accountability reporting.

Accountability concerns what the
Ministry tells the Legislative Assembly
and public about the hospital system, its
role, and its performance in this role. In
our opinion, the Ministry’s annual
report—its main way to provide this
information—is not adequate. For example,
it does not even list the hospitals the
Ministry funds, and how much it gives
each of them. We believe the Ministry
should report both the cost and the effect
of the services it funds, so the Legislative
Assembly and the public can gauge
whether they are receiving value for money.
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We recognize that the Ministry
must deal with a complex system that has
a high public profile. This justifies some
caution. However, we believe that full
disclosure of cost and effectiveness
information must occur. We also believe
that making such disclosure would help
the Ministry gain public support for
making the hospital system as cost-
effective as it can be.

Of course, the Ministry cannot tell
more than it knows. The improved
information required to manage the
hospital system is also needed so that it
can be better accountable.

Coordination

We concluded that the Ministry’s
procedures do not focus strongly enough
on promoting cost-saving through better
coordination of the hospital system.

The health care system is so large
that it is divided into parts such as
hospitals, mental health services,
ambulances, and nursing homes. This
administrative separation means that
cost-saving cooperation needs careful
planning. Funding methods often
emphasize the separation. For example, a
patient may be able to leave an expensive
hospital bed if (less expensive) home
nursing care is available. However,
hospitals and home nursing are
separately managed programs with
separate funding. A hospital has no way
to use the saving from emptying the bed
to pay for the cost of home nursing.
Funding methods may even work against
cost saving. A patient in an expensive
acute care bed has all his costs covered. If
he moves to a less expensive continuing
care bed, he must pay for part of the
costs himself.

12

Restrained total funding,
combined with flexibility in their own
budgets, gives hospitals a general
incentive to innovate. In specific cases,
the Ministry has encouraged hospitals to
find ways of saving money by integrating
their services. For example, in New
Westminster, two hospitals agreed to
specialize each in one service on behalf of
both. Other hospitals have cut
duplication by sharing laundry or
pharmacy services. In several parts of the
province, local health and hospital
boards are developing better coordinated
systems for health care. The Ministry has
praised this improved coordination, and
is making sure there are no legal
obstacles to it. However, the Ministry has
no formal programs to require hospitals
to think regionally and to integrate their
services with their neighbors’.

Looking Ahead

Although the Ministry has acted
to control the total cost of the hospital
system, and organized the system in a
way that encourages cost-effectiveness,
we believe more should be done.

The Legislative Assembly should
expect the Ministry to manage the
province’s hospitals as a coordinated
system. The Assembly should also expect
better information about the hospital
system and the Ministry’s stewardship of
it. To achieve these goals, the Ministry
will need to invest in better information
systems, and the staff to analyze and act
on the information.
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Ministry
Plan

of Health: Medical Services

Audit Purpose

The Ministry of Health’s Medical
Services Plan (MSP; “the Plan”) pays for
the services of doctors and other health
practitioners for the 98% of British
Columbians who subscribe to it. The
Plan also has other important functions,
such as registering subscribers and
collecting premiums. We did not examine
these functions. Our audit looked at
whether MSP is able to ensure that it
pays only for services that are medically
required and valid—that is, services

which are actually rendered and properly
billed.

We carried out our audit over the
period October 1988 to January 1989. Our
examination was performed in
accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the
circumstances.

Overall Conclusion

In our opinion, MSP cannot be
sure that it is paying only for medically
required and valid services. It has good
tools for ensuring that services are
properly billed. However, its system for
confirming that services have been
rendered needs improvement.
Furthermore, it can detect overservicing
compared to the norm, but cannot
ensure that services within the norm are
medically required. Finally, when it
discovers misuse of medicare, whether
by subscribers or practitioners, its
response has been limited.
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Defining Prudent Use

Provincial medicare systems like
MSP are unusual in that there is no
outside limit on potential demand for the
services they pay for. Subscribers go to a
practitioner when they feel they need to;
they do not have to pass a test or other
screening first. Similarly, practitioners
have no limits (except their own
professional judgment) in treating
patients, referring them to specialists, or
ordering diagnostic tests. Clearly, such
an open-ended system can only be cost-
effective if both subscribers and
practitioners exercise prudence in
using it.

Unnecessary use by subscribers
can take several forms. One extreme form
is fraud, such as when drug addicts go
from doctor to doctor to get controlled
drugs. Greater costs may result from
more innocent misuses, as when
subscribers visit practitioners for very
minor ailments, or demand unnecessary
tests.

Practitioners can help medicare
be cost-effective by educating their
patients to use it prudently. They can also
be prudent in their own practices, in
referrals, and in their use of diagnostic
services,

Improper use by practitioners
ranges from overservicing to fraud. By
overservicing, we mean supplying
services which are not medically
required, or not a cost-effective way to
meet a medical need. Overservicing may
be the biggest problem, because it is hard
to define and because practitioners and
subscribers may not always agree that it
is a misuse of medicare.
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Overservicing increases the cost
of medicare, but may seem harmless to
those directly involved. If a practitioner
encourages or allows a patient to make an
unnecessary office visit, the only cost to
the patient is time. The patient may
believe the extra visit shows the
practitioner is more careful or caring than
others.

How a medicare plan defines
overservicing may conflict with how
practitioners define it. Some practitioners
believe their duty is to do everything they
can to help their patients, and not to
worry about the cost-effectiveness of the
system. Others feel that a litigious society
forces them to overservice by practising
“defensive medicine.” Just defining a
standard against which to judge
overservicing can lead to conflict. Should
the standard be the norm—that is, what
most practitioners do? Or should it be
higher—the best in current practice?

The Plan is not alone in facing
these problems. In our review, we did not
find any other provincial medicare plans
with solutions significantly different
from those developed by MSP.

Encouraging Prudent
Use: MSP Is Not Alone

As a major spender of public
funds, MSP has a duty to ensure that it
pays only for medically required and
valid services. In this it has help from
other organizations.

The British Columbia College of
Physicians and Surgeons (“the College”)
is the licensing body for doctors. The
Legislative Assembly has given it the
power to say who can practice as a
doctor, and to discipline those who fail to
meet its standards. The College makes
sure that applicants meet its standards
for education and experience before
giving them licenses to practice medicine
in British Columbia. Only doctors
licensed to practice by the College are
allowed to bill MSP for services. As well,
MSP depends on the College to
investigate and act when a doctor’s
competence or professionalism is
suspect. One reason for this is that the
College alone has the legal right to review
a doctor’s medical records. (Other health
practitioners are similarly governed by
licensing bodies that function like the
College.)

The British Columbia Medical
Association (“the Medical Association”),
a voluntary body to which most doctors
belong, takes responsibility for
responding to overservicing. To do this, it
has a standing committee which
examines unusual patterns of practice.
The committee includes representatives
of MSP, the College, and the public, and
uses data provided by MSP.
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Controlling the Cost

The Plan pays out about $1 billion
a year for the services of doctors, other
health practitioners, and laboratories.
Figure 2.6, which is adjusted for inflation,
shows that, in real terms, MSP’s costs
have not risen rapidly in recent years.

One reason is that MSP has an
agreement with the province’s doctors,
which largely stabilizes the total amount
it will pay for their services. This three-
year agreement expires March 31, 1989.
In the first year of the agreement,
doctors’ billings exceeded the negotiated
total. To recover the excess, MSP reduced
payments to doctors on later billings. In
the second year of the contract, and to
date in the third year, total billings have
stayed within the agreed limit. We
concluded that the agreement has been
useful in setting a ceiling on MSP
expenditures.

Dollars
Per Capita

400

300

200

Actual

However, the agreement was not
designed to help ensure that individual
billings to MSP are reasonable. To do
this, the Plan has set up specific controls
to make sure subscribers and
practitioners use the system prudently.
The Plan needs to do three things to
achieve this goal. First, it must
communicate what prudent use means.
Then it must keep watch for imprudent
use. Finally, it must remedy misuse as it
is discovered. Our audit examined how
well MSP has been able to do these, for
both subscribers and practitioners.
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Responsible Use of
Medicare: Subscribers

The Plan does surprisingly little
to teach subscribers prudent use of
medicare. Informally, practitioners
probably do much in this regard through
the cues they give to patients who are
visiting them unnecessarily. However,
practitioners alone cannot be expected to
carry out this function, as by doing so
they may be hurting themselves financially.

Although there is no formal
program to make sure subscribers use
medicare responsibly, some smaller steps
are being taken. For example, the College
will soon be tracking how often
prescriptions for controlled drugs are
written for the same patient. This will
deter addicts who make visits to many
different doctors to get drugs. As well,
MSP can detect those few subscribers
who visit practitioners or change
practitioners extremely often, with no
clear medical need. The Plan asks them
to choose one general practitioner as
their primary doctor. It then informs
other doctors they can only bill for that
patient if the primary doctor has referred
the patient to them.

Despite these initiatives, we
concluded that MSP should do more to
teach subscribers how to use medicare
prudently, to detect misuse by subscribers,
and to correct such misuse. It should do
more analysis of subscribers’ actual
patterns of use, so that it is able to:

e detect subscribers misusing the Plan;

¢ see which patterns of misuse are
significant enough to need
remedying; and

¢ tell individuals how their peers use
medicare, and show them they are
out of step with their friends and
neighbors, not just with a
bureaucratic rule.

Responsible Use of
Medicare: Practitioners

The Plan defines its purpose as
paying for medically required services. To
be medically required, a service must be
medically effective, pertinent to the
diagnosis and the patient, and
competently performed. The Plan itself
does little to ensure that the services it
pays for meet these tests.

The Plan has left the College and
the other licensing bodies to define and
police competence. Its own involvement
has been limited to passing on to the
licensing bodies any signs of incompetence
turned up by its control systems.

Overall, MSP has few formal
processes for making sure that all
services it pays for are medically
effective. One useful way for gauging
effectiveness is to have a group of
acknowledged experts draw up
guidelines as to the circumstances under
which an investigation or treatment may
be effective. Such a consensus acts as a
guide for practitioners. It also allows
prediction of how often the investigation
or treatment should be used, based on
how often the illness it relates to occurs.
These predictions can then assist funding
agencies in deciding how much they
should be paying for effective services.

The Ministry is already making use of
guidelines in some areas. For example, in
working out the need for sophisticated
heart surgery, it has used the help of a

oup of cardiac specialists, assembled
with the aid of the Medical Association.
Other jurisdictions have also used
groups of experts to develop guidelines.
We believe that MSP could make more
use of this technique to assist it in
moving toward the goal of ensuring that
it pays only for effective services.
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The Services Paid For by MSP

The Plan pays for five kinds of
practitioner services: doctor visits,
surgery and other procedures,
diagnostic, salaried and sessional, and
other practitioners. Each of these
presents slightly different problems for
ensuring that services are medically
required and valid. Figure 2.7 shows their
relative cost.

Doctor Visits

Consultations with general
practitioners and specialists make up
almost half of MSP’s payments. They are
also the service most familiar to the
average citizen. Visits to general
practitioners are also important as the
“entry gate” to referred specialist and
diagnostic services.

The Plan employs three major
systems to encourage practitioners to use
medicare properly, and to ensure they
are doing so. It applies all three
systems—edit and adjudication,
confirmations, and patterns of practice—
to doctor visits.

Other Practitioners

Salaried and Sessional
Sevices

Diagnostic Services—s

Surgery and Other Procedures
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Edit and Adjudication

This system is effective in
preventing many billing problems, and it
has potential as an early warning system
for problems.

The system checks each bill from
a practitioner to make sure that all details
are correct. This controls misuse of the
system in two ways. First, it prevents
simple abuses, such as charging too
much for a service, by rejecting the
billing. Second, it gathers information on
changing patterns of use of the system. It
can run surveys to see how often a
particular billing pattern occurs. Also, the
trained staff who perform edit and
adjudication functions may notice
unusual patterns, because of their
experience and intimate knowledge of
the system.

TOTAL: $999 MILLION FIGURE 2.7
I

MSP
payments for
practitioners'
services,

Doctor Visits 1987/88

Source:

1987/ 88
Summary of
Information,
Medical Services
Plan.
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Edit and adjudication’s value as
an early warning of problems may be
vulnerable to resource shortages, however.
The prime purpose of the system is to
pay 40 million bills to 7,000 practitioners
each year, quickly and efficiently. Most
available resources are focused on getting
bills paid promptly. Little time is left for
following up unusual patterns, or making
improvements to the system. Also, MSP’s
desire to pay practitioners promptly
means that control procedures should
not unduly delay payment.

Edit and adjudication is backed
up by controls after payment.
Confirmations, the second major control
system, is one of these.

Confirmations

This system is at present not able
to fully carry out one of its jobs, that of
detecting false and exaggerated bills.
However, the Ministry is actively working
to correct several flaws in the system.

Confirmations are letters that the
Ministry sends to Plan subscribers, asking
them to confirm the details of services
paid for on their behalf. The Ministry has
two confirmation programs: regular and
select. Through the regular program,
several thousand letters are sent each
month to subscribers chosen at random.
Each letter lists the description, date,
cost, and practitioner for services
recently paid for on the subscriber’s
behalf. The subscriber is asked to write
or telephone the Ministry if the
information is not correct.

If the subscriber disputes the
service, the Ministry takes further steps.
A common one is to perform a select
audit. This entails sending confirmation
letters to patients who received a similar
service from the practitioner whose
service is in dispute. If any of these
subscribers deny receiving the service,
the audit staff recommends to MSP
senior management that the practitioner
be investigated further.

Confirmations are important
because they can detect serious abuses,
such as billing for services that were not
performed, which are difficult to find by
any other means. They can also detect
inflated bills, such as those describing a
short office visit as a (higher-priced)
complete physical examination.

Despite its importance, MSP’s
confirmation process suffers from flaws
which weaken its effectiveness. One
third of subscribers never receive
confirmations, because the Plan does not
know their current addresses. It is
working to correct this problem through
a new program called Carecard, which
should bring its address files up to date.

Another weakness in the
confirmation process is the letters
themselves. To get subscribers to
understand and reply, confirmation
letters need to be carefully written. They
must be friendly, clear, and well
organized. Although the Ministry’s
confirmation letters do not yet fully meet
these standards, its staff are working to
improve them.

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

Hundreds of confirmation letters
may be sent out for every one that comes
back indicating a problem. The process is
only effective if every problem is fully
investigated and the findings recorded.
In reviewing the regular confirmation
program, we found several instances
where it was unclear whether investigations
of problems had been completed. Also,
findings were not recorded in such a way
that staff were consistently made aware
of problems requiring further attention.
We concluded that the Ministry could
make its confirmation system more
effective by improving its processes for
following up on problem confirmation
and recording the results of follow-up.

Patterns of Practice

This system is successful at doing
what it is designed to do: finding doctors
whose practices are significantly different
from the statistical norm. It is not
designed to determine whether services
rendered are actually medically required.

The system searches for patterns
of overservicing. The Plan assembles
computer profiles summarizing all the
services a doctor was paid for during the
year. The Medical Association’s patterns
of practice committee reviews the profiles
that differ significantly from those of
comparable doctors. A doctor may be
selected for review because of high costs
per patient, large numbers of services per
patient, or frequent billings for certain
services.

One limitation of the profile
method lies in the definitions it uses. It
compares each doctor to the average of all
doctors with a similar kind of practice. It
does not determine if the average pattern
is the best one. If customs of practice
change, the standard profile moves,
whether or not there is evidence that the
change results in improved health
outcomes.
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Another limitation is that only
doctors who are very different from their
peers are scrutinized. The committee will
review a doctor whose cost per patient is
higher than all but 1% of his peers, but
not one whose cost is higher than all but,
say, 7%.

By only looking at extremes, the
committee ensures that doctors will see
the process as fair, and not a “witch
hunt” However, it leaves many
potentially undesirable patterns of
practice without scrutiny.

Improvements are being made in
the patterns of practice system. The
committee is testing profiles taken more
frequently than once a year. It recognizes
that annual profiles cannot detect high
levels of overservicing during part of the
year, if they are masked by normal
servicing during the rest of the year.
Another improvement being made will
help the committee to detect unusual
changes in practice by comparing
practitioners against their previous years’
patterns.

We believe that MSP can make the
patterns of practice committee more
effective by ensuring that doctors know
what the committee is designed to
prevent, and what actions it has
recommended against offending doctors.
One way to do this would be to make use
of existing ministry publications.
Another is to offer a course to
practitioners when they receive a billing
number. The course could explain how to
use the fee schedule responsibly, what
the desirable patterns of practice are, and
how MSP watches over the use of the
system. (We understand that the Ministry
had developed such a course at one time,
but that it is no longer in use.)
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Corrective Tools The committee has had good
success in educating doctors on patterns
We concluded that the Plan has of use. One recent example is
had some success in reeducating doctors “counselling.” During an office visit, a
whose practices are very different from doctor may have to take a longer than
those of their peers, but its response to usual time to discuss a difficult medical
misusers of medicare has been limited. condition (especially a mental or

emotional one). In this situation, he can
charge for a counselling session at a
higher rate than a regular office visit. The
Plan’s Payment Schedule, as well as the
Medical Association’s Guide to Fees, both
make it clear that counselling should
only be claimed in limited circumstances.
A few years ago MSP found that billings
for counselling were increasing rapidly.
The patterns of practice committee paid
extra attention to counselling, and
determined that this type of billing was
sometimes being used inappropriately.
The Medical Association was concerned,
and told its members to show more care.
Figure 2.8 shows the results.

The three control systems
discussed above all turn up signs of
misuse, as do other sources, such as tips.
When verified, these problems need to
be acted on. The Plan has several ways in
which to take action. The first is
education. The patterns of practice
committee sees its main role as teaching
doctors to use the system responsibly.
Usually, after the committee tells a doctor
he is not practicing like his peers, his
profile changes and becomes consistent
with the norm.
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The drop in the curve represents a
considerable cost saving. In the 1983
fiscal year, MSP paid for 630,000
counselling sessions a year, although the
straight line projection (dashed line)
would only have resulted in 380,000. At
current fee rates the difference represents
$3 million a year.

If education is not effective, the
committee then recommends that MSP
recover excess billings. Recovery of
funds, however, has several weaknesses.
The Plan takes back only the excess billed
subsequent to when the committee told
the doctor his pattern of practice was
significantly different from the norm.
Furthermore, the amount recovered is
only the difference between the amount
billed and the maximum acceptable limit.
A hypothetical example makes this clear:

The patterns of practice committee
has recommended recovery of fees
from Dr. X. Doctors with the same
type of practice as Dr. X bill on
average $50,000 a year for a certain
group of services. A doctor who is
just within the acceptable limit,
billing more than all but 1 or 2% of
the others, is billing $80,000 a year.
Dr. X is billing $90,000 a year. If a
recovery is sought, it will only be for
$10,000 ($90,000-$80,000), not $40,000
($90,000-$50,000).

In addition, the amount
recovered is usually without interest
added. In effect, the punishment for
overservicing is having to repay an
interest-free loan.

The committee only makes
recommendations to MSP. It sees its job
as determining the amount to be
recovered and leaves MSP to act on the
recommendation. Table 2.1 summarizes
MSP actions against practitioners found
to be abusing medicare.
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Weaknesses in their legislation
have impeded MSP in taking action
against misuse. Recently, however, these
deficiencies were corrected. There is now
a new mechanism, called an audit
committee, which can act against
misusers. As at January 1989, its
members have been selected and the
regulations governing its operation
drawn up, but it has not heard any cases.

The lengthy process involved in
responding to misuse has two
unfortunate effects. One is that misusers
can continue their misuse, thus adding to
the cost of medicare. The second is that
others might be tempted to similarly
misuse the system, if the risk of penalties
appears slight.
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TABLE 2.1.
I

MSP
corrective
action, all
practitioners

Source:
Senior Medical
Consultant, MSP

Average April 1987
1978/79 to
t0 1982/831983/84 1984/85 1985/86 1986/87 Feb. 1988

Number of Practitioners

Action Taken:
Recommendation Withdrawn - 1 - - 1 -
Action Pending - - 2 - 2 8
Legal Action Taken - 2 - - - -

Opted Out
(billing privileges removed) - - - 1 - 2

Formula Payment
(practitioner paid low rate) - 1 - - 1 1

Recovery of Overpayment 2.6 6 5 2 2 1

Total Number of Practioners
for whom Corrective
Action Recommended 2.6 10 7 3 6 12

For Comparison:
Number of Practitioners
Billing MSP 4,945 6,616 6,832 7,155 7,426 7,692
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Surgery and Other Procedures

Surgery and other procedures,
such as dental surgery in hospitals and
obstetrics, make up a second important
sector of MSP expense (Figure 2.9).

FIGURE 2.9
Bills for procedures undergo the I
same controls as those for doctor visits. MSP
The strengths and weaknesses of the payments for
systems discussed above also apply to practitioners’
these procedures. services
1987/88.
Surgery and Other Services
Diagnostic Services
Laboratory tests, X-rays, and
similar services together receive almost
one quarter of MSP dollars (Figure 2.10).
These diagnostic services differ in
several ways from other services paid for
by MSP. For the other services, MSP
makes payments to individual
practitioners for personally performed
services. Here, payments are made
mainly in the name of doctors who
supervise hospital- and privately-owned
laboratories, for services partly
performed by non-medical staff. FIGURE 2.10
I
MSP
payments for
Diagnostic Services —m., practitioners'
services,
1987/88.
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Of the major system controls
discussed above, only edit and
adjudication applies fully to diagnostic
services. Many such services do not lend
themselves easily to confirmation. For
example, a patient can confirm that his
doctor took a blood sample, but is less
likely to know what tests were performed
on the sample, and who performed
them. As a result, the Ministry omits
laboratory services, a significant area of
cost, from its confirmation letters. We
recommend that MSP develop a way of
including laboratory procedures on
confirmations, in a form which the
subscriber can understand and reply to.

As well, the present profile
system cannot adequately describe and
scrutinize the patterns of practice of a
mix of public hospitals, private
businesses, and individual practitioners.
However, the patterns of practice
committee, with help from laboratory
specialists, has drawn up acceptable
patterns of use for a dozen of the several
hundred diagnostic fee codes. These
guidelines have been circulated to all
doctors, and are beginning to be used in
reviewing billing patterns.

Although this new initiative
allows MSP to review some diagnostic
services, more is needed if the Plan is to
control this sector at least as closely as it
does services in other sectors.

Salaried and Sessional Services

This sector (Figure 2.11), making
up 5% of MSP’s payments, uses a
different method of paying doctors.

The other sectors of MSP expense
are fee-for-service: a practitioner
performs a service, then receives a
standard fee. Some medical activities,
however, do not lend themselves to fee-
for-service. In these circumstances, an
institution contracts with a doctor to
work on salary, or to be available for
specific blocks of time (“sessions”).

The institution in turn negotiates
a contract under which MSP pays the
cost of the doctor’s services. This is not
necessarily for a different kind of service,
or for a different kind of doctor. A doctor
can have a part-time fee-for-service
practice, and also do similar work on a
sessional basis.

FIGURE 2.11.
I

MSP
payments for
practitioners'

services,
1987/88.

Salaried and Sessional
Sevices
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Institutions pay their doctors
according to the agreed contracts and bill
MSP, which repays them. Until it
receives a bill, MSP may not know the
name of the doctor supplying the service,
and it never knows the names of the
patients receiving service. As a result, the
controls it puts on fee-for-service cannot
be applied here.

The Plan’s staff scrutinize billings
to see that the hours worked, and the
names of the doctors delivering the
service, do conform to the terms of each
contract. Furthermore, the Ministry is
beginning an internal review aimed at
finding ways to improve its salaried and
sessional control system.

However, MSP needs to do more
to have at least the same level of
assurance with salaried and sessional
payments as with fee-for-service. In
particular, it needs a way of matching
payments made under salaried or
sessional arrangements to fee-for-service
payments for the same doctor. The Plan
has found at least one instance of a
doctor charging it twice for the same
services. Without a linking system, it
cannot be sure how rare these
occurrences are.

Other Practitioners
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Other Practitioners

The Plan pays for the services of
some health practitioners other than
doctors, such as chiropractors and
physiotherapists (Figure 2.12).

It processes these services
through the edit and adjudication
system, and includes them on
confirmations. It also sends each
professional organization information on
the billing patterns of its members, in the
same way it sends information on doctors
to the Medical Association. However,
since these organizations are small
compared to the Medical Association,
and their fee schedules are less complex
than the doctors), their review processes
are less formal.

Payments in this area share the
strengths and weaknesses that exist in
the edit and adjudication system and the
confirmation system, discussed under
doctor visits. Our audit did not discover
any other control problems unique to
these practitioners.

FIGURE 2.12.

MSP
payments for
practitioners'
services,

1987/88.
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Measuring the Effectiveness of
the System

The staff of MSP are proud of the
lean and efficient operation of the Plan.
They believe their administrative costs, as
a percentage of money paid out, are the
lowest of any comparable plan. Such a
measure is commendable when applied
to regular administration, but can be
inappropriate when applied to control of
error or misuse. A control function’s
effectiveness should not be measured by
how little it costs to operate, but by how
much will be saved for each dollar spent
on control. We recommend that MSP
develop such a measure of effectiveness,
and use it to make sure all cost-effective
controls are in place.

Staffing the Control System

The Plan’s control efforts involve
several different units, both inside and
outside MSP. The Medical Association
operates the patterns of practice
committee, with the aid of resources and
information provided by MSP. A unit of
the Ministry outside of MSP operates the
confirmation system. The Plan’s Claims
Division is responsible for all stages of
claims processing, of which the edit and
adjudication system is only one part. The
Plan’s legal counsel is involved when
legal proceedings or legislative changes
are contemplated.

The Plan’s senior medical
consultant is responsible for the day-to-
day coordination of all these activities.
He also represents MSP on the patterns
of practice committee, supplies
computerized profiles for the committee,
coordinates the work of doctors advising
on adjudication, and tells the
confirmation unit when to do select
audits.

We found that all resources now
engaged in controlling misuse are fully
used. Members of the patterns of practice
committee feel they are already reviewing
as many doctors as they can. Staff in edit
and adjudication regularly work overtime
to process their regular adjudication
load, and have little time for special
investigations. The confirmations unit
has had to devote most of its resources to
regular monthly confirmations, and has
done only a few select audits in the past
year. We concluded that MSP needs to
devote more resources to ensuring it pays
only for services which are medically
required, properly rendered, and
properly billed.

Looking Ahead

In the short and medium term,
the Legislative Assembly should expect
to see the results of several improvements
MSP is making in the way it ensures that
it pays only for medically required and
valid services. These include more
refined practitioner profiles, and
improvements in the coverage and
effectiveness of confirmations. Also, the
Plan’s new corrective tool, the audit
committee, is being readied for use, and
its work should be visible within the next
year.

Over the longer term, we believe
that MSP should further refine its control
systems. It should improve its scrutiny of
diagnostic services, salaried and
sessional services, and subscribers’
patterns of use. It should move beyond
ensuring that services it pays for are
within the norm, and ensure that they
are medically effective. Finally, it should
improve the way it teaches subscribers
and practitioners to use medicare
prudently.
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Ministry of Health: Continuing Care

Audit Purpose

Our audit looked at whether the
Ministry of Health’s Continuing Care
Division ensures that services it provides
meet the needs of clients in a cost-
effective way. We also examined how the
Ministry ensures it receives value from
the services it purchases from nursing
homes. We did not assess the delivery of
homemaker, home nursing, or
physiotherapy services.

We performed the audit between
May and October 1988. Our examination
was performed in accordance with the
value-for-money auditing standards
recommended by the Canadian Institute
of Chartered Accountants, and accordingly
included such tests and other procedures
as we considered necessary in the
circumstances.

Overall Conclusion

The Ministry has made considerable
progress in bringing together previously
separated services to provide more
accessible and integrated services to the
elderly and chronically ill. However, we
think it needs to do more to ensure that
the program provides care in the most
cost-effective manner to people requiring
service. We also found that the Ministry
lacks sufficient processes to ensure that
nursing homes provide adequate quality
service at a reasonable cost, and to ensure
that residents enjoy acceptable health
care and quality of life. The Ministry has
recognized many of these problems, and
has started to correct them by strengthening
the management team at head office, and
by implementing innovative experiments
such as the Victoria Health project.
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The Continuing Care
Program

The Continuing Care Division
provides health-related services to non-
acute care clients with chronic health
conditions that last longer than three
months. The program offers homemaker,
home nursing, and/or physiotherapy
services to most of its clients, and admits
them to nursing homes when home-
based care is no longer considered
appropriate. The majority of clients,
about 85%, are over 65 years of age.

Admitting People

The Ministry receives requests for
service from clients and their families,
friends, doctors, service agencies, and
social workers. In response to a request,
it sends an assessor to interview the
applicant for care. The assessor decides
whether the applicant is eligible, and if
s0, selects the most suitable services
(Figure 2.13). The assessor’s job is to
select services that will keep clients
functioning in their own homes, or to
place clients on waiting lists for nursing
homes when that is considered
necessary. In complex cases the assessors
may consult with other professionals.
The Ministry allows its clients to choose
which nursing home they prefer.

The Organization

The Continuing Care Division of
the Ministry of Health is decentralized.
Across the province, local staff provide
service from 21 health units, 5 of which
are administered by municipalities. A
small head office in Victoria provides
central direction and control.
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FIGURE 2.13.
I

Overview of
the
Continuing
Care
program.

Other Services,
Agencies
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Scope and Expenditures of the
Program

Since the program began in 1978,
it has served many seniors and
chronically ill residents of the province. It
was started in an attempt to bring
together several services, mainly for the
elderly, which had been operating in a
disjointed manner. By 1988 it was serving
over 90,000 people (Figure 2.14). Over 250
facilities in communities around the
province now provide a universally
available nursing home system, while
another 200 agencies provide
homemaking and other services.

The program is the third biggest
in the Ministry, after hospitals and the
medical services plan. Figure 2.15 shows
an outline of people served, and
expenditures.

The Program Philosophy

The philosophy of the program is
to keep clients functioning in their own
homes as long as possible, rather than
placing them in institutions. Because
clients need help to remain safely in their
homes, the program tries to provide
services that allow them to do so. For
instance, community recreational or day
care services help reduce loneliness, a
common cause of depression-related
illness in the elderly. Also, a “meals-on-
wheels” service helps keep elderly
people with meal preparation problems
from having to go to nursing homes.

The program tries to provide a
“continuum of care” to its clients. The
idea is to increase support gradually if a
client grows more dependent, and to
avoid abrupt escalations in service. The
continuum is also intended to allow more
flexible responses to individual needs.
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Professionals working with the
elderly support this philosophy. They
have expressed concern about
“warehousing the elderly” that is,
removing the elderly from the
mainstream of daily life and taking away
their independence. There is also
concern that entry into a nursing home is
a final move, since few people who move
into a nursing home ever return to the
community. Although these concerns
may represent some health realities,
more often they reflect the fact that many
families dismantle the client’s home soon
after his or her move to a nursing home.
Removal of a home base makes return to
the community more difficult. Because of
these factors, the Continuing Care
program seeks community-based
alternatives before providing nursing
home service.

The Coming Boom

Projections show there will be
dramatic increases in the elderly
population by 2008 (Figure 2.16).

The biggest proportionate
increase will be in people over 85, who
have traditionally been the heaviest users
of medical services. About 35% of such
people are now in institutions such as
nursing homes or hospitals. The
expected increase of 125% in the over-85
population would mean large-scale
capital expenditures on facilities, if these
people continue to be placed in nursing
homes at current rates.
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FIGURE 2.14.
I

Number and
age of clients
served by the
Continuing
Care
program
(1987/88
fiscal year)

Source:
Continuing Care
Division,
Ministry of
Health.
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Number of Clients Dollars Spent FIGURE 2.15.
(millions) I
Number of
clients
served by the
Continuing
Community Care program,
Services and program
$926 expenditures
(1987/88

Nursing Homes fiscal year).
$237.8

Nursing
Homes
23,000

Community Services
69,000

Population
(000's)

300 ¢ FIGURE 2.16.

I
British
Columbia
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population
projection,
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Providing the Right
Service to the Right
People

In designing the program, the
Ministry needs to know what kinds of
service are most cost-effective in
postponing the entry of clients into
facilities. This would include considering
the humanitarian and medical
circumstances, as well as the cost.
Accordingly, the Ministry’s processes for
assessing new clients should provide it
with reliable in-depth information, and
ensure it selects the most appropriate
and economical services.

Assessing Peoples’ Needs

In selecting services for new
clients, assessors make expenditure
decisions that total over $300 million per
year. The process that leads to these
decisions should identify opportunities
to keep people independent, while
minimizing costs. We looked at the
assessment process to see if it is
providing the Ministry with assurance
that the right people are being served,
and that they are getting the most
appropriate service. We concluded that it
does not provide such assurance.

The Assessors: Orientation and
Workload

The assessors are the “front line “
people of the program. They are expected
to make complex medical and social
evaluations of new clients in a short time.
As workloads have increased in recent
years, the time available to see each client
has declined. We found that although the
assessors are hard-working and dedicated,
their lack of on-the-job training and their
workload inhibit the quality of the process.
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Most assessors are experienced
community nurses, although there are a
few other professionals as well, such as
social workers. The nurses” medical
background helps them in making
accurate judgments of client disabilities,
and in communicating with hospital staff
and physicians. The Ministry has recently
decided to strengthen the assessment
process by making technical assistance
more available to the field staff. However,
the assessment process also involves
evaluating both the social circumstances
and medical condition of elderly
applicants. This requires assessors to have
knowledge of gerontology and social
work. Few assessors have extensive
training in these areas, and ministry-
designed professional development
programs for assessors do not provide
this knowledge.

The way assessors do their job
varies across the province. Those in
different health units spend varying
amounts of time interviewing clients, and
some are more likely than others to place
people in facilities. These variances may
be due to local factors such as availability
of beds. The Ministry needs to analyze
these differences more thoroughly to see
if they occur for valid reasons.

The present approach to
monitoring allows local deviations from
ministry policy to occur. There are no
ministry guidelines for the orientation of
new assessors. They usually “learn the
ropes” by working with experienced
assessors for a short period of time,
usually a week. Although local
administrators monitor assessors by
reviewing their reports, the Ministry does
not follow up by periodically examining
comparative patterns between health
units.
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The ministry assessors have
experienced a significant increase in their
workload in the last six years.
Applications for service have grown by
about 45% during that period, but the
number of assessors (approximately 180)
has remained approximately the same.
Assessors now have an average of
400-500 clients each, but some have as
many as 800. Although they do respond
promptly to calls for assistance, they are
now less able to promote self-sufficiency
to families or clients.

The heavy workload of assessors
prevents them from revisiting every client
annually, as ministry policy requires, and
therefore from adequately monitoring
changes in client needs. As a result,
some clients whose condition has
changed may not receive a corresponding
change in the services they receive. We
think the Ministry should evaluate how
the workloads affect the assessors” ability
to keep service at appropriate levels.

The Assessment Process

The long-term care assessors
usually conduct their interviews in
applicants” homes. This allows them to
see how applicants function in their own
environment, and to evaluate applicants’
family and community support. The
process has the virtues of being simple,
flexible, and non-bureaucratic. It is also a
major strength of the program that entry
to the full range of services is controlled
at a single point.
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The majority of assessment
interviews with applicants for service are
finished in an hour. The interview does
not include an in-depth medical
examination. Most clients accepted for
care as a result of the interview receive
home service. Where the assessor places
an elderly person on a waiting list for an
institution, ministry policy requires the
assessor to contact the client’s physician.

Strengthening the Process

We think the process has some
drawbacks. The health problems
developed by elderly people can be
complex, and the causes of some
conditions may be hard to discover
without a clinical diagnosis. We believe
the present long-term care assessment
process may overlook opportunities for
rehabilitation of some clients, leading to
premature placement in nursing homes.

There is a special assessment
process that includes a more thorough
examination, but it serves only a small
number of clients. In Vancouver and
Victoria, four ministry-funded Short-Stay
Assessment and Treatment centers
(SSATs) handle a limited number of
complex cases. The root causes of client
disabilities are diagnosed and treated in
the SSATs, allowing some people, who
would otherwise be destined for nursing
homes, to go back into the community.

The SSATs provide examinations
by a team of professionals, including
physicians, nurses, social workers,
occupational therapists, physiotherapists,
nutritionists, psychiatrists, and
pharmacists. The most common causes
of admission to SSATs are depression,
decreased ability to function independently,
and “non-specific decline” Many of the
clients are described as “confused.” A
significant proportion have problems
related to diet and prescription drugs.
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The experience of the SSATs
suggests there are benefits to be gained
from an early examination and
rehabilitation process. A ministry study
found that over 50% of very frail people
admitted to SSATs from their homes
were able to return home after an in-
depth assessment and a short period of
rehabilitation.

Despite these benefits, SSATs are
expensive to run, and therefore may not
be cost-effective in dealing with less
complex disabilities. However, we believe
the Ministry should experiment with less
expensive alternatives, such as having
applicants undergo a ministry-designed
evaluation by their personal physicians.

Providing Alternatives to
Nursing Homes

Apart from identifying
opportunities for rehabilitation, full
medical examination or treatment at the
assessment stage could give the Ministry
useful information about its clients. This
in turn would improve the Ministry’s
ability to develop innovative programs.
We looked at the Ministry’s processes for
implementing innovations.

We found that the Continuing
Care program is not sufficiently oriented
to providing opportunities for the
rehabilitation of clients after they have
been assessed and admitted to the
program. We also found that the Ministry
has not sufficiently evaluated the
potential of alternative innovations for
delaying entry of clients into nursing
homes. To its credit, it has started a
health-delivery experiment in Victoria
that shows promise, as discussed below.

Fulfilling the Philosophy

As shown by Figure 2.15, the
Ministry services the majority of its
Continuing Care clients without
admitting them to nursing homes. This
does not necessarily mean that it has
maximized the use of home and
community-oriented care. There may still
be clients in institutions who could
remain at home with suitable services.

The Ministry has not investigated
the extent of the problem in British
Columbia. It could be very different from
the United States, where studies show
that up to 30% of facility residents could
have stayed at home, or Ontario, where a
study found similar results. These
studies suggest that the Ministry should
investigate the rates of institutionalization
in British Columbia. In doing so, it could
evaluate whether it is meeting its own
philosophy of promoting independence
and community-based care.

Evaluating Alternatives

We found the Ministry operates
long-established programs for home
nurses, homemakers, and institutional-
based care. It has paid comparatively less
attention, however, to providing
alternative programs in the middle of the
continuum of care, and to evaluating
their effectiveness. Furthermore, it is not
oriented to providing people in nursing
homes with opportunities to reenter the
community. The continuum seems to
flow in one direction only.
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Despite this, the Ministry has
managed to keep a higher proportion of
clients at home since the early 1980s. It
has done this by limiting the admission
of new nursing homes to the program,
and by encouraging ministry staff to
choose services based at home or in the
community. However, these efforts have
not been accompanied by increased
availability of such options, and the
Ministry has not adequately evaluated
their potential cost-effectiveness.

Respite care is an example of such
an option. At present there are very few
respite care beds available to Continuing
Care clients in the province. Respite care
allows the elderly person to go out of the
home for a short period of rehabilitation
and socialization, while giving a break to
the family members who provide care at
home. Ideally, it should be a planned
activity, but usually it is done in a crisis
when a family has become stressed from
looking after an elderly relative who may
be mentally unstable, incontinent, or
both. Without a respite service, such a
family may try to place the elderly person
in a facility. The Ministry should assess
to what extent respite care delays entry of
elderly people to institutions or
hospitals, and how adequate the supply
of respite care is in communities across
the province.

Funding for more established
home-based services has also been
tightened. For instance, the hours of
homemaker service per client declined
from an average of 22 hours to 13 hours
per month between 1981 and 1987. The
Ministry does not have sufficient
information to know if this level of
service is adequate, or if the reduction in
service has led to premature admissions
to more expensive forms of care, in
nursing homes or acute care hospitals.
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Getting Information

Good information is needed for
planning and developing cost-effective
alternatives. We found that the program’s
information system does not capture
important information about the program’s
clients, such as what the clients’” medical
problems are, how they live, and what
triggers requests for service. This kind of
information is crucial to designing strategies
for promoting home care. For instance,
better knowledge of the problems
handicapped clients have managing in
their homes could be of value in planning
alternative housing, or in adapting
dwellings to enable people to remain
home longer.

The information system also cannot
provide management with sufficient
information on client trends that have
developed over the 10-year history of the
program. Some data have not been
captured by the system, and some are not
accessible without considerable effort.
We believe that making information more
available is crucial to developing and
implementing alternatives to the nursing
home.
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Experiment in Victoria

The Ministry is now examining
community-based innovations as a part of
an overall look at health services. In April
1988, in response to concerns about
increases in the cost of health delivery in
the province, the Ministry began a major
experiment to find alternative ways of
delivering services. This project is called
the Victoria Health Project, and is being
run in cooperation with the Capital
Regional District and the Greater Victoria
Hospital Society. Its first phase looks at
services to seniors, since the delivery of
these services constitutes the greatest cost
pressures on the hospital system. Nearly
50% of hospital in-patients are elderly,
and the Ministry is looking for ways to
meet their needs more effectively and
economically.

The project will experiment with
various concepts in health care delivery.
The James Bay Community Centre, for
example, will become a “one-stop” center
for seniors, offering a wide range of
services. Other proposals include training
of family caregivers, adult daycare
innovations, outreach programs, home
safety checks, and meal services.

The Ministry will need to sustain
this kind of program innovation to cope
with the coming increase in the number
of old people. By learning from
innovations like the Victoria Health
Project, it may well be able to reduce the
institutionalization rate and the costs of
providing required services.

Value for Money from
Nursing Homes

Even if new alternatives prove to
be successful, there will always be
Continuing Care clients whose needs are
best met in a facility. In its Continuing
Care program, the Ministry funds
nursing homes which provide care and
accommodation to these clients. Under
this system, the Ministry contributes
about 64% of annual operating costs of
the nursing homes in the program. The
clients pay about 31%, and the rest comes
from federal sources. Facility care can be
expensive, costing the Ministry as much
as $70 per day per resident. In view of
this, we looked at how the Ministry buys
this service from nursing homes across
the province, and how it assures itself
that it is getting consistent value for
money from the facilities.

We concluded that the Ministry’s
processes for monitoring and funding
nursing homes do not give sufficient
assurance that it is paying the proper
amount for the services it receives, or
that it is receiving the services it wants.

A Sheltered Market

We found that the nursing homes
funded by the program are sheltered
from the forces of open competition. This
reduces the Ministry’s chances of getting
value for money: the quality of service
the nursing homes provide has little
effect on their supply of customers or
revenue. It is difficult for new
competitors to enter the market, as the
Ministry tightly controls the introduction
of new facilities to the program.
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With the restriction on open
competition, we believe the Ministry
should set the standards of quality it
wants, and then pay nursing homes
enough to achieve those standards
efficiently. Our audit investigated the
Ministry’s processes for doing this.

Ministry concerns about quality
of care in nursing homes center on the
basic safety of the residents (e.g.,
hygiene, physical safety in the building,
nutrition) and on health care (e.g.,
nursing, access to physicians, medication
control). As well, the Ministry is
concerned about the quality of daily
living that nursing homes offer: they
should be as homelike as possible, there
should be suitable social activity
programs, and residents should be
treated with respect and consideration.

Quality in Nursing Homes
Quality of Care Standards

The Ministry has been working
on quality of care standards for homes
for a number of years, and they have
been slow in coming. Draft standards
were circulated to facilities in 1987. The
Ministry now plans to introduce them in
1989, and to make them compulsory in
1990. The standards generally state the
processes that should be followed in
nursing homes, and do not state expected
outcomes, such as the effect on resident
well-being, from these processes.

Nursing home operators and
ministry staff regard the proposed
standards as a step forward. Many
facilities have developed standards of
their own, but still favor the introduction
of standards for all nursing homes to
reduce variations in quality. The Ministry
has drafted the new standards in fairly
general terms.
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Linking Standards with Funding

Specific standards would help the
Ministry to arrive at a proper basis for
funding nursing homes. For example, if
the number of social program workers
needed per client were specified, then
the Ministry would be able to see
whether funding was sufficient to enable
the required number to be hired. The
proposed ministry standards manual
indicates that there should be a planned
social and recreational program, but does
not say how much of that type of service
would be considered adequate. This
means that the Ministry cannot make the
necessary link between funding and
quality.

Enforcement Choices

The proposed standards would be
more likely to succeed if they were
enforced from a solid legislative base.
The Ministry currently lacks the statutory
backing it needs to deal effectively with
nursing home operators, because the
regulations attached to the Community
Care Facility Act are not specific enough
about quality of care. However, the
Ministry is drafting a new Continuing
Care Act, which will include the
proposed standards for quality of care, as
well as enforcement measures.

At present, the Ministry can deal
with problem facility operators by closing
them down or withdrawing funding.
However, these options are rarely used
because many residents of nursing
homes are frail emotionally and
physically, and would be at risk if they
were suddenly uprooted from their
residence. The Ministry should be able to
influence nursing home operators
without affecting residents negatively.
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We think the Ministry should
clarify its policies for dealing with
problem facilities, by formulating a
graduated set of responses, ranging from
warning letters to closure. There are a
number of potential options in between,
such as reducing or stopping admissions,
or intervening more directly in the
management of a facility. The Ministry
could also consider the possibilities of
rewarding excellence. We recognize that
there are difficulties associated with each
option, and that careful judgment is
needed. Nevertheless, effective
enforcement is required if the program is
to control the quality of care received by
residents.

Inspection of Nursing Homes

In general, inspection of nursing
homes is incomplete and reactive, rather
than thorough and preventive.
Responsibility for enforcing basic safety
and health rules in facilities rests with
licensing staff in local health units. This
arrangement has been unsatisfactory,
both for the Ministry and the facilities.
The licensing staff have been heaviliy
committed to other public health
activities, and this has led to extended
intervals between inspections of nursing
homes. Also, they have not been trained
in all aspects of the Continuing Care
program, and so do not adequately
monitor some important areas of facility
management, particularly in regard to
quality of care issues.
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However, Continuing Care staff
visit clients in facilities to reassess their
care levels, and may notice problems,
which they would report. The Ministry
follows up on these reports, and on
complaints from clients or their families.
However, the visits and follow-ups are
not intended to be evaluations of
facilities, and do not provide regular
information on compliance with basic
safety and health requirements.

The Ministry has recently
reviewed its licensing process, and
reorganized the department responsible,
but the problem still remains that the
inspection process is not comprehensive
enough. Some ministry staff advocate
moving to a team approach, involving
both licencing staff and Continuing Care
specialists. Meanwhile, the issue is
unresolved, and the inspection process
remains unsatisfactory.

Linking Quality and Funding

We found that the Ministry’s
funding methods for nursing homes do
not adequately recognize quality. For
instance, if two facilities offered the same
quality of care to the same number and
type of clients, they would not
necessarily get the same ministry
funding. Alternatively, if one offered a
higher quality of care than the other, this
would not necessarily be reflected in a
higher funding rate. Instead, the
Ministry’s funding formula for nursing
homes is based, with some adjustments,
on the actual cost of operating them in
the past, without reference to the quality
they provide. Thus, a low quality nursing
home could continue to survive
indefinitely, while a good quality nursing
home would not be financially rewarded
for excellence.
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Because the demand for beds is
high in relation to the supply, most
facilities are full all of the time, regardless
of the quality of care they offer. The more
popular facilities have long waiting lists,
some more than two years. This
sometimes forces clients who are in
urgent need of placement to go into less
attractive nursing homes. When they
subsequently transfer to the facility of
their choice, they are quickly replaced by
the next clients on the waiting list. In this
way, less attractive facilities are able to
remain full. While many of these facilities
may offer an acceptable level of care, they
can find it difficult to improve their
service because of the high turnover of
residents.

Older Facilities

Some older nursing homes do not
meet current building standards, and this
can inhibit the quality of care provided in
them.

Many of the older facilities have
rooms designed to accommodate up to
four people. This limits residents’
privacy, and is not acceptable by today’s
ministry design standards. As well, many
older facilities have hallways that are too
narrow to accommodate wheelchairs and
people walking, and lack bathrooms in
each suite, thus not meeting current
ministry standards.

These facilities were admitted into
the program when it started in 1978,
under a “grandfathering” arrangement
that waived requirements for existing
buildings. This arrangement was
necessary at the time to preserve
continuity of service. Since then, the
Ministry has funded improvements in
many facilities, but several still have
fundamental design features that create
problems for staff.
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For instance, nursing home care
aides find it difficult to lift and turn
heavy bedridden residents in narrow
rooms designed for more mobile people.
Some facilities were built as multi-storey
residences for people who could walk.
Now these facilities are occupied by
people who are not able to walk, and
staff have problems fitting wheelchairs
into elevators, particularly when there is
heavy traffic, such as at meal times.

Because of the prohibitive costs
involved, enforcing current design
standards for older facilities is not a
realistic option at present, and very few
facilities have been closed. The Adult
Care Facilities Licencing Board had
considered setting a time limit for
operators to upgrade, but is now
proposing to enforce only those
standards considered essential to the
health and safety of the residents. To
achieve value for money in the long run,
we concluded that the Ministry should
establish a plan for gradually replacing
facilities that cannot meet modern
standards, in conjunction with its overall
plan for managing the supply of beds in
local communities. At the time of the
audit, a five-year planning document
was being prepared that addressed this
issue, as well as others.

Efficiency of Nursing Homes

An efficient nursing home is one
that is well managed, providing a desired
standard of quality at minimum cost. In
our audit, we looked at how the Ministry
assesses the efficiency of nursing homes
to see if it is getting value for money. We
concluded that the Ministry does not
have the kind of information and
analytical tools it needs to gain full
assurance that nursing homes are
efficient.
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Efficiency Standards

At present, the Ministry receives a
high volume of complaints from the
nursing home industry about funding.
This was the central issue in the minds of
the facility operators we heard from
during the audit. Many complaints about
the funding system center on the large
salary gap that has opened up between
union and non-union facility workers,
creating problems of morale and high
turnover. Many facilities have also
complained that they are not able to
provide adequate quality of care with
present funding levels. We believe the
Ministry needs to assess the validity of
these funding complaints properly.

