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AUDITOR GENERAL'S OVERVIEW

Auditor General's Overview

As Auditor General of British
Columbia, I am given the responsibility
by the Legislative Assembly to audit the
operations of the provincial government,
and to regularly report to the Assembly
the results of my work. In carrying out
this mandate, I provide independent audit
opinions on the annual financial
statements of the government and various
of its funds, corporations and agencies.
Additionally, I provide, on a cyclical
basis, comprehensive assessments of
government’s management processes and
procedures.

My professional purpose is two-
fold: to advise the Legislative Assembly
on the state of government’s operational
management and financial reporting; and
to promote the economic and efficient
conduct of government programs.

This 1990 Report, the 12th
Annual Report issued by my Office,
provides legislators and the public with a
synopsis of the opinions, observations
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and recommendations resulting from the
audit work undertaken by my Office over
the past 12 months. The Report also
includes written comment received from
the government in response to our audits,
reviews and studies, as well as follow-up
ministry responses to the matters covered
in my 1989 Annual Report.

This year’s Report is in five parts.
Part I

Volumes I and III of the annual
Public Accounts contain financial
statements for which I provide
independent audit opinions. These
statements pertain to a variety of
government entities, such as funds,
Crown corporations, Crown agencies, and
financing authorities.

It is essential that the legislature
and public understand well the form and
content, as well as the audit
considerations, relating to each of these
sets of financial statements. The
information contained in Part I of this
report is intended to assist with that
understanding.

Given the large number of
financial statements included in the
Public Accounts, I believe it important
that the Consolidated Financial
Statements (Volume I, Section C) be
identified as those statements which
provide the most inclusive financial
reporting of the results of overall
government operations. In this regard I
have, for the 1988/89 fiscal year, added
an explanatory paragraph to my audit
opinions on the General Fund and
Combined financial statements (Volume I,
Sections A and B).
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In my last year’s Report, I
commented on the lack of timeliness by
which the annual Public Accounts of the
government are made public. Similarly,
the Public Accounts Committee, in its
July 1989 report to the Legislative
Assembly, recommended that the
government consider how the Public
Accounts might be “made publicly
available as soon as possible after the end
of the fiscal year for which they have
been completed.” For the 1988/89 fiscal
year the situation remains unchanged: the
Public Accounts were not issued until
more than 12 months after the March 31,
1989 fiscal yearend.

Part I1

An integral part of the audit
process is the cyclical review of the
internal control systems employed by
government in the conduct of its
operations. This year we examined five
ministry systems, as well as the across-
government procedures for managing the
collection of accounts receivable. I am
pleased to note that government
responses to our review findings indicate
a positive intent by public officials to
proceed with early implementation of
many of our systems recommendations.

Part III

Several value-for-money audits
were undertaken during the year. Our
ministry-centred audits concentrated on
programs within the Ministry of
Transportation and Highways.
Significant changes have taken place in
that ministry over the past two years, and
this Report provides timely independent
audit assessments of the state of the
ministry’s organization and its operational
programs.

Our work in the Ministry of
Transportation and Highways is ongoing,
and further comment on ministry
operations will be provided in my 1991
Annual Report.

Last year my Office conducted
reviews of procedures and of selected
transactions relating to the government’s
privatization program. This year we have
continued our review of this program by
examining one of the largest of the
privatizations completed during the past
year - the sale of the Westwood Plateau
property in Coquitlam by the British
Columbia Enterprise Corporation.
Except that there was no financial
analysis prepared that would have
permitted an evaluation of the sale of the
land in more than one parcel, we believe
the process followed by the Corporation
provided the information needed to
evaluate the value-for-money results of
this privatization.

The government’s privatization
program moved into a new phase during
the past year. Companies that purchased
government operations in earlier
privatizations began providing services to
the government under the service
contracts that formed part of the
privatization agreements. Accordingly,
we examined the way in which the
government managed the service
contracts that were an integrai part of
three earlier privatizations
environmental laboratory services, road
and bridge maintenance, and highway
signs. As the contracts were for disparate
types of services, and involved more than
one ministry, our assessments, as might
be expected, varied.

During the past few years, the
government has sold a large number of
land holdings. Several of these sales have
generated considerable public interest and
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led to questions as to whether the
processes used by government to sell
properties have been appropriate, and
whether the processes ensured that fair
value was received for the properties.
This Annual Report includes an
examination of the processes used by
government to acquire and dispose of
land. We concluded that the buying and
selling of real estate properties was
generally well handled by the ministries
and Crown corporations that we
reviewed.

Part IV

Nearly one-half of government
operations are conducted through Crown
corporations. It is therefore important
that there be a comprehensive and timely
reporting to the Legislative Assembly of
Crown corporation plans and operating
results.

My Office has conducted a
detailed review of this aspect of
government accountability and has
concluded that, while reporting by some
Crown corporations is improving, in
general they are not providing enough
information to the Legislative Assembly
about their operational performance and
objectives. We believe there is a need to
design a consistent and objective
framework for accountability reporting
for the major Crown corporations.

Part V

Each year I undertake to review
certain of those programs and procedures
of government which I believe may be of
particular interest to the Legislative
Assembly. During this past year we
examined various aspects of: lottery
grants, public gaming, reporting of
privatization transactions, and
government fraud policies. The study
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entitled, “The Lottery Fund: An Audit of
the Granting Process” was first issued on
February 27, 1990 as a special report to
the Legislative Assembly.

Each of these reviews contains
important observations and
recommendations which are intended to
encourage the economic and efficient use
of public resources for the greatest public
good.

Part V1

Part VI of this Report provides
information as to the mandate, mission
and administration of my Office. In it are
described my responsibilities to the
Legislative Assembly and the means
employed to properly discharge those
responsibilities.

I wish to thank the officers and
staff of the ministries and public bodies
audited by my Office for their helpful
assistance and cooperation. We were
provided with all of the information and
explanations we required in the conduct
of our work.

I also extend my appreciation to
the staff of my Office for the very
thorough and professional manner in
which they have carried out their audit
responsibilities, and for their unfailing
commitment to serving the legislature and

the public. ‘&%

George L. Morfitt, F.C.A.
Auditor General

Victoria, British Columbia
March 29, 1990
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The Public Accounts

Introduction

The Public Accounts of the
Province of British Columbia are an
important link in a chain of financial
accountability. They are the formal
means by which the government
reports to the Legislative Assembly,
and fo all British Columbians, on its
stewardship of public funds.

This part of the Auditor
General’s Annual Report contains
comments and observations about the
financial statements of the
government for the fiscal year ended
March 31, 1989, based on audit work
conducted in accordance with the
requirements of the Auditor General
Act. Tt 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 and such other financial
information presented to the
Legislative Assembly to show
compliance with the various statutory
authorities.

The Financial Administration
Act requires the Treasury Board to

“establish 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.

AUDITOR GENERAL OF BRITISH COLUMBIA
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The Public Accounts are
published in three volumes:

Volume I contains the audited
financial statements of the
government. It also contains a
number of unaudited supplementary
schedules to the financial statements,
as well as certain other accountability
information of a financial nature.

Volume II is comprised of
detailed schedules of salaries, wages,
travel expenses and other payments
made by the government during the
fiscal year. The Auditor General does
not examine or express an opinion on
the data contained in this volume of
the Public Accounts.

Volume III presents the
financial statements of Crown
corporations and other government
agencies, and those of certain trust
funds under government
administration.

The government also
publishes the Public Accounts Digest
which summarizes and interprets
certain of the information contained
in the government’s financial
statements.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Financial Statement Audits

5

The 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 to
report annually to the Legislative
Assembly on the government’s
financial statements. In these reports,
the Auditor General must state
whether he has received all the
information and explanations he has
required, and whether, in his opinion,
the statements present fairly the
financial position, results of
operations, and changes in financial
position of the government in
accordance with its stated accounting
policies, and whether such policies
are consistently applied. If he is
unable to express his opinion without
reservation, he is required to state the
reasons why.

The Auditor General is also
eligible to be appointed the auditor of
a Crown corporation, Crown agency
or public body. While the Act does
not specify what is required of the
Auditor General in the conduct of
such audits, the mandate is assumed
to be similar to that for the audit of
the government’s financial
statements.

Purpose and Value of
the Audit

The government'’s financial
statements and those of Crown
corporations and other public bodies
serve the interests of a wide variety of
users, including Members of the
Legislative Assembly, the general
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public, investors, and analysts. It is
therefore important that the financial
information presented in the
statements be viewed by these users
as being credible.

The audit process,
culminating in the Auditor General’s
reports on the financial statements,
helps assure the users of those
statements that the information
contained in them is reliable. Also,
the audit ascertains, with respect to
the transactions examined, whether
or not the 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 internal control systems
throughout government and public
body organizations.

The Audit Process

The Auditor General, through
the work of his staff, carries out
extensive examinations of the
accounts and records maintained by
the various ministries and central
agencies of government, and by the
Crown corporations and other public
bodies of which he is the auditor.
These examinations are 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
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conduct of his work, the various
recommendations made by the Public
Sector Accounting and Auditing
Committee of the CICA.

It is important to realize that
an auditor’s opinion on a set of
financial statements does not
guarantee the absolute accuracy of
the statements. In the audit of any
large organization it is neither feasible
nor economically desirable to
examine every financial transaction.
Instead, a sampling of transactions is
carried out by the auditor in a manner
designed to provide reasonable
assurance that any errors contained in
the financial statements are not, in
total, significant enough to mislead
the reader.

When determining the nature
and extent of work required to
provide such assurance, the auditor
considers two important factors:
materiality and audit assurance.

* Materiality relates to the
aggregate amount which, if in
error, would affect the substance
of the information reported in
the financial statements, to the
extent that the reader’s
judgment, based on information
contained in the financial
statements, would be affected.

* Audit assurance represents how
certain the auditor wants to be
that his audit will discover errors
in the financial statements, errors
which in total exceed materiality.

In planning his audits of
financial statements, the Auditor
General exercises his professional
judgment in determining these two
key factors. This, to a large degree,
establishes the nature and extent of
the audit work to be undertaken.

14

Results of the Audit

As a result of the examinations
carried out, the Auditor General has
been able to provide audit opinions
on the government’s financial
statements for the fiscal year ended
March 31,1989, and on those of 27
Crown corporations and other public
bodies whose fiscal year-ends
occurred on that date or during the
fiscal year then ended. Reports
containing the Auditor General’s
audit opinions, together with the
government’s financial statements to
which they relate, appear in
Appendix H of this Annual Report.
The Auditor General’s reports and
related financial statements for the
Crown corporations and other public
bodies he audits are contained in
Volume III of the Public Accounts.

In the process of these
examinations, numerous matters are
brought to light which call for study
and corrective action by the
ministries, central agencies, and
public bodies concerned. We deal
with these matters through direct
contact with officials of these
organizations.

Certain of these matters are
considered to warrant the attention of
the Legislative Assembly, and are
commented on in the Auditor
General’s Annual Report. Those
arising as a result of our audit of the
government’s financial statements
appear immediately following this
section of the report. Those
concerning our audit of public bodies
are contained in the report section
titled "Comments on the Financial
Statements of Public Bodies."

AUDITOR GENERAL OF BRITISH COLUMBIA
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Comments on the' Government's
Financial Statements

Identifying the
Summary Financial
Statements of
Government

Defining the Government
Reporting Entity

In conjunction with its
enactment in 1981 of the Financial
. Administration Act, the Government of
British Columbia began producing
annual consolidated summary-level
financial statements. It was one of the
first government jurisdictions in
Canada to do so.

The year 1981 also saw the
establishment of the Public Sector
Accounting and Auditing Committee
(PSAAQC) of the Canadian Institute of
Chartered Accountants (CICA),
formed to assist in improving and
harmonizing public sector financial
reporting, accounting and auditing
practices in Canada. This it does by
issuing statements from time to time
on matters of accounting and
auditing in the public sector. Further
description of the committee’s work is
provided in Part VI of this report.

In November 1988, the
committee issued its Public Sector
Accounting Statement 4, titled
"Defining the Government Reporting
Entity." This statement defines the
scope of the reporting entity in terms
of the organizations whose financial
affairs and resources should be
accounted for in government financial
statements. It includes
recommendations on accounting for
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and reporting the financial affairs of
those organizations. As well, it
proposes the methods by which
governments should determine what
constitutes the government reporting
entity and how the applicable
components should be brought
together to form a proper set of
summary financial statements.

It is worthy of note that a
considerable portion of this statement
of standards is patterned on the
approaches which were already being
followed by British Columbia and
Alberta in preparing their
consolidated financial statements.

The committee’s Statement 4
is consistent with its previously
issued Accounting Statement 2,
"Objectives of Government Financial
Statements”" (November 1984), in
defining government financial
statements as "the summary financial
statements prepared by a government
to report on its financial condition
and results of operations.” In order
that the summary statements may
provide an accounting of the full
nature and extent of the financial
activities for which the government is
responsible, the committee
recommends that the statements
include information relating to all
funds, agencies and enterprises which
are accountable for the administration
of their financial affairs and resources,
either to a minister of the government
or directly to the legislature, and
which are owned or controlled by the
government.

We encourage closer
adherence by the Government of
British Columbia to the
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recommendations in Statement 4,
although the intent of some of these
are subject to further clarification. Of
particular interest is the question of
the appropriateness of including or
excluding in summary financial
statements such entities as workers’
compensation boards, public
insurance corporations, and hospitals
whose governing boards include a
majority of government appointees.

Nonetheless, we recommend
that the composition of the
government’s consolidated financial
reporting entity be carefully
redeveloped to correspond as closely
as possible to the standards set out in
Statement 4.

At the same time, it is
recognized that the summary
financial statements of government
cannot be expected to fulfill all of the
needs of the variety of users served
by a government’s financial reporting
system. These statements are not
intended to replace the separate
financial statements of individual
government funds, agencies and
corporations, as the latter constitute
important accountability reports by
their managements. However, such
separate financial statements do not
give legislators, investors and other
users an understandable overview of
the total financial affairs and
resources for which the government is
responsible. Only summary financial
statements can provide that overview.

The government has
published three sets of financial
statements for the fiscal year ended
March 31, 1989. They are described as
follows in the "Introduction to the
Public Accounts” which prefaces
Volume I of the Public Accounts:

General Fund Financial Statements -
these statements contain the
operating activities of the
Government including special
accounts.

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.

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 service the
Government ("service"
corporations) and those Crown
corporations which conduct
Government programs
("provincial” corporations). Crown
corporations which are intended to
be run on comimnercial lines are
recorded on a modified equity
basis.

Given the inclusive scope and
content of the Consolidated Financial
Statements, they most closely meet
the criteria proposed by the CICA for
the summary financial statements of
government. Accordingly, the
Auditor General has, for some time,
suggested that the Consolidated
Financial Statements be given more
prominence by being presented as the
main financial statements of the
government.

AUDITOR GENERAL OF BRITISH COLUMBIA
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GENERAL GENERAL FUND FINANCIAL STATEMENTS
FUND | = (MAIN OPERATING ACCOUNT AND SPECIAL ACCOUNTS) —
SECTION A OF PUBLIC ACCOUNTS
COMBINED FINANCIAL
SPECIAL STATEMENTS
GENERAL| FUNDS = (CONSOLIDATED REVENUE
FUND (Funds earmarked FUND) — SECTION B OF
for specific PUBLIC ACCOUNTS
purposes.)
CONSOLIDATED
SPECIAL CROWN FINANCIAL
GENERAL| FUNDS + | CORPORATIONS | _ STATEMENTS —
FUND (Funds earmarked AND AGENCIES | SECTION C OF
for specific Service, Provincial, PUBLIC
purposes.) Transportation and ACCOUNTS
Commercial Entities

Despite this recommendation,
the Consolidated Financial
Statements continue to be published
as the third set of financial statements
within Volume I of the Public
Accounts. This is in contrast with
other provincial jurisdictions which
arrange the order of publication of
their financial results from most
inclusive to least inclusive.

As well, the Public Accounts
Digest and other official publications
and pronouncements make constant
reference to the General Fund, with
scant, if any, reference to the results of
government operations as reflected in
either the Combined or Consolidated
Financial Statements..
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The Economic and Statistical
Review issued by the Minister of
Finance and Corporate Relations in
October 1989 goes so far as to state, in
a reference to the government’s
accounting policies, that "The main
reporting entity for 1988/89 is the
General Fund" (p. 175).

Content of the Government's
Consolidated Financial
Statements

The government’s 1988/89
Consolidated Financial Statements do
not conform with the content
requirements for government
financial statements set out in the
Public Sector Accounting Statements
issued by the CICA. Also, although

FIGURE 1.1
|
The
Government's
Financial
Statements,
extracted
from the
"Introduction
to the Public
Accounts,”
illustrates the
relationship
among the
three sets of
financial
statements.
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not specifically required to do so,
these statements do not in themselves
contain all the information called for
in the Financial Administration Act
(FAA). For example: FAA section
8(2)(b) requires the government’s
financial statements to contain
information about "the money
appropriated, the money expended
and the money unexpended for that
fiscal year." This information is now
only presented with the government’s
General Fund Financial Statements.
And, Public Sector Accounting
Statement 3, issued by the CICA in
November 1986, recommends the
specific reporting of "changes in
valuation allowances in the
accounting period." Such reporting
does not occur in the government’s
Consolidated Financial Statements,
nor in its other two sets of financial
statements, General Fund and
Combined.

The government’s
Consolidated Financial Statements
before 1988/89 included six
supplementary statements containing
considerable information about the
financial operations of the entities
included in the main statements. In
1988/89, five of these supplementary
statements were dropped:

* Operating Results of
Consolidated Crown
Corporations

Equity in Commercial
Enterprises

¢ Equity in Transportation
Companies and Commercial
Enterprises

* Reconciling Corporate Equity to
Equity of Province

Guaranteed Debt

While much of the
information in these former
supplementary statements was
available for 1988/89, it was
produced only in the form of internal
working papers for use by the
accountants and auditors involved in
the financial statement preparation
process. We wonder if the Treasury
Board or members of the public may
have had an interest in the content of
these former statements. Also, given
the CICA’s 1988 Public Sector
Accounting Statement 4, which
recommends the disclosure of
"condensed supplementary financial
information relative to government
enterprises,” we were surprised by
the removal of almost all the
supplementary financial information
about entities included in the
Consolidated Financial Statements.

We recommend that the
content of the government’s
Consolidated Financial Statements be
carefully reviewed so that, in future,
they meet all the requirements for
government financial statements as
set out in the Financial Administration
Act, and follow, as closely as possible,
the recommendations contained in
the CICA’s Public Sector Accounting
Statements.

Addition of Explanatory
Paragraphs

In the 1989 Annual Report of
the Auditor General, we expressed
concern with the change in emphasis
in financial reporting by the
government for the 1987 /88 fiscal
year, from the Consolidated Revenue
Fund to the General Fund. We
recommended that the government
reconsider its method of presenting

AUDITOR GENERAL OF BRITISH COLUMBIA
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its financial position and operating
results, in that we continue to believe
that the Consolidated Financial
Statements best reflect the overall
position of the government.

In order to alert the reader of
the Public Accounts for the 1988/89
fiscal year to the varying scope of
government operations included in
each of the three sets of financial
statements presented therein, we have
added explanatory paragraphs to the
Auditor General’s reports attached to
the General Fund Financial
Statements and the Combined
Financial Statements. These
paragraphs describe certain
limitations in the scope of the
financial information contained in
those two sets of financial statements,
and emphasize that the Consolidated
Financial Statements are the summary
statements of the government which
provide an accounting of
substantially the full nature and
extent of the financial affairs and
resources for which the government is
responsible.

Looking to the Future

With the CICA’s issuance of
Public Sector Accounting Statement 4,
recommendations regarding the
content of summary financial
statements are now available. We
hope that the government will take
these guidelines into consideration in
preparing its Consolidated Financial
Statements. Toward this end, we will
be pleased to assist in the process, as
may be appropriate.

As well, this Office will
continue to suggest to the
government that, for future fiscal
years, it present its financial
information in the Public Accounts

AUDITOR GENERAL OF BRITISH COLUMBIA

from the most inclusive level to the
least inclusive, as follows:

o Consolidated Financial
Statements

Combined Financial Statements

General Fund Financial
Statements

Supplementary Schedules

Other Financial Information

Government Financial
Statement Standards

In its Public Sector Accounting
Statement 2 issued in November 1984,
PSAAC defined government financial
statements as the summary financial
statements published by a
government. The Accounting
Statement recommended that such
financial statements "should provide
an accounting of the full nature and
extent of the financial affairs and
resources for which the government is
responsible including those related to
the activities of government agencies
and enterprises.” In British Columbia,
the Consolidated Financial
Statements, which constitute section
C of the Public Accounts, are the
summary financial statements of the
government,

Public Sector Accounting
Statement 3 was issued by PSAAC in
November 1986. This statement
includes 35 recommendations on
general reporting principles and
standards for the disclosure of
information in the summary financial
statements prepared by governments.
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In British Columbia’s * Financial statements should disclose
summary (Consolidated) financial adequate information about the
statements for the fiscal year ended nature and terms of a government’s
March 31, 1989, we consider that 22 liabilities.

of the 35 recommendations contained

in PSAAC Accounting Statement 3
were being followed. The
recommendations which are either
not being followed, or being only
partially followed, are these:

e Financial statements should be
issued on a timely basis.

Not being followed. Issuance of

the government’s financial
statements to the public has

usually been about 12 months
after the end of the fiscal year to

which the statements pertain.

* 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
linbilities;

- employee pension obligations;

- borrowings; and

- loans and advances from other

governments.

Being only partially followed.

Employee pension obligations

are not included in the

government’s reported liabilities.
Also, loans and advances from

other governments are not

segregated as a classification in

the summary (Consolidated)

financial statements. They are,
however, separately disclosed in
the government’s General Fund

and Combined Financial
Statements.

Not being followed. Some of the
information recommended for
disclosure is included in the
government’s General Fund and
Combined Financial Statements.
However, even in those sets of
statements, information on
employee pension obligations
and information to describe the
nature and terms of the
government’s liabilities to other
governments are not disclosed.

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

Being only partially followed. In
the government’s summary
(Consolidated) financial
statements, amounts receivable
from other governments are not
shown (although this
information is included in the
General Fund and Combined

- Financial Statements). Also not

disclosed are amounts to be
repaid on demand, and
appropriate descriptions of
repayment dates and amounts of
short-term and long-term loans
and advances.

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

Being only partially followed.
Valuation allowances have not
been provided for amounts

AUDITOR GENERAL OF BRITISH COLUMBIA



THE PUBLIC ACCOUNTS

recoverable only through future
appropriations.

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

Being only partially followed.
Material financial commitments
should be defined and, for
physical asset acquisitions
involving large undertakings,
estimated total costs of such
projects should be disclosed.

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.

Not being followed.

Financial statements should disclose
a government’s expenditures of the
accounting period by object of
expenditure.

In process of being implemented.
The government’s General Fund
and Combined Financial
Statements do include this
information, and the
government’s accounting
officials have expressed their
intention to include this
information in future summary
(Consolidated) financial
statements.

The statement of revenues and
expenditures should report a
government’s revenues of the
accounting period segregated by
significant types of revenues from
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taxes, non-tax sources, and
transfers from other governments.

Being only partially followed.
Information showing the sources
of the government’s revenues is
not included in the government’s
summary (Consolidated)
financial statements and its
Combined Financial Statements,
although it is shown in the
government’s General Fund
Financial Statements.

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

Not being followed.

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

Being only partially followed.
Cash flow information should
show investments made and
realized and debt financing
issued and repaid during the
period.

Financial statements should present
a comparison of the actual results
with those originally forecast by the
fiscal plan.

Not being followed. This
information is only shown in the
government’s General Fund
Financial Statements.

Planned results should be presented
on a basis consistent with that used
for actual results.

Not being followed. This is only
being done in the government’s
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General Fund Financial
Statements.

We urge the government to
work toward adopting the above-
noted PSAAC accounting
recommendations in its summary
(Consolidated) financial statements.

Two other of the PSAAC
accounting recommendations in its
Public Sector Accounting Statement 3
are also worth noting because,
although they are being followed in
the government’s summary
(Consolidated) financial statements,
they are being only partially followed
in the government’s General Fund
and Combined Financial Statements.
The two recommendations are:

o Financial statements should disclose
the gross amounts of expenditures.

® Financial statements should disclose
the gross amounts of revenues.

The government’s General
Fund and Combined Financial
Statements are considered to be
important sets of statements.
Therefore, as well as adopting the
previously described PSAAC
accounting recommendations in the
government’'s summary
(Consolidated) financial statements,
we encourage the government to
adopt these two recommendations in
the General Fund and Combined
Financial Statements.

Special Funds

In 1988, the government
established two Special Funds, the
Budget Stabilization Fund and the

Privatization Benefits Fund. These
funds, together with the General
Fund which the government refers to
as its main operating account,
constitute the Consolidated Revenue
Fund.

The Budget Stabilization Fund
was set up, according to the Budget
Stabilization Fund Act, "to assist in
stabilizing the operating revenues of
the government.” The Act
empowered the government to
transfer monies between the Budget
Stabilization Fund and the General
Fund in order to achieve this purpose.

The Privatization Benefits
Fund was established, according to its
enabling act, "to hold in perpetuity
the proceeds of assets disposed of
through the privatization program in
order to produce revenue for the
benefit of the Province.”

Since their inception, there
appears to have been questions in
many people’s minds as to the nature
and impact of these Special Funds.

With reference to the Budget
Stabilization Fund, when the
government said that it was making
transfers between that fund and the
General Fund, many people assumed
that separate bank or investment
accounts were established to serve as
depositories for the money, in the
same way individuals might set up
their own savings or investment
accounts.

This is not what happened,
however. Monies transferred by the
government into the Budget
Stabilization Fund to March 31, 1989,
were, in effect, simultaneously loaned
back to the General Fund, which then
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credited interest at going market rates
back to the Budget Stabilization Fund
in return for use of its money. Thus,
the only asset of this Special Fund
was an account receivable from the
General Fund. There were no bank or
investment accounts that could be
specifically identified with the Budget
Stabilization Fund. This method of
accounting for the fund is essentially
the same as that used for all
government special funds in existence
in prior years.

The Privatization Benefits
Fund, on the other hand, had most of
its assets as at March 31, 1989, set
aside in separate cash and temporary
investment accounts. The Fund’s
investments earn income in the
normal course of events. Until March
31, 1989, the Privatization Benefits
Fund Act required the government to
pay all the accrued earnings of the
fund as of March 31 of each year into
the General Fund.

The Act was amended in July
1989 to allow the government to pay
either all or part of the accrued
earnings of the Privatization Benefits
Fund to the General Fund, as and
when directed by the Lieutenant
Governor in Council.

Coincident with the
establishment of these Special Funds,
the government changed the manner
in which it described the results of its
financial operations to the public.
Before establishing these Funds, the
government used the Consolidated
Revenue Fund as its main financial
reporting entity, so that transactions
involving special funds then in
existence were combined with those
of the General Fund to establish the
final operating results reported by the
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government for the year. However,
since the 1987 /88 fiscal year, the
government has normally referred to
the transactions and balances of the
General Fund alone in commenting
publicly on its operating results.

Had the government
continued to refer to the operating
results of the Consolidated Revenue
Fund (i.e., the General Fund and
Special Funds combined) as it did
before the 1987/88 fiscal year, it
would have announced a net deficit
of $48 million for the 1987/88 fiscal
year and a net surplus of $727 million
for the 1988/89 fiscal year. Instead,
by referring to the net revenue and
expenditure of the General Fund
alone during the past two fiscal years,
the government has announced
annual deficits of $791 million and
$330 million for 1987/88 and 1988/89,
respectively.

Further details on the
accounting for privatization
transactions relating to the
Privatization Benefits Fund appear in
Part V of this report.

Expenditure
Authorization

The Ministry of Health
included an amount of $14.6 million
in its 1989 year-end accounts payable
for contributions to the Health Labour
Relations Association (HLRA) and
various hospitals and health facilities.
The contributions were intended
mainly to.help hospitals reduce their
liabilities for the unfunded amount of
benefit plans administered by the
HLRA.
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We were unable to obtain
written evidence that these
contribution expenditures had been
authorized by March 31, 1989, to
qualify as valid expenditures of the
1988/89 fiscal year. In fact, for the
largest component — a contribution
of $13.5 million to the HLRA — the
recipient did not receive written
notification of the contribution until
June 1989, and no amounts were
actually paid out by the ministry until
September 1989.

The government’s accounting
policy states that contributions are
recorded as expenditure at the earlier
of:

1. the date payment has been
authorized; or

2. the date on which performance
conditions are achieved by the
recipient under provisions of a
statute, contract or agreement.

The official government
definition for "authorized," in the
context of policies and guidelines for
contributions, is contained in the
Financial Administration Operating
Policy Manual, Chapter 9.14.3. There
it states that: "Authorized - means:
for contributions, the date on which a
payment is due as specified in the
contract, agreement or statute.”

The Ministry of Health has
informed us that the expenditures in
question were verbally approved at
ministry executive meetings prior to
March 31, 1989, and that government
accounting policy does not
specifically require that the
authorization be documented in
writing. Therefore, the ministry
considers these contributions to be

correctly recorded as contributions of
the 1988/89 fiscal year.

We would expect such
authorization to be in writing in order
to adequately support the
expenditure of funds and be capable
of verification. Just as the ministry
requires written authorization or
evidence of receipt of goods and
services when it incurs other
expenditures, we believe that the
same standards should apply to these
contributions, especially given the
substantial amount involved in this
instance. Clearly, it is not practical for
the ministry, the Office of the
Comptroller General, or ourselves to
rely on verbal authorizations for
expenditures, either during the year
or in determining which amounts
should be recorded as accounts
payable at the fiscal year-end.

We recommend that the
government’s policy and procedural
manuals be amended to specify that
all ministry expenditure
authorizations be documented in
writing, particularly those relating to
statutes, contracts and agreements.

Pension Obligations

In November 1988, PSAAC
issued its Public Sector Accounting
Statement 5 titled, "Accounting for
Employee Pension Obligations in
Government Financial Statements."
The statement contains
recommendations relating to the
accounting for pension obligations in
government financial statements. It
also provides guidance for
implementing the recommendations.
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PSAAC states that pensions
are a form of compensation offered
for services rendered, and accrue over
the years employees render those
services. Accordingly, it makes the
following recommendation: "The
statement of financial position should
account for the pension liability and
the statement of revenues and
expenditures should account for the
pension related expenditures on the
basis of the value of the pension
benefits attributed to employee
service to the accounting date.”

The notes to the British
Columbia government’s annual
financial statements provide
information about the unfunded
liabilities of those pension funds for
which the government has a statutory
funding responsibility. In addition,
the government records its annual
contributions to these pension funds
as expenditures in the Statement of
Revenue and Expenditure. However,
this financial statement disclosure
does not meet the recommendations
of Statement 5 for several reasons:

* The pension liability,
representing the accumulated
value of pension benefits earned
and outstanding at the year-end
for pension obligations arising
from pension plans guaranteed
by the Province, is not included
on the government’s Balance
Sheet.

¢ The Statement of Revenue and
Expenditure does not reflect the
value of pension benefits earned
by employees during the year.

* While the information provided
in the financial statement notes is
informative, it shows only the
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degree to which the pension
plans guaranteed by the
government are funded. This
amount could differ
substantially from the pension
liability outstanding at the
government’s financial
statement date.

¢ The notes provide no financial
details on the government’s
pension funding obligations as
they apply to Members of the
Legislative Assembly.

We understand that the
government wishes to work with
other jurisdictions toward
implementing the recommendations
in Statement 5. It is also examining,
certain technical issues which would
be involved in the implementation
process, such as obtaining new
actuarial valuations, disclosing
interest and inflation rate
assumptions, and reflecting the
periodic valuation adjustments.

We encourage the government
to deal expediently with its
outstanding concerns about recording
its pension liabilities, and work
toward implementation of the
recommendations in Public Sector
Accounting Statement 5.
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Comments on the Financial
Statements of Public Bodies

Over the years, public bodies
have become significant instruments
of government policy. By some
measures their collective financial
status and impact approaches that of
central government itself. For
example, collective expenditures of
the Crown corporations and
government agencies included in
Section F of the Public Accounts
(Volume III) amounted to $8.3 billion
in the fiscal year ended March 31,
1989, compared to central
government expenditures of $11.7
billion for the same period.

The financial statements of
Crown corporations and other
government agencies are audited by
either the Auditor General or private
sector auditors. The government’s
Consolidated Financial Statements for
the 1988/89 fiscal year reflect, in
addition to the financial activities of
central government, the balances and
operating results of 27 public bodies.
Of these, 11 entities, with total assets
of $2.4 billion and expenditures of
$1.9 billion, were audited by our
Office. The other 16 public bodies,
with total assets and expenditures of
$13.2 billion and $3.6 billion,
respectively, were audited by private
sector auditors.

I addition to the audits of
those public bodies included in the
government’s Consolidated Financial
Statements, our Office was
responsible for the audits of an
additional 16 public bodies with
assets and expenditures of $21 billion
and $2.2 billion, respectively. Their
financial statements are also included
in Volume III of the Public Accounts.
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A detailed listing is presented in
Appendix G.

Changes in Audit
Responsibilities

During the past year, the
Auditor General’s responsibilities for
audits of public bodies underwent
several changes. First, the Auditor
General was re-appointed the auditor
of the British Columbia Enterprise
Corporation (BCEC) and its
subsidiaries. The financial statements
of the corporation for the 1987/88
fiscal year had been audited by a
private sector auditor. Second,
through the application of section 6.1
of the Financial Administration Act, a
private sector firm was appointed
auditor of the British Columbia
Heritage Trust, which was formerly
audited by this Office. Third, on
April 1, 1988, the Knowledge
Network of the West
Communications Authority, for which
the Auditor General was the
appointed auditor, became part of the
Open Learning Agency, which is
audited by a private sector firm.

Also, the Auditor General was
appointed auditor of the British
Columbia Public Service Long Term
Disability Fund during the 1988/89
fiscal year. This was the first year that
the financial statements of the Long
Term Disability Fund had been
audited. The auditor’s report on the
financial statements included the
following paragraph explaining the
limitations in the scope of this audit:

The financial statements include, as
unreported claims liabilities, an
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estimate of the capitalized values of
disability benefits for potential
claims which have occurred prior
to the year end but which have not
been reported as that date. The
estimate is calculated using an
insurance industry formula
modified for the Province of British
Columbia Long Term Disability
Fund. Results of applying the
formula suggest that refinements
are required to produce a more
accurate estimate of unreported
claims liabilities. Management
plans to re-examine the formula
used but does not expect the re-
examination to be concluded on a
timely basis. As a result, I was
unable to determine whether any
adjustments might be necessary to
unreported claims liabilities, claims
liabilities, claims expense and
unreported claims expense.

Audits of Public
Bodies

The form and content of a
public body’s financial statements are
the responsibility of its management,
which uses accounting and disclosure
policies appropriate to the
organization’s activities. Itis the
auditor’s responsibility to express an
opinion as to whether the financial
statements are presented fairly in
accordance with appropriate
accounting policies.

Audits of financial statements
are conducted in accordance with
generally accepted auditing
standards, and are designed to report
on whether the statements present
fairly the results of the public body’s
activities. In addition, the Auditor
General is expected to examine and
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report on other significant matters,
such as compliance with legislative
authorities and the adequacy of
accounting systems and controls.
Therefore, along with the audit work
required to make an assessment of the
financial statements of public bodies,
the following work is undertaken:

¢ At the beginning of each audit,
we identify significant financial
and administrative authorities;
and, during the audit, we
examine the transactions
selected in support of our
financial audit to determine
whether each complies with the
identified authorities.

* During our financial statement
audit, we also examine control
and information systems to
determine their reliability.

At the end of this work we
send a letter to the management of
each public body, reporting any audit
concerns and, where appropriate,
making recommendations for
remedial action. Where a reported
matter is considered to be significant,
we may also include comment on that
matter in our Annual Report to the
Legislative Assembly.

During the year, all opinions
on the financial statements of public
bodies were issued without
reservation. Matters raised with
management of public bodies through
our management letters are being
satisfactorily dealt with.
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British Columbia
Hydro and Power
Authority
Preferred Funding
On October 31, 1988, the

Province entered into an agreement
with British Columbia Hydro and
Power Authority (B.C. Hydro), a
provincial Crown corporation,
whereby the Province agreed to
advance "preferred funds” to B.C.
Hydro in the amount of $235 million
for a term of 20 years. The monies
required to make this advance were
provided by the Province through the
Fiscal Agency Loan program, under
which the Province may borrow
money for the purpose of lending it to
a government body.

Throughout the term of the
agreement, B.C. Hydro is periodically
notified of the aggregate cost to the
Province of providing this funding.
According to the agreed terms, B.C.
Hydro may then make a payment to
the Province on account of that
reported cost or, alternatively, it may
defer making a payment until such
time as it chooses within the
remaining term of the agreement. At
the end of the 20th year, all unpaid
costs, together with the total of sums
advanced, are repayable by B.C.
Hydro to the Province. In the event
that payment of the issue amount,
together with any deferred payments,
would cause B.C. Hydro to become
insolvent, the Province has agreed to
extend the term of the agreement on
an annual basis until such time as
repayment of the amounts due would
not cause the corporation to become
insolvent.

In its financial statements, B.C.
Hydro has shown this advance from
the Province as "Preferred Funding,"
separate from long-term debt and
other liabilities. Under the terms of
the agreement, any payments to the
Province toward the cost of providing
the funding are to be made by B.C.
Hydro out of its retained earnings.
Such payments are described as
"dividends" in its financial
statements.

The Hydro and Power Authority
Act (section 42(15)) requires B.C.
Hydro to establish sinking funds for
securities issued with repayment
terms of more than five years from
the date of issue. (Sinking funds are
pools of cash and/or investments,
usually built up systematically,
earmarked for the redemption of debt
or capital stock.) B.C. Hydro
maintains that this section of the Act
refers only to debt, and not equity
financing. Because it considers that
the Preferred Funding it has received
is more in the nature of equity
financing, it has not established a
related sinking fund.

In the government’s financial
statements, on the other hand, the
money provided to the corporation is
treated as a fiscal agency loan
receivable, and thus not as an equity
investment of the Province.

Since both parties to the
Preferred Funding agreement are
public entities dealing with each other
on a non-arm’s length basis, action
should be taken to clarify the nature
of "Preferred Funding," harmonize
the accounting for these transactions,
and determine whether a sinking
fund should be established.
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British Columbia
Enterprise
Corporation —
Significant
‘Transactions

Several significant
transactions occurred during the year
involving the wind-up of BCEC. In
both Parts IIl and V of this report we
comment on various aspects of the
sale of BCEC assets.

New Guidelines For
Non-Profit
Organizations

The Canadian Institute of
Chartered Accountants makes
accounting recommendations which
form the basis of generally accepted
accounting principles for commercial
enterprises in Canada. In 1989, it also
issued accounting and disclosure
standards designed to bring
consistency to the financial reporting
for non-profit organizations. As well,
it has issued, through its Public Sector
Accounting and Auditing Committee,
recommendations concerning
government and government-owned
and -controlled organizations. We are
currently conducting a detailed study
to determine which of the various
Institute standards is appropriate for
each of the public bodies that we
audit.
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Status of Findings and |
Recommendations About Financial
Statement Audit Matters Contained
in Previous Annual Reports of the

Auditor General

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

Report Paragraph

Year

or Page

Subject

Status as at Date of
Preparation of this
Annual Report

Ministry of Finance and Corporate Relations

1985 4.10
1986 3.16
1986 3.25

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 section 20(3)
of the Financial Administration Act,
which deals with items that are
credits or recoveries, be studied to
assess its interpretation and implica-
tions. 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.

Problem continues.
Transfers between sub-
votes, without prior
Treasury Board
approval, were noted in
2 ministries in 1988/89.
The total amount of
these transfers was $2
million.

No similar concerns
were encountered
during the past fiscal
year, as section 20(3) of
the Financial
Administration Act was
not used.

Resolved. The

- ministry’s legal counsel

is of the opinion that
OIC authorized
borrowing refers to the
net proceeds and not
the par value of a debt
issue.
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Status as at Date of
Report Paragraph ) Preparation of this
Year or Page Subject Annual Report

1987 244 Recommendation that the ministry Resolved. The ministry

review legislation to determine has introduced regulatory
whether or not settlement amendments and has
provisions concerning Non- performed further

Residential School Taxes (NRST) are reconciliation work to
equitable and meet the needs of the resolve the status of the
ministry and municipalities, and outstanding balances.
that it devise more conclusive

measures to resolve the status of

outstanding balances.

1989 18 Recommendation that the No change. See additional
government reconsider its method  comments in the earlier
of presenting its financial statements section of this Part, titled

by giving more prominence to the  "Identifying the Summary
Consolidated Financial Statements  Financial Statements of
and the Combined Financial Government.”
Statements.

1989 20 Suggestion that the Legislative No change. However, the
Assembly examine the present Select Standing

practice with respect to the issuance Committee on Public
of the Public Accounts, and consider Accounts, in its First

the benefits of an earlier date of Report for the Third

issuance to legislators and the Session of the Thirty-

public. fourth Parliament dated
~ July 20, 1989,

recommended that "the
Government consider the
ways and means by which
the public accounts for the
Province of British
Columbia can be made
publicly available as soon
as possible after the end of
the fiscal year for which
they have been
completed.”
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R ‘¢ P h Status as at Date of
eport taragrap . Preparation of this
Year or Page Subject Annual Report
1989 25 Recommendation that greater care ~ No similar concerns were

be taken by Treasury Board and the
ministries involved to ensure that
only appropriate authorizations are
used for the expenditure of
government funds.

Ministry of Municipal Affairs

1986 3.87

Ministry of Social Services and Housing

1983 3.33

Recommendation that adequate
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.

Concern about the overall system
for processing income assistance
payments including file
documentation, segregation of
duties, cheques issued by computer,
and cheques issued by field offices.

encountered during the
past fiscal year, as section
20(3) of the Financial
Administration Act was not
used.

No change.

With the exception of
concerns about GAIN file
documentation at district
offices, controls to resolve
all significant weaknesses
in processing income
assistance payments 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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Report Paragraph
Year or Page Subject

Status as at Date of
Preparation of this
Annual Report

Provincial Capital Commission

1989 61 " Noted that the Commission did not
obtain the required approval of the
Lieutenant Governor in Council for

an excess capital expenditure of
$102,559.

Public Body Accountability

1989 62 Concern expressed as to whether a
process existed to provide adequate
accountability of public bodies to
the Legislative Assembly. It was
also stated that the Auditor General
would be studying this issue.

Volume III of the Public Accounts

1989 62 Recommended that Volume III of
the Public Accounts be reviewed to
see if improvements could be made
to the accountability information
contained therein.
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No similar instances were
noted during the past
fiscal year.

For further comment, refer
to Part IV of this report,
titled "Accountability of
Crown Corporations to
the Legislative Assembly."

The Office of the
Comptroller General is
studying this matter.
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INTERNAL CONTROL REVIEWS

Internal Control Reviews

Introduction

Internal controls are the
methods 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:

e expenditures are made only as
authorized;

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

e financial transactions are
accurately recorded and
reported;

e assets of the Crown are
safeguarded; and

e relevant legislative and other
authorities are complied with.

The ultimate responsibility for
good internal controls rests with the
government. Internal controls should
be recognized as an integral part of
each system used to regulate and
guide operations. Good internal
controls are not only essential to
achieving the proper conduct of
government business with full
accountability for the resources made
available, but they also facilitate the
achievement of objectives by serving
as checks and balances against
undesired actions. By preventing
negative consequence from occurring,
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internal controls help the government
to run its operations cost-effectively.

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 required control. However,
the cost of control should not exceed
the benefits likely to be derived.
These factors, judgement as to risk
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.

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 reviews of major internal
control systems. These reviews help
it to assess 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.

The reviews, however, apply
only to one point in time. Projection
of the reviews to future periods could
be inappropriate because the control
procedures may become inadequate if
conditions change, and compliance
with the procedures may deteriorate.
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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 major internal
control systems over a reasonable
time period.

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
the 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
attention during our regular
examinations are properly dealt with.
It is not, however, 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, in depth,
internal controls in all significant
accounting systems over a reasonable
period of time. 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 to address
identified weaknesses.

Reviews Undertaken

During 1989, we carried out
the following reviews:

* Ministry Accounts Receivable
Management

* Pharmacare Processing of
Payment Claims From
Pharmacies

e Wildlife Act - Licence Fee
Revenue

¢ Long Term Disability Plan
Benefit Payments

* Home Mortgage Accounting
System

® Student Financial Assistance

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 reviews, received from the
various ministries in which the
reviews were conducted. We have
also provided, in the last section of
this Part, follow-up comments from
ministries with regard to last year’s
reviews.
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Ministry Accounts Receivable

Management

A review of how well
government ministries are
managing their accounts
receivable

Background

Accounts receivable represent
monies owing to the Crown, and are
generated through sources such as:

® taxation;

¢ cost-sharing agreements with
other levels of government; and

¢ the provision of goods and
services.

As at March 31, 1989,
government accounts receivable
totalled approximately $1 billion.
.This represents a significant portion
(15%) of total recorded assets in the
government’s March 31, 1989
financial statements.

Government ministries must
operate appropriate accounts
receivable systems to collect monies
owing to the Crown. This means
developing and enforcing policies in
the following areas:

* providing credit;
¢ recording accounts receivable;

* preparing information on the
status of accounts;

* collecting amounts owing; and

¢ writing off uncollectible
accounts.
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The Financial Administration
Act requires the Comptroller General,
subject to directions of the Treasury
Board, to ensure the proper recording,
collection and receipt of public
money. The Office of the Comptroller
General has developed policies and
procedures to help ministries manage
their accounts receivable, and, since
1981, these have been widely
distributed in the Financial
Administration Policy manual.

As government is placing
increased emphasis on generating
revenue and collecting receivables,
the proper management of accounts
receivable has become increasingly
important.

Review Scope And
Objectives

The purpose of our review
was to determine how well ministries
are managing their unsecured
accounts receivable. We did not
review the receivable systems in all
ministries, nor did we review
accounts receivable from other
governments, Crown corporations
and agencies, or interest accruals.

We chose a representative
sample of accounts receivable systems
to review — systems that generate
billings and require collection actions.
These included:

Stumpage and Royalty
($204 million); Court Fines and
Penalties ($35 million); Real Property
Tax ($55 million); Property Tax
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Deferral ($18 million);
Ambulance Billings ($5 million);
Safety Engineering Services ($1
million) and Water Works and
Irrigation ($1 million).

As at October 31, 1989, for
each of the above systems, we
assessed the following:

* Are appropriate credit checks
performed?

* Are billings recorded promptly
and accurately?

¢ Is reliable and timely
information provided on the
status of accounts receivable?

¢ Is prompt and vigorous action
taken to collect overdue
accounts?

¢ Are doubtful accounts
adequately provided for and are
uncollectible accounts properly
reviewed and approved before
they are written off?

Conclusion

The Office of the Comptroller
General has issued adequate policies and
procedures to guide ministries in the
management of their accounts receivable.
However, we concluded that most
ministries need to improve the
management of their accounts receivable.
We also found that the Office of the
Comptroller General has not been
adequately monitoring ministries’
management of their accounts receivable,
but is taking steps to improve this
activity.

Specifically, we noted the
following:

* In one system we reviewed,
adequate credit assessment
policies were not in place at the
time of our review.

* The recording of billings by
some ministries is not timely.

s Information on the status of
accounts receivable is reliable
and timely in some ministries,
but not in others.

* (Collection of overdue accounts is
not prompt or vigorous in most
ministries.

¢ Most ministries make adequate
allowances for doubtful accounts
and properly write off accounts
considered uncollectible.

* There has been very little
monitoring of ministries’
management of accounts
receivable, and specifically of
their adherence to centrally
issued policy and procedure
guidance.

Findings And
Recommendations

Providing credit

We found that where
customers’ ability to pay should be
assessed before they are provided
with goods or services, ministry
management had not established
adequate credit assessment policies.
Soon after the date of our review, the
ministry concerned drafted new,
interim credit management policies,
which we believe, if fully
implemented, will help ensure that

AUDITOR GENERAL OF BRITISH COLUMBIA



INTERNAL CONTROL REVIEWS

credit is properly extended.

We recommend that ministries
providing credit develop and implement
appropriate credit management policies.

Recording of receivables

Ministries must have adequate
controls to record accounts receivable,
both in their own records, for the
management of accounts receivable,
and in the government’s central
accounts, for the management of
government cash flow, quarterly and
other financial reporting, and the
overall administration and
monitoring of receivables.

Ministries generally do have
adequate controls to record accounts
receivable in their own records, but
we noted the following areas needing
improvement:

e Ministry billings, other than
annual assessments, are not
timely. It takes on average 30
days from delivery of goods or
services to date of billing. This
delay in issuing billings delays
customer payments and impairs
the government’s management
of its cash flow.

e Many ministries record their
receivables in the government’s
central accounts only at the fiscal
year end. During the year,
therefore, the government’s
central records do not accurately
reflect the ministries” accounts
receivable.

We recommend that all ministries
prepare their billings promptly, and that
they record monthly their receivables in
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the government’s central accounts.

Accounts receivable
information

Certain of the ministries we
reviewed are not preparing timely
and/or reliable information to follow
up overdue accounts. For example,
they are not promptly preparing aged
accounts receivable reports. In some
instances, these reports do not include
all accounts receivable. Also, some
ministries do not use these reports for
follow-up action.

We recommend that ministries:

1. prepare timely and reliable
receivable reports;

2. use these reports to follow up
collection of overdue accounts; and

3. forward copies of these reports
monthly to the Office of the
Comptroller General.

Collection of overdue
accounts

Ministries should take prompt
and vigorous action to collect overdue
accounts. At present this is not being
done. The following areas need
improvement:

e Government has adequate
general collection policies, but
some ministries have not
documented up-to-date policies
for collecting their types of
receivables. As a result, their
collection actions may not be
adequate or consistent.

¢ Collection action in most
ministries is not prompt or
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vigorous. It usually consists of
issuing invoices and collection
letters. Ministries rarely make
personal contact with debtors to
request payment. Several
ministries have the ability to take
legal action for non-payment of
debts, but they rarely do. We did
note that one ministry is using a
collection agency to collect debts
owing by out-of-country
customers, and plans to expand
its use of such agencies.

* Some ministries do not
adequately document their
collection actions.

We recommend that ministries:
1. document their current collection
policies;

2. take prompt and vigorous actions to
collect overdue accounts, which
could include, where appropriate
and cost-effective:

* personal contact with debtors;
* use of collection agencies;

e legal remedies; or

o alternative actions; and

3. document all collection actions.

Writing off uncollectible
accounts

Ministries should record only
collectible receivables in the ministry
and government accounts. They can
do this by reviewing the collectibility
of their accounts and writing off those
considered uncollectible. Most
ministries are adequately doing this.

For government accounts
formally written off, memorandum
records are maintained. This is done

because the government has the legal
right to pursue collection for up to
seven years. These accounts are
supposed to be reviewed periodically
for collection, but this is rarely done.

We recommend that accounts in
the memorandum records be periodically
reviewed and followed up for collection.

Central government
monitoring of receivables

We found that the Office of the
Comptroller General (OCG) is in the
process of reviewing its policies and
procedures for monitoring the
management of accounts receivable
by ministries. In June 1989, the OCG,
through its Council of Senior
Financial Officers, representing all
ministries and offices, established a
sub-committee of Revenue Managers
to consider cross-government issues
of revenue and accounts receivable
management. OCG has also recently
established a revenue and accounts
receivable administration position to
review ministry accounts receivable
information. In addition, it has been
developing alternative collection
methods for ministry use, such as
setting-off accounts receivable against
amounts owing by the government to
the same debtors.

At present, ministries are not
required to have an account in the
central government accounts for each
of their accounts receivable systems;
nor are they required to have their
accounts receivable balances recorded
on a monthly basis in the central
accounts. Also, the OCG does not
receive aged accounts receivable
reports from all ministries, as is
required by government policy.
Therefore, it is difficult for the OCG to
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adequately monitor ministry
collection actions.

As is required by government
policy, the OCG is receiving and

reviewing requests from ministries
for the writing off of bad debts.

We recommend that the Office of
the Comptroller General:

1. require all ministries to maintain
accounts in the central government
accounts for each ministry accounts
receivable system and to record their
accounts receivable balances
monthly in the central accounts;

2. obtain aged accounts receivable
reports from all ministries, as is
required by government policy, and
use these reports to monitor the
collection actions of all ministries;
and

3. continue developing alternative
collection methods for ministry use.
|

Response of the
Comptroller General

We agree with the Auditor
General that the management of accounts
recetvable could be improved. We also
concur with the recommendations made in
the report and will incorporate the
suggestions in our continued efforts for
beiter control and management of
receivables.
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Pharmacare Processing of Payment
Claims from Pharmacies:

Ministry of Health

A review of controls over the
processing of payment claims
under the Pharmacare
program

Introduction

The Pharmacare program
provides funding contributions to
subsidize British Columbia residents
for the cost of prescription drugs and
other designated health care benefit
services. The contributions are
provided either to pharmacies filling
prescriptions or to individuals
receiving the prescriptions or other
services, depending on the particular
Pharmacare plan under which the
payments are made.

The Pharmacare program is
operated by the Ministry of Health
and has a 1989/90 budget of $194.6

million.

Purpose of the Review

The purpose of this review
was to assess the risk that internal
controls over the processing of
payment claims may not be adequate
to detect incomplete, inaccurate or
invalid information, and prevent
inappropriate or incorrect amounts
from being paid to pharmacies.

The major risk inherent in this
type of contribution program is that
contributions could be paid in excess
of amounts eligible. This could occur
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if claims contain: incomplete or
duplicate information; inaccurate
calculations, amounts, or
accumulations; or ineligible drugs,
recipients or claimants.

To address this risk, the
ministry has two principal areas of
control it can exercise over the
payment of Pharmacare program
contributions: processing the
payment of claims received and
auditing the support for the claims.
The overall objective of this internal
control review was to evaluate the
adequacy of the first of these two
principal areas of control.

During our review, we also
considered the legislation authorizing
the Pharmacare program; the
agreements with the individual
pharmacists; and the policies and
procedures of the ministry.

Scope of the Review

We reviewed the processing of
claims from pharmacies during the
month of January 1990. Payments to
individuals were not examined
because these payments were
considered to be subject to lower
risks, to generally involve smaller
sums of dollars, and be processed in
systems separate from those used for
payments to pharmacies.

Processing controls provide
timely, preventative checks on claims
submitted to Pharmacare. These
controls are the principal means of
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ensuring that appropriate reviews are
being performed for the
completeness, accuracy and validity
of data before amounts are paid. By
their nature, processing controls are
somewhat limited because they
assume that the payment claim
information submitted for processing
is inherently honest.

Pharmacare’s internal audit is
a control which is applied to a smaller
segment of the population of
payments after they are made and is
one of the main controls for detecting
fraud. We did not review
* Pharmacare’s audit function because,
at the time of our review, there were
significant changes being
implemented in the scope of work
performed.