Some facilities have sought other
sources of revenue, creating difficulties
for the Ministry. For example, many
facilities have started charging additional
fees to residents for incontinent pads.
Other facilities charge for superior
rooms. Although ministry policy
prohibits “room differential” charges
where they would cause hardship, the
Ministry has not always enforced the
policy.

We think the Ministry has not
properly assessed the effects of tight
funding on the nursing home industry,
and has not developed an adequate basis
for deciding how efficient nursing homes
are, and how much funding they really
need. To deal successfully with these
issues, we believe it needs to develop
efficiency standards.
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At present, the Ministry does not
have the kind of information or analytical
tools to evaluate the efficiency of facilities
properly. The quarterly financial reports
it receives from nursing homes contain
basic financial and payroll information,
along with some statistics on residents.
These reports, however, receive a limited
review in the Ministry’s accounting
department, and do not lend themselves
to an effective analysis of efficiency.

Connecting Efficiency and Funding

The Ministry’s payment formula
does not differentiate between efficient
and inefficient operations. In fact, similar
to many public sector funding systems,
the Continuing Care payment method
can encourage inefficiency. If nursing
home administrators do not spend all
their budget money in the current year,
the Ministry reduces their allowance in
the next. This creates an incentive for
administrators to spend to their budget
maximum.

The Ministry tried to resolve this
dilemma by allowing facilities to retain
part of the surpluses gained as a result of
efficiency. However, it later changed its
policy, as some facilities were thought to
be accumulating excessive amounts of
such surpluses.

We think the Ministry needs to
get better information on efficiency in the
nursing home industry. For example,
how many staff are needed to provide
adequate levels of care? What kind of
staff should be used, and how should
they be organized? As well, the Ministry
needs to look at the potential for
extending group purchasing schemes for
goods and services.
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The Ministry did make a start on
answering some efficiency questions in
1988. Several facilities in the Vancouver
area agreed to conduct a detailed analysis
of staff activities, and to give the
information to the Ministry. The Ministry
will be able to use the information to
arrive at a more reliable basis for funding
staff levels in nursing homes. We feel that
more of this kind of analysis is needed so
that the Ministry can better understand
how an efficient nursing home operates.

The Nursing Home of the Future

Traditional nursing homes are not
oriented to providing higher levels of
medical attention needed for the older
and more acutely disabled clients they
now care for. Gerontology, meanwhile, is
providing new insights about the elderly
and their needs, and thus is creating
opportunities for improved care. The
Ministry should reevaluate the role of
nursing homes in the continuum of care.
There are many questions regarding
nursing homes which could affect the
cost and type of care they provide, such
as:

® whether facilities should be
converted to handle all levels of care,
or whether specialized facilities for
psychogeriatric clients are needed;

* whether care aides, who are often
the primary givers of care, but who
usually have limited training in
medical and social problems of the
elderly, should receive training in
rehabilitation and behavior control;

* whether it would be cost-effective to
employ professionals such as
physiotherapists or psychologists in
nursing homes;
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* whether medical consultants skilled
in geriatrics should be hired on a
sessional basis to provide services in
nursing homes; and

¢ whether facilities should operate
community outreach programs.

Another special challenge facing
nursing homes is the presence of
growing numbers of elderly with
behavioral problems or mental
degeneration. Concern has been
expressed by facility operators about
mixing confused, anti-social, or
potentially violent residents with frail
elderly people. Some facilities segregate
such residents into a secure wing. A few
have provided innovations such as an
outdoor, fenced-off walking circle (one
common feature of Alzheimer’s disease is
compulsive pacing). However, these
secure areas are intended primarily to
protect other residents rather than to
rehabilitate problem clients.

A significant number of facility
residents suffer from some degree of
mental disability. The Ministry does not
recognize clients with behavioral or
mental problems as a separate group in
its funding formula. For example, the
secure areas that have been established
in some facilities do not have specialized
staff, as funding for such staff has not
been provided by the Ministry.
Nevertheless, these clients may need
special supervision and care, and
nursing homes may need building design
alterations to accommodate them.
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Control and Direction of
the Program

In our audit, we looked at some of
the root causes of the problems that
managers have experienced in gaining
control and direction of the program. We
found that the program has suffered
from organizational problems, as well as
from a lack of adequate information for
both routine management and long-term
planning. At the time we started our
audit, the Ministry hired additional
management staff to address these
problems.

Organizational Problems
Head Office

The history of the Continuing
Care head office is one of frequent
change in personnel and organization
design.

The head office staff have had
difficulty finding the time and resources
to deal with policy and funding issues.
Complaints coming in from nursing
homes, clients, and others about funding
and various matters, require research to
provide a proper response. This has
often diverted significant managerial
resources away from proactive program
administration.

A new organization structure was
introduced just as the audit started. The
new organization includes additional
staff to provide technical support for the
program managers, and to perform the
analyses needed to respond to the
complaints and funding requests. This
should enable management to revitalize
its leadership of the program, and make
the workload for the managers more
tolerable.

However, the new structure does
not fully address the Ministry’s need for
policy development resources. Although
the Continuing Care program focuses
primarily on the elderly, the Ministry has
neither a gerontologist on staff, nor an
advisory committee drawn from the
elderly community. We think the
Ministry should consider ways of getting
better access to the expertise these
people have to offer.

Health Units

Continuing Care staff at local
health units share space and clerical and
computer support with other health unit
staff. In many cases this has not worked
well. For instance, we found that because
assessors were not provided with
adequate clerical support, they lost
valuable professional time performing
filing and other routine tasks.

Information System Problems
Meeting Management’s Needs

The original Continuing Care
computer system was designed to handle
routine accounting and bill-paying
functions. Over the years, amendments
to the system have been made in an
attempt to provide management with
more sophisticated information. Instead
of having the desired effect, however,
these changes have damaged the
reliability of the system. It still performs
its bill-paying function relatively well,
but there are extensive problems with the
accuracy, timeliness, and readability of
the management information it
produces.
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The Ministry has prepared an
ambitious plan for a major overhaul of
the information system. It will take a long
time to implement, and this raises
concerns about whether it will meet the
information demands that will exist by
the time it is implemented. To cope with
the lack of regular information, the
Ministry has conducted special studies to
gather some program effectiveness and
planning information. In developing the
system, we think the Ministry should
distinguish between information it needs
regularly, and information it needs every
few years for strategic planning. The
latter may best be gathered through
special studies, rather than by all-
encompassing computer systems.

Mandate, Planning and Reporting
Problems

Mandate

It is desirable for each government
program to be supported by an act which
gives the program a mandate to operate.
Continuing Care, however, has no such
act. The program was started in 1978
under an Order-in-Council, which has
since been rescinded. The only enabling
legislation for the program is the Supply
Act,which allocates funds to the program.
The Ministry has started to address this
unsatisfactory situation by drafting a
Continuing Care Act.
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Planning

The Continuing Care Division has
started to develop a strategic plan. The
current management team is formulating
a statement of goals which should give
the program a clearer sense of direction
than it has had until now. Without an
operating plan and targets, staff have
prepared annual budgets based on
previous spending and utilization
patterns. The Continuing Care Division
has not given enough attention to
questioning the basis for these patterns.

Reporting

The Ministry’s reporting for the
program in its annual report to the
Legislative Assembly does not give
assurance that the program is achieving
value for money. The report gives some
information on the program and the
population served, but it does not
discuss effectiveness and efficiency,
because that information is not available.

Because the Continuing Care
program has become more complex, we
think a more structured approach to
program evaluation is required.
Measures of success for the program are
needed to show that it is achieving value
for money. The Ministry should monitor
performance of these indicators by
developing its information and reporting
systems.
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Looking Ahead

The Legislative Assembly should
expect the Ministry of Health to develop
its knowledge of the needs of elderly
people, and to develop cost-effective
programs that meet their complex health
needs. The Ministry should also be
expected to review the role, staffing, and
design of nursing homes in the program,
and to fund them so as to provide
adequate quality standards at a
reasonable cost.

The Legislative Assembly should
also expect the Ministry to set the
program on a more solid foundation. To
meet the increase in demand for
continuing care programs in the future
on a cost-effective basis, the Ministry will
need to firm up its mandate, philosophy,
and planning and evaluation processes.
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Ministry of Health: Public Health

Audit Purpose

This audit examined the
management process in the province’s
public health service. We assessed the
extent to which health units deliver the
programs they are directed to by statutes
and other authorities, and examined how
the Ministry selects other services to be
offered in the health units. In addition,
we assessed whether management
operates the health units efficiently.

The public health system we
studied is that part of the Ministry of
Health labelled “Preventive Services” in
the 1988/89 Estimates. Our focus was on
the field portion of Preventive Services,
although we also reviewed the functions
of head office as they relate to the field.
We concentrated on the 16 provincial
health units, but as well reviewed the
municipal health units for comparison.
We did not examine laboratory functions.

The audit was conducted in the
period, May to September 1988. Our
examination was performed in
accordance with the value-for-money
auditing standards recommended by the
Canadian Institute of Chartered
Accountants, and accordingly included
such tests and other procedures as we
considered necessary in the
circumstances.
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Overall Conclusion

We found that health units offer
all of the services required by statutes
and other authorities, but that they were
not delivering the programs to the
desired service levels in all cases.

At the time of the audit, the
Ministry was reconsidering its program
priorities and methods. This review was
prompted by the Ministry’s concerns
about the ability of the health units to
sustain existing programs, and by its
desire to expand programming into
lifestyle and environmental health areas.
We believe the process used to select
programs was reasonable in the
circumstances, although it is too early to
assess the effects of the new directions.
We are concerned that the changes being
introduced to the field need a greater
investment of management attention to
be implemented successfully.

We found the efficiency of the
health units to be reasonable, but less
than optimum. At the time of our audit,
the Ministry was reviewing the
organization and delivery methods of the
health units in an effort to improve
efficiency. Decisions had not yet been
made on any changes.
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The Public Health
Service in British
Columbia

Programs

Public health programs focus on
preventing disease and injury, and
promoting healthy living. The major
programs are public health nursing,
which includes immunization, baby clinics,
and school nursing services; and public
health inspection, which involves such
services as granting sewer permits and
conducting restaurant inspections. Most
health units also offer programs in
nutrition, dental hygiene, facility
licensing, speech therapy, and hearing.

Roughly half of the current health
unit programs are required by statute:
communicable disease control, public
health inspection, school health services,
and the licensing of child daycare centers
and facilities for the elderly and disabled.
The other half, although not required by
statute, are services (such as mother/child
health) that are well established and
recognized as part of a traditional public
health program, or are services (such as
speech therapy and hearing) that are not
covered by the Medical Services Plan.
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Public health programs are
distinct from the rest of the health
system. Public health emphasizes the
prevention of disease and disability,
while the other programs, such as
hospitals and the Medical Services Plan,
provide care or cure once a disease is
contracted or an accident occurs. Public
health serves whole populations; the
other programs serve single patients. The
effects of public health programs usually
take some time to show up; the results of
the other programs are often quickly
apparent. These differences tend to give
public health programs a low profile—
indeed, such programs may hardly be
noticed if they are successful.

Our society generally agrees that
all citizens should receive the care and
cure health services they need when they
are sick or injured. While society also
generally agrees that prevention is
desirable, it has not reached consensus
as to what should be done. Management’s
challenge is to find a credible answer to
this question, and to implement an
efficient delivery system.

Organization

The public health service in
British Columbia is organized by health
unit, with 21 such units covering the
province. Sixteen are provincially
operated. There are also five municipally
operated systems in the Lower Mainland
and greater Victoria. The provincial
service is delivered at the community
level by 1,300 staff in 120 offices. Each
health unit has a Medical Health Officer
who is responsible for the medical
services provided. By law, all Medical
Health Officers are medical doctors. In
most health units, the Medical Health
Officer also has administrative
responsibility for the unit.
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Each provincial health unit has an
advisory board made up of representatives
of municipal councils and school boards
in the health unit area. The Ministry of
Health determines the programs to be
offered, sets standards for the programs,
and approves the budget of provincial
units. In the municipal health units, the
boards are committees of the municipal
councils, which approve the health units’
programs and budgets.

In the 1989 fiscal year, the
Ministry of Health budgeted $43 million
for Preventive Services of which $28
million was to run the provincial health
units. The Ministries of Health and
Education together contributed $11
million to share about 40% of the costs of
the municipal units. Provincial spending
on Preventive Services makes up less
than 2% of the Ministry’s budget. The
size of the budget belies the importance
of public health, since many of its
programs prevent disease, thereby
reducing demands on programs, such as
hospitals, that make up the majority of
the health budget.

Complying with
Authorities

We found that the health units are
offering programs designed to provide all
of the services called for by statute and
the Ministry; and that they are trying to
comply with the recommended service
standards. However, in many
communities they have been unable to
sustain all of the existing programs at the
desired service levels.
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Health units are subject to
direction from three sources. The first are
statutes: acts passed by the Legislative
Assembly, and the accompanying
regulations. Second, direction is received
from the Minister of Health and ministry
executive. The third source are the
advisory boards made up of municipal
council and school board representatives
in the health unit area.

We found that the advisory
boards rarely exercise any direct powers
over the provincially-run health units.
Although health units and boards
discuss the services offered in the various
communities, and units respond to
requests made by the boards, health unit
management does not generally look to
the boards for direction and boards do
not actively influence the programs
offered by health units.

The health units do not
distinguish between programs based on
statutes and those requested by ministry
head office, because almost all program
direction originates from head office in
any case. Generally, head office gives the
health units specific direction as to what
programs to offer, what methods to use,
what service level standards to meet
(e.g., inspection frequencies), and what
data to report back.
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We found that the health units
offer programs designed to provide all of
the services called for by statute and the
Ministry. The units also try to comply
with the service standards. However,
because of current work practices and
staffing levels, health units in many
communities cannot sustain service
levels at the standards set by head office
or, where the field has discretion, at

levels thought to be professionally sound.

For example, restaurant inspections
undertaken to reduce the risk of food
poisoning are not done with the
frequency called for by the standards;
and speech therapy, often required by
young children to overcome speech
impediments that may affect their
intellectual or social development, is
often delayed longer than considered
acceptable by the standards.

We found that the health units are
fully using all the resources available to
them. However, we also found that the
supply of services would be better
matched with demand if the Ministry
addressed some of the problems
currently reducing productivity in the
units. (These are discussed below in the
section on “Operating Efficiently™.)
Recognizing the pressure that health
units are under to deliver their programs,
the Ministry started in 1987 to reconsider
its program priorities. The process it is
going through is also designed to balance
programs and resources, and to move
public health into new areas. We believe
this process is the proper approach to
dealing with the problems that health
units have encountered in delivering
their programs.
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Choosing the Right
Programs

At the time of our audit, the
Ministry was in the midst of its
reevaluation of program priorities and
methods. This review, begun in 1987, was
prompted by both the inability of the
health units to sustain existing programs,
and the desire of the Government, the
Ministry, and the health units to expand
programming into new areas of service.
We support the need for the
reevaluation, and believe the Ministry
has used suitable evaluation methods in
the circumstances. It is still too early to
assess the results of the changes
recommended in the plan developed
from the review. However, we think the
Ministry’s management of the initial
stages of implementation of these
changes should have been stronger.

Choosing the Current Programs

Almost all the programs offered
by the health units at the time of our
audit had been in place for many years.
We did not evaluate the process for
selecting these existing programs, some
of which, such as immunization and
sanitary inspection, originated in the
1800s. We believed the issue of whether
new directions were needed was of much
greater relevance, and so concentrated on
that issue in the audit.
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New Directions for Public
Health

Starting in 1987, head office, with
advice from the health units, began to
redefine the areas that would be served
by public health, and to redefine
priorities, organization, and methods. We
believe that the Ministry’s recognition of
the need for this reevaluation was
somewhat belated, but that its methods
of carrying out the review were suitable
in the circumstances.

The 1980s have been a trying time
for the province’s health units, as they
have been for many other publicly
funded programs in the country. Budgets
and staffing were reduced, and
traditional program delivery methods
were challenged.

In the same period, several new
demands were placed on the public
health system. Populations increased and
society encountered new problems, such
as AIDS and environmental contaminants.
In addition, advances in knowledge and
technology were made, leading to
improvements in such areas as vaccines,
dentistry, and hearing aids, which made
enhanced service possible.

Also during this time, new direction
came from the widely growing acceptance
among health care professions that many
of the health problems being treated by
doctors and hospitals were related to
individual lifestyle factors, such as
smoking, alcohol, drugs, diet, exercise,
and accidents. The effects on individual
health of environmental factors, such as
air pollution and exposure to chemicals,
were less well understood but also
considered to be important. It was believed
that preventive measures could reduce
lifestyle and environmental risks, thereby
enhancing health and reducing demand
on the expensive curative part of the
health care system.
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With these developments, health
units came under pressure to provide
more and better programs. The Ministry
initiated only limited changes in
programs in the 10 years preceding 1987.
Since then this condition has improved
for some significant public health issues
(e.g., AIDS information programs,
smoking restrictions).

The initiatives taken by head
office and the health units since 1987
have led to several new directions. These
include:

¢ focusing service on high risk groups;
* promoting healthy living;

¢ involving the community in setting
priorities and delivering services; and

¢ improving the coordination among
related service agencies.

Implementing these changes
began in 1988, and it was too early at the
time of our audit to tell whether they
would succeed. While we commend the
Ministry for acting in the last two years to
reevaluate its programs and methods, we
believe it was slow to respond to the
marked changes in its environment.
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The process of reevaluation used
by the Ministry relied on the collective
professional experience of the
participants. Although we would prefer a
process based on rigorous evidence of
the cost-effectiveness of the various
program and delivery alternatives, we
believe the process used was reasonable
in the circumstances. The process
involved those with knowledge and
expertise in the field, and included
representation from the various interest
groups. Decisions were based on
statistics of disease incidence and on
judgments about the likely effects that
preventive health measures would have
on the causes of target diseases. The
defined program seems to be similar to
that advocated recently by the Federal
Government, and to initiatives being
undertaken in other modern public
health systems.

Rigorous program evaluation in
public health is difficult for many
reasons, including the long period
required to measure effects. We agree
with the Ministry’s decision to act rather
than wait. Also to its credit, the Ministry
recognized that health units lack output
measures and the basic data needed for
program evaluation, and it has made
developing these tools a priority of the
program.

Managing Change

Management was implementing
the first stages of the new plan at the time
of our audit. Most changes, however, will
not occur until the 1990 fiscal year, and
depend on the Ministry receiving budget
support for its new public health
directions.
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In 1988, the groups responsible
for developing the new programs and
methods started to acquaint the health
units with the new ideas. Health units
were also encouraged to begin
implementing some of the new ideas, as
time, interest, and budgets permitted. At
the time of our audit, we observed that
health unit staff were confused and
concerned about the new program. Some
health units started to make changes and
then reverted to previous practices.
Other early changes did not receive the
well-organized support they needed to
ensure their success. Overall, we saw the
changes getting off to an unsteady start,
and we believe that the Ministry may
encounter serious difficulties by
proceeding without a well-conceived
plan for managing the changes. The new
program is a long-term one. It will take
continuing commitment over many years
to implement the changes and make
them work.

The introduction of the new
concepts to the health units was
complicated by a concurrent
reorganization of head office. This added
considerably to staff’s uncertainty as to
how to proceed, and what management’s
commitment was to the new directions.
We believe this reorganization
emphasized the need for thoughtful
management of the change process. Even
though the process has started, we
recommend that the Ministry prepare a
thorough plan for completing the
implementation of the new programs and
methods.
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Operating Efficiently

Although we concluded that the
health units were delivering their existing
programs reasonably well, we think the
Ministry has several opportunities to
close the gap between the demand for
existing programs and their supply, by
improving productivity and using
available resources more efficiently.

Doing the Job Right

We found that health units were
generally well organized and staffed by
competent personnel.

Public health programs need to be
accessible to people in every area of the
province. In recognition of this, the
Ministry has established a hierarchy of
offices so that program staff are either
located directly in the community they
serve, or able to travel regularly to
various communities. Because of its
dispersed delivery system, the Ministry
has hired staff with the qualifications and
personal aptitudes to work without close
supervision. Management is centralized
in each health unit so that interaction
with staff is abetted, and managers travel
to community locations to observe staff
performance and assist as necessary. We
believe the Ministry has used
professional skills appropriately, and has
achieved a reasonable balance between
being locally accessible and keeping
management overhead low.
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Staff competence also contributes to
health unit efficiency. From long experience
with its programs, management has
clearly defined the qualifications required
for the positions in public health.
Although health units have had difficulty
recruiting staff during the last five years,
we observed that they have continued to
use a careful selection process to ensure
only well-qualified staff are hired.
Furthermore, because most programs
have been offered for many years, staff
have accumulated considerable
experience in delivering them.

Improving Efficiency

As mentioned previously, the
demands now placed on health units
surpass the units’ ability to provide
services. During our audit, we identified
several opportunities whereby the
Ministry could improve productivity, and
by so doing, close the gap that has
developed between demand and supply.

We found that health units
frequently operate with staff vacancies.
Health units have experienced high staff
turnover and have been slow in filling
vacancies, particularly in northern and
remote areas. Consequently, the units
frequently do not have a full staff
complement, which means services must
be curtailed and the workloads of
remaining staff increased. As well,
recruiting takes management time away
from other important duties. The new
union contract includes salary
adjustments for health unit positions,
and this should allow health units to fill
openings more promptly. The Ministry
should work to resolve the remaining
impediments to full staffing.
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We believe that reducing staff
workload would actually increase
productivity. The demand for most
public health programs is directly related
to population. During the 1980s, when
populations grew and new programs
were started, staff numbers were
reduced. Consequently staff workloads
grew as increases in productivity were
not sufficient to compensate for reduced
staffing. We believe staff are now so busy
that inefficiencies are resulting. These
have shown up in a number of ways. For
instance, staff are having to switch
between work demands so frequently
that jobs do not get finished; and they do
not have time to plan or to take training
(both of which would help them get
more work done in the long term). To
achieve optimum efficiency, we think
health units should manage workloads
so that extended or indefinite periods of
overload are avoided.

We also believe that the health
units could be more productive if they
worked more harmoniously with the
ministry head office. The barriers to
harmony are distance, changes in
personnel, and differences in work
cultures. Better communication would
allow head office to provide a link
through which health units could share
in professional learning. It would also
improve head office’s understanding of
health unit plans, thereby reducing any
disruption caused by ministry demands
and allowing ministry staff to be of more
assistance when problems arise in the
field. We think head office should
develop more effective communication
with the health units. Working toward a
shared set of values, more frequent
meetings with health unit staff, and
regular visits to the field would improve
the situation.
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We believe improved support to
professional staff would also increase
their productivity. Current problems
range from noise distractions in some
offices because they are not
soundproofed, and insufficient training
in new programs and new technology, to
shortages of clerical staff, vehicles, and
computers. Although we have not
undertaken a thorough cost-benefit
analysis, in several cases it appears the
costs of improving support would be
more than offset by improved staff and
management productivity.

In addition, we believe more
could be accomplished with current
resources if management’s capabilities
were developed. We found that health
units are now under-managed. They are
run by health professionals, many of
whom have not had extensive training as
managers. As well, the size of the present
management job in the health units is
very large because management carries
both technical and managerial
responsibilities, and the number of staff
to management is high. With the many
demands on their time, management
finds it difficult to devote much time to
directing and controlling staff.
Consequently, staff spend time on matters
of minor importance and struggle to
solve problems on their own. Furthermore,
management lacks the time to develop
cooperative networks with other health
providers, which would assist health
units perform their function.

The role of management in the
health units will increase with the new
program directions. The Ministry should
offer more management training and
concentrate on simplifying the management
process to help reduce the demands of
the job. Organization structures and
systems should be kept simple, and the
pace of change matched to management'’s
ability.
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Organization Innovations

The public health service has
recently tried an alternative organization
approach as a means of improving the
efficiency of health units. The early
results are inconclusive, but we support
the Ministry’s effort at innovation.

For the last two years, the Ministry
has tried a different management model
in the four northern health units. The
administrative duties of the health officer
were separated from the medical duties,
in effect creating two positions where
there is only one in other health units.
This was tried in an effort to overcome
problems experienced in attracting
doctors to northern postings who could
handle both duties. In one of the health
units using this model, we found that
management was able to attend to
matters such as community and doctor
liaison, which other health units did not
have the time to do. Although the early
results with this model are inconclusive,
the experience should be useful when
organization alternatives are considered.

The municipally-run health units
provide another organizational model
that can be compared to ministry-run
units. In comparing the two levels of
health units, we found that the municipal
units offer similar services and use
similar quality standards to those of the
provincial units. However, we also
observed two differences. Municipal
units were somewhat more flexible and
innovative in meeting demands, and they
used some service delivery approaches
not taken by provincial units. In addition,
municipal units provided a slightly
enhanced range of services, which likely
reflects their relatively greater budgets.
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The organizational strengths of
the municipal health units are local
decision-making and larger management
groups. Having local boards allows the
municipal health units to avoid some of
the communication problems
experienced by the provincial units. The
larger management groups allow more
time to be devoted to the extensive
responsibilities of management.

We believe this model is working
well where it is in use. However, it may
not be as effective in areas now served by
provincially operated health units where
there are small, dispersed populations.
In addition, the municipal model may
not be transferrable to the provincial
units, which do not have an existing
“parent” board with the statutory
authority to raise and spend money. As
well, the relatively greater municipal
budgets result from levies on local
taxpayers, whereas the provincial health
units are now 99% funded by the
Province.

Reporting to the Public

The portion of the Ministry’s
annual report devoted to public health
and the annual reports of the health
units do not provide adequate
accountability information.

We examined how well the
Ministry reports to the public on the
money it spends and the results it
achieves. In addition to the ministry
annual report, each health unit also
publishes an annual report.

169




VALUE-FOR-MONEY AUDITS

We found the information about
the public health system in the ministry
annual report to be inadequate for public
accountability. The report contained a
description of the program and some of
its activities, but failed to clearly identify
program objectives, clients, expenditures,
and results.

The best of the health unit annual
reports provided more information on
clients and results than did the ministry
annual report, though the entire
accountability picture was still
incomplete. In our opinion, all the health
unit annual reports should be clearly
written in layman’s terms, so that the
public can understand the health units’
operations.

Looking Ahead

The Legislative Assembly should
expect to see changes in public health
programs as the Ministry implements the
plan developed from its reevaluation of
programs. The programs established
should meet community health needs in
an effective way, be complementary to
other health care providers, and be
realistic in their requirements for skills
and funding.

As well, the Assembly should
expect better public accountability
reporting from the Ministry regarding the
public health service.
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Response of the Ministry of Health

The Ministry of Health welcomes the
Auditor General’s independent and objective
appraisal of the management and operations of
selected programs.

As a preamble to specific comments relating
to each of the Audit Report’s sections some general
observations are offered as perspective on the timing
of the report, the longer-term objectives of the
Ministry, and the nature of the relationship
between the patient, practitioner and the Ministry
within the British Columbia health care system.

The comprehensive audit was carried out at
a time when the Ministry was undergoing a
fundamental restructuring and several of its major
programs were in the process of changing program
priorities and focus. The Report's observations and
recommendations are, therefore, particularly timely
and should aid the Ministry in improving both the
economy, efficiency and effectiveness of services
provided to British Columbians and the level of
accountability to them for the prudent expenditure
of public funds.

The Report, while having a direct utility to
the Ministry, also serves a broader educational
purpose as a public document by clarifying to the
reader some of the elements and operations of a
large, complex and often poorly-understood system.

The Ministry, along with its counterparts
in other provinces and in other countries, has for
several years been engaged in an ongoing process of
increasing the emphasis placed on the maintenance
of good health, the prevention of disease and
maintaining access to quality care.

While the appeal of prevention is self-
evident, progress toward the rebalancing of the
system must be measured because of the limitations
of finite health care funding and the inertia inherent
toany large, complex system. In a system when
predictability and stability are paramount to both
the provider and consumer of health care, change
must be evolutionary, not revolutionary.
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In recent years, the ever increasing
demands on the health care system and the
inevitable limits on health care funding have
prompted the Ministry to carefully define program
priorities, to search out innovative solutions and to
seek to maximize value for money in expenditure.
This last objective is critical as money wasted
translates directly into services denied to
individuals. Inany province’s health care system,
however, there must be a careful balance of
independence and control.

Itis fundamental that the Ministry must be
accountable to the public for the nearly $4 billion it
spends each year. It should be noted, however, that
more than 93 percent of the Ministry's expenditures
are through grants and contributions to
independent contractors, practitioners, agencies
and societies. The independence of society operation
of hospitals, and other facilities and agencies; the
independence of physicians and other health
professionals’ judgement; and the statutory rights
of patients to access care, place certain limits on the
Ministry’s ability to control expenditures and
ensure maximized value for money.

This structural relationship in no way
diminishes the responsibility or accountability of
the Ministry, instead, it makes the achievement of
adequate control more challenging. While it is
agreed that *‘a control function’s effectiveness
should not be measured by how little it costs to
operate, but by how much will be saved for each
dollar spent on control’ it follows that there are
optimal limits for control.
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Controls must be selective, unobtrusive and
cost-effective. Excessive control represents the
wasteful expenditure of funds which would
otherwise be spent on health care. Inordinate
control also has the potential to reduce the
responsibility and initiative of the Ministry’s many
individual and institutional providers. Clearly, an
appropriate balance must be struck. The Ministry
will, therefore, seek to improve the sophistication of
its management information systems and controls
as part of its continuing efforts to achieve the twin
goals of higher quality care and greater value for
money.

The Ministry appreciates the Report’s
recognition and commendation of its spending
controls on acute care hospitals, the progress which
has been made in providing more accessible and
integrated services to the elderly and the chronically
ill, and efforts made over the last two years to
reevaluate its public health services.

Specific comments on the Report’s four
sections follow:

Continuing Care Division
Overall Conclusion

The Ministry has undertaken to developa
coordinated and comprehensive program of
Continuing Care services. The Division believes it
is providing reasonable and affordable services while
ensuring that appropriate health care is maintained
for those individuals most in need. It is recognized
that there are opportunities for improvement.

Assessing Peoples’ Needs

The Assessors’ Orientation and
Workload

While recognizing that further training and
knowledge will always be an asset, the Ministry
feels that assessors do have a reasonable base of
knowledge, from their background as nurses or
social workers, to permit them to perform their work
competently. The Ministry is prepared to examine
the effect of workload increases on service delivery,
but recognizes that the resourcing of this service is
subject to government approvals of budget.

The Assessment Process

The Ministry of Health is pleased that the
Auditor General has recognized the value of
Continuing Care Division’s simple, flexible
assessment process which provides a single point of
entry to the full range of Continuing Care
Division’s services. The assessment and case
management aspects of the system have been cited
by international experts as a major strength, and
one which sets British Columbia’s program apart
from others in Canada and the United States. The
Ministry recognizes that, as the population served
by the Continuing Care Division changes and the
knowledge of care needs of the elderly increases,
there will be a continuing need to re-examine this
process.
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Strengthening the Process

The Ministry is committed to improving
the assessment process. It is felt that the assessment
tool is comprehensive and provides a useful
framework to initiate a review of a client’s health,
economic and social circumstances, and to identify
rehabilitation options including home support
services. The Ministry also recognizes that there
may be limitations inherent in using this tool to
examine complex client cases. Accordingly, a more
comprehensive evaluation of the psychological
profile of clients will be introduced. The cost
effectiveness of requiring an in-depth medical
examination for each client must be viewed in the
context that only a small segment of clients will
have medical problems not already dealt with
adequately by their personal physicians. The type of
complex cases typically dealt with by Short-Stay
Assessment and Treatment Centres remains a very
small segment of the total client group.

Payments to Nursing Homes: Value
for Money

A Sheltered Market

The Ministry recognizes that there are
improvements to be made in the processes for
monitoring and funding nursing homes. As the
Auditor General notes, the Ministry has set care,
safety and other expectations that operators are
obliged to meet. These are reflected in the
Community Care Facility Act, Adult Care
Regulations and the Provider Handbook issued to
all operators by the Continuing Care Division.
Funding to facilities is based, in part, on Ministry
formulas related to staffing guidelines, and the
Ministry has introduced global funding, more
responsive and proactive funding adjustment
mechanisms for changes in occupancy or care levels,
and a formula for the funding of incontinent
supplies, all of which provide for a more flexible and
responsive funding system.
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Enforcement Choices

The Ministry of Health agrees with the
Auditor General’s view that some enforcement
difficulties may arise through the absence of
appropriate legislation, and, a draft Continuing
Care Act is being prepared for government
consideration which will address this issue among
others. The Ministry does not, however, feel that
enforcement mechanisms are lacking. The range of
current options include enforcement of health and
safety related regulations under the Community
Care Facility Act, Ministry-initiated discussion
with operators, total or partial freezes on admissions
and modifications in funding.

Inspection of Nursing Homes

The introduction of a Quality Assurance
Program will complement these enforcement
options and augment the inspection process. The
intent of Quality Assurance is to work with service
providers to improve and sustain a high level of care.

Linking Quality and Funding

The Ministry of Health will carefully
examine the recommendation that quality and
funding be linked. Incentives for operators to
provide an excellent level of service are evident in
two essential areas of an expanded funding base and
reduced bed needs. When facility operators have
approached the Ministry about increasing the
number of beds funded by the Ministry, this would
not be considered unless an excellent standard of
service is evident. Some communities may
experience a reduced need for beds due to changing
demographics. This acts as an incentive to operators
to maintain an excellent service to clients in the face
of possibly having beds phased out in their facility.
It is the Ministry’s mandate to fund operators for
the delivery of specific services, consistent with the
required and appropriate level of care.
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Fulfilling the Philosophy

Refinements to the assessment process
provide further information on which to plan
alternate strategies for health care intervention. The
Ministry recognizes the need to ensure that
individuals are not inappropriately placed in
facilities. The Continuing Care Division has ceased
to admit Personal Care level clients to facilities and
is examining cessation of waitlisting for Personal
Care 1 clients, who may be best served in the
community.

Evaluating Alternatives

The Ministry is interested in exploring
opportunities for residents to re-enter the
community. However, it must be recognized that
the increasing acuity level and complex care needs of
today’s facility residents may limit their
opportunities for community re-entry. The
availability of respite beds and their impact on
demand for other services such as hospitals is also
being reviewed. The reduction in funded
homemaker hours per client represents the
Ministry’s effort to manage a finite resource base
while maximizing access to services. Overall the
provincial level of utilization has increased. In the
last two years funding for homemaker services has
increased by twenty-five percent. The Ministry is
reviewing a variety of care options to ensure that the
best possible environment for clients is provided.

Experiment in Victoria

The Ministry welcomes the Auditor
General’s recognition of the leadership role which
has been taken in exploring alternative methods of
community based alternatives to service delivery as
exemplified by the Victoria Health Project. The
Continuing Care Division recognizes its rolein a
continuum of care comprising not only its own
programs, but programs in Preventive Services,
Services to the Handicapped, and in other
ministries such as the Ministry of Social Services
and Housing.
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Older Facilities

The upgrading of facilities
"‘erandfathered’’ into the program in 1978, whose
construction is at variance with current standards,
isa recognized part of the Ministry’s capital plans,
as the Auditor General’s report notes. Because of
the costs involved, the Ministry has approached
this issue in a phased manner and in conjunction
with facility expansion and upgrades. In those
circumstances where resident safety or quality of
care has been shown to be at issue, the Ministry has
taken specific action to resolve the situation.

Efficiency of Nursing Homes
Efficiency Standards

The Ministry of Health concurs with the
desirability to establish funding firmly on a basis of
efficiency standards. In Continuing Cate, as in
other sectors of the health and social services
industry, the specification of output measuresisa
difficult and often contentious task because of the
complex environment of health care service delivery,
and the multifaceted and changing needs of client
groups.

Connecting Efficiency and Funding

As noted by the Auditor General, the
Continuing Care Division has made a start in
answering efficiency questions through analysis of
staff activities at a number of facilities. The Division
intends on continuing this review with a view to
developing, in a cost effective manner, measures and
monitoring systems which will provide improved
funding decisions.
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The Nursing Home of the Future

The Ministry accepts the need to re-
evaluate the role of nursing homes in the continuum
of care. The Continuing Care Division has
implemented a number of related initiatives
including Adult Day Care Centres, comprehensive
home support services, Quick Response Teams and
Discharge Support Teams, Family Care and Group
Homes, Special Care Units, promoting congregate
care home concepts, participating on
psychogeriatric steering committees and special
research and evaluation projects. The Continuing
Care Division is reviewing the staffing
requirements for clients with behavioural and
mental health problems, such as Alzheimer’s
patients, and is engaged in reviews of the concept of
multi-level care facilities and respite care.

Control and Direction of the Program

The Ministry believes it has made
considerable progress in developing a coordinated
and comprehensive program of Continuing Care
services. As the Auditor General has noted, a new
organizational structure addresses past deficiencies
in technical support and analytical capacity.
Specific recommendations concerning the hiring of
a gerontologist, increased health unit clerical
staffing, and information systems requirements will
be carefully reviewed in connection with the
Ministry’s budget capabilities.

The need for an advisory committee drawn
from the elderly community is recognized. As
announced in the recent Throne Speech, a Seniors’
Advisory Council reporting to the Minister of
Health will be established, with regional
representation, involvement of formal and informal
caregivers, and participation of interested seniors.

The comments of the Auditor General are
timely in view of the Ministry’s commitment to
mandate refinement and development of a strategic
plan for the Continuing Care Division.
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Medical Services
Commission

Defining Prudent Use

The Commission was pleased that the
Auditor General recognized both the importance
and the difficulty of ensuring the prudent use of the
Plan. The medicare system is an open, honour
system; the vast majority of subscribers and health
care practitioners demonstrate a real sense of
ownership and do use the system wisely and
responsibly. Only a very small minority actually
abuse the system. In addition, there are others who
seem unclear as to what constitutes reasonable
service and so may misuse the system from time to
time. While no jurisdiction in Canada can
guarantee that all the services provided and paid for
are truly necessary or useful, this Ministry has
taken a number of important and unique steps in
this direction which will be outlined below.

Encouraging Prudent Use: MSP Is
Not Alone

The Commission noted that the Auditor
General recognized the essential role of professional
organizations working in partnership with the
Commission to encourage prudent use. The British
Columbia Medical Association was the first group
of doctors in Canada to enter into a voluntary
contract which included utilization targets.
Members of the Association now have a personal
financial stake in defining appropriate patterns of
service and care protocols. The Commission has
established an excellent working relationship with
the Patterns of Practice and Professional Advisory
Committees of the BCMA which work in these
aregs.

Similarly, over the last year the College of
Physicians and Surgeons of British Columbia, in
cooperation with the BCMA, has instituted an
ambitious program of office medical practice
assessment to ensure that appropriate standards of
medical care are being met.
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Responsible Use of Medicare:
Subscribers

It is agreed that the Commission has been
hesitant to teach subscribers prudent use of
medicare, partly because it is very difficult to
define what that means for a given individual. The
Commission will be embarking on a general
campaign to inform as many British Columbia
residents as possible as to the types of services
beneficiaries are using and the costs associated
with them. To assist in this regard, toward the
latter part of the 1989/90 fiscal year, point of
service statements will be required so that every
patient will know what service they have received
and what amount is being billed to the Plan.

The Commission is also setting up a
Subscriber Pattern of Demand Committee which
will function to review patterns of demand by
subscribers in much the same way that the
Patterns of Practice Committee reviews the profiles
of practitioner billings. This group will be able to
advise the Commission as to whether patterns of
misuse by subscribers are significant enough to
need remedying and will be able to individually
advise subscribers in respect to the demands they
are placing on the system. This initiative should
be a good educational tool.

The Commission is pleased that the
Auditor General’s Report supports the triplicate
billing system for certain controlled drugs which
the Commission is making available to the College
of Physicians and Surgeons and the College of
Pharmacists. The Commission is also working
with a number of professional groups to develop a
new network which will allow a patient to
authorize their pharmacist or doctor to access their
prescription profile and thereby eliminate any
inadvertent prescribing of incompatible
medication—this will be particularly useful when
multiple physicians are involved in care.

Responsible Use of Medicare:
Practitioners

The Auditor General’s Report correctly
points out that benefits under the Plan may be
limited to those which are medically required. The
Report goes on to define medically required as
meaning that the service must be medically
effective, pertinent to the diagnosis and the
patient, and competently performed. The
Commission disagrees that these are all clearly
tests for an item being considered 'medically
required”’ but does agree that they all have
relevance to value.

The Medical Services Plan is undertaking
to monitor outcomes against all billed services and
will have the first results in fiscal 1990/91. The
BCMA has agreed to jointly review the outcomes
and draw up guidelines as to the circumstances
under which an investigation or treatment maybe
effective. Similarly, the College has undertaken
that it will review any unusual patterns of
outcome for individual practitioners. To the
Commission’s knowledge, this type of outcome
evaluation is not yet done in other jurisdictions.

The Report recognizes the usefulness of
guidelines and protocols. It should be noted that
protocols with respect to laboratory investigational
work have already resulted in the reallocation of
substantial funds to the provision of other types of
service.
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The Commission is also pleased that the
Report recognizes the important work that MSP
staff do in the edit and adjudication of billings. It
should be noted that as of April 1, 1989, a
diagnostic code will also be required as part of the
billing information, this will help the Commission
ensure that the billing is pertinent to the diagnosis
and the patient. The adjudication process, which
plays a significant role in screening for medical
necessity, is being expanded and improved. With
respect to confirmations, the Commission is
changing its letters, as suggested, and will also be
increasing the number of select audits. It should be
noted that the Ministry sends out approximately
130,000 confirmations a year, and while the
Report is correct that some of this process is flawed
because the subscriber addresses obtained through
some group plans are inaccurate, the remaining
sample is still large. The address problem will be
resolved this year.

The Commission noted that the Auditor
General’s Report supports the activity done
through the Patterns of Practice review process.
The Commission and the BCMA will be
expanding this activity throughout the next few
years and will follow-up on the recommendation to
communicate more effectively with practitioners. It
should be noted that other practitioner groups
have, or are in the process of establishing, similar
patterns of practice committees.

The Report suggests that the Commission
should be doing more with respect to educating
practitioners as to their profile, and the expected
norms, and this point is well taken. It may be
worthwhile to make practitioners aware of their
own profile routinely rather than on request. The
number of practitioners recommended for
corrective action increased in 1987/88 and again in
1988/89. 1t is doubtful that a practitioner who has
to pay back many thousands of dollars would find
this action “’limited”) as suggested by the Report,
and it should be noted that interest is required if
repayment is overly delayed. The Ministry’s
legislation is now much stronger and it is expected
the whole process will be more timely and effective.
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The Commission agrees that the
confirmation process for laboratories needed
improvement and has instituted a confirmation
process with the referring physician similar to the
subscriber confirmation system so as to ensure that
the tests billed were, in fact, the tests ordered. The
Commission is also working to ensute that the
standard referral form and the laboratory profiles
are in general use in both public and private
laboratories.

Salaried and Sessional Services

The Commission agrees that the
information currently being collected for these
practitioner services is not complete nor
comparable to the information received on other
billings. During the 1989/90 fiscal year the
Commission will be revising its salaried and
sessional contracts and looking to acquiring
information as to date of service, type of service
and patient identification, as with other billings.
This will enable the Commission to more
accurately evaluate the productivity and
effectiveness of these contractual services.

Looking Ahead

The Commission is committed to
providing reasonable access to good quality,
professional care. One of the best ways to ensure
that this objective remains affordable is to
eliminate ineffective or unnecessary services.

In cooperation with the professions, the
Commission will, over the next fiscal year:

1. Implement an ongoing education and
information sharing program so that both
subscribers and practitioners can fully
understand their medicare system;

2. Improve monitoring capability and patterns of
practice screens;

3. Develop outcome criteria and monitoring
screens for outcomes of care;

4. Improve and expand the capability to evaluate
the results of increased monitoring;
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5. Improve the confirmation process, including
laboratory referral confirmations;

6. Improve the monitoring capability for salaried
and sessional services;

7. Improve and refine subscriber demand profiles
and implement suitable review and educational
programs to use this material;

8. Develop a pharmacy network which would
enable pharmacists to access a prescription
profile upon the consent of the patient;

9. Increase corrective action as required.

Hospitals

Overall Conclusion

The Ministry is pleased with the Auditor
General's conclusion that procedures are in place
that restrain the total cost of the hospital system.

While better information is an
evolutionary process, the complexity of health care
does not allow for any easy, high level cost
effectiveness identification. Nevertheless there are
a number of measures in the health care system
which provide a reasonable indication as to
whether programs are relatively cost effective.

Comparisons With Other Provinces

The Ministry agrees with the Auditor
General’s statement that comparing health costs
between jurisdictions is difficult. However, despite
a relatively high wage structure, Figure 1
demonstrates a favourable expenditure level for
British Columbia hospitals in comparison with
other Canadian jurisdictions.

What Does the Ministry do to
Promote Efficiency?

The Ministry is pleased the Auditor
General has recognized actions to control the total
amount spent on hospitals and the efforts to
encourage efficiency. However, Figure 2, while
showing an upward trend in costs corrected for
inflation and population growth, does not
reference the increased costs attributable to
significant advances in medicine over the same
period. Many of these advances have been in the
high technology arena and the public of British
Columbia has come to expect high standards and
easy access to health care.

Base Operating Costs

The weighted patient day is not the only
measure used by the Ministry to group hospitals
for comparison and cost per patient is not the only
method used to assess hospital performance.

Additional information systems such as
Health Statistics Canada, Morbidity Data and
Resource Index Weighting through the Health
Records Medical Institute (HMRI), population
profiles and projections, medical manpower plans,
rationalized bed distribution through bed matrices,
rationalized technology and the hospital’s own
internal management systems are all used in
reviewing hospital performance. In addition,
skilled, professional Ministry staff assess hospital
performance based on personal on-site reviews
with hospital staff.

Cost of Price or Workload Increases

There is always room for improvement of
information and the issue is being addressed. The
lead time required for alternative systems to
mature to the point of usefulness, however, is a
factor not recognized by the report.
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Operating Cost of Added Services

The process for approval of new programs
includes minutes of all approval decisions, with
detailed back up material to itemize the approval
level, and these details are kept in files for each
hospital. Hospital Programs is presently
conducting a program inventory on all hospitals.

Buildings and Major Equipment

When presenting requests for capital
equipment, the Ministry looks at the business case
and looks for trade-offs in operational costs to
promote efficiencies. These efficiencies may be in
actual dollars or opportunity dollars for other
programs.

In a constrained budget for equipment,
direct patient care equipment is the natural
priority and this requirement is responsibly
discharged by the Ministry. With regard to
computer equipment, not all hospitals share the
same degree of computer literacy, and to avoid
wasteful expenditure on ill prepared computer
application requests, the Ministry would normally
concentrate on direct patient care benefits.

A new policy is being developed which will
encourage greater efficiencies in the hospital
industry by providing a mechanism whereby
hospitals can use accumulated operating funds for
selective capital purposes.

Does the Ministry Know Whether the
Hospital System is Cost Effective?

The Auditor General’s Report comments a
great deal on better information and the Ministry
not being assured of the cost effectiveness of the
system. The Report does not recognize, however,
that the health care industry in the Western world
does not have a better system of health information
or of judging cost effectiveness than is the case in
British Columbia.
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The Report also does not address quality of
care or flexibility to meet community need.
References to cost of services or prices imply exact
knowledge of what product is being produced. In
fact, the product varies from community to
community, from day to day, and from practitioner
to practitioner contantly as needs vary, competence
levels vary and as medical science advances. It is
extremely difficult to accurately cost these
deliverables as suggested by the Auditor General.

The Report does not appear to give
reasonable attention to the process or environment
within which the Ministry attempts to guide a $2
billion industry, with 150 autonomous societies,
which is extremely sensitive publicly. It does not
seem to acknowledge that much of what is done in
medicine or health care is of variable cost
effectiveness and always changing.

Cost of Services

The Ministry disagrees with the Auditor
General's statement that the Ministry knows little
about how much each service costs. Because the
staff input is so critical in the delivery of hospital
services, Hospital Programs has consciously
concentrated on staffing, instead of costs, in much
of its data collection and analysis. Thus programs
are generally “‘costed’” in terms of their staff input
(FTEs) and this information is then converted to
dollars using an average cost per FTE. This
procedure, and the analysis of performance using
average workload per FTE, has the benefit that it
is not subject to annual fluctuations due to wage
and benefit increases. The implication that the
Ministry is using staffing because cost data is not
available is not correct. We are able, for example, to
compare the direct staffing required for each
newborn admission or day, which to those in the
industry is more meaningful than average cost
figures. In fact, in the new reporting forms, the
Ministry is focussing further on both paid and
worked hours for more useful information on
relative efficiency. As well, hospitals are directly
surveyed to obtain “‘costs’” of particular programs,
such as CAT scans, for comparative purposes.
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Effects of Services

The Ministry disagrees with the statement
that information is not reqularly used to assess
effectiveness. Hospital Programs’ medical
consultants review the morbidity information as
an integral part of an operational review of a
hospital. This, in turn, provides an indication of
whether the effectiveness and quality of care are
appropriate, which together with the on-site
analysis, is used in making funding adjustment
decisions. These operational reviews are a regular
and ongoing aspect of Hospital Programs’
activities.

Public Accountability

While the Ministry accepts that more
meaningful and understandable information will
assist the public’s appreciation of the hospital
system, it may be difficult to incorporate a level of
data that would be acceptable and yet fully
understandable.

Coordination

There are mechanisms within the industry
for hospitals to think regionally and to integrate
their services with other hospitals. There are
many examples within the Ministry where this
process has taken place—e.g. mobile nuclear
medicine services, regional laboratories, and
certain clinical services. In addition, the Ministry
was a major influence behind the mergers of the
Greater Victoria Hospital Society, Fraser-Burrard
Hospital Society, University Hospital, and
Terraceview.

The Ministry has funded special programs
that cross divisions e.g. Hospice and Palliative
Care, Home Parenteral Nutrition, Kidney
Dialysis, Home Blood Glucose Monitoring, efc.
where home support is an integral part of the
program and beds are saved. The trade off may not
be identified in a purely accounting sense (dollar
and bed identification) but it must be remembered
that opportunity savings are recognized and the
maintenance or slight decline of acute bed ratios
per 1000 population reflect this process.

Looking Ahead

The belief that more can and should be
done is a mutually agreed objective and the
Ministry of Health has a number of initiatives in
place which are evolving to meet these particular
issues.

The hospital reporting form (HIA 1535)
has been revised recently to improve the relevance
of information collected and to better capture types
of activity and associated workloads of facilities
throughout the Province.

As a supplement to using weighted patient
days, the Ministry’s Medical Consultation
Division is reviewing the effectiveness of the
resource weighted index used by HMRI (Health
Medical Records Institute). The Division is
developing indices which measure the severity of
illness and, subsequently, the level of resources
needed to treat patients.

In addition to reviewing methods of
activity comparison, Hospital Programs is
considering a revision of peer groupings to account
for final cost indices and the role of respective
facilities.

In the future, Hospital Programs is also
considering funding not on the basis of weighted
patient days or resource consumption but on the
basts of population demographics and referral
patterns. This will recognize the pressures that
drive up costs but will not recognize workload
increases which are not based on need.
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Public Health

Overall Conclusion

The Ministry appreciates the difficulty
that the Auditor General had in reviewing
Preventive Services in the midst of substantive
environmental and program changes. The
Ministry agrees with the conclusion by the
Auditor General that all services required by
statutes and other authorities are being provided,
that the process of selecting programs is reasonable
and that health unit efficiency is also reasonable.
Most of the recommendations to further improve
efficiency are already being implemented as a result
of the reorganization of the Ministry that was
started July 1, 1988. Preventive Services has
merged with Community Care Services to create a
new Community and Family Health Division.
The reorganization has concentrated management
resources on the process of managing positive
change in public health. For example, during
November and December, senior management held
meetings with all public health units to seek field
input into planned change. An implementation
plan is being developed and the reorganization
process will be completed over the next three years.

The Public Health Service in British
Columbia

The Report recognizes the unique nature of
Public Health and the enormous challenge
provided by a complex environment, but does not
fully recognize that public health services are also
provided by other programs in the Ministry of
Health, other Ministries and countless
community agencies. Achieving consensus with
all relevant parties is difficult but is progressing as
attitudes and knowledge improve within these
varied jurisdictions.
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Organization

While the Report correctly cites that less
than 2 percent of the Ministry’s budget is devoted
to the Preventive Services Division it should be
noted that this figure does not accurately reflect
total spending on prevention services, nor does it
portray the priority given to disease prevention
and health promotion by the Ministry. Preventive
activities are carried out throughout the system,
by physicians in their offices through diagnosis
and counselling, in the hospital’s diabetic day care
units where monitoring prevents hospitalization,
and through home care for the elderly which
promotes seniors’ physical and mental health. A
good example of the Ministry’s emphasis in this
area is the recent announcement of the Ministry’s
intention to establish an Office of Health
Promotion, which will enhance the process of
coordinating health promotion in all Ministry of
Health programs.

Complying With Authorities

The Ministry appreciates the support
given by the Report to Ministry initiatives to
review programs, develop outcome standards,
balance programs and resources, and to move
public health into new areas. These initiatives are
already helping to relieve some of the problems
noted by the Auditor General that were the
consequence of staff shortages.

Choosing the Right Programs
New Directions for Public Health

The Report supports the Ministry’s
approach in carrying out its review and
redefinition of priorities, organization and methods
during a period which has challenged all public
health jurisdictions in North America. The
Ministry disagrees however, with the Auditor
General’s conclusion that this action was
somewhat belated. Of interest, the Ministry was
the first jurisdiction in Canada to begin this
process and its initial work has been praised as an
innovative model for others to follow.
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Managing Change

As already noted, recent restructuring has
confirmed the Ministry’s commitment to dedicate
necessary resources to managing change.

Operating Efficiently
Doing the Job Right

The Ministry agrees that its strength is
the result of an emphasis on carefully selected,
competent and dedicated staff.

Improving Efficiency

Improved salaries, an innovative bursary
program, increased funding of professional
development and enhancement of career
opportunities with innovative programs, such as
the Temporary Assignment Project program and
the proposed Diploma in Health Care
Management, are some of the strategies the
Ministry is taking to reduce staff vacancies and
strengthen management.

Recent restructuring has placed a priority
on improved management systems, training and
communication between head office and health
units. New regional and program structures will
move head office staff and decision making closer to

field staff.

Organization Innovation

The Ministry appreciates the Auditor
General’s support of its efforts to improve the
efficiency of the health units through innovation.
The Ministry is also continuing to explore other
innovative models such as those discussed in the
Report. This complex area requires investigating a
variety of strategies and evaluating their short and
long range implications.

Reporting to the Public

The Ministry is currently reallocating
resources to accelerate development of the
management information systems necessary to
improve its information reporting ability.
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Follow-up of Previous Years’
Value-for-Money Audits

At the conclusion of each value-
for-money audit, we provide those
responsible for managing the program or
function audited with an opportunity to
respond to our audit reports. These
responses are published in our Annual
Report, along with our audit
assessments.

This year, for the first time, we
have expanded this process. We invited
ministries that were the subject of value-
for-money audits last year to provide the
current status of any matters that were
unresolved when they initially
responded to our audit.

Due to the nature of value-for-
money audits and the matters raised
during them, we usually only follow up
on these audits when the next audit of
the area is undertaken. Also, it takes time
to implement the recommendations that
arise from value-for-money audits.
Therefore, when ministries initially
respond to our reports just after the
audits have been completed, they
frequently are only able to indicate their
intentions to resolve the matters raised by
our audits, rather than their actions to do
so. Without further information,
legislators and the public are not aware of
the nature, extent and results of
managements’ remedial actions.
Therefore we felt it would be useful to
obtain and publish updates of
managements’ responses to our previous
value-for-money audits.
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The following written comments
were received in reply to our invitation to
publish further updates from the
ministries that were the subject of value-
for-money audits last year.
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Follow-up from Ministry of Education

In March of 1987 the Office of the Auditor
General selected the Ministry of Education for a
comprehensive audit. The Sullivan Royal
Commission on Education was also established by
the Government in March of 1987.

The Commission’s task was to examine all
aspects of the public and independent school
system, and to make recommendations that would
guide the system into the 21st century.

The Commission’s report, "'A Legacy for
Learners”’, was released in August 1988,
approximately four months after the result of the
Auditor General’s comprehensive audit was
published. The report contains 83
recommendations dealing with curriculum,
teacher supply and qualifications, system
governance, and education finance. The
recommendations essentially suggested major
policy changes that affect each of the four areas
reviewed by the Office of the Auditor General,
which were curriculum, special education,
facilities and finance.

In accepting the Commission’s report,
Government committed itself to a
thorough review of the recommendations,
involving extensive consultation with the
major education professional organizations,
as well as with community organizations.

After an extensive consultation and review
process, the following new policy directions for
education have been established by Government.
We are confident that the final implementation
details, which are being developed over the coming
months, will concurrently address most of the
issues raised in the comprehensive audit.
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Policy Directions

1. A mandate for the school system has been
developed.

2. An Education Advisory Council will be
appointed.

3. The Government will prepare a new School
Act.

4. A new provincial curriculum structure, from
the first year of the primary program to Grade
12, will be developed.

5. With the new provincial curriculum, the first
four years of school will consist of an
ungraded primary program.

6. The curriculum for Grades 4-10 will be
organized on the basis of a sequenced set of
learning activities leading to gradually higher
levels of knowledge, skills and attitudes.

7. New programs at the Grade 11-12 level will
provide a choice of pathways leading to
graduation.

8. The regular Grade 12 provincial
examination system will be expanded,
and student performance on Grade 12
scholarship examinations will be given greater
recognition.

9. There will be increased emphasis on regular
assessment of student performance and
evaluation of program effectiveness.

10. Accountability and reporting procedures at all
levels of the system will be improved.
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11. The teaching profession is recognized as being
fundamental to the operation of a quality
school system.

12. Existing teacher education programs will be
expanded, and new programs to increase the
supply of teachers in rural areas will be
implemented.

13. The College of Teachers will be asked to review
the qualifications required for admission to the
teaching profession and for continuing
certification.

14. Some independent schools will receive
increased support.

15. Home Schooling is recognized.

16. Increased support will be given to Indian
education.

17. The system of separate school districts will
continue, and greater involvement of parents
at the school and district levels will be
encouraged.

18. Government is committed to ensuring that
services to children, including children with
special needs, are delivered in an efficient and
coordinated manner.

19. The principle of gender equity will be
reinforced throughout the curriculum and
schools.

20. The multicultural nature of British Columbia
society will be recognized through education
policy and programs.

21. Government will undertake a complete review
of the funding system for education in the
province.

22. Government will implement a major capital
funding program for the school system.

23. Government is committed to the principle of
fair and equitable taxation for financing the
school system.
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OTHER MATTERS OF INTEREST

Other Matters of Interest

Each year, in addition to our
audits of financial statements and our
value-for-money audits, and as time and
resources permit, we undertake specific
projects dealing with matters we believe
will be of interest to Members of the
Legislative Assembly.

In 1988 we undertook three such
projects. In the first one, we examined
the way in which the Legislative
Assembly establishes control over
government spending. Our second
project was a review of recent initiatives
in the Ministry of Transportation and
Highways with respect to the planning,
controlling and reporting of major
highway construction projects. In the
third project, we revisited previous years
concerns about the Government’s leave
management system.

4

The results of the three projects
are contained in this part of our Report.
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Control of the Public Purse by the

Legislative Assembly

The Provincial Government spent over
$10 billion in the 1988 fiscal year, almost
$3400 for each man, woman, and child
in British Columbia. How does the
Legislative Assembly control this
expenditure? How effective is this
control? Does the Government provide
enough appropriate information to the
Legislative Assembly about its spending
plans? These are some of the questions
addressed in this audit.

Audit Purpose and Scope

We conducted our audit to
determine whether the legislation
governing spending, and the spending
information provided by the Government
to the Legislative Assembly, give the
Assembly a basis for effective control
over government expenditures. We
defined government expenditure to be
expenditure from the Consolidated
Revenue Fund, which represents all of
the Government’s centrally operated
financial activities. Therefore, references
to the public purse in this report are in
respect of the Consolidated Revenue
Fund. We did not examine control and
accountability for Crown corporations
and other public agencies and
commissions. Neither did we look at the
budget-building process within
ministries, or at how the Legislative
Assembly deals with the information by
way of debate. Our audit focused on the
1988/89 Estimates.

192

Overall Conclusion

The financial legislation of the
Province requires all expenditure from
the Consolidated Revenue Fund—except
for special warrants—to be approved in
advance by the Legislative Assembly.
Therefore, it provides the Assembly with
a foundation for establishing control of
the public purse. However, the
foundation could be strengthened if the
Government provided timely and
suitable disclosure of transfers of funds
between sub-votes and more information
about the need for, and the nature of,
special warrants.

The quality of the spending
information is equally important to the
Legislative Assembly’s ability to exercise
control. We found that the information in
the Estimates adequately shows the
amount of money the Government can
spend, and adequately describes the
activities to be performed and the
services to be provided. However, we
believe that additional details are needed
about the estimated expenditures,
objectives, and expected results of
individual programs to give the Legislative
Assembly a good understanding of
government programs, and to establish a
satisfactory basis for subsequent
accountability.

Overall we concluded that,
although many of the key elements of
control are present, the basis for the
Legislative Assembly’s control over the
public purse is not as effective as it could,
and should, be.
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Background

Parliamentary Supremacy and
Control of the Public Purse

The Legislative Assembly is
politically supreme, but it does not
govern directly. This is done by the
Executive Council (the Cabinet). The
Cabinet is made up of ministers selected
usually from members of the political
party holding the majority of seats in the
Legislative Assembly. It is the Cabinet
and the public service that develop and
administer policies and programs.
However, the party in power—the
Government—retains authority to govern
only if it maintains the confidence of the
Legislative Assembly. One of the primary
means the Assembly has of withdrawing
its confidence is by refusing to approve
funding for government operations.

The Government publishes its
expenditure Estimates at the same time
the Minister of Finance and Corporate
Relations delivers his annual budget
speech. The Estimates describe the
Government’s spending intentions for
each vote (so called because the
expenditure is segregated into packages,
or votes, that the Legislative Assembly
debates and then votes approval for). The
limits of the amounts that may be spent
are specified and the purposes for which
the expenditure will be made are stated
in general terms. The Estimates also
contain expenditure details and narrative
descriptions for each vote. The
Supplement to the Estimates provides
further details on the type of
expenditure.
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The legal spending authority for
government expenditure is provided
through the Supply Act. There can be
several interim Supply Acts each year. A
final Supply Act is passed when all votes
have been approved by the Committee of
Supply, on which all Members of the
Legislative Assembly (MLAs) sit. By
tradition, the bulk of the Government’s
annual expenditures are authorized in
this way. However, the Legislative
Assembly could vote supplementary
supply at any time it is in session. This
form of supply has not been used in
British Columbia.

Despite the limits set by the
Supply Act, the legislative framework
does offer some flexibility. Continuing
expenditure authority is provided in
certain Acts to cover special circumstances
and programs, such as fire suppression.
Also, when the Legislative Assembly is
not in session, the Government may use
special warrants to authorize additional
expenditures which it considers to be
urgently and immediately required for
the public good.

In British Columbia, as in other
provinces, the Legislative Assembly has
limited alternatives when dealing with
the Estimates. The Assembly cannot
increase the amount of any vote nor can
it introduce new votes. It can only reject,
reduce, or approve the votes as presented
to it. Since the party in power usually
holds the majority of seats, it is unlikely
that the Legislative Assembly would
reject or reduce expenditure proposals.
How, then, is it possible for the
Assembly to have effective control over
the public purse?
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Achieving Effective Control

We believe that the Legislative
Assembly can achieve effective control by
combining the initial scrutiny and
approval of expenditures with a good
accountability process.

Through the expenditure approval
process, the Government enters into an
implicit contract with the Legislative
Assembly to answer for its use of funds.
It is this fundamental requirement of the
Government to answer—to be
accountable—that provides the
opportunity for effective control.

A good accountability process
requires the right information at the start
of the cycle, both to support expenditure

approval, and to establish a basis for
subsequent accountability reporting by
the Government. The information
provided about the proposed expenditure
should not only identify the limits and
the minister responsible, but also tell in a
meaningful way what the expenditure is
for.

We believe that the Legislative
Assembly has the opportunity to hold
the Government fully accountable, if
both the initial information and the
subsequent reporting are adequate (see
Figure 3.1). This, in turn, gives the
Assembly the opportunity to have
effective control of the public purse
through parliamentary activities such as
the Estimates debates, Question Period,
and the Public Accounts Committee.

GOVERNMENT LEGISLATIVE ASSEMBLY
FIGURE 3.1.
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Legislative Framework

We found that the legislative
framework is comprehensive and
requires all government spending to have
some form of legislative authority. It
does, therefore, provide the Legislative
Assembly with a foundation for
establishing control of the public purse.
However, the foundation could be
strengthened if the Government
provided timely and suitable disclosure
of transfers of funds between sub-votes
and more information about the need for,
and the nature of, special warrants.

In British Columbia, the Financial
Administration Act provides the legislative
framework for granting the Government
authority to spend taxpayers’ money. The
Act confers to Treasury Board, a committee
of the Cabinet, the responsibility for

accounting policies and practices. This
includes the form and content of the
Estimates. The Act also creates a
Consolidated Revenue Fund. All public
money must be paid into the Fund; no
money can be paid out of it without an
appropriation.

The Legislative Assembly has two
main ways it can authorize the Government
to spend from the Consolidated Revenue
Fund: annual appropriations and statutory
appropriations. If the Government needs
additional funding during the year, it has
a number of choices. It can use the
contingencies vote (part of the annual
appropriation), it can request the
Assembly to authorize supplementary
supply, or it can issue a special warrant.
Figure 3.2 shows how spending in recent
years has been distributed over the
different types of appropriations.

" Annual [] Statutory B Special Warrants FIGURE 3.2.
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Annual Appropriations According to the Financial
Administration Act, Legislative Assembly
Most government spending is approval is being given at the vote level.
approved annually by the Supply Act. The 11 MLAs we interviewed as part of
This Act provides the Government with the audit recognized that if the
funds for one year, on the basis set out in Legislative Assembly gave approval at
the Estimates. For the 1989 fiscal year, the sub-vote level, the Government
98.2% ($11.6 billion) of the Government’s would have less flexibility in altering
estimated expenditure from the priorities to meet changing circumstances
Consolidated Revenue Fund was during the year. Nevertheless, most of
approved this way. the Members felt the sub-vote level

information was an integral part of what
they were approving.

Votes, Sub-votes, Sub-Sub-Votes, and Programs

Votes are the basis on which the Legislative Assembly seeks to control expenditures.
A vote may represent a single government program, but usually represents a grouping
of many interrelated programs. Most votes are divided into sub-votes.

Sub-votes may also represent one program within a ministry, but more often are
groupings of several interrelated programs. In the larger votes, sub-votes may be further
broken down into sub-sub-votes.

Sub-sub-votes usually represent a grouping of a number of individual programs, but
may be an individual program.

Programs may be defined in several ways. Treasury Board’s Financial Administration
Operating Policy Manual describes a program as a major ministerial operation designed
to achieve specific objectives as authorized by the Legislative Assembly. To the public,
a program is the government activity under which they receive a benefit, service, or
grant, or through which they do business with the government. We believe that a
reasonable definition of a program would be one that meets all the following criteria:

¢ provides a benefit to one type of recipient, beneficiary, or client group;

® may be related to a quantifiable output measure which reflects what the program
has been designed to achieve; and

¢ has its own specific objective.

196

AUDITOR GENERAL OF BRITISH COLUMBIA



OTHER MATTERS OF INTEREST

ESTIMATES, 88/89

Vote 46
MINISTRY OPERATIONS
Estimates 1987/88 Classification by Sub-Vote Estimates 1988/89
$ $
58,817,523 Administration and Support Services (net of recoveries) ... 60,459,672
69,160,814 Preventive Services (net of recoveries)......... o 71,159,057
3,521,453 —Program Management... ... . 3,313,112
65,639,361 —Field Operations . . . 67,845,945
182,595,213 Community Care Services (net of recovenes) R . R, 193,552,368
18,365,971 —Forensic Psychiatric Services..... s . 20,487,988
138,056,431  —Mental Health e e 144,102,533
26,172,811 —Services to the Handlcapped ..... T 28,961,847
1,719,561,991 Hospital Programs e, . s 1,893,568,542
6,758,774 — Program Management... . 6,297,771
1,589,033,144 —Operating Contributions to Hospltals e 1,758,982,673
85,898,073 —Hospital Construction and Renovation.... . 94,780,098
37,872,000 —Hospital Equipment ....... - R 33,508,000
322,681,998 Continuing Care Services e . . e 356,984,689
3,055,181 —Program Management e 5,028,993
2,811,643 —Group Homes for the Handlcapped - 2,938,797
224,238,358 —Residential Care..... ... ... 253,638,373
81,088,020 —Home Support Services 81,150,157
11,488,796 —Long Term Care Assessments. ........ . 14,228,369
54,874,033 Emergency Health Services (net of recoveries) ... ... ... 61,744,898
1,084,281 —Program Management....... - . 1,236,894
53,789,752 —Ambulance Services e I 60,508,004
2,407,691,572 Total Vote R i 2,637,469,226

VOTE DESCRIPTION

This vote provides for the administration, operation and delivery of health care services including:

(a) Administration and Support Services — This sub-vote provides for the overall policy development in the ministry as well
as administrative and support services to the ministry’s operating programs and includes the deputy minister’s office, vital
stalistics, information services, human resources, financial services, policy, planning and legislation, operational review,
and staff development and safety programs. The sub-vote also provides for the central supply of various goods and services
to the ministry and outside agencies and facilities including supplies and services, communications, computer and
consulting, and building occupancy costs. Recoveries are received from the distribution of supplies and services within
the ministry and to other ministries and outside agencies and facilities.

Preventive Services — This sub-vote provides for the management and operation of preventive programs including public
health nursing, public health inspection, health promotion and education, speech and hearing, nutrition, dental,
epidemiology and medical health officers. The sub-vote also provides clinical services for tuberculosis, sexually
transmitted diseases, laboratory, pharmacy, kidney dialysis and other medical services. in addition, contributions are
provided to municipalities for the delivery of certain preventive programs and to agencies providing health promotion
programs. Recoveries are received from the Medical Services Plan for salaried and sessional medical services.
Community Care Services — This sub-vote provides for forensic psychiatric services, mental health services and services
to the handicapped:

(i} Forensic Psychiatric Services — provides for the management and operation of forensic psychiatric services to the
courts and justice agencies in the province for adults and juveniles on an inpatient, outpatient and consultative
basis. Recoveries are received from the Medical Services Plan for salaried and sessional medical services;
Mental Health — provides for the management and operation of mental health centres, Burnaby Psychiatric
Services and the Residential Care (boarding home, group home) Program. Financial contributions are provided to
the Greater Vancouver Mental Health Services Society and the British Columbia Mental Health Society (Riverview
Hospital). Recoveries are received from the Medical Services Plan for salaried and sessional medical services; and
Services to the Handicapped — provides for the rationalization of services to multi-handicapped persons in British
Columbia through funding of Glendale Lodge and other facilities, community residential placements for children
and adults, respite and other family support services, special care service initiatives throughout the province and
the operation of a toll-free telephone referral service.

b

g

(i

it

This extract from the 1988/89 Estimates is for illustrative purposes only
and does not include the complete vote description.
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Transfers Between Sub-Votes

Each vote represents a unit of
legislative control, and each one provides
a certain basis for accountability because
the Legislative Assembly must approve
its purpose and its spending limit. Before
the 1983 fiscal year, the Estimates
contained over 200 votes. Treasury Board
changed the vote structure in the 1982/83
Estimates, and the number of votes
declined to 87. In comparing the vote
structure and information before and
after the change, we found that the
descriptions were maintained or even
improved, but that the detail of estimated
expenditure information was reduced.

The smaller number of votes has
given the Government and its managers
increased flexibility to alter spending
priorities. They are able to transfer funds
between sub-votes within the same vote,
without the Legislative Assembly’s
approval. These transfers require the
approval of the Secretary to Treasury
Board. They take place throughout the
year, although the majority occur around
year-end when the pressure is greatest to
ensure sub-votes are not overspent. In
the 1988 fiscal year, there were more than
200 such transfers. Usually, the amounts
were relatively small, but occasionally
they were notably large. For example, in
the Ministry of Transportation and
Highways, one transfer between sub-
votes involved $13.3 million.

All the MLAs interviewed agreed
that the Government should have
reasonable latitude to react to changing
circumstances. However, several
expressed some concern about the
Government having the power to make
what could be significant changes to the
expenditure plan approved by the
Legislative Assembly, without further
reference to the Assembly. The Members
acknowledged that the Financial
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Administration Act does not require the
Legislative Assembly to approve transfers
between sub-votes.

The first public disclosure of sub-
vote transfers comes when the
Government’s financial statements are
published. In recent years, this has been
toward the end of the next fiscal year.
The Members said improved information
would remove most of their concern.
They felt there should be a mechanism
for keeping the Assembly informed on a
timely basis of the more significant
transfers. We believe that such a
mechanism should be introduced. For
example, relevant information could be
published in the British Columbia
Gazette or in the Government’s quarterly
financial statements.

Statutory Appropriations

In addition to the annual approval
provided by the Supply Act, some
expenditures have continuing expenditure
authority. These are called statutory
appropriations. Such authority is provided
in the Financial Administration Act and in
several other Acts.

The Government may use
statutory appropriations in three ways: to
supplement expenditure authorized in
votes; to provide authority for
expenditures from special accounts; or to
provide direct authorization for certain
other expenditures out of the

‘Consolidated Revenue Fund.
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Statutory Appropriations to
Supplement Votes

For some expenditures, estimates
are included in votes even though the
expenditure already has continuing
statutory authority. If required spending
exceeds the amount voted by the
Legislative Assembly, then the statutory
appropriation is used. For example, in
the 1988 fiscal year, Vote 41, which
provides funding for the Medical Services
Commission, allowed expenditure of
$540 million. Actual expenditure for the
year was $564 million. The additional $24
million was a statutory appropriation,
authorized by the Medical Services
Commission Act. In the 1988 fiscal year,
the Government spent a total of $36.2
million using statutory appropriations to
supplement voted appropriations.

We agree that including estimated
expenditures in voted appropriations,
and thus making them subject to annual
approval, is preferable to relying on
statutory appropriations. However,
because a statutory authority can
override the spending limits shown,
there is potential for confusion. The first
time an MLA or the public may become
aware of a statutory authority being used
to supplement a vote is when the
Government’s preliminary financial
statements are published. We feel that
the Estimates should clearly identify
those items in the votes that also have
continuing statutory authorization.
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Special Accounts

Some statutory appropriations
have been designated as special
accounts. The Government often uses
these accounts to highlight expenditures
(such as joint federal/provincial
programs) which have specific limits on
amounts or timing, and which may span
several years. The expenditures are
mostly funded through transfers from
votes, through federal funding, or
through revenue raised for the account.

The Estimates include details on
spending from special accounts, but only
for information purposes—the amounts
do not need annual legislative approval.
In the 1988/89 Estimates, approximately
$210 million was estimated to be spent
from special accounts.

We believe that as long as the
Estimates include adequate information
about planned expenditure from special
accounts, and the actual expenditure is
subsequently accounted for on a timely
basis, then there is no reduction in
legislative control.

Other Statutory Appropriations

A number of statutory
appropriations are not included in either
a vote or a special account. Thus, they are
not reflected anywhere in the Estimates.
The first public information about their
use is when the Government’s
preliminary financial statements are
published. As a result, the Legislative
Assembly does not have the opportunity
to scrutinize the proposed expenditures.
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In the three years ended March
31, 1988, the average total annual
expenditure for appropriations falling
into this category was $56 million. Many
of these expenditures occur every year
and could be estimated. For example, in
that same period, an average of $1.5
million per year was spent on flood
relief. We believe the Government
should, where possible, estimate the
expenditures that will be required for
those recurring expenditures now
authorized by statutory appropriations.
The estimates should be included in
regular voted appropriations. For the
others, we believe it would be useful if
the Estimates included a schedule
explaining their existence and showing
details of their use over a period of, say,
three years.

Periodic Reviews of Statutory
Appropriations

A 1979 report of a federal Royal
Commission on Financial Management
and Accountability recommended that
legislation containing ongoing
expenditure authorization require an
automatic funding lapse at the end of the
fifth year following introduction. This
type of provision is known as a “sunset
clause” Some of the recent legislation in
British Columbia has contained clauses
limiting the amount of expenditure or
limiting the period of time during which
expenditure can be made—a trend we
encourage and one that was favored by
most of the MLAs we interviewed.

A 1980 Ministry of Finance
Discussion Paper, which introduced the
then proposed, new Financial
Administration Act, stated that standing
statutory appropriations were considered
to be “blank cheques.” The Discussion
Paper suggested that statutory
appropriations be analyzed to determine
if they were still essential. We believe that
the Legislative Assembly should have the
opportunity to review on a regular basis
(for example, every five years) those
standing statutory appropriations not
subject to specific monetary or time
limits.

Additional Funding

The need for additional funds
usually arises toward the end of the fiscal
year, when it becomes apparent that the
amount in the Estimates is not enough in
certain votes. In this situation, the
Government has a number of
alternatives.
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APPENDICES

Appendix B

Mission Statement

The formal mandate of the
Auditor General has been prescribed by
the Legislative Assembly in the Auditor
General Act. Relevant Sections of the Act
are contained in Appendix I to this
Report.

Based on the requirements of that
Act, and reflecting the concepts and
practices that have evolved over time, a
Mission Statement has been developed to
concisely describe the role of the Auditor
General, and the means employed to
carry out this role.

While this statement is purposely
brief, amplification of its various aspects
will help the reader better understand its
message.

The phrase, ’..serves the citizens of
the Province...”’, denotes the concept of
public service, and recognizes the breadth
of the audience interested in the Auditor
General’s work, including Members of
the Legislative Assembly, the Government
and its administration, the taxpayer, and
others seeking information about the
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financial and administrative affairs of the
Government.

The statement continues, “...by
providing independent...”’. This reflects the
fact that the Auditor General is an officer
of the Legislature. His independence
from the Government of the day and the
Public Service is essential to the effective
and unbiased work of the Office.

The phrase, “..opinions and
evaluations on the financial and
administrative management of the
Government...”, describes the major
responsibility of the Office of the Auditor
General. The Auditor General Act requires
the Auditor General to examine the
accounts and records of the Government,
and to express his opinion on the
Government’s annual financial
statements. In this respect the Auditor
General’s role is like that of accounting
firms who audit the books of private
sector companies. Following the
collection and spending of public funds,
the Auditor General examines the
Government’s financial transactions and
reports his findings to the Legislative
Assembly. Like private sector auditors,
he expresses his opinion on the financial
information presented to him by the
Government—the traditional “attest”
audit function.

The Act also calls on the Auditor
General to comment in an annual report
to the Legislative Assembly on any
matter arising from his work that he
considers to be of interest to the
Assembly. This may deal with such
matters as the improper use of public
funds, failure to comply with legislative
and related authorities, expenditures not
authorized by the Legislature, and other
irregularities. It may also deal with his
evaluations as to whether tax dollars have
been economically and efficiently spent
for the purposes intended.
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Contingencies Vote

The Government may be able to
draw on the contingencies vote. This vote
is a part of the annual appropriation. It
provides for additional expenditure
where the expenditure depends on
contingent events or was not anticipated.
In the 1989 fiscal year, the vote was for
$50 million. The Members we
interviewed supported the need for a
contingencies vote. However, when the
Legislative Assembly approves this vote,
it is approving the concept and total
expenditure limit only. Information about
how the Government used the vote may
not become public until the
Government’s financial statements are
issued. We believe that MLAs and the
public should be informed on a timely
basis of any significant expenditures
charged to the contingencies vote. The
British Columbia Gazette and the
Government’s quarterly financial
statements are potential vehicles for such
disclosure.

Supplementary Supply and
Special Warrants

There are instances when the
Government decides additional
expenditure authorization is necessary,
but the contingencies vote has been
spent. At other times, the Government
may wish to introduce a new program
not covered by existing appropriations. In
both such cases, the Government then
has to choose between using a special
warrant and requesting supplementary

supply.
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The Financial Administration Act
allows special warrants to be used if,
when the Legislative Assembly is not
sitting, a matter arises for which
expenditures were not foreseen or
sufficiently provided for in the Estimates,
but are urgently and immediately
required for the public good. In this
situation, the Lieutenant Governor, on
the advice of the Cabinet, can authorize
payment without the specific prior
approval of the Legislative Assembly, by
issuing a special warrant.

The MLAs interviewed agreed
with the need for an instrument such as a
special warrant. However, several
Members expressed concern that, for
some special warrants, the reason the
expenditures are “urgently and
immediately required” for the public
good is not apparent.

Several MLAs indicated they need
more information at the time a special
warrant is issued. The legal document
(the Order-in-Council) authorizing each
special warrant shows the total
expenditure and states that the
expenditure is urgently and immediately
required for the public good. We believe
any government has the authority to
determine how it interprets “urgently
and immediately required.” However, we
also think each warrant should explain
why the additional expenditure was
urgently needed and not just reiterate the
standard phrase. Also, we believe that
where the special warrant is
supplementing an existing vote,
sufficient information should be
provided to enable the special warrant
approval to be related back to the original
Estimate.
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Orders-in-Council authorizing
special warrants do provide timely public
notice of the expenditures. This can
result in the expenditures receiving a lot
of attention through public debate in the
media—perhaps more attention than if
these same amounts had been included
in the votes. Furthermore, they provide
the opportunity for Members to raise the
topic during Question Period when the
House resumes sitting. For example,
Special Warrant 2 in the 1988 fiscal year
provided $8 million for the operation,
administration, and expenses of the
portfolios of eight Ministers of State. It
received much media attention and
generated a number of questions in the
House.

In supplementary supply,
additional Estimates are presented to the
Legislative Assembly for approval. It
therefore requires the expenditure to be
deferred until the House is recalled.
Supplementary supply has not been
used in British Columbia. However, a
New Programs vote was introduced in
the 1988/89 Estimates. This vote requested
funding for new initiatives for a variety of
economic, health, and social purposes,
but provided no detailed expenditure
breakdown. Although the vote alerted
the Legislative Assembly that these new
programs were being developed, the fact
that funds were requested before the
spending plans had been finalized
concerned some MLAs. We believe that a
better alternative in this situation would
be to wait until the details are final and
then request supplementary supply.
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In 1981, a provincial Task Force on
the proposed Financial Administration Act
recommended “the government initiate
the practice of using supplementary
estimates for introduction of new
programs, provision for unforeseen items
and supplementation of existing
appropriations.” We agree with this
recommendation because supplementary
supply is consistent with the principle
that parliamentary debate should occur
before an expenditure is made. The Task
Force concluded, “This would eliminate
the present routine use of special
warrants for expenditures which cannot
be truly described as ‘urgently and
immediately required for the public
good,” and would thus reserve this
instrument for unforeseen emergencies.”

Spending Information

We found that the Estimates give
the total estimated expenditure for each
vote, and describe the activities to be
performed and the services to be
provided. However, in many cases, they
do not adequately explain why the
expenditure is to be made. The Estimates
have not been designed to show what the
Government intends to achieve with its
various programs. As the Report of the
Commissioner Inquiry into the Coquihalla
and Related Highway Projects stated,
“Estimates of annual expenditure are not
related in any objective manner to expected
accomplishment.” If the Legislative
Assembly is to exact accountability from
the Government, it must first establish a
base for so doing. This requires a more
detailed description of what the programs
are, what their objectives are, how the
objectives are to be achieved, what the
expenditures are estimated to be, and
how program results are to be measured.
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The Members all said the
Estimates contain much useful
information, although most also said
there was not enough detail to meet their
needs in certain areas. A few thought
that the Estimates should only include
general information, with additional
information being accessible on request.
Of the Members who wanted more,
many were concerned that to add much
information to the Estimates or the
Supplement would make them difficult
to use. Therefore, a balance must be
struck between keeping the Estimates
relatively concise and uncluttered, and
adding more useful information.

We believe it would be counter-
productive to expand the content of the
Estimates. The document would become
too large and difficult to use. Instead, we
believe the Government should move
toward producing a separate supplement
for each ministry. The supplements could
contain much of the additional
information we believe to be necessary.

The MLAs we interviewed have
different approaches to reviewing the
Estimates. This results in differences in
the type and level of information they
require. They need information for broad
understanding of the Government’s
expenditure plan and they need some
perspective on how each vote fits into the
plan. For expenditures funded by votes,
they need to know the monetary limits
and purposes for each vote and they
need to have detailed information at the
program level. As well, they want to
know what significant changes have
occurred from the previous year, and
why the changes occurred.
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Information for Broad
Understanding

We found that the Estimates, the
budget document, and other related
documents contain overview information
that is useful in providing a general
understanding of the Government’s
annual expenditure plan. Still, we
believe that the MLAs and the public
would benefit by having additional
information as described below.

The Government’s Fiscal Plan

The Government discloses its
fiscal plan for the Estimates year only. We
believe that if it disclosed its medium-
term fiscal strategy for a period of, say,
three to five years, debate over the
Estimates would reflect a greater
understanding of government plans than
occurs in response to a one-year
statement. Such disclosure should show
the Government’s fiscal objectives, and
the benchmarks it intends to use to
measure performance along the way. A
number of other provinces are either
presenting such information or have said
they will soon do so.

Tax Expenditures

Tax expenditures, including tax
exemptions, deductions from taxes
payable, and preferential tax rates, are an
indirect method of furthering economic
or social objectives of government. They
differ from normal government
expenditures in that they are deducted by
the beneficiaries from taxes or royalties
that would otherwise be payable to the
Province, rather than being paid direct to
the beneficiaries.
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The opportunity to debate the
desirability or achievements of tax
expenditures is reduced because they are
not subject to annual legislative scrutiny,
except where legislation is introduced or
legislative amendments are made. The
“Background Papers to the 1981 Budget”
stated, “In recent years tax expenditures
have come to represent a substantial
commitment of government financial
resources and should therefore be
reviewed with expenditure estimates in
assessing the direction and magnitude of
the province’s fiscal policy.” A supporting
table showed that estimated tax
expenditures for that year totalled $2.9
billion, compared to a budgetary revenue
of $6.6 billion. Similar information was
published in 1982, but since then budget
documents have not included disclosure
of tax expenditures.

Some of the MLAs we
interviewed felt that tax expenditures
should be shown in the Estimates.
Several, however, raised doubts about
how accurate such information would be.
We recognize that a major deterrent to
showing tax expenditures is the difficulty
of estimating their true cost.
Nevertheless, we believe information on
the extent of tax expenditures would help
readers in reviewing the Government’s
overall expenditure plan.

A schedule of beneficiaries and
the benefits provided to them, similar to
the schedule provided in 1981 and 1982,
should be provided on a regular basis.
Also, the effect that the tax expenditures
are having on the target groups should
be described, as support for their
continuing need.
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Government Initiatives and Cross-
Ministry Programs

From time to time, the
Government embarks on a major, high-
profile initiative. Examples include Expo
86, the North-East Coal project,
privatization, and regionalization.
Similar to these initiatives are programs
that are delivered by several different
ministries. An example is the Economic
and Regional Development Agreement
(ERDA), a 10-year agreement between
British Columbia and Canada, which
“provides a framework for closer
economic cooperation and coordination
with the federal government by means of
specific sub-agreements.” For the 1989
fiscal year, the Estimates show there were
eight subsidiary agreements to be
delivered through five ministries, with
funding provided both through votes
and special accounts.

Most of the MLAs we interviewed
said they needed overview information
for these types of expenditures. They
found it difficult to assess the
Government’s performance on such
major issues unless the related costs were
clearly identified and accumulated. We
noted that the 1985/86 and 1986/87
Estimates included information schedules
for the Government’s economic renewal
program which, incidentally, included
ERDA expenditures. We believe it would
be useful to Members if government
initiatives and cross-ministry programs
were summarized at the front of the
Estimates.
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Consolidated Revenue Fund
Deficit

The Consolidated Revenue Fund
consists of the General Fund and the
Special Funds (currently the Budget
Stabilization Fund and the Privatization
Benefits Fund). In a presentation change
in the 1988/89 Estimates, the General
Fund was used as the main reporting
vehicle, rather than the Consolidated
Revenue Fund. As a result, the estimated
deficit for the Consolidated Revenue
Fund for the 1989 fiscal year was not
shown. We believe that emphasizing the
General Fund deficit is potentially
misleading to readers because it can be
arbitrarily and significantly adjusted by
transfers to or from the Special Funds. In
future, we believe the estimated deficit of
the Consolidated Revenue Fund should
be clearly identified in the Estimates.

Expenditure by Function

The Estimates currently do not
provide enough information about
expenditure by function, such as
housing, protection of persons and
property, and aid to local government. In
the Government'’s financial statements,
the main income statement classifies
expenditure by function. The Estimates,
however, refer to expenditure function
only in Schedule E. In neither document
is there any information that establishes
which votes fall into which function. We
consider that the function information
should be moved to the front of the
Estimates. It should have the same level
of detail as the financial statements. The
Estimates should also provide
information that permits the reader to
relate the voted appropriations to their
functional category.
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Expenditures Funded by Votes
Vote and Sub-Vote Components
Votes

The Financial Administration Act
defines a vote as “an appropriation under
a Supply Act identified in the main or
supplementary estimates as a vote.” It
does not, however, offer any guidance as
to what characteristics or circumstances
warrant segregation of an expenditure as
a separate vote. The guidelines contained
in Treasury Board’s Financial
Administration Operating Policy Manual
define a vote as a “major program or
combination of interrelated programs.”
We agree that grouping interrelated
objectives is useful in structuring a vote,
and in our opinion the programs
grouped within each vote are reasonably
interrelated.

We did note some inconsistencies
in the 1988/89 Estimates as to what is a
separate vote and what is a sub-vote. The
votes seem to portray a collection of
individual ministry priorities rather than
overall government priorities. For
example, the Ministry of Agriculture and
Fisheries shows the cost of operating the
Milk Board ($0.3 million) as a separate
vote; the Ministry of Labour and
Consumer Services shows the cost of
operating the Industrial Relations
Council ($7.7 million) as a sub-vote; and
the Ministry of Attorney General groups
more than a dozen boards, commissions,
and other services into one sub-vote
($51.5 million). We believe there should
be a review of the vote structure in each
ministry to ensure consistency
throughout the Estimates.
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Sub-Votes

In our view, reasonable criteria for
sub-vote structure are that programs in
the same sub-vote should:

* provide complementary or alternative
means of achieving the same general
objective;

® be authorized by the same or closely
related legislation; and

* affect common client groups or
segments of the public.

We found that, overall, the current
sub-vote structure provides logical
groupings of similar programs. For
example, the Ministry of Health, Sub-
Vote 46(e), Continuing Care Services,
groups ministry-operated residential care
services, funding of non-profit facilities,
and homemaker agencies providing long-
term care and home care services.

Vote Descriptions

The Financial Administration Act
requires the purpose of the expenditure
in each vote to be described. The vote
descriptions in the Estimates generally
consist of a listing of the activities to be
undertaken or the services to be
provided. This is good information
because it tells the reader what is to be
done. However, in many cases, there is
no explicit description of why the
activities are to be undertaken or why
services are to be provided (the
objective). For example, the Ministry of
Social Services and Housing, Sub-Vote
62(b), Direct Community Services, states,
“This sub-vote provides for the salaries
and expenses of ministry staff in
regional, area and district offices and
community-based programs and for
rental and maintenance of buildings and
offices occupied by ministry field
services.”

Where vote and sub-vote
descriptions do include a statement of
objectives, the statements are fairly
general. For example, the then Ministry
of Environment and Parks, Sub-Vote
35(g), Wildlife Management, states, “This
sub-vote provides for the maintenance
and enhancement of wildlife populations
and their habitats in order to satisfy
society’s present and future requirements
for economic, social, recreational and
scientific benefits.” The general nature of
the statements of objectives reflects the
fact that votes and sub-votes usually
represent groupings of a number of
individual programs. Nevertheless, we
believe that, where it is not already being
done, many vote and sub-vote
descriptions could be more useful if they
included explanations of why
expenditures are being made.

In addition to general objectives at
the vote and sub-vote levels, we believe
more information is needed at the
program level about why money is to be
spent and what will be achieved. This
would help MLAs and the public to
understand government expenditures,
and would form a basis for subsequent
accountability. When the Government
describes its programs to the public in
publications such as the Financial and
Economic Review and the ministry annual
reports, it usually does so at a detailed
level. For example, the 1986/87 Annual
Report of the Ministry of Social Services
and Housing shows that Rehabilitation
and Support Services (a separate sub-
vote in the Estimates) consists of
programs such as Child Day Care
Subsidy, Special Needs Day Care,
Achievement Centres, and Special
Services for the Handicapped. At this
program level, objectives can be stated
more specifically and should be capable
of being quantified in terms of expected
results.
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Estimated Expenditure Details
Program Information

The Estimates show the estimated
expenditure analyzed by group account
for each vote and sub-vote. Group
accounts represent broad functional
categories of expenditure (salaries and
benefits, operating costs, asset
acquisitions, grants and contributions,
other expenditures, and recoveries). We
believe the estimated expenditure should
also be given for each program within the
votes and sub-votes. This would help
MLAs and the public to understand
government programs better.

For 11 of the 74 votes for the 1989
fiscal year, the Estimates or the
Supplement shows the estimated
expenditure or descriptive information,
or both, at the sub-sub-vote level. For
example, the then Ministry of Provincial
Secretary and Government Services, Vote
57, has each sub-vote expenditure broken
down into sub-sub-votes in both the
Estimates and the Supplement. Because
the vote description is presented at the
same level of detail, it is easy to relate one
to the other.

However, there is no sense of
perspective as to how much is being
spent on each part of the sub-vote or sub-
sub vote, because no information for
individual programs is shown. For
example, in the Ministry of Education,
Sub-Vote 24(d), the description reads:
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Education Programs—This sub-vote
provides for assessing and developing
the content of educational programs,
managing public instruction through
curriculum development, learning
assessment and provincial final
examinations. This sub-vote also
provides for evaluation, assessment
and assistance in organizing special
education programs and the provision
of direct services including Jericho Hill
School and the Resource Centre for the
Visually Impaired. In addition, this
sub-vote provides for policy liaison
between the ministry and school
districts, accreditation of senior
secondary schools and the Passport to
Education program. Finally, the sub-
vote provides for textbooks and media
materials to the public and
independent school systems.
Recoveries are received from the sale of
supplementary textbooks and media
materials, fees for school final
transcripts and general education
development tests, from provincial
examination re-read fees and other
miscellaneous sources.

The Estimates show expenditure
of $49.5 million for this sub-vote.
However, there is no indication of how
much is being spent on each of the
programs. We think that the estimated
expenditure should be provided for each
separate program making up the
sub-vote.
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Grants and Contributions

The group account expenditure
analysis in the Supplement to the
Estimates shows more detailed categories
referred to as standard objects of
expenditure (STOBs). Most of the MLAs
we spoke to said the detailed expenditure
analysis was very useful to them.

The expenditure classification,
however, places over half of government
expenditures in one category—grants and
contributions. For the 1989 fiscal year,
this classification included $8.4 billion, or
69.2% of total estimated government
expenditure. This problem is partially
alleviated by the detailed information
included in the Supplement.
Nevertheless, there are still significant
amounts for which a breakdown is not
given. We believe that further disclosure
of grants and contributions—perhaps by
recipient category—should be provided.

Capital Expenditures

Certain capital projects, primarily
highways capital construction, take more
than one year to complete. The Estimates
only provide information about planned
expenditure for the current year, along
with the estimate from the preceding
year. In addition, most capital projects
are presented on a block funding basis,
which means there is no information
about specific projects. For example, in
the 1988/89 Estimates, Vote 69 for the
Ministry of Transportation and Highways
included $123 million for “highway
capital construction.” No project
breakdown was presented.
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Most of the MLAs we spoke with
said that they need information which
addresses a longer time frame than that
currently presented. Also, they need it at
a more detailed level. We believe
additional information is essential to help
the Legislative Assembly understand the
extent of anticipated future expenditures
at the time it approves each annual
spending request. Major highway
construction projects having a total
anticipated cost of more than, say, $50
million, such as the Richmond East-West
Highway or the Squamish Highway,
should be segregated in separate sub-
votes. For the general sub-vote dealing
with the rest of the construction projects,
we believe supplementary information
should be provided for projects having
an anticipated cost between, say, $10
million and $50 million. Smaller projects
could be grouped and classified by
region, or by type of project. The
descriptions should be reasonably
precise, so that terminology such as
“other related projects,” if used, would be
clearly defined. A comparison of actual
and budgeted expenditure over the life of
each major project should also be
provided.

Comparative Information

An important issue to most of the
MLAs to whom we spoke is
comparability of information. They want
to be able to compare budgets from one
year to another, and to have significant
changes clearly identified and explained.
We concluded that the information now
presented in the Estimates needs to be
improved to meet those needs.
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Presentation of Prior Years’ Amounts

The Estimates show only the
current year’s and the previous year’s
estimates, adjusted for government
reorganizations. Many other provinces
give three years of information (estimate
for the current year, comparable estimate
for the previous year, and comparable
actual for the year before that) to the sub-
vote level. The additional year provides a
better indication of the spending trend.
We believe that the Estimates should
show three years’ figures. We also believe
it would be useful if the Estimates
provided the percentage change from the
previous year, as is done in some other
provinces.

Explanation of Changes

The Estimates do not explain the
reasons for the changes from the
previous year. Major expenditure
changes for several programs are
identified in the budget speech and
appendices. However, these documents
identify primarily the amounts of the
changes rather than the reasons for
them. We believe that the reasons for
significant changes to expenditure levels
should be included in the Estimates.
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Government Reorganization

Government reorganizations
have, in recent years, had a significant
effect on the comparability of Estimates
from one year to the next. Schedule A of
the Estimates provides a good overview
of how changes in government
organization have affected each
ministry’s total expenditure. However, at
the vote level, we found it was
sometimes difficult to understand why
comparative figures were different from
the original Estimates. Since the
Legislative Assembly has previously
approved amounts at the vote level, we
think that changes to the comparative
amounts should be explained at the same
level. A table showing the effect on each
vote of government reorganizations
would improve the understandability of
the Estimates.

Ministry Restructuring

No information is provided about
reallocations or restructuring of votes
within ministries. For example, we
compared descriptions for the
Administration and Support Services
sub-vote in the Ministry of Health for the
1988 and 1989 fiscal years. We noted that
the only changes were the addition of
Vital Statistics and the deletion of
Pharmacare administration. Based on
expenditure information in the Estimates,
these changes should have resulted in a
change to the comparative figure of less
than $1 million. However, the actual
change in the comparative Estimates was
about $11 million. There appears to have
been a significant reallocation in the
Ministry without any reference to it in
the Estimates. The table referred to in the
preceding paragraph could also show the
effects on the votes of ministry
restructuring.
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Manpower Information

The Estimates contain a schedule
that shows the estimated use of full time
equivalents (FTEs) by each ministry. (An
FTE refers to the employment of one
person full time for one year, or the
equivalent thereof.) Many of the Members
we spoke to were very interested in
having manpower information at a lower
level of detail. We believe that disclosure
of FTEs by sub-vote or program would be
a useful addition to the Estimates.