Methodology

We obtained our information
about the Pharmacare system for
processing payment claims by
observation and discussion with
program officials and staff. We
reviewed the systems and procedures
documentation made available to us,
as well as the relevant legislation,
policies and agreements.

We developed and used test
decks of invoices and prescriptions as
a means of determining whether or
not the edit routines and correction
processes were functioning properly.
We also looked at ministry data being
processed at the time of our review.
As well as observing control
procedures, we looked at the
documented evidence of these control
procedures being performed.
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Conclusions,
Findings and
Recommendations

We found that there are many
good controls in the system. We also
found some weaknesses.

We concluded that there is a
relatively low risk that claims are
being paid when they do not contain
information necessary to enable
controlled processing to occur.
However, some improvements are
necessary in both the recovery of
duplicate amounts paid and the
ministry’s review of files for possible
unprocessed claims. We recommend
that government policies for the
write-off of small amounts and the
charging of interest on larger amounts
be applied to Pharmacare accounts.
We also recommend that the review
of data files for possible unprocessed
claims be performed on a more timely
basis.

We concluded that the process
generally ensures that claims are
accurately calculated. However, there
is a risk that when claims containing
excessive amounts are received, this
fact may not be detected. We found
that the benchmarks used to test the
reasonableness of claims are too
broad and could not function
effectively to limit overpayments
which could arise from possible
keypunching errors. We recommend
that Pharmacare develop benchmarks
to provide tighter control for
identifying claims which may be
excessive.

Processing controls include
various edit routines which check for
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completeness, accuracy and validity
of claims submitted by pharmacies.
However, corrections clerks have the
discretion to override these edit
routines to get claims paid, and thus
could circumvent these and other
existing, well-functioning controls.
We recommend that overrides of edit
routines be more closely supervised
and monitored.

The processes and edit
routines, which ensure the validity of
claims, were operating properly. We
found, however, that the master files
of pharmacies and drugs, against
which claimants and drugs are
compared, were not reviewed by a
supervisor to ensure that all additions
and deletions were timely, accurate
and appropriately authorized. We

recommend that the procedures for
updating all master files require a
timely and appropriate level of
review and approval.

Our review of the computer
environmental controls indicated that
access to the processing programs
and data files is not adequately
restricted or monitored. This
increases the risk that, if
unauthorized changes were made to
the programs or files, they could go
undetected. We recommend that
access to computer programs and files
be more restricted, and that the
system be modified to detect, log and
follow up any instances of
unauthorized access.

Response of the
Ministry of Health

1. Audit Recommendation - We
recommend that government policies
for the write-off of small amounts and
the charging of interest on larger
amounts be applied to Pharmacare
accounts.

Ministry Response - Formal
approval for write-offs will be
obtained and interest will be charged
in accordance with Financial
Administration Act regulations.

2. Audit Recommendation - We
recommend that the review of data
files for possible unprocessed claims
be performed on a more timely basis.

Ministry Response - The “To Date
Rejection Report” is run at various
times during the year for

the purpose of identifying
unprocessed claims. As resources
permit, this report will be run on a
more regular basis.

3. Audit Recommendation - We
recommend that Pharmacare develop
benchmarks to provide tighter control
for identifying claims which may be
excessive.

Ministry Response - Pharmacare
recognizes that the benchmarks
currently used with respect to
quantities and price could be
improved and has been investigating
the possibility of establishing tighter
control benchmarks for some time. It
is hoped that these changes can be
introduced in the near future.
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4, Audit Recommendation - We

recommend that overrides of edit
routines be more closely supervised
and monitored.

Ministry Response - A system of
logging all overrides for subsequent
review and sign off will be
investigated.

. Audit Recommendation - We
recommend that the procedures for
updating all master files require a
timely and appropriate level of review
and approval.
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Ministry Response - Master file
updates will be approved by a
Supervisor.

. Audit Recommendation - We

recommend that access to computer
programs and files be more restricted,
and that the system be modified to
detect, log and follow up any
instances of unauthorized access.

Ministry Response - The Systems
Division and the B.C. System
Corporation will be made aware of
this concern and asked to rectify it.
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Wildlife Act — Licence Fee Revenue:
Ministry of Environment

A review of controls over the
distribution, issuance, sale

and accounting for licences
issued under the Wildlife Act

Background

The Wildlife Branch of the
Ministry of Environment issues
licences for hunting, fishing and
related activities under the Wildlife
Act. The fees for these licences are set
by regulation by the Lieutenant
Governor in Council. There is also a
surcharge collected on certain
licences. In 1988/89, 955,000 licences
were issued for fees of $12 million
and surcharges of $1.5 million.

Under an agreement between
the Ministry of Environment and the
Ministry of Regional and Economic
Development, the system of
distribution, issuance, sale and
accounting for all licences is the
responsibility of the Government
Agents Branch of the Ministry of
Regional and Economic
Development.

The system is highly
decentralized, involving 61
Government Agents and over 1,300
commercial licence vendors,
commonly referred to as sub-issuers.
The Wildlife Branch arranges the
printing of licence inventories for
delivery to the Government Agents
Branch headquarters in Victoria and
to certain Government Agent offices,
which act as distribution centers. The
licences are then shipped to
Government Agents throughout the
province. Each Government Agent

has a number of sub-issuers, who are
accountable to the agent for the
licence inventories supplied to them
and the fee revenue collected. Sales
to the public are made almost
exclusively by the agents and the sub-
issuers. The sub-issuers receive a
commission of 10% on the fee revenue
collected.

At the beginning of the
1989/90 fiscal year, a new computer-
based Revenue Management System
(the RMS system) became fully
operational at the Government
Agents Branch headquarters and all
Government Agent offices across the
province. The system was designed
to assist in the management of licence
inventories and in the accounting for
fee revenue collected.

Review Scope and
Objectives

With any revenue system, the
major concern is that all revenues
might not be collected and accounted
for. The major risk in this system is
that revenue could be lost if the
inventory of licences is not properly
controlled and accounted for. The
other risks are that fees for licences
sold might not be charged at the
correct rate, and that transactions
might not be accurately and promptly
recorded in the RMS system and the
government’s central accounting
records.

We evaluated, as at December
31, 1989, key manual and user
controls established to address these
risks. We did not review the
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enforcement procedures designed to
ensure that a licence has been
purchased by everyone who is
required to have one under the
Wildlife Act.

Our review was carried out
primarily at the Wildlife Branch
offices, the Government Agents
Branch headquarters, and six
Government Agent offices.

Summary of Findings

Current procedures for the
distribution, issuance, sale and
accounting for licences under the Wildlife
Act provide limited controls over the
licence fee revenue. These controls
operate mostly on an informal and
inconsistent basis, and include few
documentation, reporting or monitoring
procedures. As a result, the continued,
effective operation of controls over this
revenue cannot be assured, increasing the
risk that revenue could be lost and this
loss remain undetected. We have made
several specific recommendations, which
we believe would significantly improve
overall accountability for this revenue.

Since licences can be
converted readily into cash, proper
procedures are necessary to account
for and control licence inventories
from production through to sale. In
this respect, controls over the physical
inventory of licences are a critical part
of overall inventory management, as
are the reporting and monitoring
procedures which provide discipline
over these controls.

The RMS system, operating
throughout the Government Agents
Branch since April 1989, provides a
good framework for capturing and
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reporting data related to licences, and
for strengthening financial and
management control over revenue.
We believe that this system together
with the improvements identified in
our recommendations would address
the risks associated with the
accounting for licences and related
revenue. The more significant of our
recommendations are that:

 formal policies and procedures
be implemented, covering all
aspects of inventory
management, including:
physical counts; reporting and
monitoring procedures;
independent, documented
checks of licences printed and
delivered to distribution centers;
and management review of
adjustments;

¢ the development of the
Government Agents Accounting
Procedures Manual be
completed to provide and
document comprehensive and
clear policies and guidelines
concerning the system’s

~ operation and control

procedures applied; and

¢ the Wildlife Branch complete its
review, currently underway, of
the licence fees under the Wildlife
Act, and establish procedures for
conducting such reviews on a
regular basis.
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Response of the
Ministry of
Environment

The Ministry concurs with the
recommendations made as a result of
your Internal Control Review as at
December 31, 1989. These
recommendations are being addressed in
consultation with the Government
Agents Branch of the Ministry of
Regional and Economic Development
which is responsible under a protocol
agreement for the system of distribution,
issuance, sale and accounting for all
licences under the Wildlife Act.

Formal policies and procedures,
including accounting procedures, to
enable sound inventory management and
control are currently under development
by the Government Agents Branch.

The review of fees and licences
under the Wildlife Act is now in the final
stages of its completion.
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Long Term Disability Plan Benefit

Payments:

Superannuation Commission

A report on controls over
disability benefits paid to
employees from the Province
of British Columbia’s Long
Term Disability Fund

Background

The Long Term Disability Plan
(the Plan) was established under the
provisions of the Public Service Benefit
Plan Act to provide disability
insurance for employees of the
Province and participating Crown
employers. The Plan provides
income continuity to covered
employees who suffer a long term
disability.

Benefits are payable after the
employee has been totally disabled
for at least seven months. Once an
application has been made and
approved, a monthly benefit is paid.
These benefits are paid as long as the
employee remains totally disabled,
and they cease when the employee
recovers, reaches normal retirement
age, resigns or dies. Any benefits the
disabled employee (claimant) receives
from other plans results in a
corresponding reduction in the
benefits provided under the Plan.

The Long Term Disability
Fund was established under the Act
to provide for the financial
obligations of the Plan. The Fund
receives contributions from the
Province and participating
employers, and pays for the cost of
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disability benefits and claims
administration. At March 31, 1989,
the value of all claims liabilities was
$72.8 million and, during the year
then ended, benefits paid totalled $9.5
million.

The Superannuation
Commission of the Province of British
Columbia is responsible for
administering the Plan. The
Commission has, in turn, contracted
with a private insurer (Plan carrier) to
provide certain services. The
Commission verifies benefit
applications and the Plan carrier
performs the day-to-day
administration and control of the
Plan, including the calculation and
payment of monthly benefits. The
Commission deposits funds into a
"joint account” and the Plan carrier
draws funds from the account to
cover the cost of benefits.

Review Scope and
Objectives

The major concerns in the
Plan’s benefit payments system are
that benefits might be paid to
ineligible employees and that
incorrect benefits might be paid.
Applicants may be ineligible from the
start or may become ineligible over
time. Benefits might be paid
incorrectly as a result of incorrect
calculations or a failure to identify
and account for other disability
incomes, to terminate claims, or to
detect unauthorized transactions.
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Our review was designed to
evaluate, as at March 31, 1989, the
adequacy of controls established by

* the Superannuation Commission to
address these risks. We also reviewed
disability payments made by the Plan
carrier as part of our audit of the
March 31, 1989 financial statements
of the Long Term Disability Fund.

Summary of Findings

The Superannuation
Commission has established controls to
ensure that only eligible employees apply
for benefits. It has not, however,
established controls to ensure that only
eligible employees continue to receive
benefits and that the benefits paid are
correct.

Although the Commission has
contracted with the Plan carrier to
provide many of the Plan’s
administrative needs, final
responsibility for the Plan’s activities
rests with the Commission.
Accordingly, the Commission should
monitor the work of the Plan carrier
to ensure that the risks in the benefit
payments system are addressed.
This has not happened. The
Commission has delegated control
functions to the Plan carrier but has
not established a comprehensive
process to monitor those activities.
As a result, the Commission cannot
be sure that only eligible employees
are being paid and that the benefits
paid are correct. In a representative
sample, we found errors involving
underpaid and overpaid benefits.
While the number of errors and their
amounts were small, they can
accumulate until the benefits for the
affected claimants are terminated. As
well, the Plan has a responsibility to

ensure that individual payments are
accurate.

The Commission has taken
some steps to address the risks
present in the system. Our Office has
been asked by the Superannuation
Commissioner to conduct annual
financial statement audits of the Long
Term Disability Fund. The first audit
covered the year ended March 31,
1989. We think this is a positive step,
but do not believe the Commission
should rely totally on the financial
statement audit to ensure that the
system’s risks are addressed. We test
transactions only to an extent
required for the financial statement
audit, not to a level of precision that is
adequate for the Commission to use
in monitoring the system. Also, we
perform the audit annually, whereas
several controls should be applied
more often and as required.

Our detailed report to the
Commission includes several
recommendations. Some may involve
annual reviews of the Plan carrier’s
records by either Commission staff or
others at the Commission’s request.
Others involve establishing ongoing
procedures within the Commission,
such as monthly reconciliations of
benefits paid by the Plan carrier with
amounts withdrawn by the carrier
from the joint account, checking that
payments have stopped for
terminated claims, verifying the
completeness of accounts receivable
arising from terminated claims, and
reviewing monthly changes in the
Plan carrier’s billing statement. These
recommended procedures will
require making better use of
information currently available to the
Commission and requesting the Plan
carrier to provide additional
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information. The Commission may
also want to consider developing its
own computerized system to control
the Plan.

Response of the
Superannuation
Commission

The Commission is generally
pleased with the information contained in
your report. The Commission undertook
the performance of the audit by your
office because we were concerned that our
administrative systems did not contain
sufficient financial controls. You can be
assured that we are already moving
towards addressing many of the concerns
brought out in the audit. In some of the
areas, we would also like to discuss with
you the expansion of your audit function
to include some of the control functions
recommended in the review.
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We believe that you will find that
future audits will show that we are
committed to improving the financial
controls used to ensure that only valid
payments are made from the Long Term
Disability Fund. Your comments are
valuable and timely and will assist us in
determining and planning priorities
within the context of available resources.
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Home Mortgage Accounting
System: Ministry of Finance and
Corporate Relations

A review of the accounting
for loans and mortgages
issued under various housing
programs and held by the
Province of British Columbia

Background

The Loan Administration
Branch was established in 1989 to
manage loans and mortgages
transferred from other ministries and
from Crown corporations. At present,
the Branch’s portfolio consists of
loans and mortgages transferred from
the Ministry of Social Services and
Housing and British Columbia
Enterprise Corporation (BCEC).

The loan portfolio transferred
from Social Services and Housing
totals $54 million and includes
mortgages issued under the B.C.
Second Mortgage program and loans
issued under other housing
programs. A large portion of this
portfolio consists of delinquent
accounts. Loans and mortgages are
accounted for on the Home Mortgage
System, a computerized mainframe
system which is administered in
Victoria and designed to account for
loan and mortgage transactions and
to provide loan status information.

The BCEC loan portfolio, in
the amount of $89 million, is
maintained on a separate system at
the Branch’s Vancouver office and
may be the subject of a future review.
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Review Scope and
Objectives

We examined controls within
the Loan Administration Branch in
Victoria as at January 15, 1990, to
determine whether management had
established controls to effectively
address the risks involved in
managing the loans and mortgages
transferred from Social Services and
Housing. In particular, we focused on
whether: adequate collection and
write-off policies and procedures
were in place; loans were properly
valued; payments on loans were
promptly and completely deposited;
and all loan transactions were
accurately and promptly recorded in
the accounts.

Summary of Findings

The Loan Administration Branch
has developed adeguate controls to
account for loans and mortgages. We
believe, however, that the Branch should
continue to develop and document its
loan collection and write-off policies and
procedures, and to improve its handling
of loan payments received and computer
controls.

The Branch is in the process of
documenting policies and procedures
for loan collections. Since most loans
and mortgages receivable in the
Home Mortgage System are
delinquent, and full recovery of some
accounts is questionable, well-
documented policies and procedures
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are needed to maximize collection.
The Branch should also further
develop its guidelines and policies for
identifying, deciding when to write-
off, and cease accruing interest
revenue on, uncollectible loans and
mortgages.

We found that loan payments
were not logged and cheques were
not endorsed by a "For Deposit Only"
stamp immediately upon receipt.
Instead, they were passed on to
accounting staff who updated loan
accounts and prepared bank deposits.

We have recommended to the Branch
that it improve its processing of loan
payments received by separating the
handling and depositing of such
receipts from the daily updating of
loan accounts.

We also notified the Branch of
the need to meet government policies
on controls over changes to computer
programs and, in particular, of the
need to develop emergency, backup
and recovery procedures for
computer systems failure.

Response of the
Ministry of Finance
and Corporate
Relations

The Ministry of Finance and
Corporate Relations welcomes the Auditor
General's recent report on the adequacy of
internal controls surrounding the Loan
Administration Branch’s (LAB) Home
Mortgage System, and agrees with his
recommendations. We are pleased to note
that no weaknesses were identified which
presented major concern.

In the eight months since the
transfer of the portfolio of accounts from the
Ministry of Social Services and Housing,
LAB has, by necessity given priority to
concluding and managing the issues
arising out of the sale to the Bank of
Montreal. In addition, the Branch has had
the responsibility for implementing the new
Home Mortgage Assistance Program
(MAP) and has assumed responsibility for
other loan portfolios.

In light of these priorities, only the
structural design phase of the policies and
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procedures documentation project has been
completed to date. LAB remains
committed, and as noted in the Auditor
General’s Annual Report is progressing
with documentation.

The Ministry agrees there is a need
for further development of guidelines and
policies involving write-offs and interest
accrual. The valuable advice of our
Ministry’s Internal Audit staff and the
staff of the Office of the Auditor General
will speed this project.

The Ministry is pleased to advise
that the changes in process for the handling
of loan payment cheques, recommended by
the Auditor General have already been
made. Your office has confirmed its
satisfaction.

The Branch's computer system
operates on the mainframe computer at the
British Columbin Systems Corporation,
and benefits from the considerable and
proven, security back-up, and disaster
recovery policies and procedures in place at
the corporation. The Ministry will review
its controls covering changes to the system
in order to ensure compliance with
government policies.
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Student Financial Assistance:

Ministry

of Advanced Education,

Training and Technology

A review of the systems for
providing financial
assistance to post-secondary
students

Background

The Student Services Branch
of the Ministry of Advanced
Education, Training and Technology
administers the British Columbia
Student Assistance Program (BCSAP).

The BCSAP principally
comprises:

¢ Repayable student loans. These
loans may be under the British
Columbia Student Loan Program
(approximately $26 million
issued annually), financed by the
Province, or the Canada Student
Loan Program (approximately
$81 million issued annually),
financed by the federal
government and administered
by the Province. Financial
institutions make loans to
students under a guarantee from
the Province or the Government
of Canada. During 1988/89, the
Branch processed nearly 36,000
loan applications.

& Non-repayable assistance from
the Equalization and /or
Supplemental Funds. The
Province maintains these funds,
expenditures from which
amount to approximately $15
million annually.

¢ Loan remissions earned through

scholastic performance. The
Province pays to financial
institutions amounts that are
equal to remissions earned to
reduce the principal on
applicable loans. The payments
approximate $7 million
annually.

Eligibility for assistance
depends primarily on financial need
and personal responsibility
demonstrated through work, study
and/or volunteerism.

The Branch also makes
payments to financial institutions to
cover the interest on loans guaranteed
for students currently attending
classes ($5 million annually), and to
assume the loans defaulted by
students who have not complied with
the loan conditions (nearly $5 million
annually).

Review Scbpe and
Objectives

In a financial assistance
program, the major concern is to
ensure that only eligible recipients
receive continuing support, and that
the assistance is correctly calculated
from accurate underlying
information.

The objective of our review
was to determine whether controls in
the Student Services Branch were
sufficient to provide reasonable
protection against:

s ineligible applicants;
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¢ incorrect calculation of values of
loan approvals and grant,
interest and loan remission
payments;

¢ incomplete and inaccurate
recording of grants, defaulted
loans, remissions and loan
interest payments in the
government’s central accounting
system.

We concentrated our review
on controls and procedures operated
by the Student Services Branch.
Accordingly, we did not review the
procedures and controls in the
learning institutions which collect
eligibility information and distribute
grant payments. We also excluded
the procedures for collecting
defaulted student loans, as we
understand that this responsibility
may be transferred to the Ministry of
Finance and Corporate Relations.

We examined the internal
controls in existence as at December
31, 1989. To ascertain the controls in
the system, we reviewed Student
Services Branch documentation and
interviewed the staff responsible for
student financial support. We then
performed tests to ensure that the
controls were operating effectively.

Summary of Findings

The Branch has developed a
substantially effective framework of
controls over the processing of student
financial assistance. However, some
weaknesses exist. In particular, we found
that audit work performed by the Branch
on processed claims was insufficient to
measure whether the processes
established did and could be expected to
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protect against incorrect grants being
made.

We also noted that the Branch
needs to complete its documentation of
control standards and, to this end, we
made a number of recommendations for
improved control.

The greatest risk of excessive
assistance being given lies in the
learning institutions and the Branch
failing to detect incorrect eligibility
information provided by applicants.
The Branch has given the learning
institutions detailed guidance on
calculating the awards, and it
investigates information identified by
the institutions as being questionable.
However, because it is unable to
implement a comprehensive program
of random audit verification of
processed applications, it cannot
assess whether its control systems
and procedures are successfully
minimizing the risk of excessive
payments, or whether additional
verification needs to be done. We
recommended that additional
resources be allocated to this area to
ensure that the risks are adequately
controlled.

The Branch has produced in-
depth manuals for use by learning
and financial institutions, and by its
own staff. Its policy and procedures
documentation, however, does not
describe a number of control
processes which are currently
performed. The large volume of data
which the Branch must handle
emphasizes the need for a full
description of all the required control
processes. We recommended that the
Branch fully document the controls
that should exist, as well as the
evidence which it expects to be
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produced showing their continued
and proper operation.

We made specific
recommendations for improving
controls over:

¢ confirmation of eligibility of loan
and grant applicants

¢ processing of loan and grant
applications

e payment of interest on loan
balances

¢ defaulted loans

* reporting of guaranteed debt

Response of the
Ministry of Advanced
Education, Training
and Technology

While acknowledging that the
Ministry has developed a substantially
effective framework of controls over the
processing of student financial assistance,
you noted that improvements could be made
in the following areas:

* A comprehensive program of random
audit verification of processed
applications should be implemented;
and

 The Student Services Branch should
fully document all control processes
which should exist, as well as the
evidence which it expects to be
produced showing their continued
and proper operation.

You have our assurance that the
observations and recommendations
contained in your report will be closely
examined. Once our staff have completed
their review of the report, a detailed
response and action plan will be developed
and forwarded to your office.
Implementation of the action plan will then
be dealt with at the Ministry's earliest

opportunity.

Finally, we would like to thank you
and your staff for the professional manner
in which this review was conducted, and for
your efforts in evaluating this system.
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Follow-up of Previous Year’s
Internal Control Reviews

At the conclusion of each
internal control review, 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.

Due to the nature of internal
control reviews and the matters
raised during them, we usually only
follow up on these reviews when the
next review of the area is undertaken.
Also, it takes time to implement the
recommendations that arise from
internal control reviews. 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 management's remedial actions.
Therefore we felt it would be useful to
obtain and publish updates of
management's responses to our
previous internal control reviews.
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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 internal control reviews
last year.

Included are comments from:
Ministry of Finance and Corporate

Relations:

Property Purchase Tax System
Long-Term Debt Accounting
System

Ministry of Education:
Central Textbook Inventory
System

Ministry of Forests:

Data Collection Phase of the
Stumpage and Royalty Revenue
System

Ministry of Solicitor General:

Provincial Police Services
Contract Payment System
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Ministry of Finance and

Corporate Relations
Property Purchase Tax System

The Ministry appreciates the
courtesy that you have extended in this
regard and has set out below a summary of
the current status of the actions taken in
response to the recommendations that were
previously identified.

1) A computer program was designed
and has been implemented to ensute
that those transactions entered onto
the land title system are also recorded
on the property purchase tax systen.
The foregoing program is cutrrently
being further enhanced to provide
specific edits and production of
exception reports.

2) The audit selection criteria has been
subject to further fine tuning to
ensure that high risk transactions are
examined on a timely basis. The
department has also implemented a
more comprehensive sequence of edits
to verify assumptions being made by
staff in completing their review and
correction of property tax returns.

The department has developed plans
for a consolidated program of audit
selection criteria which would further
enhance the mechanism of internal
control for the purpose of editing and
identifying corrections that are
required on the returns. This plan
will be implemented upon receiving
approval of the necessary funding to
complete the project.

3) A detailed Policy and Procedures
Manual has been completed and
distributed to staff. Amendments to
that manual are made as and when
department procedures change.

62

4) The department has developed and
implemented emergency back-up,
change control and recovery
procedures for the system.

Long-Term Debt Accounting
System

Since the November 30, 1988
Internal Control Review of this system, the
Ministry has initiated the following to
enhance our operating procedures:

1) Reconciled Treasury's debt
management records from the
mainframe computer system. A
monthly reconciliation summary
report is now prepared for Treasury
Board Staff.

2) Implemented procedures to ensure
that all changes to computer programs
are authorized and tested by securities
personnel prior to their
implementation and that the daily
data base activities log report is
reviewed for unusual activity.

3) Reviewed the feasibility of automating
all interest and amortization
calculations on the mainframe. It is
still our intention to enhance the Debt
Management system to provide these
calculations; however,
implementation has been delayed due
to the investment diversification
project and the conversion of the
Security Investment System. We
plan to make the required system
changes in fiscal 1990/91.

Ministry of Education

Central Textbook Inventory
System

In response to the 1989 Annual
Report, the Ministry of Education
indicated the intention to discuss the
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concept of classifying textbooks as
inventory “for resale” rather than “not for
resale” with the Office of the Comptroller
General. 1t was felt that this change would
allow the Branch to realize savings in bulk
purchasing and thus, enhance its ability to
meet operational objectives. As well, this
was seen to be a means by which the Branch
could develop accounting and other
financial controls which would enhance its
accountability.

It is the intention of the Ministry
of Education to explore the implications of
the suggested change and reach a decision
on this matter before the end of the
1989/1990 fiscal year.

Ministry of Forests

Data Collection Phase of the
Stumpage and Royalty
Revenue System

Introduction

The Ministry has acted on the
findings and recommendations in the
Auditor General’s Annual Report. Forest
Revenue Inspection Teams (FRITs) are now
established in all regions. Their activities
have improved the control over the physical
movement of timber and timber marking.
Unannounced visits to scale sites are now
more frequent. Responsibility for the
scaling function was centralized at the
regions to improve consistency and the use
of available resources. The Ministry has
assigned revenue responsibility to specific
positions in the regions.

The Ministry is implementing a
Revenue Risk Management Plan in the
regions. The Plans will support our
revenue management goal of controlling
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revenue so that revenue loss is kept to an
acceptable level. The Plans will ensure that
the Ministry manages revenue in a manner
consistent with other organizations that
manage large, diverse and complex revenue
systems.

Harvesting Inspections

The Auditor General expressed
concern with the frequency of harvesting
inspections. At the time of the Auditor
General's report, the Ministry was
changing the method of inspecting
harvesting operations for major licensees
from ongoing field monitoring to periodic
field audits. The Ministry has since
reconsidered this change and has decided to
maintain a regular presence in cutting
areas through regular harvesting
inspections. The inspection frequency
required by existing policy is not being met
for major licensees. District workload
pressures limit the Ministry’s ability to
increase the frequency of inspections.

The Ministry is currently
developing new policies on harvesting
inspections. A standard for harvesting
inspection frequency will be incorporated
into the policy statements.

Physical Movement of Timber

Timber marking policies have been
revised. A uniform coastal policy is in
place. Interior regions have policies to
ensure greater uniformity between districts
in the various regions. Ministry personnel,
especially the FRITs, have put considerable
effort into enforcing timber marking
requirements and significant improvement
has resulted.

Differences remain between
interior regions in some matters relating to
control over the movement of timber such a
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hammer versus paint marking and the use
of load destination slips. There are valid
business reasons for these differences. The
Ministry is determining whether the goal of
a consistent, province wide policy will
achieve greater control over timber
movement than the present policy which
accommodates regional variations.

Arrangements and protocol
agreements are currently being negotiated
with Canada Customs. Discussions will
soon begin with the Ministries of
Transportation and Highways and Solicitor
General to formalize their assistance in
controlling the movement of timber.

The Ministry requires that mills
report when they are not operating, rather
than when they are operating, because most
timber is processed in facilities that operate
continuously. The Auditor General
recommended that mills be required to
report when they are operating. The policy
recommended by the Auditor General
might be useful for small mills which
operate intermittently. It has not been
pursued to date because of higher priorities.

Check Scaling

A significant development in check
scaling was the transfer of responsibility for
the scaling function from the districts to the
regions on October 1,1989. This will
allow for greater consistency in the
enforcement of scaling standards, and for
better utilization of check scalers. The
check scaling function and the FRITs now
report to the same regional official. This
will help ensure coordination of these
functions.

The Auditor General noted that the
frequency of check scales did not meet the
Ministry’s policy which requires that check
scales be performed at least once a month on
active industry scalers. The Ministry is

making progress towards meeting this
standard. In addition to improving
consistency of performance of individual
scalers, check scales have an important role
in minimizing the overall risk of revenue
loss. By targeting scaler efforts to areas of
greatest risk of revenue loss, the Ministry
expects to achieve greater assurance that
revenue loss is minimized.

Keeping all check scaling positions
filled continues to be difficult, particularly
in remote areas of the Province. The
number of vacancies has been reduced and
efforts will continue to keep vacancies as
low as possible.

The problem identified by the
Auditor General of check scalers working
Ministry office hours has been partially
addressed by the implementation of the
FRITs. Flexible work hours have been
negotiated for the members of these teams
which result in unexpected visits to scaling
locations to conduct check scales on the
industry scalers. We have been unable to
secure equivalent work arrangements for
check scalers. Other solutions are being
investigated.

The scaling regulations require
that logs be clearly labelled as having been
scaled to prevent logs from being missed or
double counted during actual scaling. The
Auditor General noted that this requlation
was not consistently enforced. Efforts to
improve in the area will be a priority this
year.

Data Collection

The Auditor General expressed
concern at the lack of controls over source
documents used to measure harvested
timber volumes, and over computer
software used by licensees to capture weigh
scale information and to calculate volumes.
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Funding was approved in 1989 for
a three year computer and administrative
systems initiative. The initiative will
upgrade the major revenue systems and
procedures in the Ministry as well as
addressing weaknesses identified in the
Auditor General's report.

The Auditor General recommended
that the Ministry make greater use of
comparisons between volumes of timber
estimated prior to harvesting and volumes
scaled from the same area. Such “cut-to-
cruise” comparisons are completed for the
Small Business Forest Enterprise Program.
These sales authorize harvest of specific
areas over relatively short time periods.
Such comparisons are more difficult for
cutting permits on major licences. The
Ministry will further explore the
practicality of a routine means of
comparing cruise and scale volume
information and will assess its usefulness
in identifying cutting areas which may
warrant further investigative action.

Revenue Responsibility

The Auditor General recommended
that the responsibility for revenue data
collection be assigned to specific positions
in the regions and districts.

Responsibility for scaling and for
capturing accurate revenue data has been
assigned to the regions. The Regional
Scaling Supervisors have been assigned the
specific responsibility of ensuring that all
timber required to be scaled is scaled
appropriately. Regional Valuation Officers
have been assigned the overall
responsibility for virtually all activities that
support billing accuracy and correctness. A
standard Regional Valuation organization
is being developed to help ensure that
revenue responsibilities in this area are met.
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The Ministry is committed to
managing its revenue responsibilities
properly and efforts will continue in the
future to address the recommendations
made by the Auditor General.

Ministry of Solicitor
General

Provincial Police Services
Contract Payment System

The Ministry of the Solicitor
General for British Columbia agreed with
the 1989 observations. The existing RCMP
Contract Policing Agreement will lapse 31
March, 1991. In November, 1989 the
Government of Canada and the
governments of the participating provinces
and territories opened discussions leading
to renegotiation of the Agreement. The
issues of auditing, evaluation and fiscal
accountability have been specifically
identified as matters to be addressed in the
context of any contract renewal.
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Introduction to

Value-For-Money Auditing

This year’s Annual Report
contains the results of value-for-
money audits conducted in the
Ministry of Transportation and
Highways, as well as the results of
two cross-government examinations:
Privatization, and Acquisition and
Disposition of Land.

To a large extent, these audits
represent continuations of themes
contained in our 1989 Annual Report.

In 1987, Commissioner
Douglas L. MacKay reported the
results of his 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, Mr. Mackay
criticized the way the Ministry of
Transportation and Highways
planned, controlled and reported
highway construction projects. In our
1988 Annual Report, we undertook to
monitor the ministry’s progress in
rectifying the deficiencies identified
by the Commissioner.

Accordingly, in 1988 we
monitored the ministry’s
improvement efforts. However,
because many of the ministry’s
modifications were still in progress at
that time, we did not conduct a full
audit. Instead, we reviewed the
changes the ministry had made, or
was in the process of making. In our

1989 Annual Report, we described 'the |

actions taken by the ministry in
response to Commissioner MacKay’s
findings. However, we did not
evaluate whether the deficiencies had
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been overcome as a result of these
actions. We also indicated that we
would follow up our review with a
comprehensive value-for-money
audit of the ministry during the next
year. This Annual Report contains
the results of the first value-for-
money audits completed during this
comprehensive examination of the
Ministry of Transportation and
Highways.

In 1989, we reported on the
Government’s privatization program.
Because the program was in its early
stages then, we focused our audit on
the value-for-money issues relating to
the initial transfer of government
operations to the private sector. In
other words, we examined the "point
of sale" aspects of the program. For
example, we looked at the sale and
lease of assets relating to the
privatization of road and bridge
maintenance for southern Vancouver
Island, and at the contract the
government entered into with the
private sector contractor to provide
future road and bridge maintenance
services to the Province.

The Government’s
privatization program continued to
move forward during the past year.
More privatizations were completed,
and services were provided by
private sector contractors under
agreements reached as part of
privatizations completed earlier. This
year’s Annual Report includes the
results of our value-for-money audit
of another significant "point of sale"
privatization that was completed in
the last year — the sale of the
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Westwood Plateau lands. For
privatizations completed earlier, the
focus of interest shifted from the
point of sale to the services provided
by the private sector companies
under the service agreements that
formed part of the privatization
contracts. In keeping with this
change in focus, our Annual Report
includes the results of our value-for-
money audits that examine the
government’s monitoring of three
earlier privatization contracts —
environmental laboratory services,
road and bridge maintenance, and
highway signs. "

During the last few years, the
government has sold a large number
of land holdings. Several of these
sales have generated considerable
public interest and led to questions as
to whether the processes used by
government to sell properties have
been appropriate, and whether the
processes ensured that fair value was
received for the properties. This
Annual Report includes an
examination of the processes used by
government to acquire and dispose of
land.
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Ministry of Transportation and Highways:

Introduction

In 1989, we began a value-for- transportation needs of the province,
money audit in the Ministry of and to build and maintain the
Transportation and Highways. provincial highways.

British Columbia’s large area The Ministry of
and difficult topography require a Transportation and Highways has the
large investment of public monies in fourth largest budget in the
transportation, particularly highways. government ($1.016 billion in the
The Ministry of Transportation and 1989/90 fiscal year), after the
Highways has two main ministries of Health, Education, and
responsibilities: to inform the _ Social Services (Figure 3.1).

government of the overall
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Although the size of the
Ministry of Transportation and
Highways’ budget ranks it with the
other three large ministries of
government, there are some distinct
differences in its operations.

The majority of the funds
expended by the ministries of Health,
Education, and Social Services are
committed to ongoing programs.
There is little flexibility for
discretionary spending. The
spending of the Ministry of
Transportation and Highways, on the
other hand, can be somewhat more
discretionary. A sizable portion of the
ministry’s funding is required for
routine road maintenance.
Maintaining a highway is, in some
respects, similar to maintaining a
home. Although maintenance work
should be done to both structures
before they sustain permanent
damage, there is a fair amount of
flexibility in how much work, and
what work, is done from year to year.
Additionally, the ministry spends a
significant portion of its budget in
most years on new highways and
highway upgrading. There is often
considerable discretion involved in
determining which of these projects
will be undertaken, and when.

The operations of the Ministry
of Transportation and Highways
differ from those of the ministries of
Health, and Education in another
important way. Although the
provincial government provides the
majority of the funding for health and
education programs, the programs
are delivered to the public by other
organizations, such as hospitals and
school boards. In contrast, the
Ministry of Transportation and
Highways delivers its programs

directly, although it does contract out
certain aspects of program delivery.

The size of the ministry’s
budget, the discretionary nature of its
spending, and its direct program
delivery each contribute to the
complexity of the ministry and to the
significance of its accountability
reporting.

In 1987, the government
appointed Mr. Douglas L. MacKay as
a commissioner under the Inquiry Act
to examine a number of issues
relating to the costs of highways
constructed in the Province in recent
years. In his report, the
Commissioner was critical of the way
in which the ministry planned,
controlled and reported major
highway construction projects. In our
March 1988 Annual Report, we
commented on Commissioner
MacKay’s findings and committed to
a program of monitoring the
ministry’s progress in responding to
the Commissioner’s
recommendations. As part of
meeting this commitment, we
examined the ministry’s management
of major highway projects during our
audit this year.

The Ministry of
Transportation and Highways was
also the focus of attention as a result
of the government'’s privatization
program. The ministry completed the
largest privatization of any
government ministry when it
contracted road and bridge
maintenance to private sector firms
between September 1988 and March
1989. This led to considerable
controversy as to the effect this might
have on the condition of the roads
and on the safety of the travelling
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public. We included in our audit an
examination of the privatization of
highway maintenance and its effect
on driving safety.

The ministry also sold its sign
shop as part of the government’s
privatization program. Since then,
the government has purchased all
highway signs from the private sector
company that bought the sign shop.
We included a review of the
ministry’s experience in managing its
sign purchases as part of our value-
for-money audit.

Because of the size of the
ministry, and the significance and
complexity of the issues it is
responsible for, it has been necessary
for us to schedule our audit over a
two-year period. The following audit
projects were completed during the
past year and are reported in this
Annual Report.

* Road and Bridge Maintenance —
the privatization of highway
maintenance and its effect on
driving safety

* Major Capital Projects — a
review of the process for
managing highway construction
projects

¢ Development Approvals —a
review of the approval process
for subdivision of land in rural
areas and for access permits to
provincial highways
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¢ Gravel Management —
managing the supply of gravel
for highway construction and
maintenance

* Buying Signs — a review of the
relationship between the
ministry and the privatized sign
shop

® Services, Facilities and
Attractions Signs — an
examination of the ministry’s
implementation of the Services,
Facilities and Attractions sign
program

¢ Annual Report — a review of the
ministry’s accountability
reporting

One other aspect of ministry
operations — buying land needed for
highway rights-of-way — was
reviewed in our audit of the
acquisition and disposition of land by
the Province which is reported
separately in this section of our
Annual Report.

In next year’s Annual Report,

. we will report the results of audits
~ that examine whether the ministry

maintains roads for the lowest life-
cycle cost, whether it gets good value
on smaller-scale road and bridge
construction projects, and whether it
has a rational process for setting
priorities in spending on highways
and other modes of transportation.
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Ministry of Transportation and Highways:
Road and Bridge Maintenance

The privatization of highway
maintenance and its effect on
driving safety

Audit Purposé

For the past year, private
sector companies have maintained
the province’s highways and bridges.
Nevertheless, the Province remains
responsible for ensuring that roads
are in safe driving condition, and that
the public’s sizable investment in
highways is protected. In addition,
the Ministry of Transportation and
Highways has a responsibility to
maintain highways in a way that
makes best possible use of public
funds.

We conducted this audit to
assess whether the ministry has
shown due regard for economy by
contracting for the right types of
maintenance services, in the
appropriate quantity and quality, to
ensure the safety of the driving
public. To do this, we evaluated the
ministry’s winter, emergency and
traffic control maintenance standards.
We also assessed whether the
ministry is ensuring that contractors
comply with its safety-related
maintenance standards.

In this audit, we did not
review the ministry’s standards and
activities designed to protect the
physical structure of roads and
bridges. We intend to audit these
aspects of the program next year.

We carried out our audit
between September 1989 and January
1990. 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 specified
safety-related standards for road
maintenance in its maintenance
contracts. In our opinion, these
standards meet generally accepted
industry standards and practices.
However, the ministry would have
greater assurance that contractors
were maintaining the roads in safe
driving condition if the contracts
included both standards for
managerial control and specific
incentives for good performance.
Also, we believe the ministry should
do more research to determine
whether its maintenance standards
actually produce roads that are in safe
driving condition.

The ministry has designed a
monitoring system to determine if
contractors are meeting the safety
standards, and to direct them to
comply if they are not. We concluded
that this monitoring system covers all
the maintenance standards. However,
we found that the ministry has not
carried out all of the monitoring
requirements and, consequently, has
incomplete information on contractor
performance.
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Privatized Road
Maintenance

Maintaining Roads

Road maintenance is carried
out to ensure the safety of the driving
public, to protect the highway
structure, and to maintain the long-
term service life of the roads.
Examples of safety-related
maintenance work include removing
snow and ice, maintaining road signs,
reporting highway conditions, and
responding to motor vehicle accidents
and other emergencies, such as
avalanches, rock slides and washouts.
On the other hand, sealing pavement
cracks and maintaining ditches are
examples of work done primarily to
protect the highway structure and
extend its life.

Contracting Out

Between September 1, 1988,
and April 1, 1989, the government
contracted out all the maintenance of
the province’s roads and bridges. To
do this, the province was divided into
28 contract areas and a public tender
was held in each. Contracts were
awarded to 20 firms, with some firms
securing two or more contracts. Ten
of these firms were owned by former
ministry employees.

A uniform three-year contract,
specifying the same maintenance
standards, was signed in each
contract area. The contracts are for a
fixed price, although the ministry can
buy extra work on a unit price basis.
Payments under the contract are
made monthly, regardless of the
amount and nature of maintenance
work performed during the month.
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In total, the ministry will pay $750
million to the contractors over the
three-year term of the contracts.

Monitoring the Contracts

After privatization, the
ministry was reorganized into 28
highways districts. Each district
corresponds to a contract area and
has a District Highways Manager
responsible for monitoring contractor
performance. Each manager
supervises an average of five area
managers, who in turn carry out most
of the activities designed to ensure
contractor compliance with the
maintenance standards. There are 141
area managers in the province.

The maintenance standards
set by the ministry specify the
conditions in which the roads must be
maintained by the contractor. The
ministry in most cases does not
specify how the contractor should
accomplish this, leaving the
contractor responsible for the overall
management of the maintenance
operation. To assess and rate the
contractors” performance, ministry
staff inspect the condition of the
roads. Regional and head office
ministry personnel meet with
representatives of the maintenance
contractors on a regular basis to
discuss issues and resolve problems.

Significance of the
Privatization

Privatization of road and
bridge maintenance has required
major changes in the ministry. In less
than a year, it had to write detailed
specifications for 64 maintenance
activities, negotiate the 28
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maintenance contracts, transfer over
2,000 staff to the private sector
employers, establish a contract
monitoring organization, develop a
quality assurance system, and train
over 200 staff for important new
functions in monitoring contractor
performance. We performed this
audit within the first year after
privatization.

Maintaining Safe
Roads

To assess the ministry’s
maintenance program thoroughly, we
decided to carry out our audit in two
steps. The first step, on which we are
reporting now, examined what the
ministry does to ensure public safety.
The second step, which we intend to
report on next year, will investigate
what the ministry does to protect

provincial roads and bridges and to
maintain the long-term service life of
the highway system. It will also
examine issues of cost-effectiveness.

The success of the
maintenance program in achieving
safety depends on two factors:
having adequate safety-related road
maintenance standards, and ensuring
the standards are met.

To assess the safety-related
maintenance standards, we compared
them to those used by the ministry
before privatization and to those used
in other jurisdictions. We also
reviewed how the ministry
determines the impact of its standards
on safety.

To assess compliance with the
standards, we examined the
ministry’s Quality Assurance
Program. We studied the program’s
design and the way it was carried out.

Road and Bridge Maintenance Program
Maintenance LM
Obijectives { Safety of the Public Protectionof the Road |
I
Maintenance I : § !
Services Emergency Winter Rou[ﬁne
Maintenance | . N e
Categories Emergency Winter ’Ita‘fﬁn Draﬁl\age Roac}side ‘Suxlface Bridges Inspection
| i o H

Safety 16 10 10 3 7 & - 3 ’
Relafive Weight .
momns b ol
Maintenance Flood Snow Sign Ditch - Mowing _Paverent - Piling | ¥
Activities Comtrol Removal Maintenance ) Patching s
{examples) + + ® & i s +o oy

Accident . - Abrasives © Traffic Streambed  Brushing - Shoulder = Bearing! . Bridpes

Response - Applications Conbrol  Maintenance Maintenance Maintenance
Total Maintenance © 4 5 13 3 6 5 M
Activitiesin
Standards Manual (64)
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Road and BndgeMamtenance Standards

The Road and Bridge Maintenance program is structured hierarchically info maintenance
services, maintenance categoties and maintenance activities. It is at the maintenance activities level
that the ministry has written its maintenance standards. In total, there are 64 maintenance
standards documented.

Each standard has been written in a similar manner. Each standard identifies the following
components: :

A. Maintenance Services - a statement of the objective of the mamtenance actmty If the
maintenance activity hasa safety component, it will be stated here.

B. Specification - a statement of the performance standards, generally results oz:lented, or
technical specifications for matenals

C. Scheduling - specifies the time (response time) allowed for meeting the perfomance
standard

The ranking of each maintenance Category as toits impacton saféty and pro%écﬁon of the road
has been developed as part of the evaluation component of the Quality Assurance Program. Three
maintenance categories have as their objective to maintain the safety of the driving public. These
three are winter, emergency and traffic control. The other routine road maintenance categories also
have safety as an objective, but to a lesser degree. Overall, the weighting of routine maintenance
work is more toward safety than protection of the road.

cps * ! the province, the Ministry of
British Columbia's Transportation and Highways
Safety-Related remains responsible for the safety of
the driving public. When it
Standards privatized highway maintenance, the
Althoush privat . ministry established maintenance
ihough private sector . standards which specify how roads

companies now maintain the roads in are to be maintained to ensure safety.
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Adequacy of Safety-Related
Standards

We found that the safety-
related standards specified for
contractors by the ministry meet
generally accepted standards. The
levels of maintenance stipulated in
the contracts are equivalent to those
used by the ministry when it carried
out maintenance activities itself, and
to those used in other jurisdictions.
However, the ministry has not
established standards for managerial
control to satisfy itself that the
contractor can carry out the work in
the proper manner.

When the government
privatized highway maintenance, it
sought to ensure that recent levels of
service would be maintained. To
achieve this, ministry officials
evaluated service levels before
privatization and translated them into
the maintenance standards that are
specified in the current contract.

Before privatization, the
ministry defined most of its
maintenance service levels by
specifying the resources or inputs
needed to carry out maintenance
operations. For instance, with winter
maintenance, it suggested a plowing
rate of 150-170 km per day, as well as
a productivity rate for the plow
operator. Under privatization,
however, these definitions were
reworded mostly in terms of the
results that the contractor is expected
to achieve. The contractor is now to
perform snow removal so that snow
does not accumulate beyond a
specified depth for a given class of
highway. There are no specifications
for daily plowing rates or number of

plows. Expressing expectations in
terms of results is intended to allow
the contractor to develop ways to
improve the efficiency of maintenance
operations and the productivity of
staff. The evidence we obtained
shows that the current standards meet
or exceed the level of service
provided by the ministry in recent
years.

As part of our audit, we
compared British Columbia’s safety-
related maintenance standards to
those of Ontario and Alberta, as well
as to those published by the
American Association of State
Highway and Transportation
Officials. In all cases we found them
to be similar. We also assessed
whether British Columbia’s safety
standards covered all major safety
hazards, and we found them to be
complete.

When the ministry contracted
out maintenance activities, it
contracted out the management of
these activities as well. The
management practices adopted by
contractors can significantly affect
their ability to meet the maintenance
standards specified by the province.
For example, if a contractor has a
written strategic plan for dealing with
winter storms, chances are good that
he will perform to the maintenance
standard when a storm actually
occurs. Such a plan should be known
by all crew members and ministry
staff in the district. It should also
have been rehearsed at least once
before winter and should be assessed
after each storm so that necessary
adjustments can be made.

Other sound management
practices include: ensuring the driver
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of a sander is properly trained;
‘establishing a regular maintenance
program for trucks and other snow
removal equipment to keep them in
good running order; and ensuring
sufficient sand is available in
convenient locations.

These practices, together with
a quality control program to ensure
that each step leading to the final
maintenance activity is properly
carried out, are simple procedures
which improve the likelihood that
maintenance will be performed to the
standard specified by the ministry.
An added benefit of having a quality
control program is that it can reduce
the time and energy ministry staff
must spend on subsequent quality
assurance.

The ministry interacts
informally with the contractors to
urge them to adopt sound managerial
control practices. Unlike other
jurisdictions we reviewed, the
ministry has not set formal standards
for the managerial control of
maintenance operations as part of the
contract. Ontario, for example,
specifies planning procedures for
winter maintenance that deal with
logistics, training, duties and dry-run
rehearsals.

We believe the ministry
should specify the methods it expects
contractors to use to organize for
winter maintenance. For example, it
should require contractors to have
sufficient abrasives and de-icing
chemicals available in convenient
locations for the winter season. As
well, it should require contractors to
train their staff so that crews are
familiar with their tasks before the
first storm.
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The ministry should make
contingency planning a managerial
control standard for contractors. Each
contractor should have a contingency
plan that can be activated when safe
driving conditions are threatened
despite the contractor’s best efforts.
Maintenance contractors could, for
example, ensure that subcontractors
with the appropriate equipment,
manpower and knowledge, are
readily available to provide
additional road maintenance if
needed.

Setting standards for
managerial control would clarify the
ministry’s expectations of the
contractors’ management and
increase the likelihood of road
maintenance standards being met.
We recommend that the ministry
make standards for managerial
control a requirement of the next
maintenance contracts. This would
allow the ministry to verify that the
standards are being followed. In the
interim, the ministry should
encourage all contractors to
implement and maintain sound
management practices.

The Standards’ Impact on
Safety

In our opinion, the ministry
does not sufficiently evaluate the
impact of its safety-related road
maintenance standards on the driving
public to know if the standards are
appropriate. We believe the ministry
should do more to determine whether
its road maintenance standards
actually produce safe driving
conditions.
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Establishing a link between
safety-related maintenance standards
and actual safety is difficult. We
examined the practices followed in
several jurisdictions and did not find
any jurisdiction that had established a
direct relationship between
maintenance standards and safety.
All seemed to operate on the premise
that, if safety-related standards are
met, the roads must be safe.

When motor vehicle accidents
occur, driver error, weather
conditions, poor road design,
mechanical failure, or road conditions
can be significant contributing factors.
It is difficult to pinpoint one factor as
the cause of the mishap. Most
jurisdictions, including British
Columbia, analyze motor vehicle
accident trends to determine possible
causes for any shifts. The ministry,
however, does not use the results of
this analysis to evaluate, on a timely
basis, its safety-related maintenance
standards to determine whether
changing the standards would
improve road conditions.

One way the ministry could
more actively monitor the effect of its
safety-related standards on the safety
of the driving public would be by
getting regular reports on driving
conditions from highway users. At
the provincial level, for example,
reviews with commercial users of the
highway system such as truckers and
bus companies, with public users
such as the British Columbia
Automobile Association, and with
safety-related organizations such as
the Insurance Corporation of British
Columbia and the Safety Council of
British Columbia would give the
ministry valuable information on how
effectively the maintenance standards

are meeting safety objectives. At the
district level, the ministry could ask
such highway users as the RCMP,
school bus drivers, truckers, and
members of the driving public for
their perception of the condition of
the roads. This process would
provide the ministry and the
contractor with indications of how
well maintenance standards
correspond to the public perception of
safety. Improvements in maintenance
standards and practices could be
made, and better communication and
coordination between the ministry,
contractor and highway users could
be achieved.

We urge the ministry to
develop better ways to assess the
impact of its safety standards on the
driving public.

The Quality
Assurance Program

The ministry has developed
and implemented a Quality
Assurance Program to provide it with
assurance that its maintenance
standards are being met by the
contractors.

The Program’s Design

We found the Quality
Assurance Program provides the
ministry with a method of uniformly
assessing and documenting
contractor road maintenance
performance throughout the
province. It requires the contractor’s
performance to be inspected and
assessed against each safety-related
maintenance standard in the contract.
Furthermore, the program calls for an
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assessment of the contractor’s
management, even though the
contract does not permit an objective
appraisal because it does not specify
managerial control standards. We
found no statistical support for the
sampling sizes and sampling
frequencies defined by the program
and had some concerns about the
sampling methods used by the
ministry. Nevertheless, we concluded
that the inspection levels required by
the program are sufficient for the
ministry to form a general assessment
of the contractor’s overall
performance.

The ministry’s Quality
Assurance Program is made up of
two components: quality verification
and quality assurance audit.

Quality verification consists of
inspections and tests carried out by
area managers to measure the extent
to which contractors are meeting the
standards for maintenance activities
and materials. This is the main
component of the Quality Assurance
Program.

We found the quality
verification process was
comprehensive. It includes road
inspections, materials testing, and an
appraisal of contractor management
practices.

Road inspections are required
to assess contractors’ performance
against each road maintenance
standard. There are three kinds of
road inspections. Present-state
inspections call for area managers to
inspect road conditions randomly. In-
process inspections are done while
maintenance work is going on to
make sure it is properly performed.
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End-product inspections check
whether the completed job is up to
standard. Area managers carry out
the inspections, and rate each
contractor’s overall performance.

For each road inspection there
is a form that specifies what must be
inspected. Space is also provided for
the area manager to record his
appraisal. The program is designed
to ensure that all types of
maintenance activities are checked,
that the same method for inspecting
and recording is used by each area
manager, and that all contractors are
treated uniformly and their
performance rated comparably.

The Quality Assurance
Program sets minimum requirements
for the number and frequency of
inspections to be carried out. For
example, each area manager is
expected to carry out 15 present-state
inspections on randomly selected
2 km portions of road each month.
These inspection sample sizes and
frequencies apply whether the
territory is small (a total of 100 km of
road) or large (a total of 1,200 km of
road).

The ministry determines the
sample sizes and frequencies required
by the program on a judgmental
rather than statistical basis. An
overriding concern of the ministry, we
were told, was to set inspection levels
that were attainable by area
managers. We believe this can
weaken the validity of the quality
verification results and create
diseconomies. Statistically, the
number of present-state inspections
required should be proportional to
the size of the area manager’s
territory. We believe a statistically
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rigorous sampling approach is
preferable. It would strengthen
sampling results by allowing the
ministry to determine the accuracy of
its testing more precisely. It might
also reduce the cost of carrying out
the inspections by allowing the
ministry to calculate more exactly the
sample sizes needed to gain the
desired assurance.