Recoveries

The Government treats most
monies received as revenue. However,
certain arhounts it treats as recoveries
and offsets them against expenditure.
These recoveries may be internal (from
other ministries) or external. We have
commented in our previous years’
Annual Reports about some of the
problems inherent in these different
methods of revenue accounting:
inconsistent treatment of similar types of
revenue, and spending of estimated
recoveries not actually recovered.

The recoveries process is set out in
the Financial Administration Act and is
clearly explained in the introduction to
the Estimates. Also, in the 1988/89
Estimates the Government made a
significant accounting change. Business
property tax revenue, intended for school
purposes, was treated as revenue rather
than being offset against expenditure.
This change has addressed, in part, our
previously stated concerns.

We continue to believe in the
principle of gross accounting (showing
total revenues and total expenditures).
However, we recognize that in some
situations, for example, where the
Government is acting as agent for Crown
corporations, offsetting revenue against
related expenditure may be appropriate.
We encourage the Government to review
remaining recoveries to see whether they
could be treated more appropriately as
revenues. One objective of such a review
would be to ensure that items of a like
nature are accounted for on a consistent
basis. This review would be aided if the
Government established, through a
clearly defined accounting policy, which
type of items should be treated as
recoveries.

Expenditures Funded Through
Special Accounts

The presentation in the Estimates
of special accounts differs from that for
voted appropriations. The opening and
closing balances of the accounts are
shown, along with a summary of
operating transactions (revenues and
expenditures, which affect the
Consolidated Revenue Fund annual
deficit) and a summary of financing
transactions (loan payments and receipts,
which do not affect the Consolidated
Revenue Fund annual deficit). There is
also a description of each special
account, which usually shows the
general purpose of the account and a
reference to the enabling legislation. In
the 1988/89 Estimates, there were 30 active
special accounts and the estimated total
closing balance for all of them at March
31, 1989, was $503 million.
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The preceding sections dealing
with vote descriptions, program
information, and comparative
information are also relevant to special
account expenditure. In addition, we
believe that reference to monetary limits
or time limits would provide a good
perspective of the current year’s special
account activity. For example, the
Tourism Incentives Program, an account
administered by the then Ministry of
Economic Development, was established
by the Industrial Development Incentive Act.
Although the Act limits loans under this
program to $25 million and states that no
loans are to be made after March 31,
1991, the Estimates show neither the
monetary nor time limits.

The estimated expenditure from
special accounts is not analyzed by group
account or STOB. As aresult, ona
government-wide basis the expenditure
analysis is incomplete. We believe that
group account and STOB analyses of
special account expenditure should be
presented in the Estimates, in the same
way they are presented for voted
expenditure.

What Is Needed to
Improve Accountability?

We have already suggested several
improvements to the Estimates, including
the provision of program objectives and
estimated program expenditures. If
implemented, these would go a long way
toward establishing a good basis for
accountability. However, even if this
information is given, we believe
additional information will still be
required.
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In particular, we believe that
information on expected results is an
important element of accountability.
Thus, it should be provided to the MLAs
at the beginning, as well as at the end, of
the accountability cycle. At present, the
Estimates provide no such information.
By projecting the results it hopes to
achieve, the Government could better
justify its resource requirements.
Moreover, the added information would
increase the usefulness of ministry
annual reports by allowing expected
results to be compared with actual
results.

Expected Results Information

Expected results information
would describe what the Government
intends to achieve; what level or quality
of service it intends to provide; or how
efficient, effective, and economical its
programs should be. The information
may be detailed or general, quantitative
or qualitative, statistical or narrative.
Examples of expected results indicators
are shown in Figure 3.3. The information
should provide MLAs and the public
with an understanding of the intended
results for government programs. It
should also provide a base against which
the Legislative Assembly can assess
whether the Government achieved what
it set out to do.
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Expected Results Information

Expected results information may be provided in different ways. For example, at the federal
level, three main types are used: operational outputs, program outputs, and program outcomes.

Operational outputs describe the goods produced or services performed by a program. They
focus on what is done within a ministry to deliver the program, and may be useful in measuring
efficiency.

Program outputs are those immediate benefits and outputs produced by the program for its direct

clients or target audience. They are better indicators of program effectiveness than are
operational outputs.

Program outcomes are the consequernces, both intended and unintended, on society of the
production of program outputs. They are the most useful type of results for assessing the
effectiveness of a program. However, because of the influence of other programs and external
factors, program outcomes are often difficult to measure.

Examples of Expected Results Information

Silviculture Program
for Backlog NSR Land* Employment Training Program

Operational Outputs No. of trees to be planted No. of clients referred for
Hectares of backlog NSR training
lands to be planted No. of contracts negotiated

No. of courses provided
No. of counselling sessions

provided
Program Outputs  Expected success rate Months of work experience
(of areas treated, provided
% successfully restocked) No. of jobs obtained by clients
% reduction in backlog NSR  S5kills achieved by clients
lands No. of clients receiving

classroom training

Program Qutcomes Degree of productivity increase Impact on level of GAIN

in forest lands payments

Degree of change in public Impact on long-term
attitude toward forest employability of clients
resource management Contributions to society by

employed clients

* Backlog NSR (not sufficiently restocked) land is forest land which is insufficiently restocked
with seedlings several years after being denuded by harvesting, fires, or pests.

(This presentation shows only one of several potential bases for describing expected results.)

FIGURE 3.3.
R

Expected
results
information.
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The need for this type of
information has influenced some other
jurisdictions to produce department or
ministry supplements to the main
Estimates. In 1979, the Royal Commission
on Financial Management and
Accountability of the Federal Government
noted, “effective accountability demands
that evaluation of all aspects of programs
begin by Parliament requiring clear
identification of tasks and goals.” Since
1981, the Federal Government has
required each department to prepare a
separate volume that documents its
spending plan and provides some
expected results information.

Elected officials have recognized
the need for this information. The
transcripts of the Canadian Council of
Public Accounts Committees’
conferences of the past few years show
that concern over the lack of results
information is a recurring theme. In
Britain, a 1986/87 report of the
Committee of Public Accounts stated, “It
is important for Parliament to know the
overall aims and specific objectives of
expenditure not only at the time it
scrutinizes expenditure but also later as a
benchmark for assessing performance
when departments account for their
spending.’

In Canada, several provincial
auditors have reviewed the Estimates in
their jurisdictions. In his 1987 report, the
Auditor General of Prince Edward Island
noted that program information “assists
legislators in assessing the program’s
achievement of objectives compared to
expected results.” He called for more
program information to be provided with
the Estimates. In a similar vein, the
Auditor General of Nova Scotia
suggested that a greater use of results
indicators would assist in the
effectiveness of the Estimates process.
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In British Columbia, the Ministry
of Forests Act requires the Ministry to
submit annually to the Legislative
Assembly a five-year forest and range
resource plan. The plan includes a
description of the nature and goals of the
Ministry’s main programs. Much of the
information is specific and provides the
sort of information we believe is essential
for good accountability. For example,
“The goals of the Harvesting Program are
to maintain an average provincial timber

1

harvest of 75 million m® per year. . . .

The instructions for the 1989/90
Estimates required ministries to give
Treasury Board a summary of the major
outputs for each program. We support
this move toward obtaining valuable
information about ministry programs.
However, experience in other
jurisdictions suggests that it takes time to
develop a broad range of useful, reliable
information about expected results. Also,
a recurrent finding of our value-for-
money audits in recent years has been
the need for ministries to develop such
information to enable them to judge the
effectiveness of their programs. Thus, it
will not be immediately possible to
provide complete and appropriate
expected results for all programs because
some of the required information will not
be available in all the ministries.
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Presenting Additional
Information

We noted earlier that the
Government should move toward
producing a separate supplement for
each ministry. Each supplement could
contain an overview of the ministry’s
activities; a clear identification of its
legislated responsibilities; and, for each
vote, an analysis by program of
objectives, activities, estimated
expenditures, and expected results. It
could also include explanations of the
significant changes from the previous
year and detailed manpower (FTE)
information. This information would
provide a good basis for subsequent
ministerial accountability. Each
supplement should be available to MLAs
before their debate of that ministry’s
Estimates.

Both the Financial and Economic
Review and the ministry annual reports
already contain some useful information
about government programs. However,
the timing of their publication is such
that recent information is not available
when the Legislative Assembly is
debating the Estimates. Furthermore, the
Financial and Economic Review does not
include detailed program expenditure
information. The 1982 publication,
“Organization of the B.C. Public Service”
also contained some information about
government programs. We feel that the
information in these publications could,
if updated, provide a good base for the
separate ministry supplements.

There would be a cost to produce
the additional information. However,
most of the cost would be for developing
expected results information, which, as
we have explained, is necessary for the
good management of government
activities.
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Nevertheless, the production of
separate ministry supplements would
require additional work both for
ministries and Treasury Board Staff
(which would need to coordinate the
production of the supplements). The
Province of Manitoba introduced
ministry supplements over a six-year
period from 1983 to 1988. Initially, two
supplements were produced on a trial
basis. These were well received by
Members of the Manitoba Legislative
Assembly, so other ministries began
producing them. A gradual introduction
of ministry supplements, which would
also allow time for ministries to develop
appropriate expected results information,
might be a good way for British Columbia
to proceed.

The Incentive for Change

The Estimates serve a wide
audience and are an important element
in the accountability cycle. They are an
information and control tool for
government managers. To a broader
audience—the public—they are an
indicator of the decisions the
Government has made, and the priorities
it has set. They help show the direction
in which the Government is leading the
Province, socially and economically.
Most importantly, however, the Estimates
assist the Legislative Assembly in
fulfilling a key role assigned to it in a
parliamentary democracy: controlling the
public purse.
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Because of their use by a broad
group of readers, the Estimates should
provide information that will meet the
different needs. Every government wants
its policies and programs to be
understood. We believe that the
additional information outlined in this
report would help Members and the
public gain a better appreciation of the
benefits of government policies and
programs. In many cases, criticism of
government may arise out of a lack of
understanding, which may be caused by
lack of information.

The overriding issue, however, is
the ability of Members to vote funds for
government programs with a full
understanding of why the Government
needs the funds and what it intends to
achieve with them. We believe our
proposals, if implemented, will improve
the understandability of government
spending plans, and also help provide a
good basis for accountability. Such steps,
we believe, would improve the
effectiveness of the control that the
Legislative Assembly exercises over the
public purse.
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Review of Recent Initiatives: Ministry of
Transportation and Highways

Purpose of the Review

In July 1987, a Commissioner
Inquiry, led by Mr. Douglas L. MacKay,
P.Eng., began its investigation into the
estimated and actual costs of highways
constructed in British Columbia in recent
years, with particular reference to the
Coquihalla Highway. In his report,
presented in December 1987, Mr. MacKay
criticized the way the Ministry of
Transportation and Highways planned,
controlled, and reported major highway
construction projects. He also questioned
the appropriateness of the Ministry’s
organizational structure.

Last year, we reported having
discussed with senior officials at the
Ministry their plans for remedying the
problems identified in the
Commissioner’s report. At that time, we
were satisfied that management
appreciated the need for improvements,
and that the general thrust of their
proposed changes was appropriate. We
undertook to monitor the progress of the
Ministry as it made changes in its
administration, and to conduct an audit
of its revised management practices at
the earliest appropriate time.

Many of the Ministry’s
improvements were still in progress in
1988, and so we did not conduct a full
audit. We did, however, continue to
monitor the Ministry’s efforts, and the
results of our review are reported here.
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Scope of the Review

We focused our review on the
seven major areas of deficiency identified
in the Commissioner’s report:
organization, planning, the approval
process, cost estimating, project
management, cost control and reporting,
and public accountability. We were
concerned mainly with determining
what steps the Ministry had taken to
correct the deficiencies, but we did not
attempt to assess the appropriateness or
completeness of those steps taken to
date. Such an evaluation will be the
subject of a separate value-for-money
audit of the Ministry in 1989. In addition
to our general review, we also examined
the procedures for accumulating and
reporting costs on the Okanagan
Connector project (formerly referred to as
Coquihalla Highway—Phase 3) to
determine whether the procedures were
adequate to provide reliable project cost
information.
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Overall Conclusion

We found that the Ministry has
taken action on all the major
recommendations made in the
Commissioner’s report. This includes:

¢ completing a major reorganization;

¢ improving its long- and short-term
planning, and its cost estimating
procedures;

* expanding the scope and detail of
information contained in submissions
to Treasury Board and the Executive
Council (the Cabinet);

¢ redesigning its standard contract forms

and issuing a manual covering
financial contract administration;

® instituting a new management
structure for directing major highway
construction projects; and

¢ improving its public accountability.

As well, it has implemented status
and cost reporting procedures for its
major projects. We reviewed these
procedures as they relate to the
Okanagan Connector project, and
concluded that they could be relied upon
to provide proper accounting for costs on
the project.

Follow-up on the
Commissioner’s Report

The Ministry of Transportation
and Highways began to take corrective
action on the seven indicated deficiencies
shortly after the Commissioner’s report
was issued. By area of deficiency, our
findings were as follows.
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Focusing on the Organization

The Commissioner questioned
the effectiveness of the Ministry’s
organization, particularly in handling
major capital projects. In response to the
Commissioner’s recommendations, the
Ministry engaged a management
consulting firm to review the Ministry’s
organizational structure.

In October 1988 the Ministry
carried out a wide-ranging
reorganization. This resulted in a
significant transfer of responsibilities and
resources to the six highways regions. As
well, important changes were made
regarding how major highway
construction projects are handled. Each
one is now assigned to a project director
or manager who has full responsibility
for all aspects of its management. The
project directors for major projects report
directly to the Assistant Deputy Minister,
Planning and Major Projects.

Developing a Framework for
Planning

A key recommendation of the
Commissioner Inquiry was that the
Ministry develop appropriate long- and
short-term plans for capital projects. The
Ministry has taken various steps to
improve its planning process.
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In October 1988 it released an
18-volume study done by a consulting
engineering firm in cooperation with
Ministry staff. The study, “A Transportation
Planning Overview for the Province of
British Columbia” outlines a detailed
framework for long- and short-term
planning of major transportation-related
developments within the province. Needs
for new highway developments would be
defined by the regions as well as by
ministry functional departments, and a
Strategic Transportation Planning
Committee chaired by the Minister
would establish the priorities of
individual projects. The first planning
cycle under the new framework has
begun, with input from the regions
expected by August of 1989.

Also in line with the
Commissioner’s recommendations, the
Ministry is now classifying all projects,
with a total estimated cost of $50 million
or more, as “major.” Other projects that
have unique characteristics or are
particularly complex can also be
classified this way. Major projects are
assigned to a designated project director
as soon as they are announced, and are
planned and reported upon as separate
entities.

Improving the Approval Process

Another concern expressed in the
MacKay report involved the lack of
information provided to Treasury Board,
the Cabinet, and the Legislative
Assembly about the scope, benefits, and
total expected cost of proposed major
highway development projects.
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The Ministry has since expanded
the scope and detail of information
contained in submissions to Treasury
Board and the Cabinet, and addressed
the crucial issue of reporting on
estimated and actual total project costs. A
ministry submission to Treasury Board
and the Cabinet in November 1987
concerning the Okanagan Connector
outlined the scope of the project, stated
some of the expected benefits, and
provided an expected completion date as
well as projected cash flow requirements
on a budget year and total project basis.

The MacKay Commission also
recommended that projects announced
in the conceptual stage only be funded to
cover the initial planning stage. This was
deemed important to ensure that major
funding would not be committed until a
reasonable estimate of total project cost
was available. We recognize that this
issue is difficult to resolve because the
Ministry receives its funding by fiscal
year rather than by individual project.
Thus, its first budget request for a specific
major project may include funds to be
used for stages beyond the initial
planning phase. Although each budget
request must be accompanied by an issue
paper giving an estimate of total project
cost, such estimates are subject to a great
deal of uncertainty in the early stages of
the project life. The Ministry and
Treasury Board still need to deal with the
issue of the funding of projects that are in
the conceptual stage.
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Providing Better Cost Estimates

The Commissioner’s report was
critical of the Ministry’s project cost
estimating procedures. The Ministry has
taken steps to improve and document
those procedures.

Although it uses up-to-date
procedures and manuals for designing
the highways it builds, the Ministry does
not have standard procedures for
estimating the cost of them. A ministry
task force was set up in January 1988 to
review current cost estimating
procedures and to recommend
improvements in line with the
suggestions made in the MacKay report.
The task force issued a report in March
1988, recommending the development of
a detailed manual for estimating costs of
highway construction both at the macro
and detailed level. It also recommended
that a computerized database, containing
the details and final costs of completed
construction contracts, be established to
assist planners and designers in developing
more accurate estimates. The ministry
executive approved the recommendations
of the task force, and both the manual
and the database are scheduled to be
available by April 1, 1989.

The accuracy of the various types
of estimates made by the Ministry was
never specified before the Commissioner
Inquiry was conducted. The recently
released study, “A Transportation Planning
Overview for the Province of British
Columbia”, deals with this problem. It
proposes that the Ministry use six
standard types of estimates having
specified degrees of accuracy. We noted
that recent plans, reports, and submissions
made by the Ministry concerning the
Okanagan Connector all specify the
reliability of the estimate. As well, steps
have been taken to update detailed
design estimates on a monthly basis.
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Managing Major Projects

Another shortcoming reported on
by the Commissioner was the lack of
specifically assigned overall
responsibility for major projects. The
Ministry has now appointed project
directors for all its major construction
projects. Indeed, even smaller projects
handled by regional offices are now the
responsibility of designated project
managers.

The project directors for major
projects report directly to the Assistant
Deputy Minister, Planning and Major
Projects. Management committees,
chaired by the Assistant Deputy Minister,
Planning and Major Projects, provide
overall guidance to the project director.
Project directors are directly responsible
for approving all charges made to their
projects. They also have the means to
guide a project’s progress, assign
priorities, and, in general, keep the
project on schedule. Each project director
has a financial officer reporting to him,
who is responsible for tracking project
costs and providing up-to-date reports on
actual and projected expenditures.

The Ministry is instituting training
programs for project directors and
managers in order to update them on
modern project management techniques.
To bolster the expertise in this field
further, the Ministry has also contracted
two project directors with extensive
project management experience in the
private sector. The Ministry has also
redesigned its standard contract forms
and issued a manual on financial contract
administration. It is in the process of
producing a manual for field
administration of contracts.
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Reporting and Controlling Costs

Reporting and controlling costs on
major highway projects was another
problem identified by the Commissioner
Inquiry. The Ministry has taken several
steps to address this problem.

For one, it has instituted new
status and cost reporting procedures for
the management system pilot project, the
Okanagan Connector, and has taken
action to replace its present, inadequate
financial management information
system. The costs incurred on the
Okanagan Connector are now
summarized in two separate monthly
computer-generated reports. One report
extracts all project-related costs from the
main ministry accounting system; the
other is based on cost information
obtained directly from field supervisors.
The outputs of the two systems are
compared and reconciled at the end of
each month. The existence of the two
parallel systems provides an extra
measure of confidence that all
expenditures have been accounted for.

To address the shortcomings of its
internal accounting system, the Ministry
also set up a task force to recommend a
new system that would meet all defined
requirements. The task force has recently
submitted its recommendations, and the
Ministry is now awaiting Treasury Board
approval of a new system to replace all
present financial management systems
within the Ministry. The new system will
receive input directly from computer
terminals in field offices and will track
commitments as well as actual
expenditures. The Ministry expects the
new system to be operational in about a
year from the date of Treasury Board
approval.
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Also, as part of the Ministry’s efforts
to report and control costs, the project
director for the Okanagan Connector
project issues monthly and quarterly
reports. These describe the physical status
of the project, and give detailed financial
information about expenditures by month,
current fiscal period, and past fiscal
periods, as well as estimates of cost to
complete the project. An updated project
schedule, comparisons to budget, and
currently authorized funding are also
presented. The monthly and quarterly
reports are distributed to the Deputy
Minister and the ministry executive.

Accounting to the Legislative
Assembly and the Public

The MacKay Commission expressed
concern about the way the Ministry
accounted for its activities to the Legislative
Assembly and the public. The
Commissioner recommended that each
major highway construction project have
a separate sub-vote in the Government's
annual Estimates, and that the project
description clearly define its scope,
benefits, and total estimated cost. Mr.
MacKay also recommended that the
Ministry, in its annual report, report on
each major project separately, providing
both actual expenditures to date, as well
as projected total expenditures.

The Ministry has addressed these
concerns. The Deputy Minister has
recommended to Treasury Board that
separate sub-votes be set up in the 1989/90
Estimates for each of the three major
projects that will be started or underway
during the 1989/90 budget year: the
Okanagan Connector, the Island Highway,
and the Cassiar Connector. The Ministry
has also decided to provide detailed
information about two major projects,
the Okanagan Connector and the Richmond
Freeway, in its 1987/88 annual report.
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Accounting for Costs on
the Okanagan Connector

The Ministry is using the
Okanagan Connector as the pilot project
to test its new approach to managing and
controlling major projects.

This 108-km highway will connect
Merritt with Peachland in the Okanagan
Valley, and will cost an estimated $225
million. According to Ministry records,
approximately $86 million has been spent
on this project to October 31, 1988.

We reviewed the procedures used
to account for the cost of this project. Our
review was designed to determine
whether:

* the scope of the project was clearly
identified;

¢ all design, property acquisition, and
construction projects that should have

been included were included within
the scope of the project; and

¢ the Ministry’s project reporting system
included the cost of all projects relating

to the Okanagan Connector.

We concluded that the systems
and procedures in place could be relied
on to provide proper accounting for costs
on the project.
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Looking Ahead

The Legislative Assembly should
expect the Ministry to provide greater
public accountability by: ensuring that all
major projects (i.e., those exceeding $50
million in total cost) are fully described in
separate sub-votes in the Estimates;
providing detailed performance and
financial reporting for each major project
in its annual report; and developing a
solution to the problem of having to ask
for significant amounts of funds for a
major project before its scope, benefits,
and overall estimated cost have been
determined.

The Office of the Auditor General
intends to follow up on this review by
performing a comprehensive value-for-
money audit of the Ministry during 1989.
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Management of Government Employee

Leave Entitlements

Significance

Government employees earn
significant benefits in the form of
vacation and other leave entitlements.
These benefits represent an annual cost
to the Government of approximately $110
million. As at March 31, 1988, the
Government’s accumulated liability for
leave entitlements amounted to
approximately $100 million.

Leave entitlement information
must be maintained and controlled to
ensure that payments made or time off
provided is only for leave earned, and
that the Government’s financial liability
for unpaid leave is properly reported.
The information is used by ministries for
day-to-day personnel management, by
the Government Personnel Services
Division (GPSD) for analysis and labour
negotiations, and by the Office of the
Comptroller General (OCG) for interim
and year-end financial reporting.

Our Concerns

We have commented on the
weaknesses in the Government’s leave
management systems in each of our
Annual Reports since 1982. However,
despite steps taken by the Government,
an adequate leave management system
has yet to be implemented. We are also
concerned that, while developing a new
central leave management system in the
period 1986 to 1988, the Government did
not follow its own standards and
guidelines for systems development, and
the system ultimately had to be
abandoned after significant costs were
incurred.
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From 1982 to 1989

Historically, ministries have each
maintained manual leave records. In
addition, a central system existed for
some years to facilitate central reporting
needs and the control of leave
entitlements. In 1982, we raised concerns
about the completeness, accuracy, and
timeliness of information provided by the
ministries for inclusion in the central
leave management system, and about the
apparent unnecessary duplication of
information between the ministries and
the central system. In response to our
1982 report, and in each year since, the
Government has indicated that it was
addressing our concerns. The following
is a synopsis of the steps which have
been undertaken to date by the
Government.

1983 -The OCG indicated that leave
management would be
incorporated into the payroll
system under its responsibility.
This did not occur, and the central
leave management system, as
previously structured, continued
to exist.

1984 -The responsibility for leave
management was transferred to
the Ministry of Provincial
Secretary and Government
Services. The Ministry was to
undertake to strengthen the leave
management system and identify
linkages with the payroll system.
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1985 -The Ministry of Provincial 1988 -Treasury Board, because of its
Secretary and Government growing concerns over changes in
Services indicated that the central scope, delays in implementation,
leave management system would and cost overruns on the
be made redundant by a CPMIS/CLMS project, hired a
proposed new personnel consultant to evaluate the project.

management information system,

the responsibility for which was -In March, the consultant to

. Treasury Board recommended
assigned to GPSD. that theyCLMS part of the project
1986 -The GPSD obtained approval be cancelled, concluding that the
from Treasury Board for the project was inadequately controlled
development of a corporate and that an inappropriate,
personnel management technically unacceptable system
information system (CPMIS) and was emerging. At the time CLMS
a corporate leave management was abandoned, information
system (CLMS) at a total relating to approximately 25% of
estimated cost of $401,000. all government employees had
-In November, the old existing been entered onto the system.
central leave management system -From April to July, reports issued
was terminated because it could by the consultant hired by OCG
not adequately address changes indicated that, in most ministries,
in benefits arising from labour there existed weaknesses in
negotiations concluded at that internal control over the
time. As a consequence, a central completeness, accuracy, and
system was no longer in place. authorization of leave records.
1987 -The GPSD began implementing -In May, GPSD hired the
CLMS and, by the end of the consultant used by Treasury
calendar year, had incurred Board to study alternatives to
approximately $700,000 in direct CLMS. As a result, in the fall of
development costs. Costs for 1988, GPSD requested funding
CPMIS and CLMS combined from Treasury Board for a
exceeded the original estimate by decentralized and computerized
approximately $500,000, although leave management system. The
neither part of the project had planned system would use several
been completed. At the same types of software, so that it could
time, various government accommodate the technical
ministries expended time and environments of the various
resources in connection with the ministries and also meet the
implementation. requirements of GPSD and OCG.

-In November, OCG hired a
consultant to review the adequacy
of financial controls over leave
management at the ministry level.
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-In December, Treasury Board
approved the release of $450,000
from funds previously approved
for CLMS but frozen at the time
the project was cancelled. These

funds are designated for software

development in the 1989 fiscal
year.

1989 -Early in 1989, development work
began in the ministries. The
GPSD is setting up an
implementation committee,
representing all system users, to
provide leadership for the
implementation process and to
review overall progress on the
projects. Implementation is to be
completed by March 31, 1990.

Looking Ahead

We urge the Government to
expedite the implementation of an

adequate leave management system. The

system should be designed to:

- provide timely, complete, and accurate

reporting of leave entitlements and
transactions for day-to-day ministry
purposes;

- provide timely, accurate, and

consistent financial and statistical data

compatible to the needs of OCG and
GPSD;

- provide valid, authorized input data to
the government payroll system for
leave entitlement payments;

- facilitate the portability of leave
management data for individual
employees from ministry to ministry;
and

- avoid unnecessary duplication of
records.

The implementation process should ensure that:

- development of the system is
monitored for adherence to Treasury
Board'’s Information Systems
Management Framework, which
constitutes the Government’s existing
policies and guidelines for systems
development;

- under the guidance of OCG,
appropriate control standards for
financial systems are incorporated into
the system, and control weaknesses
identified by the consultant to OCG
are addressed and eliminated; and

- responsibility for the reliable recording
of leave data is assigned to appropriate
ministry managers.

Response of the Ministry of Government Management

Services

The Ministry of Government Management

Services is committed to providing leadership to

Ministries in the development of automated Leave

Management Systems which meet Ministry
requirements, Office of the Comptroller General
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requirements and Government Personnel Services
Division requirements. The Ministry will
endeavour to assist all Ministries in having their
systems operational by March 31, 1990.
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THE OFFICE OF THE AUDITOR GENERAL

The Office of the Auditor General

The Office of the Auditor General
in British Columbia was established in
1977. 1t carries out audit responsibilities
encompassing the finances and
operations of all ministries and central
agencies of government, as well as those
of some 30 Crown corporations and other
public bodies. Mr. George L. Morfitt,
EC.A., was appointed Auditor General
in February, 1988.

The Auditor General’s legislated
responsibilities are set out in the Auditor:
General Act. Sections of the Act relevant
to those responsibilities are presented as
Appendix A to this Report. The Office
has also developed a Mission Statement
that concisely describes the role of the
Auditor General, and the means used by
him to carry out this role. This Statement,
with explanatory comments, appears in
Appendix B.
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Operation of the Office

Organization

The Office was reorganized dur-
ing the past year following a study to
determine how available resources might
be best deployed in carrying out the
Auditor General’s mandate. As a result of
this reorganization, additional staff time
has been directed to value-for-money and
special audit activities. Because staff and
financial resources are fixed by an annual
budget, these changes were made possi-
ble through the realignment of senior staff
responsibilities, and overall improvements
in the use of Office resources.

The Executive Committee, com-
prising the senior executive staff of the
Office, continued in its policy-setting
role. As well, three new committees,
drawing from the professional experience
of operational staff, were established.
These are the Annual Report, Computer
Audit, and Quality Assurance
committees.

Figure 4.1 shows the present
organizational structure of the Office.
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FIGURE 4.1
I

ORGANIZATION OF THE OFFICE OF THE AUDITOR GENERAL
DECEMBER 1988

Executive Executive Executive Director
Director Director Director Administration
Crown Entity Central Attest ||Value-for-Money &
Audit Audit Audit Personnel
F. Barr, C.A. G.W. Dawson, C.A. || J. P. Gregory, C.A.

Director

Special

Projects

Audit
Directors Manager
Computer ||
Audit

Audit and Administrative Staff
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Personnel

At December 31, 1988, the Office
employed 87 staff. Of these, 47 had
professional or other advanced academic
qualifications. A further 28 were students
registered in programs leading to
professional accounting designations.
The balance of staff provided
administrative, technical, and clerical
support services.

A high rate of audit staff turnover
continued during the year. Because of
our high recruiting standards, and the
training and experience provided, we
find that our personnel quickly qualify
for more senior positions in other areas
of the public service, and in the private
sector. This, in turn, necessitates an
almost continuous recruiting program in
which we must compete primarily with
private sector employers, while operating
within the constraints of public service
staffing policies, procedures and salary
scales.

The audit methodology of the
Office requires that considerable
judgement be exercised by auditors, a
skill which is best gained through
experience. The recruitment and
retention of experienced audit staff
therefore remains a high priority in order
for the Office to maintain and continue to
deliver quality audit services.
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Professional Development and
Training

The Office is committed to the
professional development of its staff.
This commitment is essential to
establishing and maintaining the high
level of skill required to carry out Office
responsibilities.

Training and development occurs
at two levels in the Office. For staff who
have already attained professional status,
an annual program of professional
development is in place which
concentrates on four key areas:

¢ accounting and auditing;

* information technology and computer
auditing;

* communication skills; and
¢ management and supervisory skills.

A major review of this program
has recently been completed. New
courses are under development, and
schedules have been established to
ensure that staff will have access to those
courses relevant to their future work
assignments. Professional employees are
also encouraged to undertake advanced
studies in courses offered at the
universities and colleges.

For audit staff who have yet to
achieve professional status, the Office
supports a training program in which
participants pursue courses of study
leading to a professional accounting
designation. The Office is approved as a
“practicing office” by the Institute of
Chartered Accountants of British
Columbia. It is also considered, by the
Certified General Accountants
Association of British Columbia and the
Society of Management Accountants of
British Columbia, to be an acceptable
employer for training students.
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Office Facilities and Equipment

A major rearrangement of our
office accommodation in Victoria was
completed during 1988. This is the first
significant change since we first occupied
the space in 1979. It has resulted in a
more efficient use of the space available,
and an improved working environment
for our staff.

The program to equip our audit
staff with micro-computers was
accelerated during the year. Twenty
machines were acquired, bringing the
total in use in the Office to 43. Our
experience has proven that access by our
staff to this modern equipment is now
essential for the conduct of audit work,
as almost all accounting records that we
audit are now computerized. Staff can
take the new portable and laptop
computers into clients’ offices, and so
perform work much more efficiently than
before.

Operating Budget and Costs

Funding provided by the
Legislative Assembly for the operation of
the Office of the Auditor General totalled
$4,490,531 for the fiscal year ended March
31, 1988. The following are details of
these expenditures, as published in the
Public Accounts:

Salaries and benefits $3,621,574
Operating costs 758,569
Asset acquisitions 201,477

Grants and contributions 40,000
4,621,620

Recoveries (131,089)
$4,490,531
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The accounts of the Office of the
Auditor General are audited annually by
an auditor appointed by the Treasury
Board. That auditor reports on the results
of his audit to the Speaker, whois required
to present the auditor’s report to the
Legislative Assembly. The audit for the
fiscal year ended March 31, 1988, has been
completed, and reported on to the
Speaker.

Professional Activities

Staff of the Office of the Auditor
General participate in a wide variety of
activities associated with their professions.
This involvement ensures that the Office
is represented in those groups that make
important decisions affecting the work of
the Office.

Through membership, committee
and executive service, and as contributors
to technical activities and research,
members of our staff support the
following professional organizations:

Institute of Chartered Accountants of
British Columbia

Certified General Accountants
Association of British Columbia

Society of Management Accountants
of British Columbia

Canadian Comprehensive Auditing
Foundation

EDP Auditors Association

Institute of Internal Auditors

Financial Management Institute of
Canada

Institute of Public Administration
of Canada
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Advisory Council

Several senior professional
accountants have served on a council of
advisors to the Auditor General during
the past year. Their contribution to the
work of the Office is highly valued and
greatly appreciated.

Professional Affiliations
of the Office

The Office is involved in various
ways with the work of several
organizations whose activities are closely
tied to the aims and objectives of the
Office.

Public Sector Accounting and
Auditing Committee

The Public Sector Accounting and
Auditing Committee (PSAAC) of the
Canadian Institute of Chartered
Accountants (CICA) was formed in 1981
to promote consistency and
comparability in financial reporting by
our federal, provincial and local
governments. Research conducted by the
CICA had found major variations in
government reporting practices, and in
the way governments accounted for
similar transactions and events. It had
also shown that government financial
reporting needs differed from those of
private enterprise because of
government’s different objectives and
operations, and its need to be publicly
accountable.
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The Committee is made up of
senior representatives from the public
and private sectors and has, as its overall
objective, the improvement and
harmonization of financial reporting,
accounting policies, and auditing
practices in the public sector. To meet this
objective, PSAAC issues statements that
recommend standards for good practice
in these areas. As well, it initiates
research studies on public sector
accounting and auditing matters.

To date, PSAAC has issued nine
statements:

Public Sector Accounting Statements:

® Disclosure of Accounting Policies
(September 1983)

® Objectives of Government
Financial Statements
(November 1984)

® General Standards of Financial
Statement Presentation for
Governments (November 1986)

® Defining the Government
Reporting Entity
(November 1988)

® Accounting for Employee Pension
Obligations in Government
Financial Statements
(November 1988)

Public Sector Auditing Statements:

® Auditing in the Public Sector
(May 1985)

¢ Audit of Financial Statements in
the Public Sector (May 1985)

® Auditing for Compliance with
Legislative and Related
Authorities (May 1986)

® Value-for-Money Auditing
Standards (March 1988)
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Our Office regularly contributes
comment and advice to PSAAC in its
research and standard-setting work. We
fully support the Committee’s efforts to
gather widespread support for sound
accounting and auditing practices in the
public sector. '

Canadian Comprehensive
Auditing Foundation

The Canadian Comprehensive
Auditing Foundation is a national
cooperative association established to
further the development and application
of value-for-money auditing concepts. It
conducts research, develops and
provides training courses, and, through
its national perspective, facilitates the
sharing of information by members in
both the public and private sectors.

The Office supports the work of
the Foundation by making an annual
grant. As well, members of our staff
participate actively in research projects,
training activities, and annual conference
proceedings.

Canadian Conference of
Legislative Auditors

The Canadian Conference of
Legislative Auditors is an informal
association of Auditors General and
Provincial Auditors from the senior
governments of Canada. Through its
annual meeting, the Conference
facilitates the exchange of information
and experiences by those actively
involved in legislative auditing. Several
senior staff of the Office participated in
the 1988 meeting held in Halifax, Nova
Scotia.

At the same time, also in Halifax,
representatives of Public Accounts
Committees from across Canada met. A
joint meeting held between the two
groups provided an opportunity to
discuss topics of common interest.

Public Accounts
Committee

British Columbia’s Auditor General
Act requires that the Annual Report of
the Auditor General, after being tabled in
the Legislative Assembly, be referred to
the Public Accounts Committee. This
Committee of the legislature, made up of
a cross-section of members of the
Assembly, is empowered to examine and
inquire into those matters referred to
them by the legislature. Traditionally, a
substantial portion of the Committee’s
deliberations relate to information
contained in the Auditor General’s
Annual Report.

The last Report of the Auditor
General was tabled in the Legislative
Assembly on April 12, 1988. Discussion
on its contents by the Committee began
on April 19 and continued over eight
meetings to June 21, 1988.

The Committee issued a report on
its activities which was tabled in the
Legislative Assembly on June 28, 1988.
That report reviewed the work of the
Committee and provided observations
and recommendations on a variety of
issues raised by the Auditor General. As
a result, the Assembly has been provided
with useful information and comment
relating to the accounting for, and
management of, public resources in
British Columbia.
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Appendix A

Sections of the Auditor
General Act Relevant to
the Responsibilities and
Authority of the Auditor
General

Examination of Accounts

6. (1) The Auditor General shall
examine in the manner he considers
necessary the accounts and records of the
government relating to the consolidated
revenue fund and all public money,
including trust and special funds under
the management of the government, and
to public property.

(2) Notwithstanding any other
Act, the Auditor General

(a) shall be given access to the records of
account and administration of any
ministry; and

b) may require and receive from any
person in the public service,
information, reports and
explanations necessary for the
performance of his duties.

Report on Financial Statements

7.(1) The Auditor General shall
report annually to the Legislative
Assembly on the financial statements of
the government, including those
required by section 8(2) of the Financial
Administration Act, respecting the fiscal
year then ended.
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(2) The report shall form part
of the public accounts and shall state

(a) whether he has received all of the
information and explanations he has
required; and

(b) whether in his opinion, the financial
statements present fairly the financial
position, results of operations and
changes in financial position of the
government in accordance with the
stated accounting policies and as to
whether they are on a basis
consistent with that of the preceding
year.

(3) Where the report of the
Auditor General does not contain the
unqualified opinion required under this
section, the Auditor General shall state
the reasons why.

Annual Report

8. (1) The Auditor General shall
report annually to the Legislative
Assembly on the work of his office and
call attention to anything resulting from
his examination that he considers should
be brought to the attention of the
Legislative Assembly including any case
where he has observed that

(a) accounts have not been faithfully and
properly kept or public money has
not been fully accounted for;

(b) essential records have not been
maintained;
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(c) the rules, procedures or systems of
internal control applied have been
insufficient

(i) to safeguard and protect the
assets of the Crown;

(ii) to secure an effective check on the
assessment, collection and proper
allocation of the revenue;

(iii) to ensure that expenditures have
been made only as authorized; or

(iv) to ensure the accuracy and
reliability of the accounting data;
or

(d) public money has been expended for
purposes other than for which it was
appropriated by the Legislature.

(2) Inthereport the Auditor
General may also include an assessment

(a) as to whether the financial statements
of the government are prepared in
accordance with the most appropriate
basis of accounting for the purpose of
fair presentation and disclosure; or

(b) as to whether any program being
administered by a ministry is being
administered economically and
efficiently.

Trivial Matters

9. The Auditor General need not
report to the Legislative Assembly on any
matter he considers immaterial or
insignificant.
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Submission of Annual Report

10. (1) A report of the Auditor
General to the Legislative Assembly shall
be submitted by him through the
Minister of Finance.

(2) On receipt of a report of
the Auditor General, the Minister of
Finance shall lay the report before the
Legislative Assembly as soon as possible.

(3) If the Minister of Finance
does not lay the report before the
Legislative Assembly on the first sitting
day following the receipt of the report by
him, the Auditor General shall transmit
the report to the Speaker and the
Speaker shall lay the report before the
Legislative Assembly.

(4) On being laid before the
Legislative Assembly, the annual report
of the Auditor General shall be referred
to the Public Accounts Committee of the
Legislative Assembly.

Special Reports

11. The Auditor General may at
any time make a special report to the
Legislative Assembly on a matter of
primary importance or urgency that, in
his opinion, should not be deferred until
he makes his annual report.

Other Reports

12. The Auditor General may at
any time make a report to the Minister of
Finance, the Treasury Board, the
Lieutenant Governor in Council, or any
public officer on any matter that in the
opinion of the Auditor General should be
brought to his or their attention.
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Special Assignments

13. The Auditor General may
undertake special assignments at the
request of the Lieutenant Governor in
Council, but he is under no obligation to
carry out any requested assignment if, in
his opinion, it would interfere with his
primary responsibilities.

Staff in Ministries

14. (1) The Auditor General may
station in any ministry a person
employed in his office to enable him to
more effectively carry out his duties, and
the ministry shall provide the necessary
office accommodation for a person so
stationed.

(2) The Auditor General shall
require every person employed in his
office who is to examine the accounts or
the administration of a ministry pursuant
to this Act to comply with any security
requirements applicable to, and to take
any oath of secrecy required to be taken
by, persons employed in that ministry.

Inquiry Powers

15. The Auditor General may
examine any person on oath on any
matter pertaining to his responsibilities
and for that examination the Auditor
General has all the powers, protection
and privileges of a commissioner under
sections 12, 15 and 16 of the Inquiry Act.

Public Bodies

16. (1) Notwithstanding any other
Act, where the Auditor General is not the
auditor of a public body,

(a) the public body shall, on the request
of the Auditor General, supply the
Auditor General with a copy of all
financial statements and reports
relating to the public body;
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(b) the auditor of the public body shall,
on the request of the Auditor
General, make available to the
Auditor General, within a reasonable
time, all working papers, reports and
other documents in his possession
relating to the public body; and

(c) the Auditor General may conduct
examinations of the records and
operations of the public body he
considers necessary or advisable to
carry out his duties under this act.

(2) Notwithstanding any
other Act, the Auditor General

(a) shall be given access to the records of
account and administration of any
public body; and

(b) may require and receive from any
officer or employee of a public body
information reports and information
necessary for the performance of his
duties.

Eligibility As Auditor

17. Notwithstanding any other
Act, the Auditor General is eligible to be
appointed the auditor, or a joint auditor,
of a Crown corporation, Crown agency or
public body.

Transfer of Audit Duties

18. The Lieutenant Governor in
Council may transfer to the Auditor
General the duty imposed by any Act on
the Comptroller General to conduct an
audit.
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The Statement continues, “*..and
its related entities in the public sector.”” This
refers to the Auditor General’s role with
respect to provincial Crown corporations
and other public bodies. For those public
bodies of which he is the appointed
auditor, the Auditor General’s
responsibilities roughly parallel those
undertaken in the audit of the
Government’s accounts. For those public
bodies audited by others, the Auditor
General has an oversight role which
responds to the varying needs of the
Legislative Assembly.

The next sentence states, “‘As well,
he promotes improvement in public sector
accountability.”” It refers to the Auditor
General’s overall concern with disclosure
and accountability throughout the public
sector. In this regard, whether through
his Annual Report, his dealings with the
Public Accounts Committee of the
Legislature, or his direct contact with
public officials and administrators, the
Auditor General actively furthers the
concept of accountability.

The final phrase of the Mission
Statement reads, “’..a professional office
committed to the principles of objectivity,
integrity and service to the public.”” The
concept of professionalism emphasized
here implies adherence to a set of
standards which are professionally
recognized. Since its inception the Office
of the Auditor General has functioned as
a practicing office as defined by the
Institute of Chartered Accountants of
British Columbia, and has met all the
requirements of that Institute associated
with this status. Staff members of the
Office are required to have either a
professional accounting designation or
special qualifications in other disciplines,
or be pursuing studies toward a
professional designation.
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Appendix C

List of Internal Control 11{957 A‘;‘L‘“az I\IZ?P": o
. eview of Local Minor Purchase Orders

Reviews Comp leted and Emergency Purchase Orders
1989 Annual Report 1986 Annual Report
Property Purchase Tax System: Ministry Professional Service Contract Review

of Finance and Corporate Relations
Long-Term Debt Accounting System: 1982 Annual Report

Ministry of Finance and Corporate Expenditure Review (Travel Expenses)

Relations

Central Textbook Inventory System:
Ministry of Education

Data Collection Phase of the Stumpage
and Royalty Revenue System: Ministry
of Forests

Provincial Police Services Contract
Payment System: Ministry of Solicitor
General

1988 Annual Report

Provincial Treasury Investment System:
Ministry of Finance and Corporate
Relations

Sewerage Assistance and Water Facilities
Grants Payment System: Ministry of
Municipal Affairs

Shelter Aid for Elderly Renters Grant
Payment System: Ministry of Social
Services and Housing

Small Business Enterprise Program
Revenue System: Ministry of Forests
and Lands

Vital Statistics Division Revenue System:
Ministry of Health
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Appendix D

List of Value-for-Money
Audits Completed

1989 Annual Report

Privatization:
Introduction
The Process
Early Initiatives
Highways
British Columbia Enterprise
Corporation Loans

Ministry of Health:
Introduction
Hospitals
Medical Services Plan
Continuing Care
Public Health

1988 Annual Report

Ministry of Education:

Funding

Special Education
Facilities
Curriculum

Ministry of Energy, Mines and Petroleum
Resources:
Organization Structure
Natural Gas Royalty Revenue
Petroleum Resources Division
Mineral Resources Division,
Engineering and Inspection Branch

1987 Annual Report

Government Purchasing

Ministry of Attorney General:
Corrections Branch
Legal Services Branch
Management of Buildings and Office
Accommodation
Management of the Financial Function
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1986 Annual Report

Ministry of Lands, Parks and Housing:
Crown Land Administration
Crown Land Special Account
Computerization
Social Housing
Parks and Outdoor Recreation
Financial Management and Control

Passenger Vehicle Travel

1985 Annual Report

Ministry of Agriculture and Food:
Strategic Direction and Accountability
Financial Assistance
Extension
Financial Management and Control

Ministry Annual Reports

1982 Annual Report

Review of Internal Audit in the
Government of British Columbia

1981 Annual Report

Ministry of Environment:
Waste Management Program
Financial Management and Control

Ministry of Forests:
Financial Management and Control

Ministry of Health:
Financial Management and Control

1980 Annual Report

Ministry of Human Resources:
Income Assistance Program Financial
Management and Control

Ministry of Education:
Financial Management and Control

Ministry of Finance:
Financial Management and Control

Ministry of Lands, Parks and Housing:
Financial Management and Control
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Appendix E

List of Special Audit
Reports Issued

Date Report
Issued

Special Report on

Expenditures of the

Minister of Consumer and

Corporate Affairs from 6

January 1981 to 31 March

1982 July 23, 1982

Special Report to the
Legislative Assembly on
Expenditures of the

Ministry of Tourism May 1, 1983

Second Special Report to
the Legislative Assembly
on the Expenditures of the

Ministry of Tourism July 18, 1983

Third Special Report to
the Legislative Assembly
on the Expenditures of the
Ministry of Tourism

Special Report to the
Legislative Assembly on
the Allocation of Highway
Construction Costs in the
Fiscal Year Ended 31
March 1986

April 11, 1984

March 7, 1988
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Appendix F

Public Bodies, of Which
the Auditor General Was
Not the Appointed
Auditor, Whose Financial
Statements Are Included
in Volume III of the
Public Accounts

British Columbia Buildings Corporation
British Columbia Ferry Corporation
British Columbia Enterprise Corporation
British Columbia Food Exhibitions Ltd.

British Columbia Housing Management
Commission

British Columbia Hydro and Power
Authority

British Columbia Lottery Corporation
B.C. Pavilion Corporation

British Columbia Petroleum Corporation
- Petroleum Corporation Fund
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8 Bastion Square

Legislative Assembly AUDITOR GENERAL Victoria _
Province of British Columbia \B/;’{ils:lxiolumbla

Telephone: (604) 387-6803
Fax: (604) 387-1230

AUDITOR GENERAL’S REPORT

To the Legislative Assembly

of the Province of British Columbia
Parliament Buildings
Victoria, British Columbia

I have examined the balance sheet of the Government of the Province of
British Columbia general fund, and special funds converted to special
accounts on March 31, 1988, as at March 31, 1988, and the related statements
of revenue and expenditure and changes in cash and temporary investments
for the year then ended. My examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests
and other procedures as I considered necessary in the circumstances. I have
received all the information and explanations I have required.

I report in accordance with section 7 of the Auditor General Act. In my
opinion, these financial statements present fairly the financial position of
the Government’s general fund, and special funds converted to special
accounts on March 31, 1988, as at March 31, 1988 and the results of their
operations and the changes in their financial position for the year then
ended in accordance with the stated accounting policies as set out in Note 1
to these financial statements applied on a basis consistent with that of the

preceding year.

George L. Morfitt, F.C.A.
Auditor General

Victoria, British Columbia
August 31, 1988
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988 BALANCE SHEET
AS AT MARCH 31, 1988

In Thousands

Note 1988 1987
ASSETS $ $
Cash and temporary inVeStmMEnEs ... 2 116,351 109,878
Accounts receivable................ 3 811,647 789,632
INVENIOTIES ..o e 4 118,786 105,305
Investments in and amounts due from Crown corporations and agencies .5 1,004,058 1,040,263
Loans, advances and other investments ... .. 6 163,027 154,203
Mortgages receivable..................... 7 322,719 299,593
Fiscal Agency [0ans ... 8 2,623,218 2,216,625
OHET ASSEIS. ..o 9 166,687 121,732

5,326,493 4,837,231

LIABILITIES AND NET EQUITY (DEFICIENCY)

Liabilities:
Accounts payable and accrued liabilities ... 10 992,795 896,328
Due to Crown corporations, agencies and funds .. 11 941,634 421,889
Deferred revenue ..o 12 255,513 212,969

Public debt, issued for Government purposes ... .13 5,016,747 4,801,901
Public debt, to finance Fiscal Agency loans................... 14 2,623,218 2,216,625

9,829,907 8,549,712

Net equity (defiCiency). ... 15 (4,503,414)  (3,712,481)
5,326,493 4,837,231

FIXEA ASSEUS ..ottt oo 1

Contingencies and COMMItMENTS. ...................oiioii e 16

The accompanying notes and supplementary staternents are an integral part of these financial statemnents.

Approved on behalf of the Ministry of Finance and Corporate Relations:

- ﬂ/.,(/a,cm
P. G. HALKETT

A/Deputy Minister of Finance
and Corporate Relations

D. B. MARSON
Comptroller General



A6 PROVINCE OF BRITISH COLUMBIA

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988 STATEMENT OF REVENUE AND EXPENDITURE
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988 1987
Estimates? Actual Actual
$ $ $
REVENUE
TAXATOM ..o 5,343,000 5,744,305 4,861,505
Natural resources .. 918,000 1,222,958 657,591
Other ... 638,000 630,388 589,526
Contributions from Government enterprises .. 452,000 469,795 447,605
Contributions from the Federal Government.... ... 2,019,000 2,019,931 1,993,257
GTOSS TEVEIILE. ... oo oo 9,370,000 10,087,377 8,549,484
Less: Transfer to Budget Stabilization Fund........................... (717,377)

INEE FEVEMUE ... oot 9,370,000 9,370,000 8,549,484

2,918,900 2,997,293 2,860,564
1,663,700 1,610,382 1,512,430
2,118,700 2,203,670 1,913,915

835,300 768,079 975,418
745,600 721,019 614,938
476,500 480,842 453,257
403,400 402,514 392,322
530,200 525,277 393,581
167,600 177,496 195,564
HOUSIIZ ... 81,400 64,362 101,902
Recreation and cultural SErVICES ..............oooioiii e 82,800 71,230 66,658
Transfer of Lottery Fund Special Account balance to Budget Stabiliza-
tion Fund 0 25,528 0
Other ... 195,900 113,241 318,102
Total expenditure 10,220,000 10,160,933 9,798,651
Net Operating Expenditure forthe Year ... (850,000) (790,933) (1,249,167)
NON-OPERATING TRANSACTIONS
Valuation adjustment of investments in and amounts due from Crown
corporations and agenCies..............cccovoviriivieiii e 0 0 88,447
Net Expenditure for the Year (note 15) ... (850,000) (790,933) (1,160,720)

! Debt servicing does not include interest of $248,461,000 (1987 — $233,364.000) on borrowings to finance Fiscal Agency loans as
the interest revenue and expenditure are offsetting.

2 Estimated amounts are as presented in the Estimates for this fiscal year. This presentation makes no attempt to include additional
statutory or other expenditure appropriations. Such information is contained in the Statement of Comparison of Estimated Appropriations to
Actual Expenditure (See A 22 to A 32).

The accompanying notes and supplementary statements are an integral part of these financial statements.
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AT

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988 STATEMENT OF CHANGES

IN CASH AND TEMPORARY INVESTMENTS

FOR THE FISCAL YEAR ENDED MARCH 31, 1988

OPERATING TRANSACTIONS
Net operating expenditure tor the year ...
Non-cash items included in net expenditure
Accounts receivable (increases).........................
Accounts payable increases.........
Due to Crown corporations increases
Public Debt increases.............ccooeeninie
Due from Crown corporations (increases) de-
CTEASES ..ot ceee et
Other under $10 million..................o.

Cash items applicable to future operations.................
Cash used for operations...................co
INVESTMENT TRANSACTIONS
Loans. advances and other investments (issues) repay-
TTIETIES L.l
Mortgages receivable (issues) ...
Divestment of (investment in):

Crown corporations ...............................
Other assets ...

Cash derived from (used for) investments.................
‘Total financial reqUIrements .............oc.oeeviiiicin
FINANCING TRANSACTIONS

Increase in public debt issues ..........................
Less: Used for Fiscal Agency loans....................o..

Cash derived from financing.........................

Increase (decrease) in cash and temporary investments.....
Balance — Beginning of Year ...

Balance — End of Year.................ccoioiiii

In Thousands

1988 1987
$ $
(790,933) (1,249,167)
(22,015) (97.448)
96.467 59.833
519,745 114,180
29,681 11,745
(3) 13,969
(2.155) 3,998
621,720 106,277
(26,188) (627)
(195,401) (1,143,517)
(8,383) 27,320
(23,084) (25,128)
36,208 (585,011
1
4,741 (582.818)
(190,660) (1,726,335)
602,596 2,007,019
(405,463) (398.309)
197,133 1,608,710
6,473 (117,625)
109,878 227.503
116,351 109,878

The accompanying notes and supplementary statements are an integral part of these financial statements.



A8 PROVINCE OF BRITISH COLUMBIA

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

1. Significant Accounting Policies

(a) REPORTING ENTITY

These financial statements include the transactions and balances of the General and Special Accounts
known at March 31. 1988 as the General Fund. Separate combined financial statements of the Government
are prepared which include the financial activities of the General Fund and the Special Funds which are
together known as the Consolidated Revenue Fund. (See Section B of the Public Accounts.) There are also
separate consolidated financial statements of the Government which include the financial activities of the
Consolidated Revenue Fund and certain Crown corporations and agencies. (See Section C of the Public
Accounts.)

For purposes of these financial statements the General and Special Accounts of the Government are
presented as one General Fund, which is comprised of:

« General Accounts — include all transactions and balances of the Government not otherwise
earmarked by legislative action, including the accounts of the British Columbia Liquor
Distribution Branch, the Queen’s Printer and the Purchasing Commission; and

« Special Accounts — these are statutory spending authorities for specific purposes with defined
limits on total spending as established by the Legislature.

(b) PrINCIPLES OF COMBINATION

The General Accounts are combined with the Special Accounts after adjusting them to conform with the
accounting policies as described below. Inter-account revenue and expenditure transactions are eliminated
upon combination.

(c) Basis OF ACCOUNTING

The accrual basis of accounting is used which, for these financial statements, is specifically expressed as
follows:

Revenue

All revenues are recorded on an accrual basis except where the accruals cannot be determined with
a reasonable degree of certainty or where their estimation is impracticable. The exceptions, which
normally relate to certain payments to the Province under the Federal-Provincial Fiscal Arrangements
and Federal Post-Secondary Education and Health Contributions Act, 1977, are recorded on a cash
basis. Revenues from Crown corporations are recognized when cash transfers are received or when
dividends are declared. Revenue, as specified by the Lieutenant Governor in Council, may be paid into
the Budget Stabilization Fund by the Minister of Finance and Corporate Relations, to assist in stabilizing
the operating revenues of the Government.

Expenditure

All expenditures, including the cost of fixed assets, are recorded for goods and services received
during the year. Grants and contributions (which include forgivable loans) are recorded as expenditure
when disbursement of the funds has been authorized, with the exception that social assistance payments
during a given month to meet the needs of recipients in an ensuing month are recorded as expenditure in
the period to which the payments apply. Lottery Fund Special Account balances may, if authorized by
the Lieutenant Governor in Council, be paid into the Budget Stabilization Fund.

Recoveries of expenditure may be recorded as a credit to the appropriate expenditure account
when:

(i) they can be specifically identified with the expenditure transactions and payment has actually

been made from an appropriation;
(ii) provision for them has been approved through the Estimates or by Treasury Board; and
(iii) the expenditure to which they relate was incurred in the same fiscal year.

Assets

All assets are recorded to the extent that they represent cash and claims upon outside parties or
items held for resale to outside parties as a result of events and transactions prior to the year-end. Rental
payments for leases which transfer the benefits and risks incident to the ownership of certain assets, not
including special purpose buildings, are reported as expenditures at the dates of inception of the leases.
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies — Continued
Liabilities
All liabilities are recorded to the extent that they represent claims payable to parties outside this
reporting entity as a result of events and transactions prior to the year-end.

Foreign Currency lranslation

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian
dollars at the exchange rate prevailing at the year-end and foreign currency transactions are translated at
the exchange rate prevailing at the date of the transaction unless hedged by forward contracts which
specify the rate of exchange. Adjustments to revenue or expenditure transactions arising as a result of
foreign currency translation are credited or charged to operations at the time the adjustments arise.
Unrealized foreign currency gains and losses on long-term, fixed-term monetary assets and liabilities
are reported as a deferred charge and amortized over the remaining terms of the related items on a
straight line basis.

Non-monetary assets and liabilities are translated at historical rates of exchange.

(d) SeeciFic PoLICIES

Cash and Temporary Investments

Cash balances are shown after deducting outstanding cheques issued prior to the year-end.
Cheques issued subsequent to the year-end relating to the previous year are included in accounts
payable.

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 Portfolios. Units are carried at the lower of cost of acquisition adjusted by income attributed
to the units, or market value. Income attributed to the units represents the unitholders’ share of interest
earned by the Portfolio and is realizable by unitholders upon the sale of units.

Accounts Receivable

All amounts receivable (including any trade receivables from Crown corporations and agencies) at
the year-end for work performed, goods supplied or services rendered are recorded as revenue of the
tiscal year. Provision is made where collectibility is considered doubtful.

Inventories

Inventories comprise items held for resale and are recorded at the lower of cost or net realizable
value. Inventories of supplies are charged to the respective programs when the cost is incurred.

Property under development, which will eventually be sold to outside parties, is recorded at the
lower of cost or net realizable value.

Investments In and Amounts Due from Crown Corporations and Agencies

Investments in and amounts due from Crown corporations and agencies represent long-term
investments and amounts due, other than trade receivables, and are recorded at cost unless significant
prolonged impairment in value has occurred, in which case they are written down to recognize this loss
in value. If, in periods subsequent to recognizing this impairment, the value of the investment is
restored, the investment is written up to the lesser of restored value or original cost.

Loans, Advances and Other Investments

. . N .
Loans, advances and other investments are recorded at cost less adjustment for any prolonged im-
pairment in value.

Mortgages Receivable

Mortgages receivable are secured by real estate and are repayable over periods ranging up to thirty
years. Provision is made where collectibility is considered doubtful.
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies — Continued

Fiscal Agency Loans

Fiscal Agency loans consist of loans made to government bodies which have been financed by
borrowings made by the Minister of Finance and Corporate Relations, in his capacity as fiscal agent, on
behalf of government bodies in accordance with the Financial Administration Act (S.B.C. 1981,
chap. 15). These loans are recorded at maturity value less unamortized discounts and sinking fund
balances. Discounts are amortized on an effective yield basis.

Other Assets

Other assets include prepaid program costs. Prepaid program costs represent expenditures made
during the fiscal year for work to be performed, goods to be supplied, services to be rendered or
contractual obligations to be fulfilled by outside parties in a subsequent fiscal year. These costs also
include inventories of operating materials held in the Purchasing Commission and Queen’s Printer
warehouses pending distributions in a subsequent fiscal year.

Also included in other assets are certain deferred charges.

Fixed Assets

Disbursements for fixed assets are recorded as expenditures in the year the assets are received.
Consistent with the reporting of fixed assets as expenditures, highways, bridges, wharves, ferries and
ferry landings, buildings, office equipment, furniture, automobiles and Crown land comprised of parks,
forests and all other publicly held land in the Province, not including property under development, are
recorded at a nominal value of $1.

Accounts Payable and Accrued Liabilities

All amounts payable (including trade payables to Crown corporations and agencies) for work
performed, goods supplied, services known to have been rendered or for charges incurred in accordance
with the terms of a contract are recorded as part of the expenditure of the fiscal year.

Due to Crown Corporations, Agencies and Funds

Amounts due to Crown corporations, agencies and funds represent liabilities incurred, other than
trade payables, which are payable in the following year.
Deferred Revenue

Deferred revenue represents amounts received or receivable prior to the year-end relating to
revenue that will be earned in subsequent fiscal years.
Public Debt

Public debt represents direct debt obligations for the purposes of the Government of British
Columbia and the Fiscal Agency loans. These obligations are recorded at principal less unamortized
discounts and sinking fund balances where applicable. Discounts are amortized on an effective yield
basis.

Guaranteed Debt

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to
net principal or redemption provisions and accrued interest or dividends outstanding.

Commitments

Commitments represent future obligations of the Government for capital contracts and extraordin-
ary program commitments, to the extent of contracts and agreements in place at the year-end.
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued
2. Cash and Temporary Investments In Thousands
1988 1987

$ $

Cash (cheques issued in excess of funds on deposit) ... (160,497)  (179,752)
Temporary investments

Units in Province of British Columbia Pooled Investment Portfolios! ......................... 223,409 280,960
BT . e et 53,439 8,670
116,351 109,878

! Established pursuant to the Financial Administration Act, section 36 (9) (a).

Other than statutory requirements or administrative policies which specifically provide for the mainte-
nance of separate bank accounts, the Government’s cash balances and temporary investments are all held in

General Fund bank and investment accounts.

3. Accounts Receivable In Thousands
1988 1987
$ $
Taxes reCeivaADIe . ... oo 429,616 408,662
Local government bodies 4,904 1,869
Government of Canada......... .. 69,034 206,343
Ministerial accounts receivable. 298,148 169,433
Accrued interest ... .. 59,745 50,682
Crown corporations and A ENCIES ..ot 20,981 22,836
882,428 859,825
Less provision for doubtful accounts ... (70,781) (70,193)
811,647 789,632
4. Inventories In Thousands
1988 1987
$ $
Property under development ... 53,118 50,357
British Columbia Liquor Distribution Branch ... 58,986 52,732
Ministerial IMVENTOIIES ... . o o et 6,682 2,216
118,786 105,305
5. Investments In and Amounts Due From In Thousand
Crown Corporations and Agencies o owsands
1988 1987
Investments Amounts Due Total Total
$ $ $ $
British Columbia Buildings Corporation ... 55,758 55,758 45,744
British Columbia Enterprise Corporation .. .. 305,020 19,733 324,753 324,834
British Columbia Ferry Corporation ...... 6,851 6,851 6,851
British Columbia Food Exhibitions Ltd.! .....
British Columbia Hydro and Power Authority . . 8,087 8,087 8,084
B.C. Pavilion Corporation...............ccocoiviiiiniii e 162,008 162,008 162,008
British Columbia Petroleum Corporation...............c..cccooooooiinn. 85,905 85,905 85,905
British Columbia Railway Company ............c.....ccoooeeiooiiiere 257,689 20,542 278,231 267,924
British Columbia Regional Hospital Districts Financing Authority .. 12,000 12,000 12,000
British Columbia School Districts Capital Financing Authority ....... 36,500 36,500 44,088
British Columbia Steamship Company (1975) Led.} ...
British Columbia Transit .....................occoeeiieiiinn 49,000
Discovery Enterprises Inc. ............... . 7,032 7,032 6,100
Housing Corporation of British Columbial ...,
Pacific Coach Lines Limited!.....................cooiiiiiiieee
Provincial Rental Housing Corporation ............... . 634 24,377 25,011 26,223
Workers’ Compensation Board of British Columbia ..................... 1,922 1,922 1,502
732,202 271,856 1,004,058 1,040,263

! The Province's investment is less than one thousand dollars for each of these corporations.



A 12 PROVINCE OF BRITISH COLUMBIA

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

5. Investments In and Amounts Due From Crown Corporations and Agencies—Continued

(a) Definitions

The entire issued capital stock of each of the Crown corporations recorded under investments is owned
by the Province. A number of Crown corporations and agencies exist for which the Province has no recorded
investment.

Amounts due represent long-term notes and debentures of Crown corporations and agencies held by the
Province, in addition to recoverable advances due to the Province.

(b) British Columbia Petroleum Corporation (the Corporation)

Prior to July 1, 1985, the Corporation’s retained earnings were recorded as due to the Province because
these amounts were considered to have been collected in lieu of other forms of taxation. Subsequent to the
Natural Gas Price Act, the Corporation is no longer a revenue collecting agent of the Province. Any transfer
of funds to the Province will be applied to reduce the amount due from the Corporation.

(c) Pacific Coach Line Limited (the Company)

Effective March 31, 1984, the operations of Pacific Coach Lines Limited ceased and wind-up of the
Company commenced. The wind-up of the Company will be completed following disposal of the remaining
real estate assets. The Ministry of Municipal Affairs assumed responsibility for this Company effective
September, 1986.

6. Loans, Advances and Other Investments In Thousands
1988 1987
$ $

Low Interest Loan Agreement Revolving Fund Act.......................ccccii, 31,845 32,596
Homeowner Assistance ACt.................c.occooveeiiiiinn . 17,393 27,400
Ministry of Lands, Parks and Housing Act .. . 12,467 25,912
Industrial Development Incentive Act ...... .. 40,672 15,960
Industrial Development Fund Act ..... . 22,932 20,235
Crop Insurance Stabilization ... 15,200 16,500
Agricultural Land Development ACE ...........ccc.cc.ooicioiiioiiiiiiic e 16,047 16,449
Downtown Revitalization . 17,568 16,312
ORET .ot 20,518 14,894

194,642 186,258
Less provision for doubtful aCCOUNTS ...t (31,615) (32,055)

163,027 154,203

7. Mortgages Receivable In Thousands
1988 1987
$ $
Crown Land — Pursuant to the Ministry of Lands, Parks and Housing Act ......................... 31,013 32,147
Provincial Home Acquisition — Pursuant to the Provincial Home Acquisition Act, Home
Purchase Assistance Act, and the Home Conversion and Leasehold Loan Act..................... 306,376 281,898
O e 1,140 1,400
338,529 315,445

Less provision for doubtful 8CCOUNES ............ccooiiviiiiiii e (15,810) (15,852)

322,719 299,593
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

8. Fiscal Agency Loans
In Thousands

1988 1987
$ $

British Columbia Assessment AUthOTItY. ... 4,331 4,503
British Columbia Buildings COrporation .............c.cccoiviiooiiiiieeieee e 154,693 123,922
British Columbia Educational Institutions Capital Financing Authority........................ 19,385 22,430
British Columbia Enterprise Corporation ..., . 88,907 15,491
British Columbia Regional Hospital Districts Financing Authority 15,467

British Columbia Housing and Employment Development Financing Authority.............. 24,364
British Columbia Hydro and Power Authority ... 1,218,212 898,602
British Columbia Railway Company .................. 73,939 74,110
British Columbia Steamship Company (1975) Lid. . 8,572 3,111
British Columbia Systems COTPOration..............c.ocooiiiiiiiiiiiicei e 24,570 20,325
British Columbia Transit ... OSSN 835,028 781,845
Capital Project Certificate of Approval Program . 90,021 63,339
Expo 86 Corporation ..............ccoceooeiiciiciieecns . 98,643
Greater Vancouver Sewerage and Drainage District ... 29,095 29,673
Greater Vancouver Water District...........cc.ooiiiiiii e 19,750 19,782
Improvement DISITICTS ... 746

University of British Columbia ... 40,502 36,485

2,623,218 2,216,625

9. Other Assets In Thousands
1988 1987
Prepaid Program Costs $ $
Guaranteed Available Income for Need ACt...............ccoccioviviciiiiciieec 65,708 64,302
Medical Services Commission of British Columbia..................................... 37,755 26,150
Other ministerial prepayments 45,381 13,650
Unamortized issue costs of Public Debt 17,843 17,630
166,687 121,732
10. Accounts Payable and Accrued Liabilities [n Thousands
1988 1987
$ $
Ministry trade accounts and other Habilities ... 567,936 517,237
Accrued interest on public debt 212,875 182,583
Accrued employee leave entitlements ... 130,835 101,891
Forest Act, SECtON B . i, 49,700 64,387
Government of Canada...................ooii i e 31,449 30,230

992,795 896,328

The total cost of the early retirement incentive plan was $87.8 million, of which $26.6 million is
included under accrued employee leave entitlements.
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

11. Due to Crown Corporations, Agencies and Funds In Thousands
1988 1987
$ $

Amounts due to Special Funds ... 742,905
Amounts due to Trust Funds.................. 16,423 183,587
British Columbia Colleges and Institutes.... 11,923 11,751
British Columbia Enterprise Corporation ........ . 1,428 5,775
British Columbia Housing Management Commission . 25
British Columbia Transit .....................cocooeioie e 3,584
Expo 86 Corporation ..o, 60,188
Medical Services Commission of British Columbia............................................ 161,105 148,548
Simon Fraser URIVEISIEY.........ccooiiiiiiiiiiii i 1,766 2,310
University of British Columbia. 4,942 4,961
University of VICIOTIA ..o e 1,117 1,185

941,634 421,889
12. Deferred Revenue In Thousands

1988 1987
$ $

Motor vehicle licences and permits. ... 85,322 74,585
Water rentals and recording f8es ... 64,127 54,049
Petroleum, natural gas and minerals, leases and fees... 23,569 23,567
Canada Assistance Plan.......................cc.ccccoeei. 32,839 32,098

MASCEILANEOUS o oo 490656 28.670
255513 212,969

13. Public Debt Issued for Government Purposes In Thousands
1988 1987
Short-term promissory notes $ $
Payable in Canadian CUITENCY ...t 200,220 357,625
Payable in United States currency (U.S. $5,500; 1987 U.S. $178,586) ......c............. 7,174 235,797
207,394 593,422
Less: Unamortized diSCOUNE ... e (4,839) (8,824)

202,555 584,598

91-day Treasury Bills ........... 780,000 650,000
Less: Unamortized discount (8,352) (5,289)

771,648 644,711

Notes and bonds
Payable in Canadian CUrTenCy ..ot 4,174,467 3,632,322

Payable in United States currency (U.S. $165,713; 1987 U.S. $166,381) 204,506 217,144
4,378,973 3,849,466
Less: Unamortized diSCOUNT ..ottt e, (179,939) (187,633)
4,199,034 3,661,833
Less: Sinking fund balances....................cccooiii oo (156,490) (89,241)

4,042,544 3,572,592
5,016,747 4,801,901

Short-term promissory notes payable in U.S. currency are fully hedged to mature in Canadian funds.
Notes outstanding at March 31, 1988, mature at various dates to December 15, 1988, at an annual average
interest rate of 8.91%. During the year $4.0 billion in notes were issued at interest rates which varied between
6.80% - 10.50%.
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13. Public Debt Issued for Government Purposes — Continued

Treasury bills outstanding at March 31, 1988, mature at various dates to June 29, 1988, at an annual
average interest rate of 8.48%. During the year, $2.9 billion in Treasury bills were issued at interest rates
which varied between 6.87%9.66%.

The Province had 137 series of notes and bonds outstanding at March 31, 1988.

Included in notes and bonds payable in Canadian currency are Japanese Yen notes totalling 31.1 billion
Yen (1987: 31.1 billion Yen) which have been fully hedged to $220.7 million Canadian (1987: $220.7
million Canadian) through currency exchange agreements.

Included in notes and bonds payable in U.S. currency are Swiss Franc notes totalling 325 million Francs
(1987: 325 million Francs) which have been fully hedged to $149 million U.S. (1987: $149 million U.S.)
through a currency exchange agreement.

The following notes and bonds were issued by the Province in Canadian currency during the year ended
March 31, 1988.

Date ot Maturity Series Coupon Rate Principal
% In thousands
$
August 21, 1989 .o PRT 8.00 30,000
August 1, 1990 ..o P-BH 8.08 6,000
November 1, 1990 ... e P-BC 7.91 10,500
September 15, 1991 . P-C 3.75 3,000
November 1, 1991...... P-HJ 7.15 5,000
November 10, 1991 ... P-YG 7.14 9,101
February 10, 1992 ... P-HK 6.75 4,928
March 1, 1992 ... P-YH 6.90 8,000
May 10, 1992 ... P-YJ 7.38 7,014
May 21, 1992 ... P-D 4.00 1,000
June 15, 1992 e P-E 4.00 1,000
July 2, 1992 P-BL 7.45 7,000
August 10, 1992 ... P-YK 7.49 6,260
August 10, 1992 ... P-HN 7.49 2,500
September 7, 1992 ... P-YL 7.50 5,000
September 15, 1992 ... P-F 4.00 1,500
September 15, 1992 ... P-MD 5.00 18,724
September 15, 1992 . P-N 5.00 10,000
October 10, 1992..... P-YM 7.49 5,000
November 10, 1992 ... ... P-YN 7.51 8,907
December §, 1992 P-YO 7.38 8,199
January 10, 1993 .. P-YP 7.26 4,627
March 3, 1993 ... BCEC-7 9.25 117,347
March 8, 1993 ... P-HQ 7.23 6,500
May 9, 1993 . e P-YQ 7.34 10,000
June 7, 1993 ... P-HR 7.48 6,000
October 29, 1993 ... BCIY-7 10.67 12,500
November 25, 1997 ... PRV 10.25 122,022
April 9, 1998 oo PRS 7.75 300,000

The aggregate amounts of payments estimated to be required in each of the next five fiscal years to meet
sinking fund and retirement provisions are:
In Thousands
Canadian Funds “U.S. Funds

$ $
221,448 687
212,375 149,536
758,550 687
641,814 687

362,494 687
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14. Public Debt to Finance Fiscal Agency Loans

Short-term promissory notes
Payable in Canadian CUTENCY ..o
Payable in United States currency (U.S. $48,047; 1987 - U.S. $261,727)...............

Less: Unamortized diSCOUNL ...t

Less: Sinking fund balance ...

Notes, bonds and debentures payable in Canadian currency
Less: Unamortized diSCOUNT..........cooioiiiiiiiii e

Less: Sinking fund balances. ...

In Thousands

1988 1987
$ $

972,984 660,602
59,970 345,899
1,032,954 1,006,501
(12,193) (13,960)
1,020,761 992,541
(16,478)
1,020,761 976,063
1,659,608 1,278,578
(14,094) (14,058)
1,645,514 1,264,520
(43,057) (23,958)
1,602,457 1,240,562
2,623,218 2,216,625

Short-term promissory notes payable in U.S. currency are hedged to mature in Canadian funds or are
effectively hedged by fully offsetting U.S. dollar fiscal agency loans receivable. Notes outstanding at March
31, 1987, mature at various dates to August 12, 1988, at an annual average interest rate of 8.45%. During the

year, $5.8 billion in notes were issued at interest rates which varied between 6.74%9.83%.

The Province had 43 issues of notes and debentures outstanding at March 31, 1988.
Included in notes, bonds and debentures payable in Canadian currency are Japanese Yen notes totalling
13.4 billion Yen (1987: 13.4 billion Yen) which have been fully hedged to $82.9 million Canadian (1987:

$82.9 million) through foreign currency exchange agreements.

The following notes, bonds and debentures were issued by the Province in Canadian currency during the

year ended March 31, 1988.

Date of Maturity Series Coupon Rate
%
March 3, 1993 . BCEC-7 9.25
November 25, 1997 PRV 10.25
ALl 10, 2007 ..o BCCP-18 9.12
May 8, 2007 ... BCCP-19 9.13
Jure 10, 2007... BCCP-20 9.88
July 10, 2007 ....... BCCP-21 9.83
August 10, 2007...... BCCP-22 9.72
September 1, 2007 ...t BCCP-23 10.42
December 10, 2007 ..ot PRW 10.14

Principal

In thousands

$

32,653
152,978
25,055
59,286
68,932
22,187
14,430
4,763
746

The aggregate amounts of payments estimated to be required in each of the next five fiscal years to meet

sinking fund and retirement provisions are:

In Thousands
Canadian Funds

$
1989 L 78,780
1990 . 322,343
49,684
171,358

44,341
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15. Net Equity (Deficiency)

In Thousands
1988 1987
$ $

(3,863,263) (2,802,074)
150,782 250,313
Total net equity (deficiency)............... (3,712,481)  (2,551,761)
Net expenditure ot the General Fund, and Special Funds converted to Special Ac-

counts on March 31, 1988, for the year ..

Net equity (deficiency) General Fund — beginning of year
Net equity (deficiency) Special Funds — beginning of year

(790,933) (1,160,720)
Net equity (deticiency) — end Of YEAr ..o (4,503,414)  (3,712,481)

16. Contingencies and Commitments

(a) Guaranteed debrt

Guaranteed debt as at March 31, 1988, totalled $9.9 billion. (1987 — $10.5 billion). Included in
guaranteed debt is that debt of municipalities and other local governments, private enterprises and individu-
als, and debt and minority interests of Provincial Crown corporations, which has been explicitly guaranteed
or indemnified by the Government under the authority of a statute as to net principal or redemption provisions
and accrued interest or dividends outstanding. See Statement of Guaranteed Debt on A 34 for details.

(b) Contingent liabilities
(i) Pending litigation
The Government is a defendant in legal actions which may give rise to future liabilities.
Because the outcome of the litigation is uncertain, no amount has been recorded in these financial
statements.

The Government has a contingent liability in respect of the following summary of cases where

the estimated or known claim is or exceeds $100,000:

» a number of airline companies are challenging the Government’s authority to tax the fuel
used in their operations and to collect sales tax on aircraft; the amount in issue exceeds $30
million;
claims of $2.5 million for the alleged negligence of ambulance drivers;
claims of $2 million and $2.5 million have been made regarding motor vehicle accidents;
claims of $2 million and $2.3 million have been made regarding construction disputes:
claims of $2.5 million for hospital insurance;
claims of $35 million against assessments for social services tax;
various claims totalling $9.2 million against assessments for motive fuel, hotel room,
logging, mining, and corporation capital taxes; and
various legal actions totalling $18.5 million (each between $100,000 and $2 million)
representing claims of damages to persons and property or other miscellaneous claims.
(1) Other contingent liabilities

The Government also has contingent liabilities in the form of indemnities, indirect guarantees
and outstanding claims. Where indemnities are for explicit quantifiable loans, the amounts are
included in the statement of guaranteed debt. Because all other amounts are uncertain, no liability
for them has been recorded in these financial statements.

(c) Commitments

At the end of each year Government has a number of general commitments outstanding for ongoing
programs and operations. Such future expenditures are charged to the appropriation in the year in which the
work or service is performed. Commitments for capital contracts totalled approximately $126 million (1987
— $125 million), and commitments for extraordinary programs totalled approximately $624 million (1987
— $535 million).

(d) Superannuation and pension actuarial valuations

(i) The Government has statutory responsibilities, in the event of a deficiency existing between the
money available for payment of superannuation allowances and the amounts necessary to meet the
payment of these allowances equal to:

~ the amount of the deficiency in the case of the Public Service Superannuation Fund; and
* the amount specified by the Lieutenant Governor in Council in the case of the College
Pension Fund.
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16. Contingencies and Commitments—Continued

(ii) The funds administered by the Superannuation Commission require that periodic actuarial valua-
tions be performed for the purpose of assessing the adequacy of contribution rates and the financial
position of the funds. The reporting of an unfunded liability by the actuary indicates that a
deficiency of the funds may arise in the future if the actions recommended by the actuary are not
followed.

The unfunded liabilities as shown in the latest actuarial valuations for the above funds are
provided for information purposes:

In Thousands

Public Service College
Superannuation Pension
as at as at
March 31. August 31.
1987 1985
$ $
Total Actuarial Liability ... 4.480.089 310,126
Less Assets:
FUNA L (2.339.150) (130,113)
Present value of future contribUtions. ..o (1,684,877) (119,122)
Unfunded Liability ... 456,062 60,891

See Section G of the Public Accounts for further details of these plans.

17. Trust Funds

Amounts held and administered by the Government at the end of the fiscal year were comprised of the
following:
In Thousands

1988 1987
$ $

Superannuation, Pension and Long-term Disability Funds!

— administered by the Superannuation COmMMISSION............c.cocoooiiiiiii 9,479,856 8,387,393
Sinking Funds!,2

— administered by the Provincial Treasury ... 3,107,878 2,990,284
Investment Funds of Crown Corporations and Agencies

— administered by the Provincial Treasury ... 245,275 190,574
Public Trustee and Official Administrators

— administered by government officials ... 255,284 237,549
Supreme and County Court Rules (Suitors’ Funds)

— administered by the Courts ... 75,316 73,085
Investment Funds of Workers’ Compensation Board!

— administered by the Workers’ Compensation Board.............................. 2,718,955 2,546,619
Other Trust Funds

— administered by various government officials ... 60,553 44,746

15,943,117 14,470,250

Trust funds include amounts held and administered in trust, over which the Government has no power of
appropriation.

Cash and investments of the Trust Funds are managed or held by Provincial Treasury, Ministry of
Finance and Corporate Relations.

! See Volume HI of the Public Accounts for the latest audited financial statements of Superannuation and Pension Funds, the Workers’
Compensation Board and most entities whose sinking funds are administered by Provincial Treasury.

2 Sinking funds include investments held by Financing Authorities (which have essentially the same purpose as sinking funds) and the
sinking funds relating to Public Debt as disclosed in Notes 13 and 14 of these financial statements.



PUBLIC ACCOUNTS 1987/88 A 19

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO
SPECIAL ACCOUNTS ON MARCH 31, 1988
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

18. Subsequent events

(a) Privatization

In October, 1987, the Government announced a program to privatize certain of its operations. The
following privatization transactions have occurred since March 31, 1988:

* False Creek lands were sold by British Columbia Enterprise Corporation on April 27, 1988, for
$145,010,000. This amount was distributed to the Province as the shareholder pursuant to a resolution
of the Directors by payment of $50,000,000 cash and assignment of financial instruments. This
represented a $5,352,140 dividend to the Privatization Benefits Fund and $139,657,860 return of
contributed surplus to the Province.

Various B.C. Hydro assets have been sold including the mainland gas division sale for $785 million

announced on July 20, 1988. Upon finalization, the gain on the sale will be paid over to the Province in

the form of a dividend to the Privatization Benefits Fund.

» The Government is entering into agreements to dispose of certain assets and undertakings related to
existing highways maintenance operations. Proceeds from the sale of fixed assets of the Government
will represent revenue to the Province while the ongoing maintenance costs will be restricted, in
future, to contract payments rather than a combination of salaries, operating costs and fixed assets
acquisitions.

(b) Knowledge Network of the West Communications Authority

Pursuant to the Open Learning Agency Act (S.B.C. 1987, chap. 62, sec. 17 (2)) and Order-in-Council
25-1988, this corporation has been dissolved and all property and rights transferred to and vested in the Open
Learning Agency on April 1, 1988. The new agency is to use open learning methods to provide educational
programs and services and will develop and promote open learning education. A portion of its programs and
services will be those of the former Knowledge Network.

(¢c) Medical Services Commission of British Columbia (the Commission)

Until April 1, 1988, all premiums under the Medical Services Plan (the Plan) were remitted to the
Commission, with any deficiency in the funds to meet the necessary expenditures to be paid out of the
Consolidated Revenue Fund. After that date, amendments to the Medical Service Act Regulations, approved
by Order-in-Council dated March 25, 1988, require that premiums under the Medical Services Plan now be
remitted to the Minister of Finance and Corporate Relations. Money is now to be paid out of the Consolidated
Revenue Fund of the Province of British Columbia to meet all the needed expenditures for the operation of the
Plan.

19. Comparatives

Certain of the comparative figures for the previous year have been reclassified to conform with the
current year’s presentation. These reclassifications have had no effect on the operating results or fund
balances as previously reported.

Balances in specified Special Funds were transferred to the General Fund by the Special Accounts
Appropriation and Control Act. This Act transferred, on March 31, 1988, all assets and liabilities of the
Funds into Special Accounts within the General Fund of the Consolidated Revenue Fund. The General Fund
balance at March 31, 1988, includes assets and liabilities previouslty separated into the Special Fund Balance
Sheet accounts. The 1987/88 revenues and expenditures of the transferred Special Funds are combined with
the General Fund operating results in these financial statements. Comparative figures for prior years are
therefore restated to include these former Special Fund amounts. In future these statements will be called
General Fund Financial Statements. Concurrent with this restructuring of the former Special Funds, the
Privatization Benefits Fund Act and Budget Stabilization Fund Act brought two new Special Funds into
existence which will not be included in these statements.
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In Thousands

1988 1987
Estimated Actual Actual
Taxation Revenue $ $ $
Personal INCOME ... 2,562,000 2,789,965 2,248,096
Corporation income . 387,000 473,407 280,647
S0CIAY SEIVICE ..o 1,393,000 1,463,087 1,540,776
GASONE .o 360,000 380,889 317,884
Motive fuel use . 60,000 68,595 55,513
Tobacco ................ 223,000 227,795 212,015
Property purchase ... 168,000 140,130 669
Corporation capital ..... 49,000 56,761 87,205
Property (rural areas) .. . 41,000 42,741 35,799
Insurance premium ..... . 58,000 54,215 34,681
Hotel room ............ 35,000 40,028 41,484
Horse racing......... . 7,000 6,682 6,720
Succession and Gift ... 0 10 16
Total Taxation Revenue...................................... 5,343,000 5,744,305 4,861,505
Natural Resource Revenue
Petroleum and Natural Gas
Natural gas royalties. ..o 62,000 53,665 57,215
Permits and fees...... N, 67,000 92,595 68,093
Petroleum royalties. ...t 50,000 51,851 44,958
179,000 198,111 170,266
Minerals
MIDINE €K ..o 500 792 445
Mineral resource tax .. . 2,900 10,418 8,016
Mineral land tax ........................... 12,000 12,215 16,507
Coal, minerals and metals royalties. . 16,700 22,795 24,087
Miscellaneous mining receipts ... 7,900 7,366 6,530
40,000 53,586 55,585
Forests
LOBEING EAX ...t 7,000 31,531 8,841
TIMDET SAIES ......oovveie it 73,000 350,506 103,380
Small Business Enterprise Special Account.. . 21,500 47,227 28,972
Timber royalties ..o . 14,000 26,731 13,133
Lumber export tax... . 350,000 278,999 21,268
Forest scaling fees................ . 2,500 3,901 4,231
Miscellaneous forests receipts ... 6,000 5,686 5,481
474,000 744,581 185,306
Other
Water rentals and recording fees.............c.ooooeiiiiin i 212,000 214,971 235,643
Wildlife Act — fees and licences .................cocoee oo 13,000 11,709 10,791
225,000 226,680 246,434
Total Natural Resource Revenue............................ 918,000 1,222,958 657,591
Other Revenue
Sales and services
Lottery Fund Special Account................cccoeiriiiinnninn 175,000 165,064 160,706
Farm Income Assurance Special Account 28,000 12,076 15,972
Land registry fEes ..........ocoooviiiiiiic 15,000 17,661 37,102
Real estate earnings of the Crown Land Special Account........ 22,400 28,676 25,202
Coquihalla highways tolls...............coccciii e 14,000 15,022 11,061
Mator vehicle lien and search fees .. . 7,200 7,060 6,734
Ambulance service..................... . 8,000 7,314 8,298
Sheriff’s fEeS ....oooii e 1,300 1,173 1,142
Property tax collection fees ... 2,500 2,813 2,517
Vital statistics fees.......... . 3,000 3,022 2,861
Hearing aid equipment...... . 2,600 3,532 2,408
Sales of maps and airphotos ... . 500 530 447
Miscellaneous sales and services................. 7,500 8,533 7,424

287,000 272,476 281,874
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In Thousands

1988 1987
Estimated Actual Actual
Licences and permits $ $ $
Motor vehicle licences and permits.................ccocoooiiinn 149,000 136,821 129,030
Liquor Licencing Branch — permits and fees . 17,000 18,477 19,273
Companies Branch . 8,600 11,971 8,811
Safety inspection fees ... 6,700 7,532 6,698
Filing fees — Court SErvICes ..ot 9,700 3,757 3,852
Camp-site permits and park use 5,000 4,348 3,769
Fire Service Act — fees, etc. ... 4,000 5,073 4,874
Insurance, brokers and real estate . . 2,900 4,242 2,585
Agricultural licences.................... ; 800 702 887
Trade and dealer licences. . 300 270 248
Mobile home registry..................... . 600 692 536
Miscellaneous licences and permits .....................ccoovinenennn. 3,400 5,587 2,844
208,000 199,472 183,407
Interest from INVESTMENTS ... 62,000 68,355 53,169
Miscellaneous
Fines and penalties..............ccoiiiiiiiiiinc e 24,000 24,409 17,878
Maintenance of children ... ... 17,200 16,535 14,10t
Other maintenance reCeIpLs ... oooiviiriioreeie e 1,600 1,207 1,357
Insurance claim receipts ... . 9,700 11,773 10,622
Municipal share of joint-service programs.. . 3,500 4,595 2,505
Other miscellaneous........................ 25,000 31,566 24,613
81,000 90,085 71,076
Total Other Revenue........................ii. 638,000 630,388 589,526
Contributions from Government Enterprises
Liquor Distribution Branch — net income ... 432,000 425,040 424,787
British Columbia Railway Company — dividend.. . 10,000 20,615 10,307
British Columbia Ferry Corporation — dividend ...... . 0 1,175 9,866
British Columbia Buildings Corporation — dividend .................... 10,000 22,965 2,645
Total Contributions from Government Enterprises............. 452,000 469,795 447,605
Contributions from the Federal Government
Established Programs Financing.............c.coooooiiiioii 1.228,000 1,215,270 1,205,263
Canada Assistance Plan ........... . 629.000 630,958 611,267
National Training Act ... 41,000 38,732 42,292
Economic development........ 42,700 35.759 22,627
Transportation and highways ............... 15,900 17,084 15,378
Public Utilities Income Tax Transfer Act .. § 3,000 10.026 12
Statutory subsidies ... . 2,500 2,516 2,516
Reciprocal Taxation Agreement.. . 19,500 24,091 21,097
Other payments ........................ . 37.400 45,495 72,445
Fiscal Stabilization Program..........................o - 0 0 360
Total Contributions from the Federal Government ... 2,019,000 2,019,931 1,993,257
Gross Revenue ... 9,370,000 10,087,377 8,549,484
Less transfer to Budget Stabilization Fund. . (717,377)
NetRevenue . ... 9,370,000 9,370,000 8,549,484

Revenue by source is reported after the deduction of amounts considered uncollectible. These amounts totalled $7,982.082 in 1987/88
and were comprised of reductions of Taxation $6.182.192, Natural Resources $7.740 and Other Revenue $1.752,150.

Personal and Corporation income tax revenues are recorded after reduction for tax credits of $6.590.549 and $45.415.389 respectively.
The types of tax credits reducing Provincial income tax revenues are for foreign taxes, logging taxes, small business employment. venture
capital. political contributions, Housing and Employment Development bond interest. low income tax rebates and royalty tax rebates.

Petroleum and Natural Gas Permits and Fees are net of offsets allowed under section 68 of the Perroleum and Natural Gas Act of
$2,049.000.

Timber sales are net of stumpage offsets allowed under section 88 of the Forest Act of $103.634,000 (Estimates $105.730.000).

The British Columbia Liquor Distribution Branch revenue is the net income of the Branch after adjusting for the difference in the
accounting policies of the Branch from those of the Government. Revenue of $425.040.000 is comprised of gross revenue of
$1.063.852,000 less cost of merchandise sold and operating expenses of $640.556.000 and an accounting policy adjustment of $1.744.000
for the decrease in value of fixed assets. (Refer to Section F of the Public Accounts for complete financial statements of the Branch).
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ON MARCH 31, 1988
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988

Estimated for the

Total Appropriations

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1988 Authorizations Total Expenditure Expenditure
Legislation $ $ $ $ $
1 LegiSIation ... 14,201,820
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, sec. 64)................... 1,520,569 15,722,389 15,722,389
14,201,820 1,520,569 15,722,389 15,722,389
Auditor General
2 Auditor General ... 4,465,920
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20(3)) 24,611 4,490,531 4,490,531
4,465,920 24,611 4,490,531 4,490,531
Ombudsman
3 OMDBUASIMAN ..........ovii e 2,493,970 2,493,970 2,459,213 34,757
Office of the Premier
4 Office of the Premier ........ocooooivioioie e 2,733,090 2,733,090 2,689,882 43,208
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from Ministry of Intergovernmental Relations (Vote
A5) e 859,478 859,478 771,922 81,556
—Transfer from Ministry of Provincial Secretary and Government
Services (VOte 53).....oi i 3,684,000 3,684,000 3,330,476 353,524
2,733,090 4,543,478 7,276,568 6,798,280 478,288
Ministry of Advanced Education and Job Training
5 Minister’s Office.... e 184,709 184,709 177,173 7,536
6 MRSty OPerations.............ocoeverer oo 695,466,020
Supplement — Special Warrant No. 3 ... 10,000,000 705,466,020 697,581,613 7,884,407
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from Ministry of Economic Development (Vote 18) .. 5,984,900 5,984,900 5,967,188 17,712
—Transfer from Ministry of Economic Development (Vote 19).. 4,592,500 4,592,500 2,003,745 2,588,755
Special Accounts—
Education Excellence Appropriation Act (8.B.C. 1986, chap. 6,
sec. 1) — Fund for Excellence in Education ............................ 105,240,000 105,240,000 100,240,000 5,000,000
800,890,729 20,577,400 821,468,129 805,969,719 15,498,410
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Ministry of Agriculture and Fisheries

7 Minister’s Office ... 241,948 241,948 229,880 12,068
8 Ministry Operations....... 61,447,939 61,447,939 45,684,080 15,763,859
9 Milk Board........................e.. e 367,973 367.973 367.872 101
10 Provincial Agricultural Land Commission 1,142,802 1,142,802 1,116,013 26,789
11 Agri-Food Regional Development Subsidiary Agreement (ERDA).... 8,130,000 8,130,000 3,507,744 4,622,256
Statutory—
Carttle Horn Act (R.S.B.C. 1979, chap. 44, sec. 7) — Livestock
Improvement ... 16,015 16,015 16,015
Financial Administration Act (S.B.C. 1981, chap. {35, sec. 58 (3))
— Southern Interior Beef Corporation...................co 68,220 68,220 68,220
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 58 (3))
— McLean Fitzpatrick Fruit Packers ... 1,000,000 1,000,000 1,000,000
Special Accounts—
Agricultural Credit Act (R.S.B.C. 1979, chap. 8, sec. 5 (2)) —
Agricultural Land Development........................... 158,640 158,640 158,640
Farm Income Insurance Act (R.S.B.C. 1979, chap. 123, sec. 2)
— Farm Income ASSUIANCE .........occovoiveiirireiceieiee e 56,000,000 56,000,000 25,125,977 30,874,023
Farm Product Industry Act (R.5.B.C. 1979, chap. 124, sec. 16)
— Farm Products Industry Improvement..................ccc........ 257,980 257,980 257,980
Livestock Protections Act (R.S.B.C. 1979, chap. 245, sec. 14)—
Livestock Protection ............ocoooooioeceioe e, 20,000 20,000 13,491 6,509
Less transfer to the Farm Income Assurance Fund Special Account
from VOte 8 ..o (28,000,000) (28,000,000) (12,075,856) (15,924,144)
99,350,662 1,500,855 100,851,517 65,470,056 35,381,461
Ministry of Attorney General
12 Minister’s OFffICE ... 219,629 219,629 217,398 2,231
13 Ministry Operations 281,398,956
Supplement — Spectal Warrant No. 4., 6,030,000
Statutory— .
Criminal Injury Compensation Act (R.S.B.C. 1979, chap. 83,
SEC. 3 (1)) i 1,438,099
Crown Proceeding Act (R.S.B.C. 1979, chap. 86, sec. 14 (4))... 14,431 288,881,486 288,881,486
14 Emergency ASSIStANCE ........c..ocovriiiiiiiiiiiii e 2,403,500 2,403,500 329,941 2,073,559
15 JUAICIAIY oo e 16,223,941
Supplement — Special Warrant No. 5. 1,897,000 18,120,941 18,023,650 97,291
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS

ON MARCH 31, 1988

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Total Appropriations
Estimated for the

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
16 Corrections...............ooci 125,553,653
Supplement — Special Warrant No. 400,000 125,953,653 125,666,379 287,274
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— NEE OF TECOVEIIES ...ttt
Inguiry Act (R.S.B.C. 1979, chap. 198, sec. 18) — Vancouver
Police Inquiry ... 26,844 26,844 26,844
Police Act (R.S.B.C. 1979, chap. 331, sec. 7)— Video Camera Use
SEUAY ..o 98,028 98,028 98,028
Police Act (R.S.B.C. 1979, chap. 331, sec. 44) — Fullerton Inquiry 4,324 4,324 4,324
Expropriation Act (R.S.B.C. 1979, chap. 117, sec. 54) — Property
ACGUISTEION ...t 195,501 195,501 195,501
Flood Relief Act (R.S.B.C. 1979, chap. 138, sec. 2) — July flood,
Northeast B.C. ...t 2,028,447 2,028,447 2,028,447
Emergency Program Act (S.B.C. 1986, chap. 106, sec. 4)............ 3,200 3,200 3,200
Special Accounts—
Land Title Act (R.S.B.C. 1979, chap. 219, sec. 274 (2)} — Land
Titles SUIVEY ...oooiiiii e 9,000 9,000 328 8,672
425,808,679 12,135,874 437,944,553 435,475,526 2,469,027
Ministry of Economic Development
17 MInISter’s OffiCe ..o 269,370 269,370 251,420 17,950
18 Ministry OPErations ..ot 59,260,467
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Ministry of Advanced Education and Job Training (5,984,900)
—Transfer to Ministry of Intergovernmental Relations............ (360,000) 52,915,567 42,164,661 10,750,906
19 Economic and Regional Development Subsidiary Agreement (ERDA) 20,535,500
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer to Ministry of Advanced Education and Job Training (4,592,500) 15,943,000 5,758,457 10,184,543
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Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14) —
Transfer from Ministry of Finance and Corporate Relations (Vote

B L 4,306,923 4,306,923 3,966,704 340,219
Public Service Benefit Plan Act (R.S.B.C. 1979, chap. 344, sec. 3)

— B.C. Medical Expenses — B.C. House, London, England ... 14,541 14,541 14,541
Ocean Falls Corporation Repeal Act (R.S.B.C. 1979, chap. 304.1) 4,617 4,617 4,617

Special Accounts—
Industrial Development Fund Act (R.S.B.C. 1979, chap. 194,
sec. | (3)) — Industrial Development Subsidiary Agreement
Loan Repayment Revolving Fund ... 1,600,000 1,600,000 1,219,405 380,595
Low Interest Loan Assistance Revolving Fund Act (S.B.C. 1985,
chap. 44, sec. 2) — Low Interest Loan Assistance Revolving
Fund ..o 1,000,000 564,388 1,564,388 1,564,388
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from Ministry of Finance and Corporate Relations:
Purchasing Commission Act (R.S.B.C. 1979, chap. 350,
sec. 23.1 (3)) — Purchasing Commission Working Capital

o
c
ACCOUNIE ..o =
—Purchasing Commission Act (R.S.B.C. 1979, chap. 350, A
SEC. 23,1 (B)) oo 6,231,406 6,231,406 6,231,406 >
82,665,337 184,475 82,849,812 61,175,599 21,674,213 g
Ministry of Education %
20 Minister’s Office ... 225,259 225,259 199,354 25,905 =
21 Ministry OPerations ..., 25,468,385 “
Statutory— 2
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 23(3)) (113,340) 25,355,045 24,980,932 374,113 §
22 Public Schools Education ..o 1,189,387,212 &
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20 (3)) 10,171,093 1,199,558,305 1,199,558,305
23 Independent Schools.................ocoooiii 39,037,153
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 23(3)) 965,908 40,003,061 40,003,061
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— NEL Of TECOVETIES ... oviiiiiii ettt
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 24 (1)
(c)) — Interest on property tax refunds ... 1,024,722 1,024,722 1,024,722
Education (Interim) Finance Act (S.B.C. 1982, chap. 2, sec. 20(6)) 810,051 810,051 810,051
Teaching Profession Act (S.B.C. 1987, chap. 19, sec. 42) ... 513,154 513,154 513,154
Special Accounts—
Education Excellence Appropriation Act (S.B.C. 1986, chap. 6, >
sec. 1) — Fund for Excellence in Education ............................ 112,990,000 112,990,000 110,970,600 2,019,400 e

1,367,108,009 13,371,588  1,380,479,597 1,378,060,179 2,419,418



GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS

ON MARCH 31, 1988

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Total Appropriations
Estimated for the

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1988 Authorizations Total Expenditure Expenditure
Ministry of Energy, Mines and Petroleum Resources $ $ 3 $ $
24 Minister’s OffiCe ...........oooviiiiie e 235,549 235,549 234,077 1,472
25 Ministry OpPerations............ocooiourioiiiciicirc e 23,203,101 23,203,101 22,000,971 1,202,130
26 British Columbia Utilities Commission ...............cccocoooooiii 1,407,430
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20 (3)) 477,262 1,884,692 1,884,692
27 Fort Nelson Indian Band Mineral Revenue Sharing Agreement .......... 800,000 800,000 397,234 402,766
28 Mineral Development and Exploration Incentives......................... 7,300,000 7,300,000 6,968,911 331,089
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from Ministry of Intergovernmental Relations (Vote
A5) e 858,618 858,618 847,229 11,389
—Transfer from Ministry of Intergovernmental Relations (Vote
S e 5,951,652 5,951,652 5,278,449 673,203
Financial Administration Act (§.B.C. 1981, chap. 15, sec. 24 (1)
(c)) — Interest on Revenue refunds.............ccocooeeiii, 30,139 30,139 30,139
Mines Act (S.B.C. 1980, chap. 28, sec. 15 (2)) — Mine Improve-
TTIETIE ..ot 3,451 3,451 3,451
32,946,080 7,321,122 40,267,202 37,645,153 2,622,049
Ministry of Environment and Parks
29 Minister’s OffiCe ... 224,378 224,378 223,346 1,032
30 Ministry OPerations.............ccoooviiiiieriiieeeceeeee s 135,466,990 135,466,990 131,207,281 4,259,709
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— 1€t OF TECOVEIIES. ......vveeeeieee e
Environment Management Act (R.S.B.C. 1979, chap. 14, secs. 5
and 6) — Pesticide Spill..................co 23,788 23,788 23,788
Special Accounts—
Wildlife Act (S.B.C. 1982, chap. 57, sec. 11 (4)) — Habitat
Conservation Fund ... 1,433,000 55,090 1,488,090 1,488,090
137,124,368 78,878 137,203,246 132,942,505 4,260,741
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Ministry of Finance and Corporate Relations

31 Minister’s Office ...
32 Ministry Operations

Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14) —
Transfer to Ministry of Economic Development..................
33 Compensation Stabilization Program ...

Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, scc. 24 (1)
(c)) — Interest on Revenue Refunds ...
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 21) —
Special Warrant No. 2: Operations, Administration and Expenses
of 8 Portfolios of Ministers of State .....................cccoooeiiiiiiin
Insurance (Captive Company) Act (S.B.C. 1987, chap. 9, sec. 15)
— AdmInIStration COSS ............ocovoiiieiiieie e
Property Purchase Tax Act (5.B.C. 1987, chap. 20, sec. 27) —
Administration COStS ..o
Unclaimed Money Act (R.S.B.C. 1979, chap. 418, sec. 15)..........
Special Accounts—

Purchasing Commission Act (R.S.B.C. 1979, chap. 350, sec.
23.1(3)) — Purchasing Commission Working Capital Account
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14) —
Transfer to Ministry of Economic Development......................
Resource Revenue Stabilization Fund Act (S.B.C. 1982, chap. 24,
sec. 4) — Resource Revenue Stabilization Fund ...
Less transfer to the General Account from the Special Account..........

Ministry of Forests and Lands
34 Minister’s Office ...t
35 Ministry Operations.............c.cocoooiviiiiiioe e
36 Fire Suppression Program ...
Statutory—
Forest Act (R.S.B.C. 1979, chap. 140, sec. 124 (4)) ..o
37 Forest Resource Development Subsidiary Agreement (ERDA)
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 21) —
Special Warrant No. 1 — Compensation to Employees and Con-
tractors of Beban Logging Company ...
Special Accounts—
Forest Act (R.S8.B.C. 1979, chap. 140, sec. 87.1) — Small
Business Enterprise ...
Forest Stand Management Fund Act (S.B.C. 1986, chap. 8, sec.
3) — Forest Stand Management................cocooionncn,
Less transfer to the Special Account from Vote 35,

283,435 283,435 255,481 27,954
67,570,778
(4,306,923) 63,263,855 61,286,399 1,977,456
729,387 729,387 446,727 282,660
1,201,476 1,201,476 1,201,476
8,000,000 8,000,000 952,348 7,047,652
71,313 71,313 71,313
950,000 950,000 950,000
150,822 150,822 150,822
1,147,863,117 1,147,863,117 1,147,863,117
(1,147,863,117) (1,147,863,117)  (1,147,863,117)
68,583,600 6,066,688 74,650,288 65,314,566 9,335,722
210,165 210,165 187,203 22,962
267,798,152 267,798,152 261,927,829 5,870,323
60,000,000
9,608,468 69,608,468 69,608,468
68,883,468 68,883,468 66,067,317 2,816,151
1,200,000 1,200,000 1,200,000
21,420,000 2,587,711 24,007,711 24,007,711
19,500,000 19,500,000 18,795,458 704,542
(13,000,000) (13,000,000) (13,000,000)
424,811,785 13,396,179 438,207,964 428,793,986 9,413,978
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Vote
No.

42

43

44

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Description

Ministry of Health

Minister’s OFffice ..o
Management Operations...
Pharmacare ...
Supplement — Special Warrant No. 7 .
Medical Services COMMISSION .........cccoooiiiiviriiieie
Statutory—
Medical Services Commission Act (R.S.B.C. 1979, chap. 255,
SEC.I2) L
Preventive and Community Care Services. .
Supplement — Special Warrant No. 8.,
Institutional Services ..........c.o.ocoovoioieieiii e
Supplement — Special Warrant No. 9.
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec 23 (3))
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— et Of TECOVETIES. ....oiiii et
Financial Administration Act (8.B.C. 1981, chap. 15, sec 22 (1)) —
Veterans' Hospital Agreement................ccooccviiniiniccieinnn
Special Accounts—
Health Improvement Appropriation Act (S.B.C. 1986, chap. 9,
sec. 1) — Health Improvement Fund ...

Ministry of Intergovernmental Relations

Minister’s Office ..........cccooveiiriiinriiieeet e
Statutory—
Constitution Act (R.8.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer to Ministry of Transportation and Highways .........

Estimated for the

Total Appropriations

12 Months Ending Other Actual Net Under
March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
220,893 220,893 220,502 391
70,114,417 70,114,417 67,309,953 2,804,464
155,990,000
3,750,000 159,740,000 157,473,941 2,266,059
540,373,948
23,626,553 564,000,501 564,000,501
245,420,959
3,562,000 248,982,959 246,285,981 2,696,978
1,923,913,040
29,468,000
449,833 1,953,830,873 1,953,830,873
11,710 11,710 11,710
240,000,000 240,000,000 240,000,000
3,176,033,257 60,868,096  3,236,901,353  3,229,133,461 7,767,892
148,133
(148,133)
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45 Ministry Operations............ et
Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Ministry of Transportation and Highways .........
—Transfer to Ministry of Energy, Mines and Petroleum Re-

SOUTCES ...ttt ettt
—Transfer to Office of the Premier...............o
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer from Ministry of Provincial Secretary and Government
Services (Vote 53). .o

—Transfer to Ministry of Energy, Mines and Petroleum Resources
(VOtE 53] e,

—Transfer from Ministry of Economic Development (Vote 18) ..

—Transfer to Ministry of Transportation and Highways (Vote 18)

Special Accounts —

Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 3) — First
Citizens Fund ...
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—- Transfer to Ministry of Transportation and Highways .....

Ministry of Labour and Consumer Services
46 Minister’s Office ...
47 Ministry OpPerations ..o oo
Statutory—
Industrial Relations Reform Act (S§.B.C. 1987, chap. 24, sec. 67) —
Administration Costs ...

Ministry of Municipal Affairs
48 Minister’s OffiCe ...
49 MInistry OPerations.............occovriimioiiiiececeeeecee e
50 Municipal Revenue Sharing
51 Transit SEIVICES.......cooviiiei i
Statutory—

Financial Administration Act (S.B.C 1981, chap. 15, sec. 14) —
Provision for Doubtful Accounts...........ccccoooooevoiiiiiiiiieveienen

Special Accounts—
Revenue Sharing Act (R.S.B.C. 1979, chap. 368, sec. 3) —
Revenue Sharing Fund
Special Appropriations Act (S8.B.C. 1982, chap. 40, sec. 2 (1)) —
Downtown Revitalization ................cccoooiiivioiisieeoee
University Endowment Lands Act (R.S.B.C. 1979, chap. 420,
sec. 3 (1)) — University Endowment Lands Administration ...
Less Transfer to the Special Account from Vote 50...............c...o.......

2,457,460

(739,364)

(858,618)
(859,478)

5,951,652
(5,951,652)
360,000
(360,000)
1,973,000

(1,973,000)

4,578,593 (4,578,593)

236,168 236,168 224,869 11,299
22,227,574 22,227,574 18,872,539 3,355,035
5,940,149 5,940,149 5,940,149
22,463,742 5,940,149 28,403,891 25,037,557 3,366,334
235,919 235,919 233,282 2,637
26,379,686 26,379,686 26,208,054 171,632
231,000,000 231,000,000 231,000,000
158,635,000 158,635,000 158,578,626 56,374
223,729 223,729 223,729
230,750,000 230,750,000 228,437,657 2,312,343
250,000 173,409 423,409 423,409
1,542,000 1,542,000 1,462,795 79,205
(231,000,000) (231,000,000) (231,000,000)
417,792,605 397,138 418,189,743 415,567,552 2,622,191
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Vote
No.

52

54

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Description

Ministry of Provincial Secretary and Government Services
Minister’s Office ........ocoooiiiiiiiiii e
Ministry Operations

Supplement — Special Warrant No. 10
Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Office of the Premier..........................
—Transfer to Ministry of Intergovernmental Relations ............

Pensions and Employee Benefits Administration..........................
Pensions and Employee Benefits Contributions
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20(3))
Statutory—
Financial Administration Act (§.B.C. 1981, chap. 15, sec. 22 (1))
— NEL Of TECOVEIIES ..ot
Public Service Act (R.S.B.C.1979, chap. 343, sec. 49(3)) .........
Pension (Public Service) Amendment Act (S.B.C. 1987, chap. 63,
SEC. 1.and 2) oo
Elections Act (R.S.B.C. 1979, chap. 103, sec. 191) — 1986 Elec-
tion Expenses — Boundary Similkameen..............................
Inquiry Act (R.8.B.C. 1979, chap. 198, sec. 18)

—Royal Commission on Education ...

—Royal Commission on Electoral Boundaries

—Social Housing Commission ...............c..ccocoovn.

—Royal Commission on Coquihalla Highway Costs .................

—Royal Commission on Okalla Prison........................c..ccooon.

Financial Administration Act (§.B.C. 1981, chap. 15, sec. 58)

—Insurance Claims: Health Care Facilities ...

—Insurance Claims and Administration: School Districts and

COlIEZES ...

Estimated for the

Total Appropriations

12 Months Ending Other Actual Net Under
March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
206,621 206,621 196,526 10,095
54,368,021
950,000
(3,684,000)
(5,951,652) 45,682,369 44,305,775 1,376,594
i0 10 10
10
539,033 539,043 539,043
4,990,156 4,990,156 4,990,156
42,250,000 42,250,000 42,250,000
180 180 180
1,919,281 1,919,281 1,919,281
753.479 753,479 753,479
2,627 2,627 2,627
452,735 452,735 452,735
58,074 58,074 58,074
144,388 144,388 144,388
15,000 15,000 15,000
54,574,662 42,439,301 97,013,963 95,627,264 1,386,699
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56
57
58

59
60

61

63

64
65

Ministry of Social Services and Housing
Minister’s Office ...
Ministry Operations....................
British Columbia Home Program
Statutory-—
Special Accounts—

Home Conversion and Leasehold Loan Act (R.S.B.C. 1979,
chap. 170, sec. 17 (1)), and Home Purchase Assistance Act
(R.S.B.C. 1979, chap. 172, sec. 21 (1)) — Provincial Home
ACUISITION ...t

Ministry of Tourism, Recreation and Culture
Minister’s OffiCe ...
Ministry OPerations................cooiiioiiiiiien ettt
Statutory—
Financial Administration Act (§.B.C. 1981, chap. 15, sec 23 (3))
Statutory—
Special Accounts—
Special Appropriations Act (S.B.C. 1982, chap. 40, sec. 7 (1)) —
Provincial Computerization of Libraries ...
Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 6) — British
Columbia Cultural Fund ...,
Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 4) — Physical
Fitness and Amateur Sports Fund...................n

Ministry of Transportation and Highways
Minister’s Office ...
Administration and Support Services.
Highway Operations Department ...,
Statutory—

Financial Administration Act (§.B.C. 1981, chap. 15, sec 23 (3))
Motor Vehicle Department ...
Transportation Policy Department...............ccccooociiirciiciinie
Statutory—

Constitution Act (R.S.B.C 1979, chap. 62, secs. 13 and 14)

—Transfer from Ministry of Intergovernmental Relations (Vote

—Transfer from Ministry of Intergovernmental Relations (Vote
—Transfer from Ministry of Intergovernmental Relations (Vote

Indian Cut-Off Lands Dispute Act (S.B.C. 1982, chap. 50, sec. 5)
Special Accounts—
Constitution Act (R.S.B.C 1979, chap. 62, secs. 13 and 14)
— Transfer from Ministry of Intergovernmental Relations —
Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 3) -—— First
Citizens’ Fund ...

216,355 216,355 211,932 4,423
1,385,939,454 1,385,939,454 1,373,235,549 12,703,905
10 10 10
5,275,000 264,853 5,539,853 5,539,853
1,391,430,819 264,853 1,391,695,672 1,378,987,334 12,708,338
228,460 228,460 217,502 10,958
50,675,347
(375,289) 50,300,058 50,166,384 133,674
292,000 292,000 28,345 263,655
1,594,000 1,594,000 1,399,806 194,194
1,650,000 1,650,000 1,649,585 415
54,439,807 (375,289) 54,064,518 53,461,622 602,896
235,299 235,299 228,309 6,990
14,759,725 14,759,725 14,539,248 220,477
726,974,820
(4,999,705) 721,975,115 671,357,302 50,617,813
33,961,110 33,961,110 30,104,997 3,856,113
86,909,512 86,909,512 86,196,032 713,480
360,000 360,000 360,000
148,133 148,133 142,051 6,082
739,364 739,364 645,527 93,837
124,000 124,000 124,000
1,973,000 1,973,000 1,673,728 299,272
862,840,466 (1,655,208) 861,185,258 805,371,194 55,814,064
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GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS

ON MARCH 31, 1988

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Total Appropriations
Estimated for the

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1988 Authorizations Total Expenditure Expenditure
Other Appropriations $ $ $ $ $
66 Management of the Public Debt (Ministry of Finance and Corporate
RELALIONS) ..ottt 530,200,000 530,200,000 525,277,283 4,922,717
67  Contingencies (All Ministries) (Ministry of Finance and Corporate
Relations) ........cooooovee i 50,000,000
Supplement — Special Warrant No. 11 15,000,000 65,000,000 50,107,855 14,892,145
Statutory—
Special Accounts—
Ministry of Lands, Parks and Housing Act (R.S.B.C. 1979, chap.
277, sec. T(2)) — Crown Land ..., 21,962,000 21,962,000 21,932,832 29,168
Lottery Act (R.S.B.C. 1979, chap. 249, secs. 6 and 7) — Lottery
FUNA e, 170,500,000 170,500,000 120,111,811 50,388,189
772,662,000 15,000,000 787,662,000 717,429,781 70,232,219
Total Expenditure ... 10,220,000,000 199,022,164 10,419,022,164 10,160,933,467 258,088,697
Summary
Voted EXPEnditire ... 9,497,000,000 3,723,665 9,502,723,665 9,357,392,812 145,330,853
Statutory—
Special ACCOUNES ..........iioviioroniit e 995,000,000  1,158,156,594  2,153,156,594 2,060,596,412 92,560,182
Special Warrants .... 30,257,000 80,257,000 44,135,194 36,121,806
Various AcCtS............c...... 102,748,022 102,748,022 102,748,022
Less Inter-Account Transfers ... (272,000,000) (1,147,863,117) (1,419,863,117) (1,403,938,973) (15,924,144)

Total Expenditure

................................................................................. 10,220,000,000 199,022,164 10,419,022,164 10,160,933,467 258,088,697

For details of amounts referred to under section 22 of the Financial Administration Act, see Section D of the Public Accounts.
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PUBLIC ACCOUNTS 1987/88

A 33

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS

ON MARCH 31, 1988

STATEMENT OF EXPENDITURE BY GROUP ACCOUNT CLASSIFICATION

FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988 1987
$ $

Grants and CONLIDULIONS ...ttt 7,476,808 7,291,702
Salaries and DENETIIS ... ..oc.. oot et 1,272,552 1,175,285
OPEIALINE COSES ..ottt ettt 1,013,209 1,008,460
ASSEt ACUISITIONS ..ottt e 353,718 478,851
OBNET ..o e e 874,003 729,146
RECOVEIIES ... ..o e e et (829,357) (884,793)

10,160,933 9,798,651




GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS ON MARCH 31, 1988
STATEMENT OF GUARANTEED DEBT AS AT MARCH 31, 1988

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to net principal or redemption provisions and accrued
interest or dividends outstanding.

In Thousands

1988 1987
Net Net
Outstanding? OQutstanding?
Municipalities and other local governments— $ $
(1) Guarantees authorized pursuant to the Municipalities Assistance Act, SEC. 3 ..ot 1,222 1,698
(2) Guarantees authorized pursuant to the Municipal Act, sec. 854 —
DIEDEITUIES ...ttt et 11,480 13,096
Subtotal, municipalities and other local gOVErNMENts ... 12,702 14,794
Government services—
(3) Guarantees authorized pursuant to the British Columbia Buildings Corporation Act, sec. 13—
DIEDEIEUIES ...ttt e et 241,931 265,011
IMOTEZABE ... oot 2,296
(4) Guarantees authorized pursuant to the System Act, sec. 20! —
DIEDEIUIES .......ioiiiiiie ittt ettt bttt sttt ettt e 22,686 23,575
Subtotal, GOVEIMIMENT SEIVICES ..ottt ettt 266,913 288,586
Health and education4—
(5) Guarantees authorized pursuant to the Educational Institution Capital Finance Act, sec. 91—
DIEDEIILUIES ..ottt ettt ettt ettt 359,563 367,703
(6) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
SUAENT BIA FOANS ... 46,187 31,046
Simon Fraser University — Debentures 3,765 3,812
(7) Guarantees authorized pursuant to the Hospital District Finance Act, sec. 9'—
DIEDEIIUIES .......ooiiiiiiieci ittt ettt ettt s ettt ettt et 733,225 714,732
(8) Guarantees authorized pursuant to the School District Capital Finance Act, sec. 91—
DIEDBIEUIES ...ttt ettt 869,745 878,283
Subtotal, health and edUCAIION ..o 2,012,485 1,995,576
Economic development —
(9) Guarantees authorized pursuant to the Agricultural Credit Act, SEC. 3........ccooiiiiiiiiiiiiiiee e 1,872 3,049
(10) Guarantees authorized pursuant to the British Columbia Enterprise Corporation Act, sec. 61 ... 80,162 29,264
(11) Guarantees authorized pursuant to the British Columbia Railway Finance Act, sec. 101—
CAPIEAL TASES ...ttt ce ettt ettt 24,872 25,490

1st preferred shares — BC Rail Ltd. ..o 200,000 204,625
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(12) Guarantees authorized pursuant to the British Columbia Transit Act, sec. 22—

Bonds and debentures. 51,905 53,656

Capital leases 225,257 180,820
(13) Guarantees authorized pursuant to the Development Corporation Act, sec. 15 —

BONAS 8N NOWES . ... oo et 93,855

Less: held by the British Columbia Housing and Employment Development Financing Authority .. . (29,129)
(14) Guarantees authorized pursuant to the Farm Product Industry Act, SEC. 2 ... 1,750 1,430
(15) Guarantees authorized pursuant to the Ferry Corporation Act, sec. 181—

Notes 36,242 42,427

CAPILAL JEASES ..ot 42,647 43,466

(16) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
Vancouver Symphony OrChestra ... 750
(17) Indemnities authorized pursuant to the Financial Administration Act, sec. 56 —

W.L.C. Developments Ltd. ... 4,093

The Terry Fox Medical Research Foundation, et al 8,000 8,000

Moli Energy Limited 27,610 20,000
National Homes Limited 43 2
(18) Guarantees authorized pursuant to the Housing and Employment Development Financing Act, secs. 5 and 6! — {gg
Bonds and debentures 1,586 2,226 =
(19) Guarantees authorized pursuant to the Petroleum Corporation Act, secs. 10 and 12! 30,000 >
Subtotal, economic deVEIOPIMENT ... ..ot e 702,653 713,315 g
Utilities— 8
(20) Guarantees authorized pursuant to the Hydro and Power Authority Act, sec. 44'— Z]
Bonds @nd dEDENTUIES. .........c.oove oo oo oot ee ettt an 6,882,700 7,476,923 “
Grand total, all guaranteed debt 9,877,453 10,489,194 2
Less: Amounts included above held by General Fund? (9,212) (17,018) §
Net total, all guaranteed e ... 9,868,241 10,472,176 0

! See Section F of the Public Accounts for details of maturity dates, interest rates and redemption features of the outstanding debt of these Crown agencies.

2 Net outstanding guaranteed debt includes gross principal debt and accrued interest less sinking fund balances, and represents the total amount of contingent liability of the Government arising
from relevant guarantees. Amounts payable in foreign currency are transiated into Canadian dollars at the rate of exchange prevailing at the fiscal year-end.

3 As a result of Government financing and investment policies, $2.1 billion of guaranteed debt is held by Trust Funds actively managed by the Government.

4 The Government is directly responsible for paying 57.31% to 100% of debt service costs for health and education debt through various grant formulas. In 1987/88 the contributions totalled
approximately $274 million or 78.9% of debt service costs.

S 4



A 36 PROVINCE OF BRITISH COLUMBIA

GENERAL FUND, AND SPECIAL FUNDS CONVERTED TO SPECIAL ACCOUNTS
ON MARCH 31, 1988
STATEMENT OF INFORMATION REQUIRED UNDER SECTION 8 (2) (b) (iii)
OF THE FINANCIAL ADMINISTRATION ACT
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands
Assets and

. Money Uncollectible D e!:ts fmd Remissions
Ministry Refunded Debts Obhge_mons Made
Written-Off ~_ Torgiven
$ $ $ $
Advanced Education and Job Training .............cccccoivvininnis 639
Attorney General ..........ccccoooovinne 367 996
Education .........c.ccooocoieieiie e 6,927
Energy, Mines and Petroleum Resources... 8
Environment and Parks.............cccoo oo 30 3
Finance and Corporate Relations ... 1,058 11,157 262
Forests and Lands 313 8,498 50
Health..................... 268 1,119 2
Municipal Affairs 28
Transportation and Highways................. 6,551 24
Total 1988 .. .o 16,181 21,805 50 264
Total 1987 oo 5,965 20,807 889 1,719

This staternent includes amounts authorized by sections 13, 14, 15 and 16 of the Financial Administration Act. Amounts authorized for
refund, write-off, forgiveness or remission by other statutes are not shown separately in these financial statements.
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8 Bastion Square

Legislative Assembly AUDITOR GENERAL Victoria '
Province of British Columbia sgii/s?xiolumbxa

Telephone: (604) 387-6803
Fax: (604) 387-1230

AUDITOR GENERAL’S REPORT

To the Legislative Assembly

of the Province of British Columbia
Parliament Buildings
Victoria, British Columbia

I have examined the combined balance sheet of the Government of the
Province of British Columbia as at March 31, 1988, and the combined
statements of revenue and expenditure and changes in cash and temporary
investments for the year then ended. My examination was made in
accordance with generally accepted auditing standards, and accordingly
included such tests and other procedures as I considered necessary in the
circumstances. I have received all the information and explanations I have
required.

I report in accordance with section 7 of the Auditor General Act. In my
opinion, these combined financial statements present fairly the financial
position of the Government’s consolidated revenue fund as at March 31,
1988 and the results of its operations and the changes in its financial
position for the year then ended in accordance with the stated accounting
policies as set out in Note 1 to these financial statements applied on a basis

consistent with that of the preceding year.

George L. Morfitt, F.C.A.
Auditor General

Victoria, British Columbia
August 31, 1988
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COMBINED BALANCE SHEET AS AT MARCH 31, 1988

Note
ASSETS
Cash and temporary investments .. 2
Accounts receivable............... 3
INVEIIOTIES ...t 4
Investments in and amounts due from Crown corporations and agencies.. -
Loans, advances and other investments ... 6
Mortgages Teceivable.................oiiii 7
Fiscal Agency loans ... . 8
OhET @SSELS.....ivoiiiiit ittt 9
LIABILITIES AND NET EQUITY (DEFICIENCY)

Liabilities:
Accounts payable and accrued liabilities ... 10
Due to Crown corporations, agencies and funds 11
Deferred revenue ... 12
Public debt, issued for Government purposes .... .13
Public debt, to finance Fiscal Agency loans................ccoocooiniiiini. 14
Net equity (defiCIEnCy)... ... 15
FIXEA ASSEUS ...ttt s 1
Contingencies and COMMILMENES..............ocooiieiiiiiiiie e 16

BS
In Thousands
1988 1987
$ $
116,351 109,878
811,647 789,632
118,786 105,305
1,004,058 1,040,263
163,027 154,203
322,719 299,593
2,623,218 2,216,625
166,687 121,732
5,326,493 4,837,231
992,795 896,328
198,729 421,889
255,513 212,969
5,016,747 4,801,901
2,623,218 2,216,625
9,087,002 8,549,712
(3,760,509) (3,712,481)
5,326,493 4,837,231

The accompanying notes and supplementary statements are an integral part of these financial statements.

Approved on behalf of the Ministry of Finance and Corporate Relations:

< ;Q i fmet e
P. G. HALKETT

A/Deputy Minister of Finance
and Corporate Relations

= IS E

D. B. MARSON
Comptroller General



B 6 PROVINCE OF BRITISH COLUMBIA

COMBINED STATEMENT OF REVENUE AND EXPENDITURE
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988 1987
Estimates? Actual Actual
$ $ $
REVENUE
TAXALION ... e 5,343,000 5,744,305 4,861,505
Natural TeSOUFCeS ....cooooovveriienennn. 918,000 1,222,958 657,591
Oher ... 638,000 630,388 589,526
Contributions from Government enterprises . 452,000 469,795 447,605
Contributions from the Federal Government....................coi 2,019,000 2,619,931 1,993,257
TOLAL FEVETIIE ..ottt et ettt 9,370,000 10,087,377 8,549,484
EXPENDITURE
Health oo 2,918,900 2,997,293 2,860,564
S0CIAl SEIVICES ..o 1,663,700 1,610,382 1,512,430
Education ... 2,118,700 2,203,670 1,913,915
Transportation and communications....................... 835,300 768,079 975,418
Natural resources, trade and industrial development ......................... 745,600 721,019 614,938
Protection of persons and property ... 476,500 480,842 453,257
Aid to local government .............. 403,400 402,514 392,322
Debt servicing! ........... 530,200 525,277 393,581
General GOVErMMENt...........ococoiiii i 167,600 177,496 195,564
HOUSIIE ..ot 81,400 64,362 101,902
Recreation and cultural services .. 82,800 71,230 66,658
BT e e e e e 195,900 113,241 318,102
Total eXPenditUre. .........ooo..iviiiisereecet e 10,220,000 10,135,405 9,798,651
Net Operating Expenditure for the Year ... ... (850,000) (48,028) (1,249,167)
NON-OPERATING TRANSACTIONS
Valuation adjustment of investments in and amounts due from Crown
corporations and agemnCIes. ..o 4] 0 88,447
Net Expenditure for the Year (note 15) ... (850,000) (48,028) (1,160,720)

I Debt servicing does not include interest of $248.461.000 (1987 — $233.364.,000) on borrowings to finance Fiscal Agency loans as
the interest revenue and expenditure are offsetting.

2 Estimated amounts are as presented in the Estimates for this fiscal year. This presentation makes no attempt to include additional
statutory or other expenditure appropriations. Such information is contained in the Statement of Comparison of Estimated Appropriations to
Actual Expenditures (See B 22 to B 32).

The accompanying notes and supplementary statements are an integral part of these financial statements.
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B7

COMBINED STATEMENT OF CHANGES IN CASH AND TEMPORARY INVESTMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

OPERATING TRANSACTIONS

Net operating expenditure for the year ...

Non-cash items included in net expenditure
Accounts receivable (increases)....................
Accounts payable increases........................
Due to Crown corporations increases (decreases)
Public Debt increases................ccccoooieninn.
Due from Crown corporations (increases) de-
CTBASES ....ovvieeeeiie et e e e eans
Other under $10 million.............

Cash items applicable to future operations................
Cash used for operations.................c..ceoeo oo
INVESTMENT TRANSACTIONS
Loans, advances and other investments (issues) repay-
IMEIIES ..ottt
Mortgages receivable (issues)..........................
Divestment of (investment in):
Crown COrporations ..o
Other aSSELS .....ooviviiiiiiiiic e

Cash derived from (used for) investments.................
Total financial requirements...............c..cccooooeiiicni
FINANCING TRANSACTIONS

Increase in public debt issues ...
Less: Used for Fiscal Agency loans ......................

Cash derived from financing.........................

[ncrease (decrease) in cash and temporary investments ...
Balance — Beginning of Year

Balance — End of Year

1988 1987
$ $
(48.028) (1,249.167)
(22,015) (97,448)
96,467 59,833
(223,160) 114,180
29,681 11,745
(3) 13,969
(2.155) 3,998
(121,185) 106,277
(26.188) (627)
(195,401) (1,143.517)
(8,383) 27,320
(23,084) (25.128)
36,208 (585,011)
1
4,741 (582.818)
(190,660} (1,726,335)
602,596 2,007,019
(405,463) (398,309)
197,133 1,608,710
6,473 (117,625)
109,878 227,503
116,351 109,878

The accompanying notes and supplementary statements are an integral part of these financial statements.
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NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

1. Significant Accounting Policies

(a) REPORTING ENTITY

These financial statements include the transactions and balances of the General Fund and Special Funds
which combined are known as the Consolidated Revenue Fund. Separate consolidated financial statements of
the Government are prepared which include the financial activities of the Consolidated Revenue Fund and
certain Crown corporations and agencies. (See Section C of the Public Accounts.)

For purposes of these financial statements the accounts of the Government are presented as one
Consolidated Revenue Fund, which is comprised of:

« General Fund — it includes all transactions and balances of the Government not otherwise
earmarked by legislative action, including the accounts of the British Columbia Liquor
Distribution Branch, the Queen'’s Printer and the Purchasing Commission, special accounts and
other statutory spending authorities; and

* Special Funds — these are comprised of all amounts set aside from the General Fund by special
disposition of the Legislature.

(b) PrRINCIPLES OF COMBINATION
The accounts of the General Fund are combined with the Special Funds after adjusting them to conform

with the accounting policies as described below. Interfund revenue and expenditure transactions are
eliminated upon combination. :

(c) Basis OF ACCOUNTING

The accrual basis of accounting is used which, for these combined financial statements, is specifically
expressed as follows:

Revenue

All revenues are recorded on an accrual basis except where the accruals cannot be determined with
a reasonable degree of certainty or where their estimation is impracticable. The exceptions, which
normally relate to certain payments to the Province under the Federal-Provincial Fiscal Arrangements
and Federal Post-Secondary Education and Health Contributions Act, 1977, are recorded on a cash
basis. Revenues from Crown corporations are recognized when cash transfers are received or when
dividends are declared.

Expenditure

All expenditures, including the cost of fixed assets, are recorded for goods and services received
during the year. Grants and contributions (which include forgivable loans) are recorded as expenditure
when disbursement of the funds has been authorized, with the exception that social assistance payments
during a given month to meet the needs of recipients in an ensuing month are recorded as expenditure in
the period to which the payments apply.

Recoveries of expenditure may be recorded as a credit to the appropriate expenditure account
when:

(i) they can be specifically identified with the expenditure transactions and payment has actually

been made from an appropriation;
(if) provision for them has been approved through the Estimates or by Treasury Board; and
(iii} the expenditure to which they relate was incurred in the same fiscal year.

Assets

All assets are recorded to the extent that they represent cash and claims upon outside parties or
items held for resale to outside parties as a result of events and transactions prior to the year-end. Rental
payments for leases which transfer the benefits and risks incident to the ownership of certain assets, not
including special purpose buildings, are reported as expenditures at the dates of inception of the leases.

Liabilities

All liabilities are recorded to the extent that they represent claims payable to outside parties as a
result of events and transactions prior to the year-end.
Foreign Currency Translation

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian
dollars at the exchange rate prevailing at the year-end and foreign currency transactions are translated at
the exchange rate prevailing at the date of the transaction unless hedged by forward contracts which
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NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies—Continued

specify the rate of exchange. Adjustments to revenue or expenditure transactions arising as a result of
foreign currency translation are credited or charged to operations at the time the adjustments arise.
Unrealized foreign currency gains and losses on long-term, fixed-term monetary assets and liabilities
are reported as a deferred charge and amortized over the remaining terms of the related items on a
straight line basis.

Non-monetary assets and liabilities are translated at historical rates of exchange.

(d) SPECIFIC POLICIES

Cash and Temporary Investments

Cash balances are shown after deducting outstanding cheques issued prior to the year-end.
Cheques issued subsequent to the year-end relating to the previous year are included in accounts
payable.

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 Invest-
ment Portfolios. Units are carried at the lower of cost of acquisition adjusted by income attributed to the
units, or market value. Income attributed to the units represents the unitholders’ share of interest earned
by the Portfolio and is realizable by unitholders upon the sale of units.

Accounts Receivable

All amounts receivable (including any trade receivables from Crown corporations and agencies) at
the year-end for work performed, goods supplied or services rendered are recorded as revenue of the
fiscal year. Provision is made where collectibility is considered doubtful.

[nventories

Inventories comprise items held for resale and are recorded at the lower of cost or net realizable
value. Inventories of supplies are charged to the respective programs when the cost is incurred.

Property under development, which will eventually be sold to outside parties, is recorded at the
lower of cost or net realizable value.

Investments In and Amounts Due from Crown Corporations and Agencies

Investments in and amounts due from Crown corporations and agencies represent long-term
investments and amounts due, other than trade receivables, and are recorded at cost unless significant
prolonged impairment in value has occurred, in which case they are written down to recognize this loss
in value. If, in periods subsequent to recognizing this impairment, the value of the investment is
restored, the investment is written up to the lesser of restored value or original cost.

Loans, Advances and Other Investments

Loans, advances and other investments are recorded at cost less adjustment for any prolonged im-
pairment in value.

Mortgages Receivable

Mortgages receivable are secured by real estate and are repayable over periods ranging up to thirty
years. Provision is made where collectibility is considered doubtful.

Fiscal Agency Loans

Fiscal Agency loans consist of loans made to government bodies which have been financed by
borrowings made by the Minister of Finance and Corporate Relations, in his capacity as fiscal agent, on
behalf of government bodies in accordance with the Financial Administration Act (S.B.C. 1981,

chap. 15). These loans are recorded at maturity value less unamortized discounts and sinking fund
balances. Discounts are amortized on an effective yield basis.

Other Assets

Other assets include prepaid program costs. Prepaid program costs represent expenditures made
during the fiscal year for work to be performed, goods to be supplied, services to be rendered or
contractual obligations to be fulfilled by outside parties in a subsequent fiscal year. These costs also
include inventories of operating materials held in the Purchasing Commission and Queen’s Printer
warehouses pending distributions in a subsequent fiscal year.

Also included in other assets are certain deferred charges.
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NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies—Continued

Fixed Assets

Disbursements for fixed assets are recorded as expenditures in the year the assets are received.
Consistent with the reporting of fixed assets as expenditures, highways, bridges, wharves, ferries and
ferry landings, buildings, office equipment, furniture, automobiles and Crown land comprised of parks,
forests and all other publicly held land in the Province, not inciuding property under development, are
recorded at a nominal value of $1.

Accounts Payable and Accrued Liabilities
All amounts payable (including trade payables to Crown corporations and agencies) for work

performed, goods supplied, services known to have been rendered or for charges incurred in accordance
with the terms of a contract are recorded as part of the expenditure of the fiscal year.

Due to Crown Corporations, Agencies and Funds

Amounts due to Crown corporations, agencies and funds represent liabilities incurred, other than
trade payables, which are payable in the following year.

Deferred Revenue

Deferred revenue represents amounts received or receivable prior to the year-end relating to
revenue that will be earned in subsequent fiscal years.

Public Debt

Public debt represents direct debt obligations for the purposes of the Government of British
Columbia and the Fiscal Agency loans. These obligations are recorded at principal less unamortized
discounts and sinking fund balances where applicable. Discounts are amortized on an effective yield
basis.

Guaranteed Debt

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to
net principal or redemption provisions and accrued interest or dividends outstanding.

Commitments

Commitments represent future obligations of the Government for capital contracts and extraordin-
ary program commitments, to the extent of contracts and agreements in place at the year-end.

2. Cash and Temporary Investments In Thousands
1988 1987
3 $
Cash (cheques issued in excess of funds on deposit) ... (160,497) (179,752)
Temporary investments
Units in Province of British Columbia Pooled Investment Portfolios! ............................ 223,409 280,960
OB . oot 53,439 8,670

116,351 109,878

! Established pursuant to the Financial Administration Act, section 36 (9) (a).

Other than statutory requirements or administrative policies which specifically provide for the mainte-
nance of separate bank accounts, the Government’s cash balances and temporary investments are all held in
General Fund bank and investment accounts.
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NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

3. Accounts Receivable In Thousands
1988 1987
$ $
TAXES TECEIVADLE ..o o e 429,616 408,662
Local government bodies .............. 4,904 1,869
Government of Canada................... .. 69,034 206,343
Ministerial accounts receivable. .. 298,148 169,433
Accrued interest ... .. 59,745 50,682
Crown corporations and aZENCIES ............c.ociiiiiioiioiet i, 20,981 22,836
882,428 859,825

Less provision for doubtful CCOUNS ... (70,781) (70,193)

811,647 789,632

4. Inventories In Thousands
1988 1987
$ $
Property under developImEnt ... 53,118 50,357
British Columbia Liquor Distribution Branch................... i 58,986 52,732
IMARISEErIAl IVEIIOIIES L. e 6,682 2,216

118,786 105,305

5. Investments In and Amounts Due From

. . In Thousands
Crown Corporations and Agencies

1988 1987
Investments Amounts Due Total Total
$ $ $ S

British Columbia Buildings Corporation s 55,758 55,758 45,744
British Columbia Enterprise Corporation . .. 305,020 19,733 324,753 324,834
British Columbia Ferry Corporation ......... .. 6,851 6,851 6,851
British Columbia Food Exhibitions Ltd.! ...

British Columbia Hydro and Power Authority ... 8,087 8,087 8,084
B.C. Pavilion Corporation................ccc.cccceein. .. 162,008 162,008 162,008
British Columbia Petroleurn Corporation.. 85,905 85,905 85,905
British Columbia Railway Company .............. 257,689 20,542 278,231 267,924
British Columbia Regional Hospital Districts Financing Authority. 12,000 12,000 12,000
British Columbia School Districts Capital Financing Authority ....... 36,500 36,500 44,088
British Columbia Steamship Company (1975) Ltd.! ...

British Columbia Transit ... 49,000
Discovery Enterprises Inc. .................... 7,032 7,032 6,100
Housing Corporation of British Columbia

Pacitic Coach Lines Limited!...................iinin.

Provincial Rental Housing Corporation ..., 634 24,377 25,011 26,223
Workers’ Compensation Board of British Columbia ..................... 1,922 1,922 1,502

732,202 271,856 1,004,058 1,040,263

! The Province’s investment is less than one thousand dollars for each of these corporations.

(a) Definitions

The entire issued capital stock of each of the Crown corporations recorded under investments is owned
by the Province. A number of Crown corporations and agencies exist for which the Province has no recorded
investment.

Amounts due represent long-term notes and debentures of Crown corporations and agencxes held by the
Province, in addition to recoverable advances due to the Province.

(b) British Columbia Petroleum Corporation (the Corporation)

Prior to July 1, 1985, the Corporation’s retained earnings were recorded as due to the Province because
these amounts were considered to have been collected in lieu of other forms of taxation. Subsequent to the
Natural Gas Price Act, the Corporation is no longer a revenue collecting agent of the Province. Any transfer
of funds to the Province will be applied to reduce the amount due from the Corporation.
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NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

5. Investments In and Amounts Due From
Crown Corporations and Agencies—Continued

(c¢) Pacific Coach Lines Limited (the Company)

Effective March 31, 1984, the operations of Pacific Coach Lines Limited ceased and wind-up of the
Company commenced. The wind-up of the Company will be completed following disposal of the remaining
real estate assets. The Ministry of Municipal Affairs assumed responsibility for this Company effective
September 1986.

6. Loans, Advances and Other Investments In Thousands
1988 1987
$ $

Low Interest Loan Agreement Revolving Fund Act................ccoociiiii i 31,845 32,596
Homeowner Assistance Act . 27,400
Ministry of Lands, Parks and Housing ACE.............c...ccccccocooiviiioiiiiiiii e 12,467 25,912
Industrial Development INCENTIVE ACE....................cccciiviiiiio ot 40,672 15,960
Industrial Development Fund Act ......... . 22,932 20,235

Crop Insurance Stabilization.............
Agricultural Land Development Act .
Downtown Revitalization...............

15,200 16,500
16,047 16,449
17,568 16,312

OHET .o oo eeeee oo e 20,518 14,804
194,642 186,258
Less provision for doubtful aCCOURLS ...........cocoiiiiiiiiiiiiiie e (31,615) (32,055)

163,027 154,203

7. Mortgages Receivable In Thousands
1988 1987
$ $
Crown Land — Pursuant to the Ministry of Lands, Parks and Housing Act..................c..... 31,013 32,147
Provincial Home Acquisition — Pursuant to the Provincial Home Acquisition Act, Home
Purchase Assistance Act, and the Home Conversion and Leasehold Loan Act.................... 306,376 281,898
OHBIET .ttt 1,140 1,400
338,529 315,445
Less provision for doubtful aCCOUNTS ..ot e (15,810) (15,852)

322,719 299,593

8. Fiscal Agency Loans
In Thousands

1988 1987
$ $

British Columbia Assessment AUthOrity.............oooiiiiii 4,331 4,503
British Columbia Buildings Corporation ...t 154,693 123,922
British Columbia Educational Institutions Capital Financing Authority.. 19,385 22,430
British Columbia Enterprise Corporation ..o, - 88,907 15,491
British Columbia Regional Hospital Districts Financing Authority........................ 15,467

British Columbia Housing and Employment Development Financing Authority.............. 24,364
British Columbia Hydro and Power Authority . 1,218,212 898,602
British Columbia Railway Company ..................... § 73,939 74,110
British Columbia Steamship Company (1975) Lid. ..., 8,572 3,111
British Columbia Systems COorporation.................ccooiiiiiin e, 24,570 20,325

British Columbia Transit ..................ccocoeen.

835,028 781,845

Capital Project Certificate of Approval Program . 90,021 63,339
EXP0 86 COrPOTation ...........cc.oiiiiiiiiiii et 98,643
Greater Vancouver Sewerage and Drainage District..............coiiii 29,095 29,673
Greater Vancouver Water District . 19,750 19,782
Improvement DISEIICS .........o...ioiiiiriiii e e 746

University of British Columbia ... 40,502 36,485

2,623,218 2,216,625
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9. Other Assets In Thousands
1988 1987
Prepaid Program Costs $ 5
Guaranteed Available Income for Need Act...................c.ooiiiiiiii 65,708 64,302
Medical Services Commission of British Columbia....................cooocon 37,755 26,150
Other ministerial Prepayments ..o 45,381 13,650
Unamortized issue costs of public debt.................ocooiii 17,843 17,630
166,687 121,732
10. Accounts Payable and Accrued Liabilities In Thousands
1988 1987
$ $
Ministry trade accounts and other liabilities ... 567,936 517,237
Accrued interest on public debt ................ . 212,875 182,583
Accrued employee leave entitlements . 130,835 101,891
Forest Act, section 88........................ 49,700 64,387
Government of Canada 31,449 30,230
992,795 896,328

The total cost of the early retirement incentive plan was $87.8 million, of which $26.6 million is

included under accrued employee leave entitlements.

11. Due to Crown Corporations, Agencies and Funds In Thousands

1988 1987

$ $

Amounts due to Trust FUnds. ... 16,423 183,587
British Columbia Colleges and Institutes 11,923 11,751
British Columbia Enterprise Corporation 1,428 5,775
British Columbia Housing Management COmMmMISSION .............o.ocooiiiiiiicnic e 25
British Columbia TIansit ... ...c.o.oiiiiii e 3,584
EXPO 86 COTPOTAtiON ...ttt 60,188
Medical Services Commission of British Columbia.. 161,105 148,548
Simon Fraser UNIVEISITY ........oooooiiiiiiie ettt 1,766 2,310
University of British Columbia ..., 4,942 4,961
University of VICIOTIA ...t 1,117 1,185

198,729 421,889
12. Deferred Revenue In Thousands

1988 1987
$ $

Motor vehicle licences and permits.... ..o 85,322 74,585
Water rentals and recording fees ... 64,127 54,049
Petroleum, natural gas and minerals, leases and fees 23,569 23,567
Canada Assistance Plan . 32,839 32,008
MISCEIIANEOUS ...ttt 49,656 28,670

255,513 212,969
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13. Public Debt Issued for Government Purposes In Thousands
1988 1987
Short-term promissory notes $ $
Payable in Canadian CUMTENCY ........ccooooiiiiiiiiiic e 200,220 357,625

Payable in United States currency (U.S. $5,500; 1987 U.S. $178,586) 7,174 235,797

207,394 593,422
Less: Unamortized diSCOUNT ..o (4,839) (8,824)

202,555 584,598

91-day Treasury Bills ... 780,000 650,000
Less: Unamortized discount (8,352) (5,289)

771,648 644,711

Notes and bonds

Payable in Canadian CUITEIICY ..ot 4,174,467 3,632,322
Payable in United States currency (U.S. $165,713; 1987 U.S. $166,381) ............... 204,506 217,144
4,378,973 3,849,466
Less: Unamortized diSCOUNL...............ioiiiiiioe oo (179,939) (187,633)
4,199,034 3,661,833
Less: Sinking fund DalanCes...............ocooiiiiiiiii e (156,490) (89,241)

4,042,544 3,572,592
5,016,747 4,801,901

Short-term promissory notes payable in U.S. currency are fully hedged to mature in Canadian funds.
Notes outstanding at March 31, 1988, mature at various dates to December 15, 1988, at an annual average
interest rate of 8.91%. During the year $4.0 billion in notes were issued at interest rates which varied between
6.80%—-10.50%.

Treasury bills outstanding at March 31, 1988, mature at various dates to June 29, 1988, at an annual
average interest rate of 8.48%. During the year, $2.9 billion in Treasury bills were issued at interest rates
which varied between 6.87%-9.66%.

The Province had 137 series of notes and bonds outstanding at March 31, 1988.

Included in notes and bonds payable in Canadian currency are Japanese Yen notes totalling 31.1 billion
Yen (1987: 31.1 billion Yen) which have been fully hedged to $220.7 million Canadian (1987: $220.7
million Canadian) through currency exchange agreements.

Included in notes and bonds payable in U.S. currency are Swiss Franc notes totalling 325 million Francs
(1987: 325 million Francs) which have been fully hedged to $149 million U.S. (1987: $149 million U.S.)
through a currency exchange agreement.

The following notes and bonds were issued by the Province in Canadian currency during the year ended
March 31, 1988.