The quality verification
process also tests samples of the
materials used by contractors for road
maintenance. Material testing
consists of checking whether samples
of materials used in road maintenance
meet contract specifications. The
program design requires materials to
be tested at three points: at their
source (e.g., gravel supplied from a
private pit); while they are being
prepared (e.g., asphalt being mixed);
and once they are in place (e.g., road
beds tested for proper compaction).
Materials to be tested and frequency
of testing are specified by the
program. As well, contractors must
provide certificates of compliance for
the materials they use when
requested to do so by the area
manager. Although these
requirements ensure the completeness
of the testing procedures, sampling is
left to the area manager’s judgment.
We find this inconsistent with the
program’s stated goal of eliminating
checks based on personal discretion.

We believe the ministry
should review its sampling
procedures to ensure they produce
valid performance assessments and to
ensure road inspections are carried
out economically. Statistically based
sampling may be more appropriate.

Quality assurance audit is an
internal audit process designed to
determine how well quality
verification is done by district staff. A
staff member from the ministry’s
head office regularly visits each
district to meet every area manager
and district highways manager. The
auditor interviews the staff involved
with quality verification, and reviews
documents such as inspection reports
to verify they are in keeping with the
procedures established in the
program.

Quality assurance audit has
three objectives: to ensure that
quality verification is being properly
and uniformly applied in all contract
areas; to provide senior management
with district staff’s assessment of the
effectiveness of the program; and to
invite recommendations for revisions
and improvements to the quality
verification program. At the time of
our review, the ministry’s quality
assurance auditor was completing the
first round of audits throughout the
province. We examined the auditor’s
reports for those districts we assessed
and found the findings matched ours.
District staff we interviewed
considered the process an
opportunity to receive ongoing
training and to have local issues
addressed and problems resolved.

Quality assurance audit is an
effective means of improving the
design and application of the quality
verification process, because it
involves all area managers and
district highways managers. To be
fully successful, however, internal
audit must inform ministry
management of the state of its
contract monitoring process. We
found that the results of audits are
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being reported to operational
managers, but to date no summary of
the results has been provided to the
ministry’s executive.

We think the ministry should
ensure that the quality assurance
auditor provides the ministry
executive with regular management
reports, telling management whether
or not it can rely on quality
verification to ensure contractors are
complying with the maintenance
standards in the contract.

The Program’s Application
Road Inspections

We found that ministry staff
are not carrying out road inspections
to the levels required by the Quality
Assurance Program. Consequently,
the ministry cannot determine
whether contractors are meeting its
safety-related maintenance standards.
As well, the inspection results are not
reliable because there are
inconsistencies in the interpretation
and application of standards from one
contract area to the next.

For the inspection results to be
reliable, the three types of road
inspections — present-state, in-
process and end-product — must be
carried out to the required levels each
month. We found that area managers
had difficulty regularly doing the
required inspections because of their
workloads and because of poor
planning by contractors.

To manage their workload and
use their time and energies efficiently,
area managers coordinate their
random road inspections with other
field activities. We found that area
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managers sometimes had difficulty
achieving the required number of
road inspections because of the
seasonal variations in maintenance
work. Other duties, such as
managing minor road construction,

-sometimes take precedence over road

inspections.

The inspection frequencies
specified in the quality verification
program represent the minimum
levels area managers are expected to
complete each month. Failure to meet
these inspection levels results in
incomplete data which may not
accurately reflect the degree of
contractor compliance with safety-
related standards. We believe the
ministry should review how the
workload of its area managers affects
their ability to carry out quality
verification. Steps should be taken to
ensure that the required monthly
levels of inspection are always met.

Several problems with the
inspection process were notable. For
example, although contractors must
plan and report their work schedules
to the area managers sufficiently
ahead of time for in-process and end-
product inspections to occur, we
found that this was not always being
done. Inspections are therefore often
impossible.

As well, area managers are
expected to apply standards
consistently from one contract area to
the next to achieve comparable
quality verification results. Such
consistency ensures the fair and equal
treatment of each contractor and
provides reliable information on
performance. We found, however,
that because of a lack of initial
training, ministry staff interpreted the
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standards differently when carrying
out quality verification during the
first months of the contract. Area
managers sometimes judged
contractor performance against the
way things had always been done in
an area rather than against the
standards in the contract.
Consequently, ministry staff with
different experiences had different
expectations of the quality of safety-
related maintenance work, and their
ratings were notably inconsistent.
Over the first six months, for
example, the number of Non-

. Conformance Reports issued by
contract area ranged from 2 to 228.

The ministry is aware of this
inconsistency problem and began
acting on it in the fall. During the
time of our audit, training sessions
were being held for staff in several
districts to develop a common
understanding of the program’s
application.

Rating Contractor
Performance

The ministry has not been
effective in rating performance or in
communicating overall performance
results to its contractors.

The quality verification
process is designed to provide the
ministry with information about the
degree to which contractors meet its
maintenance standards. The process
should produce basic information
about road conditions in specific
locations and at particular times, and
an evaluation of contractor
performance.

During the quality verification
process, the findings of each
inspection are documented on
inspection forms. These findings do
not go directly to the contractors,
although contractors will be notified
of significant problems. For example,
area managers issue a Defect Notice
for road conditions that are not to
standard and are a safety hazard. The
contractor is expected to correct the
problem within the period specified
in the standard for that condition.
This is called the response time. If the
problem is not acted upon within the
response time, then a Non-
Conformance Report is given to the
contractor. A Non-Conformance
Report will also be issued for
maintenance work that is not to
standard, and will specify what needs
to be done.

The Quality Assurance
Program requires the ministry to
gather and evaluate the information
on the inspection forms and to
prepare a contractor evaluation report
each month. We found the evaluation
report phase has not yet been carried
out effectively. Monthly evaluation
reports were not provided to
contractors during 1989 because
problems were encountered in
processing the inspection findings.
The first results of this evaluation
system were provided to contractors
in January 1990.

Until January, the only formal
communication of evaluation results
to contractors consisted of Defect
Notices and Non-Conformance
Reports, documents that focus on the
negative aspects of performance. Not
surprisingly, we found that many
contractors questioned the validity of
the program and the performance
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ratings it generates, because they
viewed the program as too negative
in its focus. Although ministry field
staff tried to compensate for this
problem by providing informal
evaluations about performance in
general, not all staff provided this
appraisal, and those that did
provided only a limited amount of
information.

Once it is operating, the
contractor evaluation report should
provide the ministry and contractors
with a monthly summary of the
results of the inspections undertaken
by area managers. These should give
contractors an overall assessment of
their performance. The value of these
reports will depend on the degree o
which the expected minimum
number of inspections are carried out
and the rigor applied to them.

Ensuring Compliance

The ministry could better
ensure that contractors comply with
the safety-related maintenance
standards if it improved its
performance incentives.

Contractors have little
incentive to do more than meet the
standards because the monitoring
process does not formally recognize
above-standard performance.
Furthermore, when performance is
substandard, the contract gives the
ministry little flexibility in applying
penalties. If the Quality Assurance
Program indicates that a contractor’s
performance is not to standard, the
ministry has two forms of redress: it
can remedy substandard performance
by taking an exceptional step such as
having the work performed by
someone else and charged to the
contractor; or it can consider the
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contractor’s performance in the next
round of contract negotiations.

Short of taking drastic
measures or not renewing a contract
when it ends, there are no immediate
performance incentives or penalties
included in the maintenance contract.
This curtails the day-to-day
effectiveness of the monitoring that is
carried out by the area managers. We
believe each contract should contain
more flexible and effective
performance incentives and penalties.

One way to do this would be
to link the contractor performance
information generated by the Quality
Assurance Program to the monthly
payments made to the contractors.
This would give the area managers’
assessments more value and should
make the program far more effective
in motivating contractors to comply
with the maintenance standards.

We believe the ministry
should include a range of
performance incentives and penalties,
developed from the results of the
Quality Assurance Program, in its
next maintenance contracts.

Looking Ahead

The Legislative Assembly
should expect the ministry to review
its quality verification sampling plan
to ensure it produces valid results
economically, and to make sure the
required inspections are performed.

In the next round of contract
negotiations, the Legislative
Assembly should also expect the
ministry to incorporate managerial
control standards and performance
incentives into the maintenance
contracts.
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Ministry of Transportation and Highways:
Major Capital Projects

A review of the process for
managing highway
construction projects

Audit Purpose

We conducted this audit to
assess whether the ministry is able to
ensure that it gets value for money on
major highway construction projects.

In December 1987,
Commissioner Douglas L. MacKay
reported the results of his inquiry into
the estimated and actual costs of
highways constructed in British
Columbia. In his report, the
Commissioner was critical of the way
the Ministry of Transportation and
Highways planned, controlled and
reported major highway construction
projects. Since then, the ministry has
established processes specific to the
management of major projects, which
it defines as highway construction
projects costing more than $50
million. In this audit, we examined
those management processes. We did
not, however, review the methods
used by the ministry to establish the
need for new highways or highway
upgrading, or to choose construction
contractors. We intend to consider
these aspects of the program during
our audits next year.

We carried out our audit
between August 1989 and January
1990. 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

3

considered necessary in the
circumstances.

Overall Conclusion

We found that the ministry
has significantly improved the way it
manages major highway construction
projects since Commissioner MacKay
reported his findings in 1987.
However, its current processes and
resources are not sufficient to ensure
that it gets value for money on its
major projects.

The ministry has developed
an appropriate organizational
structure for managing major
projects. It is able to document the
scope — the extent, type of road, cost
estimate, and schedule — of the
projects it carries out, although it
lacks the resources to ensure that its
cost estimates are accurate enough for
its needs. Furthermore, the ministry
has not developed adequate systems
for ensuring it gets the best price for
consultant services, or for making
best use of the markets for contracting
and for consulting services. Finally,
its process for reviewing the quality
of purchased services is not fully
developed, especially in areas where
it has only recently started to buy
services.

"Major Project"
Defined

The ministry defines as "major
projects” all construction projects
costing more than $50 million, and
some smaller projects of special
complexity. There were seven major

AUDITOR GENERAL OF BRITISH COLUMBIA
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projects under way at the time of our
audit, accounting in total for 18% of
the ministry’s 1989/90 budget (Figure
3.2 and its accompanying map).

Background: A
Ministry Undergoing
Extensive Change

The Forces Acting Upon the
Ministry

The ministry’s management of
large projects has recently undergone
extensjve public scrutiny. As a result
of concerns about the cost of the
Coquihalla Highway, a
Commissioner, Mr. Douglas L.
MacKay, conducted an inquiry in
1987 and concluded: "[IIn the matter
of the Coquihalla Highway, the
legislature lost effective control of the
public purse."

In our 1989 Annual Report, we
discussed the ministry’s progress in
seven areas where the Commissioner
found deficiencies. These were:
organization, planning, the approval
process, cost estimating, project
management, cost control and
reporting, and public accountability.
We concluded that the ministry had
begun corrective action in each area,
but we did not assess the
appropriateness or completeness of
these actions. That assessment is the
subject of this audit.

While under outside scrutiny,
the ministry was being buffeted by
changes in government policy.

Privatization affected ministry capital
projects, not just highway
maintenance. Private sector
consultants now do much of the
design, engineering, and construction
management work on capital projects.
Ministry staff used to do most of this
work. The government’s
regionalization policy shifted
professional staff from ministry
headquarters to the regions. Over 700
experienced staff members, including
many senior engineers and
technicians, left the ministry when
they opted for the government’s Early
Retirement Incentives Program. The
general reduction in government
staffing made it difficult for the
ministry to create the new positions
needed to deal with the criticisms of
Commissioner MacKay.

The ministry has had to
respond to all these forces for change,
while still carrying on an extensive
program of road construction.
Spending on major capital projects
declined for two years after the
Coquihalla peak. This year (1989/90)
spending rose again substantially.

Ministry Reorganization to
Meet These Challenges

, In October 1988, the ministry
carried out a wide-ranging
reorganization. It set up a separate
management structure for major
projects under the Assistant Deputy
Minister, Planning and Major Projects.

Each major project has a
director who has full responsibility
for the project. The director leads a
project team, whose members have

1
Report of the Commissioner Inquiry into the Coquihalla and Related Highway Projects, Douglas
L. MacKay, P.Eng., Government of Brtitish Columbia, 1987, p. xiv
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FIGURE 3.2
[
Major
projects
announced
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. Announced 1986/90
e . Total  Budget
Project Location Description Cost . Estimates
(million (million
‘ dollars)  dollars)
ACTIVE:
1 Cassiar Vancouver freeway, 89 20
-+ Connector with tunnel
i r and
interchanges,
linking
highway 1
and second
Narrows
Bridge
2 Okanagan Merritt- new route 225 86
Connector Peachland 4-lane
' freeway)
3 Vancouver Swartz Bay- upgrade 600+ 30
Island Vigtoria- existing
Highway Campbell River  road system
PLANNING STAGE:
4 Sea-to-Sky Vancouver- upgrade not 13
Highway Whistler existing announced
‘ route
5 Fraser River ~ Richmond develop not 14
Crossing links to announced
Alex Fraser
Bridge
6 Bur{éai)y Vancouver- upgrade not 1
Freeway Surrey Highway1 announced
7 Okanagan ‘U.S. Border- upgrade not 23
Highway Highway1 Highway 99 announced .
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specialist skills in such areas as
highway engineering, construction
management, and land purchase.
They coordinate, review, and
supervise work in their specialty,
rather than doing the work
themselves. Most of the engineering
work is done by private sector
consultants. Land purchase and
construction management may be
done by ministry employees or by
private sector firms on a contract
basis.

We focused our audit on how
well senior management fulfills its
role of prudent purchaser of project
management services. The basic
project management structure is
summarized in Figure 3.3. We
concentrated on the major
communication flows to and from the
project team, which are highlighted in
blue on the figure.

In the first communication
flow, senior management tells the
project team what it is responsible for
producing. The first task here is to
establish the need for the project.
This part of the planning process is to
be the subject of one of our audits
next year. The second task is to
define the project’s purpose, physical
form, cost and schedule. This creates
a benchmark against which the
project can be judged, which is
usually called the scope of a project.
(Scope may also be used more
narrowly to refer only to a written
definition of the physical form the
project will take. In this report we
will use it in its broader definition.)
Many of Commissioner MacKay’s
recommendations focused on scope
definition.

The second flow comprises the
regular reports the team gives senior
management on its progress towards
the set goal. When effective, this
communication allows senior
management to provide a high-level
perspective on the project, to
intervene when necessary, and to
leave the team to get on with its job if
progress is satisfactory.

Two other upward flows are
the reports the ministry gives the
government on the progress of its
projects, and the reports the
government gives the Legislative
Assembly and the public.

The final important
information flow is the two-way
communication between the team
and the ministry experts who senior
management rely upon to review the
technical quality of the work being
done for the project. With the
ministry now contracting out much of
the actual management of major
projects, this quality assurance role of
ministry experts is of considerable
importance.

The trend to contracting out is
part of a major change in the way the
ministry has conducted its business
since Commissioner Mackay
reported. Of the three major projects
actively under way at the time of our
audit, only the Okanagan Connector
is managed completely by ministry
personnel. The Cassiar Connector’s
project director and project team
(except for land purchase) are
supplied by a consulting firm. The
Vancouver Island Highway is a
hybrid, which will be managed by
staff from a consulting firm reporting
to a project director who is a ministry
employee.

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

FIGURE 3.3
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Structure of This
Report

To achieve value for money
the ministry should:

¢ clearly understand and
document what it wants to buy
or produce;

* order what it wants, obtaining
the goods and services at the
best price; and

* ensure that it gets what it orders,
and pays only for what it gets.

We will use this three-part
definition of value for money as a
structure for presenting our audit
findings and conclusions.

Under "Defining What Is
Wanted,” we discuss how the ministry
defines the physical nature, timing,
and cost of its projects. In particular
we focus on how it estimates the cost
of its proposals.

Under "Ordering What Is
Wanted and Getting a Good Price,”
we examine how the ministry
contracts and settles on the price it
pays for engineering services from the
private sector. We then assess how
the ministry manages its affairs to
make best use of the markets that
supply contractors” and consultants’
services.

In "Getting What Is Ordered,"
we examine quality assurance; that is,
how the ministry ensures that the
services used in a major project meet
ministry standards.

Defining What Is
Wanted

The Project Scope

The ministry has made good
progress in defining the scope of the
major projects it undertakes.

Having the three parts of a
project’s scope — physical product,
cost, and time schedule — in one
understandable package is important
to the government, senior
management of the ministry, the
project team, the Legislative
Assembly, and the public. The
government must know what the
project will produce and the resources
needed, so it can decide whether the
benefits are worth the cost. Senior
management needs a clear
benchmark against which it can
measure project performance. The
project team needs a clearly stated
scope so it can coordinate the work of
the many different specialties
involved in a major project. Finally,
accountability to the Legislative
Assembly and the public is aided by a
clear scope statement. The lack of
such a statement was a major concern
of Commissioner MacKay.

On the Coquihalla, the lack of
a single statement linking the exact
boundaries of the project to its
estimated cost resulted in much
confusion. The Commissioner found
it very difficult to understand
whether the Coquihalla project was
exceeding its budget without a clear
definition of what sections of
highway were considered part of the
project.

AUDITOR GENERAL OF BRITISH COLUMBIA
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On the Annacis project, the
Commissioner commented: "[Tlhe
disturbing part to the Commission is
the lack of a systematic and
regularized method to establish the
requirements and the definitions of
the project, that is to say, to establish
the project scope" (MacKay, p. 45). He
recommended that projects "be
properly defined as to the overall
functional scope necessary to
accomplish their intended purpose”
(MacKay, p. xviii); and that "the
approval process for major projects
requires a statement of functional
scope, a total project estimate of the
most probable final cost, a project
schedule with annual budget
requirements and evidence of proper
planning" (MacKay, p. xviii).

The ministry has improved its
scope definition since the
Commissioner’s inquiry. Now to get
approval and funding for a major
project the ministry must prepare a
detailed scope statement for Treasury
Board. All three active projects have
gone through this approval process.

The scope document for the
Cassiar Connector meets the major
requirements of the Commissioner’s
recommendations.

The Okanagan Connector was
under way before it was defined as a
major project, and a full scope
document had not been prepared
when it started. The Commissioner
recommended that "the need, scope,
estimate of cost, and schedule of the
Coquihalla Highway — Merritt to the
Okanagan — be reviewed and a
report, fully documenting these
findings, be prepared for submission
to government by March 1988." Soon
after being appointed, the project
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team prepared a report which
supplied most of the information
called for by the Commissioner. This
report did not state the need for, or
value of, undertaking the project.
However, the report included an
analysis in favor of upgrading the
two-lane sections of the road which,
to some extent, supported the need
for the entire project.

The Vancouver Island
Highway project was publicly
announced in November 1988. The
cost, schedule and routing of the
highway had not been adequately
analyzed at the time of the public
announcement. Since then, however,
the ministry has been developing
scope documents detailing the
physical extent, road type, cost, and
timing of the project. Our concern
about the ministry’s resources for cost
estimating, which we discuss below,
is particularly relevant to this project.

The other major projects are in
the planning stages and not yet ready
for formal approval of their scope.

Cost Estimating Hampered
by Lack of Data Base

Ministry cost estimating
guidelines are reasonable, but to be
fully effective they must be supported
by a ministry data base of past project
costs.

Accurate cost estimates are
essential to a clear definition of scope
for a project. The significant question
for government — Do the benefits of
the proposed project justify the cost?
— cannot be answered without good
predictions of the cost.
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Cost estimates are also
necessary for managing a project
effectively. If predicted costs are
unexpectedly high, a decision can be
made whether to spend more or to
cut back the project, before
construction starts. For example, cost
estimates contributed to the decision
to substitute an in-city route for the
Nanaimo bypass on the Vancouver
Island Highway project, by showing
that the bypass would have cost
significantly more than the in-city
route.

The ministry also needs good
cost estimates to prepare its budget
and to manage its spending. The
planned total spending on major
projects is large enough that even
minor inaccuracies can be significant.

Commissioner MacKay was
highly critical of the ministry’s cost
estimating. He concluded that project
estimating procedures were
"haphazard, inconsistent, and ad hoc,
do not evaluate risk and are not
documented” (MacKay, p. 73); and
that there was "no systematically
collected and analyzed data for use in
preparing estimates” (MacKay, p. 73).

In response to the
Commissioner’s report, a ministry
task force developed guidelines for
better estimating. These provide
guidance on making consistent
definitions and on dealing with
uncertainty, two areas of special
concern to the Commissioner.

Ministry staff need
information about the costs of other
projects readily available to them
when they are preparing project
estimates. For the most part, this
information is not easily accessible

now for road construction contracts,
although the ministry has reference
data for bridge-building and paving
contracts. The ministry task force
recommended that "establishment of
[a] data base of existing information,
unit prices, etc., should be
commenced immediately and
substantially complete by December
31, 1988." The ministry is developing
such an estimating data base for road
construction contracts, though not as
quickly as was recommended. It
expects to have some part of the data
base operating by April 1, 1990, but
not a complete system until a year
after that.

The data base would have
been very useful in developing
detailed cost estimates for the
Vancouver Island Highway, the
largest of the current major projects.
Without it, staff were forced to make
their technical estimates using
information from a limited number of
sources. Further delay will also
hinder the development of cost
estimates for projects still in the
planning stages.

Ministry Needs Organized
"Corporate Memory"

The ministry does not have an
organized way of making use of the
experience gained on previous
highway projects.

In each highway project a set
of problems is encountered and
solutions are found. The information
resulting from this process is
invaluable for the planning and
building of future highway projects.
Cost-related information is only part
of what the ministry can learn from
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past projects. Information on design
standards and what works best in
British Columbia conditions are other
valuable kinds of learning. For
instance, the ministry’s bridge
specialists have found from
experience that only certain kinds of
bridge bearings and expansion joints
can stand up to our climate.

Although such information is
especially important for the ministry,
its gathering and dissemination is
made difficult by the nature and size
of the highway system. Many parts
of the highway system have service
lives longer than the career of any
ministry employee. What works and
what does not may not be clear
immediately. It may, for example,
take 10 years to see how well a
particular pavement mix stands up
under particular road conditions. As
well, the highway system is large.
Consequently, the knowledge and
experience that has been gained is
held by many and not easily
accessible to those who might make
use of it.

Currently, historical
information is held mainly in the
memories of the ministry’s
experienced employees, although
some is also available in drawings
and files. The ministry can no longer
rely on human memory. One reason
is its loss of staff, and especially its
loss of longtime employees through
early retirement. The other reasons
are the increases in the ministry’s
capital projects and in its use of
contracted resources. Even if human
memories could carry all the lessons
of all these projects, more and more
these memories will be in the private
sector, and unavailable to the
ministry.
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These characteristics taken
together mean that the ministry must
learn systematically from experience,
keeping large amounts of
information, and organizing that
information so that it can be found
easily many years after a project is
completed.

The ministry has involved
many of its most seasoned specialists
in its major projects, to take
advantage of their knowledge and
experience. However, recent history
suggests the ministry cannot be sure
it will always be able to retain enough
long-service staff to supply this
experience base. For this reason, we
recommend that the ministry give
priority to developing a "corporate
memory" on all its capital projects,
one that overcomes the limitations of
relying on human memory.

The ministry is planning to
review each large project on
completion, bringing together the
designers and builders involved to
discuss and document the lessons
learned. We support this as a useful
step toward a broader corporate
memory system.

Reporting to Government
and the Legislative
Assembly

The ministry is making
progress on giving the government,
the Legislative Assembly, and the
public complete information on major
projects, but more needs to be done.

The final decision-makers on
the shape and direction of major
projects are the government, the
Legislative Assembly, and the public.
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Commissioner MacKay was
concerned that the Legislative
Assembly and the public were not
getting the information they needed:
"The current method of reporting
highway capital spending . . . has
served to disguise the true cost of
major projects” (MacKay, p. xi). "[IIn
the funding of the Coquihalla
Highway Project . . . the Legislature
was avoided and misled by the
documents presented to it . . . [and]
the true costs were not represented in
a forthright way" (MacKay, p. xii).

In the March 1989 Annual
Report of the Auditor General, we
reported on a study we had done
called "Control of the Public Purse by
the Legislative Assembly.” We had
several recommendations for
improving accountability on major
projects: "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 . . .
should be segregated in separate sub-
votes. ... The descriptions should be
reasonably precise. . . . A
comparison of actual and budget
expenditure over the life of each
major project should also be
provided" (p. 208).

The ministry has made several
improvements in its reporting on
major projects. It now reports to
Treasury Board on each project’s
budgeted and actual costs, in total
and for the year. However, we found
that the presentation format makes it
difficult to track changes to the
project, and to compare information
given in different reports. We believe
this greatly weakens the value of
these reports.

Changes have also been made
in publicly available information
sources. The government’s Estimates
now report the budget for the year for
each major project. Unfortunately, it
does not report the total project
budget, so readers receive only a
partial view of the cost. The ministry
is revising its annual report to include
a description of each major project,
including its total budget (if
available), but it still does not discuss
the public need (e.g., reducing
congestion, saving lives) the project is
supposed to meet.

In summary, the ministry and
government are doing better
reporting on major projects, but no
publicly available documents yet give
the complete picture to the Legislative
Assembly and the public.

Ordering What Is
Wanted and Getting a
Good Price

Improvements in
Construction Contracts and
in Contract Administration

Commissioner MacKay
concluded that problems in the
Coquihalla project were made worse
by weaknesses in the ministry’s
construction contracts, and in the way
it administered these contracts. His
report recommended that "the
ministry undertake a complete review
of its contract documents for capital
works, with the objective of
developing a modern document . . .
which is fair to government and
contractor, appropriately shares risk
between government and contractor,
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and which can be universally
administered within the written terms
of the contract” (MacKay, p. xix). It
also recommended that the ministry
develop training courses and a
procedure manual to aid its personnel
in administering contracts.

The ministry set up a task
force to develop a new contract. The
task force reviewed similar contracts
in other jurisdictions and consulted
with construction associations and
others affected by the contract. It
then produced a new contract, which
is now coming into use. We found
that the new contract shows several
improvements over the old one. It
has eliminated obsolete sections and
wording, it has reflected recent
judicial decisions, and it has clarified
areas not detailed in the old contract,
such as variations from expected
quantities and the process for dispute
resolution. Since the new contract has
just been introduced, it is too early for
us to judge its effectiveness in
practice.

The ministry has also made
some progress in developing
procedure manuals and courses in
contract administration.

Adding Strength to Contract
Negotiation

The way the ministry
negotiates contracts for professional
services cannot ensure cost-
effectiveness.

The ministry chooses by
competitive bidding the contractors
who build its roads. Buying
professional engineering and
consulting services this way is not
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normal practice in the ministry or
elsewhere. The reasons against it are
complex, and include professional
associations’ concerns that hiring
professionals on a lowest-bid basis
may compromise standards.

These services typically make
up 10 to 15% of the total cost of a
project. Planning, design and similar
engineering and consulting services
for major projects are costly. Most of
this work on major projects is being
done by the private sector. In
addition, most project supervision on
projects not yet at the construction
stage is going to be done by private
sector engineering firms also. The
cost of project supervision is similar
in magnitude to the cost of design
and planning.

When buying engineering and
consulting services, the ministry
invites firms to submit their
proposals. The ministry selects the
firm with the best technical proposal
and then negotiates the price.

The price negotiated is usually
derived from an estimate of the
number of hours required, multiplied
by the wage rates paid, and further
multiplied by a markup to cover
overhead and profit. A shared
information system would help
negotiators with all three cost
elements. To negotiate hours, the
ministry must know the actual labor
efficiency in engineering offices,
including the effect of productivity
aids such-as computer-aided design
and drafting. Actual wage rates are
equally important information. The
overhead and profit multiplier varies
with the state of the market for
engineering services and the success
of negotiation. Negotiators must
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know what multiplier the ministry is
currently paying on other contracts.

At present, ministry staff
conducting contract negotiations
must rely on their own knowledge of
current price factors. The ministry
has not developed a shared
information system to support its
negotiators. We recommend that
since negotiation of consulting
contracts is now a central part of its
business, the ministry should develop
an information system to give its staff
the information they need to
negotiate effectively. It would be
equally valuable to share this
information with other public sector
buyers of engineering services, such
as British Columbia Transit and the
British Columbia Hydro and Power
Authority.

Learning to Examine the
Market

The ministry does not have an
organized process for assessing the
markets where it buys services for
major projects. It increasingly relies
on contracted professional services, as
well as contracted construction
services, for its major projects. Its
projections of the costs of announced
major projects suggest this trend will
continue.

As a result, the ministry is
now interdependent with the
construction and engineering
industries. For the industries, the
ministry is a major buyer of services.
For the ministry, the industries supply
essential services which it can no
longer provide internally in the
quantity it needs.

The increase in ministry
demand for engineering services
coincides with an increase for the
same services by other sectors of the
economy. There are also signs that a
similar trend — increased ministry
demand in a buoyant market — is
occurring in the construction

industry.

Our concern is that at present
the ministry has no specialist staff or
organization to collect information on
the construction and consulting
markets. If it is unaware of market
trends, the ministry may end up
buying services when prices are high.
In some situations this may be
desirable, but the government can
only judge the cost-effectiveness of
such a choice if it first knows the extra
cost of proceeding with the project at
that time.

With such a specialist group,
the ministry could investigate such
important questions as:

¢ Is the ministry consistently
choosing the right size of
contracts for cost-effectiveness?
(For example, would larger
construction contracts reduce
costs by allowing contractors to
use larger machines?)

¢ Are special policies needed to
encourage a competitive market
in the services for which the
ministry is the major buyer, such
as preliminary highway design?

* Should the ministry stage its
projects to avoid buying services
when demand and price are
highest?
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¢ Is the ministry’s own demand
for engineering services inflating
the prices it pays for these
services?

We recommend that the
ministry develop an organized
method of examining market
conditions to aid it in developing
policies for getting needed services at
the best possible price, while
nurturing the kind of industry it
needs for its own long-term success.

Getting What Is
Ordered

New Skills Needed for
Project Control

The ministry does not have
enough specialists in project
information services to advise senior
management.

Project management is not a
different way of building roads; it is a
different way of managing building
projects. Engineering and
construction supervision are
essentially unchanged from the
ministry’s old way of doing business.
The big change is the emphasis on
organized responsibility, and
information flows to support that
organization. Project information is
now an essential part of the
operation, not after-the-fact
paperwork. The project information
team carefully monitors and reports
progress compared to the original
scope. This information allows the
project director to manage the project.
Equally important, the monitoring
ensures the right information is
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available to senior management and
the government.

In this sense, project
information services are no different
from engineering and construction
supervision. The important
difference is that the ministry still has
a core of experts in these latter areas,
able to give senior management an
independent assessment of
consultants’ work. However, the
ministry does not have staff who are
specialists in project information.
Such experts are needed to advise
senior management and ensure the
quality of the work being done under
contract.

We recommend that the
ministry develop a core group of
experts in project information
services, especially in scheduling and
cost estimating. The Commissioner’s
report emphasized the importance of
such a group:

A Project Control group
must exist either in the project or
as an independent group within
the ministry. The group must
report to a senior management
level. ...[Tlhe primary purpose
of the group shall be to forecast
the position of a project such
that corrective actions can be
taken. [our emphasis] This
group would also be responsible
for ensuring the project reports
and conducts its affairs within
the approved policies and
procedures (MacKay, p. 80).
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Ministry Needs to Ensure
Quality of Contracted
Services

We believe the ministry does
not have enough senior technical
advisers to support management in
its scrutiny of major projects.

Like any prudent purchaser,
senior management of the ministry
has a duty to make sure that the
project services it buys are of the
quality it specified. It is too late to do
this only when the highway is
completed; quality assurance must be
done at all important stages of the
project. Quality assurance is not a
new process in highway construction.
However, one result of doing more
business by contract is that the
process needs to be more formal.

Less reliance can be placed on
knowing the capabilities of the staff
doing the work, since they are no
longer under the ministry’s direct
supervision. Quality assurance must
cover a wider range of concerns, from
seeing that the best design
alternatives have been chosen, to
seeing that the ministry is protected
from fraud. To meet these needs, the
ministry requires organized review
processes and staff with enough
experience to carry out the processes.

The review system is best
developed in highway and bridge
design. Just as when the design work
was done in-house, all design
drawings are reviewed by ministry
staff and eventually signed off as
accepted for construction. This
review is not carried out solely to find
errors; that is the responsibility of the
consultant. Instead, the ministry
reviewers look to see that the

decisions made were appropriate,
consistent with ministry standards,
and consistent with other design
work on the project.

The best payoff from review
comes from finding, early on, parts of
the project where alternatives can
make a useful difference to total cost.
This kind of analysis was done on the
Cassiar Connector in choosing the
best mix of tunnels and overpasses.
Similar considerations were behind
the use of large culvert structures to
replace some bridges on the
Okanagan Connector. These
questions need to be considered early
on in the design process. If reviewed
only when design is complete, the
potential saving from redesign may
be less than the cost of the wasted
design work.

The ministry has most of its
experienced specialists in its
traditional areas of responsibility —
highway design, bridge design, and
geotechnical engineering — rather
than in highway planning, project
management, and project information
services. Even here there may be
problems of recruiting and retention.
Market demand for engineers is
increasing. Ministry officials said
they believe private sector salaries are
above what the ministry could offer
in some specialties. This may be one
reason why the ministry is
experiencing difficulty in filling some
positions. At the end of our audit
work, the ministry was having
problems filling vacancies at
headquarters for planning engineers
and three other specialties.

We are concerned that,
because of a shortage of specialist
staff, the ministry will not be able to
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conduct quality reviews early enough
in the design process to ensure that
effective changes can be made. For
example, senior technical staff of the
ministry reviewed the detail designs
for the Cassiar Connector when the
designs were completed. They had
much less involvement with the
designs at earlier stages. Of course,
the company managing the project
has its own specialists to oversee and
review the work of the designers. At
some stage, however, senior
management of the ministry must be
able to reassure itself directly that all
contracted work has been done to its
satisfaction. This means that it needs
adequate numbers of experienced
technical advisers on staff.

Regular Reporting on
Project Progress

Project reports need
improvements in timeliness and
content. ‘

Reports on the progress of
major projects allow senior
management in the ministry to
determine whether the project is
proceeding as expected, while leaving
the project team free to manage
efficiently. To be effective, these
reports must be regular and timely,
and contain the right information at
the right level of detail.

We were concerned to find
that, at busy times, the Okanagan
Connector team was not able to
submit regular written reports. The
engineering firm hired by the
ministry to conduct a continuing
audit of the project had similar
concerns.
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The format and content of the
reports from the various projects are
still evolving. We concluded that the
present formats are adequate in
breadth and detail of coverage, but
lack continuity of information.
Reports focus on events of the month,
but do not carry forward from
previous month’s events. This makes
it difficult to judge the significance of
the current information. For example,
Okanagan Connector reports
explained scope changes as they
happened, but did not consistently
report the total effect of these
changes. Similarly, Cassiar Connector
reports give information on each
month’s changes in cost estimates,
but are less clear on the accumulated
effect of these changes.

Looking Ahead

Ministry spending on major
projects could increase dramatically
in the next few years, if announced
projects are constructed as planned.
This will be only part of the ministry’s
construction activity. It also makes a
considerable investment in other
construction projects. In fact, in
1989/90, the budget for these smaller
capital projects — $225 million —
was bigger than the budget for major
projects — $187 million. The scale of
the ministry’s construction plans can
only be appreciated when the costs of
these smaller works are added to
those of major projects.

Our audits are snapshots:
they look at conditions in an
organization at a point in time. In our
reports we try to bring out what we
found that will continue to be
important in the future.
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Normally, an organization
which has undergone as much change
as this ministry needs a period of
stability in which to digest these
changes before expanding its activity.
Instead, the projection in this case is
for spending to continue to increase
dramatically in the next few years.
Additionally, although the ministry
has not yet completed one major
project using its new project
management model, with either in-
house or contracted resources, it is
already having to choose a
management system for the
Vancouver Island Highway, a project
with an announced cost several times
that of the Okanagan Connector and
the Cassiar Connector combined.

We have acknowledged the
progress made by the ministry in
organizing and managing large
projects since the report of
Commissioner MacKay was issued.
However, we are concerned that a
dramatic increase in major
construction activity would
emphasize the operational
deficiencies that remain and that the

consequences of these lingering
shortcomings could be significant.
The wave of work likely to descend
on the ministry means that it must act
quickly to rectify the following areas
not yet addressed:

® A cost estimating system is not
yet in place.

* A new construction contract has
just been completed, and
contract administration courses
and manual are still being
implemented.

* The ministry has no organized
system of tracking the market for
construction services and
engineering and project
management services, and no
system for making sure that it
negotiates favorable contracts for
consulting services.

* There are gaps in the ministry’s
core of specialist advisers,
especially on project information
services.
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Ministry of Transportation and Highways:
Development Approvals

A review of the approval
process for subdivision of
land in rural areas and for
access permits to provincial
highways

Audit Purpose

We conducted this audit to
assess whether the design of the land
development approval process in the
Ministry of Transportation and
Highways ensures uniform decisions
which comply with all statutory
requirements. We also assessed
whether the approval service to
applicants is timely and efficient.

We carried out our audit
between September 1989 and January
1990. Our examination was
performed in accordance with the
value-for-money auditing standards
recommended by the Institute of
Chartered Accountants, and
accordingly included such tests and
other procedures as we considered
necessary in the circumstances.

Overall Conclusion

We concluded that the process
used by the ministry for development
approval needs strengthening to give
more assurance that decisions are
uniform and that they comply with
all statutory requirements. We think
the process should include, at a
minimum, an accessible and
independent appeal mechanism. For
complex applications, we think the
process should be improved to allow
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for more checking to occur before
decisions are made.

As well, we found a wide
variation in timeliness of service, and
believe the ministry should improve
its efficiency.

Independent of our audit, the
ministry had recognized the need to
improve its development approval
process, and towards the end of 1989
was starting to take steps to do so.

Land Development
Approval in British
Columbia

Land development is one of
the largest industries in British
Columbia. It is regulated under
several acts, which are administered
by a variety of provincial, regional
and municipal agencies. The general
intent of the regulation is: to control
land use; to protect the public’s
interest in the existing investment,
such as for roads and sewers; to
protect the rights of existing property
owners adjacent to the new
development; and to assure
purchasers of developed properties
that reasonable standards are met in
the construction of roads, utilities,
and buildings.

The main activities involved
in Jand development are zoning,
subdividing, and construction.

Zoning

Zoning is a term for the
classification of land according to
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permitted uses. The Canadian
Constitution Act 1982 gives each
province the power to regulate
property rights in its territory. The
provincial legislature has delegated
its power to various bodies, including
ministries, municipalities, regional
districts, and administrative tribunals
such as the Agricultural Land
Commission.

There are 5.7 million hectares
(14.1 million acres) of privately
owned land in British Columbia, 1.1
million of which are regulated by
municipalities. The remaining land is
located in rural areas and, for zoning,
is mostly under the jurisdiction of
regional districts.

Because a change in zoning
can greatly affect the volume of
vehicle traffic in an area, the law
requires that the Ministry of
Transportation and Highways
approve the zoning of land located
within 800 m of any intersection of a
major provincial highway. This
applies even to land within a
municipality.

Subdivisions

The term subdivision usually
describes the division of an existing
parcel of land into several smaller
lots, each of which is registered with a
Land Titles Office as a separate parcel.
In practice, the term also applies to
the combining of small parcels into a
larger one.

In British Columbia,
subdividing land is regulated mainly
by the Land Titles Act, Municipal Act,
and Local Services Act. Under the
Land Titles Act, an official called an
Approving Officer must confirm that

%

the subdivision regulations are met.
Municipal councils appoint their own
Approving Officers for subdivisions
within municipal boundaries. In
most rural areas of the province,
Approving Officers are employees of
the Ministry of Transportation and
Highways, appointed by Order-in-
Council.

Construction

Construction involves several
items—installing roads and utilities,
providing the rights-of-way for these
and other purposes, and creating
access from the subdivision to the
existing highway system. The main
acts applying to these activities are
the Highways Act, Municipal Act, Land
Titles Act, and Local Services Act.
Authority to issue permits or
approvals is delegated between the
ministry and the municipalities.
Issuing building permits for the
construction of dwelling,
institutional, commercial and
industrial structures is, however, the
responsibility of municipalities and
regional districts, and does not
involve the ministry.

The Role of the

‘Ministry of

Transportation and
Highways

The ministry is responsible for
issuing permits and approvals for
most land development in British
Columbia. Part of this responsibility
relates to highways and has several
purposes:

* to ensure safe access to and from
highways;
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* to ensure that the impact of land
development on highway traffic
is controlled; and

* to ensure that roads built by
developers within rural
subdivisions meet acceptable
engineering standards, since the
ministry will be responsible for
the roads once built.

The other major land
development responsibility of the
ministry is to approve subdivisions in
rural areas. In this it is the lead
agency. It deals with road regulations
itself and refers to many other
agencies for advice on public health,
environmental protection, utilities,
schools, and such.

In the 1988/89 fiscal year, the
ministry issued 4,000 access permits,
inherited 70 km of new roads built in
subdivisions, approved 1,200 zoning
bylaws, and approved 800
subdivisions creating 3,300 lots. It
has staff in each of its 6 regional and
28 district offices dedicated to
development approval work.
Headquarters’ staff do policy
development.

Ensuring Uniform
Compliance with
Regulations Affecting
Roads

We found that the approval
process for most road-related
applications results in decisions that
are suitably uniform and in
compliance with regulations. This
occurs because these applications are
of a simple nature and the decisions
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do not require a significant exercise of
professional judgment. However,
because judgment is required in most
cases, we believe that the process
needs more assurance that the
judgments are proper. Particularly
for road-related approvals of a more
complex nature, the current process
does not ensure that suitably
qualified staff are always involved in
making the decisions. If a mistake is
to be corrected after an approval has
been granted, the ministry must pay
the full cost. If the problem had been
recognized before the approval was
granted, the developer would either
have to change his plans or have to
bear some or all of the cost of
correction.

Judgments for road-related
approvals are mainly of an
engineering nature. Examples of
these include:

¢ confirming that access from the
subdivision to existing highways
will be safe;

¢ ensuring that existing roadside
features such as drainage and
sidewalks will not be damaged;

¢ ensuring that the proposed plan
will not disrupt traffic flow and
reduce its safety;

¢ ensuring that roads, lanes and
emergency vehicle access will be
adequate;

¢ determining the possible extent
of threat by natural hazards such
as flooding, erosion, landslides
or avalanches; and

¢ confirming that public roads
built in subdivisions have been
constructed, surfaced and
drained to specified standards.




VALUE-FOR-MONEY AUDITS

These approvals require
engineering knowledge, experience in
road construction and traffic flow
analysis, and an understanding of the
effect of natural hazards.

Developers submit
applications to the approval staff in
district offices. These staff are
engineering technicians with varying
amounts of experience. They perform
the necessary inspections, analyses,
and cross-checking and submit a file
with the application and a
recommendation for approval or
disapproval to the Approving Officer
in their regional office. The
Approving Officer makes the final
decision.

Most road-related approvals
are straightforward. Little judgment
is needed to determine if the
application meets the standards in the
regulations. Approving staff are
suitably qualified to make uniform
decisions that comply with
regulations. Nevertheless, in a
regulatory process affecting the
livelihood of the applicants, we
believe the process should provide
very high certainty of correct
decision-making. We believe a
simple, independent appeal
mechanism is needed (as we describe
below).

With more complex
applications, the decisions require a
challenging exercise of judgment.
Written reference material is key to
ensuring the uniformity of decisions.
We found, however, that the approval
system had only limited written
interpretive material to guide staff in
making judgments. Lack of a long-
term plan for the development of
highways in the district was a

significant problem. The ministry
recognizes these problems and is
rewriting its policy and procedure
manual for development approval. It
also expects to have a long-term
transportation plan approved by the
spring of 1990.

Lacking written reference
material, the approval technicians can
turn to the District Highways
Manager for advice. The District
Highways Managers typically have
had significant experience with the
ministry, although only 4 of 28 are
professional engineers. District
approval staff or the Approving
Officer can also ask for help from
regional engineering staff who are
experts in, for instance, traffic
engineering, road design, and road
construction. Requests for advice,
however, are not part of a mandatory
procedure. A developer’s plan can be
reviewed and the finished work
accepted by the Approving Officer
with little or no input from expert
engineers. Once an approval is
granted, the ministry and not the
developer must pay the cost to fix any
problems.

The ministry does not keep
records of errors made in granting
approvals. Nevertheless, we were
able to identify a few cases of
problems with developments which
only showed up after the approval
was given. For example, there is now
a concern that the access roads for a
certain shopping center being built
next to a highway are not adequate
for the expected increase in the
volume of traffic. Rectifying the
problem, it is estimated, may cost the
ministry over $100,000. Had it been
found before the plan had been
approved by the ministry, the

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

developer would share at least part of
the cost of fixing it.

The consequences of errors in
approval decisions usually do not
become apparent for some time.
When the ministry is repairing or
upgrading a road, it does not
systematically test and report
whether the problem is related to an
approval decision. Thus, neither we
nor ministry management knows the
full cost of conducting the approval
process in the current manner.

We believe the ministry
should restructure the organization of
the development approval process so
that a firm and formal relationship is
established between approval staff
and the road and traffic experts.
Especially with complex
developments, the technical experts
should be involved to ensure that the
ministry’s expectations for safe and
efficient traffic are met.

We also noted that those
involved in granting approvals are
not usually kept informed of the
effect of their decisions. Therefore,
lessons are not being learned from the
success or failure of projects that have
been reviewed. Monitoring the
effects of significant projects on the
nearby traffic should become a
routine procedure within the ministry.
This would provide useful
information about problems —
information that could be kept on file
to help all approving staff make more
uniform decisions.

AUDITOR GENERAL OF BRITISH COLUMBIA

Uniform Compliance
with Regulations for
Subdivisions

In our opinion, the ministry
should strengthen its approval
process for subdivisions so that it can
be more certain that decisions are
made uniformly and in compliance
with regulations.

As with the process for other
approvals, a person wishing to have a
subdivision approved submits his
plans to the approving staff in a
district highways office. Once staff
do their work, they pass the file and
recommendation to the Approving
Officer in the regional office for
decision.

Approval of subdivision
applications involves a broad range of
regulatory reviews and considerable
exercise of judgment and, in some
cases, discretion. For example, the
governing acts require an Approving
Officer, before approving a
subdivision, to ensure that:

® concerns bf those individuals
and groups affected by the
subdivision have been heard;

* the proposed subdivision will
comply with regulations on size
and shape of lots and adequacy
of building area;

* the plan includes necessary and
reasonable access to all new
parcels and to land lying beyond
or around the subdivided land;

¢ the proposed development will
not adversely affect the natural
environment to an unacceptable
degree;
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* the cost to the government
resulting from the development
of providing public utilities or
other services will not be
excessive;

e the subdivision will be suited to
the use for which it is intended;

e the subdivision meets the
requirements of other
government agencies, such as
those concerned with sewer and
water; and

¢ the plan is in a form suitable for
deposit with the Registrar of
Land Titles.

These judgments are so wide
ranging that the Ministry of
Transportation and Highways does
not act on its own. Rather, it performs
part of the evaluation itself and
contacts other expert agencies for
other parts. The Ministry of Health,
for example, advises on sewage
regulations, and the Ministry of
Environment on environmental
impact. Many of the assessments are
not black or white, and professional
judgment is necessary. Also some
requirements under the regulations
may be waived in certain
circumstances. An example is where
the regulation calls for providing a
public beach access every 200 m. This
regulation may be waived if it could
lead to an unsafe situation, such as a
path reaching the top of a cliff. The
discretion involved in such situations
could have significant cost
implications for the developer.

The technicians in the ministry
who perform part of the detailed
examination of the subdivision
application have varying levels of
experience to bring to this work.

Opinions on non-road-related parts of
the application are offered by other
agencies, such as the public health
department for septic systems.
Ultimately it is the Regional
Approving Officer who must gather
and weigh all these opinions and
make a final decision. These
decisions are not subject to any
regular management review. Thus,
for the most part, the ministry’s
approval process relies entirely on its
Approving Officers to ensure that
uniform decisions are made that
conform to the regulations. The only
other controls in the system are
complaints or litigation by applicants,
and the possibility that the Land
Titles Office might reject a
subdivision plan if it spots an
irregularity.

We believe that the ministry’s
approval process for subdivisions,
although it depends so heavily on the
Approving Officer, is suitable to
produce decisions that conform with
regulations in most cases. The
Approving Officers are appointed
only after careful consideration of
their competence, and the act that
defines their position gives them a
quasi-judicial role. Thus, although
they are employees of the ministry,
they can make their judgments
independently. They are also
required to provide reasons when
they disapprove an application.
Nevertheless, as we discussed earlier,
we believe an appeal process is
necessary to give the applicants
sufficient assurance of proper
decision-making.

On the uniformity of
decisions, we think the use of a single
Approving Officer per region
reasonably assures that uniform

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

decisions are being made within the
region. However, there is no formal
process of confirming uniformity
across regions. As part of the audit,
we interviewed representatives of
two retail chains that develop
properties throughout the province.
The opinion of these representatives
was that decisions from region to
region were similar. They also
believed, however, as did ministry
staff, that uniformity between
Approving Officers in the ministry
and those in municipalities was
sometimes lacking. We discuss
ministry coordination with
municipalities below.

Although the approval
process works adequately in most
cases, it does not do so in all. This is
shown by complaints and, in some
cases, litigation as a result of
decisions.

We examined the history of
litigation against the Crown related to
the approval process, and found that
the Crown has been, on occasion,
successfully sued for damages.
Where the Crown has settled a
multiple claim by a single payment, it
is difficult to pinpoint the exact
amount attributable to the Approving
Officer’s decision. However, we were
able to identify three cases, directly
related to the approvals process,
where the Crown had to pay over
$400,000 in total. Although only a
few cases will reach court
proceedings each year, there is always
the potential for large claims.

Because the Approving Officer
has a quasi-judicial role, it is
important that the ministry respect
the independence needed in the
approval process. It is equally
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important, however, that the ministry
strive to maintain service quality and
reduce claims against the Crown. We
believe that, as a quality assurance
measure, the ministry should set up
internal procedures to regularly
review samples of subdivision
approval decisions. To help preserve
the independence of the Approving
Officers, this would best be done as a
peer review. There should also be
more management attention given to
subdivision approval — a reporting
or an audit mechanism might be
appropriate.

The law, in almost every
aspect of the subdivision approval,
gives Approving Officers latitude in
their decisions within legal bounds of
the statutory requirements. For
example, subdividers of waterfront
properties must dedicate land for free
public access to beaches.
Nevertheless, as noted before,
legislation also permits the
Approving Officers to exempt the
subdivider where access is not
considered necessary or safe. This
discretionary power places a burden
of responsibility for fairness on the
officers. To help them make such
decisions, we think management,
consulting with the Approving
Officers, should develop more -
specific, written policy guidance. The
ministry should also keep a file of
precedents which all the Approving
Officers could consult when making
judgments.

Appeal Process

We believe that the current
appeal process for dissatisfied
subdivision applicants should be
improved. The acts provide only for
a formal appeal to the Supreme Court
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of British Columbia. This is an
expensive and time-consuming
process of little usefulness to most
applicants. The ministry has an
informal appeal process involving the
management hierarchy of the
ministry. The availability of this
process is not consistently advertised
to applicants, nor are the bases of
decisions made public. Thus, we feel
that this process does not give the
public confidence that all applicants
have an equal likelihood of fair
treatment. We also believe that such a
process threatens the independence of
the Approving Officers who are
employees of the ministry.

We recommend that the
ministry consider setting up an
accessible and independent appeal
mechanism similar to the board of
variance in municipalities. This
would benefit dissatisfied applicants,
give the general public more
confidence in the independence of the
approval process overall, and provide
the ministry with a set of precedents
which would help ensure more
uniform decision-making in the
future.

Timely and Efficient
Service to Applicants

We found that the ministry
fails to evaluate the timeliness of its
service. Although it strives to
provide prompt service, its
performance is erratic. We also
believe there are a number of ways
the ministry can improve the
efficiency of its service. Toward the
end of 1989, the ministry had started
taking action on several of these
matters.

To assess the timeliness of
ministry service to applicants, we
looked first for standards or
guidelines used by the ministry in
responding to applications. Of the 26
types of approval work, timeliness
standards exist for only some; and
even these fail to distinguish between
simple and complex applications of a
given type. Thus, the ministry does
not have a suitable base for
evaluating its performance in
providing timely service.

Even without standards, we
would like to have seen a systematic
process for measuring, reporting, and
reviewing the actual service times
received by applicants. There was not
one. Staff did, however, try to
provide timely service. Their ability
to do so varied with the cycles of
development activity, and the
availability of staff. Since relatively
few staff deal with approvals in each
district office, vacations, lengthy
illnesses, or vacancies can
significantly affect the amount of
work produced by an office. Overall,
the timeliness of the service provided
was inconsistent. However, the few
large developers we interviewed in
the audit said that ministry
subdivision approval was generally
more prompt than that of
municipalities.

Some members of the
development public, we found,
believe that the ministry gives
precedence to large developers in
processing applications. We
determined that this perception has
arisen primarily because the large
developers are very familiar with
ministry requirements and
procedures. As a result, their
applications are relatively easy to
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review. The ministry has recognized
that it is not providing enough help to
small and one-time developers. It
recently made a new series of
information brochures available to the
public to help them understand the
approval procedures better. Soon a
publication of engineering standards
required by the ministry will also be
available to applicants.

We found that the ministry
uses the same process to deal with all
types and sizes of applications.
Approval staff in district offices
receive and review all applications.
To keep the Approving Officer
informed, or to consult with
engineering staff, documents are sent
to the regional office. This results in
duplicate files in both offices, and
considerable back and forth
communication between regional
staff, district staff, and the applicant.

We noted that applications, in
general, represent three sizes of
development projects:

1. a small number of very large
projects which, because of their
provincial or even national -
importance, may require
attention at the senior level of
management in a number of
ministries;

2. a moderate number of large
projects which require
evaluation by regionally based
experts; and

3. a very large number of small
projects.

For the high-volume routine
projects, the transfer of documents
between the two offices is inefficient
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and a cause of delays. As our audit
was ending, the ministry was
working on delegating authority to
approve projects to district office staff.
We support this initiative for routine
projects, but believe more complex
projects should be processed at the
regional or head office level. This
would remove the disrupting effect of
very large projects from the regular
workload of the district office, and
locate the processing where the
needed expertise is available. We
recommend, therefore, that the
ministry sort the applications and
process them at a level of the
organization appropriate to their
complexity.

In the discussion above on
timeliness, we observed that the
ministry’s work is simpler when the
ministry is dealing with a well-
informed applicant. We therefore
urge the ministry to continue its
current efforts of better informing
applicants, as this will pay back in
improved efficiency and faster service
to clients.

Effective Coordination with
Other Agencies

Other government agencies
are often involved in the approval
process. Timely and efficient service
to applicants therefore depends not
only on the efficiency of the ministry,
but also on the effective coordination
between the ministry and other
agencies.