Date of Maturity Series Coupon Rate Principal
% In thousands
$
August 21, 1989 ... PRT 8.00 30,000
August I, 1990 ... P-BH 8.08 6,000
November 1, 1990... P-BC 7.91 10,500
September 15, 1991 p-C 3.75 3,000
November 1, 1991.. ... P-HJI 7.15 5,000
Navember 10, 1991 ... P-YG 7.14 9,101
February 10, 1992 ... P-HK 6.75 4,928
March 1, 1992...... P-YH 6.90 8,000
May 10, 1992 ... P-Y] 7.38 7,014
May 21, 1992 .. P-D 4.00 1,000
June 15, 1992 ... P-E 4.00 1,000
July 2, 1992...... P-BL 7.45 7,000
August 10, 1992 .. P-YK 7.49 6,260
August 10, 1992 . P-HN 7.49 2,500

September 7, 1992 ..o P-YL 7.50 5,000
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13. Public Debt Issued for Government Purposes — Continued

Date of Maturity Series Coupon Rate
K3
September 15, 1992 ... P-F 4.00
September 15, 1992 .. P-MD 5.00
September 15, 1992 P-N 5.00
October 10, 1992, P-YM 7.49
November 10, 1992... . P-YN 7.51
December 8, 1992 .. . P-YO 7.38
January 10, 1993 ... P-YP 7.26
March 3, 1993 ... . BCEC-7 9.25
March 8, 1993 e P-HQ 7.23
May 9, 1993 P-YQ 7.34
June 7, 1993 P-HR 7.48
October 29, 1993, BCJY-7 10.67
November 25, 1097 ... PRV 10.25
April 9, 1998 . PRS 7.75

Principal
In thousands
b
1,500
18,724
10,000
5,000
8,907
8,199
4,627

300,000

15

The aggregate amounts of payments estimated to be required in each of the next five fiscal years to meet

sinking fund and retirement provisions are:

In Thousands

Canadian Funds U.S. Funds
$ $
221,448 687
212,375 149,536
758,550 687
641,814 687
362,494 687

14. Public Debt to Finance Fiscal Agency Loans

Short-term promissory notes
Payable in Canadian CUITENCY .........oovoiiiii i
Payable in United States currency (U.S. $48,047; 1987 U.S. $261,727) ..o

Less: Unamortized diSCOUNT............ooiiiiiiiii e,

Less: Sinking fund balance ...

Notes, bonds and debentures payable in Canadian currency
Less: Unamortized diSCOUNt..............ooooiiiiiiiiii e

Less: Sinking fund balances ...

In Thousands

1988 1987
$ $

972,984 660,602
59,970 345,899
1,032,954 1,006,501
(12.193) (13,960)
1,020,761 992,541
(16,478)

1,020,761 976,063
1,659,608 1,278,578
(14,094) (14,058)
1,645,514 1,264,520
(43,057) (23,958)
1,602,457 1,240,562
2,623,218 2,216,625

Short-term promissory notes payable in U.S. currency are hedged to mature in Canadian funds or are
effectively hedged by fully offsetting U.S. dollar fiscal agency loans receivable. Notes outstanding at March
31, 1988, mature at various dates to August 12, 1988, at an annual average interest rate of 8.45%. During the
year, $5.8 billion in notes were issued at interest rates which varied between 6.74%-9.83%.

The Province had 43 issues of notes and debentures outstanding at March 31, 1988.

Included in notes, bonds and debentures payable in Canadian currency are Japanese Yen notes totalling
13.4 billion Yen (1987: 13.4 billion Yen) which have been fully hedged to $82.9 million Canadian (1987:

$82.9 million) through foreign currency exchange agreements.



B 16 PROVINCE OF BRITISH COLUMBIA

NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

14. Public Debt to Finance Fiscal Agency Loans—Continued

The following notes, bonds and debentures were issued by the Province in Canadian currency during the
year ended March 31, 1988.

Date of Maturity Series Coupon Rate Principal
% In thousands
5
March 3, 1993, e 9.25 32,653
November 25, 1997 . 10.25 152,978
April 10, 2007 ...t e 9.12 25,055
May 8, 2007 ... 9.13 59,286
June 10, 2007... 9.88 68,932
July 10, 2007 ... . 9.83 22,187
August 10, 2007 ... BCCP-22 9.72 14,430
September 1, 2007 ..o BCCP-23 10.42 4,763
December 10, 2007 ........co.ooooiiiie e PRW [0.14 746

The aggregate amounts of payments estimated to be required in each of the next five fiscal years to meet
sinking fund and retirement provisions are:

In Thousands
Canadian Funds

$

78,780

322,343

49,684

171,358

44,341

15. Net Equity (Deficiency)
In Thousands
1988 1987
§ $

Net equity (deficiency) — beginning of year........................a (3,712,481)  (2,551,761)
Net expenditure for the year................ciiii (48,028) (1,160,720)
Net equity (deficiency) — end of year ... (3,760,509)  (3,712,481)

Included in the net equity (deficiency) of these financial statements are $743 million set aside by special disposition of
the Legislature for Special Funds (1987—3$151 million).

16. Contingencies and Commitments

(a) Guaranteed debt

Guaranteed debt as at March 31, 1988, totalled $9.9 billion (1987—3%10.5 billion). Included in
guaranteed debt is that debt of municipalities and other local governments, private enterprises and indivi-
duals, and debt and minority interests of Provincial Crown corporations, which has been explicitly guaran-
teed or indemnified by the Government, under the authority of a statute, as to net principal or redemption
provisions and accrued interest or dividends outstanding. See Statement of Guaranteed Debt on B 34 for
details.

(b) Contingent liabilities
(i) Pending litigation
The Government is a defendant in legal actions which may give rise to future liabilities.
Because the outcome of the litigation is uncertain, no amount has been recorded in these financial
statements.
The Government has a contingent liability in respect of the following summary of cases where
the estimated or known claim is or exceeds $100,000:
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16. Contingencies and Commitments—Continued

a number of airline companies are challenging the Government’s authority to tax the fuel
used in their operations and to collect sales tax on aircraft; the amount in issue exceeds $30
million;

claims of $2.5 million for the alleged negligence of ambulance drivers;

claims of $2 million and $2.5 million have been made regarding motor vehicle accidents;
claims of $2 million and $2.3 million have been made regarding construction disputes;
claims of $2.5 million for hospital insurance;

claims of $35 million against assessments for social services tax;

various claims totalling $9.2 million against assessments for motive fuel, hotel room,
logging, mining, and corporation capital taxes; and

various legal actions totalling $18.5 million (each between $100,000 and $2 million)
representing claims of damages to persons and property or other miscellaneous claims.

(if) Other contingent liabilities
The Government also has contingent liabilities in the form of indemnities, indirect guarantees
and outstanding claims. Where indemnities are for explicit quantifiable loans, the amounts are
included in the statement of guaranteed debt. Because all other amounts are uncertain, no liability
for them has been recorded in these financial statements.

(c) Commitments

At the end of each year Government has a number of general commitments outstanding for ongoing
programs and operations. Such future expenditures are charged to the appropriation in the year in which
the work or service is performed. Commitments for capital contracts totalled approximately $126 million
(1987 — $125 miltion), and commitments for extraordinary programs totalled approximately $624 million
(1987 — $535 million).

{d) Superannuation and pension actuarial valuations

(i) The Government has statutory responsibilities, in the event of a deficiency existing between the
money available for payment of superannuation allowances and the amounts necessary to meet the

payme

nt of these allowances equal to:

the amount of the deficiency in the case of the Public Service Superannuation Fund; and
the amount specified by the Lieutenant Governor in Council in the case of the College
Pension Fund.

(ii) The funds administered by the Superannuation Commission require that periodic actuarial valua-
tions be performed for the purpose of assessing the adequacy of contribution rates and the financial
position of the funds. The reporting of an unfunded liability by the actuary indicates that a
deficiency of funds may arise in the future if the actions recommended by the actuary are not
followed.

The unfunded liabilities as shown in the latest actuarial valuations for the above funds are
provided for information purposes:

In Thousands

Public Service College
Superannuation Pension
as at as at
March 31, August 31,
1987 1985
$ $
Total actuarial Liability ... 4,480,089 310,126

Less assets:
Fund ...
Present value

Unfunded liability

See Section

............................................................................................................ (2,339,150) (130,113)
of future contribBUtIONS ..o (1,684,877) (119,122)

............................................................................................................ 456,062 60,891
G of the Public Accounts for further details of these plans.
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17. Trust Funds

Amounts held and administered by the Government at the end of the fiscal year were comprised of the
following:

In Thousands

1988 1987
$ $

Superannuation, Pension and Long-term Disability Funds!

— administered by the Superannuation CommisSIOn...................coooioiii, . 9,479,856 8,387,393
Sinking Funds!-2

— administered by the Provincial Treasury ... 3.107,878 2,990,284
Investment Funds of Crown Corporations and Agencies

— administered by the Provincial Treasury ... 245,275 190,574
Public Trustee and Official Administrators

— administered by government officials ... 255,284 237,549
Supreme and County Court Rules (Suitors’ Funds)

— administered by the COUTtS ... 75,316 73,085
Investment Funds of Workers® Compensation Board!

— administered by the Workers’ Compensation Board................. 2,718,955 2,546,619
Other Trust Funds

— administered by various government officials ... 60,553 44,746

15,943,117 14,470,250

Trust funds include amounts held and administered in trust, over which the Government has no power of
appropriation.

Cash and investments of the Trust Funds are managed or held by Provincial Treasury, Ministry of
Finance and Corporate Relations.

! See Volume II1 of the Public Accounts for the latest audited financial statements of Superannuation and Pension Funds, the Workers’
Compensation Board and most entities whose sinking funds are administered by Provincial Treasury.

2 Sinking funds include investments held by Financing Authorities {which have essentially the same purpose as sinking funds) and the
sinking funds relating to Public Debt as disclosed in Notes 13 and 14 of these financial statements.

18. Subsequent events

(a) Privatization

In October 1987, the Government announced a program to privatize certain of its operations. The
following privatization transactions have occurred since March 31, 1988:

* False Creek lands were sold by British Columbia Enterprise Corporation on April 27, 1988, for
$145,010,000. This amount was distributed to the Province as the shareholder pursuant to a resolution
of the Directors by payment of $50,000,000 cash and assignment of financial instruments. This
represented a $5,352,140 dividend to the Privatization Benefits Fund and $139,657,860 return of
contributed surplus to the Province.

Various B.C. Hydro assets have been sold including the mainland gas division sale for $785 million
announced on July 20, 1988. Upon finalization, the gain on the sale will be paid over to the Province in
the form of a dividend to the Privatization Benefits Fund.

The Government is entering into agreements to dispose of certain assets and undertakings related to
existing highways maintenance operations. Proceeds from the sale of fixed assets of the Government
will represent revenue to the Province while the ongoing maintenance costs will be restricted, in
future, to contract payments rather than a combination of salaries, operating costs and fixed assets
acquisitions.

(b) Knowledge Network of the West Communications Authority

Pursuant to the Open Learning Agency Act (S.B.C. 1987, chap. 62, sec. 17 (2)} and Order-in-Council
25-1988, this corporation has been dissolved and all property and rights transferred to and vested in the Open
Learning Agency on April 1, 1988. The new agency is to use open learning methods to provide educational
programs and services and will develop and promote open learning education. A portion of its programs and
services will be those of the former Knowledge Network.
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18. Subsequent events—Coniinued

(¢) Medical Services Commission of British Columbia (the Commission)

Until April 1, 1988, all premiums under the Medical Services Plan (the Plan) were remitted to the
Commission, with any deficiency in the funds to meet the necessary expenditures to be paid out of the
Consolidated Revenue Fund. After that date, amendments to the Medical Service Act Regulations, approved
by Order-in-Council dated March 25, 1988, require that premiums under the Medical Services Plan now be
remitted to the Minister of Finance and Corporate Relations. Money is now to be paid out of the Consolidated
Revenue Fund of the Province of British Columbia to meet all the needed expenditures for the operation of the
Plan.

19. Comparatives

Certain of the comparative figures for the previous year have been reclassified to conform with the
current year’s presentation. These reclassifications have had no effect on the operating results or fund
balances as previously reported.
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STATEMENT OF COMBINED REVENUE BY SOURCE
COMPARISON OF ESTIMATES TO ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988 1987
Estimated Actual Actual
Taxation Revenue $ $ $
Personal INCOME ... 2,562,000 2,789,965 2,248,096
Corporation income .. 387,000 473,407 280,647
Social service.......... 1,393,000 1,463,087 1,540,776
Gasoline ............. 360,000 380,889 317,884
Motive fuel use .. 60,000 68,595 55,513
Tobacco.................. 223,000 227,795 212,015
Property purchase ...... 168,000 140,130 669
Corporation capital .... 49,000 56,761 87,205
Property (rural areas). 41,000 42,741 35,799
Insurance premium .... 58,000 54,215 34,681
Hotel room ............. 35,000 40,028 41,484
Horse racing ....... 7,000 6,682 6,720
Succession and Gift..........i 0 10 16
Total Taxation Revenue.......................................... 5,343,000 5,744,305 4,861,505
Natural Resource Revenue
Petroleum and Natural Gas
Natural gas royalties. ... 62,000 53,665 57,215
Permits and fees...... 67,000 92,595 68,093
Petroleum royalties 50,000 51,851 44,958
179,000 198,111 170,266
Minerals
MIRINZ TAX ... s 500 792 445
Mineral resource tax 2,900 10,418 8,016
Mineral land tax ..................ccoovei o, 12,000 12,215 16,507
Coal, minerals and metals royalties... 16,700 22,795 24,087
Miscellaneous mining receipts ... 7,900 7,366 6,530
40,000 53,586 55,585
Forests
LOggINg tas ..o 7,000 31,531 8,841
Timbersales.................... 73,000 350,506 103,380
Small Business Enterprise Special Account............... 21,500 47,227 28,972
Timber royalties ... 14,000 26,731 13,133
Lumber export tax..... 350,000 278,999 21,268
Forest scaling fees.............. 2,500 3,901 4,231
Miscellaneous forests receipts ... 6,000 5,686 5,481
474,000 744,581 185,306
Other
Water rentals and recording fees...................oo 212,000 214,971 235,643
Wildlife Act — fees and licences ... 13,000 11,709 10,791
225,000 226,680 246,434
Total Natural Resource Revenue............................. 918,000 1,222,958 657,591
Other Revenue
Sales and services
Lottery Special Fund ... 175,000 165,064 160,706
Farm Income Assurance Special Fund ... 28,000 12,076 15,972
Land registry fees ... 15,000 17,661 37,102
Real estate earnings of the Crown Land Special Account . 22,400 28,676 25,202
Coquihalla highways tolls................ 14,000 15,022 11,061
Motor vehicle lien and search fees 7,200 7,060 6,734
Ambulance service.................... 8,000 7,314 8,298
Sheriff’s fees ... 1,300 1,173 1,142
Property tax collection fees ... 2,500 2,813 2,517
Vital statistics fees........... 3,000 3,022 2,861
Hearing aid equipment......... 2,600 3,532 2,408
Sales of maps and airphotos ....... 500 530 447
Miscellaneous sales and Services....................oooovveoeiiiiiecil 7,500 8,533 7,424
287,000 272,476 281,874
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In Thousands
19838 1987
Estimated Actual Actual

Licences and permits 5 5 $
Motor vehicle licences and permits................... 149,000 136,821 129,030
Liquor Licencing Branch — permits and fees ... 17,000 18,477 19,273
Companies Branch ... 8,600 11,971 8,811
Safety inspection fees........... . 6,700 7,532 6,698
Filing fees — Court Services ..., 9,700 3,757 3,852
Camp-site permits and park US€ .............ocoorviinnin 5,000 4,348 3,769
Fire Service Act — fees, etc. ... 4,000 5,073 4,874
Insurance, brokers and real estate . 2,900 4,242 2,585
Agricultural licences...................... 800 702 887
Trade and dealer licences.... 300 270 248
Mobile home registry............c...c..... - 600 692 536
Miscellaneous licences and permits ... 3,400 5,587 2,844
208,000 199,472 183,407
Interest from MVESIMENS ..o e 62,000 68,355 53,169

Miscellaneous
Fines and penalties. ... 24,000 24,409 17,878
Maintenance of children ... ... 17,200 16,535 14,101
Other maintenance receipts ..o 1,600 1,207 1,357
Insurance claim receipts ......................... 9,700 11,773 10,622
Municipal share of joint-service programs.. . 3,500 4,595 2,505
Other miscellaneous.....................co 25,000 31,566 24,613
81,000 90,085 71,076
Total Other Revenue.. ... 638,000 630,388 589,526
Contributions from Government Enterprises
Liquor Distribution Branch — net income ...............ccooooi 432,000 425,040 424,787
British Columbia Railway Company — dividend.. . 10,000 20,615 10,307
British Columbia Ferry Corporation — dividend ....................... 0 1,175 9,866
British Columbia Buildings Corporation ~— dividend ..................... 10,000 22,965 2,645
Total Contributions from Government Enterprises............ 452,000 469,795 447,605
Contributions from the Federal Government

Established Programs Financing...............coooiii e 1,228,000 1,215,270 1,205,263
Canada Assistance Plan........... 629,000 630,958 611,267
National Training Act ... 41,000 38,732 42,292
Economic development............ 42,700 35,759 22,627
Transportation and highways ... 15,900 17,084 15,378
Public Utilities Income Tax Transfer Act .. 3,000 10,026 12
Statutory subsidies ... 2,500 2,516 2,516
Reciprocal Taxation Agreement.. 19,500 24,091 21,097
Other payments .................ccco..... 37,400 45,495 72,445
Fiscal Stabilization Program ... y 0 0 360
Total Contributions from the Federal Government ... 2,019,000 2,019,931 1,993,257
Total Combined Revenue ..., 9,370,000 10,087,377 8,549,484

Revenue by source is reported after the deduction of amounts considered uncollectible. These amounts totalled $7,982,082 in 1987/88

and were comprised of reductions of Taxation $6,182,192, Natural Resources $7,740 and Other Revenue 31,792,150.

Personal and Corporation income tax revenues are recorded after reduction for tax credits of $6,590,549 and $45,415,389 respectively.
The types of tax credits reducing Provincial income tax revenues are for foreign taxes, logging taxes, small business employment, venture
capital, political contributions, Housing and Employment Development bond interest, low income tax rebates and royalty tax rebates.
Petroleum and Natural Gas Permits and Fees are net of offsets allowed under section 68 of the Petroleum and Natural -Gas Act of

$2,049,000.

Timber sales are net of stumpage offsets allowed under section 88 of the Forest Act of $103,634,000 (Estimates $105,730,000).
The British Columbia Liquor Distribution Branch revenue is the net income of the Branch after adjusting for the difference in the
accounting policies of the Branch from those of the Government. Revenue of $425,040,000 is comprised of gross revenue of
$1,063,852.000 less cost of merchandise sold and operating expenses of $640,556,000 and an accounting policy adjustment of $1,744,000
for the decrease in value of fixed assets. (Refer to Section F of the Public Accounts for complete financial statements of the Branch).
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Ministry of Agriculture and Fisheries

7 Minister’s Office ... 241.948 241.948 229,880 12,068
8 Ministry Operations................cc.. oo [T 61,447.939 61,447,939 45,684,080 15.763,859
9 Milk Board...........occoooi - 367.973 367.973 367,872 101
10 Provincial Agricultural Land Commission 1,142,802 1.142.802 1.116.013 26,789
11 Agri-Food Regional Development Subsidiary Agreement (I:RDA) ..... 8,130.000 8,130,000 3,507,744 4,622.256
Statutory—
Cattle Horn Act (R.§.B.C. 1979, chap. 44. sec. 7) — Livestock
IMPIOVEMENt ... 16.015 16.015 16,015
Financial Administration Act (S.B.C. 1981, chap. 15. sec. 58 (3))
— Southern Interior Beef Corporation............................ 68.220 68,220 68,220
Financial Administration Act (S.B.C. 1981, Chdp 15, sec. 58 (3)
— McLean Fitzpatrick Fruit Packers .............................. 1,000,000 1,000,000 1,000,000
Special Accounts—
Agricultural Credit Act (R.§.B.C. 1979, chap. 8. sec. 5 (2)) —
Agricultural Land Development............................... 158.640 158,640 158,640
Farm Product Industry Act (R.S.B.C. 1979, chap. 124, sec. 16)
— Farm Products Industry Improvement.......................... 157.980 257,980 257,980
Livestock Protections Act (R.S§.B.C. 1979, chap. 245, sec. 14) —
Livestock Protection ..., 20,000 20,000 13,491 6,509
Special Funds—
Farm Income Insurance Act (R.S.B.C. 1979, chap. 123, sec. 2)
— Farm Income ASSUTANCE ..............cocooiioo e 56,000,000 56,000,000 25,125,977 30,874,023
Less transfer to the Farm Income Assurance Fund from Vote 8. .. (28.,000,000) (28,000,000) (12,075,856) (15,924,144)
99,350,662 1,500,855 100,851,517 65,470,056 35,381,461

Ministry of Attorney General
12 Minister’s Office ... 219,629 219,629 217,398 2,231

13 Ministry Operations 281,398,956
Supplement — Special Warrant No. 4 6,030,000
Statutory—
Criminal Injury Compensation Act (R.S.B.C. 1979, chap. 83,
SEC. 3 (1)) 1,438,099
Crown Proceeding Act (R.S.B.C. 1979, chap. 86, sec. 14 (4))... 14,431 288,881,486 288,881,486
14 Emergency ASSISTANCE .......cooocooiioiiiiiio e e 2,403,500 2,403,500 329,941 2,073,559
15 Judiciary ..o - 16,223,941
Supplement — Special Warrant No. 5. 1,897,000 18,120,941 18,023,650 97,291
16 COITECHONS ..., 125,553,653
Supplement — Special Warrant No. 6. 400,000 125,953,653 125,666,379 287,274

Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— NEL Of TECOVRTIES......ioiiiiiie e
Inguiry Act (R.S.B.C. 1979, chap. 198, sec. 18) — Vancouver
Police INQUIry ... 26,844 26,844 26,844
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COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Vote
No. Description
Police Act (R.S.B.C. 1979, chap. 331, sec. 7) — Video Camera Use
STUAY ..o
Police Act (R.S.B.C. 1979, chap. 331, sec. 44) — Fullerton Inquiry
Expropriation Act (R.§.B.C. 1979, chap. 117, sec. 54) — Property
ACQUISIEION ...ttt
Flood Relief Act (R.S.B.C. 1979, chap. 138, sec. 2) — July flood,
Northeast B.C...oooooiiiiii e
Emergency Program Act (S.B.C. 1986, chap. 106, sec. 4)............
Special Accounts—
Land Title Act (R.S.B.C. 1979, chap. 219, sec. 274 (2)) — Land
Titles SUIVEY ..o

Ministry of Economic Development
17 Minister’s Office ..o
18 Ministry OPerations.............c.oocovoiiiiiiiiien e
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Ministry of Advanced Education and Job Training
—Transfer to Ministry of Intergovernmental Relations ............
19 Economic and Regional Development Subsidiary Agreement (ERDA)
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer to Ministry of Advanced Education and Job Training
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer from Ministry of Finance and Corporate Relations
(VOLE 32) e,
Public Service Benefit Plan Act (R.S.B.C. 1979, chap. 344, sec. 5)
— B.C. Medical Expenses — B.C. House, London, England ...
Ocean Falls Corporation Repeal Act (R.S.B.C. 1979, chap. 304.1)

Total Appropriations
Estimated for the

12 Months Ending Other Actual Net Under
March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
98,028 98,028 98,028
4324 4,324 4,324
195,501 195,501 195,501
2,028,447 2,028,447 2,028,447
3,200 3,200 3,200
9,000 9,000 328 8,672
425,808,679 12,135,874 437,944,553 435,475,526 2,469,027
269,370 269,370 251,420 17,950
59,260,467
(5,984,900)
(360,000) 52,915,567 42,164,661 10,750,906
20,535,500
(4,592,500) 15,943,000 5,758,457 10,184,543
4,306,923 4,306,923 3,966,704 340,219
14,541 14,541 14,541
4,617 4,617 4,617

¥T 4
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20
21

22

Special Accounts—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer from Ministry of Finance and Corporate Relations:
Purchasing Commission Act (R.S.B.C. 1979, chap. 350,
sec. 23.1 (3)) — Purchasing Commission Working Capital
ACCOUNT ...

—Purchasing Commission Act (R.S.B.C. 1979, chap. 350,
SEC. 23,1 (3)) o

Special Funds—

Industrial Development Fund Act (R.S.B.C. 1979, chap. 194,
sec. 1 (3)) — Industrial Development Subsidiary Agreement
Loan Repayment Revolving Fund ...

Low Interest Loan Assistance Revolving Fund Act (S.B.C. 1985,
chap. 44, sec. 2) — Low Interest Loan Assistance Revolving
FUNA oo

Ministry of Education
Minister’s OFfiCe ...
MInistry OPErationS ..........ococovevoiviiiii it
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 23 (3))
Public Schools Education ..o
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20 (3))
Independent SChools. ...,
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 23 (3))
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— et OF TECOVEIIES......ovviviiiiiie i
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 24 (1)
(c)) — Interest on property tax refunds ...
Education (Interim) Finance Act (S.B.C. 1982, chap. 2, sec. 20 (6))
Teaching Profession Act (S.B.C. 1987, chap. 19, sec. 42) .............
Special Accounts—
Education Excellence Appropriation Act (§.B.C. 1986, chap. 6,
sec. 1) — Fund for Excellence in Education ......................

6.231,406 6,231,406 6,231,406
1,600,000 1,600,000 1,219,405 380,595
1,000,000 564,388 1,564,388 1,564,388

82,665,337 184,475 82,849,812 61,175,509 21,674,213
225,259 225,259 199,354 25,905
25,468,385
(113,340) 25,355,045 24,980,932 374,113
1,189,387,212
10,171,093 1,199,558,305  1,199,558,305
39,037,153
965,908 40,003,061 40,003,061
1,024,722 1,024,722 1,024,722
810,051 810,051 810,051
513,154 513,154 513,154
112,990,000 112,990,000 110,970,600 2,019,400
1,367,108,009 13,371,588 1,380,479,597 1,378,060,179 2,419,418

88/L861 SLNNODIV DI1d4Nd

st d



COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Vote
No. Description

Ministry of Energy, Mines and Petroleum Resources
24 MIRISIEr’s OffICE ........oivviiiiie e
25 Ministry Operations........ .
26 British Columbia Utilities Commissi
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20 (3))
27 Fort Nelson Indian Band Mineral Revenue Sharing Agreement ..........
28 Mineral Development and Exploration Incentives.............................
Statntory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from Ministry of Intergovernmental Relations (Vote
B5) e
—Transfer from Ministry of Intergovernmental Relations (Vote
S e
Financial Administration Act (8.B.C. 1981, chap. 15, sec. 24 (1)
(c)) — Interest on Revenue refunds ...
Mines Act (8§.B.C. 1980, chap. 28, sec. 15 (2)) — Mine Improve-
ment

Ministry of Environment and Parks
29 Minister’s OffiCe ...t
30 Ministry OPEerations............ocoovvecriiiriiiioeiecceeceeieeen e
Statutory—

Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— NEt Of FECOVETIES .......oovivioioiiee ettt
Environment Management Act (R.S.B.C. 1979, chap. 14, secs. 5
and 6) — Pesticide Spill..............

Special Accounts—
Wildlife Act (S.B.C. 1982, chap. 57, sec. 11 (4)) — Habitat
Conservation Fund ...

Estimated for the

Total Appropriations

12 Months Ending Other Actual Net Under
March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
235,549 235,549 234,077 1,472
23,203,101 23,203,101 22,000,971 1,202,130
1,407,430
477,262 1,884,692 1,884,692
800,000 800,000 397,234 402,766
7,300,000 7,300,000 6,968,911 331,089
858.618 858,618 847,229 11,389
5,951,652 5,951,652 5,278,449 673,203
30,139 30,139 30,139
3,451 3,451 3,451
32,946,080 7,321,122 40,267,202 37,645,153 2,622,049
224,378 224,378 223,346 1,032
135,466,990 135,466,990 131,207,281 4,259,709
23,788 23,788 23,788
1,433,000 55,090 1,488,090 1,488,090
137,124,368 78,878 137,203,246 132,942,505 4,260,741

9z 49
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Ministry of Finance and Corporate Relations
31 Minister’s Office ...
32 Ministry Operations ..ot oo
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transtfer to Ministry of Economic Development................
33 Compensation Stabilization Program ...
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 24 (1)
(c)) — Interest on Revenue Refunds..................co
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 21) —
Special Warrant No. 2: Operations, Administration and Expenses
of 8 Portfolios of Ministers of State ...
Insurance (Captive Company) Act (S.B.C. 1987, chap. 9, sec. 15)
— AdmInIStration COSLS ........ocooiriiiiiiiieitieiiie e
Property Purchuse Tax Act (S.B.C. 1987, chap. 20, sec. 27) —
Administration COSES ..ot
Unclaimed Money Act (R.S.B.C. 1979, chap. 418, sec. 15)..........
Special Accounts—
Purchasing Commission Act (R.S.B.C. 1979, chap. 350, sec.
23.1 (3)) — Purchasing Commission Working Capital Account
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer to Ministry of Economic Development..................
Special Funds—
Resource Revenue Stabilization Fund Act (S.B.C. 1982, chap. 24,
sec. 4) — Resource Revenue Stabilization Fund .....................
Less transfer to the General Fund from the Resource Revenue Stabiliza-
tion FURA ...

Ministry of Forests and Lands
34 Minister’s OFffice ..o
35 Ministry Operations......
36 Fire Suppression Program ...
Statutory—
Forest Act (R.S.B.C. 1979, chap. 140, sec. 124 (4)) ...
37 Forest Resource Development Subsidiary Agreement (ERDA) ...........
Statutory—
7 Financial Administration Act (S.B.C. 1981, chap. 15, sec. 21)
— Special Warrant No. [ — Compensation to Employees and
Contractors of Beban Logging Company...................oos
Special Accounts—
Forest Act (R.S.B.C. 1979, chap. 140, sec. 87.1) — Small
Business ENterprise ...........cccoovoioiiiiiiiiiiieee
Special Funds—
Forest Stand Management Fund Act (S.B.C. 1986, chap. 8, sec.
3) — Forest Stand Management................cocoi o
Less transfer to the Special Fund from Vote 35 ...

283 435 283,435 255,481 27,954
67.570.778
(4,306,923) 63,263,855 61286399 1,977,456
720,387 729,387 446727 282,660
1,201,476 1,201,476 1,201,476
8,000,000 8,000,000 952348 7,047,652
71,313 71313 71313
950,000 950,000 950,000
150,822 150,822 150,822
-
C
o]
c
(@
&
8
1,147.863,117  1,147,863,117  1,147,863,117 £
n—]
(1,147.863,117)  (1,147.863.117)  (1.147,863,117) %
68,583,600 6,066,688 74,650,288 65,314,566 9335722 §
210,165 210,165 187,203 2962 =
267,798,152 267798152 261,927.829 5,870,323
60.000.000
9,608,468 69,608,468 69,608 468
68,883,468 63,883 468 66.067.317 2,816,151
1,200,000 1,200,000 1,200,000
21,420,000 2,587,711 24,007,711 24,007,711
[v)
19,500,000 19,500,000 18,795,458 10858 3
(13.000.000) (13.000.000) (13,000,000}
424,811,785 13,396,179 438,207,964 428,793,986 9,413,978



COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Total Appropriations

Estimated for the

Vote 12 Months Ending
No. Description March 31, 1988

Other
Authorizations

Net Under
Expenditure

Actual

Total Expenditure

8¢ d

Ministry of Health
38 Minister’s Office ...
39 Management Operations.
40 Pharmacare ...
Supplement — Special Warrant No. 7.
41 Medical Services Commission
Statutory—
Medical Services Commission Act (R.S.B.C. 1979, chap. 255,
SEC. E2) oo
42 Preventive and Community Care Services......
Supplement — Special Warrant No. 8....
43 Institutional Services ...
Supplement — Special Warrant No. 9.
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 23(3))
Statutory—
Financial Administration Act (§.B.C. 1981, chap. 15, sec. 22 (1)}
— net of recoveries
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22 (1))
— Veterans’ Hospital Agreement...................
Special Accounts—
Health Improvement Appropriation Act (S.B.C. 1986, chap. 9,
sec. 1) — Health Improvement Fund ... ..

Ministry of Intergovernmental Relations
44 Minister’s Office ...
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
— Transfer to Ministry of Transportation and Highways .........
45 Ministry OPerations............cccocoimnooiiiii e
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Ministry of Transportation and Highways ..........
——Transfer to Ministry of Energy, Mines and Petroleum Re-
SOULCES ..ottt sttt
—Transfer to Office of the Premier..........c....oon

$
220,893
70,114,417
155,990,000

540,373,948

245,420,959

1,923,913.040

240,000,000

$

3,750,000

23,626,553

3,562,000

29,468,000

449,833

11,710

$
220,893
70,114,417

159,740,000

564,000,501

248,982,959

1,953,830,873

11,710

240,000,000

$
220,502
67,309,953

157,473,941

564,000,501

246,285,981

1,953,830,873

11,710

240,000,000

$
391
2,804,464

2,266,059

2,696,978

3,176,033,257

148,133

2,457,460

60,868,096

(148,133)

(739,364)

(858.618)
(859.,478)

3,236,901,353

3,229,133,461

7,767,892
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46
47

Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer from Ministry of Provincial Secretary and Government
Services (Vote 53)....

—Transfer to Ministry of Energy, Mines and Petroleum Resources
(VOte 53) i e

—Transfer from Ministry of Economic Development (Vote 18) ..

—Transfer to Ministry of Transportation and Highways (Vote 18)

Special Funds—

Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 3) — First
Citizens Fund ...
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

— Transfer to Ministry of Transportation and Highways ...

Ministry of Labour and Consumer Services
Minister’s OFfice ...
Ministry Operations................cocoiiiiiiiiiii e
Statutory—
Industrial Relations Reform Act (§.B.C. 1987, chap. 24, sec. 67) —
Administration COSES ..o

Ministry of Municipal Affairs
Minister’s OffiCe ... e
Ministry Operations.............
Municipal Revenue Sharing
TrAnSIE SEIVICES ..o e
Statutory—
Financial Administration Act (S.B.C 1981, chap. 15, sec. 14) —
Provision for Doubtful Accounts.................c
Special Accounts—
Special Appropriations Act (S.B.C. 1982, chap. 40. sec. 2 (1)) —
Downtown Revitalization ...
University Endowment Lands Act (R.S.B.C. 1979, chap. 420,
sec. 3 (1)) — University Endowment Lands Administration ...
Special Funds—
Revenue Sharing Act (R.S.B.C. 1979, chap. 368, sec. 3) —
Revenue Sharing Fund ...
Less Transfer to the Special Fund from Vote 50 ...

5.951.652
(5.951.652)
360,000
(360,000)
1,973,000
(1,973,000)
4,578,593 (4,578,593)
236,168 236,168 224,869 11,299
22,227,574 22,227,574 18,872,539 3,355,035
5,940,149 5,940,149 5,940,149
22,463,742 5,940,149 28,403,891 25,037,557 3,366,334
235919 235,919 233,282 2,637
26,379,686 26,379.686 26,208,054 171,632
231,000,000 231,000,000 231,000,000
158,635,000 158,635,000 158,578,626 56,374
223,729 223,729 223,729
250,000 173,409 423,409 423,409
1,542,000 1,542,000 1,462,795 79,205
230,750,000 230,750,000 228,437,657 2,312,343
(231,000.000) (231,000,000) (231,000,000)
417,792,605 397,138 418,189,743 415,567,552 2,622,191
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Vote
No.

52
53

54
55

COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Description

Ministry of Provincial Secretary and Government Services
Minister’s Office ...
Ministry Operations.............c.ccocooooi,

Supplement — Special Warrant No. 10
Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to Office of the Premier........................
—Transfer to Ministry of Intergovernmental Relations ..

Pensions and Employee Benefits Administration...........................
Pensions and Employee Benefits Contributions...................... IR
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 20(3))
Statutory—
Financial Administration Act (§.B.C. 1981, chap. 15, sec. 22 (1))
— Nt Of TECOVETIES ...
Public Service Act (R.S.B.C.1979, chap. 343, sec. 49 (3)) ...
Pension (Public Service) Amendment Act (S§.B.C. 1987, chap. 63.
SEC. 1 and 2) .o
Elections Act (R.S.B.C. 1979, chap. 103, sec. 191) — 1986 Elec-
tion Expenses — Boundary Similkameen...........................
Inquiry Act (R.S.B.C. 1979, chap. 198, sec. 18)

—Royal Commission on Education ...................

—Royal Commission on Electoral Boundaries

—Social Housing Commission ................ccc.........

—Royal Commission on Coquihalla Highway Costs .

—Royal Commission on Okalla Prison.................. s

Financial Administration Act (8.B.C. 1981, chap. 15, sec. 58)
~Insurance Claims: Health Care Facilities ........................

—Insurance Claims and Administration: School Districts and
COIIBEES ..o

Estimated for the

Total Appropriations

12 Months Ending Other Actual Net Under
March 31, 1988 Authorizations Total Expenditure Expenditure
$ $ $ $ $
206,621 206,621 196,526 10,095
54.368.021
950.000
(3.684.000)
(5.951.652) 45,682,369 44,305,775 1,376,594
10 10 10
10
539.033 539.043 539,043
4.,990.156 4,990,156 4,990,156
42.250.000 42,250,000 42,250,000
180 180 180
1.919,281 1,919,281 1,919,281
753.479 753,479 753,479
2,627 2,627 2,627
452,735 452,735 452,735
58,074 58,074 58,074
144,388 144,388 144,388
15,000 15,000 15,000
54,574,662 42,439,301 97,013,963 95,627,264 1,386,699

0t d
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56
57
58

59
60

61

63

64
65

Ministry of Social Services and Housing
Minister’s Office ...
Ministry Operations...................
British Columbia Home Program ...,
Statutory—
Special Accounts—

Home Conversion and Leasehold Loan Act (R.S.B.C. 1979,
chap. 170, sec. 17 (1)), and Home Purchase Assistance Act
(R.S.B.C. 1979, chap. 172, sec. 21 (1)) — Provincial Home
ACUISTTION ... e

Ministry of Tourism, Recreation and Culture
Minister’s Office ...
Ministry OPerations..............ccoceiiiiiiiiiiiieieiie e
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec 23 (3))
Statutory—
Special Accounts—
Special Appropriations Act (5.B.C. 1982, chap. 40, sec. 7(1)) —
Provincial Computerization of Libraries ...........................
Special Funds—
Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 6) — British
Columbia Cultural Fund .............cooooiiiiii
Funds Control Act (R.S.B.C. 1979, chap. 146, sec. 4)— Physical
Fitness and Amateur Sports Fund............ccooeviviiininn,

Ministry of Transportation and Highways
Minister’s Office ...
Administration and Support SErvices ...
Highway Operations Department ...
Statutory—

Financial Administration Act (§.B.C. 1981, chap. 15, sec 23 (3))
Motor Vehicle Department ...
Transportation Policy Department
Statutory—

Constitution Act (R.S.B.C 1979, chap. 62, secs. 13 and 14)

—Transfer from Ministry of Intergovernmental Relations (Vote

18) e

—Transfer from Ministry of Intergovernmental Relations (Vote

—Transfer from Ministry of Intergovernmental Relations (Vote
) e

216,355 216,355 211,932 4,423
1,385,939,454 1,385,939,454 1,373,235,549 12,703,905
10 10 10
5,275,000 264,853 5,539,853 5,539,853
1,391,430,819 264,853 1,391,695,672 1,378,987,334 12,708,338
228,460 228,460 217,502 10,958
50,675,347
(375,289) 50,300,058 50,166,384 133,674
292,000 292,000 28,345 263,655
1,594,000 1,594,000 1,399,806 194,194
1,650,000 1,650,000 1,649,585 415
54,439,807 (375,289) 54,064,518 53,461,622 602,896
235,299 235,299 228,309 6,990
14,759,725 14,759,725 14,539,248 220,477
726,974,820
(4,999,705) 721,975,115 671,357,302 50,617,813
33,961,110 33,961,110 30,104,997 3,856,113
86,909,512 86,909,512 86,196,032 713,480
360,000 360,000 360,000
148,133 148,133 142,051 6,082
739,364 739,364 645,527 93,837
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COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

Vote
No. Description
Indian Caut-Off Lands Dispute Act (S.B.C. 1982, chap. 30, sec. 5)
Special Funds—
Constitution Act (R.8.B.C 1979, chap. 62, sees. 13 and 14)
— Transfer from Ministry of Intergovernmental Relations —
Funds Control Act (R.8.B.C. 1979, chap. 146, sec. 3} — First
Citizens” FUBE ...
Other Appropriations
66 Management of the Public Debt (Ministry of Finance and Corporate
REIIOMS) oo e
67 Contingencies (All Ministries) (Ministry of Finarce and Corporate
Relations) ..o e
Supplement — Special Warrant No. .o
Statutory—

Special Accounts—
Ministry of Lands, Parks and Housing Act (R.$.B.C. 1979, chap.
277, sec. TN —Crowa Land............ooiii
Special Rands—
Lottery Act (R.S.B.C. 1979, chap. 249, secs. 6 and 7) — Lottery
FUBG (oot
Less Transfer to Budget Stabilization Fund from Lottery Fund Account

Total Consolidated Revenue Fund Expenditure ...

Summary

Voted EXPenditure ..o

Statutory—
SPECIB] ACCOUDIES ..o rrs oo e
Special FUndS ..o
Special Warrants .
Varions ActS .o,

Less Inter-Fand Transfers. ..o

Total Consolidated Revenue Fund Expenditure ...

Estimated for the

Total Appropriations

12 Mouaths Ending Qther Actual Net Under
March 31, 1988 Authorizations Total Expenditure Experditure
% $ $ $ $
§24,000 124,000 124,000
1,973,000 1,973,000 1,673,728 299,272
862,840,466 {1,655,208) 861,185,258 805,371,194 55,814,064
530,200,000 530,200,600 525,277,283 4,922,717
50,000,000
15,600,000 65,000,000 50,107,855 14,892,145
21,962,000 21,962,000 21,932,832 29,168
170,500,000 170,500,008 120,111,811 50,388,189
(25,328,582) (25,528,382} (25,528,582}
772,662,000 {10,528,582) 762,133,418 691,901,198 70,232,218
10,220,000,000 173,483,582 10,393,493,562 10,135,404,885 258,088,697
9,497,000,000 5,723,665 9,502,723,665 9,357,392,812 145,330,853
509,000,000 9,673,999 518,673,999 511,267,390 7,406,609
486,000,000  1,148,482,595 1,634 ,482,595 1,549,329,022 85,153,573
80,257,000 80,257,000 44,135,194 36,121,806
102,748,022 102,748,022 102,748,022
272,000,000y (1,173,391,699) (1,445,391,699) (1,429,467,555) (15,924,144)

10,220,060,000

173,493,582 10,393,493,582 10,135,404,885 258,088,697

For details of amounts referred to under section 22 of the Financial Administration Act, see Section D of the Public Accounts.
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PUBLIC ACCOUNTS 1987/88

COMBINED FINANCIAL STATEMENTS

STATEMENT OF COMBINED EXPENDITURE BY GROUP ACCOUNT CLASSIFICATION

FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1088 1987
$ $
Grants and CONUHDULIONS ............c.oiii i e 7,476,808 7,291,702
Salaries and benefits 1,272,552 1,175,285
OPETAUNG COSLS ....iitiiit ittt ettt ettt 1,013,209 1,008,460
ASSET ACQUISTHIONS ..ottt ettt 353,718 478,851
ORI e 848,475 729,146
ROV IIES . o (829,357) (884,793
10,135,405 9,798,651




COMBINED FINANCIAL STATEMENTS
STATEMENT OF GUARANTEED DEBT AS AT MARCH 31, 1988

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to net principal or redemption provisions and accrued
interest or dividends outstanding.

In Thousands

1988 1987
Net Net
Outstanding? Outstanding?
Municipalities and other local governments— $ $
(1) Guarantees authorized pursuant to the Municipalities Assistance Act, SEC. 3 ... 1,222 1,698
(2) Guarantees authorized pursuant to the Municipal Act, sec. 854 —
DIEDEITUIES ..ottt e 11,480 13,096
Subtotal, municipalities and other local GOVEINMENES ..ot e, 12,702 14,794
Government services—
(3) Guarantees authorized pursuant to the British Columbia Buildings Corporation Act, sec. 13—
DIEDEIILITES .....o.oieitiiete ettt ettt ee ettt 241,931 265,011
IVIOTERAGE ..ottt 2,296
(4) Guarantees authorized pursuant to the System Act, sec. 20" —
DIEDEIITUIES ..ottt ettt et 22,686 23,575
Subtotal, government services 266,913 288,586
Health and education®—
(5) Guarantees authorized pursuant to the Educational Institution Capital Finance Act, sec. 9'—
DIEDENTUIES ...t ettt 359,563 367,703
(6) Guarantees authorized pursuant to the Financial Administration Act, sec. 56—
SUAENE AIA LOANS ....o.oioiiiineeeeoeee e oot 46,187 31,046
Simon Fraser University — DEDEMIUIES ...t 3,765 3,812
(7) Guarantees authorized pursuant to the Hospital District Finance Act, sec. 91—
DIEDEIEULES ...ttt ettt ettt ettt et 733,225 714,732
(8) Guarantees authorized pursuant to the School District Capital Finance Act, sec. 91—
DIEDEIIUIES ...t e 869,745 878,283
Subtotal, health and education 2,012,485 1,995,576

Economic development—
(9) Guarantees authorized pursuant to the Agricultural Credit Act, SEC. 3. 1,872 3,049
(10) Guarantees authorized pursuant to the British Columbia Enterprise Corporation Act, sec. 6! 80,162 29,264
(11) Guarantees authorized pursuant to the British Columbia Railway Finance Act, sec. 10!—
CAPILAL JBASES ...ttt ettt ek n et 24,872 25,490
Ist preferred shares — BC Rail Ltd. ... 200,000 204,625
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(12) Guarantees authorized pursuant to the British Columbia Transit Act, sec. 22'—

Bonds and debentures 51,905 53,656

Capital 10aSES.........cooviioiiiii e P 225,257 180,820
(13) Guarantees authorized pursuant to the Development Corporation Act, sec. 15 —

BONAS AN INOTES ...ttt ettt 93,855

Less: held by the British Columbia Housing and Employment Development Financing Authority ...................... (29,129)
(14) Guarantees authorized pursuant to the Farm Product Industry Act, SEC. 2 ...t 1,750 1,430
(15) Guarantees authorized pursuant to the Ferry Corporation Act, sec. 181—

Notes 36,242 42,427

Capital leases 42,647 43,466

(16) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
Vancouver SYMPhony OFCRESITA .............ioiiiiici et 750
(17) Indemnities authorized pursuant to the Financial Administration Act, sec. 56 —

W.L.C. Developments Ltd 4,093
The Terry Fox Medical Research Foundation, et al 8,000 8,000
Moli Energy Limited 27,610 20,000
National Homes LIMIed ... ettt 43
(18) Guarantees authorized pursuant to the Housing and Employment Development Financing Act, secs. 5 and 6! —
Bonds and debentures. ... 1,586 2,226
(19) Guarantees authorized pursuant to the Petroleum Corporation Act, secs. 10 and 12! 30,000
Subtotal, economic develOPIMENT . ... 702,653 713,315
Utilities—
(20) Guarantees authorized pursuant to the Hydro and Power Authority Act, sec. 441—
Bonds and debemntUIES. ... oo e 6,882,700 7,476,923
Grand total, all guaranteed debl ... 9,877,453 10,489,194
Less: Amounts included above held by General Fund3.... (9,212) (17,018)
Net total, all guaranteed debt 9,868,241 10,472,176

! See Section F of the Public Accounts for details of maturity dates, interest rates and redemption features of the outstanding debt of these Crown agencies.

2 Net outstanding guaranteed debt includes gross principal debt and accrued interest less sinking fund balances, and represents the total amount of contingent liability of the Government arising
from relevant guarantees. Amounts payable in foreign currency are transiated into Canadian dollars at the rate of exchange prevailing at the fiscal year-end.

3 As a result of Government financing and investment policies, $2.1 billion of guaranteed debt is held by Trust Funds actively managed by the Government.

4 The Government is directly responsible for paying 57.31% to 100% of debt service costs for health and education debt through various grant formulas. In 1987/88 the contributions totalled
apyfroximately $274 million or 78.9% of debt service costs.
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B 36 PROVINCE OF BRITISH COLUMBIA

COMBINED FINANCIAL STATEMENTS
STATEMENT OF INFORMATION REQUIRED UNDER SECTION 8 (2) (b) (iii)
OF THE FINANCIAL ADMINISTRATION ACT
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

Assets and
. Maoney Uncollectible De?"s gnd Remissions
Ministry Refunded Debts Obligations Made
Written-of f Forgiven
$ $ $ $
Advanced Education and Job Training ... 639
Attorney General ... 367 996
Education ... 6,927
Energy, Mines and Petroleum Resources. 8
Environment and Parks...................... 30 3
Finance and Corporate Relations ... 1,058 11,157 262
Forests and Lands ................. s 313 8,498 50
Health ... 268 1,119 2
Municipal Affairs............... 28
Transportation and Highways...............n . 6,551 24
Total 1988 ..o 16,181 21,805 50 264
Total 1987 ..o 5,965 20,807 889 1,719

This statement includes amounts authorized by sections 13, 14. 15 and 16 of the Financial Administration Act. Amounts authorized for
refund, write-off, forgiveness or remission by other statutes are not shown separately in these financial statements.
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COMBINED FINANCIAL STATEMENTS
BUDGET STABILIZATION FUND STATEMENTS
BALANCE SHEET
AS AT MARCH 31, 1988

In Thousands

1988
ASSETS $
Due from the General FUNG. ... e 742,905
LIABILITIES AND NET EQUITY
INEE BQUILY oot ettt ettt et h ettt 742,905

STATEMENT OF REVENUE AND EXPENDITURE
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988
REVENUE $
Transfer from General FURA ... 717,377
Transfer of Lottery Fund Special Account Balance at March 31, 1988
(Budger Stabilization Fund Act (S.B.C. 1988, chap. 8, SEC. 0))......cccooioiiiviiiiii e 25,528
Net Revenue for the Year, to Net EQUILY. ... 742,905

NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

Significant Accounting Policies

(a) REPORTING ENTITY

The Budget Stabilization Fund is a Special Fund, for purposes of the Financial Administration Act,
established pursuant to the Budget Stabilization Fund Act. Its purpose is to assist in stabilizing the operating
revenues of the Government. General Fund revenue, as specified by the Lieutenant Governor in Council, may
be paid into the Fund, and Lottery Fund Special Account money may also be paid into the Fund, if authorized
by the Lieutenant Governor in Council. Money may be paid out of the Fund into the General Fund, with the
approval of the Lieutenant Governor in Council.

(b) SeeciFic PoLicIEs

The Budget Stabilization Fund, as well as any other Special Funds, and the General Fund constitute the
Government’s Consolidated Revenue Fund, in accordance with section 9 of the Financial Administration Act.
Therefore, the accounting polices applicable to the Government’s Consolidated Revenue Fund, as specified
in note 1 to the Government’s Combined financial statements, are the policies applicable to the Budget
Stabilization Fund.
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8 Bastion Square

Legisiative Assembly AUDITOR GENERAL Victoria .
Province of British Columbia \B/;?/S?Xcidumbla

Telephane: (604) 387-6803
Fax: (604) 387-1230

AUDITOR GENERAL’S REPORT

To the Legislative Assembly

of the Province of British Columbia
Parliament Buildings
Victoria, British Columbia

I have examined the consolidated balance sheet of the Government of the
Province of British Columbia as at March 31, 1988, and the consolidated
statements of revenue and expenditure and changes in cash and temporary
investments for the year then ended. My examination was made in
accordance with generally accepted auditing standards, and accordingly
included such tests and other procedures as I considered necessary in the
circumstances. I have received all the information and explanations I have
required.

I report in accordance with section 7 of the Auditor General Act. In my
opinion, these consolidated financial statements present fairly the financial
position of the Government as at March 31, 1988 and the results of its
operations and the changes in its financial position for the year then ended
on a consolidated basis in accordance with the stated accounting policies as
set out in Note 1 to these financial statements applied on a basis consistent

with that of the preceding year.
7 George L. Morfitt, F.C.A.

Auditor General

Victoria, British Columbia
August 31, 1988
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CONSOLIDATED BALANCE SHEET AS AT MARCH 31, 1988
In Thousands
Note 1988 1987
ASSETS $ $
Cash and temporary INVESIMENTS ... 2 158,258 219,287
Accounts receivable................. 3 925,289 900,993
VM OIS o e e L 4 118,809 105,327
Investments in and amounts due from Crown corporations and agencies.... 5 1,961,709 1,872,475
Loans, advances and other invesStments ..o 6 218,924 205,708
Mortgages receivable...................... 7 326,723 303,893
Fiscal Agency loans ...... 8 4,250,436 3,772,028
Other assets.................... 9 186,562 158,173
8,146,710 7,537,884
LIABILITIES AND NET EQUITY (DEFICIENCY)
Liabilities:

Accounts payable and accrued liabilities ..., i0 1,244,162 1,158,270
Due to Crown corporations, agencies and funds . Lo 1 37,624 213,153
Deferred revenue ..............oo.ocooiviiiei e 12 291,318 245,618
Public debt.. ... e 13 9,775,837 9,193,772
11,348,941 10,810,813
Net equity (defiCienCy). ... 14 (3,202,231 (3,272,929)
8,146,710 7,537,884

FIXEA ASSEUS ..ot s 1

Contingencies and COMMILMENTS. .............cooiiiiiii oo 15

The accompanying notes and supplementary statements are an integral part of these financial statements.

Approved on behalf of the Ministry of Finance and Corporate Relations:

il

P. G. HALKETT
AlDeputy Minister of Finance and
Corporate Relations

D. B. MARSON
Comptroller General



CONSOLIDATED STATEMENT OF REVENUE AND EXPENDITURE
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988 1987
Transfers
Between
Consolidated Consolidated
Consolidated Crown Revenue Fund
Revenue Fund Corporations and Crown
(B 6) (C 20) Corporations Total Total
REVENUE $ $ $ $ $

TAXALION ...ttt 5,744,305 5,744,305 4,861,505

NALULAL TESOULCES ..o 1,222,958 1,222,958 660,415

Other. ...t . 630,388 932,701 (22,600) 1,540,489 1,828,070

Contributions from Government enterprises... . 469,795 974,347 (997,367) 446,775 443,226

Contributions from the Federal Government ..., 2,019,931 1,160 2,021,091 1,993,412

Total TEVENUE ..........oi it 10,087,377 1,908,208 (1,019,967) 10,975,618 9,786,628
EXPENDITURE

Health ..o 2,997,293 1,028,286 (683,878) 3,341,701 3,163,370

Social services. . 1,610,382 (25,962) 1,584,420 1,491,943

Education...............cooococerve . 2,203,670 7,191 (12,497) 2,198,364 1,910,271

Transportation and communicCations ..o . 768,079 (33,116) 734,963 942,322

Natural resources, trade and industrial development . 721,019 64,224 (63,585) 721,658 801,599

Protection of persons and property ..o . 480,842 22,567 (101,885) 401,524 384,120

Aid to local government......... et 402,514 3,943 (2,128) 404,329 392,958

Dbt SEIVICIIE ...ttt 525,277 407,697 (18,177) 914,797 799,274

General government B 177,496 263,020 (59,462) 381,054 388,040

Housing ... . 64,362 49,104 (16,175) 97,291 130,442

Recreation and cultural SEIVICES .............ooioiiiiiiiiie e 71,230 2,159 (3,102) 70,287 66,038

ORI ..o e 113,241 71,298 184,539 152,309

Total expenditire ...........cocooooviiiriiiiec e 10,135,405 1,919,489 (1,019,967) 11,034,927 10,622,686
Net Operating Revenue (Expenditure) for the Year ... . (48,028) (11,281) (59,309) (836,058)
NON-OPERATING TRANSACTIONS
Valuation adjustment of investments in and amounts due from Crown
corporations and ABENCIES .............ocovvviviiiiiiinie e 2,392 315,132

Increase (Decrease) in Unremitted Equity of Transportation Companies

and Commercial Enterprises (C22) ... 127,615 (113,642)
Consolidated Net Revenue (Expenditure) for the Year (Note 14) 70,698 (634,568)

The accompanying notes and supplementary statements are an integral part of these financial statements.
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PUBLIC ACCOUNTS 1987/88

CONSOLIDATED STATEMENT OF CHANGES IN CASH
AND TEMPORARY INVESTMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988

1987

OPERATING TRANSACTIONS

Net revenue (expenditure) for the year......................
Non-cash items included in net expenditure
Accounts receivable (inCreases)............coooovveveeeienn (24,296)
Accounts payable increases . 85,892
Due from Crown corporations (increases).................... (89.234)
Due to Crown corporations, agencies and funds in-
creases (decreases) . ... (175,529)

Cash items applicable to future operations......................
Cash used for operations...............coooiiii

INVESTMENT TRANSACTIONS
Loans, advances and other investments (issues) repay-
MEILS .. (13,216)
Mortgages receivable (issues) . (22.830)
Divestment of (investment in) other assets.....................

Cash derived from (used for) investments........................
Total financial requirements ...

FINANCING TRANSACTIONS

Increase in Public Debt issues ... 582,065
Less: used for Fiscal Agency loans. (478,408)

Cash derived from financing ...
Increase (decrease) in cash and temporary investments .......

Balance — Beginning of Year................con
Balance — End of Year ...

$
70,698

(203,167)
3,829

(128.640)

(36.046)
(164.686)

103,657

(61,029)
219287

158,258

(634,568)

(95,970)
88.502
(401,707)

5,815

(403,360)
15,326

(1.022,602)

18,638
(18,500)

_(87.269)

(87.131)
(1,109,733)

1,669,620

(649,208)

1,020,412
(89,321)
308,608
219,287

The accompanying notes and supplementary statements are an integral part of these financial statements.



C38 PROVINCE OF BRITISH COLUMBIA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

1. Significant Accounting Policies

(a) REPORTING ENTITY
These financial statements include the accounts of the following entities which have been consolidated
for reporting purposes:

(1) General Fund — it includes all transactions and balances of the Government not otherwise
earmarked by legislative action, including the accounts of the British Columbia Liquor Distribu-
tion Branch, the Queen’s Printer and the Purchasing Commission, special accounts and other
statutory spending authorities;

(i) Special Funds — these are comprised of all amounts set aside from the General Fund by special
disposition of the Legislature;

(iii) Crown Service corporations — these are considered to be extensions of existing Government
programs; and

(iv) certain Provincial corporations and agencies — considered to support existing Government
programs.

Certain Crown corporations which have been identified as transportation and commercial enterprises,
and which are intended to be run on commercial lines, are recorded in these financial statements on a
modified equity basis. A schedule of entities recorded on a consolidated or modified equity basis may be
found on C 19.

The British Columbia Housing and Employment Development Financing Authority is not recorded in
these financial statements because it is designed to finance housing and other capital projects managed by the
private sector without any Provincial government funding. Also excluded are health and educational
institutions which are legally distinct from Government and whose boards are required to report separately on
their stewardship.

The Natural Gas Price Adjustment Fund, administered by British Columbia Petroleum Corporation, has
not been consolidated, as the Fund is held for subsequent distribution to natural gas producers.

The Workers” Compensation Board of British Columbia has neither been consolidated nor recorded on
an equity basis because it carries on a quasi-insurance activity funded by contributions from employers and it
is not intended to be run on commercial lines. Similarily, the activities of the Insurance Corporation of British
Columbia have neither been consolidated nor recorded on an equity basis because it operates as a self-
sustaining entity.

Since the purpose of the British Columbia Assessment Authority is to establish and maintain uniform
provincial assessments, largely for municipalities, it has neither been consolidated nor recorded on an equity
basis in these financial statements.

Separate financial statements for entities which have been either consolidated or recorded on an equity
basis in these financial statements are inciuded in Section F of the Public Accounts.

(b) PrINCIPLES OF CONSOLIDATION

The accounts of the Crown Service and Provincial corporations are consolidated with the General Fund
and Special Funds after adjusting them to conform with the accounting policies described below. Inter
company accounts and inter-fund revenue and expenditure transactions are eliminated upon consolidation.

The transportation and commercial enterprises, which maintain their accounts in accordance with
accounting principles applicable to commercial entities, are included on a modified equity basis. Under this
basis, the Government’s investment in these enterprises is initially recorded at cost and adjusted annually to
include the net earnings/losses and other net equity changes of the enterprises without adjusting them to
conform with the accounting policies described below. Inter-company accounts and transactions are not
eliminated. However, profit elements included in such transactions, including certain increases in contrib-
uted surplus, are eliminated. Also eliminated is an unamortized gain on the defeasance of British Columbia
Railway Company’s historic debt.

No adjustments are made on consolidation to those consolidated entities whose fiscal year-ends are not
the same as that of the Government, where the effect of adjustment would not be significant to the
consolidated operating results.

(c) BasIs OF ACCOUNTING
The accrual basis of accounting is used which, for these consolidated financial statements, is specifi-
cally expressed as follows:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies — Continued

Revenue

All revenues are recorded on an accrual basis except where the accruals cannot be determined with
a reasonable degree of certainty or where their estimation is impracticable. The exceptions, which
normally relate to certain payments to the Province under the Federal-Provincial Fiscal Arrangements
and Federal Post-Secondary Education and Health Contributions Act, 1977, are recorded on a cash
basis.
Expenditure

All expenditures, including the cost of fixed assets, are recorded for goods received and services
rendered during the year. Grants and contributions (which include forgivable loans) are recorded as
expenditure when disbursement of the funds has been authorized, with the exception that social
assistance payments during a given month to meet the needs of recipients in an ensuing month are
recorded as expenditure in the period to which the payments apply.

Recoveries of expenditure may be recorded as a credit to the appropriate expenditure account
when:

(i) they can be specifically identified with the expenditure transactions and payment has actually
been made from an appropriation;

(ii) provision for them has been approved through the Estimates or by Treasury Board; and

(iii) the expenditure to which they relate was incurred in the same fiscal year.

Assets

All assets are recorded to the extent that they represent cash and claims upon outside parties or
items held for resale to outside parties as a result of events and transactions prior to the year-end. Rental
payments for leases which transfer the benefits and risks incident to the ownership of certain assets, not
including special purpose buildings, are reported as expenditures at the dates of inception of the leases.
Liabilities

All liabilities are recorded to the extent that they represent claims payable to outside parties as a
result of events and transactions prior to the year-end.

Foreign Currency Translation

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian
dollars at the exchange rate prevailing at the year-end and foreign currency transactions are translated at
the exchange rate prevailing at the date of the transaction unless hedged by forward contracts which
specify the rate of exchange. Adjustments to revenue or expenditure transactions arising as a result of
foreign currency translation are credited or charged to operations at the time the adjustments arise.
Unrealized foreign currency gains and losses on long-term, fixed term monetary assets and liabilities
are reported as a deferred charge and amortized over the remaining terms of the related items on a
straight line basis.

Non-monetary assets and liabilities are translated at historical rates of exchange.

(d) SpecIFiC POLICIES
Cash and Temporary Investments

Cash balances are shown after deducting outstanding cheques issued prior to the year-end.
Cheques issued subsequent to the year-end relating to the previous year are included in accounts
payable.

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 Portfolios. Units are carried at the lower of cost of acquisition, adjusted by income attributed
to the units, or market value. Income attributed to the units represents the unitholders’ share of interest
earned by the Portfolio and is only realizable by unitholders upon the sale of units.

Accounts Receivable

All amounts receivable (including any trade receivables from Crown corporations and agencies) at
the year-end for work performed, goods supplied or services rendered are recorded as revenue of the
fiscal year. Provision is made where collectibility is considered doubtful.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

ignificant Accounting Policies — Continued

Inventories
Inventories comprise items held for resale and are recorded at the lower of cost or net realizable
value. Inventories of supplies are charged to the respective programs when the cost is incurred.
Property under development, which will eventually be sold to outside parties, is recorded at the
lower of cost or net realizable value.

Investments In and Amounts Due from Crown Corporations and Agencies

Investments in those Crown corporations which have been identified as transportation companies
and commercial enterprises and which are intended to be run on commercial lines are recorded on a
modified equity basis of accounting. Under this method the Government records its investments
(including long-term advances) at cost, adjusted for increases and decreases in the investees’ net assets.
Since the Government ensures the ongoing activities of these enterprises, full account is taken of losses
in the investee companies, even where the cumulative losses exceed the original investment.

Amounts due from Crown corporations and agencies represent amounts other than trade receiv-
ables which will be realized in the following year.

Loans, Advances and Other Investments
Loans, advances and other investments are recorded at cost less adjustment for any prolonged
impairment in value.

Mortgages Receivable

Mortgages receivable are secured by real estate and are repayable over periods ranging up to thirty
years. Provision is made where collectibility is considered doubtful.

Fiscal Agency Loans

Fiscal agency loans consist of loans made to government bodies which have been financed by
borrowings made by the Minister of Finance and Corporate Relations, in his capacity as fiscal agent, on
behalf of government bodies in accordance with the Financial Administration Act (S.B.C. 1981,
chap. 15). These loans are recorded at maturity value less unamortized discount and sinking fund
balances. Discounts are amortized on an effective yield basis.

Other Assets

Other assets include prepaid program costs. Prepaid program costs represent expenditures made
during the fiscal year for work to be performed, goods to be supplied, services to be rendered or
contractual obligations to be fulfilled by outside parties in a subsequent fiscal year. These costs also
include inventories of operating materials held in the Purchasing Commission and Queen’s Printer
warehouses pending distributions in a subsequent fiscal year.

Also included in other assets are certain deferred charges.

Fixed Assets

Disbursements for fixed assets are recorded as expenditures in the year the assets are received.
Consistent with the reporting of fixed assets as expenditures, highways, bridges, wharves, ferries and
ferry landings, buildings, office equipment, furniture, automobiles and Crown land comprised of parks,
forests and all other publicly held land in the Province, not including property under development, are
recorded at a nominal value of $1.

Accounts Payable and Accrued Liabilities

All amounts payable for work performed, goods supplied, services known to have been rendered or
for charges incurred in accordance with the terms of a contract are recorded as part of the expenditure of
the fiscal year.

Due to Crown Corporations, Agencies and Funds

Amounts due to Crown corporations, agencies and funds represent liabilities incurred, other than
trade payables, which are repayable in the following year.

Deferred Revenue
Deferred revenue represents amounts received or receivable prior to the year-end relating to
revenue that will be earned in subsequent fiscal years.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

1. Significant Accounting Policies — Continued

Public Debt

Public debt represents direct debt obligations for the purposes of the Government of British
Columbia, Fiscal Agency loans and direct debt obligations of consolidated Crown corporations. These
obligations are recorded at principal less unamortized discount and sinking fund balances where
applicable. Discounts are amortized on an effective yield basis.

Guaranteed Debt

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to
net principal or redemption provisions and accrued interest or dividends outstanding.

Commitments

Commitments represent future obligations of the consolidated entities for capital contracts and
extraordinary program commitments, to the extent of contracts and agreements in place at the year-end,
as disclosed in the audited financial statements of the Government and the related Crown corporations

and agencies.

2. Cash and Temporary Investments

Included in temporary investments are units in the Province of British Columbia Pooled Investment
Portfolios (established pursuant to the Financial Administration Act, section 36 (9) (a)) amounting to $227.3

million.

3. Accounts Receivable

in Thousands

1988 1987
$ $
X ES TECRIVADIC . o e e 429,616 408,662
Local government bodies .. 4,904 1,869
Government of Canada.......... 69,034 206,343
Ministerial accounts receivable 298,148 169,391
Accrued interest......................... 51,961 42,392
Crown corporations and agenCiBs..............o.oiiiiuiieiiceit e 19,306 22,832
872,969 851,489
Less: Provision for doubtful aCCOUNLS ... .ot e era e (70,781)  (70,193)
802,188 781,296
Accounts receivable of consolidated Crown corporations:
British Columbia Buildings COrporation ...............c.oooiiiiiiii et 2,364 1,753
British Columbia Educational Institutions Capital Financing Authority... 18,189 17,857
British Columbia Food Exhibitions Ltd............... 466 19
British Columbia Health Care Research Foundation ... i1 43
British Columbia Heritage Trust ... 53
British Columbia Housing Management Commission . 2,826 7,350
B.C. Pavilion Corporation.............cc...o.oocoeeis . 1,608
British Columbia Petroleum Corporation..............c....cc.c.o.. 8,168 4,596
British Columbia Regional Hospital Districts Financing Authority .. 35,136 30,806
British Columbia School Districts Capital Financing Authority ... 47,957 47,307
British Columbia Systems Corporation............................ 519 47
Creston Valley Wildlife Management Authority Trust Fund 8 6
Discovery Foundation....................ocoooi 371 451
EXPO 86 COPOTALION ......ovoiiiiii e 2,084
Health Facilities Association of British Columbia................in 135 187
Knowledge Network ot the West Communications Authority 158 57
Legal Services SoCiety ..o 255 123
Medical Services Commission of British Columbia.. 4,625 6,559
Provincial Capital Commission.................ccccc.oci.e 57 216
Provincial Rental Housing Corporation 115 150
Science Council of British Columbia. ..o 133 33
925,289 900,993
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

4. Inventories In Thousands
1988 1987
$ $
Consolidated ReVENUE FUNA ..........oo oot 118,786 105,305
Inventories of consolidated Crown corporations:
Creston Valley Wildlife Management Authority Trust Fund ... 14 12

Provincial Capital CommiSsion ... 9 10
118,809 105,327

5. Investments In and Amounts Due From Crown In Thousands
Corporations and Agencies 1988 1987
$ $
Equity investments — (€ 22). .ottt 1,959,817 1,870,973
Amount due from Workers’ Compensation Board of British Columbia ... 1,892 1,502

1,961,709 1,872,475

(a) Definitions

Investments (including long-term advances) in those Crown corporations which have been identified as
transportation companies and commercial enterprises are recorded at cost, adjusted for increases and
decreases in the investees’ net assets.

Amounts due represent amounts, other than trade receivables, which will be realized in the following
year.

(b) British Columbia Petroleum Corporation (the Corporation)

Prior to July 1, 1985, the Corporation’s retained earnings were recorded as due to the Province because
these amounts were considered to have been collected in lieu of other forms of taxation. Subsequent to the
Natural Gas Price Act, the Corporation is no longer a revenue collecting agent of the Province. Any transfer
of funds to the Province will be applied to reduce the amount due from the Corporation.

(c) Pacific Coach Lines Limited (the Company)

Effective March 31, 1984, the operations of Pacific Coach Lines Limited ceased and wind-up of the
Company commenced. The wind-up of the Company will be completed following disposal of the remaining
real estate assets. The Ministry of Municipal Affairs assumed responsibility for the Company effective
September 1986.

6. Loans, Advances and Other Investments In Thousands
1988 1987
$ $

Consolidated Revenue FUNA ... et 163,027 154,114
Loans, advances and other investments by consolidated Crown corporations:

British Columbia Petroleum COrporation ..ot 53,241 48,024

Knowledge Network of the West Communications Authority 538 1,369

Creston Valley Wildlife Management Authority Trust Fund .. 264

Discovery FOUNatioN ..o e 1,854 2,201
218,924 205,708

7. Mortgages Receivable , v In Thousands
1988 1987
$ $
Consolidated Revenue FUNA ... e 322,719 299,593
Mortgages receivable of consolidated Crown corporations:
Health Facilities Association of British Columbia........................ . 4,004 4,300

326,723 303,893
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

8. Fiscal Agency Loans

British Columbia Assessment AUhOIY ... ..o
British Columbia Educational Institutions Capital Financing Authority.......................
British Columbia Enterprise COrporation .............c.oococoovioioeriiniiciiinannnn
British Columbia Housing and Employment Development Financing Authority.. .
British Columbia Hydro and Power Authority ..o
British Columbia Railway COMPANY ...
British Columbia Regional Hospital Districts Financing Authority.. .
British Columbia School Districts Capital Financing Authority ...
British Columbia Transit .........coiiiiiiii e
Capital Project Certificate of Approval Program ......
British Columbia Steamship Company (1975) Ltd. .
Greater Vancouver Sewerage and Water District ......
Greater Vancouver Water District.....................

Improvement Districts................. -
University of British Columbia..............o s

9. Other Assets

Consolidated Revenue Fund...............oiii

Other assets of consolidated Crown corporations:
British Columbia Buildings Corporation ...
British Columbia Food Exhibitions Ltd. ...........
British Columbia Housing Management Commission .
B.C. Pavilion Corporation ... .
British Columbia Petroleum Corporation ..o
British Columbia Regional Hospital Districts Financing Authority .
British Columbia School Districts Capital Financing Authority..............
British Columbia Systems Corporation ...
Creston Valley Wildlife Management Authority Trust Fund ..
Discovery Foundation ..., .
Knowledge Network of the West Communications Authority ...
Legal Services SOCIELY ..o
Provincial Capital Commission.........
Provincial Rental Housing Corporation ... .
Science Council of British Columbia ...

10. Accounts Payable and Accrued Liabilities

Consolidated Revenue Fund ...

Accounts payable of consolidated Crown corporations:
British Columbia Buildings Corporation ...
Bnitish Columbia Educational Institutions Capital Financing Authority..........................
British Columbia Food Exhibitions Ltd................inn.
British Columbia Health Care Research Foundation
British Columbia Heritage Trust ....................c.......
British Columbia Housing Management Commission
B.C. Pavilion Corporation..............c.cccoevrriviierinnnnnn. .
British Columbia Petroleum Corporation...... ...
British Columbia Regional Hospital Districts Financing Authority............................
British Columbia School Districts Capital Financing Authority ... .
British Columbia Systems COrporation. ... ..ottt

In Thousands

1988 1987
$ $
4,331 4,503
359,959 371,311
88,907 15,491
24,364
1,218,212 898,602
73,939 74,110
655,512 614,416
825,862 834,996
835,028 781,844
90,021 63,339
8,572 3,111
29,095 30,169
19,750 19,287
746

40,502 36,485

4,250,436 3,772,028

In Thousands

1988 1987
$ $
128,932 95,582
2,699 1,428
3
851 985
385
33,124 40,281
5,144 4,995
14,454 13,769
633 507
6 176
39 230
166 113
73 74
35 16
16 15
2 2
&6,_5_62 158,173
In Thousands
1988 1987
$ $
974,329 887,310
37,452 35,930
17,176 16,793
30 3
12 11
27 39
4,468 5,711
3,652
8,969 6,991
34,578 33,276
46,755
15,688




PROVINCE OF BRITISH COLUMBIA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

10. Accounts Payable and Accrued Liabilities—Continued

In Thousands

1988 1987
$ $
Creston Valley Wildlife Management Authority Trust Fund ... . 7 9
Discovery Foundation...................... 480 626
Expo 86 Corporation ..., 1,690
Health Facilities Association of British Columbia.......................... 54 354
Knowledge Network of the West Communrications Authority ... 540 356
Legal Services SOCIEtY ... 4,068 2,723
Medical Services Commission of British Columbia.................. 104,035 103,081
Provincial Capital Commission.................... 113 216
Provincial Rental Housing Corporation 1,170 600
Science Council of British Columbia.... I 96
Universities COUNCIL ... 12
1,244,162 1,158,270
11. Due to Crown Corporations, Agencies and Funds In Thousands
1988 1987
$ $
Amounts due to Trust Funds........o 16,423 183,587
British Columbia Colleges and InStitutes..............oooii i 11,923 11,751
British Columbia Enterprise COorporation .............ccooooiiiiiiiiiiiiic e 1,428 5,775
British Columbia Housing Management Commission .. 25
British Columbia Transit ... 3,584
SImMOon Fraser UnIVEISITY ... et e 1,766 2,310
University of British Columbia SO O SO STODO T USRS OU T SUU TP UO SRR 4,942 4,961
University of VICTOTIA ..ot 1,117 1,185
37,624 213,153
12. Deferred Revenue In Thousands
1988 1987
$ $
Motor vehicle licences and PEITILS. ... .....occoiiiiiiiiiiii e 85,322 74,585
Water rentals and recording f8S ... 64,127 54,049
Petroleum, natural gas and mineral leases and fees..............coii 23,569 23,567
Canada Assistance Plan . 32,839 32,098
MISCEIIANEOUS ..o ettt 49,656 28,670
Deferred revenue of consolidated Crown corporations:
British Columbia Food Exhibitions Ltd. ... 571 33
British Columbia Housing Management Commission . . 325 327
B.C. Pavilion COrporation................c.ooiiiiiiii it 1,794
British Columbia Systems Corporation...................cooooiiiiiiii e 553 215
Creston Valley Wildlife Management Authority Trust Fund 2
Discovery Foundation................c.o.cooioiiiie 190 208
Knowledge Network of the West Communications Authority 89 137
Medical Services Commission of British Columbia............................................ 32,283 31,723
Provincial Capital COMMESSION ..........ooiiiiiitiiit it 4
291,318 245,618
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

In Thousands

13. Public Debt 1988 1987
Less
Sinking Debt Held by
Funds Consolidated
Gross Debt Accumulated Entities Net Debt Net Debt
Debt issued by: $ $ $ $ $
Consolidated Revenue Fund! ... 7,839,512 (199,547) (2,082) 7,637,883 7,016,363
Crown corporations:

British Columbia Buildings Corporation! ...... 442,257 (58,568) (154,693) 228,996 245,024
British Columbia Educational Institutions

Capital Financing Authority.................... 445,978 (83,937) (19,385) 342,656 351,045
British Columbia Petroleum Corporation....... 30,000
British Columbia Regional Hospital

Districts Financing Authority. ... 1,082,268 (360,998) (27,467) 693,803 675,515
British Columbia School Districts Capital

Financing Authority ... 1,499,487 (659,170) (36,500) 803,817 804,677
British Columbia Systems Corporation.......... 52,248 (4,985) (24,570) 22,693 24,826
Discovery Foundation.................cccoei 394 394
Health Facilities Association of British

Columbia ... 79,004 (18,391) (60,613)
Provincial Rental Housing Corporation ......... 69,972 (24,377) 45,595 46,322

11,511,120  (1,385,596) (349,687) 9,775,837 9,193,772

Net debt repayment due in the next fiscal year is Canadian $435 million and U.S. $1 million and due within the next five years is
Canadian $4,227 million and U.S. $153 million. Details of the various terms of repayment are available in the financial statements of each of
the consolidated entities. Refer to Section F of the Public Accounts for Crown corporations’ financial statements and to the Schedule of
Public Debt in Section B for Combined General and Special Fund details.

! The 1988 Gross Debt is net of unamortized discount in the amount of $220 million for the Consolidated Revenue Fund and $6 million
for the British Columbia Buildings Corporation.

14. Net Equity (Deficiency) In Thousands
1988 1987
$ $
Net equity (deficiency)—beginning of YEar ... (3,272,929) (2,638,361)
Net revenue (expenditure) for the Year ... 70,698 (634,568)
Net equity (deficiency)—end of YEAT ..o e (3,202,231) (3,272,929

Included in the net equity (deficiency) of these financial statements are $743 million set aside by special disposition of the Legislature
for Special Funds (1987—S$151 million).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

15. Contingencies and Commitments

(a) Guaranteed debt

Guaranteed debt as at March 31, 1988, totalled $7.6 billion (1987 — $8.1 billion). Included in
guaranteed debt is that debt of municipalities and other local governments, private enterprises and individu-
als, and debt and minority interests of Provincial Crown corporations, which has been explicitly guaranteed
or indemnified by the Government, under the authority of a statute. as to net principal or redemption
provisions and accrued interest or dividends outstanding. See Statement of Guaranteed Debt on C 24 for
details.

(b) Contingent liabilities
(i) Pending litigation
The Government is a defendant in legal actions which may give rise to future liabilities.
Because the outcome of the litigation is uncertain, no amount has been recorded in these financial
statements.
The Government has a contingent liability in respect of the following summary of cases where
the estimated or known claim is or exceeds $100,000:

» anumber of airline companies are challenging the Province’s authority to tax the fuel used in
their operations and to collect sales tax on aircraft; the amount in issue exceeds $30 million;
claim of $2.5 million for the alleged negligence of ambulance drivers;
claims of $2 million and $2.5 million have been made regarding motor vehicle accidents;
claims of $2 million and $2.3 million have been made regarding construction disputes;
claims of $2.5 million for hospital insurance;
claims of $35 million against assessments for social services tax;
various claims totalling $9.2 million against assessments for motive fuel, hotel room,
logging, mining, and corporation capital taxes; and
various legal actions totalling $18.5 million (each between $100,000 and $2 million)
representing claims of damages to persons and property or other miscellaneous claims.
(ii) Other contingent liabilities

The Government also has contingent liabilities in the form of indemnities, indirect guarantees
and outstanding claims. Where indemnities are for explicit quantifiable loans, the amounts are
included in the statement of guaranteed debt. Because all other amounts are uncertain, no liability
for them has been recorded in these financial statements.

(c) Commitments

At the end of each year there are a number of general commitments outstanding for ongoing programs
and operations. Such future expenditures of fully consolidated entities are recorded as a charge in the year in
which the work or service is performed. Commitments for capital contracts totalled approximately $150
million (1987 — $148 million), and commitments under leases and other extraordinary programs totalled
approximately $808 million (1987 — $717 million).

For those entities reported on the modified equity basis capital contract commitments totalled approx-
imately $299 million (1987 — $260 million) and commitments under leases totalled approximately $101
million (1987 — $111 million).

(d) Superannuation and pension actuarial valuations
(i) The Government has statutory responsibilities in the event of a deficiency existing between the
money available for payment of superannuation allowances and the amounts necessary to meet the
payment of these allowances equal to:
« the amount of the deficiency in the case of the Public Service Superannuation Fand; and
« the amount specified by the Lieutenant Governor in Council in the case of the College
Pension Fund.

(ii) The funds administered by the Superannuation Commission require that periodic actuarial valua-
tions be performed for the purpose of assessing the adequacy of contribution rates and the financial
position of the funds. The reporting of the unfunded liability by the actuary indicates that a
deficiency may arise in the future if the actions recommended by the actuary are not followed.

The unfunded liabilities as shown in the latest actuarial valuations for the above funds are
provided for information purposes:
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15. Commitments and Contingencies — Continued In Thousands
Public
Service College
Superannuation Pension
as at as at
March 31, August 31,
1987 1985
$ $
Total actuarial Hability ... 4,480,089 310,126
Less assets:
Fand ..o . . e e (2,339,150) (130,113)
Present value of future contributions . . (1,684,877) (119,122)
Unfunded Hability ..o 456,062 60,891

See Section G of the Public Accounts for further details of these plans.

16. Trust Funds

Amounts held and administered in trust by the Government at the end of the fiscal year were comprised

of the following:

In Thousands

1988 1987
$ $

Superannuation, Pension and Long-term Disability Funds!

-— administered by the Superannuation Commission.................ccooiiiiin, 9,479,856 8,387,393
Sinking Funds'-2

— administered by Provincial Treasury ... 3,107,878 2.990,284
Investment Funds of Crown Corporations and Agencies

— administered by Provincial Treasury ... 245,275 190.574
Public Trustee and Official Administrators

— administered by government officials ... 255,284 237,549
Supreme and County Court Rules (Suitors’ Funds)

— administered by the COUTTS............cooiii i e 75,316 73,085
Investment Funds of Workers’ Compensation Board'

— administered by the Workers’ Compensation Board............................. 2,718,955 2.546.619
Other Trust Funds

— administered by various government officials ... 60,553 44,746

15,943,117 14.470,250

Trust funds include amounts held and administered in trust. The Government has no power of

appropriation over these funds.

Cash and investments of the Trust Funds are managed or held by Provincial Treasury, Ministry of

Finance and Corporate Relations.

! See Volume I11 of the Public Accounts for the latest audited financial statements of Superannuation and Pension Funds, the Workers’

Compensation Board and most entitites whose sinking funds are administered by Provincial Treasury.

2 Sinking funds include investments held by Financing Authorities {which have essentially the same purpose as sinking funds) and the

sinking funds relating to Public Debt as disclosed in Note 13 of these financial statements.
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FOR THE FISCAL YEAR ENDED MARCH 31, 1988 — Continued

17. Subsequent Evenis

(a} Privatization
In October 1987, the Government announced a program to privatize certain of its operations. The
following privatization transactions have occurred since March 31, 1988:

» False Creek lands were sold by British Columbia Enterprise Corporation on April 27, 1988, for
$145,010,000. This amount was distributed to the Province as the shareholder pursuant to a resolution
of the Directors by payment of $50,000,000 cash and assignment of financial instruments. This
represented a $5,352,140 dividend to the Privatization Benefits Fund and $139,657,860 return of
contributed surplus to the Province.

« various B.C. Hydro assets have been sold including the mainland gas division sale for $785 million
announced on July 20, 1988. Upon finalization, the gain on the sale will be paid over to the Province in
the form of a dividend to the Privatization Benefits Fund.

« the Government is entering into agreements to dispose of certain assets and undertakings related to
existing highways maintenance operations. Proceeds from the sale of fixed assets of the Government
will represent revenue to the Province while the ongoing maintenance costs will be restricted, in
future, to contract payments rather a combination of salaries, operating costs and fixed assets
acquisitions.

(b) Knowledge Network of the West Communications Authority

Pursuant to the Open Learning Agency Act (S.B.C. 1987 chap. 62, sec. 17 (2)) and Order in Council
25-1988 this corporation has been dissolved and all property and rights transferred to and vested in the Open
Learning Agency on April 1, 1988. The new agency is to use open learning methods to provide educational
programs and services and will develop and promote open learning education. A portion of its programs and
services will be those of the former Knowledge Network.

(c) Medical Services Commission of British Columbia (the Commission)

Until April 1, 1988, all premiums under the Medical Services Plan (the Plan) were remitted to the
Commission, with any deficiency in the funds to meet the necessary expenditures to be paid out of the
Consolidated Revenue Fund. After that date, amendments to the Medical Service Act Regulations, approved
by Order in Council dated March 25, 1988, require that premiums under the Medical Services Plan now be
remitted to the Minister of Finance and Corporate Relations. Money is now to be paid out of the Consolidated
Revenue Fund of the Province of British Columbia to meet all the needed expenditures for the operation of the
Plan.

18. Comparatives

Certain of the comparative figures for the previous year have been reclassified to conform with the
current year’s presentation. These reclassifications have had no effect on the operating results or fund
balances as previously reported.
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF ENTITIES RECORDED ON A CONSOLIDATED
OR MODIFIED EQUITY BASIS
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

CrROWN SERVICE CORPORATIONS
RECORDED ON CONSOLIDATED Basis
British Columbia Buildings Corporation
British Columbia Systems Corporation

PrROVINCIAL CORPORATIONS AND AGENCIES
RECORDED ON CONSOLIDATED Basis

British Columbia Educational Institutions Capital Financing Authority

British Columbia Food Exhibitions Ltd.

British Columbia Health Care Research Foundation

British Columbia Heritage Trust

British Columbia Housing Management Commission

B.C. Pavilion Corporation

British Columbia Petroleum Corporation (reported by Petroleum Corporation Fund)

British Columbia Regional Hospital Districts Financing Authority

British Columbia School Districts Capital Financing Authority

Creston Valley Wildlife Management Authority Trust Fund

Discovery Foundation

Expo 86 Corporation

Health Facilities Association of British Columbia

Knowledge Network of the West Communications Authority

Legal Services Society

Medical Services Commission of British Columbia

Provincial Capital Commission

Provincial Rental Housing Corporation

The Science Council of British Columbia and Secretariat on Science, Research and
Development (Science Council of British Columbia)

TRANSPORTATION COMPANIES AND COMMERCIAL ENTERPRISES
RECORDED ON MODIFIED EQUITY Basis
British Columbia Enterprise Corporation
British Columbia Ferry Corporation
British Columbia Hydro and Power Authority
British Columbia Lottery Corporation
British Columbia Railway Company
British Columbia Steamship Company (1975) Ltd.
British Columbia Transit
Housing Corporation of British Columbia
Pacific Coach Lines Limited



CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF OPERATING RESULTS OF CONSOLIDATED CROWN CORPORATIONS
FOR THE FISCAL YEAR ENDED MARCH 31, 19881

In Thousands

1988 1987
Earnings
(losses) per
Consolidated
Crown Less
Corporations’ Accounting Policy Adjustments? Net Earnings Net Earnings
Financial (losses) for (losses) for
Statements Fixed Assets Other the Year the Year
$ $ $ $ $
Crown Service Corporations:
British Columbia Buildings Corporation ... 22,965 20,646 22,965 (20,646) (5,007)
British Columbia Systems COrporation ................ccooecverniiorncinnnencenncns 4,231 (4,061) 8,292 (4,866)
27,196 16,585 22,965 (12,354) (9,873)
Provincial Corporations and Agencies:
British Columbia Food Exhibitions Ltd. ... (14) (80) 94 N
British Columbia Health Care Research Foundation. (202) (764) 562 596
British Columbia Heritage Trust...............occooen. 329 154 175 73
British Columbia Housing Management Commission.. 534 149 385 823
B.C. Pavilion Corporation ....................... 3,11 2,133 978 12,389
British Columbia Petroleum Corporation 5,827 (55) 5,882 2,104
British Columbia Place Ltd. ................ccoccoooooniincii (19,257)
Creston Valley Wildlife Management Authority Trust Fund. 53 53 38
Discovery Foundation . (1,769) (495) (825) (449) (4,725)
Expo 86 Corporation ..............ccccoooovvrnirnniee. . (18,616) (18,616) 421,686
Health Facilities Association of British Columbia................. . (11,554) 608 10,946 5,086
Knowledge Network of the West Communications Authority . . (476) 271 (753) (66)
Legal Services Society. ..o - . 623 623 1,782
Provincial Capital Commission............ 377 (377) 304
Provincial Rental Housing Corporation ... (1,334) 1,334 1,932
Science Council of British Columbia .. . 236 236 237
Universities Council............c...cc..... e (111)
(13,838) (15,983) 1,072 1,073 422,982
TOUAL ..o e 13,358 602 24,037 (11,281) 413,109

! The British Columbia Educational Institutions Capital Financing Authority. British Columbia Regional Hospital Districts Financing Authority, British Columbia School Districts Capital
Financing Authority and the Medical Services Commission of British Columbia do not generate any earnings or losses and are. therefore. not shown on this schedule.

2 Accounting policy adjustments are made so that the net earnings (losses) of consolidated entities are calculated in accordance with the accounting policies adopted by the Government as described
in Note 1, Basis of Accounting, C 8.
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF EQUITY IN COMMERCIAL ENTERPRISES
FOR THE FISCAL YEAR ENDED MARCH 31, 1988

In Thousands

1988
British Housing
Columbia British ~ Corporation British
Hydro Columbia of Columbia
and Power  Lottery British Enterprise
Authority Corporation Columbia  Corporation Total
$ $ $ $ $
Earnings (losses) for the year ..., . ... 55000 166,586 405 2,448 224,439
Unremitted earnings (losses) — beginning of year ... 540,000 2,009 542,009
Transfer from (10) GOVEITIMIENIE .............c...o oottt (166,586) (166,586)
Unremitted earnings (1088€8) — €nd O YEAT ... 595,000 2,414 2,448 599,862
Equity contributed and tranSTErTEd .. .............c.oviuiuer i (20,193) 1,902 (18,291)
Unremitted equity — end of year 574,307 4,316 2,448 581,571
Recorded by the Government:
Shares and Other INVESTIMEIES .........c.cooior oot ettt e ea ettt en e 305,020 305,020
ATOUNES DIUE ..o e eb ettt r e th ettt 8,087 19,733 27,820
TOAL EQUILY .-t 582,894 4,316 327,201 914,411
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF EQUITY IN TRANSPORTATION COMPANIES AND COMMERCIAL ENTERPRISES
FOR THE FISCAL YEAR ENDED MARCH 31, 19881

In Thousands

1988 1987
British Transportation Transportation
Columbia Companies  Companies
British British  Steamship Pucific and and
Columbia Columbia Company  British Coach  Transportation Commercial Commercial Commercial
Ferry Railway (1975)  Columbia  Lines Companies Enterprises Enterprises  Enterprises
Corporation Company Lid. Transit Limited Total (C21) Total Total
$ $ $ $ $ $ $ $ $
Earnings (losses) for the year before Provincial grants ..... (55.438) 43,610 (746) (158,929) 69 (171,434) 224,439 53,005 (87,278)
Provincial grants...........co.oooooviiiiiiie e 57,000 10,645 1,936 159,221 228,802 228,802 230,583
Earnings (losses) for the year before extraordinary items 1,562 54,255 1,190 292 69 57,368 224,439 281,807 143,305
Extraordinary Hems ..........c.cocoocvvvn S 624 624 624 1,951
Net earnings (losses) for the year......................... .. 1,562 54,255 1,190 292 693 57,992 224,439 282,431 145,256
Unremitted earnings (losses) — beginning of year . . (51,916) 84,059  (9,534) 4,545 (1,922) 25,232 542,009 567,241 416,418
Transfer from (to) Government . (166,586) (166,586)  (159,515)
Other changes to net equity.........c.ccccoocc.... (10,308)3 (2,285)  (1,175) (13,768) (13,768) 110,464
Unremitted earnings (losses) — end of year ... (50,354) 128,006 (8,344) 2,552  (2,404) 69,456 599,862 669,318 512,623
Equity contributed and transferred.... ... 189,863 376,294 17,393 104,827 2,491 690,868 (18,291) 672,577 701,657
Unremitted equity — end of year2..........cccocoivvvrion 139,509 504,300 9,049 107,379 87 760,324 581,571 1,341,895 1,214,280
Recorded by the Government:
Shares and other investments ... 6,851 257,689 264,540 305,020 569,560 577,613
Amounts Due..................... 20,542 20,542 27,820 48,362 79,080
Total BQUIty ..o 146,360 782,531 9,049 107,379 87 1,045,406 914,411 1,959,817 1,870,973

! This statement should be read in conjunction with Note 5 to the Consolidated Financial Statements.

2 The increase in unremitted equity from $1,214,280,000 in 1986/87 to $1,341.895.000 in 1987/88 of $127.615.000 is comprised of the net increase in unremitted earnings of $156,695,000 and

the net decrease in equity contributed and transferred of $29,080.000. (Refer to C 6).
3 Dividend paid to the Government.
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT TO RECONCILE CORPORATE EQUITY TO EQUITY OF PROVINCE
AS AT MARCH 31, 19881

In Thousands

British British
Columbia British British Columbia
Hydro Columbia Columbia  Steamship British
and Power Ferry Railway Company Columbia
Authority Corporation ~ Company  (1975) Ld. Transit
5 $ $ $ $
SHATE CAPILAL .....oio oottt 6,851 257,688
Contributed surplus 683,000 250,401 510,716 17,594 209,387
Retained earnings (deficit) 595,000 (50,354) 128,006 (8,345) 2,552
COIPOLALE EQUILY ...ttt 1,278,000 206,898 896,410 9,249 211,939
Unamortized asset appraisal iNCIEASES ........c.cooviiiiiiiiiiit e (60,538) (104,560)
Profit on transactions between consolidated eNLILES ... (5,200)
Contributed and other surpluses not recognized in Government equity until taken into operating results of
COTPOTALION ...ttt (683,000) (200)
Unamortized gain on defeasance of entity debt not recognized in Government equity ......................... (14,993) (134,421)
AINOUNES QUE ...ttt ettt 8,087 20,542
Equity of PrOVINCE ... 582,894 146,360 782,531 9,049 107,379

! For all other entities on C 21 and C 22, corporate equity and equity of the Province are the same.
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF GUARANTEED DEBT AS AT MARCH 31, 1988

Guaranteed 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 explicitly guaranteed or indemnified by the Government, under the authority of a statute, as to net principal or redemption provisions
and accrued interest or dividends outstanding.

In Thousands
1988 1987
Net Net
Outstanding?  Outstanding?

Municipalities and other local governments — $ $
(1) Guarantees authorized pursuant to the Municipalities Assistance Act, SEC. 3 ..o 1,222 1,698
(2) Guarantees authorized pursuant to the Municipal Act, sec. 854 —
DIEBEIIEUTES ... coviee e oer ettt e et s etttk es eSS AR RS e R e RS E ettt 11,480 13,096
Subtotal, municipalities and other local governments 12,702 14,794

Health and education —
(3) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
SN AId LOAMS ..o e e e e 46,187 31,046

Simon Fraser University — DebDentures ... ... 3,765 3,812
Subtotal, health and BAUCATION ... e 49,952 34,858
Economic development—

(4) Guarantees authorized pursuant to the Agricultural Credit Act, SEC. 3 ... 1,872 3,049
(5) Guarantees authorized pursuant to the British Columbia Enterprise Corporation Act, S€C. 61 ... 80,162 29,264
(6) Guarantees authorized pursuant to the British Columbia Railway Finance Act, sec. 10t —

CAPILAL LASES ... oo 24,872 25,490

Lst preferred shares — BC Rail Ltd. ..o 200,000 204,625
(7) Guarantees authorized pursuant to the British Columbia Transit Act, sec. 221 —

Bonds and debentures . 51,905 53,656

CAPILAL LEBSES ..o e 225,257 180,820
(8) Guarantees authorized pursuant to the Development Corporation Act, sec. 15 —

BONAS AN NOES ...ttt ettt sttt ettt e 93,855

Less: held by the British Columbia Housing and Employment Development Financing Authority ... (29,129)
(9) Guarantees authorized pursuant to the Farm Product INAustry ACt, SEC. 2 ...ttt oo 1,750 1,430

(10) Guarantees authorized pursuant to the Ferry Corporation Act, sec. 18} —
NOES ..ot . . 36,242 42,427
Capital leases 42,647 43,466

(11) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
Vancouver SYMPRONY OTCRESIIA ... ........coiiiiee ettt ss e 750

¥t D
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CONSOLIDATED FINANCIAL STATEMENTS
STATEMENT OF GUARANTEED DEBT AS AT MARCH 31, 1988 — Continued

In Thousands

1988 1987
Net Net
Outstanding®  Outstanding?
$ $

(12) Indemnities authorized pursuant to the Financial Administration Act, sec. 56 —
W.L.C. Developments L. ... e, 4,093

The Terry Fox Medical Research Foundation, et al 8,000 8,000
Moli Energy Limited 27,610 20,000
National Homes Limited 43
(13) Guarantees authorized pursuant to the Housing and Employment Development Financing Act, secs. 5 and 6! —
Bonds and AEDENTUIES. .......oi it 1,586 2,226
Subtotal, £conOMIC ABVEIOPIMENE ...t et ettt et 702,653 683,315
Utilities —
(14) Guarantees authorized pursuant to the Hydro and Power Authority Act, sec. 44! —
Bonds and debentures...........co.o.ocooiiininnn 6,882,700 7,476,923

Grand total, all guaranteed debt... 7,648,007 8,209,890
Less: Amounts included above held as investments within the Consolidated Entity3 (75,917) (72,798)

Net total, all guaranteed debl..............oiiiii ettt 7,572,090 8,137,092

I See Section F of the Public Accounts for details of maturity dates, interest rates and redemption features of the outstanding debt of these Crown agencies.

2 Net outstanding guaranteed debt includes gross principal debt and accrued interest less sinking fund balances, and represents the total amount of contingent liability of the Province arising
from relevant guarantees. Amounts payable in foreign currency are translated into Canadian dollars at the rate of exchange prevailing at the fiscal year-end.

3 As a result of Government financing and investment policies, $2 billion of guaranteed debt is held by Trust Funds actively managed by the Government.
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