We found that the ministry
has acceptable systems to coordinate
its interaction with other agencies on
matters under its control, such as
referral of subdivision applications.
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The ministry sometimes has problems
getting timely responses, but there are
well-established procedures for
dealing with such problems.

Where another agency is
supposed to coordinate with the
ministry, additional problems arise.
These occur mainly with
municipalities and regionals districts.
For example, a municipality may
issue a building permit before
ensuring that the developer has an
access permit from the ministry. If the
developer starts building, the
ministry is under unwarranted
pressure to issue the access permit
regardless of its consequences. In one
case we studied, a developer built a
factory on the assurances from the
municipality that it would take care
of any problems with the ministry.
After the factory was built, the
ministry Approving Officer refused a
permit for the planned access because
a hill made it dangerous. In this case,
the ministry acted reasonably and
with due care, yet it is still going to
have to pay part of the cost of making
a safe access.

At this time, each regional and
district office of the ministry is
contending with similar problems in
its relationship with local
governments. We believe the process
would be more efficient if guidelines
were agreed to at the provincial level
by all the agencies involved, and then
sent to field. From the perspective of
the developers, a system with either
fewer agencies involved or better
coordination among agencies would
be welcome.

Looking Ahead

The ministry has formulated
many important initiatives which are
designed to improve the approval
process and to increase the level of
competence of staff involved in it.
Although many of these initiatives
are not yet implemented, we believe
them to be positive steps. The
legislature should expect to find in
the next few years a substantial
improvement in the process for
approving subdivisions and issuing
permits required for land
development projects.

Although we did not study
the issue in detail as part of this audit,
it was apparent to us that approving
subdivisions is out of character with
the main business of the Ministry of
Transportation and Highways. We
are concerned, as a result, that the
development approvals may not
continually receive as much
management and policy attention as
befits such an economically
significant activity. We suggest that
the legislature review whether the
Ministry of Transportation and
Highways should continue to act as
the lead agency for approving
subdivisions in rural areas.
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Ministry of Transportation and Highways:
Gravel Management

Managing the supply of
gravel for highway
construction and
maintenance

Audit Purpose

We undertook this audit to
assess the management of the supply
of gravel for the provincial highways
system. We considered whether the
planning processes of the Ministry of
Transportation and Highways are
suitable to ensure gravel is available
at least cost to satisfy highways
construction and maintenance needs
in the short and long term, and
whether the ministry manages its
gravel pits efficiently by maximizing
the gravel extracted. We also
examined the gravel accounting
processes introduced with the
privatization of road and bridge
maintenance to ensure that they
provide adequate controls over gravel
use.

We performed the audit
between June and September 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, the ministry
must improve its planning processes
to ensure that gravel is available at
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least cost to meet its purposes,
particularly in the long term. The
current process focuses on short-term
needs, and the information available
for decision-making is limited.

As a result of the privatization
of road and bridge maintenance, the
operation of most active gravel pits
was transferred to maintenance
contractors under license agreements.
We believe the ministry has, in
concept, suitable processes to manage
its individual gravel pits efficiently,
and to account properly for gravel
extracted. However, some of these
processes are new and not yet in use,
and some of the policies and technical
information are incomplete.

The Ministry's Use of
Gravel

Gravel is found throughout
the province. Road building uses
gravel in two forms: naturally
occurring and processed. Processed
gravel is naturally occurring gravel
that has been crushed and sorted to a
uniform size. In the three years from
1985 to 1988, the ministry paid an
average of $58 million per year for
natural and processed gravel. When
the hauling and packing costs
involved in building a new road are
added to those of mining and
processing, gravel accounts for 20 to
30% of the cost of the finished road.
Consequently, the ministry spends
from $100 to $150 million per year for
gravel depending on the size of its
building program. Good
management of this large cost item is
important.
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The ministry uses 40% of all
the gravel used in the province
annually. It has around 4,000 pits, of
which about 500 are in regular use.
Most of these pits are on Crown land.

The ministry supplies about 85% of
its gravel needs from these pits; the
rest it buys from private sector
sources. The ministry believes it
should continue to obtain most of the
gravel it will need from its own pits.

As part of its privatization of
road and bridge maintenance in the
1988/89 fiscal year, the ministry
licensed 2,000 of its pits, including
almost all of the pits in regular use, to
the road and bridge maintenance
contractors. The contractors use these
pits as their main source of gravel for
road maintenance. Although the
contractors manage these pits, the
ministry retains ownership and still
has access to the pits for its road
construction needs.

In the past, most ministry staff
considered gravel to be readily

e B TE

available in unlimited quantities and
therefore not needing long-term
management. This attitude is
changing, however. As readily
accessible sources are used up, the
cost of gravel is increasing. Large
areas of scarcity exist, such as in the
Peace River district in the northeast of
the province, and more localized
shortages are arising in other areas
with increasing frequency. Because
haulage distance affects the total cost
of the gravel used in road building,
obtaining needed volumes and
grades of gravel in locations close to
its use is critical to achieving good
value for money.

Other factors of growing
importance are affecting gravel
supply. These include competing
land use demands, environmental
concerns, and the private sector
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gravel industry. Many of these issues
became so significant in Ontario that
the province issued a policy statement
on Mineral Aggregate Resources in
1986, setting out specific policies to
guide management of the gravel
resource. No equivalent policy exists
in British Columbia, but the ministry
recognizes that a long-term approach
to gravel management is needed.

Resource Planning

For the ministry to acquire
and use gravel economically, it needs
a planning process that identifies
what supplies it has, what its
expected needs are, and how it can
best match those needs with existing
or new resources. Expert opinion in
the ministry is that planning should
extend at least 10 years into the
future, with 30 years not being
unreasonable.

The ministry does not have
reliable records of the quantity and
quality of gravel remaining in its
current gravel pits. It is updating
these records, but at its current rate of
progress will take many years to get
caught up. The ministry is also doing
some prospecting for future sources,
but the range of this activity is
limited. Overall, the ministry does
not have suitable information about
its current or future supplies to be
able to manage the resource
economically.

At present, the ministry
identifies its gravel needs for major
new roads at the time the roads are
announced for construction. This
provides an outlook of typically three
to six years. Gravel needed for
maintenance and smaller construction
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projects is identified only for the next
year or two. The ministry does not
yet have a long-term plan that
identifies which new roads will be
built, or which existing roads will be
reconstructed. Without such a plan,
the ministry cannot identify its needs
for gravel far enough into the future
to manage the resource economically.

The ministry has a formal
system for managing processed
gravel for maintenance purposes.
This involves a one- to three-year
planning horizon. However,
maintenance is only one part of the
ministry’s business. Road building
often competes for the same gravel
sources that are used for road
maintenance. Considering all
competing demands, in both the long
and short terms, we found the
ministry’s processes of matching
supply and demand to be inadequate.
Without good quality information
and convenient computer models,
there is little more the ministry can
do. The result is that allocation
decisions are made which do not
consider all possible demands,
sources of supply, and costs. Good
economy in the management of
gravel cannot be assured with the
current methods.

The ministry recognizes the
limitations of its current gravel
planning, and has recently started to
develop a new computer-based
system as one part of the solution to
its problems. While we support this
initiative, we are concerned that the
ministry may be underestimating the
extent and duration of the effort
required to make significant
improvements in its gravel planning.
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Operating Gravel Pits

To achieve value for money,
each gravel pit should be developed
to ensure gravel extraction is efficient.
To do this, the ministry must know
the gravel content of the pit, and plan
how it should be mined. Without this
information, costly misuses such as
high-grading and overburdening may
occur.

High-grading results when
high quality materials are removed
first, leaving unusable lower-quality
materials. Mixing the low and high
quality materials eliminates the
residue of unusable material, and
gives the ministry better value from
the pit as a whole. Overburdening,
which means extracting and

stockpiling materials in a way that
prevents access to the remaining
gravel, may also reduce the efficiency
of a pit. By eliminating both of these
problems, the ministry could reduce
road-related costs.

The ministry uses "pit
development plans" to document
both pit contents and mining plans, as
well as to control the activity of the
maintenance contractors in licensed
pits. These plans, however, are up-to-
date (under five years old) for only
about 20% of the ministry’s active
pits. The ministry recognizes the

- value of these plans and the need for

correcting the present shortage. We
believe a strategy is required for
preparing plans where they would be
most beneficial.
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Accounting for
Gravel

As previously indicated, about
2,000 of the ministry’s pits and almost
all of the active ones are operated by
maintenance contractors under the
terms of license agreements. With
day-to-day management of the pits in
the hands of second parties, the
ministry must have a way of ensuring
that the contractors manage the pits
with due regard for value for money.

The license agreements make
the contractors responsible for
providing pit security, following a pit
development plan (if there is one),
using the gravel only for maintaining
provincial highways, reporting usage,
and paying for usage. The license
does not grant the maintenance
contractors exclusive possession of
the pit; both the ministry and its road-
building contractors can also obtain
access. However, maintenance
contractors are responsible for
reporting all materials taken from the

pit.

We found a number of
problems with ensuring that the
ministry is paid for all gravel
extracted from pits. An agreed
opening inventory position has not
been achieved in all cases.
Inconsistent measurement practices
are being used throughout the
province. Delays by maintenance
contractors in reporting usage are
widespread. All of these factors may
lead to a loss of revenue to the
ministry.

At the time of our audit, the
ministry was in its first year of
dealing with the maintenance
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contractors, and many of the
problems are attributable to start-up
difficulties. The ministry is
addressing these issues with the
maintenance contractors, but
corrective action had not occurred as
of the completion of our audit.

We had one other concern
with the ministry’s relationship with
the maintenance contractors. When
the contractors need gravel for road
maintenance, they can use the
ministry pits at prices detailed in their
license agreements or they can buy
from a private source. Prices in the
license agreements for gravel from
ministry pits are uniform across most
of the province. They do not reflect
the actual cost of procuring gravel in
a specific area. Since that cost can be
quite high in areas where gravel is
scarce, such as the Peace River
district, this means that in some areas
the uniform ministry price provides
the contractor with gravel at prices
well below cost. In areas where the
license agreement price is high in
relation to actual extraction costs, it
encourages the contractor to buy from
other sources. To encourage rational
resource allocation choices, and to
provide a more accurate project
costing, we recommend that future
license agreements contain prices that
more accurately reflect costs in their
local areas.

Environmental Issues

Opening, operating, and
closing a gravel pit give rise to
environmental issues. Visual impact,
production noise and dust, physical
damage, and reclamation must all be
addressed. There can also be specific
issues, such as those for water, fishing
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and wildlife, and for archaeological
and native concerns. Many of these
involve other ministries or the federal
government and can take time to
resolve. The ministry wants the
lowest-cost gravel for its road
maintenance and construction, but
will use more expensive sources
rather than delay construction if an
environmental concern over the
access to the optimum source
isunresolved. Thus, the ministry’s
planning must identify
environmental issues early enough to
get them resolved in a timely manner.

The ministry is increasingly
aware of environmental issues related
to gravel use, although it does not
have formal policies in this area. Pit
development plans address many of
these issues although, as already
explained, such plans do not exist for
most pits. However, with the
growing importance of environmental
protection, we believe the ministry
should begin to deal with the issues
in a more structured way.

Reclamation is the process by
which pits are returned to their
natural state. It is an important part
of the pit life cycle, and should be
included within a pit development
plan. The ministry has many
exhausted pits that should be
reclaimed. It has recently been giving
priority to reclaiming pits visible from
the roadside. We believe it should
review its reclamation planning
process and ensure that all pits
receive suitable treatment.

Once pits are depleted or are
no longer needed, government policy
requires that the ministry return them
to the Ministry of Crown Lands. We
found that such pits are not returned

in a systematic way to Crown Lands.
The ministry has many old pits it no
longer needs, but its inventory
records are so poor that it has
difficulty identifying them. We
believe the ministry should address
this backlog, and should institute a
formal process to return pits as they
become exhausted in the future.

Looking Ahead

It will be a major undertaking
for the ministry to put in place the
organization, policies, systems, and
data banks needed to manage its
gravel resource in a cost-effective
manner. The ministry is aware of the
shortcomings of its current practices
and has taken some actions to move
to a more sophisticated management
system for gravel. There is still much
work to be done. The Legislative
Assembly should expect the ministry
to create an overall plan for
improving its gravel management
practices, and to assign the
responsibility and resources needed
to meet the goals identified in the
plan.
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Ministry of Transportation and Highways:

Buying Signs

A review of the business
relationship between the
ministry and the privatized
sign shop

Audit Purpose

In 1988, as one of its
privatization initiatives, the
government sold the assets of the
Ministry of Transportation and
Highways’ sign shop that for almost
40 years supplied all the highway
signs used in the province. Since
then, the government has purchased
all highway signs from private sector
suppliers. In conjunction with the
sale of the sign shop, the government
agreed to purchase highway signs for
a period of five years from Tran Sign
Ltd., the company that bought the
sign shop.

We conducted our audit to
determine whether the ministry isa
prudent purchaser when buying signs
from the private sector. We did not
question the terms of the agreement
between the government and its
current supplier, or the events that led
to the government entering into this
agreement. These matters were
considered in an audit we conducted
earlier and reported on in our 1989
Annual Report.

We conducted our audit
during the period June to September
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
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and other procedures as we
considered necessary in the
circumstances.

Overall Conclusions

In our opinion, the ministry in
the first 18 months of the sales
agreement with Tran Sign Ltd. had
not done all the things necessary to
manage the agreement soundly. It
does not have an adequate system to
monitor sign orders or an adequate
quality assurance program. It also
did not meet its minimum purchase
commitment in the first year of the
agreement and, as a result, it had to
renegotiate the terms of the
agreement at a somewhat higher cost
to the province.

These difficulties have arisen
mainly because the ministry is
accustomed to making, rather than
buying, signs. To improve its
performance, we believe the ministry
needs better order information and a
quality assurance program.

Privatization of the
Sign Shop

The Sales Agreement

On April 8, 1988, the
government sold the assets of the
Ministry of Transportation and
Highways’ sign shop in Langford to a
company called Tran Sign Litd.,
owned by former employees of the
ministry. On the same day, the
Province entered into a Sales
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Agreement with the company for the
supply and purchase of signs for a
five-year period. Through the Sales
Agreement the government agreed to
purchase, in each of the five years of
the agreement, a minimum quantity
of signs at a fixed price. The
minimum annual quantity declines
from 20,000 m? in the first year of the
agreement to 15,000 m? in the fourth
and fifth years. During the first year
of the agreement with Tran Sign Ltd.,
the ministry was required to purchase
all its signs from the company. In
subsequent years, the ministry may
buy signs from other suppliers,
although it is required to purchase or
cause to be purchased certain
minimum quantities in each of the
four years.

The price of signs was fixed
for the first year of the agreement. In
subsequent years, price increases are
limited to covering the demonstrated
increases in the cost of materials and

freight. Discounts for purchases over

specified minimum quantities are also
provided for.

The Sales Agreement states
explicitly the materials to be used in
sign construction, the sign
specifications, the shipping schedules,
and the payment provisions.

Relationship Between the
Ministry and Tran Sign Ltd.

The ministry and its current
sign supplier occupy roles that are not
usual in arm’s length business
relationships. Until recently, both
parties were part of the same
organization and shared many
interests. Now they must adapt to the
new working relationship. We

iy

believe the ministry must act more
critically, particularly in the areas of
performance monitoring and quality
assurance. The ministry must ensure
that both it and Tran Sign Ltd. meet
their performance obligations under
the contracted Sales Agreement.

The essence of a contract is an
exchange of promises. In this case,
the Province has promised to
purchase and pay for signs. The
supplier has promised to produce and
deliver signs and has agreed to
provisions regarding quantity, quality,
delivery, price, discounts, and other
matters. Both parties to a contract
have an interest in ensuring that they
are meeting their obligations and that
the other party is also doing so. We
found that the ministry is not
collecting the information it needs to
ensure that both it and the supplier
are meeting their obligations.

Privatization of Road and
Bridge Maintenance

As part of its privatization
efforts, the government contracted
with private sector companies to
maintain roads and bridges
throughout the province. These
contracts provide for the maintenance
of signs, including replacement where
necessary. The maintenance
contractors are required to purchase
all signs needed from Tran Sign Ltd.
These purchases are included in the
government’s contract as part of the
minimum quantities that the
government has agreed to purchase.

The maintenance contractor
must absorb the cost of all signs
replaced as part of the regular
maintenance obligation. Therefore, it
is in the contractor’s best interests to

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

minimize the number of signs it
replaces under the maintenance
contracts as long as it can maintain a
level of service that is acceptable to
the ministry.

Monitoring the Sales
Agreement

Monitoring the Contract

The ministry does not
accumulate data on how many signs
have been purchased and, therefore,
has no independent means of
monitoring the quantities of signs
purchased during any year of the
agreement. It must rely on Tran Sign
Ltd. to provide it with this
information. This means the ministry
has difficulty ensuring that it can
meet its commitment to purchase
minimum quantities of signs in each
year of the agreement. It also has
difficulty knowing when it might be
entitled to discounts for volumes over
the minimums.

Minimum Purchase
Commitment

In the first year of the
agreement, the government did not
meet its commitments to purchase
20,000 m? of signs. Because
maintenance contractors did not
purchase as many signs as the
ministry had anticipated, total
purchases amounted to less than
15,000 m2. As a consequence, the
ministry was subject to the penalty
provisions of the contract. It
subsequently agreed with Tran Sign
Ltd. to purchase the first year’s
shortfall in the remaining years of the
agreement. As compensation, it
advanced $240,000 to Tran Sign Ltd.
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against future purchases, and is
renegotiating the agreement’s
provisions for guarantees and
payment process. Amendments to
the agreement had not been finalized
at the time of our audit.

Price Increases

As provided for in the
agreement, Tran Sign Ltd. proposed,
at the end of the first year of the
contract, a unit price increase based
on increases in the cost of materials
and freight. The ministry reviewed
the proposal and agreed to an
increase less than that proposed by
the company. The approved increase
amounts to approximately 6%. We
believe that the ministry handled this
part of its contract management
responsibilities adequately.

Quality Assurance

Because substandard signs
may not become apparent for several
years, any deficiencies in manufacture
must be identified early enough that
effective remedial action can be taken.

The ministry has not tested
signs supplied by Tran Sign Ltd. to
ensure that they have been fabricated
according to the specifications. When
signs were produced by ministry
employees, it was appropriate to
assume that acceptable quality would
be maintained. The ministry is
relying on Tran Sign Ltd. to produce
the same quality of sign that was
produced in the past.

In our opinion, now that the
ministry is dealing with a private
company, it cannot continue to
assume that Tran Sign Ltd. will
produce signs that meet the
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ministry’s standards. We believe that
the ministry must establish its own
program to provide it with assurance
that its sign supplier is meeting
construction specifications.

Alternative Suppliers

The ministry has not begun to
develop alternative sign suppliers. It
has indicated that it believes its
current needs can be satisfied by Tran
Sign Ltd. and that it is too early to
consider developing other potential
suppliers.

To derive maximum benefits
from the competitive market, we
believe the ministry must be in a
position to purchase signs from
suppliers other than Tran Sign Ltd.
Its current preference for specific
materials (for example, steel stop
signs) or fabrication techniques (heat-
activated rather than pressure-
sensitive application of reflective
material) may limit the opportunity
for competitive bidding. An
alternative approach would simply
indicate the required durability or
warranty for signs, not the specific
materials or fabrication techniques to
be used.

We believe the ministry
should start planning now for the
time it will begin to purchase signs in
a competitive market. It should work
with the Purchasing Commission in
this.

124

Looking Ahead

In the short term, the
Legislative Assembly should expect
the ministry to ensure that the

~ ministry has adequate information

about sign quantity, quality, delivery,
and price to enable it to meet its
obligations and obtain value for
money under the current agreement.

"This includes ensuring that signs

supplied meet quality expectations,
that any price increases are justifiable,
and that volume discounts are
realized when available.

In the longer term, the
Legislative Assembly should expect
the ministry or the Purchasing
Commission to identify and develop
other potential sign suppliers. This is
particularly important if the ministry
wants to ensure that there is a strong
competitive market at the time the
agreement expires.
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Ministry of Transportation and Highways:
Services, Facilities and

Attractions Signs

An examination of the
ministry’s implementation of
the Services, Facilities and
Attractions sign program

Audit Purpose

During the past two years, the
Ministry of Transportation and
Highways has undertaken a new
program of providing blue and white
road signs to support tourist-oriented
businesses in the province. The
stated purpose of the program is to
provide clearer, better information to
travellers, to clean up the rights-of-
way across the province and, by
removing unnecessary signs, to
enhance their scenic value.

We conducted this audit to
assess whether the ministry took
reasonable measures to ensure that it
obtained value for money when
implementing the program. These
measures we evaluated against three
standards of performance: that the
ministry ensured it had sufficient
information to evaluate the value-for-
money consequences of the program
before it decided to proceed; that it
achieved economy in
implementation; and that it
conducted an evaluation of the
program’s success after completion.
In making our assessment, we
accepted the stated objectives of the
program as the measure for program
success.

We conducted our review of

the Services, Facilities and Attractions
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sign program during the period June
to September 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 Conclusions

In our opinion, the ministry
did not take all reasonable measures
before implementing this program to
ensure it would obtain value for
money. Although it did some pre-
implementation testing of the
program, the testing did not cover
enough of the key program features,
such as sign removals and installation
costs, for the ministry to have
sufficient information to evaluate the
value-for-money consequences of the
program before proceeding with it.

We believe that in two areas
the ministry spent more money than
was necessary to implement the
program. First, it chose to install the
signs using contractors that were
more costly than an available
alternative. Second, it paid a
premium for rapid sign fabrication
even though the targeted installation
deadline was not met.

At the time of our audit, the
ministry had completed the
installation of the initial signs, but
had deferred completion of the right-
of-way cleanup. At September 1989,
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the ministry had not evaluated the
success of the program, although it
was planning to do so.

Highway Signs

Control of Private Signs

The Ministry of
Transportation and Highways has
authority to control signs on highway
rights-of-way. It also has authority to
control signs on private property in
rural areas within 300 m of the
highway.

The ministry has not, in the
past, restricted
the erection of
signs on private §
property. Until §
recently,
however, it did
control signs
along highways
by requiring
that those
erected on the
rights-of-way

have a permit issued by the ministry.
All other signs were removed by
ministry crews. Since 1984, in an
attempt to support business suffering
from the recession, the ministry has
not tried to control private signs on
the rights-of-way. As a result, private
signs have proliferated.

A New Sign Program

The Services, Facilities and
Attractions sign program is a
cooperative venture between the
Ministry of Transportation and
Highways and the Ministry of
Tourism. It involves the installation
of blue and
white guide
signs
informing
travellers
about the
availability
and location of
services and
attractions.
The signs are
supplied and
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erected at no cost to the owners of
businesses that meet the qualifying
criteria for the program. The
program was intended ultimately to
help strengthen local and provincial
economies. The program also
provides for the removal of private
signs from highway rights-of-way,
making the roadside more attractive
for the travelling public.

The signs used in this
program are in addition to existing
road signs which provide
information, directions, and traffic
control.

Establishing Services,
Facilities and
Attractions Signs

Preliminary Assessment

Two pilot projects were
conducted before this province-wide
program was begun. We would have
expected the ministry to have
evaluated the effectiveness of the
program either during or after the
pilot projects—but before the ministry
committed to the full program.

We found no evidence,
however, that the ministry conducted
such an assessment. The evaluation
done after the first pilot project
focused on the implementation
process, not on whether the program
was likely to achieve its intended
goals. Before the second pilot project
was completed, the ministry decided
to implement the full program. This
decision was made with limited
evidence that the program would be
able to meet its objectives,
particularly in removing private signs
from the highway rights-of-way.
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Acquiring and Erecting the
Signs

The new province-wide sign
program was started with the goal of
having all the new signs in place at
the start of the prime tourist season,
July 1, 1989. Removal of private signs
was to take place immediately after
the new blue and white signs were
installed.

The ministry has spent
approximately $4 million under this
program to produce and install signs.
Although fewer signs have been
erected than expected, installation
costs have been higher. There have
also been additional costs to the
ministry for personnel and other
resources used in developing and
implementing the program, which
were not included in the budget.
Costs of removing signs from the
rights-of-way are yet to be
determined.

All signs were produced by
Tran Sign Ltd. To meet the July 1
deadline, the ministry agreed to
provide an incentive to have Tran
Sign Ltd. accelerate production. The
ministry advanced funds to enable
Tran Sign Ltd. to purchase raw
materials, and agreed to pay for
overtime work and additional
equipment costs directly related to
the accelerated production schedule.
The ministry paid a total premium of
approximately $34,000 for overtime
and equipment rental.

The new signs were installed
throughout most of the province by
private contractors who were
awarded contracts after a public
tender. Each road and bridge
maintenance contract contains

1
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provisions for the installation of new
signs by the maintenance contractor,
and the ministry could have had the
signs installed under these contracts.
However, it decided to use a separate
contract in an effort to make business
opportunities available to other
contractors.

In four districts, all of the bids
received from contractors were
considered to be too expensive and
the ministry proceeded using its own
resources. In five districts new
contractors were awarded the sign
installation work. In the remaining 19
districts, the sign installation contract
went to the company that already had
the road and bridge maintenance
contract.

In every district, the cost of
installing signs under separate
contracts was higher than the cost
specified in the road and bridge
maintenance contracts. While it is
difficult to calculate precisely the
additional costs associated with using
separate contracts, we estimate that
the total costs of sign installation are
more than 25% higher than they
would have been had the signs been
installed using the road and bridge
contracts.

We believe the road and
bridge maintenance contracts should
have been used to install the services,
facilities and attractions signs in the
19 districts where the separate
contract went to a company that
already had a maintenance contract.

The Results

The July 1 deadline was not
met. Tran Sign Ltd. was unable to
produce all the required signs, partly
because the ministry required that it
give priority to other signs ordered by
the ministry. Installation of signs was
also delayed, as a result of delays in
the awarding of contracts, shortages
in support structure materials, and
other priorities in contractor work
schedules.

As of September 1989,
installation of the Services, Facilities
and Attractions signs has taken place
throughout the province. However,
the ministry has made less progress in
having private signs removed from
the rights-of-way. It now intends to
permit many of the existing private
signs to remain along the highways
for the next five years. It has
postponed any efforts to deal with
signs on private property.

The ministry has indicated
that it intends to evaluate the
effectiveness of the program.
However, its evaluation will, of
necessity, be limited to those aspects
of the program that have been
implemented. As private sign
removal has been deferred, this aspect
of the program cannot be evaluated.
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Looking Ahead

The Legislative Assembly
should expect the ministry to evaluate
and report on the success of the
Services, Facilities and Attractions
signs program.

It may have difficulty isolating
the effect that the new blue and white
signs have on the objective of
providing better information to
tourists; or assessing the effect that
this program might have on
strengthening the local and provincial
economies. It should, however, have
little trouble assessing the extent to
which it has been successful in
cleaning up the highway rights-of-
way.
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Ministry of Transportation and Highways:

Annual Report

Accountability to the public

Audit Purpose

We conducted this audit to
determine if the Ministry of
Transportation and Highways’
Annual Report 1988/89 contains
sufficient, reliable information, in an
understandable form, to allow the
Legislative Assembly and the public
to judge the ministry’s performance.

We conducted our audit in the
fall of 1989. Because the ministry had
not yet published its 1988/89 annual
report, we based our audit on a draft
of that report. When we were
preparing our 1990 Annual Report,
the ministry still had not released its
1988/89 annual report.

Consequently, we are unable to
determine whether our comments
pertaining to the draft report will
remain valid for the final published
version. We provided the ministry
with our analysis of the draft report
in November so that they might
revise it before publication.

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

We concluded that the
ministry’s 1988/89 annual report does
not contain sufficient information to
allow the legislature and the public to
judge the ministry’s performance. In
particular, information on the client
condition and state of the road system
are needed, as are more comparative
data on ministry performance.

The process the ministry used
to assemble the report included
suitable control over the reliability of
data.

The report was also
understandable, but could still be
improved if the language were
simplified.
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Our Standard for the types of information the
legislature and public need to judge
Annual Repor ts ministry performance.
In 1984 we developed an Not only should each category

accountability model which identifies of information shown in the model
FIGURE 3.4
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appear in the annual report, but the
annual report should show the
relationship among the categories.
Thus, the legislative direction
provided in acts and the knowledge
of the client situation or need should
shape the ministry’s mission, goals,
and programs. The program
activities and expenditures produce
specific effects on clients, the desired
effects being goals. Finally, the
forecasts of the future situation of the
client and the ministry’s intentions
give a preview of the coming year.

This model is consistent with
more recent recommendations on
accountability reporting, such as
those contained in the Canadian
Comprehensive Audit Foundation’s
1987 publication, Effectiveness:
Reporting and Auditing in the Public
Sector.

To our model we added
criteria for making the text more
readable, including using pictures,
graphs, and tables, using non-
technical language, and taking care in
layout.

We used the same criteria for
content and presentation in this audit
as we used in our 1984 audit.

The History of the
Ministry's Annual
Reports

In 1984 we assessed the

. annual reports of all the ministries to
see if they met an acceptable standard
for public accountability. Our overall
opinion was that they did not.

The Ministry of
Transportation and Highways’” annual
report at that time had some
important strengths. For example, it
provided a large quantity of data, and
some of the data was organized by
electoral district, a feature we saw as
specifically intended to provide
accountability. Overall, however, the
report did not tell an organized story
about the ministry’s performance.
Only a knowledgeable reader with
persistence could pry some
interesting information from the
mountain of raw data. The key steps
needed for improvement were to
identify which data were essential for
accountability, and to present them in
an easily understood manner.

In its 1986/87 annual report,
the ministry made a major change in
content and format. The report was
presented in two parts: a formal
annual report and a statistical
supplement. The formal report was
concise, closer in its structure to our
accountability model, and less
technical in its language. However,
the information it contained was
incomplete. The statistical
supplement provided much, but not
all, of the detailed data of the older
reports.

Although the ministry has
stated that its new approach to
reporting was in response to our 1984
audit, we do not believe the new
report conforms well with the advice
we provided in 1984. The draft
1988/89 annual report, the subject of
this audit, is better than those of
1986/87 and 1987/88, but major
improvement is still needed for the
ministry to meet its obligation of
public accountability. The main areas
needing improvement are discussed
below.
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Improving the Annual
Report: Structure

Only part of the 1988/89
annual report is structured by
program. Reporting of over 75% of
ministry expenditure (highway
capital and maintenance) is
structured by ministry department.

The basic story-telling units in
an annual report can either be
ministry program or ministry
department. Programs are the way
that the public usually understands
the ministry’s purpose and services.
Departments are an internal view of
the ministry, unfamiliar to the public.
Also, each program includes all the
accountability elements — clients,
purpose, budget, activities, and
results — whereas each department
may not include all of those elements.
For these reasons, we recommend
that the annual report use programs
as its basic structure for providing
accountability.

In its 1988/89 annual report,
the ministry tells five program or
project stories: reorganization,
privatization, a transportation plan,
major projects, and a new sign
program. Each is more
comprehensible than the rest of the
report, which lists the activities of
various ministry departments.
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Improving the Annual
Report: Sufficiency of
Information

Clients

Who the ministry’s clients are
is not apparent in the 1988/89 annual
report. Our accountability model for
annual reports stresses that a ministry
must identify its clients and their
condition or needs. The goals and
results of programs can then be
related accordingly.

The client situation for
Transportation and Highways could
be described in two ways. One is
based on the investment of several
billion dollars by taxpayers in the
provincial highway system. The
ministry has an obligation to account
for its management of this investment
by reporting on the capacity and
condition of the roads and bridges,
and on whether enough rehabilitation
and maintenance is being done to
provide the best lifetime value for
money from the investment. The
1988/89 annual report does not
contain an overall assessment of the
state of the highways asset, nor does
it indicate whether, at current funding
levels, the infrastructure is being
eroded, maintained or enhanced.

The ministry states that its
mission is "to provide and maintain
safe and efficient movement of people
and resources on a provincial
transportation system.” It has five
main programs to do this:
transportation planning, major capital
construction, highway capital
construction, highway capital
maintenance (rehabilitation), and
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highway maintenance. There is a
logical relationship among these five.
Transportation planning identifies the
needed road capacity and considers
the impact of alternative modes of
travel, such as air and public transit.
Major and highway capital
construction projects (the latter are
smaller than major projects) build
new roads. Rehabilitation reduces
maintenance and defers new highway
construction. Maintenance prevents
premature wear of the road, deferring
rehabilitation or construction. The
quality of initial construction affects
the need for future rehabilitation and
maintenance. Finally, the service
level (two-lane, four-lane, paved,
unpaved) of current construction
satisfies needs in the transportation
plan for varying time periods into the
future. The common thread
throughout these programs is lowest
lifetime cost. The 1988/89 annual
report does not show any of these
relationships. To provide proper
accountability, it should do so.

In addition to an accounting
on the state of the overall investment,
the ministry should also describe the
need for transportation in each region
of the province. Monies are spent on
roads because certain people have
certain needs. The size of the
population, the numbers of cars and
trucks, and the amount of industry in
each area identifies the clients for
roads, and the client needs. The
annual report should therefore
describe the condition of the roads
that is, the extent, type, and state of
repair of roads and bridges — and
provide usage and accident statistics.
This information is not present in the
1988/89 annual report. If it were, the
ministry could then relate its
programs (construction,

1

rehabilitation, maintenance) to the
client numbers and road conditions in
each area.

Expenditures

To be accountable, the
ministry should report what it spent,
what the expenditures bought, and
whether the cost was reasonable. The
1988/89 annual report provides some
summary financial information and,
particularly in the supplement, lists
many specific works and the money
spent on them. It does not, however,
deal adequately with the issue of
reasonable cost. In addition, there are
some major omissions in the detailed
information provided — information
on the road and bridge maintenance
contracts, for example.

Reasonable cost is determined
by comparing the expenditures for
completed works with the original
estimates or budget. In only one
write-up, that on the Okanagan
Connector, does the ministry compare
cost and budget. We think it should
do so for all its works. As well, we
believe the ministry should
demonstrate that the budgets
themselves represent good value for
money. This would require the
ministry to address lifetime least-cost
approaches for distributing funds
among initial construction, annual
maintenance, and periodic
rehabilitation.

Results

The ministry should also
report on results: what was the
intended effect and what was the
actual effect of the activities and
expenditures of the ministry. The
1988/89 annual report and
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supplement list many in-progress and
completed works, but these results
lack context because there is no
description of the client in the report.
The reader should be informed, for
example, as to how completion of the
Richmond East/West Freeway has
affected capacity, commuting time,
and safety. Unless the results are
related to effects on clients,
accountability is deficient.

Forecasts

Little forecast data are
presented in the 1988/89 annual
report. Although accountability is
primarily a look backward at results
rather than forward at expectations,
there is a clear public interest in
knowing what is likely to happen in
the future. Our accountability model
asks the ministry to describe the
expected client condition, anticipating
that it achieves its program goals.

The 1988/89 annual report
includes some comments about future
programming, especially on the
transportation plan and major
projects, but this information is
limited. We realize the ministry is
restricted by the government policy-
making process in how much forecast
information it can reveal. However, it
always knows its budget for the next
fiscal year when it is writing the
annual report for the current year. We
believe that the ministry should, at a
minimum, include forecast data for
the next fiscal year, especially in time-
series graphs and tables.

Providing Context

The main purpose of
accountability reporting is to show
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the extent to which goals are
achieved. Few goals in government
are absolute or fully objective; most
are relative and involve judgment.
Because of these latter attributes,
information about achievements
needs context.

One aspect of context is that
there be enough background
information for the report to stand on
its own. The 1988/89 report in most
sections provides such context: the
reader is not assumed to have read
previous annual reports. Throughout
the report, however, the reader still
needs additional data to be able to
assess the significance of the
information presented.

This additional contextual
data is of three types. One shows
comparisons, for example, as to how
British Columbia compares to other
provinces, or how one region
compares to another. The ministry
presents a number of tables of
comparative data; for example, on
highway capital and maintenance
expenditures by electoral district:
However, this data lacks context
because the electoral districts vary
significantly in size and population.
Without some measure of "price per
unit" a reader cannot make
meaningful comparisons.

The second type shows
hierarchical relationships; that is, how
an activity is part of a larger whole.
Throughout the report, for example,
there are references to planning,
design, grading, and paving, but
there is no explanation as to how
these relate to road building.

The third aspect of context is
change over time, which is important
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to a reader’s assessment of whether
matters are improving or
deteriorating. For example, the

1988 /89 report provides only the
current-year regulatory statistics.
Without some prior years” data, a
reader cannot know from this if the
ministry’s workload has significantly
increased or decreased.

We believe the ministry
should improve all forms of context
data in its annual reports.

Improving the
Annual Report:
Understandability

We believe the 1988/89 annual
report is too complex and uses too
much technical language to be easily
understood by members of the
legislature and the general public. We
acknowledge that writing about a
technical subject for a non-technical
audience is difficult, but it can be
done. If the ministry accepted the
idea that it is writing for an audience
that is interested in, but not familiar
with, its business, we believe the
writing style would improve.

Because the ministry publishes a
statistical supplement with the annual
report, it can keep its main report
simpler than if it had to publish all
the relevant material together. We
recommend that the ministry take
more care in writing its annual
reports so as to improve their
understandability.

Improving the Annual
Report: Reliability

We believe the process used
by the ministry to prepare its annual
report suitably controls the reliability
of the data in the report. First, the
ministry assigns the preparation of
the annual report to a single senior
manager. Clearly assigning this
responsibility helps ensure that care
will be taken with the quality of the
product. To ensure the accuracy of
the information, the managers
responsible for each program provide
the necessary data to the writers.
Once written, the report in draft form
is returned to the contributors who
confirm the accuracy of the material.
Finally, the completed report is
formally accepted by the executive of
the ministry, who recommend its
issuance to the Minister.

Improving the Annual
Report: Timeliness

We believe the ministry is
significantly weakening the value of
its annual report as a public
accountability document by failing to
make it public within six months of
the end of the reporting period.

In our review of annual
reporting in 1984, and again in
comments in our 1987 report, we
expressed concern about the delay
with which annual reports became
available to the legislators and public.
We advised ministries that the reports
should be made public within six
months of the fiscal year-end as
required by Treasury Board
regulation, and that prior tabling in
the legislature was not required.
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An accountability report must
be timely to have impact. The
ministry, however, will not publish its
1988 /89 annual report until April
1990, a year after the end of the
period being reported. This delay
means that much of the report’s

content will be superseded by events.

As well, the 1990/91 Estimates will be
released about the same time as the
1988/89 annual report, further
shifting attention away from the
annual report. Even if the 1988/89
annual report is well written, it will
not have the impact it should,
because of the delay in its tabling.

The coincidental timing of the
1990/91 Estimates and the 1988 /89
annual report emphasizes the
problem. The public will have before
them, in the Estimates, an outline of
the ministry’s programs for the
coming 1990/91 year, yet the debate
on these intentions will lack
information about the year just past
(1989/90). Only information that is
over a year old (1988/89) will be
available.

It would require real
dedication to accountability for the
ministry to prepare its future annual

reports in time to table them while the

legislature was still in its spring
sitting. But it could be done. Failing
that, we think the ministry should
release its next annual report
(1989/90) no later than September 30,
1990.
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Looking Ahead

The legislature and public
should expect a marked improvement
in the ministry’s annual report
starting with 1989/90. We have
provided the ministry with a detailed,
line-by-line critique of their 1988/89
report, showing what needs
improving and making suggestions
about how to do so. We believe the
ministry has the talent and resources
to act on our findings.
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Response of the Ministry of
Transportation And Highways

Road and Bridge
Maintenance

The Ministry is pleased to
acknowledge the assessment of the audit
report on road and bridge maintenance.

The report’s observations and
recommendations, when taken together,
provide a fair reflection upon the Ministry’s
management of road and bridge
maintenance within the first year of
implementation.

The Ministry is particularly
pleased with observations regarding road
maintenance standards and the Quality
Assurance Program. Indeed the Ministry
considers itself to be the North American
leader in both these areas, as we are not
aware, after extensive consultation with
both the Roads and Transportation
Association of Canada (RTAC) and the
American Association of State Highway
and Transportation Officials (AASHTO) of
any other jurisdiction that has developed
either standards or performance
measurement to the extent present in
British Columbia.

The audit report refers to three
areqs of significarnce requiring improvement
in the view of the Auditor General. The
Ministry responds to each as follows:

Standards for Managerial
Control

The audit report is concerned that
the maintenance contracts do not provide
adequate assurance that the contractors
will prepare plans and undertake tasks that
are necessary to warrant performance
against the maintenance standards.

138

The Ministry believes the audit
report has made a useful observation and
has already begun to ask certain contractors
for more detailed management plans where
we suspect the contractor may not be
adequately prepared. Consideration will
also be given to building this element into
the contract documents for the next
contract.

While the benefit of this audit
comment is acknowledged, it must be
observed that there are important limits to
the Ministry’s intervention on how the
contractors meet the terms of their contract.
The acid test of contract compliance is
based upon results on the road.

Maintenance Standards vs
Road Safety

The report is concerned that
current maintenance standards, while
comparable to other jurisdictions, may not
equate to safe driving conditions. The
Ministry shares this concern. We also
concur that more formalized user feedback
is prudent. Nevertheless, the Ministry is
strongly of the view that its historic
methods of reviewing the adequacy of road
standards is the best means of ensuring safe
driving conditions.

The Ministry has a long history of
maintaining roads Province-wide under
every possible condition. Through a
combination of both trial and error and
empirical research, the Ministry has
developed standards and methods that work
given the limitations of finite resources and
available technology. Furthermore, the
Ministry has, from its inception, been an
active pariner in RTAC. This Association
provides an opportunity to review
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maintenance standards and practices
throughout Canada, and through its
collaboration with AASHTO to review
similar practices throughout the United
States. In addition, many co-operative
research projects have been launched by
Canadian highway agencies to test the
effectiveness of both materials and
maintenance routines. The benefit of this
research is reflected in Ministry standards.

Evaluating Contractor
Performance

The audit report expresses concern
that not all elements of the Quality
Assurance Program have been fully
implemented. The Ministry shares this
concern and has taken steps to review how
the program is being implemented in each
District and is giving line managers
feedback on improvements required. In
addition, developmental sessions between
District management staff and contractors
have been held and more are planned to
ensure all parties better understand the
requirements of the Quality Assurance
Program.

The Ministry is cognizant of
improvements needed and commits to
enhancing our process of evaluation. At the
same time the Ministry is aware that new
contractual relationships, such as for road
and bridge maintenance, must progress
through an evolutionary cycle before they
achieve full maturity.

Major Capital Projects

The audit report has provided a
balanced and fair assessment of progress by
the Ministry to totally revamp its
management of major projects. The report
is a useful document for purposes of
continuing to enhance project management.
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Three substantive issues referenced
in the audit report are of prime importance
to the Ministry. They are: cost estimating,
project control, and quality control. Each
of these areas is fundamental to good project
management and every effort will be made
to improve upon them. Specifically the
Ministry will:

Cost Estimating

Increased priority will be given to
the development of a data base to enhance
project estimating.

Project Control

Consideration will be given to
additional resources that should be
employed to more effectively ensure the
integrity of the project scope, schedule, and
budget. Currently this is provided for
within the project teams for each major
project but, in view of the audit comments,
consideration will be given to the need for a
more independent assessment.

Quality Control

A review will be undertaken of the
timing and intensity of Ministry efforts to
warrant quality control on each project. As
noted in the audit report, principal
accountability for professional services now
falls to the private sector. Nevertheless, the
Ministry in its role as owner of the
Provincial highway system, believes it is
critically important to have its own
representatives vet major design solutions
at appropriate stages in each project. To
this end, every major project has a team of
seasoned professionals assigned as staff
experts to the Project Director. In view of
the comments contained in the audit report,
however, we will review procedures to
ensure this goal is met.
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Development Approvals

The audit report shows a good
understanding of the development
approvals process and gives fair assessment
of the Ministry's performance in the areq.
It will be of great help to the Ministry in its
continuing effort to improve its level of
service.

The report refers to four areas
which require strengthening. The Ministry
agrees and is taking the following actions:

Uniform Decision Making

The Ministry is presently
rewriting its policy on development
approvals to bring more clarity to it. This
policy will be made available to the
development community so that there will
be no mystery as to what the rules are. It is
also actively considering having Approving
Officers’ decisions reviewed by their peers
on a random basis.

Independent Appeal Process

The report points out that there is a
Ministry appeal process through the
management hierarchy. However, in view
of the audit comments, consideration will be
given to develop a more independent review
process. The Ministry will be investigating
models of appeal processes used elsewhere
in Government.

More Checking of Complex
Applications

The Ministry will endeavor to
include in its new policy procedures which
bring about the checking that is suggested
by the report.

14¢

Improve Timeliness of Service

As the audit recognized, the
Ministry has been taking steps to improve
the development approval process. It also
recognized that the level of service provided
by the Ministry was generally more prompt
than that provided by municipalities. Time
standards for each area of approval are
being set and these will be measured and
audited to ensure compliance. This should
ensure more consistent and timely service.

Gravel Management

The audit report has provided a
good assessment of the status of the
Ministry’s Gravel Resource Management
program. The report correctly identifies the
present status of the program and the future
directions it needs to follow.

Two areas of the audit report are
concerned with deficient Ministry
procedures. The Ministry is taking steps to
ensure that gravel usage is being properly
accounted for and utilized. The Ministry
concurs with the recommendation to effect
better planning for future gravel resources
and has established a project team to
accomplish this requirement, on a priority
basis, in future years.

The Ministry recognized the need
for a comprehensive Gravel Management
Program and had the planning and
development process in operation prior to
the auditing of the program. The Ministry
appreciates the advice and review of this
program that has been given by the Auditor
General

Buying Signs

The audit report has provided fair
and complete assessment of the sign
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procurement process by the Ministry. The
contract entered into with Tran Sign Ltd.
was the first privatization initiative in the
Ministry and it has been a successful
venture for both parties.

The audit report refers to four areas
of the procurement policy that the Auditor
General has identified where improvement
is needed. The Ministry responds to each as
follows:

Monitoring the Contract

The audit report is concerned that
the Ministry does not have an adequate
method to ensure that it is meeting its
obligations under the contract as regards to
the quantity of signs that are ordered and
received.

This observation is valid and a
more assured method of determining the
sign quantities will be implemented for the
balance of the contract period.

Minimum Purchase
Commitment

The audit report noted that the
Ministry did not meet its obligations in
terms of quantities ordered during the first
year of the contract.

The contract has been renegotiated
and the amendments finalized to ensure
that funds are only paid for quantities of
signs that are received during the contract
period.

Quality Assurance

The audit report has identified that
insufficient testing was accomplished to
ensure that quality products were being
received.
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The Tran Sign Ltd. contract is a
specified material and manufacture process
contract, rather than end product
specification. A more frequent compliance
inspection program will be implemented to
ensure that contract obligations are being
met by the contractor.

Alternate Suppliers

The audit report expresses concern
that alternate suppliers of traffic signs have
not been developed by the Ministry.

The Ministry knows that there are
other companies already in existence that
supply signs to other government agencies
and municipalities. There is no need at this
time to develop other suppliers.

The Ministry fully intends to
purchase all its sign requirements through
the Purchasing Commission when the
contract obligations to Tran Sign Ltd. cease
to exist.

Services, Facilities and
Attraction Signs

The Ministry acknowledges receipt
of the audit report and generally is in
agreement with the contents.

The audit report is critical of the
method used by the Ministry to install the
new signs. The Ministry’s approach was
guided by the normal practice of carrying
out such works by a public tender process.
The audit states that costs would have been
less if the rates in the Road and Bridge
Maintenance contracts had been utilized.
This option was considered by the Ministry
and rejected for the following reasons:

a) The unit prices in the Road and
Bridge Maintenance contracts were
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negotiated on the basis that they
would be used for normal replacement
of signs. As the Service and
Attraction signing was an extensive
short term initiative not visualized in
the negotiation for road and bridge
maintenance contracts regarding sign
replacement, the Ministry adopted the
more normal tendering approach.

b) The Ministry wanted to include other
contractors as well as the Road and
Bridge Maintenance contractors who
could also bid on the public tender.

The Ministry responds to the audit
report’s comments on advancing the
program implementation date, and hence
the costs, by stating that this was a decision
based on the initial results of the pilot
projects and a decision to implement the
program in time for the 1989 tourist season.

The audit report shows concern
with regard to the removal of private signs
on the highway right of way. The Ministry
is reviewing this portion of the policy and
revisions will be made to the policy during
1990.

The Ministry considers the
implementation of the Service, Facilities
and Attraction Sign policy to have been
implemented in an expedient and effective
manner as possible. It will continue to
revise and manage the program to meet the
needs of the travelling public.

Annual Report

The Ministry is pleased to receive
the critique of the Auditor General relating
to our Annual Report. In general we agree
that the report is basically a disclosure
document and as such should be formatted
and detailed to provide as much
information as can reasonably be
assimilated.

In this regard, the Ministry view is
that the appropriate level of information is
being provided to meet the intended purpose
of the Annual Report. All relevant
information is available either in the
Annual Report or in the supplement to the
Annual Report and as such the Annual
Report itself should be concise and to the
point.

Structure

Attempts have been made to
present Ministry activities on a program
basis, however, some activities, in our
opinion, are better presented on a
departmental basis. For example, the
activities of the Systems Branch, and
Personnel Programs are better on a
departmental basis.

Sufficiency of Information

It remains the view of the Ministry
that the Annual Report should be solely
directed to providing a clear, factual and
objective statement of accomplishment in
the previous fiscal year.

Understandability

Every effort will be made to ensure
the report is more readable.

Reliability
We are pleased to note that the

Auditor General feels that the information
contained in our Annual Report is reliable.

Timeliness

The Ministry will continue to meet
the Legislative timing requirements for
tabling of the Annual Report.
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Privatization: Introduction

In 1988 we conducted several
value-for-money audits of the
Government’s privatization program,
which was announced on October 23,
1987. In our 1989 Annual Report, we
reported the results of the following
audits:

* areview of the process designed
for ministries to follow in
privatizing government
programs and activities;

* an examination of the first three
privatizations completed under
the program: the Queen'’s
Printer publications section in
Victoria, the soil lab in Kelowna,
and the Ministry of
Transportation and Highways’
sign shop in Langford;

¢ areview of the privatization of
the road and bridge maintenance
operations for southern
Vancouver Island; and

* an examination of loans sold by
the British Columbia Enterprise
Corporation.

During the past year we
continued our review of the
privatization program. Several
additional privatizations were
completed by the government during
1989. We examined one of the largest
of these — the sale of the Westwood
Plateau property in Coquitlam by the
British Columbia Enterprise
Corporation.

Those privatizations that were
completed earlier entered a new
phase in 1989. The operations that
were previously part of government
had been sold and during the past
year the government began managing
the service agreements that formed
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part of most of those privatizations.
We examined the government’s
monitoring of the service contracts
that formed an integral part of three
earlier privatizations —
environmental laboratory services,
road and bridge maintenance, and
highway signs.

Our reports on the results of
two of these audits — the sale of the
Westwood Plateau property and
managing the environmental
laboratory services contract
follow directly after this introduction.
The other two audits — monitoring
the road and bridge maintenance
contracts and the highway signs
contract — were done as part of our
value-for-money audit in the Ministry
of Transportation and Highways. The
results of those reviews are included
with our other reports on the Ministry
which are also contained in this part
of our Annual Report.

In addition to reviewing
certain aspects of particular
privatizations during the past year,
we also assessed whether the
government reported the financial
results of privatization transactions in
the most appropriate way. Shortly
after the government announced its
privatization program, it established a
Privatization Benefits Fund to hold
the proceeds derived from that
program. The first formal accounting
for the financial results of
privatization transactions was
presented by the government in its
Combined Financial Statements for
the fiscal year ended March 31, 1989.
The results of our independent
review of that accounting are
included in Part V of this Annual
Report.
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Privatization: Monitoring
Environmental Laboratory Services

An examination of how the
Ministry of Environment
ensures the quality of
environmental testing after
the ministry’s laboratory
was privatized; and how the
sale of the ministry’s
laboratory affected the cost
of laboratory services

Audit Purpose and
Scope

We conducted this audit to
assess the adequacy of the system set
up by the Ministry of Environment to
monitor the quality of the laboratory
services it purchases from private
sector laboratories, and to review the
operation of that system. In addition,
we looked at how the sale of the
Environmental Laboratory has
affected the cost of laboratory
services.

In examining the monitoring
system we focused on the ministry’s
responsibilities for monitoring the
laboratory services it buys. We did
not examine the operation of the
privatized laboratory.

Our audit was carried out
primarily between June 1989 and
October 1989 although certain
information with respect to the costs
of contracted services cover the first
full year of operation. Our
examination was performed in
accordance with 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

We concluded that the
ministry did not have an adequate
system to ensure that the quality of
work performed by the privatized
laboratory met its expectations. The
quality assurance program designed
by the ministry did not include the
procedures required of a sound
monitoring system. In addition, the
procedures that had been
implemented were not operating
satisfactorily.

The ministry had sufficient
information to account for the cost-
effectiveness of the services it
purchased. We analyzed the
ministry’s data and concluded that
the direct costs of the services
provided during the first year of the
contract were more than they would
have been had the ministry continued
to operate the Environmental
Laboratory. We found that some of
the costs that the government used to
calculate the savings anticipated from
privatizing the laboratory have been
exceeded, although the full long-term
impact of these variances is not
known at this time.
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Privatizing the
Environmental
Laboratory

The government established
the Environmental Laboratory in
1971. At the time of its sale in 1988,
the laboratory was a part of the
Ministry of Environment, which was
its main customer. In support of the
environmental monitoring activities
of the ministry’s Air and Waste
Management Programs, the
laboratory analyzed water,
wastewater and air samples, and
operated and maintained air quality
monitors. It served other government
ministries and several public bodies
as well.

The government announced
its intention to privatize the
Environmental Laboratory in
September 1987. After soliciting
proposals for the purchase and
operation of the laboratory, it
announced in September 1988 that
Zenon Environmental Inc. (Zenon)
was the successful purchaser. Zenon
bought most of the assets for
$850,000.

A service agreement between
the ministry and Zenon was signed
on January 6, 1989. It calls for Zenon
to provide laboratory services to the
ministry for a minimum amount of
$2.8 million per year for a five year
period.

Operating and maintaining air
quality monitors was not included in
the agreement with Zenon. British
Columbia Research Corporation (B.C.
Research) was contracted by the
ministry to calibrate the air quality
monitors.
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Most of the services the
ministry is purchasing from Zenon
are routine laboratory services. In
any laboratory, the quality of these
depends on the laboratory’s quality
control procedures and its internal
quality assurance system. With the
sale, an external quality assurance
program was needed as well. To do
this, the government contracted
separately with B.C. Research to
develop and operate such a program.

The selection of B.C. Research
was made without competitive
bidding. An interim three-month
contract with B.C. Research to
provide these services was
renegotiated in 1989 to a five-year
contract ending in December 1993.
Under the terms of this agreement,
the contracted services are to cost the
government $415,000 per year.

Industry has also been
required to participate in this quality
assurance program. Companies with
permits under the waste management
program must carry out laboratory
analyses and monitor air quality in
accordance with their permit
requirements. Under a new
regulation, they must now also pay a
fee to B.C. Research. The amount of
the fee depends on each company’s
permit provisions: it is not a fee for
service. In total, approximately 800
permittees are expected to pay B.C.
Research around $560,000 per year as
their share of the cost of the quality
assurance program. These funds
allow B.C. Research to conduct
quality assurance checks on
permittees’ air and water monitoring
results. Such procedures give the
ministry greater assurance that it is
getting reliable information from
industry.




FIGURE 3.5
[
Reallocation of
responsibilities
after
privatization
of the
Ministry of
Environment
Environmental
Laboratory
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As part of this reallocation of
responsibilities, the ministry
transferred a group of former
laboratory employees into its Data
Standards Group. This group uses
the information provided by B.C.
Research to assess the reliability of
analytic results produced by Zenon
and the permittees. B.C. Research
analyzes laboratory samples and
provides the results to the Data
Standards Group. The Data
Standards Group is responsible for
interpreting the results, determining
whether the data is acceptable, and
managing the computerized data base
that stores the analytic results.

The shift in major
responsibilities resulting from the
privatization of the Ministry of
Environment’s laboratory is set out in
Figure 3.5. This allocation of

responsibilities for service provision
and performance monitoring among
the three parties is intended to
provide ministry management with
sufficient assurance that Zenon and
B.C. Research are performing within
the standards contracted for, and that
the laboratory results of those
companies holding permits to
discharge waste are of acceptable

quality.

Under the new arrangements,
the government remains responsible
for ensuring that the quality and level
of services being provided allow it to
fulfill the legislated mandate of its
programs, and to achieve its policy
goal of maintaining environmental
quality. With the services contracted
out, it is important that the
government ensure it has an adequate
system to monitor the performance of
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both Zenon and B.C. Research against
the terms and conditions of their
contracts.

Ensuring Quality

The Design of the Quality
Assurance Program

The ministry had not
adequately identified all of the
objectives, policies or procedures that
should be the foundation of its
quality assurance program.
Consequently, it did not have an
adequate program.

Setting the Framework

The ministry needs
information about the performance of
its two contractors if it is to have
sufficient information about the
quality of environmental data. We
found that it had not established an
adequate program for obtaining that
information.

Figure 3.6 shows the
components that should exist in an
adequate quality assurance program.
It also shows the extent to which
these quality assurance requirements

Quality assurance (QA) program components

Have the requirements

Ministry Related

QA policy statement

Roles, responsibilities identified
Semi-annual assessment

Plan for, corrective action
Implementation plan for QA program

Contractor Related

- B.C. Research

- Zenon
Approval of contractor’s QA plan
Performance audit procedures:

- split samples

- reference samples

= blind samples

- inter-lab comparisons

Ministry QA program plan documented approved

Contractor’s infernal QA plan documented:”

 been met?

| FIGURE 3.6

[
A review of
the ministry’s
adherence

to the

| requirements
| ofa

comprehensive

| quality

| assurance

Performance audit resulis evaluated
Systems audit procediires:
- review internal quality contrﬂl :

- standard operating procedures

~data processing controls

-~ staff gualifications; experience

- documentation review .
Systems audit results evaluated
Reports to ministry management

- equipment maintenance procedures
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were met by the ministry’s program.
There were many ministry — and
contractor — related activities that

still had to be addressed.

We found that ministry staff
were aware of many of these
deficiencies and recognized their
significance. At the time of our audit,
the ministry was considering how it
could add blind samples and
reference samples to the program,
and was studying the form and
content of management reports.
However, it had not yet developed a
plan that identified the ministry’s
position for each of the components
in Figure 3.6.

We believe the ministry needs
to revisit its concept of quality
assurance. Since it is responsible for
quality assurance, it should clearly
describe how it intends to meet this
responsibility in a comprehensive
quality assurance plan. Such a plan
should recognize two major
components: performance audits and
systems audits. To the date of our
audit, the ministry had focused its
efforts on performance audits and not
on systems audits. We think ministry
management should demonstrate its
commitment to the program by
developing and approving a
comprehensive quality assurance
plan.

Performance Audits

The ministry contracted with
B. C. Research to conduct a quality
assurance program. In reviewing the
responsibilities assigned in the
contract, we found that the
procedures specified were too narrow
in focus to be viewed as a complete
program. For instance, there was a
heavy emphasis on the use of split

samples. This procedure, which
involves splitting a sample into two
parts and having each part analyzed
by a different laboratory, does not
provide the same assurance about
laboratory performance as do some
other testing procedures. Because the
government had not contracted with
Zenon before and therefore was
unfamiliar with the quality of its
laboratory testing, we believe more
focus should have been placed on
procedures relating to the laboratory
analysis itself.

A complete quality assurance
program generally includes the use of
reference samples. With these, the
composition of the sample tested is
known beforehand. The results of the
laboratory analysis are then
compared to the predetermined
composition to determine the
accuracy of the laboratory’s testing
procedures. The contract with B.C.
Research recognized the need for
such tests. It required B.C. Research
to provide and use two sets of
reference samples annually. During
the first year of the program’s
operation, however, B.C. Research did
not use any reference samples.

A third element of
performance auditing is the use of

- blind samples. Like reference

samples, the composition of the
sample tested is known to the auditor
beforehand, but unlike reference
samples, the laboratory is unaware
that the sample being analyzed is a
test. The ministry’s quality assurance
program did not identify blind
samples as a component.

We were advised that the
ministry had been considering these
additional quality assurance

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

procedures and that it had contracted
with a federal laboratory for blind
samples to add to its program. It was
also looking into ways by which it
could add reference samples to the
program. We support these efforts to
improve the quality assurance
program.

The ministry has required
both Zenon and B.C. Research to

participate in inter-laboratory studies.

These tests are designed to evaluate
the quality of a laboratory’s analytic
techniques and allow for comparison
against other laboratories. Both
laboratories will be involved ift these
studies on an ongoing basis.

For a quality assurance
program to be effective, not only the
type of testing but also the extent of
testing must be appropriate. We
believe the ministry should review
the extent of performance testing
required by its quality assurance
program. Companies with discharge
permits are now required to split 10%
of the samples they take and submit a
part to Zenon for analysis; the
ministry is required to split 5% of its
samples. While these sampling
percentages do not appear to be
unreasonable, we found no statistical
basis to support them. If reference
and blind samples were incorporated
into the ministry’s quality assurance
program, there is the possibility that
the government could achieve the
quality assurance it requires with
reduced split sampling levels. We
believe the ministry should evaluate
its mix of performance audit
procedures to ensure that they meet
the ministry’s needs cost-effectively.

The contract with B.C.
Research specifies five visits per year
to each air monitor. Again, we found
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no statistical justification for this level
of testing. We were advised that the
ministry used to test its air monitors
eight to twelve times a year and it
was decided that five is more
appropriate. Indeed, there is some
question as to whether five visits per
year are required. Many of the people
we interviewed felt that fewer than
five calibrations per year would be
acceptable. With the funding
provided in the contract, B.C.
Research believed that three visits per
year is a more realistic target. The
ministry was reviewing its
monitoring requirements to
determine whether its initial
expectations were too high. It had
not yet identified what testing level
will meet its quality assurance needs.

Systems Audits

A comprehensive quality
assurance program also requires that
the operations of the laboratories be
subject to audit or examination. The
main components of this aspect of
quality assurance are identified in
Figure 3.6. At the time of our review,
only one of the requirements was
being addressed by the ministry.

This is of particular concern to
us. The ministry should base the
extent of performance auditing, in
part, on the confidence it has that the
laboratory’s internal control systems
are producing quality data and are
operating consistently. To rely on the
laboratory’s internal control
procedures, the ministry must
conduct periodic audits of these
quality control systems and assess
their adequacy. The ministry’s
quality assurance program did not
require such reviews.
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The ministry had recently
updated the procedures manuals
which are to be used by the
contractors. These now describe the
procedures the laboratories should
follow when performing tests.
Although the new manuals should
ensure greater contractor awareness
of the ministry’s expectations of the
procedures for particular tests, the
ministry will still need to satisfy itself
that the contractors are adhering to
the requirements of these manuals. It
will also need to ensure that the other
aspects of the laboratories’
operations, which are not covered by
the manual, are also satisfactory.

The ministry should ensure
that it has a comprehensive quality
assurance program, one that
integrates both performance audits
and systems audits.

Implementing the Quality
Assurance Program

We noted that numerous
problems had been encountered in
implementing the quality assurance
program. With each of the
participants fulfilling a new role,
many of the problems stemmed from
uncertainty with respect to specific
responsibilities and procedures. The
problems were exacerbated because
the quality assurance program was
put together hurriedly. Questions
about whether the right program was
being implemented, and about what
resources were needed, arose even
after the program was underway.

Learning New Roles and
Relationships

According to ministry staff,
the British Columbia model is unique
in North America. No other
jurisdiction has divorced itself from
operating an environmental
laboratory and the related quality
assurance program so completely as
British Columbia. Therefore, there
was no comparable jurisdiction that
could be used to demonstrate that the
approach adopted in British
Columbia was cost-effective or
manageable. More time is needed for
the parties to learn their new roles
before the success of the program can
be determined.

Zenon started operating the
laboratory with fewer staff than the
ministry had had. When the
laboratory was privatized, only 12 of
32 laboratory employees decided to
join Zenon. New staff had to be
recruited to achieve the required
operating levels. However, since
Zenon had a background of
providing laboratory services, it was
generally able to respond to the new
demands.

To fulfill the requirements of
its contract, B.C. Research had to hire
staff, purchase equipment and master
new procedures. The air calibration
laboratory equipment purchased
from the ministry required more time
to set up than anticipated. Asa
result, no air monitor calibrations
were performed for over five months.

Ministry staff, as well, had to
undertake new responsibilities. A
designated contract manager shared
monitoring responsibilities with the
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Data Standards Group. Staff in Data
Standards had to undertake new
roles, working with contractors and
monitoring their performance. New
lines of communication had to be
established between the contractors
and ministry field staff.

Expanding the waste
management sampling program to
include companies with discharge
permits, at the same time as
privatizing the laboratory, added to
initial start-up problems. The quality
assurance program required ministry
field staff to collect split samples for
their own environmental monitoring
as well as for permittee monitoring
requirements. The method and
frequency of collecting these samples
were new and had to be learned.
Furthermore, the equipment needed
for split sampling was not
immediately available.

The transition to the new
program was more complicated and
difficult than the ministry had
initially anticipated. This resulted in
start-up problems with which the
ministry and B.C. Research were still
grappling at the time of our audit.

Providing Quality
Assurance: B.C. Research

The performance of B.C.
Research is the key to effective
operation of the quality assurance
program. The company plays an
important role in two areas: analyzing
split samples as a basis for evaluating
Zenon’s performance; and providing
quality assurance for the ministry’s
air monitors by calibrating the
instruments. It was therefore of
concern that the company had not
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met the performance targets
contracted for by the ministry.

B.C. Research monitors
Zenon's performance by conducting
its own analysis on one part of a two-
part sample (a split sample). The
other half is analyzed by Zenon. The
ministry’s Data Standards Group then
compares the results of B.C.
Research’s analysis to the results
produced by Zenon. Data Standards
evaluates the test results of the two
samples to determine whether
Zenon’s performance is meeting
acceptable quality standards.

Of the samples analyzed
during the first five months of last
year, the number of significant
differences in the results of the two
tests exceeded expectations. When
differences in test results arise, the
ministry needs to be satisfied that
B.C. Research, as the quality control
group, is providing the accurate test
result. The quality assurance
program relies on B.C. Research being
accepted as the standard for accurate
analytic results. The evidence,
however, indicated that this had not
been achieved.

Neither Zenon nor B.C.
Research performed as well as
expected on the first pair of inter-
laboratory studies in which they
participated This made it difficult for
the ministry to determine whose
results were accurate when analytic
results differed. As a result, the
ministry’s assurance about the quality
of the analytical results was
significantly reduced.

Over the first five months of
1989, ministry field staff submitted
only 20% of the split samples called
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for by the quality assurance program.
Consequently, B.C. Research was not
able to perform tests on the required
number of samples. Split sampling
levels were subsequently increased so
that 40% of expected levels were
reached by August 1989.

B.C. Research is also
responsible for visiting and checking
the ministry’s air monitors five times
per year. This number of visits had
not been achieved. Based on the
annual target, one should expect
approximately 65 visits in the first
five months, yet only 25 were carried
out. The ministry expected that only
two visits to each air monitor would
be completed in the first year.

Evaluating Contractor
Performance: Data Standards
Group

The need for a quality
assurance program did not arise
solely from the sale of the laboratory.
When the ministry operated the
laboratory it had an internal quality
assurance program. It was a
necessary part of producing reliable
information. An additional need
exists now. Because both Zenon and
B.C. Research are independent private
sector companies whose respective
quality is unknown, the ministry
must now manage an external quality
assurance program, taking on a
management role it did not have
before.

The ministry’s Data Standards
Group is responsible for managing
the quality assurance program. Itis
in a position to evaluate the
performance of both contractors, and

to summarize the quality assurance
information for management. Itis
also responsible for evaluating the
quality assurance information
provided by B.C. Research, to
determine whether Zenon’s work is
meeting the ministry’s quality
standards.

The Data Standards Group
was staffed entirely with experienced
employees whose roles in the
Environmental Laboratory were
quality assurance oriented. The
manager of the group was the senior
quality assurance officer in the
ministry. He should have had a major
role in developing the ministry’s
quality assurance program plan. We
found, however, that while he had
management and administrative
responsibilities for the program, he
had not formally given his approval
to the program. Indeed, his position
had not been given that authority. We
believe that the quality assurance
program should be formally
approved by the ministry’s senior
quality assurance officer.

Important elements of
managing the program, such as what
information the Data Standards
Group is to report to management,
had not yet been determined.
Because the program was slow in
getting started, the reporting needs of
management had only recently been
studied. We believe formal reports
indicating the effectiveness of the
quality assurance program should be
made to the ministry’s Management
Committee on a quarterly basis.
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Ensuring
Cost-Effectiveness

Monitoring Costs and
Service Levels

We found that the ministry is
actively monitoring the costs and
services of both contractors. The ease
of managing the contracts differs
because the laboratory services
contract with Zenon is based
primarily on fixed prices for each test,
while the quality assurance contract
with B.C. Research is based on
charge-out rates and actual costs. Itis
more difficult for the ministry to
verify the reasonableness of the
charges for the quality assurance
contract. We found that quality
assurance costs have greatly exceeded
the ministry’s original expectations.

The contracts with Zenon and
B.C. Research are based on the
expectation that the ministry will
receive certain services for the
contract amounts. To ensure it
receives a cost-effective service, the
ministry must monitor both the
volumes of work submitted to B.C.
Research and to Zenon, and the
related costs . In addition, it must
ensure that B.C. Research does a
sufficient number of audits to have
valid results about the quality of
work done by Zenon.

Zenon

Zenon’s contract has two cost
components. The contract provides
for a specific cost for each laboratory
analysis and a charge-out rate for
other services. The ministry must
ensure that at least $2.8 million of
work is submitted to Zenon in the
proper pattern if the service is to
remain cost-effective.
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The Zenon contract places
substantive restrictions on the
ministry. It calls for a fixed minimum
annual total payment irrespective of
the workload levels. In other words,
the ministry must pay Zenon $2.8
million per year whether or not it
requests tests of this value. The
ministry expects to submit sufficient
tests annually to meet the minimum
annual total. The timing of these
submissions and Zenon’s ability to
perform is important. There are both
monthly and quarterly billing targets.
The contract requires that the
ministry pay a monthly minimum of
$198,333. If services billed are less
than that amount, the ministry makes
up the difference through an
adjustment payment.

The contract also demands
that at least one quarter of the annual
fee amount be paid each quarter, even
if the workload does not warrant that
amount. This is done through an
adjustment payment each quarter. In
this respect, the contract is really a
series of related quarterly contracts
with payment adjustments made at
the end of each quarter, if necessary.

The ministry is working with
Zenon to develop better reporting
formats to improve the information
provided to the ministry. The
proposed formats we examined
contained quality assurance
information, cost control information,
and management information. If
these formats are implemented, we
believe the ministry will have a
suitable basis for managing
laboratory costs.

B.C. Research

The B.C. Research contract is
for $415,000 per year, with no
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adjustments for inflation. The
government can withdraw from the
contract on six months notice without
financial penalty. It is more difficult
to manage than Zenon's. It is based
on the contractor’s charge-out rates
and actual costs rather than a specific
price list.

Several changes to the B.C.
Research contract have resulted in
higher costs per service than had been
planned. The interim contract for
October to December 1988 was based
on a specified fixed price for each
laboratory test and air monitor
calibration. Because the ministry
believed that the prices in the interim
contract did not reflect the true costs
of providing the services, a new
contract was negotiated. However,
fixed prices were not included in the
new contract.

The subsequent five-year
contract was based on a cost-plus-
expenses basis, a less preferred
method of pricing than fixed costs.
This method of pricing leaves the
ministry vulnerable to cost overruns
and provides little incentive to the
contractor to operate efficiently.
Recently, this contract was
renegotiated so that prices are based
on B.C. Research’s standard charge-
out rates for its staff and actual costs
for materials and other expenses.

Our review of invoices for
January to May 1989 found that the
amounts claimed were significantly
higher than were expected. The
following illustration shows the
differences between prices identified
in the interim contract and the
average amount paid by the ministry.

Price per

interim Paid by

contract ministry
Air $475/ $1851/
monitors monitor monitor
Split ‘
samples $17.14/test $85.25/test

Information supporting the
invoiced costs was inadequate to
explain how the costs were
calculated. The ministry recognized
this and spent additional time and
effort to determine how much it
should approve for payment. The
total amount finally paid was less
than had been billed.

The ministry believes that the
high average costs are due in part to
start-up inefficiencies and expects
that the average cost will drop over
time. However, it has not yet
identified just what acceptable
economic prices should be. It appears
that the costs will be higher than
those identified in the interim
contract. Consequently, the ministry
will either receive less service for the
contract amount, or it will have to
spend more than the contract amount
to receive the planned service levels.

Examining the Cost
Implications

We found that no one was
assessing whether the laboratory
services are being provided at less
cost than that which would have been
incurred if the ministry had
continued to operate the
Environmental Laboratory. From our
analysis of actual costs, we believe the
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privatized service will cost more
money in the first year. We found
that some of the costs that the
government used to calculate the
savings anticipated from privatizing
the laboratory have been exceeded,
although the full long-term impact of
these variances is not known at this
time.

The First-Year Results

During the first year of
privatized operations, the
government paid adjustments of
$180,000 to Zenon for which no
services were received. These
adjustment payments are a cost that
would not have existed before the
sale.

The contract protects Zenon
on both monthly billings and
quarterly totals. The contract calls for
a minimum monthly payment of
$198,333. In any month that the fees
for the services actually rendered in a
month are less than the monthly
minimum, the ministry must adjust
its payment to the monthly minimum
amount. During 1989, the ministry

paid two monthly adjustments
totalling $48,000.

The contract also requires the
ministry to pay Zenon at least
$700,000 each quarter, an amount
equal to one quarter of the annual
minimum. If billings for the services
actually rendered in a calendar
quarter are less than the quarterly
minimum, the ministry must adjust
its payment to the quarterly
minimum amount. During 1989, the
ministry paid two quarterly
adjustments totalling $132,000.

The contract provides no
allowance for recovery of these
amounts, even if the workload in
future quarters exceeds the quarterly
minimum. Only if the ministry has
built up a "credit” by receiving
services costing more than the
quarterly minimum in a previous
quarter can it avoid the quarterly
adjustment cost. The credit applies
only against future quarterly
shortfalls. Figure 3.7 shows the cost
effect of different hypothetical work
flows.

(b) ©
0 $
First quarter 700,000 575,000 575,000
Second quarter 700,000 675,000 675,000
Third quarter 700,000 900,000 900,000
Fourth quarter 700,000 500,000 650,000
Services received 2,800,000 2:650.,000 2,800,000
Cost to ministry 2,800,000 2,800,000 2,950,000
Adjustment payment required g 150,000 150,000
Credit carried forward 0 0 150,000

@  Even work flow each quarter (minimum contract requirement).
(b)  Cyclical work flow without exceeding annual minimum amount.
() Cyclical work flow with annual minimum amount exceeded.

AUDITOR GENERAL OF BRITISH COLUMBIA

FIGURE 3.7
NS
Impact of
work flow
on costs
and
services



VALUE-FOR-MONEY AUDITS

The figure shows that a credit
can be established only if more than
$2.8 million is spent annually. It also
shows that the ministry can spend the
minimum amount and receive less
than the minimum service, or it can
spend more than the minimum
amount and receive only the
minimum service. :

How this billing adjustment
provision will affect cost-effectiveness
will depend on the ministry’s ability
to plan and maintain workload levels.
Services purchased by the ministry in
the 1989 calendar year exceeded the
contract minimum of $2.8 million. As
a result, the ministry has a "credit" of
$385,000 which it can apply against
any future quarterly shortfalls.
However, as the credit applies only to
quarterly adjustments, the ministry
will still have to pay for any monthly
shortfalls.

To December 1989, the
ministry has paid 6% more for the
services received than it had planned.
This difference is due entirely to
adjustment payments which were
made in the first half of 1989. The
ministry must plan its environmental
sampling program on a monthly basis
if it is to avoid future adjustment
payments. Regions will have to be
held accountable for their sampling
program budget.

The Five-Year Picture

At the time of the sale the
government estimated that by having
the private sector provide laboratory
services, it would save $1.1 million in
operating costs over the five year
period of the contracts with Zenon
and B.C. Research. During our audit,
we found that some of the costs that
were used by the government to
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calculate these savings were being
exceeded. However, the full long-
term effect of these differences is not
known at this time. A number of
other factors also influence whether
the anticipated savings will be
realized.

The government’s savings
projection was calculated by
comparing the projected costs of the
laboratory if it were retained, to the
projected costs if it were sold. The
costs of the services provided by
Zenon are in keeping with the
original projections, except for the
adjustment payments made during
the first year. However, we found
that some of the estimated after-sale
cost targets are not being realized.
Pricing changes to the B.C. Research
contract will increase the actual costs
above those previously estimated
unless service expectations are
reduced. As well, the enhancements
required to establish an acceptable
quality assurance program will likely
result in additional costs to the
ministry.

In addition to affecting
operating costs, the sale of the
ministry’s laboratory resulted in
certain indirect benefits. For example,
because of the sale, the government
has eliminated the need for further
investment in the laboratory. As well,
the government was able to invest the
proceeds from the sale of the
laboratory’s assets and earn interest
income. However, the sale resulted in
indirect costs as well. For example,
not all of the laboratory employees
joined the contractor’s staff. The
ministry had to absorb the cost of
retraining and relocating the
employees who stayed with
government.
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Looking Ahead

The Ministry of Environment
has been trying to implement an
effective quality assurance program
since the summer of 1988. It is still
trying to do so. We believe the
problems are too fundamental to
solve by individual adjustments, add-
ons and deletions.

The ministry must revisit its
concept of quality assurance and
establish a unified, comprehensive
program that addresses the ministry’s
needs in a logical, cost-effective
manner. The ministry should
demonstrate its commitment by
documenting a formal quality
assurance program plan which
outlines the policies, objectives and
components of the program. The
senior quality assurance officer
should formally approve the plan, as
should senior management. The
ministry should also evaluate the
cost-effectiveness of the alternative
quality assurance procedures
available to it for achieving the
ministry’s goals.

Without these efforts, the
ministry is merely carrying out a

series of quality assurance procedures
without the proper framework for
decision making. A key part of this
program plan should be serious
consideration of alternatives to the
current matrix of roles and
responsibilities. The ministry’s
flexibility in this respect is limited at
present as it has no laboratory
capability of its own, and so is
committed to using contracted
services for carrying out its quality
assurance program.

The Legislative Assembly

‘should expect to see the ministry

bring about major changes to its
quality assurance program.

It is management’s
responsibility to account for the
performance of its programs. We
believe the ministry is accumulating
sufficient information to be able to
identify the impact of the sale of the
Environmental Laboratory has had on
the cost of laboratory services. The
ministry should provide a complete
accounting of the effect the
laboratory’s sale has had on costs and
performance. If it does not, the extent
of the savings, if any, will not be
known.

Subsequent Event

On April 17,1990, just prior to the printing of our Annual
- Report, the Ministry of Environment informed us that it had, that day,
signed an agreement with Zenon Environmental Inc. that will allow the
Ministry to claim the costs of future work against the "adjustment
payments” of $180,000 referred to earlier in this report. The timing of
this agreement precluded us from reflecting its effect in our audit report.
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Response of the Ministry of

Environment

Introduction

This section sets out the ministry's
response to the report prepared by the Office
of the Auditor General on the cost and
quality of environmental testing services
purchased from private sector laboratories.

The response concurs with the
audit team’s finding that, at the time of the
audit, the ministry did not have a fully
functioning system to ensure the quality of
work performed by the privatized
laboratory. We point out, however, that the
ministry’s quality assurance function was
implemented in two distinct phases. Phase
I, which was underway at the time of the
audit, focused on methods development,
documentation of the contractors’ internal
quality assurance plan and the introduction
of external performance audit procedures.
Although important and covering a wide
range of measures, these procedures did not
encompass the full range intended by the
ministry. Phase II which was launched in
April 1990, implements requirements for
systems audits and additional reference
samples. With these added procedures,
ministry efforts in monitoring the
performance of BC Research and Zenon
address all the essential quality assurance
requirements identified in the audit report.

Our response disputes the
auditors’ claim that the privatized services
have cost more than they would have had
the ministry continued to operate the
environmental laboratory. We point out
that adjustment payments to Zenon in the
first year of privatized operations are
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carried forward as a credit for future
services. For this reason, the payments will
not affect projected cost-savings from the
sale of the laboratory. We also point out
that increases in anticipated service
volumes that have taken place since the
time of the sale will result in additional cost
savings of more than $100,000 over the life
of the contract.

For convenience, our response
follows the sequence of the audit report.
Thus, direct reference can be made to each
of the areas examined by the auditors. Our
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.

Audit Scope

As is noted in the audit report, the
British Columbia model implemented in
1989 is unique in North America.
Moreover, the scope of the audit relating to
the quality of testing services was restricted
to the early months of the first year of
privatized operations, during which time
the ministry, BC Research and Zenon staff
had to learn new roles and relationships. It
is not therefore surprising that the auditors
were able to note start-up problems.
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Privatizing the
Environmental
Laboratory

This section of the audit report
mentions the ministry's recently
implemented Quality Assurance Program
covering laboratory analyses and air
quality monitoring undertaken by or on
behalf of private companies who hold
permits under the waste management
program. This extension of the ministry’s
quality assurance efforts to cover data
received from industry has meant that
laboratories used by permit holders receive
closer monitoring in British Columbia than
in any other jurisdiction in Canada. In so
far as these efforts also apply to work
petformed by Zenon, the ministry has
additional information to assure the quality
and reliability of work undertaken by the
privatized laboratory.

Ensuring Quality

The audit report errs in its
assertions that the ministry's performance
audit procedures did not use either reference
samples or blind samples of predetermined
composition to test the accuracy of Zenon
laboratory test results during the first year
of the privatized program. Reference
samples were used in national inter-
laboratory studies as early as April 1989
and requirements for blind samples were
implemented in October 1989.

The audit report states that the use
of split samples does not provide the same
assurance about quality as do some other
testing procedures. The report then goes on
to suggest that the use of reference and
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blind samples would reduce the split
sampling levels now required by the
ministry. The ministry disputes the
inference that split sampling is an inferior
procedure. Because they measure errors
introduced during collection of the sample
at the field location and any alterations in
the sample (natural or otherwise) during
the shipment to the laboratory, as well as
any errors or uncertainty in the laboratory
analysis, split samples are especially useful
in ascertaining the total uncertainty in the
reported data. Reference samples, blind
samples and inter-laboratory studies are
indeed especially useful in assessing the
uncertainty in the data that is caused by the
laboratory analysis, but they are limited to
this component. It does not follow that
increase in procedures designed to test only
laboratory analyses can replace the need for
split samples. A comprehensive quality
assurarce program requires an appropriate
mix of all the above-mentioned procedures.

The ministry is committed to the
ongoing improvement of its quality
assurance efforts as regards both the service
contract with the Zenon laboratory and
other laboratory analyses received from
industry. We therefore concur with the
auditors' suggestion that the ministry
again evaluate its mix of performance audit

' procedures to ensure that they meet the

ministry’s needs cost-effectively.

It should be noted that the level of
testing of air monitors specified in the
contract with BC Research results from a
1988 ministry review of the previous four
years of audits conducted on its own air
monitors and on those operated by industry.
Ministry operated monitors have been
audited an average of more than 8 times a
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year, while those operated by industry were
audited only twice a year. The results of the
ministry review indicated that audits of
industry equipment should be increased
and that audits on ministry equipment
could be reduced. Given the operational
advantage of a single audit team being able
to visit all monitoring sites in a region on
the same trip, it was decided that ministry
and industry monitors should be audited
equally, and the judgement of the
professionals involved in the review
indicated that five audits annually would be
appropriate.

Our experience since the 1988
review indicates there is some question as to
whether five visits are required.
Accordingly, the ministry is again
reviewing its monitoring requirements to
determine whether our current expectations
are, as the auditors suggest, too high.

The ministry also agrees with the
auditor’s view that routine reviews of the
Zenon laboratory’s internal control
procedures and quality control systems are
necessary to assess their adequacy. From
the beginning, the ministry required
documentation of the contractor’s internal
quality assurance plan. And while our
initial quality assurance efforts focused on
implementation of performance audit
procedures, as of April 1990 the ministry’s
contract management procedures also
include the full range of systems audits.

The ministry concurs with the
audit finding that results from the first pair
of inter-laboratory studies significantly
reduced the ministry’s assurance about the
quality of analytical work undertaken by
both Zenon and BC Research. We would

point out, however, that both laboratories
had achieved a satisfactory performance
level by the end of 1989.

The ministry agrees with the audit
report’s recommendation that the senior
quality assurance officer have a major role
in developing and approving the ministry's
quality assurance programs. We would
point out that an Acting Director of Data
Standards was appointed in January 1990,
and that the incumbent in this position led
the review and revision of the ministry’s
quality assurance program that was
undertaken in the latter part of 1989. As
well, formal reports relating to the
implementation of the quality assurance
function have been made to the ministry’s
management committee in September and
November of 1989 and again in February of
1990.

As is noted earlier in our response,
the ministry’s quality assurance function
has been implemented in two distinct
phases. Phase I, which was underway at
the time of the audit, focused on methods
development, documentation of the
contractors’ internal quality assurance plan
and the introduction of external
performance audit procedures, including
inter-laboratory studies, split samples,
blind samples and air monitor site visits.
Phase II, launched in April 1990,
implements requirements for systems audits
and additional reference samples, thereby
ensuring a comprehensive quality
assurance program.
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Ensuring
Cost-Effectiveness

As is noted in the audit report, the
ministry is actively monitoring the costs
and services of both contractors. Also, as a
result of improved reporting formats
developed jointly with Zenon, the ministry
has a good basis for managing laboratory
costs.

The ministry agrees with the audit
finding that fixed-cost pricing is to be
preferred over the cost-plus-expenses
approach currently in place in the
ministry’s contract with BC Research. It is
therefore the intention of the ministry to
amend the contract with BC Research to
specify unit pricing for performance audit
services provided to the ministry.

The audit report correctly notes
that quality assurance costs have greatly
exceeded the ministry's original
expectations. It should also be noted that
these unanticipated start-up costs were, for
the most part, incurred in the first few
months of the program and are, for the most
part, non-recurring.

The auditors’ conclusion that the
$180,000 adjustment payment made in the
first year of the contract represents a
permanent loss to the ministry is incorrect.
Arrangements recently concluded with
Zenon will allow the ministry to claim cost
for future work against this amount.

The ministry agrees with the audit
recommendation that regions will have to
better plan their environmental sampling
program on a monthly basis if they are to
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minimize costs incurred for laboratory
services.

The ministry remains confident
that it will achieve cost savings estimated at
the time of the sale. As is noted in the audit
report, the costs of services provided by
Zenon are in keeping with the original
projections. Moreover, enhancements to the
quality assurance program have been more
than offset by new cost savings that will
result from increased demand and contract
provisions for a 14% price reduction for
services that exceed the specified minimum.
Based on current estimates of these
additional volumes, the ministry expects to
achieve a cost savings of more than
$100,000 over the life of the contract; this
amount being additional to savings
estimated at the time of the sale.

Looking Ahead

The ministry is satisfied that the
design and operating framework for its
quality assurance efforts are among the best
in Canada. Indeed, outside British

- Columbia, only one other province provides

for external performance audits to assess
the quality of data it receives from
laboratories used by permit holders.

The ministry acknowledges that it
did experience significant start-up problems
during the program’s first year of
operations. Given the magnitude of the
improvements being undertaken by the
ministry, these problems were not
unexpected. They did however create some
delays in implementing all components in
the ministry’s quality assurance program.
Nevertheless, the ministry has been
successful in implementing a
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comprehensive and effective quality
assurance function, both for data received
from industrial permittees and for services
contracted from the Zenon laboratory.

As well, the ministry is committed
to the ongoing review and improvement of
its quality assurance efforts. To this end,
the ministry has recently appointed
external auditors to review efforts to date
and make recommendations for
improvements. The ministry intends to
appoint an on-site quality control inspector
at the Zenon laboratory and will introduce
a quality assurance information program,
including a technical newsletter distributed
to ministry staff, permittee and commercial
laboratories, a brochure for public
distribution and program orientation
seminars in regional offices. The ministry
also plans to complete a further review of its
quality assurance efforts following six
months operation of Phase 1I of the
program. A major component of this
review will include an evaluation of the
cost-effectiveness of alternative quality
assurance procedures and consideration of
alternatives to the current matrix of roles
and responsibilities.
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Privatization: British Columbia
Enterprise Corporation Westwood

Plateau Property

An examination of the sale of
the Westwood Plateau lands
by British Columbia
Enterprise Corporation

Audit Purpose

As part of its program of
privatization, the British Columbia
Enterprise Corporation sold its
Westwood Plateau land holdings for
$63 million. We reviewed the sale of
this property to determine whether
the process used in the sale was
adequate to provide Cabinet with
sufficient, reliable information to
evaluate the value-for-money
consequences of its decision. We also
assessed the fairness of the
government’s representations relating
to the value for money achieved from
this sale.

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

We believe the process
followed in the sale of the Westwood
Plateau adequately provided Cabinet
with the information it needed to
evaluate the value-for-money results
of this privatization — with the
following exception.
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The decision to sell the
property in one parcel or several was
a critical one. The Privatization
Advisory Committee considered
subdividing the land, but decided
against doing so given the
corporation’s mandate, the time
constraints imposed by the
impending demise of the corporation,
the technical difficulties imposed by
the terrain, and the restrictions in the
development agreement with the
District of Coquitlam.

Because the Committee
believed these impediments
precluded subdivision, it chose to sell
the land in one piece without
determining the net proceeds that
would possibly be realized from the
sale of several subdivided parcels of
land. We believe that the committee’s
judgment was based on beliefs that
were not substantiated in all cases,
and that it should have requested
appraisals and prepared financial
models for various multi-parcel
options before making its decision.

Furthermore, the government
made fair representations regarding
this privatization during the sale
process and tried to make the details
of the proposals public, although it
was not able to obtain the necessary
consent to do so from all the parties
submitting proposals.

The Corporation

British Columbia Enterprise
Corporation (BCEC) is a provincial
Crown corporation that ceased active

&
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operations as of September 30, 1989.
The Westwood Plateau property was
transferred from a ministry of
government to British Columbia Place
Ltd. in April 1986, for development.
Legislation changed the name of
British Columbia Place Ltd. to British
Columbia Enterprise Corporation
effective March 31, 1987.

Before BCEC began
developing the land, the government
decided to remove itself from active
participation in the property
development business. This decision
was based on the government’s belief
that the private sector is best suited to
carrying out housing development
programs because that sector
possesses the necessary skills and
financial capability. Also, the
government did not feel that it should
be involved in an activity that had a
high risk for the taxpayer.

In keeping with this policy, the .

government decided to close down
BCEC. Accordingly, the corporation
was given a mandate to sell its assets,
substantially in their current
condition, as promptly as possible, for
fair value. Excluded from the assets
to be sold were those which, because
of their special nature or because of
public policy considerations, the
government decided to transfer to
itself for ongoing administration or
disposal.

The corporation’s mandate
included the following objectives:

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

e to conduct transactions in a
manner that would 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
development.

The specific mandate
established for the privatization of the
corporation’s land holdings was as
follows:

* to encourage local and regional
economic development by
ensuring that lands held by the
corporation were made available
for development by the private
sector; and

¢ to obtain fair value for
government from asset
disposition.

In August 1988, the Minister
of Crown Lands appointed a
Privatization Advisory Committee to
provide advice and assistance on the
sale of the corporation’s land
portfolio. The committee included
members from the corporation, the
ministries of Crown Lands, Regional
Development, and the Attorney
General, and the private sector.

The committee determined
that it would achieve its mandate by:

¢ identifying properties which, in
the best interest of the Province,
should be retained rather than
sold;
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* establishing and managing an
appropriate disposition process
which would:

e obtain fair value for the
Province consistent with the
schedule for closing down the
corporation on March 31,
1989;

* maintain good business
principles and an open
competitive process; and

¢ avoid the requirement for
further participation by the
corporation, including carried
interest, except where such
arrangements substantially
benefit the return to the
Province; and

* evaluating proposals received,
and making recommendations to
the Board of Directors of those
proposals which best met the
objectives of the Province for the
sale of the properties.

The Westwood
Plateau

The Westwood Plateau
development site is the largest land
holding sold under the government’s
privatization program. It is a block of
approximately 570 hectares (1410
acres) of prime residential land
located in the District of Coquitlam,
British Columbia (Figure 3.8). Itis
estimated that topographical and
other development constraints reduce
the developable area to
approximately 325 hectares (800
acres). A planning study estimated
that the lands should be suitable for
approximately 4,400 mixed density
residential dwelling units and that up
to 500 units could be marketed per
year.
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The development of the land
is governed generally by the
Northwest Coquitlam Official
Community Plan and specifically by a
development agreement between
BCEC and the District of Coquitlam.

The Marketing
Strategy

The members of the
Privatization Advisory Committee
have considerable knowledge and
experience in real estate and property
development, and they did consider
many factors before deciding to sell
the Westwood Plateau property as
one parcel. Nevertheless, the
committee did not prepare financial
models for the various marketing
alternatives. In our opinion, the
information this analysis would have
provided was necessary for the
committee to understand fully the
value-for-money consequences of
selling the land in one parcel.

When a property as large as
the Westwood Plateau site is offered
for sale, the vendor must decide how
to market the property to achieve the
best value. One of the key decisions
is whether a better price can be
obtained by selling the property as a
single parcel or by subdividing it into
several smaller parcels. Several
factors must be considered in making
this choice, including whether there
are potential buyers for the property
if it is offered in one parcel, whether
smaller lots will attract an overall
higher price, whether the time
required to subdivide the land is
available, whether the costs involved
with subdivision will be recovered,
and whether the price of real estate
will have risen or fallen over the
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period of time required to subdivide selling the property in one parcel. It
therefore reviewed the advantages of

the land.
selling the property in several parcels.

When developing its
We assessed in our audit

marketing strategy, the committee felt
that its mandate did not restrict it to whether the committee explored this
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issue sufficiently. We found that it
was thorough in its examination of
various marketing strategies, and that
it based its decision to sell the land in
one piece on the belief that:

* the property had to be sold by
the government’s March 31, 1989
deadline for closing down the
corporation;

¢ the development agreement with
Coquitlam would have to be’
renegotiated if the property were
sold in parcels;

¢ there were too many technical
problems with the installation of
services in a multi-parcel
development;

¢ asingle buyer would be willing
to pay a premium for acquiring
control over the site; and

* the time was right to take
advantage of the strong real
estate market.

Despite the significant care
given to this analysis, we think these
beliefs underlying the committee’s
decision to sell in one parcel were not
substantiated in all cases.

The committee felt it was
under some time pressure to sell the
land because it believed the sale had
to be completed before March 31,
1989, the date the corporation was to
be closed down. It also assumed that
the development agreement with
Coquitlam would have to be
renegotiated if the land were
subdivided. That, together with the
time required to prepare the
subdivision plan and get it approved,
would have delayed the sale for three
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to six months. As the committee only
started its deliberations in October
1988, there was some question about
whether subdivision was a feasible
alternative before the end of March
1989; (Note: the corporation did not
in fact cease operations until
September 30, 1989).

Although the committee
believed that the development
agreement with Coquitlam would
have to be renegotiated if the
property was sold in parcels, our
tindings did not support that
position. From our review of the
agreement and discussions with
officials of the District of Coquitlam,
we believe the agreement was
sufficiently flexible to allow multi-
parcel sales.

In October 1988, the
committee examined the possibility of
dividing the lands into smaller
parcels and selling them individually.
One of the criteria used by the
committee in this analysis was that
any smaller parcels created should be
capable of being developed
independently. Each property would
therefore need to have utilities
provided separately.

One option was to sell the
lands according to the 11 legal titles
that existed at that time. However,
the committee did not believe that
marketing the lands under existing
legal titles would be advantageous
because the titles did not follow any
natural boundaries that would make
installing services practical, and so
the parcels would not have been
attractive to potential purchasers.

The topography of the
Westwood Plateau property makes it
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particularly difficult to develop. The
land is sloped and is not accessible
from all sides. This makes the
installation of services difficult and
poses problems for the simultaneous
development of individual parcels.
While these obstacles are imposing,
we do not believe they were so
significant as to negate the need to
consider fully the various alternatives
for developing the property.

Although the committee
believed technical problems
precluded it from pursuing several
other subdivision options, it did
consider that the lands could be
subdivided and sold in three smaller
parcels. However, it also concluded
there were no significant benefits to
doing so. It believed that three
buyers would pay no more in total
than a single buyer.

The issue of subdivision was
addressed again in January 1989,
when the option of splitting the lands
into two parcels came up, one to be
sold at that time and the other to be
transferred to the government and
held for six years before selling. The
committee, after preparing
appropriate financial models,
concluded that land banking was not
part of its mandate. Because of that,
and the technical problems noted
above, the alternative was not
pursued.

In such a large real estate
undertaking, we expected that
detailed financial analyses of all the
sales options would have been
prepared. This was not done, and
although the final outcome of the
deliberations might not have
changed, we believe the committee
would have been prudent to prepare
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such analyses for each of the options
at the time the decision was made to
sell the land in one parcel. Without
this information, decision-makers did
not have all the details needed to
evaluate thoroughly the value-for-
money consequences of their
decision,

The Marketing Plan

We found the information
package provided by the committee
to parties interested in purchasing the
property was comprehensive and
gave them sufficient pertinent
information to enable them to submit
proposals. In addition, the sale was
advertised broadly enough to ensure
that potential buyers were informed
of the sale.

The committee decided to
market the site by requesting
proposals from interested parties. It
prepared an information package,
which was made available on
December 14, 1988, for a
nonrefundable application fee of $500.
The information contained all the
engineering, planning, and market
details required for interested parties
to prepare knowledgeable offers on
the lands offered for sale, and it
outlined the selection criteria, along
with the timing and process for
proposal evaluation and selection.
The package also stipulated that each
purchase proposal submitted be
accompanied by an unconditional,
irrevocable letter of credit in favor of
BCEC for $500,000.

The following objectives for
the sale were explained in the
information package:
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.. .the whole of the
Westwood Lands be sold
for fair present value
through an open and
competitive process to a
purchaser, who may be a
consortium or a group,
that has the financial
capacity and expertise to
ensure the residential
subdivision development
and marketing of the
Westwood Lands with
local industry
participation, at an
absorption rate consistent
with prevailing housing
demand. The
development agreement
governs the development
of the Westwood Lands.

The sale was advertised
locally and nationally on December
14, 1988, and on January 18, 1989. A
direct mail program to the
development community and to
parties who had previously expressed
interest in purchasing land from the
corporation was also undertaken. In
total, 70 information packages were
purchased.

Because of the interest in the
property, the initial deadline for the
submission of bids was extended
from February 8, 1989, to March 10,
1989, to give proponents more time to
prepare their bids. By the second
deadline, 18 proposals were received.

Evaluation of the
Proposals
In our opinion the evaluation

process was adequate. It ensured that
all relevant information was used to

determine which proposal would
yield the best return to the Province,
at the lowest risk. Accordingly,
cabinet was provided with sufficient
information to enable it to evaluate
the merits of the proposals and to
conclude that the offer it accepted
was the most beneficial one received.

The committee established the
approximate market price of the
Westwood Plateau development site
by obtaining an appraisal from an
independent firm of accredited
appraisers. The land was appraised
as a single parcel for its highest and
best use under the Community Plan
and the Development Agreement.
The appraised value of the site at
February 15, 1989, was between $47.8
and $51.7 million.

&

Subcommittees were
established to ensure that the various
steps in the evaluation process were
adequately controlled. These steps
included opening and logging in
proposals; calculating the present
values of the proposals; reviewing the
financial capabilities of the
proponents; selecting the proposals
considered satisfactory, and selecting
the lead one; and negotiating with the
lead proponent.

When the proposals were
received, they were logged in, copied
and stored off site. To ensure the
integrity of the evaluation process,
individuals evaluating the bids were
provided with copies of the
proposals, which had the names of
the proponents obliterated.

The proposals received
differed in many aspects. Some
offered no cash payments and were
based strictly on profit participation,
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others offered full cash payment upon
closing. The remaining proposals
offered a combination of cash and
profit participation.

To establish the relative worth
of the bids, the proposals were
analyzed according to measurable
and comparable information. The
analysis recognized the time value of
money, and evaluated the risks
involved with each proposal and all
of the terms and conditions which
had a financial impact. The analysis
also considered the certainty and
security of proposed payments, and
the extent to which proposals
addressed the objectives and terms as
set out in the request for proposals.
These terms called for:

¢ alarge down payment;

* a proposal which constituted an
actual purchase, as opposed to
continued involvement by the
Province;

¢ alimited deferment of payment
and proper security for any
deferred payment schemes; and

¢ a commitment to participation
by the local industry.

From this evaluation, a
shortlist of the most acceptable
proposals was prepared, the lead
proponent was identified, and board
approval was obtained to negotiate
the final details of an agreement for
sale with the lead proponent.

The Lead Proponent

Double Alpha Holdings Corp.,
a subsidiary of Wesbild Enterprises
Ltd., was identified as the lead

AUDITOR GENERAL OF BRITISH COLUMBIA

proponent. The Committee
concluded that the $63 million all-
cash offer was the most beneficial
proposal received. Some proponents
indicated that they might provide a
higher long-term return to the
Province, but they would have
required long-term participation by
the Province and were subject to
higher risk.

On May 10, 1989, the approval
of the government was obtained to
negotiate and conclude an agreement
with Double Alpha Holdings Corp.
The final agreement was approved by
the Board of Directors and Cabinet on
May 24, 1989. The sale was
completed on June 30, 1989, at which
time the full purchase price was paid.

The Price Paid

The purchase price for the
property was $63 million, payable in
cash. After certain obligations
assumed by the purchaser were
deducted, as specified in the Request
for Proposals document, and various
other adjustments made, the net cash
proceeds from the property amounted
to $61.3 million. Since the book value
of the property was $7.2 million, the
corporation recorded a profit of $54.1
million on the sale.

Government

Representations
About the Sale

In our opinion the
government made fair
representations about the sale of the
Westwood Plateau lands.

The government disclosed the
details of the sale of Westwood
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Plateau lands by way of press releases
throughout the sale process. In
December 1988, the request for
proposals was announced. Further
announcements were made as the sale
progressed. The name of the
successful bidder, as well as the
purchase price of $63 million, was
made public on May 30, 1989. On
July 4, 1989, a final announcement
was made regarding the completion
of the sale.

The sale of the Westwood
Plateau property generated
considerable public interest. For
reasons of confidentiality, the
government chose not to disclose
publicly the identity of the bidders or
the details of the bids. Although it
had requested permission from the 18
bidders to make the bids public, only
10 gave their permission, and so the
government decided not to disclose
the bids or the identify of the bidders.
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Looking Ahead

During the last few years, the
government has sold a large number
of land holdings. Each major sale has
generated considerable public
attention. Concerns have been
expressed as to whether the process
used by the government in these and
other sales has been appropriate, and
whether the government is getting
fair value for the lands. In the section
of this Annual Report titled
"Acquisition and Disposition of Land"
we report on the results of an audit
which was designed to address those
concerns.
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Response of British Columbia
Enterprise Corporation
Privatization Advisory Committee

Introduction

This section represents the
Committee’s response to the value-for-
money audit report prepared by the Office
of the Auditor General on the sale by
British Columbia Enterprise Corporation of
the Westwood Plateay Lands in Coquitlam.

The Committee has cooperated
fully with the audit team, and with one
exception, is satisfied with and supporis its
findings.

The audit team concluded that:

1) the information given to interested
parties was comprehensive and
advertising ensured that the
information would reach potential
buyers.

2) the information package contained the
selection criteria along with the
timing and process for proposal
evaluation and selection.

3) 70 information binders were
purchased by potential purchasers
and 18 purchase proposals were
received.

4) the evaluation process adequately
ensured that the Cabinet received
sufficient information to enable it to
evaluate proposals and to conclude
that the offer it accepted was the most
beneficial that was received.

5) the evaluation process was adequately
controlled.
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6) the proposals were analyzed based
upon measurable and comparable
information and recognized the time
value of money.

7) the purchase price of 63 million
dollars payable in cash exceeded the
land’s book value by some 54 million
dollars and exceeded the independent
appraisal value by 11 - 15 million
dollars.

8) the government made fair
representations about the sale of the
Westwood Plateau lands.

The audit team found consistent
evidence of a variety of processes, controls,
checks and balances which kept the sale
process on track from start to finish. The
Committee is pleased that its efforts and the
efforts of the British Columbia Enterprise
Corporation staff have produced this form
of endorsement. '

One area where the audit team and
the Committee do not share common
ground is the audit team's insistence that
the Committee should have produced
financial models to project revenues that
might have been generated if the land was
sold in smaller parcels. It is on this aspect
of the audit report that the Committee feels
compelled to respond.

The Audit Conclusions

The audit report dwells at
considerable length on the fact that the
Committee recommended the sale of a single
parcel without testing various hypothetical
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financial scenarios based on some form of
further subdivision of the lands prior to
sale.

Full recognition is given by the
audit team to the seriousness with which
the Committee considered this issue, and to
the Committee’s reasons for concluding as
it did that a single parcel sale was the only
viable option.

However, the final conclusion
reached by the audit team is that the
Committee's judgment was based on beliefs
that were not substantiated in all cases.

The audit team reached its conclusions after
conducting such inquiries and research as
circumstances allowed and the team saw fit.

Regrettably and ironically, there is
little, if any substantiation in the audit
report for the contrary conclusions reached
by the audit team. The Committee
acknowledges that there is room for
differing opinions on an issue such as this.
There is an argument to be made, however,
that the audit team is in effect substituting
its judgment for that of the Committee.
This is troublesome to the Committee in
view of the audit team’s understandably
limited opportunity for indepth analysis
and perception of this issue.

However, this particular issue is
one which receives a great deal of public
attention, and undoubtedly produces more
public confusion and misconception than
most other issues relating to the sale of
Crown lands. Accordingly, it is imperative
that the Committee completes the record by
outlining why the single parcel sale
approach was chosen in the Westwood
disposition program without producing
financial models for other alternatives.
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Westwood Marketing
Strategy - One Parcel
or Multiple Parcels?

The Committee reviewed the issue
of a single parcel sale versus the sale of
multiple parcels in a number of Committee
meetings spanning a two and one half
month period. The considerations included
a review of the Development Agreement,
thorough canvassing of the feasibility of
subdivision with staff, legal, engineering
and planning consultants, as well as
Coquitlam municipal elected officials and

staff.

Clearly the sale of Westwood as one
parcel would create considerable
controversy and would be subject to careful
scrutiny. The Committee was also aware
that if a multi-parcel sale was feasible, it
would allow more developers into the
Westwood development process.
Accordingly, the Committee reexamined the
possibility of sale of multiple parcels again
and again. Each reexamination produced
the same conclusion, that the development
of the land should be orchestrated by a
single entity. Reasons included the nature
of the Development Agreement, the
experience in prior negotiations with
Coquitlam, terrain-related servicing issues,
market and timing considerations, and the
mandates of the corporation and the
Committee. Because this decision and the
underlying reasons are the critical elements
in this response, they are elaborated on
below.

The Committee decided
unanimously that it would be a regressive
step to move from single management of the
development to multiple management.
Multiple management must not be
confused with multiple ownership. Both
the Committee and the Municipality
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encouraged multiple ownership through a
consortium, which would have allowed for
single management. The audit team will
have noted from the records that there were
in fact proposals submitted by consortia. In
view of the strong and unanimous
conclusion of the need for continued single
management, the committee felt that the
production of financial models on the
assumption of multiple ownership (which
would have allowed multiplicity of
management) would have been superfluous.
Additionally, a model requires prediction of
a great number of variables. This is
particularly true in a large, complex parcel
like Westwood when multiple ownership is
being considered. There are simply too
many uncertainties for a model of this type
to have any useful purpose in the decision
making process.

Some of the more important
considerations that led to the Committee’s
conclusion and which substantiate that
conclusion are as follows:

1) The planned development of the lands
had been based upon single
management and at this point was in
its sixth year along the critical path.
Multiple operations would inevitably
have brought pressures to modify
planning and the servicing
infrastructure which would have
resulted in substantial additional
costs. The experienced developer
would be well aware of this and
discount his bid accordingly.

2) The existing Development Agreement
with the Municipality had been
drawn after years of negotiation on
the premise of single management
and single fiscal responsibility. With
multiple ownership this would have
meant, at the very best, re-negotiation
of a “master” development agreement,
or what is more likely, the negotiation
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of individual agreements with
individual owners which, in the
considered opinion of the Committee,
would have created many problems
and delays in the development
process. Several meetings and
discussions with District of
Coquitlam officials made it clear to
the Committee that a multi-parcel sale
would require renegotiation of the
Development Agreement. The
present Development Agreement did
not address a number of issues which
would have arisen in a multi-parcel
sale. These include the number, size
and shape of parcels to be created, the
location and allocation of the housing
mix within each parcel, allocation of
off-site servicing responsibility among
parcels, posting of security for
services, potential duplication of
infrastructure and convenants to
ensure that each parcel would receive
adequate services and access to its
boundary in a timely manner.
Notwithstanding the audit team'’s
contact with certain Municipal
Officials, the Committee does not
understand, and the report does not
seem to explain, how the audit team
reached its conclusion that no
renegotiation of the Development
Agreement would be required and
that the Agreement as it exists was
sufficiently flexible to accommodate a
multi-parcel sale.

3) The supply of serviced land for

affordable housing in the Lower
Mainland is a problem, and as a
result the price of serviced lots is
increasing dramatically. In the
opinion of the Committee it was most
important to maintain the production
momentum already achieved in
Westwood, since it was by far the
largest potential supply of land for
this purpose. Development
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momentum would almost certainly
have been subject to dislocation
through multiple ownership
attempting to operate independently.
As it now stands, there is every
reason to expect that the successful
proponent will continue expeditiously
along the critical path identified by
BCEC and quickly bring to the
market a substantial number of
serviced lots.

4) The Committee had every reason to
believe from past experience that the
Government may have also found
itself involved as a back-up financial
guarantor for the installation and
construction of certain major
servicing and amenities as a result of
its assumed responsibilities under the
original Development Agreement if
no one developer had overall
responsibility for development of the
plateau.

The Committee is of the opinion
that financial models are only useful if they
can assist in reaching the right conclusion.
Because of the many considerations already
stated, the Committee had no doubt
whatsoever that single parcel marketing
was the only rational way to sell the
Westwood lands. Thus the production of
financial models to evaluate one or more
hypothetical multi-parcel sale options
would have been an exercise without a
purpose. Since there has been no
conclusion that the actual single parcel sale
decision was not the correct one, the saving
in time and money in not commissioning
further financial models could reasonably be
to the Committee’s credit rather than being
regarded as a shortcoming.

The Committee attempted to
operate within its mission statement and
the Corporate mandate as much as possible.
However, time constraints related to the
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mandate and the Corporation’s anticipated
wind-up date were not the principal reasons
why the Committee selected the single
parcel sale option in the Westwood process.
This is supported by the fact that the
Committee was not reluctant to recommend
further subdivision or other value
enhancements for other projects on which it
was advising, notwithstanding that the
recommendation might require a process
which did not coincide with wind-up and
mandate time constraints. The Songhees
and Tilbury projects were each marketed in
several parcels. Subdivision activities are
continuing on the Whistler Expansion
Lands. Westwood Plateau represents the
only project under Committee auspices
which was sold as one large parcel to one
purchaser. The reason, very simply, is that
all the circumstances surrounding the
Westwood lands led the Committee, in its
collective wisdom based on the experience
and knowledge of its members, to the
certain and unanimous conclusion that it
should be sold in its then present condition
without further subdivision.

It is interesting to note that the
official community plan, adopted by the
District of Coquitlam after extensive public
input, appears to have reached the same
conclusion with respect to Westwood
Plateau in paragraph 3.2.3 on page 16:

“The fact that the land is in one
ownership, except for several
privately held parcels at the
southeast corner of the Plateau,
should make it possible to build
a better residential
environment.”

The audit team acknowledged
specifically the government’s decision not to
be involved in an activity that had a high
risk for the taxpayer. The Committee
concluded that further subdivision in the
circumstances represented an unacceptable
risk.
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The audit team concluded that
without the financial analysis of each
subdivision option, the decision makers did
not have all of the information necessary to
evaluate the value-for-money consequences
of their decision. For the reasons outlined
in this response, it is the Committee’s view
that the decision-makers had all relevant
information necessary to make an informed
decision.
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Conclusion

The Committee is pleased that the
various processes adopted in the sale fully
satisfy the stringent audit tests employed
by the Office of the Auditor General.

The one issue on which the audit
team and the Committee differ is not a
matter which is capable of final resolution
in this response. However, the Westwood
sale produced a most desirable result for the
taxpayer. A very substantial and high risk
asset was privatized for a cash amount
which far exceeded all value indications
available immediately prior to the sale.
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Acquisition and

Disposition of Land

A review of the process
followed by ministries and
Crown corporations in
buying and selling land

Audit Purpose and
Scope

We conducted this audit to
assess whether the processes
established by the Province to
acquire, administer, and dispose of
real estate properties ensure that
value for money is achieved. We also
carried out tests to determine whether
these policies and procedures were
being followed. For the purpose of
this review, the attainment of value
for money was centered on whether
ministries and Crown corporations
buy and sell properties at a fair price.

We included in our review the
ministries of Crown Lands, Forests,
and Transportation and Highways,
and as well British Columbia
Buildings Corporation (B.C.
Buildings), British Columbia Ferry
Corporation (B.C. Ferries), British
Columbia Hydro and Power
Authority (B.C. Hydro), B.C. Pavilion
Corporation (B.C. Pavilion), British
Columbia Railway Company (B.C.
Rail), and British Columbia Transit
(B.C. Transit).

Land transactions of the
British Columbia Enterprise
Corporation have been excluded from
this review. As part of our audit of
privatization this year, we reviewed
the sale of the corporation’s

1

Westwood property in Coquitlam.
The results of that review are reported
in a separate section of this Part of
our Annual Report. The corporation
ceased operations on September 30,
1989 and its remaining assets have
been transferred to the Ministry of
Crown Lands.

Our review focused on the
processes used to acquire and dispose
of properties within the 12-month
period ended October 31, 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

We concluded that the
processes for buying and selling real
estate properties established by the
ministries and Crown corporations
that we reviewed are appropriate for
achieving value for money.
Additionally, we found that the
established policies and procedures
were followed during the period
under review.

We also found that the
ministries of Crown Lands, and
Forests, and the Crown corporations
included in our review maintained
readily accessible inventories of the
properties they held. Management
has indicated to us that these
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inventories are complete. We
considered it impracticable to carry
out tests to verify the completeness of
these inventories.

At the time of our audit,
although the Ministry of
Transportation and Highways had
information on its land holdings in
various files, this information was not
organized into an inventory listing
that made it easily accessible and
capable of periodic review. Asa
result, the ministry has been unable to
provide the Ministry of Crown Lands
with the information it requires to
complete its inventory of lands held
by all ministries of government. The
Ministry of Transportation and
Highways is currently in the process
of designing a computerized property
inventory system.

We found that not all of the
entities included in our examination
conduct regular reviews to identify
surplus land that should, according to
government policy, be offered for sale.
Consequently, while the processes of
the entities we reviewed should
ensure that property is bought and
sold at a fair price, there is not
certainty that all surplus properties
will be offered for sale on a timely
basis.
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Distribution of Land
in the Province

British Columbia has
approximately 93 million hectares
(230 million acres) of land and 1.8
million hectares (4.4 million acres) of
water (a total of 94.8 million hectares).
Approximately 93% of the land is
provincially owned, 6% privately
owned, and 1% federally owned.
Federally owned land includes
national parks, Indian reserves, and
military installations. All land that is
not either owned privately or owned
by another government belongs to the
Province. The majority of
provincially owned land is
unsurveyed and mostly covered by
forests (Figure 3.9).

To carry out its programs, the
government must sometimes acquire
land. It also sells land not specifically
needed for government programs.
The government acquires,
administers, and disposes of land
through ministries of government
and Crown corporations. The
authority to acquire and dispose of
land is governed by various statutes.
The method of acquiring,
administering, and disposing of these
lands is set out in the policies and
procedures of the ministries and
corporations.




FIGURE 3.9
I
Distribution of
Land In
British
Columbia
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Water Areas 1.9%
Community Pastures 0.2%
Land under Tenure 0.4%
Provincial Parks & Reserves 5.7%
Tree Farm Licenses 6.8%
Private
Land 6%
Provincial Forests 78%
Federal
Land 1%
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Transactions

During the period under
review the ministries and
corporations purchased land worth
$38 million and sold land worth $123

million (Table 3.1).
Acqmsmons o | Dzsposmons ' —TABLE 3.1
% Nmniuer . ‘ i‘;ﬁ:ﬂmary of
o _ | Transactions,
B.C. Buildings » 11\; %\éirélber 1,
B.C. Hydro , o
Sale of Head Office? | %ngber 31,
Other transactions

B.C. Rail (consohdafed)

B.C. Transit

B.C. Perries

B.C. Pavilion E o

Ministry of Crown Lands -

Ministry of Forests o

Ministry of Transportation .
and Highways : L

This single transaction émonnteé fm* approximatel 1
sales dnrmg the revzew pen o

Before ad’vert}smg the property:for ie, ydr
independent accredited appraisers. Fhie mark
$46 million and $48 million. The proposed sal
throughout Canada and in prominent U.5., Eur ; o
papets. Three proposals were received. The value of the aacepted proposal was |
the highest of the three and aexceeded the apprax;séd value aubmxﬁ*ed byboth .~
appraisers. , o

B.C. Hydro leased ﬁte prenuses back fro‘m ’the purchaser‘ B@th ;)px;alsezs were
requested to review their appraisals based on the actual lea éback terms; Asa
result, the building’s appraised market value was increase | ‘ '
$53.5 mililon which is sﬁH lower it

b
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Title

In this report we only refer to
land. However, this includes both
unimproved land and land with
improvements, such as buildings or
roads. In legal records, only a
description of the land is entered and
this automatically includes all
improvements.

When the province registers
title to land it does so in the name of
Her Majesty the Queen in Right of the
Province of British Columbia. Land
owned by Crown corporations is
registered in their names and
recorded in the Land Titles Office, as
is all privately owned land.

In addition to the land
acquisitions described below, the
Province owns all land that has not
been previously deeded to some
person, corporation, or other
government.

Policies and
Procedures

The Process

The policies and procedures of
the ministries and Crown
corporations outline the process to be
followed in acquiring, administering,
and disposing of land. They define
the procedures to be followed in
determining when land is to be
acquired or disposed of, how the
transaction will occur, the price to be
paid or received, and set levels of
authority for approving the decision.

Findings

The ministries and
corporations either have issued or are
in the process of issuing policies and
procedures which have been
designed to ensure a fair price is paid
or received in all land transactions.
The level of detail in the policies and
procedures varied between entities,
but, in all cases, is appropriate to
achieve value for money.
Furthermore these policies and
procedures are understood and
followed by the employees
responsible for the purchase and sale
of land.

Acquisitions

The Process

When ministries and Crown
corporations prepare long range
plans, or plans to achieve a particular
objective, the need for specific parcels
of land or land in specific areas is
identified. To achieve these plans, the
Province may have to acquire
privately or municipally owned land.
This is accomplished through:

¢ negotiated agreement with the
owner;

¢ provisions of the Forest Act
permitting the Ministry of
Forests to acquire land to be
used for rights-of-way; or

* expropriation.

A major principle of the
policies in both the ministries and the
corporations is that land be acquired
at a fair price. A fair price is defined
as the market value based on the
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highest and best use of the land as
determined by an independent
accredited appraiser, a qualified
employee, or the Expropriation
Compensation Board.

Acquisition by expropriation
can only be used where authorized by
legislation and the procedure to be
followed is governed by the
Expropriation Act. Even when the
right exists, expropriation is only
used as a last resort when there is no
suitable alternative land and the
province is unable to negotiate a
purchase agreement with the owner.

The Province may also acquire
land through:

* exchanges (one site is exchanged
for another of equal value);

* gifts (the owner gives the land to
the Province);

* Crown grant reversion (title to
land no longer used for the
purpose for which it was free-
granted reverts to the Province);

¢ transfer (from other
governments); or

¢ forfeiture (for unpaid realty
taxes).

Findings

We found that the processes in
place for the acquisition of land ‘are
appropriate to achieve value for
money.

In all cases, land was acquired
for specific purposes. The price paid
was either the market value or an
amount reasonably close to the
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market value as would be expected in
a negotiated agreement. In most
cases the market value was
determined by an independent
accredited appraiser.

When property was acquired
which was subject to expropriation,
the province often made additional
payments as specified by the
Expropriation Act. These payments
compensated owners for disturbance
damages and other expenses.

Inventory

The Process

- The Ministry of Crown Lands
has been given legislative authority to
administer all Crown land except
land specifically under the
administration of other ministries or
Crown agencies.

The Province owns and
administers many types of properties.
Some are administered directly
through ministries; others are
indirectly owned and administered
through Crown corporations.

In addition to office buildings
for their own use and land held for
future needs, Crown corporations
own and administer some of the
following major types of properties:

B.C. Buildings

Office buildings used by
government ministries;
provincial court buildings; and
provincial jail buildings. The
Legislative buildings and the
Lieutenant Governor’s residence
are owned directly by the
Province but maintained by B.C.
Buildings.

1
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B.C. Ferries
Ferry docks.

B.C. Hydro
Dams and power generating
stations.

B.C. Rail
Railway stations and roads.

Land under the
administration of ministries, other
than the Ministry of Crown Lands,
includes highways, forests, parks,
ecological reserves, and wildlife
management areas.

The ministries and
corporations maintain records of the
land they own. The Ministry of
Crown Lands currently has a listing
of all Crown land that has been
conveyed to private ownership and of
all private land that has been turned
over to government, except highway
rights-of-way. In October 1989,
Treasury Board issued a directive
requiring all ministries to record their
real estate holdings in the Crown
Land Registry of the Ministry of
Crown Lands. The Crown Land
Registry will, therefore, eventually list
all Crown lands in the province.

Findings

We found that not all
inventory lists are complete and, in
some cases where lists exist, they are
not being reviewed on a regular basis.
As a result, surplus land may not be
identified and offered for sale. The
existing process does not, therefore,
fully achieve value for money.

The Crown corporations and
the Ministry of Forests have listings of

their properties. The Ministry of
Crown Lands currently has a listing
of:

¢ all Crown land that has been
conveyed to private ownership
through that ministry;

e all private land that has been
turned over to government
through that ministry; and

* some of the surveyed and
unsurveyed land that has never
been conveyed.

The lands administered by
other ministries and the balance of
surveyed land that has never been
conveyed has to be added to this list.
Large areas of unsurveyed land
cannot realistically be added to an
inventory.

These lists are being reviewed
with varying degrees of regularity by
the various entities in order to
identify surplus land. To the extent
that these lists are incomplete or not
reviewed on a regular basis, all
surplus land will not be identified
and made available for sale. We
recommend that all inventory lists be
completed and reviewed on an
ongoing basis to identify any surplus
land.

Dispositions
The Process

Land that has been identified
as surplus to the Province’s or
corporations’ needs is offered for sale
if a market is considered to exist.
Land becomes surplus when:
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* it is no longer needed for the
purpose for which it was
acquired;

* the scope of the project is
changed and less land is
required; or

* pieces are left over after more
had to be acquired than was
needed. When land is acquired
for a particular objective, the
Province — to be fair to the
owner — may acquire the entire
property even when it is greater
than actually needed, since
acquisition of just the required
portion might leave the owner
with a parcel that does not suit
his needs.

Also, any land that the public
or other governments wish to

purchase will be sold if it is available.

Before October 1989, the
Ministry of Crown Lands and
predecessor ministries with similar
authority sold most of the surplus
land disposed of by ministries. Since
then, all land surplus to ministry
needs must be transferred to the
Ministry of Crown Lands and,
therefore, all land must be sold
through this ministry. Crown
corporations, on the other hand, sell
their land themselves.

The principle of a fair price
also applies to the sale of land. Most
land is sold at market value. Some,
however, is sold under the terms of
an option to purchase in a lease; and
some is free-granted or sold for
nominal amounts, usually $1, plus
other considerations such as an
exchange of lands of equal value, or
transfers to Crown corporations.
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Free Crown Grants

Free Crown grants are used to
give title to the recipient free of
charge. The use of free Crown grants
is restricted. Generally, they are made
to railways or towns, municipalities,
societies, and boards for public use,
with the provision that title will
revert to the Province if the land is
not used for the purpose for which it
was specifically granted. The general
public are not entitled to receive free
Crown grants.

Sales

To promote the development
of agricultural lands in certain
locations, the government has issued
leases on undeveloped land. The
leases contain an option to purchase,
at a fixed price, if the lessee develops
a stated percentage of the leased land
at his own cost.

The stated purchase price may
be reduced by a clearing credit of
$750 per hectare to a maximum
amount equivalent to the stated
purchase price. Therefore, should the
lessee exercise the option to purchase,
the price paid may be quite different
from the market value of the land at
the time of the sale. This difference
may be due to the clearing credits,
and the fact that the purchase price
stated in the lease is the market value
of the land at the time the lease
agreement was entered into.

Land, other than free grants or
land sold under the terms of an
option to purchase included in a
lease, is sold through a public process
with few exceptions. The exceptions
are:
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* leased shore land or residential
lots where the lessee is permitted
to purchase the site. Because of
the high administrative costs
associated with administering
these leases, government policy
now permits the lessees to
purchase the lots.

¢ small adjoining sites which,
because of their size, are only of
value to an adjoining lot holder.
Generally, the sale agreement
requires these lots to be
consolidated into one lot with
the purchaser’s existing lot.

* properties sold under direct
application under the Land Act.

In all cases the sale pricé is the
market value of the land.

In most cases, market value
based on the highest and best use of
the land is determined by
independent accredited appraisers
but may be determined by qualified
employees, particularly for lower-
valued properties.

The land may be offered for
sale by way of:

¢ public offering, which can take
either one of two forms:

e the public is invited to submit
sealed bids which have to
conform to certain criteria if
they are to be considered; or

¢ bidders are invited to submit a
proposal outlining both the
use and purchase price of the
land;

¢ public lot draw, which is the
initial offering of residential or

recreational land at its market
value;

* public auction;

* direct sale or listing with a real
estate broker. Crown lands are
only listed with brokers after the
land has been offered for sale
through a public offering or
proposal call, and they are
generally MLS listings; or

¢ direct sale as a result of an
application under the Land Act.
These properties are normally
advertised to ensure public
interest is identified.

Proposal calls are usually used
for large properties which may serve
a variety of purposes. Determination
of the use is left to the proponents.

The Province has now
adopted a policy of not developing
land. Large lots may be subdivided
into smaller ones or a group of small
lots consolidated into larger ones if
this will result in higher revenue to
the Province. In some instances it
may be necessary to construct roads
before the land can be sold. Titles are
checked to ensure that no unusual
encumbrances or reserves are
registered against the land which
would affect the new owner’s rights
and use of the land. The land is then
sold "as is." The rationale for this
principle is that the province is not in
the land development business and
therefore should not assume the risks
associated with land development.

Monies received from the sale
of land by the Ministry of Crown
Lands are credited to the Crown Land
Account, while those received by
Crown corporations are credited to
their accounts.
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Findings

We found that the processes in
place for the disposition of land are
appropriate to achieve value for
money.

There are active programs to
sell surplus land. Sales have been
well advertised, with major
properties being advertised nationally
and in some instances internationally.
The provincial policy of not
developing land has been followed.
However, appropriate steps, such as
consolidation of lots, have been taken
to increase the value of the land being
sold.

In addition to surplus land,
the Ministry of Crown Lands has also
sold:

* agricultural land leased with an
option to purchase;

e Crown land that was never
previously sold; and

¢ shore land properties. In
response to a government
directive, lessees were offered
the option to purchase their lots.
All sales were at market value,
determined by an independent
accredited licensed appraiser.

In many instances, lessees
have been able to purchase their
leased agricultural land for nominal
amounts after deducting the
cultivation credit of $750 per hectare.
The Province has ceased issuing
agricultural leases pending a review
of the existing policy.

The policies do not cover all
possible variations that occur in
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negotiating the purchase or sale of
land. However, we found that
whenever the policy did not cover the
particular circumstances of a
transaction, the principle of a fair
price was followed.

During the review period
there was a total of 105 free grants
and transactions recorded at a
nominal value (Table 3.2).
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TABLE 3.2
|
Summary of

Free and
Nominal
Value Grants,
November 1,
1988, to
October 31,
1989

VALUE-FOR-MONEY AUDITS

Free Crown Grants
Crown corporations, municipalities,
schools, and hospitals 45
Railways 41
Land exchanges 11
Grants related to privatization® 6
Joint venture between Province and
private corporation? 2
105
@ The six grants were for property transferred fo Pacific Regenerahon Technologms f
Ing. as part of an asset sale agreement with a total price 6£$5 million. b
b The Province entered into an agreement with Genstar Corporation ont April 24,
1985, to jointly develop and sell lots located on land owned by the Province in the
Municipality of Pitt Meadows. The Province contributed the land to the venture
and will share in the profits when the lots are sold. ’_J
Bl
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Follow-Up of Previous Year's
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.
However, 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.
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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.
Without further information,
legislators and the public are not
aware of the nature, extent and results
of managements’ remedial actions.
Therefore we believe it is useful to
obtain and publish updates of
managements’ responses to our
previous value-for-money audits.

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
Government
Management Services

The Auditor General's March
1989 Annual Report included value-for-
maney audit reports concerning the
Privatization Program

Throughout the past year, the
government’s privatization program
continued using the framework established
during the initial stages of the program.
The broad policy goals stated for the
program at its outset remain unchanged.
They are to:

o encourage employee ownership;

e provide continuity of work for
government employees;

o ensure public safety and quality of
service;

® support regional economic
development

o ftreat all parties fairly.

The ministry’s response to the
1989 Auditor General Annual Report
examined the audit findings within the
context of these broad policy goals. 1t also
qualified and provided further elaboration
on specific audit findings where the
ministry believed this was required for a
complete understanding of the issues
involved.

The ministry indicated that the
selection process would be amended to
include an assessment of ways to increase
the value of projects during the detailed
evaluation phase. A Privatization Manual
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has been developed and distributed to all
ministries. In the section dealing with
privatization plans, it requests ministries to
review the potential for consolidating and
restructuring prior to identifying
privatization possibilities. In addition, this
type of assessment has formed a regular
component of the analysis done by any
group evaluating a potential project.

The ministry also undertook to
ensure that RFP’s were prepared prior to
discussions or negotiations with employee
groups and this has been done in most
cases. For employee-initiated proposals,
however, although employee groups have
received all information normally contained
in an REP, it has not necessarily been
formalized as an RFP document.

The ministry indicated that
continuing attention would be given to
refining the procedures used to identify,
implement and monitor privatizations. In
this regard, the ministry has remained
aware of its responsibility to obtain a fair
deal for taxpayers and has acknowledged its
responsibility to revise procedures if better
means of achieving this objective were
identified.

The ministry also recognized the
importance of good contract management
and monitoring once service contracts were
implemented. As a result, a Contract
Management Task Force was established to
recommend cross-government policies and
guidelines for managing and monitoring
government contracts.

It was also stated that special care
would be taken to ensure that the stated
process would be followed in all projects
and the Legislature would be provided with
reliable and complete information on all
privatizations in accordance with the
normal accountability cycle established for
government.

AUDITOR GENERAL OF BRITISH COLUMBIA



VALUE-FOR-MONEY AUDITS

The Privatization Manual assists
ministries by clearly outlining all policies
and procedures related to privatization. In
addition, staff of the Privatization Group
have provided ministries with advice and
assistance regarding the privatizations

‘process. Individual ministries, however,
have been accountable for ensuring that
these procedures have been followed and
that the Legislature has been provided with
the appropriate information.

The ministry also indicated it
would ensure that the Legislative Assembly
was provided with complete and reliable
information about cost and other benefits
achieved from completed privatizations. As
above, this ministry assisted ministries
involved in privatizations but those
ministries have had the responsibility for
providing the Legislative Assembly with the
appropriate information.
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Follow-Up from
Ministry of Health

The Auditor General’s March 1989
Annual Report included value-for-money
audit reports concerning the Hospitals,
Medical Services Plan, Continuing Care,
and Public Health programs of the
Ministry of Health. A Ministry response to
these audits was published in that report
which advised of the actions taken, or
proposed, to address the concerns raised by
the Auditor General.

Since that initial response, the
Ministry has continued to implement a
number of recommendations of the Auditor
General as resources allow. A progress
report on these initiatives is included.

It should be noted that on February
22,1990, the Premier and the Minister of
Health announced the establishment of a
Royal Commission to examine health care
in British Columbia and its terms of
reference include:

“To examine the costs associated
with each of the health care
system’s major elements and the
current methods of funding and
reimbursement and to identify
possible options, including
alternative delivery models, that
would allow for better allocation
and use of available resources.”

Other terms of reference, in similar
fashion, encompass objectives associated
with value-for-money audits.

Hospital Programs

Generally, the 1989 Hospital
Program’s responses have not changed
substantially. However, progress has been
made to address certain issues raised in the
report:

Efficiency and Effectiveness

A policy has been developed which
encourages greater efficiencies in the
hospital industry by providing a
mechanism whereby hospitals can use
accumulated operating funds for selective
capital purposes.

Hospital Programs is now funding
increased utilization on the basis of
population demographics and referral
patterns which recognize the pressures that
drive up costs but exclude workload
increases which are not based on need.

Hospital Reviews now being
undertaken include a component which
determines the appropriateness of the
medical services being provided by the
hospital to its community.

The Hospital Innovation Incentive
Program was introduced and is being used
to provide hospitals with opportunities to
introduce cost saving programs or
equipment.

Better Information

The Ministry has endorsed the
national Management Information System
Guidelines (MIS) recently developed by the
Canadian hospital industry, and is
encouraging its use by hospitals. Any new
management information systems have to
be MIS compatible, and a business case
with a payback has to be made before
approval is given.

New accounting guidelines have
been developed and are being implemented
which will ensure consistent reporting by
the industry.

The reporting requirements for
hospitals has been revised with improved
information being collected and analyzed.
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Coordination of Health Services

The Ministry has established a
Hospital/Community Partnership Program
to support hospital management in
developing programs to provide an
appropriate health care delivery system for
their community. Up to one-half percent of
a hospital’s total operating grant is
available for this purpose. There programs
are developed with local health boards and
community agencies to improve health care
while controlling utilization of hospital
services.

The Ministry has completed its
collection of data on programs and services
provided by hospitals in the province. This
information is now being used to better
coordinate services and to improve funding
allocation decisions.

Medical Services Commission

The Medical Services Commission
has created a Program Monitoring and
Education Branch to improve its ability to
monitor outcomes against billed services.
Pilot projects has been initiated with the
British Columbia Medical Association and
supplementary benefit practitioners
regarding the issuance of Health Benefit
Statements, formerly known as point of
service statements. The CareCard initiative
has significantly improved subscriber
address records and the Subscriber Demand
Committee has been established to review
patterns of demand by subscribers and
educate them in the prudent use of
medicare.

The triplicate prescription was
introduced on January 1, 1990, with the
cooperation of the College of Physicians and
Surgeons, the College of Pharmacists, the
College of Dental Surgeons and the B.C.
Veterinary Medical Association.
Development of the proposed pharmacy
network is still under review.
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Continuing Care

The Auditor General’s Report
commented on numerous aspects of the
Continuing Care Division’s operations, but
it focused on four main topics:

Assessment of Clients

During the past year, the Division
has taken several important initiatives
relating to assessment. It has initiated an
assessor education and training strategy
aimed at ensuring consistent assessment
decisions and consistent selection of
services. It has also pilot-tested a more
comprehensive psychological evaluation
process for clients, and will implement this
process Province-wide by mid-1990. Once
the new psychological evaluation process is
in place, the Division will begin exploring
ways of improving analysis of the social
circumstances of clients being assessed.

The need for additional assessors
and support staff, as well as expanded staff
training opportunities have been identified
as priorities in the 1990/91 budget request.

Alternatives to Fuciiities

The Division has completed a
study of institutionalization rates and
potential resource reallocations within the
existing system. A review of respite
services was also completed, and service
enhancements will be considered in
1990/91 if sufficient funds are available. As
well, the Division is currently undertaking
a comprehensive study of supportive
housing options, in collaboration with the
British Columbia Housing Management
Commission.

Both the Continuing Care Division
and the Ministry as a whole remain firmly
committed to minimizing unnecessary
institutionalization of clients. In 1989/90,
the Hospital/Community Partnership
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Program was initiated to encourage strong,
effective linkages between hospital and
community services. In addition, the
Victoria Health Project, now in its second
year of operation, has succeeded in reducing
the need for facility-based care in the
Capital Region by means of a variety of
innovative demonstration projects.

Program Management

The Continuing Care Act has
received Royal Assent and will be
proclaimed shortly. A strategic plan has
been developed, and has been used as the
basis for detailed action plans. The
Division has formulated key success
indicators, including ways of measuring
them, and has also developed a new
planning and resource allocation model.
The recently initiated “Facility Profile
Monitoring System” represents a
significant improvement to the Division’s
management information, and will
contribute to effective decision-making for
the distribution of resources and services.

The Division consults with
gerontologists as needed, and has ongoing
access to other geriatric specialists through
the Continuing Advisory Sub-Committee
on Long Term Care and special
contractural arrangements. A Seniors’
Advisory Council will be established under
legislation passed in 1989, thus ensuring
an quenue for community input into the
Division’s program planning.

Value-for-Money from Long Term
Care Facilities

Residential care standards are now
in place and will become mandatory with
proclamation of the Continuing Care Act.
The Quality Assurance Branch is now fully
 staffed, and is undertaking reqular facility
reviews. The new Continuing Care Act
will provide for written contracts with
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facilities and will empower the Ministry to
appoint public administrators when serious
problems arise.

The Division is undertaking
“comprehensive care” pilot projects to
explore the role of facilities in providing a
wider variety of services. Under the
auspices of this innovative program, the
Division has received 97 proposals from
facilities interested in experimenting with -
new services in areas such as rehabilitation,
psychogeriatric services, and community
outreach.

The Division is participating on
inter-program committees set up to develop
strategies concerning psychogeriatric care
and multilevel care facilities. The staffing
requirements of facilities caring for “special
needs” clients are under review, and the
Continuing Advisory Sub-Committee on
Long Term Care is examining the potential
role of physicians within long term care
facilities. As well, the Division has
contracted with a geriatric psychiatrist to
develop educational materials not just for
its own staff but also for the staff of funded
agencies, including facilities.

In 1989/90, the Division was able
to provide significant funding
enhancements to facilities. The wage
disparities between union and non-union
facility staff were significantly reduced and
additional adjustments were provided for
management staff. Similar increases were
also provided in the home support sector.

Efforts are well underway to
simplify and improve the data collected
through the quarterly financial reports
submitted by facilities. Together with the
new Facility Profile Monitoring System,
the revised quarterly reports will enable the
Division to undertake valuable “peer
group” analysis of facility operations.
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The linkage of funding to quality
and efficiency remains a critical, ongoing
objective. In 1990/91, the Division will
continue to refine residential care standards
and monitoring. It will also continue to
carefully examine alternative funding
methodologies.

Public Health

A review of Public Health
programs and priorities in relation to
available resources continued in 1989/90.
As part of this process, an Information
Resource Management Plan was completed
and further development occurred in the
area of core programs. In 1990/91 an
extensive review will be undertaken of the
public health mandate and the resources
required to fulfill this mandate.

In order to increase the level of
service provided and also encourage
community involvement in Public Health,
innovative local program initiatives are
being funded through health units and
Union Boards of Health. Public Health also
participates actively in the
Hospital|{Community Partnership Program
in many areas.

Extensive implementation and
upgrading of information systems was
undertaken in 1989/90 and further
expansion is planned for the coming year.

195

AUDITOR GENERAL OF BRITISH COLUMBIA






Seanie ki

s

ccount abl» '1fY

of Crown ~
Corporations

Contents
The Need for a Review ef Public Body
Accountabmty..,.....;....’.,.......‘.....201
Audit Purpose and Scope...... ..., 102202
CONCIUSION «. it iivesiins i i 202
Crown Corporations in British Columbia ...203
' Accountability Repoi‘ting. . i D 205
Reporting Futnz;e~0rient;ad Information.....206
Reporti‘ng}’érformance..m“ U e
Review by the Legislative Assembly .. /.....214
LookingAhead e dees WL et







ACCOUNTABILITY OF CROWN CORPORATIONS TO THE LEGISLATIVE ASSEMBLY

Accountability of Crown
Corporations to the Legislative

Assembly

A review of the ways in
which Crown corporations
tell the legislature about
their performance in the past
and their intentions for the

future

The Need for a
Review of Public
Body Accountability

In recent annual reports, we
have commented on the significance
of public bodies in British Columbia
as instruments of public policy. In
our 1989 Annual Report we pointed
out the need for a comprehensive
study of public body accountability.

The topic of public body
accountability is not new to British
Columbia. In 1980, the then Minister
of Finance appointed a Task Force to
develop recommendations for
improving the proposed Financial
Administration Act. The proposed Act
included a section on public bodies,
but it was removed after the Task
Force concluded that, while the issue
was important, it was also complex,
and needed further study. The Task
Force recommended that "further
analysis should be undertaken by the
Ministry of Finance in consultation
with other ministries and public
bodies to review all aspects of the
public bodies issue.” Additional
recommendations were that the
review cover the definition,
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identification, and classification of
public bodies; and that proper
accountability arrangements be
prescribed for each type of public
body.

Since the Task Force reported,
the current Financial Information Act
has become law. The Act requires
many public bodies to prepare certain
information about salaries and
payments to suppliers, in addition to
annual financial statements.
However, most of the issues raised by
the Task Force have not yet been
addressed. We believe, therefore, that
a thorough examination of the
accountability of public bodies is
necessary.

In this report, we focus on one
type of public body: the major Crown
corporations. In British Columbia,
Crown corporations are a part of the
daily life of every citizen, providing
electricity, transport, motor vehicle
insurance and other services. They
have a significant economic and social
impact on the province. For the fiscal
year ended March 31, 1989, they
controlled large amounts of public
money: almost $6 billion in both
revenues and expenditures, and over
$17 billion in assets. The money and
resources managed by Crown
corporations ultimately belong to the
citizens and taxpayers of British
Columbia.

The Legislative Assembly has
a basic right and responsibility to
oversee receipts and expenditures of
all public money. In overseeing
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Crown corporations, the role of the
Assembly is to hold both the
government and — through the
ministers responsible — the
individual corporations accountable
for achieving public policy objectives
delegated to them, and for good
management of the public resources
entrusted to them. As part of the
machinery of government, Crown
corporations should provide
information regarding their
operations to the Legislative
Assembly in a comprehensive, fair,
and meaningful way.

Audit Purpose and
Scope

We set out to assess whether
the Crown corporations are telling the
Legislative Assembly enough about
their affairs. We considered whether
the corporations are providing
appropriate information about what
they intend to do, and about their
actual performance.

We reviewed accountability
reporting arrangements for British
Columbia’s Crown corporations, and
compared them with those in other
jurisdictions in Canada and in some
Commonwealth countries. We
looked at applicable legislation,
reports tabled in the legislature, and
other public documents. As well, we
talked to various ministers, Members
of the Legislative Assembly, and
senior officers of the major Crown
corporations.

We concentrated on the
relationship between the Legislative
Assembly and the Crown
corporations, focusing on the
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information flows between the two.
We did not look at the relationships
and information flows between the
government (ministers and public
servants) and the Crown
corporations. That is a large and
complex issue in itself, which may be
the subject of a future review by our
Office.

Conclusion

Although some of the Crown
corporations are now moving toward
better accountability reporting, in
general they are not providing
enough information to the Legislative
Assembly about what they intend to
achieve. Indeed, there is currently no
requirement for them to provide such
information. Reporting on actual
performance is more complete, but
tends to focus on historical financial
data, rather than on operational
performance, and is not compared to
objectives and specific operating
targets. We found that the non-
financial information that is provided
by Crown corporations is often
presented in an unsystematic way,
making it hard for the reader to
evaluate whether corporations are
progressing toward their objectives.

We believe much could be
gained if a framework for
accountability reporting was
designed for the major Crown
corporations. Such a framework
should cover operational and
financial information, future-oriented
as well as historical. We believe the
framework proposed in this report
would go a long way toward bringing
British Columbia’s Crown
corporations under appropriate
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legislative scrutiny. It also would
allow the corporations to show
publicly their objectives, their
progress in achieving those objectives,
and their success in carrying out their
mandates with due regard for
economy and efficiency.

Crown Corporations
in British Columbia

The Crown corporations in
British Columbia are separate legal
entities, usually created by an act of
the legislature, although a few
corporations were created under
general companies legislation (Table
4.1). Each Crown corporation is
accountable to the Legislative
Assembly through the minister
responsible for the corporation, and
each has its own unique objectives,
financing and markets.

Objectives

The activities of Crown
corporations usually reflect a mix of
financial and public policy objectives.
For example, British Columbia Ferry
Corporation (B.C. Ferries) has an
implied set of competing objectives
that it has to balance. If, for instance,
to maximize financial returns were its
only objective, it would have to either
close some of its routes or raise its
fares. However, the corporation also
has to respond to public policy
objectives. These are that ferry fares
remain reasonably affordable, and
that adequate access to service be
maintained, even though some routes
are unprofitable.
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Financing

Many of the Crown
corporations have received injections
of capital from the Consolidated
Revenue Fund, and many also have
their debt guaranteed by the
Province. Several of the corporations
are, to some extent, funded annually
by appropriations from the
Consolidated Revenue Fund, while
others, such as the British Columbia
Hydro and Power Authority (B.C.
Hydro) and the Insurance
Corporation of British Columbia

. (ICBO), do not require annual

funding (Table 4.1). Irrespective of
the immediate source of funding, we
believe that, ultimately, all money
administered by Crown corporations
is public money. It follows from this
that all Crown corporations should be
fully accountable to the Legislative
Assembly with regard to their use of
public money.

Markets

Most of the Crown
corporations operate in a monopoly
or a protected market. For instance,
B.C. Hydro generates most of the
electricity in the province, and British
Columbia Buildings Corporation
receives about 90% of its rents from
government ministries and agencies.
Other corporations face more open
competition. For example, B.C. Rail
competes in the railway freight
market and the B.C. Pavilion
Corporation competes in the North
American convention market.

All these factors have to be
considered in the design of an
appropriate framework for
accountability reporting.




TABLE 4.1
L]
Major
Crown
corporations
in British
Columbia

as at

March 31,
1989

Source:
1988-89
Public
Accounts of
British
Columbia
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*British Columbia Enterprise Corporation ceased operations in September 1989.

* The Lottery Corporation Act was passed in 1986 but has not yet been proclaimed.

—
Legislation Fuading
Annual " Accimulated ;
General Subsidy Capital " Provincial
Own  Companies | (1988-89) Contribution Guarantees
Act Legislation | ($ million) - ($million) (§ millon)
Transportation:
British Columbia Ferry Corporation X 56 257 75
British Columbia Railway Company x 17 768 224
British Columbia Steamship Company (975 Ltd. x - 4 o
British Columbia Transit X 171 205 : 254
Energy and Resources: ;
British Columbia Hydro and Power Authority X - - 4,712
British Columbia Petroleum Corporation x = - L
General Government and Other:
British Columbia Assessment Authority X 7 & s
British Columbia Buildings Corporation X - 56 213
British Columbia Educational Institutions
Capital Financing Authority X - = 361
British Columbia Enterprise Corporation® x 3 - 38
British Columbia Lottery Corporation x? & = =
B.C. Pavilion Corporation X 5 156 -
British Columbia Regional Hospital Districts
Financing Authority x - - 730
British Columbia School Districts
Capital Financing Authority X - - 809
British Columbia Systems Corporation X 4 “ 21
Insurance Corporation of British Columbia X - - =
Provincial Rental Housing Corporation - 1 -
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Accountability
Reporting

More Than Financial
Performance

Accountability is the
obligation to answer for a
responsibility that has been conferred.
It presumes the existence of at least
two parties: one that assigns the
responsibility, and one that accepts it
along with the obligation of reporting
how the responsibility has been met.
In the private sector, the
accountability relationship is between
corporations and their shareholders.
Corporations are required to provide
periodic reports to their shareholders,
in which primary consideration is
usually given to profitability, and
future financial prospects.

For Crown corporations,
however, the accountability
relationships and circumstances are
different. The Legislative Assembly
performs many of the functions
associated with ownership, such as
authorizing the corporations’
creation, mandate, disposal and
dissolution, and providing funds to
them. As a result, the corporations’
accountability extends to the
Legislative Assembly, not just to the
government.

Also, the nature of the
information to be reported by Crown
corporations differs from that
reported by the private sector. This is
because Crown corporations’
financial performance may be affected
by their operating in a monopolistic
environment, having to pursue public
policy objectives, or other factors.
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The Legislative Assembly should
know about each corporation’s
mandate, objectives, and intended
activities. Members also should be
able to form their own assessments
about each corporation’s performance
with respect to its objectives and its
management of resources. This can
only partially be shown through
standard financial statements. There
is a need to look "beyond the bottom
line."

More Guidance Needed

Legislated requirements for
accountability reporting are limited.
Neither the Financial Administration
Act nor the Financial Information Act
provides any general framework for
Crown corporation reporting to the
legislature. It is only the acts by
which Crown corporations were
established that address reporting.
Most of those acts require the minister
responsible to table audited financial
statements and a "report on
operations.” There are no guidelines,
however, about what information
should be included in a report on
operations. None of the acts deals
with reporting requirements for
future-oriented information, and
some make no mention at all of
reporting requirements. Those
corporations established under
general companies legislation do not
have any legal requirement to report
to the legislature, although in practice
all of them have provided at least
audited financial statements.

We believe that a general
framework, applicable to all Crown
corporations, is needed. The
framework should identify the
nature, extent and timing of all
reporting to the Legislative Assembly,
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and should be supported by
legislation. For example, it could be
included in an amended Financial
Administration Act. The framework
should also be supplemented by more
specific government-issued
guidelines.

Reporting Future-
Oriented Information

Overview

We found that the nature and
extent of future-oriented information
provided to the Legislative Assembly
about Crown corporations was
inconsistent. This is because there is
currently no requirement for them to
provide such information. A few
Crown corporations have published,
or are about to publish, information
about their plans, including financial
forecasts. Others have provided
information retroactively about their
plans, in their annual reports. Yet
others have provided no specific
future-oriented information.

Recommendations

We believe each Crown
corporation should be required to
provide the Legislative Assembly
with a "Statement of Corporate
Intent." This statement should
include summary information about
the corporation’s mission, objectives,
key performance targets, major
planned activities, and financial
plans. Each Crown corporation
should be required to table —
through the minister responsible —
the statement at the beginning of the
corporation’s financial year. We
recognize that there may be situations
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where a corporation could be put at a
competitive disadvantage by
disclosing certain information with
respect to its objectives and plans. We
believe the government should
provide guidelines defining the

. circumstances under which the

minister responsible may decide not
to report certain future-oriented
information.

Mandates and Mission
Statements

Mandates

An act setting up a Crown
corporation usually specifies the
corporation’s mandate: its purpose(s),
powers and duties. For example, the
Assessment Authority Act states that
the British Columbia Assessment
Authority’s purpose is:

"to establish and
maintain assessments that
are uniform in the whole of
the province in accordance
with the Assessment Act."

The mandates provided by
legislation are sometimes quite broad.
Several of the corporations have lists
of powers and duties in their acts that
give them considerable discretion in
how they go about their businesses.
For example, the Hydro and Power
Authority Act lists 25 activities that

" B.C. Hydro can enter into. Their

descriptions range from precise
statements ("integrate existing power
plants") to vague generalities ("do
anything necessary or desirable for
carrying out any of the powers and
purposes in this section”).
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Mission Statements

Broadly worded mandates
provide Crown corporations with the
flexibility to react quickly to changing
circumstances. For instance, the
British Columbia Systems
Corporation has been able to adapt its
approach to rapid changes in
computer technology, without
needing amendments to its act.
However, broadly worded mandates
also give the government of the day
wide discretion in setting objectives.
Accordingly, for the legislature to
hold the government and Crown
corporation management
accountable, it needs to know how
the government and the corporations
have interpreted their legislated
mandates and what the corporations’
specific objectives are.

It is now common for
corporations, in both the private and
public sectors, to develop a "mission
statement” — a general statement of
what an entity does and why it does
it. Some of British Columbia’s Crown
corporations have published such
statements. For example, B.C.
Hydro’s mission statement, which is
included in its Corporate Business
Plan for the period 1989-1992, reads:

"to support the economic
growth of British Columbia
through the efficient supply
of electricity."

However, reporting of mission
statements by Crown corporations in
British Columbia is inconsistent.
About half the major Crown
corporations have published such
statements. Others have given
information about their missions in a
less direct manner, leaving it to the
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reader to discern what management
priorities are.

Members of the Legislative
Assembly should be informed of how
the government and Crown
corporation management have
interpreted each corporation’s
legislated mandate, and how this
interpretation is linked to corporate
objectives and activities. For this
reason, we believe it is desirable for
each Crown corporation to publish a
clearly defined mission statement
annually.

Objectives and Performance
Targets

Good management requires
more than mandates and mission
statements. It also requires the
development of strategic and
operating plans, and the
establishment of objectives and
measurable performance indicators.

Corporate objectives flow
from, and lend support to, the
mission statement. Objectives are
usually statements of what a
corporation intends to achieve. For
example, B.C. Hydro has established
four corporate objectives:

¢ to maximize its contribution to
the economic development of
British Columbia;

* to be the most efficient utility in
North America;

¢ to be recognized by its customers
as a superior marketing and
customer-service company; and
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¢ to be one of the best employers
in British Columbia.

Good accountability requires
that corporate objectives be
measurable so that actual
performance can be compared to
them. To achieve this, objectives can
be linked to key performance
indicators. These are quantitative
measures that highlight the areas of
performance which management has
identified as being critical to the
organization’s success. They may be
financial (e.g., the rate of return on
investment), or non-financial (e.g.,
levels and quality of service). Used
properly (i.e., setting appropriate
targets for the key performance
indicators and subsequently
comparing actual performance to
those targets), the indicators provide
a good means of measuring progress
towards achieving objectives, and of
assessing management performance.

The B.C. Hydro Corporate
Business Plan, for example, includes a
section about performance targets. It
explains that management has
developed several key performance
indicators to measure how well the
corporation is doing in meeting its
goals and objectives. Included as key
indicators are such aspects of
performance as electricity pricing,
employee safety, average unit costs,
customer satisfaction, reliability, and
trouble call response time. The
corporate planning document
provides targets for these and other
indicators, which can later be
compared to actual performance.

We found that information
about British Columbia’s Crown
corporations’ objectives and
performance indicators ranged from

extensive multi-year corporate plans
to no information at all. As
mentioned earlier, B.C. Hydro
published a detailed Corporate
Business Plan for 1989-1992 which
contained much useful information
about its objectives, performance
indicators and targets. B.C. Pavilion
published a planning document for
the 1989/90 year that included some
specific targets and activity
descriptions. We understand that
British Columbia Transit is planning
to publish extensive future-oriented
information in 1990. In general,
however, most corporations
published little information about
their objectives and performance
indicators. Even when objectives
were disclosed, we usually found it
difficult to link them to reported
performance because of the lack of
measurable targets.

We believe each Crown
corporation should be required to
include in its Statement of Corporate
Intent a summary of its major
corporate objectives, and the targets
for the key performance indicators
that support those objectives.

Intended Activities

It is important that the
Members of the Legislative Assembly
be informed of the intended activities
of Crown corporations. This provides
Members with the opportunity to
review how the corporations intend
to carry out their legislated mandates,
and to assess the appropriateness of
the intended activities.

The corporations which were
created under general companies
legislation, and which do not have
their own acts, do not have their
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FUTURE-ORIENTED INFORMATION

In this report, we are suggesting improved disclosure of future-oriented
information. British Columbia Transit provided us with information on its mission,
plans and forecasts. We set out this information below to illustrate the relationships
between corporaté mandates, mission statements; objectives, and key indicators.

Mandate ~

The British Columbia Transit Act states that the "purposes and objects of the
authority are to plan, acquire, construct or cause o be constructed public passenger
transportation systems and rail transit systems, and to provide for the maintenance
and operation of those systems. .. ."

Mission
From that legislated mandate, B.C. Transit has derived the following mission
statement:

"The Mission of B.C. Transit is to enhance the social and economic life'of
the communities we serve by providing safe, reliable, effective, and
environmentally sensitive public transit.”

Objectives
From that mission statement, it has derived the following objectives (goals):
‘» Service Goal: To provide safe and reliable service and be responsive to
public needs and comments.:
* Social Goal: To meet the mobility needs of the disabled and those

who have noalternative means of travel.

* Transportation Goal: To reduce traffic congestion by increasing the "people-
moving" capacity of the system:

* Economic Goal: To promote and facilitate economic and regional
* development.

* Environmental Goal: To reduce pollution and the use of fossil fuels.

¢ Financial Goal: To make efficient and effective use of transit resources
and minimize theneed for operating subsidies.

Associated with these goals are financial projections and budgets for the coming
years. These address the resources needed to achieve the objectives. The final step is
to measure the outputs achieved: the effectiveness of B.C. Transit in achieving its
objectives. For public reporting purposes, this can be achieved by reporting on key
indicators of performance.

Key Performance Indicators

From the objectives set by B.C. Transit, management has derived several key
indicators of performance. These are the factors the corporation sees ds being critical
measures of whether it is achieving its objectives. Some examples include:

- ridership volume

- .. cost perpassenger

- revenue asa percentage of costs
- riderevaluation of service
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mandates supported by legislation.
We believe that the mandate of every
new parent Crown corporation
should be set by the legislature
through the passing of a special act,
so that the range of activities
contemplated by the corporation
receives the approval of the
legislature.

We found that, apart from
those corporations that had published
separate planning documents, the
main source of information about
activities was provided retroactively
in annual reports. We believe that
information about each corporation’s
intended activities should be made
available in its Statement of
Corporate Intent, so that they can be
reviewed by Members in a timely
manner.

When Crown corporations
wish to engage in a new field of
activity, they sometimes create
subsidiary corporations or enter into
joint ventures, some operating
overseas. We found that the extent of
accountability information published
about these subsidiaries and joint
ventures varied. B.C. Hydro, for
example, published a separate
document describing the objectives
and activities of its operating
subsidiaries. In some other cases,
activities of subsidiaries were
described in the parent corporation’s
annual report, while in others we
found no explanation of the role or
activities of subsidiaries. We believe
the Legislative Assembly should be
fully informed about major activities
to be undertaken by subsidiaries or
joint ventures. Also, without limiting
the ability of Crown corporations to
create subsidiaries, we believe the
legislature should require that the

¢

activities of any subsidiaries be
consistent with the mandate of their
parent corporation.

Financial Plans

Long-term and annual
corporate plans and objectives are
developed in conjunction with
operating and capital budgets.
Usually, very little information gets to
the legislature about these financial
plans.

Some Crown corporations are
partially funded on an annual basis
through voted appropriations.
Howevet, as we commented in our
1989 report on the Control of the
Public Purse by the Legislative
Assembly, there is usually little or no
information provided about the
purpose or expected results of such
funding. For example, the sub-vote in
the 1989/90 Estimates that described
the funding for B.C. Ferries read,
"This sub-vote provides for a
contribution to the British Columbia
Ferry Corporation..." If our 1989
recommendations regarding the
Estimates were implemented,
additional information about budgets
and expected performance of Crown
corporations would be included in
the Estimates with respect to the
annual funding being provided.
However, because no Crown
corporations receive all their funding
annually through the Estimates, such
additional information would deal
only with a part of each corporation’s
activities.

We do not believe, however,
that the legislature needs to receive,
review or approve detailed annual
budgets for Crown corporations.
Where annual funding is being
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provided from the Consolidated
Revenue Fund, the extent of the
information included in the Estimates
should be consistent with that
provided for other government
spending. In addition, the legislature
should be given summary
information about the financial plans
for all Crown corporations. This
information should be included in
each corporation’s Statement of
Corporate Intent.

Reporting
Performance

Overview

All Crown corporation annual
reports included financial
information, along with narrative
descriptions of activities. However,
we found that information about how
well they had achieved their
objectives and how well they had
managed their resources was often
insufficient or-difficult to interpret. In
our opinion, the form and content of
Crown corporations’ annual reports
make it difficult for readers to form
their own assessments about the
effectiveness of the corporations.

Current Practice in British
Columbia

. All the Crown corporation
annual reports we reviewed
contained some of the basic elements
of good accountability reports, such
as commentary on financial results.
However, information about
operations was often unstructured
and hard to interpret. Although most
reports carried a "president’s
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message"” or similar type of overview,
these tended to dwell on the positive
aspects of corporate activities for the
year. Descriptions of activities and
achievements appeared to be selective
and, in some cases, self-
congratulatory, rather than complete
and objective. Performance
information was usually confined to
historical financial data, along with a
narrative description of activities, and
was not linked to objectives.

Most of the reports provided
some measurement of selected
performance indicators, but they did
not deal with all significant aspects of
corporate activities. In addition, the
measurements that were included
were not presented systematically or
compared to targets. What targets the
corporations had were often not easy
to discern. Noticeably absent from
most reports were indicators of
quality of service, information on
customer satisfaction, and discussion
of internal efficiency. Segmented
financial information, by line of
service or by region, such as that
provided by B.C. Ferries on the
profitability of its regions, was rare.
Furthermore, the lack of a systematic
reporting structure often made it
difficult to compare a corporation’s
performance from year to year.

There were some bright spots,
however. In particular, B.C. Hydro -
has gone the furthest of all the Crown
corporations toward reporting actual
performance compared to targets for
a comprehensive set of performance
indicators. Other corporations offered -
some good information as well. For
example, the 1988 report of the British
Columbia Buildings Corporation
included a range of historical
financial performance data, including
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vacancy rates for its rental properties,
and the British Columbia Assessment
Authority published some data on
employee productivity.

Performance Information:
Recommendations

As discussed earlier,
performance of Crown corporations
cannot be judged by financial results
only. Monopoly situations, public
policy objectives, and the types of
services they provide create the need
for additional accountability
information. As part of the
accountability framework that we
think is necessary, all British
Columbia Crown corporations should
be required to prepare and table
(through a minister) meaningful
annual reports on their operations.
The framework should encourage
management commentary on
performance, and require the use of
measurable performance indicators.
It should also require that actual
performance be compared to the
objectives and targets announced at
the start of the year, and that
indicators of economy and efficiency
be shown. The goal is that enough
appropriate information be provided
to enable Members of the Legislative
Assembly to form their own
assessments about the overall
effectiveness of the corporations.

The framework should be set
in general terms, to ensure that
individual Crown corporations are
not burdened with inappropriate
reporting requirements, and should
be supported by government-issued
guidelines. One approach which we
believe would be useful when
developing reporting guidelines is
that proposed by the Canadian

Comprehensive Auditing
Foundation. As a result of its
research into effectiveness reporting,
the Foundation concluded that there
were 12 basic attributes of
effectiveness (Table 4.2).

The Foundation’s study
recognized that effectiveness is a
concept which contains subjective
components that will change with
time and viewpoint. Forming
assessments about effectiveness often
involves weighing multiple,
competing and sometimes
contradictory objectives and
measures. We believe, however, that
these attributes of effectiveness would
give managers and governing bodies
a useful basis for assessing the
performance of all organizations,
regardless of size or activities. Such
attributes are intended to provide
corporations with a basis for
reporting meaningful information
that can be substantiated.

We believe that if Crown
corporation reports contained
information about the attributes
described above, adapted to the
individual circumstances of each
corporation, the legislature’s
understanding of Crown corporation
performance would be improved.
Management would also be given the
opportunity to show clearly how they
have fulfilled their mandates.

What Would it Cost?

From our discussions with
Crown corporation directors and
senior management, we have
concluded that much of the future-
oriented and performance
information we are suggesting be
reported to the legislature is already
available internally to management

AUDITOR GENERAL OF BRITISH COLUMBIA



ACCOUNTABILITY OF CROWN CORPORATIONS TO THE LEGISLATIVE ASSEMBLY

. TABLE 4.2

Management Direction ——
The extent to which the objectives of an organization, its management and The
employees are clear, well-integrated and understood, and appropriately proposed
reflected in the organization’s plans and structure. attributes of

effectiveness

Relevance . ;

The extent to which an activity continues to make sense in regard to the Source:
problems or conditions to which it is intended to respond. Canadian
Comprehensive

Appropriateness Auditing

The extent to which the design of an activity and the level of effort beingmade | p 050,

are logical in light of the specific. objectives to be achieved.

Achievement of Intended Results
The extent to which objectives have been realized.

Acceptance ‘ -
The extent to which customers for whom an activity or line of busmess is
designed judge it to be satisfactory. "

Secondary Impacts :
The extent to which other significant consequences, ezther mtended or
unintended and either positive or negative, have occurred.

Costs and Productivity '
The relationships among cests, inputs and outputs.

Responsiveness ' :
An organization’s ability to adapt to changes in such factors as markets,
competition, available funding, or technology «

Financial Results
The matching of, and the accounting for, revenues and costs, and the
accounting for and the valuation of assets, liabilities and equity.

Working Environment
The extent to which the organization provides an appropnate work
atmosphere for its employees, provides appropriate opportumties for
development and achievement, and promotes c:omrmtment lmtlatwe and
safety.

Protection of Assets 4
The extent to which important assets are safeguarded.

Monitoring and Reporting
The extent to which the organization monitors and reports on its own
effectiveness: .
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and boards of the corporations. The
cost of publishing it would therefore
likely be minimal. Where the
information is not readily available,
we believe that it should be produced
in the interest of good management.
We believe also that guidelines for
periodic public presentations of
information about a corporation’s
effectiveness would offer boards of
directors a good basis for internal
evaluations of their corporations.

Review by the
Legislative Assembly

Crown corporations are a
significant part of government, and
the vital role of the legislature as
guardian of the public purse extends
to monitoring their activities. For
such monitoring to be effective,
appropriate information is needed,
and this has been the focus of our
review. But the way in which the
information is used is also important
to effective monitoring.

Members are presently able to
use information about Crown
corporations when the legislature is
in session by questioning the minister
responsible during the debates on the
Estimates, or during question period.
Questions can also be raised at the
Public Accounts Committee. While
Members do, therefore, have
opportunities to raise questions about
the affairs of Crown corporations, we
believe the Legislative Assembly and
the government should consider
whether there is a need for more
structured, periodic reviews of the
affairs of individual Crown
corporations.

4

Looking Ahead

We believe that Members of
the Legislative Assembly should look
for an improvement in the quality
and consistency of the information
they receive about the objectives and
performance of Crown corporations.
We have suggested that this might be
achieved by the development of a
legislated framework for Crown

-corporation accountability reporting,

supported by government-issued
guidelines. The Legislative Assembly
must be fully satisfied with the
nature, scope, rigor and usefulness of
the information to be provided. It
should have the ultimate say on how
the Crown corporations are
accountable to the Assembly.

In this report, we have
focused on the public reporting
practices of Crown corporations. The
information provided by Crown
corporations should have real
substance and be meaningful
internally to the organizations.
Improved public accountability
reporting is not intended to be a
substitute for good management, nor
should it place unnecessarily rigid
restrictions on management. Indeed,
if all parties involved agree to the
nature and extent of accountability
information to be provided, a proper
system of accountability frees
managers to get their job done, rather
than constricting them.

We believe the managers of
British Columbia’s Crown
corporations would welcome the
opportunity for more extensive public
reporting on their activities. In our
discussions with them, we were
impressed by their willingness to
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ACCOUNTABILITY ARRANGEMENTS IN OTHER WRISDICTIO ‘

Below is a summary of the ways some other jurisdlc’aons deal with men
corporation accountability. :

Canada:

Federal legislation divides the corporations mt{) two cai‘egcmes and sets
reporting requirements for each category. In generai ministers respnnsxble for
corporations are required to provide Parliament with annual summaries of
corporate plans (including statements of the corporations’ expected
performance in relation to their objectives) and capital budgets, information
on the achievement of objectives, and financial statements. Also, for certain
corporations, a summary of the operating budget is required.

Manitoba:

The government recently introduced legislation which establishes a council
to oversee Crown corporations, with powers to set mandates and performance
measures, review plans and operations, and question management. The
council will table its annual report in the legislature, and its meetmgs will be
public.

United Kingdom:

Parliament has been developing a system of reporting for its nationalized
industries (Crown corporations) over the last 20 years. Corporations publish
targets and indicators of actual performance. These tend to be financial, but
also disclose service levels. Also, ministers provide Parliament with
information on planning, capital spending, and efficiency studies.

Australia: -

Crown corporations report on their powers, objectives, and activities for
each program they administer. They report agamst targets, both financial and
operational:

New Zealand:

framework. It calls for setting performance targets and the almuai tablmg of
a "Statement of Corporate Intent," which is to include information about
objectives, activities, performance targets, and non-commercial activities.
Targets are carefiilly chosen and, where there is conflict between financial and
policy objectives, the government compensates the Crown corporations. The
corporations are then held accountable for the achievement of their targets,
which they must report to Parliament. '
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provide full and fair disclosure to the
legislature and the public.
Comprehensive reporting by Crown
corporations could not only provide a
better basis for the Legislative
Assembly to assess their effectiveness,
but also increase public confidence in
the management of them.

We trust this report will renew
the drive toward better accountability
for Crown corporations, and for all
organizations operating within the
sphere of the government of British
Columbia.
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OTHER STUDIES OF INTEREST

Other Studies of Interest

In 1989 we undertook four
studies of other matters we believe
will be of interest to Members of the
Legislative Assembly. In the first one,
we audited the process for making
grants from the Lottery Fund. The
second project was an audit of the
government process for the licensing
and control of public gaming in the
province. The third project examined
the government’s accounting for the
financial results of privatization
transactions. In the final project, we
examined government policies and
procedures with respect to the
awareness, reporting and
investigation of fraud and other
illegal acts.

AUDITOR GENERAL OF BRITISH COLUMBIA

The results of the four
projects, together with applicable
responses received from government
ministries, are contained in this part
of our Report. Also included are the
government’s follow-up comments to
a review undertaken in the previous
year with respect to the management
of government employee leave
entitlements.
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The Lottery

Fund:

An Audit of the Granting Process

This report was first issued as a
Special Report to the Legislative
Assembly on February 27, 1990. Since
the audit was undertaken in the normal
course of events during 1989, we have
reprinted the report here so that our
Annual Report will contain a complete
record of the year’s work. A response to
this report from the Ministry of
Provincial Secretary is also included.

Introduction

As part of my scheduled audit
program for the year, my staff
reviewed controls and practices
employed by the government in its
management of grants paid from the
Lottery Fund. We focused on
application, assessment, and
monitoring practices, selecting a
sample of project files for which
transactions had occurred during the
fiscal year ended March 31, 1989.

While our audit was in
progress, the then Minister of
Tourism and Provincial Secretary
directed the Comptroller General to
investigate and report on the
circumstances surrounding two
grants to the Semiahmoo House
Society. The grants were made under
the program known as Growth and
Opportunities B.C. (GO B.C.) and
were authorized and paid in the
1989/90 fiscal year. The Comptroller
General was also directed to look at
the GO B.C. grant process in general.
Because of the planned coverage of
the Comptroller General’s
investigation, I decided not to look
further at the GO B.C. grants,
pending the results of the
Comptroller General’s investigation.

I did, however, direct my staff to
expand their audit of other grants
paid during the 1988/89 fiscal year.

The Comptroller General’s
investigation is now complete and his
report has been issued. I have
reviewed the report and conclude that
it deals with the grants in question in
a comprehensive manner. Also, I am
in general agreement with the
Comptroller General’s
recommendations concerning the
process for GO B.C. grants; those
recommendations are equally
applicable to the other types of
Lottery Fund grants.

The Comptroller General
concluded that the specific grants
which he investigated were “irregular
in relation to normal program
guidelines.” In our own review, we
found a number of situations where
program guidelines were not
consistently applied. Significant
ministerial discretion is provided by
the Lottery Act, and has been
exercised by each Provincial
Secretary, in his or her turn. There is
no established process for dealing
with exceptions to published grant
program guidelines, or with grants
that fall outside established
programs. The standard of
documented support for grant
approvals varied considerably, and
the reasonableness of project costs
was generally not assessed.
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According to the Comptroller
General, there was an undisclosed
non-arms-length relationship
between the Minister at the time and
third party suppliers in respect of one
of the Semiahmoo grants. In
circumstances where control and
review processes are not fully
adequate, there is increased potential
for unidentified conflicts of interest in
regard to any grant made.

For me to confirm the
presence or absence of non-arms-
length funding relationships or

conflicts of interest would necessitate

a special investigation of each grant,
involving legal counsel and other
outside specialists. Because of this
fact, and because, in our review, we
found no evidence that grants were
made to non-bona-fide organizations
or were made for purposes that did
not appear to have some community
benefit, I have decided not to further
extend our review of this issue.

I believe that the government
should carefully consider the findings
contained in both this report and that
of the Comptroller General, and take
the necessary steps to strengthen
controls over lottery grants.

This report relates to the
management of all grants from the
Lottery Fund and does not just focus
on one grant or grant program. I am
issuing it at this time, rather than
awaiting the publication of my
Annual Report, as I consider that, in
light of the Comptroller General’s
report, it is in the public interest to do
S0.
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Audit Purpose

The purpose of our audit was
to determine if controls and practices
promote equitable access to lottery
grants, and provide reasonable
assurance that grants are used by
recipients for approved purposes.

The two ministries which
administer most of the lottery grant
programs are the Ministry of
Provincial Secretary (Provincial
Secretary) and the Ministry of
Municipal Affairs, Recreation and
Culture (Municipal Affairs). We
focused on application, assessment,
and monitoring practices employed
by these ministries, and selected a
sample of grant files for which
transactions had occurred during the
1988/89 fiscal year.
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Conclusions

The Lottery Act gives the
Minister (currently the Provincial
Secretary) broad discretion over the
nature and amount of expenditures .
from the Lottery Fund. The Fund is
also specifically excluded, by
government management policy,
from expenditure restrictions and
approval and reporting requirements
set by Treasury Board under the
Financial Administration Act. These
circumstances do not, however,
diminish the responsibility of the
Minister to be able to demonstrate
that the grant approval process
promotes equitable and consistent
treatment of all applications.

In summary, we have drawn
the following conclusions as a result
of our examination within the two
principal ministries involved.

Provincial Secretary

We found that the guidelines
for regular capital grant programs are
not being consistently followed. For
special grant funding (that which is
not initiated through regular grant
program procedures and which often
does not fall within the scope of
regular grant programs), we found
that no guidelines have been
established. Furthermore, the
availability of such funding has not
been well communicated to the
public. We also found that the
reasonableness of the underlying
project costs was generally not
assessed, and that there were
instances of grants being approved
without documented evaluation of
eligibility. It is unclear, therefore, if
equitable access to lottery grants is

being provided. While procedures
and practices for monitoring
approved use could be improved,
they generally provide reasonable
assurance that grants are used for
approved purposes.

Municipal Affairs

Procedures and practices for
cultural services grants promote
equitable access to grants and provide
reasonable assurance that grants are
used for approved purposes. Grant
evaluation and monitoring
procedures for recreation and sports
grants need to be improved.
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Lottery Grants: An
Overview

The Lottery Act (the Act)
specifies that proceeds from the
conduct of lotteries in the Province
may be “paid out for cultural or
recreational purposes or for
preserving the cultural heritage of the
Province or for any other purpose the
Minister considers to be in the public
interest.” Inthe 1970’s, a total of $14.5
million of lottery grants was paid out
under this Act. Circumstances
changed rapidly in the 1980’s, as
lottery revenue grew and the amount
available for grant funding grew with
it (see Figure 5.1). In the 1988/89
fiscal year alone, over 4000 lottery
grant payments, totalling

“approximately $83.1 million, were
made.!

$ MILLIONS
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1982

Lottery grants are made to a
wide range of community
organizations through a variety of
programs. The Provincial Secretary is
charged with administering the Act
and, accordingly, is the final authority
as to what constitutes a valid grant

payment.

While this responsibility
covers all lottery grant programs, the
actual administration of certain
programs has been delegated to other
ministries and government agencies
(see Figure 5.2). Health research
grants are handled by the British
Columbia Health Care Research
Foundation, and funding to the film
industry is administered through the
Film Development Society of British
Columbia (B.C. Film). Grants for
culture, recreation, sport, downtown
revitalization, and heritage programs

1983 1984 1985 1986 1987 1988 1989

' Excludes transfers to other government special purpose funds or accounts.
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FIGURE 5.1
I
Lottery grants,
excluding
transfers to
other
government
special
purpose funds
or accounts,
made during
the 1975/76 to
1988/89 fiscal
years. The
1987 amount
also excludes
the payment of
the Expo "86
deficit.

Source: Public
Accounts of
British
Columbia
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are handled by Municipal Affairs,
although it delegates the
administration of most heritage
grants to British Columbia Heritage
Trust, and handles municipal
downtown revitalization projects
through a ministry-controlled society.
Our review focused on grant
programs directly administered by
the two ministries of Provincial
Secretary and Municipal Affairs.

Provincial Secretary

Lottery grants administered
directly by Provincial Secretary are
primarily for the partial funding of
one-time capital projects. These
projects include the purchase of
equipment, the building of
community facilities, and the start-up
costs of public attractions such as
Science World in Vancouver. The
Ministry also handles a large number
of small in-province travel grants for
school groups and other

FIGURE5.2  TOTAL $83.1
L

Lottery grants,

excluding Provincial
transfers to Secretary

other (39%)
government
special
purpose funds
or accounts,
made in the
1988/89 fiscal
year ($ in
millions)

Downtown
Revitalization
Society (6%)
Source:
Ministry of
Provincial

Secretary Municipal Affairs (30%)

organizations, and donations to
charities.

In most cases, the Ministry
evaluates projects through defined
programs and uses standard grant
applications. These exist for in-
province travel grants, regular capital
grants, and GO B.C. grants. In other
cases, special grant funding is
provided for capital projects or
special events that the Minister or the
government decides are worthwhile,
but which do not fit into already
defined programs. Some of these
grants arise from external requests;
others are initiated by the Minister or
the government.

In the 1988/89 fiscal year,
Provincial Secretary made Lottery
Fund expenditures totalling $32.4
million, excluding $19 million which
was paid to B.C. Film and British
Columbia Health Care Research
Foundation to administer (see Figure
5.3).

B.C. Health
Care Research
Foundation
(13%)

B.C. Film (10%)

B.C.
Heritage
Trust (2%)
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Capital grants for the 1988/89
fiscal year included special funding of
$6.2 million for Science World and $1
million for the Sidney breakwater —
two large, government-supported
projects. In addition, $7.2 million of
Expo Legacy grants were paid,
including a $2.4 million payment
towards the Victoria Convention
Centre. Expo Legacy grants were
approved by a special committee of
Cabinet. Special events grants
approved in the 1988/89 fiscal year
amounted to about $1.9 million and
included such items as a contribution
to a children’s support fund and
financial support for a high school
group to travel to the United States
for an academic contest.

Equitable Access

To assess whether equitable
access to lottery grants is provided,
we looked to see if the Ministry made
clear to target groups what funding
was available and what types of
projects were eligible. We also looked
for an evaluation process which
provided reasonable assurance that
only eligible applicants and projects
were funded, the costs of proposed
projects were reasonable, and
funding guidelines were applied
consistently, thereby promoting
consistent treatment of similar
applicants. In addition, we looked for
adequate accountability regarding
grants made.

Travel
Grants
2%)

Capital
Grants
(64%)

TOTAL $32.4
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Other
(6%)

FIGURE 5.3
]
Lottery
grants,
excluding
transfers to
other
government
special
purpose
funds or
accounts,
administered
directly by
Provincial
Secretary for
the 1988/89
fiscal year

($ in millions)

Source:
Ministry of
Provincial
Secretary
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Establishing Guidelines

For in-province travel, regular
capital, and GO B.C. grants, the
Ministry publishes guidelines dealing
with eligibility and funding.
However, similar guidelines have not
been established for special grant
funding, which is dealt with on a case
by case basis.

Special grants are sometimes
available for projects that would have
been denied funding through defined
grant programs. It is unclear whether
potential applicants realize the
opportunity to apply for this special
funding. Out-of-province travel, for
example, has sometimes been funded
through special events grants
although it is excluded from
eligibility under the travel grant
program. :

If potential applicants are to
be given equal opportunity to access
lottery grant funding, we believe
Ministry guidelines should cover, as
far as practical, all types of grants the
Minister expects to fund. These
guidelines should then be clearly
communicated to the public.

Assessing Eligibility

To assess eligibility, the
Ministry uses standard applications
for most grants. These applications
require that certain basic information
be supplied. For regular capital
grants, for example, applicant
organizations must indicate if they
are societies or other eligible
organizations. They must also
provide a description of the proposed
project, a cost estimate, information
on other funding, and an explanation
of how the project will benefit a
reasonably broad community base.

Eligibility guidelines for
regular capital grants state that
applicants must be municipalities,
regional districts, local government
agencies, registered non-profit
societies, or non-profit societies
endorsed by a local or provincial
government agency. Informal groups,
individuals, or businesses are
excluded, as are projects for schools
and post-secondary institutions.
According to the guidelines, capital
grants are not given for operating
expenses, for expenditures incurred
before the application was made, or
for certain types of expenditures
specifically excluded from eligibility.
However, these guidelines are not
applied consistently.

In some grant files, for
example, we found that excluded
organizations had received funding.
In some other files, we found grants
which funded operating costs, or
provided retroactive funding, or
apparently funded specifically
excluded items. We noted one file
where the $23,166 recommended by a
project officer for a grant was
increased to $65,000 by the Minister at
the time, without documented
explanation, effectively funding
retroactive expenditures. The grant in
question was also for an item
specifically excluded according to the
guidelines.
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We believe that existing
eligibility guidelines should be
consistently applied— the granting of
exceptions does not promote
consistent and equitable treatment of
similar organizations or projects. If
the guidelines do not represent the
desired policies of the Minister, they
should be changed and the public
told about the changes. If, however,
unusual circumstances arise where
making of exceptions from existing
guidelines is considered desirable, we
believe there should be a special
process for dealing with the
exceptions. This process should be
one that enables the Minister to
demonstrate that funding decisions
are equitable and supportable. One
way of dealing with exceptions
would be to establish an advisory
committee, which is permitted under
the Act.

For capital grants, project
officers generally perform and
document an evaluation of the
eligibility of each proposed project,
and make a recommendation to the
Minister. However, we found several
instances where grants were
approved by the Minister without any
documented evaluation. We believe
that consistent and complete
documentation of how each
application or request was evaluated
and why each grant was provided
should be prepared to help ensure
that consistent and appropriate
funding decisions are made.

Project Cost Analysis and
Applicant Need

We found that the Ministry
has not established any standards for
applicants to demonstrate the

AUDITOR GENERAL OF BRITISH COLUMBIA

reasonableness or fair value of project
cost estimates. Applicants are not
required to support cost estimates
with competitive bids or quotations,
although in some cases applicants
submit such information voluntarily.
Project analysis focuses more on
general benefit to the community,
through enquiries made to
community groups and Members of
the Legislative Assembly, than on
financial assessment. We also found
that appropriate financial statements
were not always sought by the
Ministry to enable it to assess need
adequately, although the financial
need of the applicant is one of the
evaluation criteria stated in the

eligibility guidelines.

We believe, at least for larger
projects, that the evaluation process
should include a standard financial
analysis of submitted cost estimates
and financial statements, so that the
Ministry can ensure that grant
commitments made are reasonable,
and so it can assess the financial need
of the applicant. To perform this
analysis adequately, the Ministry
should require applicants to submit
current financial statements, support
for cost estimates, and, wherever
possible, evidence of competitive bids
or quotations.

For government-initiated
special grant funding, we found that
the Ministry had not always ensured
that expenditures were reasonable in
the circumstances or that adequate
accountability of recipients was put in
place. For example, Science World
was funded without a formal
agreement between the Ministry and
Science World, although the federal
government, also a funding agent for
the project, had such an agreement.
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In another case, the Premier’s
Office made a commitment in July
1987 to pay $500,000 for the
production of a half hour video
showcasing the Vancouver Symphony
Orchestra and the Province of British
Columbia, without documented
analysis to determine if the cost was
reasonable. A conditional grant
agreement was arranged with the
video producer. The agreement
indicated that any proceeds received
by the producer resulting from the
use or disposition of the video would
be paid to the Province, up to the
amount of the grant. The agreement
did not, however, include
comprehensive terms and conditions
of performance. The agreement was
later verbally renegotiated to expand
the video length to one hour, for a
revised total cost of $660,020. The
additional $160,020 was recovered by
the producer from the first sale of the
video and, to November 30, 1989, the
Province also had received $100,000
from video sales. The change in the
terms of the grant agreement was not
put in writing until the summer of
1989, at which time the wording of
the original agreement was also
strengthened.

We believe that large, complex
funding arrangements warrant formal
agreements which include terms and
conditions of performance. We also
believe that, where fixed cost
agreements are intended, bidding
should be called for whenever
possible. At a minimum, where
bidding does not take place, an
analysis of the project cost —
supported by documentation —
should be done to determine if it is
reasonable.

Funding Levels

For defined grant programs,
published guidelines indicate the
level of assistance available. For
example, the current guidelines for
regular capital grants state that
equipment and construction projects
are to be funded up to one-third of
the cost. We noted several grants,
however, where funding exceeded
that stipulated in the guidelines. As
we have already noted, the guidelines
should be applied more consistently,
and a standard process for dealing
with exceptions should be developed.

Accountability

Publication of grants made is
an effective way of allowing public
scrutiny and thus providing some
accountability. The Ministry annually
publishes a list of the grants it has
paid in the year. However, since the
listing is one of payments rather than
of grants approved, it does not
represent complete funding
commitments. We believe that a
listing of grants approved, as well as
grants actually paid, would be more
informative.

Furthermore, the annual
listings do not include all grants paid.
The listing for the 1987/88 fiscal year,
for example, did not include special
events grants, communication grants,
or donations to charities. It also
showed only the total amount paid to
B.C. Film and the British Columbia
Health Care Research Foundation,
without listing the individual grants
or loans made in turn by those
organizations, although detailed
listings are available from the
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individual organizations themselves.
We think the Ministry should include
details of all grants in its published
listing.

Monitoring Approved Use

For the over 2000 small in-
province travel grant expenditures
made each year, the Ministry does
not specifically monitor for approved
use after the fact. Instead, it limits the
number of trips per organization per
year, limits the maximum grant per
trip to $2000, and checks the
reasonableness of distance claimed.
We believe this is not unreasonable in
the circumstances.

For regular capital grants, the
Ministry has a general policy of
releasing grant monies only after the
applicant has made the expenditure.
An exception is the GO B.C. program
where one-third of the grant can be
released at the start of a project. The
guidelines for regular capital grants
state that it is the applicant’s
responsibility to obtain any interim
financing required. We found,
however, that the Ministry has
sometimes released funds for regular
capital grants before expenditures
have been made by the applicant. We
believe that published guidelines
should be applied consistently or be
changed to correspond with desired

policy.
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The Ministry requires that
proof of expenditure be submitted for
capital grants. For construction
project grants in excess of $50,000, for
example, audited statements of
expenditure are required before the
final portion of the grant is paid. This
is an effective way to monitor
approved use. We found that, for
non-construction projects, standards
of what provides acceptable proof of
expenditure have not been
established. A number of general
types of capital acquisitions are
funded, and for each of these we
believe there should be standard
requirements for proof of
expenditure, clearly conveyed to
applicants. For purchases of real
estate, vehicles, or heavy equipment,
for example, we believe the Ministry
should require proof of transfer of
title into the name of the funded
organization, as well as proof of cost.

Municipal Affairs

Municipal Affairs made
Lottery Fund expenditures totalling
$24.6 million in the 1988/89 fiscal
year. This excluded $2.1 million
given to British Columbia Heritage
Trust to administer and $5 million, set
aside through a ministry-controlled
society, to fund current and future
municipal downtown revitalization
projects. Most expenditures are
grants made to supplement the
annual operating costs of recreation
and sport organizations and cultural
groups (see Figure 5.4). In this
Ministry we focused on the cultural
services and recreation and sport
grant programs because they
represent the two largest categories of
grant expenditures.
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FIGURE 5.4
IR
Lottery
grants,
excluding
transfers to
other
government
special
purpose funds
or accounts,
administered
directly by
Municipal
Affairs for the
1988/89 fiscal
year ($ in
millions).

Source:
Ministry of
Municipal
Affairs,
Recreation and
Culture
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Recreation
and Sport
(54%)

Equitable Access
Establishing Guidelines

The grants target specific
types of organizations for annual
funding. We found that clear
eligibility criteria exist for newly
applying groups, and that the
Ministry communicates well to
organizations about the availability of
the grants and the eligibility criteria.
The Ministry notifies all provincial
sports governing bodies and cultural
groups, on a timely basis, of
application deadlines and changes in
eligibility, and provides clear
eligibility guidelines in standard
application packages.

232

TOTAL $24.6

Cultural
Services
(39%)

Other (7%)

The Evaluation Process

Unlike Provincial Secretary,
Municipal Affairs deals mostly with
recurring operating grants to
established organizations. So, while
there are eligibility criteria for newly
applying groups, assessing initial
eligibility is less of an issue than
deciding appropriate annual funding
levels.

The Ministry requires
applicants to provide information,
such as budgets, projected and prior
year program information and
statistics, and the previous year’s
financial statements. Ministry staff
and, in the case of the Cultural
Services Branch, outside advisers are
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involved in evaluating eligibility and
determining funding levels. The
British Columbia Arts Board, for
example, reviews staff
recommendations for operating
grants to arts organizations. In
Cultural Services, standard detailed
financial analysis is performed to help
the Ministry ensure that suitable
funding levels are provided to viable
organizations. In the Recreation and
Sport Branch, however, such
analysis is not performed. Recreation
and Sport staff do attend annual
general meetings and other functions
of applicant organizations but, in our
opinion, this is not enough to ensure
that appropriate funding level
decisions are made. We believe that
standard financial analysis should be
performed and documented for all
potential grant recipients.

Accountability

We believe that publication of
grants made allows current and
potential grant recipients to scrutinize
the grants, and thus provides some
accountability. However, publication
of grants is left to the discretion of
each branch of the Ministry. Cultural
services grants paid are listed, by
program, in an annual report; grants
paid by British Columbia Heritage
Trust are listed in its annual report;
recreation and sports grants, and
downtown revitalization grants are
not published at all. We believe the
Ministry should ensure the
publication of all grants.
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Monitoring Approved Use

The annual assessment
process includes both an evaluation
of the current year’s requested
funding and a monitoring of the
previous year’s usage of funds.
Before making an annual operating
grant, the Ministry examines how the
previous grant was used. As
described above, the requesting
organization is required to submit the
prior year’s audited financial
statements and program statistics.

However, analysis of financial
statements is useful only when the
statements can be reasonably
compared to project funding, as set
out in the original grant application.
For the Recreation and Sport Branch,
such a comparison is often impossible
because the Branch requires budget
information by program, a format
that is rarely used in audited financial
statements. Because of this, we
believe the Branch cannot be sure that
funds are being spent for approved
purposes. A study of the problem,
already conducted by the Branch,
suggested that it either change its
budget submission requirements or
request specialized audited
information. We encourage the
Branch to resolve this issue as soon as
possible.
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Response of the
Ministry of Provincial
Secretary

The Lottery Grants Program has
made a significant contribution to
improving the quality of life in British
Columbin by supporting a wide range of
community projects and organizations.
Grants have been awarded for community
improvement projects as well as health,
environmental, cultural and recreational
initiatives.

Since its inception in 1988, the GO
B.C. program’s investment of $50 million
in community initiatives has triggered
almost $200 million in economic activity
throughout the province.

The review of the lottery grant
program by the staff of the Auditor General
confirmed that grants were being made to
bona fide organizations and for purposes
that appeared to have community benefit.

The guidelines for the lottery grant
programs have been clarified. The reqular
capital grant program and GO B.C. have
been amalgamated into one program. The
travel grant program has been clearly
defined as applying only to in-province
travel assistance. The application forms are
being revised to clarify for grant applicants
the nature of the projects covered by the
program, the maximum funding levels and
the documentation required.

There will be projects which by
their very nature do not fit into an
established grant category. In this respect,
the demands on the lottery grant program
are no different from those made on other
government programs to respond to
community needs. The program must be
responsive to projects which have a

>

demonstrable community benefit. There
will be occasions, therefore, when exceptions
have to be made.

1o ensure equity and consistency
in dealing with these special cases, a
committee of four Cabinet ministers,
chaired by the Provincial Secretary, has
been established to review and approve or
reject grant requests that involve an
exception to the guidelines or fall outside of
an existing grant program.

In addition, this committee of
Ministers will approve or reject all grant
requests over $150,000.

The administrative procedures
associated with the review of grant
applications and the monitoring of
approved grants have been strengthened.
These changes include:

o the requirement that all grant requests
be reviewed by the Lottery Grants
Branch with sufficient documentation
provided to enable an effective
evaluation of the request;

© the requirement that grant recipients
use competitive bidding procedures
for purchases over $50,000;

& a requirement that the ownership of
assets acquired as a result of a grant
be held in the name of the grant
recipient; and

& the need for more detailed
documentation for larger projects,
including site visits, before the final
payments are made.

AUDITOR GENERAL OF BRITISH COLUMBIA



OTHER STUDIES OF INTEREST

In order to increase public
awareness of the types of projects funded,
the Provincial Secretary will issue an
annual report within two months of the
close of the fiscal year, listing all grants
approved during that year together with
any payments made to grant recipients.

In addition, the Provincial
Secretary will require as a condition of
funding, that other public bodies, which are
given lottery funds for the purpose of
making grants, issue an annual report on a
timely basis listing all the grants approved
together with payments made to individual
grant recipients. These currently include
the Ministry of Municipal Affairs,
Recreation and Culture, the Health Care
Research Foundation, B.C. Film and the
Heritage Trust.
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In the audit report reference was
made to the review of the GO B.C. program
by the Comptroller General.

Along with a call for a special
advisory committee of Cabinet Ministers,
the Comptroller General recommended a
strengthening of the requirements for
essential documentation; greater
involvement by senior Ministry officials in
the lottery grant program; the use of a
competitive bidding process for major
purchases by recipient organizations, and a
strengthened set of GO B.C. program
guidelines.

All of the Comptroller General’s
recommendations have been implemented.
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Public Gaming;:

Licensing and Control

An audit of the government
process for licensing and
control of public gaming in
British Columbia

Audit Purpose

In January 1988, the British
Columbia Gaming Commission ("the
Commission”) released a report on
gaming in the province, with an
overall view as to how the province
could ensure that "charitable
organizations earn the maximum
revenue for their worthwhile
endeavours, while acknowledging the
fundamental principle of government
not to encourage unregulated growth
or expansion in gaming activities.”

Using the Commission’s
report as a starting point, we
conducted an audit to determine
whether the Commission and the
Public Gaming Branch ("the Branch")
of the Ministry of Solicitor General
had adequate procedures in place to:

* ensure that only eligible
organizations having a
demonstrated need to raise
funds for a charitable purpose
are licensed;

e minimize the risk of fraudulent
activity in the gaming industry;

* ensure that proceeds from
gaming are used for approved
charitable purposes; and

¢ enable charitable organizations
to obtain the greatest possible
monetary benefit from licensed
gaming activities.

We focused on bingo and
casino activities because these
activities are estimated by the
Commission to involve 90% of the
total amount of money handled in
licensed public gaming. Procedures
were evaluated as of July 1989 and
financial reporting and accountability
of licensees were reviewed for the
1988/89 fiscal year.

Conclusion

The Commission and the
Branch recognize the major risks
inherent to gaming, and have
developed several initiatives to
address them. These initiatives
include establishing new policies and
procedures, developing uniform
controls and reporting standards for
casinos and bingos, devising a long-
term inspection strategy, and
computerizing the information
system. We believe these initiatives
are positive steps, though many of
them had not been implemented at
the time of our audit.

We therefore concluded that
there was inadequate assessment of
the financial needs of charitable
organizations and insufficient
checking on whether the
organizations used their gaming
proceeds only for approved charitable
purposes. Furthermore, not enough
was being done to ensure that gaming
events were being managed and
operated in a way that minimized the
risk of fraudulent activity. Also,
because the Commission or the
Branch have not adequately
addressed two important areas — the

‘appropriateness of established
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minimum returns of gross proceeds to
charitable organizations, and the
reasonableness of rental charges made
by bingo hall landlords — we believe
they are not in a position to assess
whether charitable organizations are
receiving the greatest possible
monetary benefit from licensed
gaming activities.

Gaming in British
Columbia

In April 1970, the Province
began licensing charitable
organizations to conduct public
gaming within its boundaries. The
Province regulates gaming activities
under the authority of the Criminal
Code of Canada, which states that a
charitable or religious organization
("charitable organization") may obtain
a licence from the Province for
gaming activities if the proceeds are
used for a charitable or religious

$ MILLIONS

object or purpose ("charitable
purpose”). Over the last 10 years,
licensed gaming activity has grown
by more than 1,600%, bringing with it
the need for increased regulation and
monitoring (Figure 5.5). The
Commission was established on April
1, 1987, to set policy for gaming
within the province and to be the
licensing authority for charitable
events, setting the terms and
conditions of licences issued. The
terms and conditions relate to the
licensing, conduct, management,
operation of, and participation in
approved forms of gaming in British
Columbia. The seven commissioners
are appointed by Order-In-Council.

Before the Commission was
established, all inspection,
compliance, regulatory and licensing
activities were carried out by the
Branch. The Branch is currently
responsible for assisting the
Commission in its licensing role by
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TABLE 5.1
TR
Gaming
activity and
estimated
financial
impact for the
1988/89 fiscal
year

Source:
Ministry of
Solicitor
General

OTHER STUDIES OF INTEREST

evaluating and making
recommendations on licence
applications. It is also responsible,
through inspections and audits, for
monitoring compliance with the
terms and conditions of licences
granted.

In the 1988/89 fiscal year, over
115,000 gaming events were held
throughout the province, and almost
10,000 public gaming licences were
issued or renewed. Licensees
received over $82 million as their
share of gaming proceeds (see Table
5.1). That figure is expected to
increase in the 1989/90 fiscal year. A
geographic profile of gaming in
British Columbia is shown in Figure
5.6.

Bingo sessions are run by
individual charitable organizations or

community associations thereof.
Casinos are also run by individual
charitable organizations, but they are
assisted by professional casino
management companies which
provide control over all dealers,
supervisory personnel, equipment,
and facilities.

A significant motivator for all
participants in gaming is the money
involved: financial support for the
participating charitable organizations,
prizes for the players, and profits for
the commercial interests (such as hall
landlords and casino companies).
Given this motivator and given that
considerable amounts of cash are
involved in gaming, there are
inherent risks of fraudulent activities
occurring, ineligible organizations
receiving licences, and proceeds being
used for non-charitable purposes.

. Paid to
Number  Gross Volume Prizes Expenses Charity
Event of Licences (G millions) (G millions) ($millions) (6 millions)

Bingo 2,100 223 125 42 56
Casino 2,900 119 85 17 17
Ticket raffle 1,000 15 5 4 6
Others” 3,900 15 8 4 3
9,900 372 223 67 8

social clubs.

activities.

Gross volume represénts revenue from the sale of casino chips, bingo cards, raffle tickets, and playing time'charges for

*Others” consist of class “B” licences (events under $2,000 gross volume), festivals, one-time evenis, and social club

AUDITOR GENERAL OF BRITISH COLUMBIA



OTHER STUDIES OF INTEREST

NORTHERN B.C.
Servicing:

® $49.1 million :
* 98 towns and cities |
¢ 1,188 licensees

INTERIOR OF B.C.
Servicing:

* $61.7 million
¢ 106 towns and cities
¢ 1,827 licensees

VANCOUVER
ISLAND
Servicing:
* $82.4 million

¢ 70 towns and cities
¢ 2 359 licensees

VANCOUVER/
LOWER
MAINLAND
Servicing:

¢ $179.0 million
* 90 towns and cities
® 4,513 licensees
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FIGURE 5.6
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British
Columbia
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Licensing

The licensing process is the
means by which the Commission and
the Branch seek to ensure that only
charitable organizations can raise
funds from gaming, and that those
funds will be used only for legitimate
charitable purposes, thereby
complying with the Criminal Code.
The licensing process also should
provide equitable treatment of
eligible organizations through an
assessment of financial need, checks
to see that multiple licenses are not
issued unnecessarily, an unbiased
allocation to licensed organizations of
time slots in casinos and bingos, and
public disclosure of licenses issued.

Licensing of charitable
organizations is a multi-phased
process. The Branch first evaluates
each application to ensure the
applicant is a bona fide charitable
organization. Next, it determines if
the proceeds will be used for
charitable purposes and then assesses
the financial need of the organization.
Finally, it forwards its
recommendation to the Commission,
where a commissioner makes the
final licensing decision. Licences are
granted for up to a set number of
gaming events, for a period not
exceeding one year. Licensees have to
reapply at the end of the licence
period if they wish to continue their
gaming activities.

We found that although the
Branch seeks appropriate information
to assess licence applications, it does
not ensure that the information it
receives is complete. Furthermore,
licensing officers are not given
sufficient training and guidance to be
able to adequately analyze the

financial data received, and thereby to
assess an organization’s need. Asa
result, some organizations may be
allowed access to gaming proceeds
beyond their needs.

Charitable Purpose

To be licensed, the
Commission has determined that an
organization must have as its primary
purpose one of the following
classifications of charity:

* the relief of poverty,
disadvantage, and distress;

* the advancement of education,
culture, and the arts;

¢ the advancement of rel_igion; or

* other purposes beneficial to the
community, including amateur
sports, public safety and public
facilities, festivals/exhibitions,
and service, fraternal, and
veteran organizations.

Also, an organization must
have demonstrated activities in line
with these purposes.

The charitable purposes for
which applicants intend to use the,
proceeds are also reviewed by the
Branch and approved by the
Commission. To assess charitable
purposes properly, and to ensure that
organizations are assessed in a
consistent manner, specific guidelines
are required. Before October 1989,
policy statements defining charitable
purpose were not available to Branch
personnel. Detailed policy statements
have since been developed, and we
believe they will provide reasonable
guidance to the licensing officers.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Financial Need

The financial criteria an
organization must meet before a
bingo or casino licence will be issued
to it are specified on the application
for the gaming event licence. The
Branch requires the applicant to
submit certain basic information such
as budgets and financial statements,
and it can request additional
information if required. We found,
however, that the Branch does not
always receive the basic information
and, therefore, adequate financial
analysis sometimes cannot be
performed.

Our examination of a sample
of files for organizations licensed in
the 1988/89 fiscal year showed that
some basic required financial
information was missing from more
than half of the files. Without this
information, it is difficult for the
Branch to determine the financial
need of an organization.
Furthermore, we noted in several files
that concerns arising from submitted
data were not looked into. For
example, one organization had
approximately $35,000 in surplus
funds carried forward from one year
to the next, but there was no
indication as to how these funds were
to be distributed.

We believe that the basic
information requirements should be
pursued. Also, more training and
guidance should be provided to
licensing officers. For example, a
checklist of procedures to be followed
by licensing officers when assessing
financial need would, we believe,
help the officers.
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Most of the licensees’ files we
saw did not contain a summary
assessment to support the
recommendations by the Branch or
the final decisions by the
Commission, even where a
commissioner had overruled the
Branch’s recommendation. We
believe that the rationale for all
licensing recommendations and
decisions should be well documented
to minimize the risk of inappropriate
licensing decisions. In those cases
where a commissioner overturns a
Branch recommendation, we think it
would be desirable for a second
commissioner to confirm the decision.

Multiplicity of Licences

Currently the Branch
manually monitors the number of
licences issued and the distribution of
funds among related organizations.
We think the manual method is
inadequate to deal with the volume of
licences and locations involved.
Without an effective data collection
system, it is difficult for the Branch to
determine whether multiple licences
are being issued to the same, or
closely related, organizations and,
thus, how much funding is being
generated for similar purposes.

The Branch has recognized
weaknesses in the present system,
and is currently in the third phase of a
proposed four-phase computerization
plan. Phase 3 is designed to
streamline the licensing process and
to provide the licensing officers with
more complete information.

Gaming Session Allocations

The Branch allocates time slots
in casinos to every organization with
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an approved casino licence. For
bingo licensees, however, it is the
associations of charitable
organizations or the hall operators
who allocate vacant time slots.
Because the Branch does not maintain
complete listings of charitable
organizations which have been
unable to secure time slots in bingo
halls, it cannot tell whether eligible
organizations have equitable access to
bingo events. We understand,
however, that the computerization
plan referred to above will enable the
Branch to take on the job of allocating
these time slots for bingo licensees,
and to better evaluate the opportunity
for equitable access.

Reporting'to the Public

A listing of charitable
organizations licensed for gaming
activities is not published by the
Commission or the Branch. We
believe that the annual publication of
such a listing would allow broader
public scrutiny of licensing decisions.

Controls Over
Gaming Activities

Large amounts of cash flow
through the hands of many people at
gaming events. This creates
opportunities for fraudulent or
unethical practices to occur, such as
skimming (the practice of under-
reporting income from the game and
pocketing the difference), falsification
of records to create the impression of
compliance with Branch requirements
or to hide theft, and cheating at casino
gaming tables. These risks can be
minimized through the investigation
of the legitimacy of gaming operators,

the establishment of standard
operating procedures for gaming
events coupled with a comprehensive
program of inspections, and adequate
control over bingo paper.

Legitimacy of Gaming
Operators

The Commission and the
Branch require registration of bingo
hall operators and casino
management companies for all
commercial locations in the province.
During the registration process, the
background of each applicant is
examined. The examination covers:
the method of financing; expertise in
gaming; associates; the security and
safety of the facilities; and any other
aspect considered to be relevant. This
process helps to ensure that charities
and patrons will be efficiently and
honestly served.

Standard Operating
Procedures

As of December 1, 1989,
casinos in the province will be
required to operate under uniform
controls and reporting standards
developed by the Branch. These
controls and standards will provide
reasonable direction and should help
minimize the risk of fraudulent
activity at casino operations.
However, uniform controls and
reporting standards have not yet been
developed for bingo operations,
although the Branch has recognized
the need for them. We think that
uniform procedures would help the
Branch promote a better
understanding among organizations
of the controls necessary to minimize
the risk of fraudulent activity. For
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example, inventory controls should
be required for bingo paper. In
addition, bingo papers sold should be
reconciled to cash received and
deposited. Standard procedures
should also be required for the
reporting and distribution of prizes,
at each event. Standard procedures
would help the organizations operate
their events more efficiently, and
would allow the Branch inspectors to
monitor activities more effectively.

Inspections

The Branch is responsible for
enforcing the terms and conditions of
gaming event licences, improving the
management and integrity of gaming
events, and identifying and
investigating regulatory violations.
However, inspection activities carried
out by the Branch to date have been
mainly in response to public
complaints rather than through a
systematic inspection plan.

During the period from April
1987 to September 1989, there were 19
known instances of gaming-related
fraudulent activity, resulting in over
$312,000 of misappropriated funds.
These instances all came to light as a
result of concerns raised by licensees,
and not from inspections conducted
by the Branch.

According to Branch records,
current inspection activity covers 19%
of licensees and 8% of gaming events
annually. Also, inspections are
generally "overview" visits, consisting
of general reviews of the gaming
events, rather than detailed
inspections of operating controls and
financial records. Without thorough
examinations of operations, we think
the risk of undetected irregularities
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remains high. The Branch has
developed an inspection plan which
will involve more systematic and
detailed inspections. The Branch is
also going to require regular training
for inspectors to ensure they are up-
to-date. We encourage early and full
implementation of these initiatives.

Bingo Paper

Over 1 billion "faces" of bingo
paper are sold annually by licensed
organizations. Strong controls over
bingo paper, from the initial
production through to the end use,
are needed to minimize the risk of
unlicensed events, or the under-
reporting of revenue from licensed
events. One important step in this
regard was that in 1986 the
government appointed a government
agency, the British Columbia Lottery
Corporation, as the sole distributor of
bingo paper in the province. The
terms and conditions for the licensing
of bingo events specify that bingo
licensees giving total prizes of more
than $1,000 per event must use this
paper. At the time of our audit, a
comprehensive review of controls
over bingo paper was undertaken
jointly by the Corporation, the
Commission and the Branch, with the
assistance of a consultant. The
subsequent findings indicated that, to
reduce risk, inventory controls need
to be improved.

Using Proceeds For
Approved Charitable
Purposes

The terms and conditions of

licences indicate that an eligible
organization shall not use net
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proceeds from licensed gaming
events for any purposes other than
those from the four classifications of
charity described earlier. In our
opinion, the Branch does not have
adequate procedures to provide it
with assurance that proceeds from
gaming activities are used only for
approved purposes.

Licensed organizations are
required to provide the Branch with
financial reports on gaming sessions.
These reports, however, do not
provide specific details on how
proceeds were spent for charitable
purposes. At the time of application
for relicensing, organizations must
submit financial statements, but these
do not normally provide enough
expenditure details to allow the
Branch to determine if proceeds were
used only for approved purposes.
Also, although licensed organizations
are supposed to maintain separate
accounts into which all gaming
proceeds are to be paid, and out of
which disbursements are to be made
only for approved purposes, we
found that separate accounts are not
always maintained in the required
manner.

The Branch does not regularly
audit licensee records to check that
proceeds are used for approved
purposes. We reviewed the records of
several licensees, and in all cases
found that some of the proceeds did
not appear to have been used for
approved purposes. The Branch is
following up these cases with the
licensees concerned.

As a result of our findings, the
Branch has recently begun calling in
records of licensees on a more regular
basis. We think this is a step in the

right direction. The Branch could also
consider introducing additional
reporting requirements for licensed
organizations, such as statutory
declarations.

We found that the
Commission had not adequately
communicated to licensed
organizations all restrictions on the
use of proceeds. If it did, we believe
the inadvertent misuse of proceeds by
the organizations would be reduced.

Maximizing Benefit to
Licensed Charitable
Organizations

Some of the factors identified
by the Commission and the Branch as
having an impact on the financial
benefit to charitable organizations
from gaming are:

¢ the economic viability of gaming
locations;

¢ the efficient and effective
management of operations at
gaming events;

e the controls over expenditures,
such as prizes, rent, wages,
advertising, and supplies; and

e the financial dependence of the
charitable organizations on the
gaming proceeds.

The Commission and the
Branch have taken some steps to deal
with these issues. Casinos are
currently confined, by Commission
policy, to 18 locations in the province.
Also, some bingo locations have been
closed down where the economic
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viability was insufficient to warrant
continued operation. The formation
of community associations of
charitable organizations has been
encouraged and, in addition to its
regulatory role, the Branch has acted
as an advisor to promote more
effective management of operations.
Limits have been set on the amounts
organizations can spend on
advertising, and minimum returns of
gross proceeds to charitable
organizations have been established
for casinos and bingos. We believe,
however, that in the area of
expenditure control, two issues have
yet to be adequately addressed: the
appropriateness of the minimum
returns, and the reasonableness of
rent charges

Minimum Return of
Proceeds

The Commmission has
established that, for casinos, the
management companies receive 40%
of the "win" (proceeds from the sale of
chips less chips cashed) to cover
expenses of the operation; the
charitable organizations receive 50%;
and the government receives a 10%
licence fee. The Commission has also
established that, for most bingo
sessions, charitable organizations
must receive a minimum of 25% of
the gross proceeds, with 2% going to
the government and the balance used
for prizes and expenses of the
operations.

The above percentages for
charitable organizations must be met
before payment is made to the casino
management companies or to the
bingo operators for the rent and
wages for bingo sessions. Neither the
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Commission nor the Branch has ever
evaluated the appropriateness of
these percentages. We believe an
evaluation, followed by periodic
reevaluations, is required to ensure
that the percentages are appropriate.

Rental Charges

The largest expense, excluding
prizes, incurred by charitable
organizations in running a bingo is
the rent charged by the hall landlord.
In its 1988 report, the Commission
raised a concern over the potential for
exorbitant rent charges but, despite
this concern, neither the Commission
nor the Branch has dealt with this
issue. We believe that along with the
Commission’s authority to regulate
the number and location of halls goes
the responsibility to ensure that rents
being charged are not unreasonable.
Therefore, we encourage the
Commission and the Branch to
address this identified concern.
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Response of the
Ministry of Solicitor
General

The Ministry of Solicitor General
welcomes the Auditor General’s appraisal
of the management and operations of the
Public Gaming Branch.

In April 1970, the Province began
licensing charitable organizations to
conduct public gaming. Over the last 10
years, licensed gaming has grown by more
than 1,600 percent, bringing with it the
need for increased regulation to ensure that
fairness and integrity are maintained.
During this same period, the Branch went
from six employees in 1985, to 42 in 1988.

At the time of the audit the Branch
was undergoing a fundamental
restructuring and several of its major
procedures were in the drafting stage.
These initiatives included new policies and
procedures, uniform controls and reporting
standards, a long-term inspection strategy
and computerizing the Branch information
system.

Specific comments on the issues
raised by the Report follow:

Ensuring Complete Licence
Applications

The Branch now has procedures to
ensure that information supporting
applications is complete. The Licensing
Officers now assign dates and locations for
casino events throughout the Province and
have introduced common licensing years
for licensees in the Province’s bingo halls.
The Branch can exercise more control over
the pace at which licences are processed.
This will provide more time for Licensing
Officers to obtain complete information

without creating undue delays in the
processing of applications.

Training

The Ministry is confident that
Licensing Officers can adequately analyze
financial data supporting an application for
licence. Additional training and guidance
will be provided over the next 12 months to
enhance the effectiveness of the licensing

staff.

Inspectors have recently completed
out-of-province training to aid them in
their investigation of casino gaming events.
The Branch’s capability in bingo
inspections is at least as good as the best in
Canada. Training of new staff in bingo
inspection will be done in-house.

Financial Need and Use of
Proceeds

Procedures by which Licensing
Officers assess financial need will be
implemented in mid-1990. The Branch is
improving financial reporting requirements
to include better information on use of
proceeds. New audit procedures require
separate accounts for gaming proceeds. In
addition, the Commission has published
articles in its newsletter, News & Views, to
ensure licensed organizations are aware of
the restrictions on use of proceeds. These
initiatives will ensure that proceeds from
gaming activities are used only for
approved purposes.

Minimum Return of Proceeds

The Commission and Branch both
agree that an evaluation of the minimum
return to charities from gaming is required.
Although the percentage returns to
charitable organizations required in British
Columbia are the highest in any North
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American jurisdiction, evaluations should
be done on a regular basis.

The Branch is currently developing
standard procedures for bingo operations to
minimize the risk of fraudulent activity.
Bingo standard procedures will also help
the charities operate their events more
efficiently, and improve the Branch’s
capacity to monitor effectively. Casino
standard operating procedures were
introduced in the fall of 1989.

A mandatory training program for
casino volunteers was introduced in
December 1989. A similar training
program is planned in the summer of 1990
for bingo volunteers, in conjunction with
publishing of the bingo standard
procedures. These training programs are an
excellent vehicle for ensuring volunteers are
aware of their obligations and role in
maintaining the integrity of charitable
gaming.
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Inspections

The Branch believes it has made
considerable progress in identifying and
investigating regulatory violations over the
last 12 months. An inspection strategy is
in place and additional inspection staff have
been hired. The number of routine
inspections has been increased.

Reporting to the Public

The Branch is reviewing its
capacity to annually produce and publish a
listing of charitable organizations licensed
for gaming activities.

The Ministry is confident that the
policies and procedures already initiated,
and those planned for implementation over
the next 12 months, will meet or exceed the
expectations raised by the Auditor
General’s Report.
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Reporting the Results of
Privatization Transactions

A review of the government’s
reporting of the financial
results of privatization
transactions

Audit Purpose and
Scope

In this audit, we assessed
whether the government followed the
most appropriate basis of reporting
the financial results of privatization
transactions.

As a part of our review, we
examined the balance sheet of the
Privatization Benefits Fund as at
March 31, 1989, and the statement of
revenue and expenditure for the year
then ended. These financial
statements are shown on pages B 19
and B 20 of Volume I to the 1988/89
Public Accounts as supplementary
statements to the government’s
Combined Financial Statements.

During this audit, we did not
review the way in which the proceeds
allocated to the Privatization Benefits
Fund were invested, how the
investment portfolio was managed, or
how the portfolio performed. Nor
did we evaluate the value for money
achieved from any privatization,
either from the sale or from net
ongoing operational cost savings. We
focused solely on issues relating to
the reporting of the results of the sales
transactions.

Overall Conclusions

We found that the
government’s accounting for the 46

sales designated by Cabinet as
"privatization transactions" to March
31, 1989, and as shown on pages A 15,
B 19 and B 20 of Volume I to the
1988/89 Public Accounts, complied in
all material respects with the
provisions of the Privatization Benefits
Fund Act and with the government’s
stated accounting policies.

However, we concluded that
the reporting by government did not
represent the most appropriate basis
for presenting the financial results of
all privatization transactions. We
believe that Members of the
Legislative Assembly should be
provided with more complete
financial information. In particular,
we believe they should be provided
with information about certain
relevant costs that are not reflected in
the financial statements of the
Privatization Benefits Fund, and
about the financial results of
privatization transactions that result
in accounting losses.

The Privatization
Program

On October 23, 1987, the
Premier announced the Privatization
program. On the same day, he 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
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"pursued actively." Three deputy
ministers formed a Privatization
Implementation Committee to
coordinate all privatization efforts
and to make recommendations to
Cabinet. To support this committee,
individuals were seconded from
ministries or contracted from the
private sector to form a Privatization
Working Group. A Privatization
Benefits Fund was established shortly
after that to hold the proceeds from
privatizations, and a new
communications system —

Info Line — was published to keep
government employees and the
public informed about privatization
developments. In short, Privatization
was introduced as a major
government program.

The first formal accounting for
the financial results of privatization
transactions was presented by the
government in its Combined
Financial Statements for the fiscal
year ended March 31, 1989. We
conducted this audit to provide an
independent review of that
accounting.

The Accounting
Provided

The Privatization Benefits
Fund came into being with the
passage of the Privatization Benefits
Fund Act. This Act was passed on
May 30, 1988, but was given
retroactive application to April 1,
1988. It states:

Where the government receives
the proceeds of a privatization
transaction that has been
designated as such by the
Lieutenant Governor

in Council . . .,
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the Minister of Finance and
Corporate Relations shall pay all
or a portion of the proceeds, as
specified by the Lieutenant
Governor in Council, into the fund.

In other words, the Act says
that Cabinet must designate a sale as
being a "privatization transaction” for
it to be considered one where the sale
proceeds may go to the Privatization
Benefits Fund. Then, Cabinet decides
how much of the proceeds should be
paid to the Fund.

Thus, the Act presented to and
passed by the Legislative Assembly
left it to the government to administer
the Privatization Benefits Fund, and
to decide on how to account for it. To
do so, the government needed more
specific definitions of the key terms
contained in the Privatization Benefits
Fund Act. Accordingly, Treasury
Board approved a policy containing
working definitions that could be
used to administer the Act. The
policy document refers to three
objectives for the accounting for
privatization transactions: neutrality,
consistency, and rationality. To quote
the document, "[t]he declared policy
of the Fund is to clearly separate the
one-time revenues of the government
resulting from privatization from the
ongoing operations of the General
Fund. ... Therefore, . .. [the
accounting should] ensure that the
effects on the General Fund are
neutral.” The document also states,
"It is essential for the public policy
that underlies the formation of the
fund that all proceeds paid into the
fund are determined using a
consistent and rational basis."

The policy contained two
important definitions — one for a
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"privatization transaction” and
another for "proceeds"” — that Treasury
Board could use in making its
recommendations to Cabinet. The
notes to the March 31, 1989 financial
statements of the Privatization
Benefits Fund disclose the important
parts of these definitions.

For instance, while the policy
definition of a "privatization
transaction” is not fully disclosed in
the financial statements, the critical
part of the definition, which states
that those privatizations that result in
losses will not be designated as
privatization transactions, is
disclosed. The missing portion ("A
privatization transaction transfers the
performance of a service from
government or a government-
controlled entity to a privately-owned
entity in order to reduce costs,
improve efficiency, reduce the size of
government or improve service.")
may be expected to be generally and
widely understood.

Similarly, the essence of the
definition of "proceeds" is clearly
disclosed: "proceeds are defined as
the proceeds of privatization
transactions net of selling costs and
any book value of the assets sold."
The more detailed Treasury Board
policy definition also states that
proceeds are recorded at net present
value, and specifies certain types of
repayments of investments that
would be excluded from the
accounting calculations. However,
because such details might provide
more confusion than enlightenment,
they were not disclosed in the
financial statements.

Compliance With the
Stated Accounting
Policies

We examined the 46 sales
designated by Cabinet as
"privatization transactions" to March
31, 1989. As shown by the summary
in Table 5.2, the Province received
over $1 billion from these sales, of
which $308.5 million went into the
Privatization Benefits Fund. We
found that the government’s
accounting for these transactions, as
shown on pages A 15, B 19 and B 20
of Volume I to the 1988/89 Public
Accounts, complied in all material
respects with the provisions of the
Privatization Benefits Fund Act and
with the government’s stated
accounting policies.

The clause "in all material
respects” is used in the preceding
paragraph because we believe the
Fund is overstated by $5.4 million in
respect of the Expo lands sale.

In the case of the sale of the
False Creek lands (the former Expo
site), the selling price included future
payments which had a present value
of $20 million. These payments will
only be made if certain conditions are
met over the next 15 years. Under
generally accepted accounting
principles, these amounts must be
deferred when calculating the gain or
loss on the transaction until there is
reasonable assurance that the relevant
conditions will be satisfied. After due
consideration, British Columbia
Enterprise Corporation did not
include these amounts as revenue
from land sales in its March 31, 1989
consolidated financial statements.
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rw "Proceeds”
Selling Selling Book paid to
Transaction price costs value fund
{.In Thousands)
B.C. Hydro :
o G TR0} $95000  sa61200  $220270
B.C.E.C.
) Expo Lands 145,010 - 139,658 5,352
ii) Other 45,046 - 7,235 37,811
Government
Road and Bridge , '
Maintenance 36,884 424 - 36,460
Forest Nurseries 5,667 146 - 5,527
Sunshine i ,
Golf Course - 1,000 25 - 975
Langford : .
Sign Shop 860 25 - 835
Environmental Lab 850 - - 850
Prov. Education -
Media Centre 243 57 124 62
Food and Dairy Lab 216 - = 216
Kelowna Soil Lab 140 2 % 138
Other 22 - - 22
Total $1,012,408 $95,673 $608,217 $308,518

The Province, however, believing
there was sufficient assurance that the
conditions would be met, included
this amount in its calculation of the
"proceeds” transferred to the
Privatization Benefits Fund.

Had the Province, in its
accounting for the Privatization
Benefits Fund, followed the same
basis of accounting for these future
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payments as had the British Columbia
Enterprise Corporation, the
transaction would have shown a loss.
Therefore, the sale would not have
qualified under the government’s
stated accounting policies as one
which could be designated as a
"privatization transaction” and,
accordingly, the Fund would not have
been credited with "proceeds” of $5.4
million.

TABLE 5.2
-]
Disposition
of the

funds
received
from
designated
privatization
transactions
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Concerns with the
Reporting of
Privatization
Transactions

The accounting policies
adopted by the government to
account for privatizations did comply
with the provisions of the
Privatization Benefits Fund Act, they
were followed, and they were
disclosed in the March 31, 1989
supplementary statements to the
government’s Combined Financial
Statements. Nonetheless, we are
concerned that , in our opinion, the
financial results of privatization
transactions are not reported in the
most appropriate manner.

The Privatization Benefits
Fund was established to hold, in
perpetuity, the "proceeds"” of assets
disposed of through the
government’s privatization program.
As mentioned above, "proceeds" were
defined in a certain way to provide
for administrative consistency.

The Privatization Benefits
Fund financial statements were never
intended to, and they do not, provide
sufficient information to judge the
overall financial results of
privatization transactions. To do so,
an entirely different basis of
accountability reporting would have
been required to provide complete
financial information, on a project
basis, about this major government
program.

In our 1989 Annual Report, we
pointed out the need for adopting this
basis of reporting for major, high
profile initiatives such as Expo 86 and

North-East Coal. We mentioned that
programs delivered by more than one
ministry also require separate
accounting. We pointed out that most
of the MLAs that we interviewed
during our audit of the Estimates
process indicated a need for overview
information about expenditures
related to these kinds of initiatives
and programs, and we cited
Commissioner MacKay’s
recommendation that the Ministry of
Transportation and Highways report
separately on each major highway
construction project. We believe the
privatization program similarly
warrants a project basis of reporting.

As a separate project, the
financial results of all privatization
transactions would need to be
summarized. Thus, those
transactions that result in accounting
losses as well as those that result in
gains would be reported. Examples
of privatizations that have resulted in
accounting losses to date include the
sale by British Columbia Hydro and
Power Authority of certain assets to
Victoria Gas Company, and the sale of
most of British Columbia Steamship
Company’s assets to British Columbia
Stena Line. We believe that Members
of the Legislative Assembly need
information about loss transactions as
well as about those that result in
gains in order to judge the overall
financial results of privatization
transactions.

Regardless of the transactions
that are considered, a project basis of
accounting would require
accumulating information about the
total lifetime costs of the assets sold,
not just the "book values," and
reporting all significant costs and
revenues of the program in a
summary fashion.
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The Expo lands sale is a good
illustration of how the current basis of
reporting differs from a project basis.
In this case, we noted that British
Columbia Enterprise Corporation
wrote off almost $60 million in
carrying charges relating to the Expo
lands prior to 1988. In addition, the
seawall, the B.C. Pavilion complex,
and the Roundhouse, all of which
were included in the Expo lands sale,
were partly funded by Expo 86
Corporation and by British Columbia
Pavilion Corporation. Over $42
million of costs related to the
construction of these assets were
included in the government’s
accounting for these other entities.
Further, there are costs that may be
considered related to this transaction
that have yet to be incurred. At the
time of the sale, the cost of cleaning
up the land to meet environmental
safety standards was believed to be
significantly lower than recent
estimates, which are in the range of
$40 million to $60 million. However,
since these types of costs are
technically neither selling costs nor
costs that should be included in "book
value”, they have not been reflected in
the Privatization Benefits Fund
financial statements.

In our view, a project basis of
accounting would be a more rational
one for presenting the financial
results of privatization transactions.
It would also provide for greater
neutrality and consistency when
reporting the financial results of these
transactions.
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Neutrality

As noted above, the declared
policy of the Privatization Benefits
Fund is to separate the one-time
revenues of designated privatization
transactions from the ongoing
operations of the General Fund.
However, under the government’s
stated accounting policies, only the
selling costs and "book values” of the
assets sold are deducted from these
revenues in arriving at the "proceeds”
to be paid into the Fund. This narrow
view of the costs associated with
designated privatization transactions
is in compliance with the Privatization
Benefits Fund Act. However, it does
not consider certain other one-time
costs, relating to designated
privatization transactions, that have
remained in the General Fund.

For example, when the
Ministry of Transportation and
Highways privatized road and bridge
maintenance, the agreements called
for the private sector contractors to
make payments to offset the
ministry’s building occupancy costs
on those buildings sublet to the
contractors. The payments did not
equal the ministry’s costs, however,
and in the 1988/89 fiscal year, $12.9
million was paid to British Columbia
Buildings Corporation from the
General Fund contingency vote. Of
this amount, $12.3 million
represented the rental shortfall on the
properties leased by the contractors,
and $600,000 represented the cost of
paying out the lease for those yards
which became surplus to the Ministry
of Transportation and Highways as a
result of the road and bridge
maintenance privatizations.
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Other one-time costs directly
related to designated privatization
transactions have similarly remained
in the General Fund. The salary and
other costs associated with preparing
for these privatizations, the costs
incurred by the government’s
Privatization Working Group, the
costs of pensions and severance
payments made to former employees
whose jobs were privatized, and the
costs of retraining employees to take
on new functions, are all examples of
costs which have been left as charges
to the General Fund. In this regard,
we noted that in the cases of the B.C.
Hydro privatizations, certain of these
kinds of internal direct and indirect
costs were deducted as selling costs
from the "proceeds" that were paid to
the Privatization Benefits Fund. This
was not done for most other
designated privatization transactions.

A project basis of reporting
would capture all one-time costs
related to privatization transactions,
rather than only certain selling costs
and the "book values” of the assets
sold. In this way, it would enable the
government to provide more
complete information about the
financial results of privatization
transactions. At the same time, it
would identify these costs separately
from those related to the ongoing
operations of the General Fund.

Consistency

The government consistently
applied its stated accounting policies
when accounting for designated
privatization transactions. This does
not mean, however, that the results of
such transactions were consistently
presented.

The government consistently
calculated the "proceeds” on
privatization transactions as the net
selling price (selling price less sales
costs) minus the book value of the
assets sold. This consistent
application of the accounting rules
resulted in very different calculations
of "proceeds” between Crown
corporations and government
ministries, due to the different ways
in which those entities account for
their fixed assets.

The Crown corporations that
had designated "privatization
transactions" to March 31, 1989
account for fixed assets the same way
that private corporations do. When
an asset is purchased, the cost is
recorded and then written off, or
depreciated, over its estimated useful
life. The asset’s "book value" is close
to its original cost in the early years of
its life, and is eventually written
down to its scrap or salvage value.

Government ministries, on the
other hand, expense fixed assets in
the year of acquisition. That is, the
assets are written off immediately and
the full cost is charged to expense in
the year the asset is purchased. For
this reason, the "book value" of fixed
assets held by government ministries
is always nil, and the Public Accounts
always show the fixed assets of the
Province at a nominal "book value" of

$1.

Because of these two
fundamentally different ways of
accounting for fixed assets, any
calculation that deducts "book value”
will, if consistently applied, produce
very different "proceeds” depending
upon whether the relevant asset is
held in a Crown corporation or in a
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government ministry. Table 5.3
1llustrates these differences.

A project basis of accounting
would require accounting for the
historical costs of the assets sold.
Without this information, Members of
the Legislative Assembly cannot
determine the portion of the
"proceeds” that relates to a recovery of
previous investments in fixed assets
held by government ministries, and
they are unable to compare the
financial results of privatizations by
ministries with those of Crown
corporations.

Looking Ahead

We believe the legislature
should be provided with a more
complete accounting of the financial

results of the privatization

program. In particular, Members of
the Legislative Assembly should be
able to readily determine the financial
results of loss transactions, and be
provided with information about
program costs that are currently not
deducted before "proceeds" are
transferred to the Privatization
Benefits Fund. This should include
information about the costs of fixed
assets and other investments that
were written off in previous years, as
well as the costs of future obligations
related to the privatizations, where
such costs are material. Without this
information, Members and the public
will be unable to judge the overall
financial results of the government’s
privatization transactions.

Purchase Price

Recorded Asset Value
Depreciation at 10% for two years
Book Value at Time of Sale

Net Selling Price

Gain (Loss) on Sale

“Proceeds” Paid to-
Privatization Benefits Fund
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Method of Accounting for Fixed Assets
Government Crown Corporaﬁbél
$1,000,000 $1,000,000
$ 8] $1.000.000

0 200,000
0 : 800,000
750,000 750,000
$ 750,000 $(50,000)
$ 750,000 $  Nil

FIGURE 5.3
]
An
illustration
of the

effects

on the
Privatization
Benefits
Fund of
different
methods of
accounting
for fixed
assets
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Fraud and Other Illegal Acts:
Awareness, Reporting and

Investigation

A review of the operating
policy and procedures for
dealing with fraud and other
illegal acts directed against
the government of British
Columbia

Purpose of Our
Review

The purpose of our review
was to determine if government
operating policy and procedures
provide adequate guidance to staff
when they must deal with suspicions
of fraud or other wrongdoing. We
also looked to see if management in
ministries had assessed the risks of
fraud and other illegal acts within, or
against, their operations.

Conclusion

We concluded that existing
policy and procedures need to be
clarified and expanded. At the time
of our review, several central agency
groups were taking steps to improve
policy and procedures, but these steps
were not coordinated. We also found
that most ministries had not
performed comprehensive, formal
risk assessments of their operations,
including risk of fraud and other
illegal acts.

Why a Fraud Policy is
Important

Dealing with suspected fraud
and other illegal acts is an unpleasant
task. If an organization mishandles
investigations, it can be exposed to
significant consequences. It is
tempting for managers to try to deal
with suspicious circumstances on
their own, with the hope of
preventing the need for reporting.
Mishandling the situation, however,
could result in personnel disputes,
and in the government, or
government managers, being exposed
to costly lawsuits. Furthermore,
unintentional warnings could be
given to perpetrators, and evidence
destroyed. Mishandling may also
result in management being unable to
take appropriate disciplinary or legal
action.

When wrongdoing is
suspected, management must have
clear policy and procedures for
properly and discretely handling
resultant investigations. Policy for
dealing with fraud and other
wrongdoing is important because it
raises the awareness of management
and staff about risks and
responsibilities. Also, it provides a
standard, impartial approach to
situations that could otherwise be
affected by emotions and
personalities. A good fraud policy
should include:

* astatement of management
responsibility;
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& defined responsibilities for
performing investigations,
reporting to senior management
and bonding companies, and
referring cases to the police;

& instructions to help managers
and investigators prevent
charges against the government
or themselves for malicious
prosecution, slander, libel or
false imprisonment;

& specific instruction to managers
not to discuss the case and not to
contact suspects; and

& instructions for dealing with
informants.

Recent Experience

Like any other large
organization, the government
sometimes encounters fraud and
other wrongdoing. Examples of types
of suspected wrongdoing
investigated by the government in the
past two years include client welfare
fraud, theft of liquor, skimming of
cash receipts, and conflict of interest.

Suspicions may or may not be
well founded, which is one reason
that policy and procedures for -
handling investigations are
important. The Internal Audit Branch
of the Office of the Comptroller
General (OCG) has performed
approximately 30 investigative
assignments over the past two years.
Approximately one-half of those
investigations involved proven loss or
wrongdoing. The Security Division
of the Liquor Distribution Branch of
the Ministry of Labour and Consumer
Affairs deals with numerous incident
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reports each year involving such
matters as shoplifting, theft of cash
receipts, and theft of liquor by
employees.

Government
Operating Policy and
Procedures

Current Policy

Many groups are involved in
the handling and reporting of
suspected fraud and other illegal acts
against the government. These
groups include ministry
management, internal audit
departments, and special security and
investigative groups. They also
include central agencies such as this
Office, the Criminal Justice Branch of
the Ministry of Attorney General, and
Ministry of Finance and Corporate
Relations departments such as the
Labour Relations Branch of
Government Personnel Services
Division, the Risk Management
Branch, and the OCG.

Treasury Board’s financial
management policy provides the
main guidance for handling fraud
and other wrongdoing. The policy,
however, both in its title and its
content, emphasizes the reporting of
quantifiable asset loss. It does not
clearly require ministries to also
report situations where suspicions of
wrongdoing arise. Furthermore, the
policy does not adequately emphasize
management’s responsibilities for the
prevention and detection of
wrongdoing.

In our opinion, current policy
does not sufficiently reduce the risk
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that managers might mishandle
suspicious circumstances. The policy
requires ministries to report to central
agencies and the police, but it does
not prohibit such actions as
contacting suspects, or discussing
cases with others. In addition, there
are no central policies to guide
managers in dealing with informants,
handling bonding claims, or deciding
whether to pursue prosecution. We
believe policy and procedures are
needed in these areas.

It is also unclear to what
extent the policy applies to special
audit or investigative groups. For
example, the policy requires reports
be made to the Comptroller General
and the Auditor General. We found,
however, that investigations have
been carried out which were not
formally reported to our Office. We
believe that central policy and
procedures should define the
reporting responsibilities of these
groups.

Government Initiatives

The Internal Audit Branch of
the OCG is aware of many of the
issues noted above. It is in the
process of making recommendations
for change to the central policy, and is
also planning to conduct fraud
awareness sessions for senior
ministry management in the coming
year. We have also learned that the
Risk Management Branch has
recommended changes to the policy
for reporting asset losses. In addition,
the Government Personnel Services
Division told us that it and the
Criminal Justice Branch of the
Ministry of Attorney General were
working on guidelines for
government managers to follow in

deciding whether to pursue
prosecution. While we believe the
steps being taken by the above central
agency groups are worthwhile, we are
concerned that each was working
independently of the others. We
believe that government policy and
procedures on the handling and
reporting of fraud and other illegal
acts should be developed in
consultation with groups affected,
including central agencies and
investigative groups.

Risk Assessment

Management is responsible for
being aware of the risks of fraud or
other illegal acts against the
organization. It must assess these
risks to be able to develop and
maintain proper internal controls for
the prevention and detection of fraud.
We did not address the adequacy of
government internal control systems
in this review, since each internal
control system is a study in itself.

The inherent nature of an
operation or program can affect the
risk of fraud. For example, the risk is
higher where large sums of cash are
handled. Government management
policy requires that ministries
develop and apply comprehensive
risk management strategies for their
operations and programs.
Comprehensive assessments are
necessary not only for fraud and
other illegal acts, but for other kinds
of risks, such as the potential for
conflict of interest, or the risk of loss
of critical data.

We found that, although some
ministries recognize that certain
programs have high risk associated
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with them, most ministries had not
performed comprehensive, formal
risk assessments. The Risk
Management Branch has recently
begun risk-assessments on behalf of
some ministries. The Branch intends
to perform these assessments for all
ministries in the next year, a step we
think is positive. However, ministry
management will still likely need to
perform assessments at a more
detailed level, and to evaluate any
new risks arising from program
changes.
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Follow-Up of
Previous Year's Studies

In order to keep Members of
the Legislative Assembly and the
public informed about the nature,
extent and results of management’s
actions with respect to points raised
in last year's studies, it is our practice
to obtain and publish updates of
management’s responses.

The following written
comments were received from the
Ministry of Finance and Corporate
Relations with respect to last year’s
study titled "Management of
Government Employee Leave
Entitlements."
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Follow-Up from the
Ministry of Finance and
Corporate Relations

Management of Government
Employee Leave Entitlements

Government Personnel Services
Division (GPSD), formerly part of the
Ministry of Government Management
Services and now a division within the
Ministry of Finance and Corporate
Relations, was charged with providing
leadership to ministries in the development
of automated Leave Management Systems.

GPSD formed a steering committee
comprised of senior personnel from several
ministries and a consultant to determine
the best way to proceed. Alternative
approaches to leave management were
reviewed and the steering committee
formulated the following recommendations:

¢ leave management should be
performed at the ministry level;

* information required by GPSD and
the Office of the Comptroller General
(OCG) should be provided in the
normal course of producing ministry
leave management information;

* leave management should be
automated;

* the automated leave management
system should integrate into the
current or proposed technical
environment within each ministry;

* reasonable financial support for the
proposed ministry based leave
management system be funded by
GPSD;
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* six separate leave systems be built,
one for each hardware platform being
used by the ministries.

Funding of $450,000 was obtained
and the ministries were divided into teams
according to their hardware platform. The
ministries on each team were then tasked
with the responsibility for the development
of their respective leave management
software. Six contracts were let with
companies to develop the software for the
basic systems and the contracts came in
under budget. GPSD continued to provide
guidance and leadership by providing
advice during development of the software
and preparing monthly reports on the
status of each development project.

Through the efforts of the
ministries, GPSD and OCG, the
development and implementation of leave
management systems in the ministries is
nearly complete. The systems have all been
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; and,

* facilitate the portability of leave
management information for
individual employees from ministry to
ministry.

As of February 19, 1990, there are
seven ministries representing
approximately ten percent of all employees
with a fully operational leave management
system. A further seven ministries
representing an additional 40 percent of all
employees plan to be operational by
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March 31, 1990. By July/August 1990, an
additional seven ministries representing a
further 42 percent of all employees plan to
be operational. Only one ministry’s
implementation has been delayed due to
operational difficulties and their need to
stabilize their hardware platform before
they undertake any new software
developments.

_ In summary, progress has been
substantial over the past 12 months and by
the end of July/August 1990, 92 percent of
all government employees will have been
transferred to an automated leave
management system. The Ministry of
Finance and Corporate Relations’
commitment to leave management will
continue. GPSD will continue to maintain
the Rules and Procedures for the Time Bank
Leave Recording Manual, to monitor the
implementation of each ministries’ leave
management system and to chair a monthly
forum with ministy’s to solve and eliminate
leave recording problems.
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THE OFFICE OF THE AUDITOR GENERAL

The Office of the Auditor General

The Office of the Auditor
General was established in 1977 to
enable the Auditor General to carry
out his responsibilities under the

provisions of the Auditor General Act.

Details of these

responsibilities, as set out in the Act,

appear in Appendix A. A more
concise description of the role of the
Auditor General is found in the
Office’s Mission Statement, which
reads:

The Auditor General serves
the citizens of the Province
by providing independent
opinions and evaluations on
the financial and
administrative management
of the government and its
related entities in the public
sector. As well, he promotes
improvement in public sector
accountability.

To fulfill his responsibilities,
the Auditor General has
established a professional
office committed to the
principles of objectivity,
integrity, and service to the
public.

Comments expanding on the
various aspects of the Mission
Statement are presented in
Appendix B.
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Ol-Jerat'ion of the
Office

Organization

The reorganization described
in last year’s Annual Report has
served the Office well. Accordingly,
the organizational structure of the
Office, depicted in Figure 6.1,
remained essentially unchanged
during the year.

Similarly, the system of
committees, consisting of the
Executive, Annual Report, Computer
Services, and Quality Assurance
committees, continued to serve the
planning, technical, and
administrative needs of the Office.

Personnel

At December 31, 1989, the
Office employed 87 staff. Of these, 45
employees had professional or other
advanced academic qualifications, 28
were employed as trainees in
programs leading to recognized
accounting designations, and 14
provided administrative, clerical and
technical services.

The Office continued to
experience a high rate of staff
turnover during the year, with a
majority of those leaving our employ
advancing to positions in various
government ministries and public
bodies. This movement, while
understandable given the skills of our

. employees, nevertheless presents us

with a continuing challenge to recruit
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FIGURE 6.1
]

ORGANIZATION OF THE OFFICE OF THE AUDITOR GENERAL
DECEMBER 1989
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Audit Managers

Executive Executive Executive Ad D.ir?CETOI‘t_
Director Director Director mméf ration
Crown Entity Central Attest Value-for-Money Personnel
Audit Audit Audit Services
F. Barr, C.A. G.W. Dawson, C.A.| |]. P. Gregory, C.A.

Director

Special

Projects

Audit
Directors

Manager
Computer

Services

Other Audit and Administrative Staff

AUDITOR GENERAL OF BRITISH COLUMBIA



THE OFFICE OF THE AUDITOR GENERAL

well-qualified staff and promising
trainee personnel. Adding to the
challenge are the constraints imposed
by public service staffing policies,
procedures and salary scales.

In the past year, a number of
staff were on secondment leave from
the Office. The secondment program
serves several valuable purposes.
First, it provides an opportunity for
staff members to broaden their work
and personal experience, and so bring
back to the Office new skills and
perspectives. Second, the program
enables the Office to assist various
areas of government by providing,
often at critical times, some special
expertise possessed by our
employees. Finally, in cases where we
have been able to arrange a
temporary exchange of employees,
we have had the added benefit of
bringing experienced people onto our
staff who have contributed notably to
the work of the Office.

Worthy of particular mention
was the secondment of Mr. Les
Kojima, C.A., to the Office of the
Auditor General of the Kingdom of
Nepal. This small country, at the foot
of the Himalayas, is a major recipient
of aid from the United Nations and
other agencies. As part of a program
to strengthen accounting and auditing
procedures in that country, a special
project was undertaken by the UN.
Mr. Kojima, with experience gained
from this Office in value-for-money
auditing, was asked to join the project
team. He served in Kathmandu,
Nepal, for a six-month period ending
in November 1989. We acknowledge
the efforts of Mr. Kojima in
providing, under frequently trying
circumstances, expert help to the
people of this distant land.
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Professional Development
and Training

Because of the increasingly
complex nature of matters faced by
our staff in the performance of their
work, a strong program of
professional development and
training is essential to maintaining
their skill levels.

Our program follows two
main streams, the first aimed at our
professionally qualified staff, and the
second at our trainee-level staff.

Professional development for
qualified staff takes the form of
courses, seminars, and conferences on
matters relevant to individual needs.
Our recently updated employee
performance appraisal process
incorporates a plan to highlight these
needs. Also, we are pleased to note
the initiatives currently being taken
by the government to provide a range
of training courses for management
personnel. These courses, combined
with those of a technical nature being
developed within our Office, should
enable us to provide a complete and
well-rounded educational program.

For those of our staff at the
trainee level, training takes the form
of on-the-job experience combined
with courses provided both by the
Office and by recognized professional
accounting bodies. 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
registered with those organizations.
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Office Facilities and
Equipment

The Office of the Auditor
General is located in leased premises
at 8 Bastion Square in downtown
Victoria. This location has served the
Office well since 1979, although some
crowding is now evident.
Accordingly, as funds become
available, space-saving work stations
are being acquired to replace aging
desks and cabinets.

Further progress was made
during the year in equipping our staff
with microcomputer equipment, and
upgrading our general office
computing facilities. In all, 19
microcomputers were acquired in
1989, bringing to 62 the total number
in use in the office. The
microcomputer has now become an
essential tool for performing many
auditing tasks.

Office Funding and Finances

After careful consideration of
the Office’s mandate and the extent of
audit work necessary for the period,
the Auditor General requested a
budget allocation of 92 staff positions
for the fiscal year ended March 31,
1990. This would have increased
staffing by 5 positions, from 87 to 92,
thereby restoring it to the same level
as was first established for the Office
in the 1980/81 fiscal year, and then re-
established in 1985/86 following
consideration by the Public Accounts
Committee and the government. We
think it is notable that, in the period
since the staffing level of 92 was first
established in 1980/81, government
expenditures subject to audit by the
Auditor General have more than
doubled.

270

However, the budget
approved by the Legislative
Assembly did not provide for the
requested increase in staffing. Asa
result, a reduction in the planned
audit work for the year has been
necessary, affecting mainly the areas
of value-for-money audits and
internal control reviews.

Net expenditures for the
operation of the Office for the fiscal
year ended March 31, 1989, were
$5,047,656, made up as follows:

Salaries and benefits $3,975,074
Operating costs 849,915
Asset acquisitions 206,293

Grants and contributions 40,000
5,071,282

Recoveries (23,626)
$5,047,656

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, who is required to
present the report to the Legislative
Assembly. The audit for the fiscal
year ended March 31, 1989, has been
completed and reported on to the
Speaker.

Professional Activities

Employees of the Office are
actively involved with a number of
professional and other associations
whose activities are directly
important to the work of the Office.
For some, this involvement takes the
form of executive or committee work;
for others it entails research and
technical projects. Included in these
organizations are:
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Institute of Chartered Accountants A

of British Columbia

Certified General Accountants
Association of British Columbia

Society of Management
Accountants of British Columbia

Canadian Comprehensive Auditing
Foundation

Canadian Evaluation Society
EDP Auditors Association

Financial Management Institute of
Canada

Institute of Internal Auditors

Institute of Public Administration
of Canada

Law Society of British Columbia

Advisory Council

Several senior members of the
accounting profession have served on
a council of advisors to the Auditor
General during the past year. Their -
valued contribution to the work of the
Office is greatly appreciated.

Professional
Affiliations of the
Office

In addition to the involvement
of individual staff members in their
respective associations, the Office
actively supports and participates in
the work of three organizations
whose aims and objectives are closely
tied to those of the Office.
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Public Sector Accounting
and Auditing Committee

The Canadian Institute of
Chartered Accountants (CICA)
formed the Public Sector Accounting
and Auditing Committee (PSAAC) in
1981 to improve and harmonize
public sector financial reporting,
accounting, and auditing practices.
The committee, made up of
representatives from various levels of
government, the accounting
community, and other interested
parties, carries out research in these
areas of interest and periodically
issues statements containing its
recommendations.

To date, five Public Sector
Accounting Statements and four
Public Sector Auditing Statements
have been issued. These are now
serving as authoritative guidelines for
those involved in accounting and
auditing at the federal, provincial,
and local levels of government
throughout Canada. As well, several
major research projects are in
progress.

This Office actively supports
the work of the committee by
studying and commenting on its
research work. The Auditor General

is currently serving as a member of
PSAAC.

Canadian Comprehensive
Auditing Foundation

The Canadian Comprehensive
Auditing Foundation is a national
cooperative association established to
help strengthen management,
accountability and audit in the public
sector. Its interests extend to all

>
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organizations that are sustained by
public funds to carry out public
policy objectives.

The Foundation’s work
concentrates on the ways in which
managers can ensure that good value
for money is obtained from their
administrative practices; on the
manner in which managers report
their accountability for achieving
economy, efficiency and effectiveness;
and on the role audit plays in that
reporting.

The Office has been a member
and supporter of the Foundation
since its formation in 1980. The
Auditor General is an elected member
of its Board of Governors.

Canadian Conference of
Legislative Auditors

The Canadian Conference of
Legislative Auditors is an association
of auditors general and provincial
auditors from the senior governments
of Canada. Meetings are held
annually so that those actively
involved in legislative auditing can
exchange information and
experiences. Several members of our
staff attended the 17th annual
meeting held in July 1989 in
Edmonton, Alberta. Of particular
interest to those attending was an
address by the newly appointed
Auditor-General of Australia, Mr.
John C. Taylor.

The Canadian Council of
Public Accounts Committees, made
up of representatives from all the
senior legislatures across the country,
also met in Edmonton at that time. A
joint session between the two groups

provided the opportunity for a useful
discussion on the interrelationships
between the auditor and the
legislator.

Public Accounts
Committee

The 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 enquire
into those matters referred to it 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 Annual Report of the
Auditor General was tabled in the
Legislative Assembly on April 11,
1989. Discussion on its contents by
the Public Accounts Committee began
on April 25 and continued over 10
meetings to July.18, 1989.

The committee issued a report
on its activities, which was tabled in
the Legislative Assembly on July 20,
1989. That report reviewed the work
of the committee, and provided
observations and recommendations
on a variety of issues raised by the
Auditor General.
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Appendix A

Auditor General Act

Interpretation

1. In this Act
"ministry” means a ministry or branch
of the executive government of the
Province;

"public body" means
(a) an agency of the Crown;

(b} a board, commission, council or
other body of persons, whether
or not incorporated, all the
members of which or all the
members of the board of
management or board of
directors of which are
appointed by an Act, an order
of the Lieutenant Governor in
Council or a minister of the
Crown;

(c) a corporation, more than 50% of
the shares or ownership of
which is, directly or indirectly,
vested in the Crown; or

(d) a corporation, association,
board, commission or society to
which a grant or advance of
public money is made, or the
borrowings of which may be
guaranteed by the Crown
under the authority of any Act;

and all other words have the same
meaning as they have in the Financial
Administration Act.

Appointment, salary, term
and pension

2.(1) The Lieutenant Governor
shall, on the recommendation of the
Legislative Assembly, appoint as an
officer of the Legislature, a person as
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Auditor General to exercise the
powers and perform the duties
assigned to him under this Act.

(2) The Legislative Assembly
shall not recommend a person to be
appointed as Auditor General unless
a special committee of the Legislative
Assembly has unanimously
recommended to the Legislative
Assembly that the person be
appointed.

(3) The Auditor General shall
be appointed for a term of 6 years and
he may be reappointed in the manner
provided in this section for further 6
year terms.

(4) The Auditor General shall
be paid, out of the consolidated
revenue fund, a salary in an amount
equal to the salary paid to the chief
judge of the Provincial Court of
British Columbia.

(5) The Auditor General shall
be reimbursed for reasonable
travelling and out of pocket expenses
necessarily incurred by him in
discharging his duties.

(6) Subject to subsections (7)
to (10.1), the Pension (Public Service)
Act applies to the Auditor General.

(7) An Auditor General who
retires, is retired or removed from
office after at least 10 years’ service
shall be granted an annual pension
payable on or after attaining age 60.

(8) Where an Auditor General
who has served at least 5 years is
removed from office by reason of a

physical or mental disability, section
19 of the Pension (Public Service) Act




APPENDICES

applies and he is entitled to a
superannuation allowance
commencing on the first day of the
month following his removal.

(9) Where an Auditor General
who has served at least 5 years dies in
office, section 20 of the Pension (Public
Service) Act applies and the surviving
spouse of the Auditor General is
entitled to a superannuation
allowance commencing on the first
day of the month following the death.

(10) When calculating the
amount of a superannuation
allowance under subsection (7), (8) or

9,

(a) each year of service as Auditor
General shall be counted as 1
1/2 years of pensionable
service.

(b) [Repealed 1988-52-1.]

(10.1) Subsection (10) does
not apply to the calculation under
section 6(5) of the Pension (Public
Service) Act.

(11) Before beginning to
perform his duties, the Auditor
General shall take an oath before the
Clerk of the Legislative Assembly that
he will faithfully and impartially
exercise the powers and perform the
duties of his office.

Resignation, removal or
suspension

3. (1) The Auditor General
may at any time resign his office by
written notice to the Speaker of the
Legislative Assembly or to the Clerk
of the Legislative Assembly if there is
no Speaker or if the Speaker is absent
from the Province.
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2) On the recommendation
of the Legislative Assembly, based on
cause or incapacity, the Lieutenant
Governor shall

(a) suspend the Auditor General,
with or without salary; or

(b) remove the Auditor General
from his office

in accordance with the
recommendation.

(3) Where the Auditor
General is suspended or removed
from office or the office of Auditor
General becomes vacant, the
Lieutenant Governor shall, on the
recommendation of the Legislative
Assembly, appoint an acting Auditor
General to hold office until the end of
the period of suspension of the
Auditor General or until an Auditor
General is appointed under this Act,
as the case may be.

(4) When the Legislature is
not sitting and is not scheduled to sit
within the next 5 days, the Lieutenant
Governor in Council may, with or
without salary, suspend the Auditor
General from his office for cause or
incapacity but the suspension shall
not continue in force after the expiry
of 20 sitting days.

Acting Auditor General
4. (1) Where

(a) the Auditor General is
suspended or removed or the
Office of Auditor General
becomes vacant when the
Legislature is sitting but no
recommendation under this Act
is made by the Legislative

AUDITOR GENERAL OF BRITISH COLUMBIA
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Assembly before the end of that
session; or

(b) the Auditor General is
suspended or the office of
Auditor General becomes
vacant when the Legislature is
not sitting,

the Lieutenant Governor in Council
may appoint an acting Auditor
General.

(2) The appointment of an
acting Auditor General under this
section terminates

(a) on the appointment of a new
Auditor General under section
2;

* (b) at the end of the period of
suspension of the Auditor
General; or

(c) immediately after the expiry of |

20 sitting days after the day on
which he was appointed

which ever the case may be and
whichever occurs first.

Staff

5. (1) The Auditor General
may appoint, in accordance with the
Public Service Act, a deputy Auditor
General and other employees
necessary to enable him to perform
his duties.

(2) For the purpose of the
application of the Public Service Act to
this section, the Auditor General shall
be deemed to be a deputy minister.

(3) Notwithstanding the
Public Service Act, the Auditor General
may engage and retain specialists and
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consultants as may be required to
carry out his functions, and may
determine their remuneration.

(4) [Repealed 1985-15-19,
effective March 2, 1987 (B.C. Reg.
248/86).]

(5) The Auditor General may
make a special report to the
Legislative Assembly where

(a) the amounts and establishment
provided for the office of the
Auditor General in the
estimates; or

(b) the services provided to him by
the Government Personnel
Services Division,

are, in his opinion, inadequate to
enable him to fulfil his duties.

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.

279




APPENDICES

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.

(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
tully accounted for;

(b) essential records have not been
maintained; '

(c) the rules, procedures or
systems of internal control
applied have been insufficient

(i) tosafeguard 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) In the report 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

AUDITOR GENERAL OF BRITISH COLUMBIA



APPENDICES

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.

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 report

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
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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.

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.
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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;

(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 car
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
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(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 a person to conduct an
audit.

Audit of accounts of Auditor
General

19. (1) The Treasury Board
shall appoint an auditor to audit the
accounts of the office of Auditor
General annually.

(2) The auditor appointed
under this section shall certify the
accounts of the office of Auditor
General that he finds to be correct and
shall report the result of his audit to
the Speaker, who shall present it to
the Legislative Assembly.

Appropriation

20. Money required for the
purposes of this Act shall be paid out
of money authorized by an Act of the
Legislature.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Appendix B

Mission Statement

The formal mandate of the
Auditor General has been prescribed
by the Legislative Assembly in the
Auditor General Act, a copy of which is
presented in Appendix A 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.

MISSION STATEMENT

The Auditor General
serves the citizens of the
Province by providing
independent opinions and
evaluations on the financial and
administrative management of
the government and its related
entities in the public sector. As
well, he promotes improvement
in public sector accountablhty

To fulfill his
responsibilities, the Audltor
General has established a
professional office committed t@
the principles of ob]ectzwty,
integrity and service to the
public.

While this statement is
purposely brief, amplification of its
various aspects will help the reader
better understand its message.
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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 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.
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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.

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.

28
.

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.

AUDITOR GENERAL OF BRITISH COLUMBIA
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Appendix C

List of Internal

Control Reviews and
Other Studies
Completed

1990 Annual Report

Ministry Accounts Receivable
Management

Pharmacare Processing of Payment
Claims from Pharmacies: Ministry of
Health

Wildlife Act — Licence Fee Revenue:
Ministry of Environment

Long Term Disability Plan Benefit
Payments: Superannuation
Commission

Home Mortgage Accounting System:
Ministry of Finance and Corporate
Relations

Student Financial Assistance:
Ministry of Advanced Education,
Training and Technology

Accountability of Crown
Corporations to the Legislative
Assembly

The Lottery Fund: An Audit of the
Granting Process

Public Gaming: Licensing and
Control

Reporting the Results of Privatization
Transactions

Fraud and Other Illegal Acts:
Awareness, Reporting and
Investigation
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1989 Annual Report

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

Control of the Public Purse by the
Legislative Assembly

Review of Recent Initiatives: Ministry
of Transportation and Highways

Management of Government
Employee Leave Entitlements

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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1987 Annual Report

Review of Local Minor Purchase
Orders and Emergency Purchase
Orders

1986 Annual Report

Professional Service Contract Review

1982 Annual Report

Expenditure Review (Travel
Expenses)
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Appendix D

List of
Value-for-Money
Audits Completed

1990 Annual Report

Ministry of Transportation and
Highways:
Road and Bridge Maintenance
Major Capital Projects
Development Approvals
Gravel Management
Buying Signs
Services, Facilities and
Attractions Signs
Annual Report

Privatization:
Monitoring Environmental
Laboratory Services
British Columbia Enterprise
Corporation Westwood
Plateau Property

Acquisition and Disposition of Land

1989 Annual Report

Privatization:
The PProcess
Early Initiatives
Highways
British Columbia Enterprise
Corporation Loans

Ministry of Health:
Hospitals
Medical Services Plan

Continuing Care
Public Health

1988 Annual Report

Ministry of Education:
Funding
Special Education
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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

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
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|
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 Finanee:
Financial Management and
Control

Ministry of Lands, Parks and
Housing:
Financial Management and
Control

288

AUDITOR GENERAL OF BRITISH COLUMBIA



APPENDICES

Appendix E

List of Special and
Other Reports Issued

Special Report to the Legislative Assembly — The Lottery Fund:

An Audit of the Granting Process

Report under Section 12 of the Auditor General Act — An
Examination of the Severance Settlement with Mr. David Poole

Special Report to the Legislative Assembly on the Allocation of
Highway Construction Costs in the Fiscal Year Ended 31 March
1986

Third Special Report to the Legislative Assembly on the
Expenditures of the Ministry of Tourism

Second Special Report to the Legislative Assembly on the
Expenditures of the Ministry of Tourism

Special Report to the Legislative Assembly on Expenditures of
the Ministry of Tourism

Special Report on Expenditures of the Minister of Consumer
and Corporate Affairs from 6 January 1981 to 31 March 1982

AUDITOR GENERAL OF BRITISH COLUMBIA

Date Report
Issued

February 27,
1990
July 7, 1989

March 7, 1988

April 11, 1984

July 18, 1983

May 1, 1983

July 23, 1982




APPENDICES

Appendix F

Value -For-Money
Auditing
Purpose of the Audits

A value-for-money audit is
defined as:

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

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

e accountability relationships
are reasonably served.

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.

Value-for-money audits are
not designed to question government
policies. They are designed to assess
whether the programs implemented
to achieve those policies are being
administered economically and
efficiently. They are also concerned
with whether members of the
Legislative Assembly and the public
are provided with appropriate
accountability information about
government programs.

Audit Subjects

We select for audit either
programs or functions administered
by a specific ministry or public body,
or cross-government programs or
functions that apply to many
government entities. There are a
large number of such programs and
functions throughout government.
We examine the larger and more
significant ones, on a cyclical basis.

We believe that value-for-
money audits should be undertaken
on a five- 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.

Audit Results

In the reports that result from
these audits, we provide fair,
independent assessments of the
quality of government
administration. We conduct our
examinations 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.

Our Audit Process

We carry out these audits in
accordance with the procedures
detailed in our value-for-money
auditing manual. This manual
conforms to the value-for-money
auditing standards of the Canadian
Institute of Chartered Accountants.
Although the auditing standards are
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set by the Canadian Institute of
Chartered Accountants, we conduct
our value-for-money audits using
professionals with a wide range of
skills.

One of the value-for-money
auditing standards of the Institute
requires that the "person or persons
carrying out the examination possess
the knowledge and competence
necessary to fulfill the requirements
of the particular audit." In order to
meet this standard, we employ
professionals with training and
experience in a variety of fields,
including economics, law, accounting,
education, engineering, architecture,
management, and auditing. These
professionals are engaged full-time in
the conduct of value-for-money
audits. In addition, we often
supplement the knowledge and
competence of the audit team formed
to carry out a particular audit by
engaging a consultant who has
expertise in the subject of that audit.

As value-for-money audits,
like all 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.

The Institute’s auditing
standards address the reporting of
audit results as well. We usually
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make two reports: one to the
Legislative Assembly in the form of
our Annual Report; and another more
detailed report to management of the
entity audited.

When undertaking value-for-
money audits, auditors can look
either 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 alone can
answer all the legitimate questions of
legislators and the public, particularly
if problems are found during the
audit. If the auditor assesses results
and finds value for money has not
been achieved, the natural questions
are "Why did this happen?" and
"How can we prevent it from
happening in future?” These are
questions that can only be answered
by looking at the process. On the
other hand, if the auditor looks at the
process and finds weaknesses, the
question that arises is "Do these
weaknesses result less than best value
being achieved?" This can only be
answered by looking at results.

We try, therefore, to combine
both approaches wherever we can.
However, as acceptable results
information and criteria are often not
available, our value-for-money audit
work frequently concentrates on
managements’ processes for ensuring
value for money.
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Appendix G

Public Body Financial Statements Contained in
Volume III of the Public Accounts

Entities included in the Government’s Consolidated Financial Statements

British Columbia Buildings Corporation
¢ British Columbia Educational Institutions Capital Financing Authority
¢ British Columbia Enterprise Corporation
British Columbia Ferry Corporation
® British Columbia Health Care Research Foundation
British Columbia Heritage Trust
British Columbia Housing Management Commission
British Columbia Hydro and Power Authority
British Columbia Lottery Corporation
B.C. Pavilion Corporation
British Columbia Petroleum Corporation (reported by Petroleum
Corporation Fund)
British Columbia Railway Company
¢ British Columbia Regional Hospital Districts Financing Authority
e British Columbia School Districts Capital Financing Authority
British Columbia Steamship Company (1975) Ltd.
British Columbia Systems Corporation
British Columbia Transit
¢ Creston Valley Wildlife Management Authority Trust Fund
Discovery Foundation
* Health Facilities Association of British Columbia
Housing Corporation of British Columbia
* Legal Services Society
* Medical Services Commission of British Columbia
Pacific Coach Lines Ltd.
* 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)
* British Columbia Liquor Distribution Branch (Ministry of Labour and
Consumer Services)

AUDITOR GENERAL OF BRITISH COLUMBIA



APPENDICES

Other Entities _
* British Columbia Assessment Authority
* British Columbia Housing and Employment Development Financing
Authority
¢ British Columbia Institute of Technology
Insurance Corporation of British Columbia
¢ Simon Fraser University
* University of British Columbia
* University of Victoria
* Workers’ Compensation Board of British Columbia

Trust Funds
* Public Service Superannuation Fund
* Members of the Legislative Assembly Superannuation Account
* Municipal Superannuation Fund
¢ Teachers’ Pensions Fund
¢ College Pension Fund
e BC Rail Ltd. Pensijon Fund
® British Columbia Hydro And Power Authority Pension Fund
* Province of British Columbia Pooled Investment Portfolio, Fund ST1
e Province of British Columbia Pooled Investment Portfolio, Fund ST2

Legend

¢ Audited by the Auditor General

* Audited by the Auditor General as part of the audit of the Government
Accounts (General Fund)

AUDITOR GENERAL OF BRITISH COLUMBIA
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Appendix H

Introduction and
Sections A, B and C of
the Public Accounts

The material which forms
Appendix H is an excerpt from the
Public Accounts of British Columbia
for the fiscal year ended March 31,
1989.
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PUBLIC ACCOUNTS 1988/89

GOVERNMENT OF THE PROVINCE OF BRITISH COLUMBIA
INTRODUCTION TO THE PUBLIC ACCOUNTS

The Public Accounts are the documents that contain the audited financial statements of the Government and
other financial information presented to the Legislative Assembly to show compliance with the various statutory
authorities. The Government’s financial statements are prepared in accordance with the accounting policies
described in this Introduction and on a basis consistent with that of the preceding year, except where a change or
variation is explicitly described in the Significant Accounting Policies section below.

Statement of Responsibility

Responsibility for the integrity and objectivity of the financial statements rests with the Government. The
financial statements are prepared by the Comptroller General under the direction of the Treasury Board, pursuant
to section 8 (2) of the Financial Administration Act, in accordance with the Government’s stated accounting
policies and principles. Each financial statement covers the fiscal year of the Government, which is from April 1 to
March 31 of the following year. ‘

The Government carries on its activities through a variety of appropriations, special funds, corporations and
agencies. The financial statements are, therefore, prepared to incorporate various levels of activity under its
authority:

GENERAL GENERAL FUND FINANCIAL STATEMENTS
FUND (MAIN OPERATING ACCOUNT AND SPECIAL ACCOUNTS)—
SECTION A OF PUBLIC ACCOUNTS

SPECIAL
GENERAL FUNDS COMBINED FINANCIAL STATEMENTS
FUND + | (Fundsearmarked | = (CONSOLIDATED REVENUE FUND)—
for specific SECTION B OF PUBLIC ACCOUNTS
purposes.)
SPECIAL CROWN CORPORATIONS CONSOLIDATED
GENERAL FUNDS AND AGENCIES FINANCIAL
FUND + | (Funds earmarked + Service, Provincial, = STATEMENTS—
for specific Transportation and SECTION C OF
purposes.) Commercial Entities PUBLIC
ACCOUNTS

The Public Accounts, which are in three volumes, contain the following financial statements:
® Section A General Fund Financial Statements — these statements contain the operating activities of
the Government including special accounts.
® Section B Combined Financial Statements — these statements include the accounts of the Consoli-
dated Revenue Fund, combining the activities of the General Fund (main operating account and
special accounts), with funds earmarked for specific purposes, Special Funds.
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® 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 service the Govern-
ment (“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 a modified equity basis.

® Section D Supplementary Schedules to the Financial Statements — this section contains schedules
which support the information presented in the Province’s General Fund financial statements.
Section D also contains Detailed Ministry Expenditures — this section contains details of expenditures
by ministerial appropriations, together with an analysis of statutory appropriations and Special Funds
transactions.

® Section £ Detailed Schedules of Payments — this section contains detailed schedules of salaries,
wages, travel expenses, grants and other payments.

® Section F Financial Statements of Crown Corporations and Agencies — this section contains the latest
audited financial statements of Crown corporations and other Government agencies: a summary of
financial information for those entities included in this section is incorporated in Section F.

® Section G Financial Statements for various Trust Funds — this section contains the latest audited
financial statements of the pension, superannuation and long-term disability funds administered by
the Government. A summary of financial information for Trust Funds is included in this section.

The financial statements included in Volume | comprise the following:

® Balance Sheet — a statement of financial position, showing recorded assets and liabilities, with the
residual difference being net equity. In addition to the recorded assets, the Province owns a significant
number of other assets: fixed assets, including highways, bridges and ferries; and Crown land, which
includes parks, forests and all other publicly held land in the Province.

® Statement of Revenue and Expenditure — a statement summarizing the items of revenue and
expenditure for the fiscal year. The net revenue or expenditure for a year represents the change in net
equity for the same period.

® Staternent of Changes in Cash and Temporary Investments — a statement showing how the operating
transactions (being those expenditures and other transactions which affect operating results) and
financing transactions (being those transactions such as loans which affect the financial position but
not the operating results) have affected the cash and temporary investments position of the
Government.

® Notes and Supplementary Statements to Financial Statements — these provide additional information
on the amounts included in the financial statements and they form an integral part of the financial
statements.

Significant Accounting Policies

BASIS OF ACCOUNTING
The accrual basis of accounting is used, which 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.
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Expenditure
All expenditures, including the cost of fixed assets, are recorded for goods and services received during
the year. Grants (which include forgivable loans) are recorded as expenditure when disbursement of the
funds has been authorized. Contributions are recorded as expenditure at the earlier of:
(i) the date payment has been authorized; or,
(i) the date on which performance conditions are achieved by the recipient under provisions of a
statute, contract or agreement.
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
charges 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.

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 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 or recoveries of
the fiscal year. Provision is made where collectibility is considered doubtful.
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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 invest-
ments 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
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 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.
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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.

Commitments
Commitments represent future obligations of the Government for capital contracts and extraordinary
program commitments, to the extent of contracts and agreements in place at the year-end.

1989 CHANGES IN ACCOUNTING POLICY

® Grants and Contributions — Beginning in fiscal 1988/89 Social Assistance payments are
recognized as expenditure when disbursement of the funds has been authorized, rather than in
the month to which they were intended to apply. This removes the one exception which
formerly existed for recognition of grant expenditures and results in the inclusion, in the 1988/89
operating statement, of March 1989 payments of $64,009,653 and related Canada Assistance
Plan revenue of $31,960,856. In prior years, these amounts would have been reported as
prepaid program costs and deferred revenue respectively. The net effect of this change is an
increase in the prior years’ net expenditure which has been shown as a non-operating
accounting adjustment of $31,414,265 on the Statement of Revenue and Expenditure.

® Guaranteed Debt — Accrued interest and dividends outstanding at the fiscal year-end have
been omitted from the guaranteed debt amounts, in accordance with the more generally
accepted accounting practice of other governments. As a result, the 1988 net outstanding
guaranteed debt has been reduced by $422,186,000.
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8 Bastion Square

Legislative Assembly AUDITOR GENERAL Victoria
Province of British Columbia British Columbia
VBV 1X4

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 General Fund of the Government of the
Province of British Columbia as at March 31, 1989, 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 General Fund
as at March 31, 1989 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, after
giving retroactive effect to the changes explained in the 1989 Changes in
Accounting Policy section of the Introduction to the 1988/89 Public Accounts, on a
basis consistent with that of the preceding year.

As described in note 1(a), these financial statements reflect only the transactions
and balances of the General Fund. Other significant financial activities of the
Government occur outside the General Fund. These additional activities are
reflccted, in part, in the combincd financial statements (section B of the Public
Accounts), which combine the transactions and balances of the Budget Stabilization
Fund and the Privatization Bencfits Fund with those of the General Fund. The
consolidated financial statements (section C of the Public Accounts) arec the
summary financial statements of the Government, consolidating the transactions
and balances of the General and Special Funds with those of certain Crown
corporations and agencies to provide an accounting of substantially the full nature
and extent of the financial affairs and resources for which the Government is

responsible.

George L. Morfitt, F.C.A.
Auditor General

Victoria, British Columbia
August 31, 1989
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GENERAL FUND BALANCE SHEET
AS AT MARCH 31, 1989
In Thousands
Note 1989 1988
ASSETS $ $
Cash and temporary INVESIMENTS ........c.i ittt ae e s ae et s ne e 2 682,066 116,351
ACCOUNES FECEIVADIE. .o ettt re e eere e sttt e s sr s e rabt e e saee s bmeesearreenbnaesassrassnnean 3 942,295 811,647
IIVEINEOTIES . ..eeetiei e e ireeeeeeeatrttesesrarre e s sbetaesaeese s eee s s e anmnaes et sbsuaaasaesrasseseseasomeneetstsbnnnansaesantrnsssecn 4 126,450 118,786
Investments in and amounts due from Crown corporations and agencies ... 5 604,181 1,004,058
Loans, advances and other INVESIMENES .......ccccciierieeeenii it veneens 6 274,076 163,027
Mortgages receivable ......ccocovviiveceeenn, 7 417,680 322,719
FISCAl ABBNCY J0ANS.c1iiuiecieiicriii ettt ce st ettt stesbesbeessea s e saesseessnsssasaansensanssersersenne 8 3,811,274 2,623,218
OEREE ASSEES 1.enereeeciiecrriieeeeteentee s e e e e ste e e baesessee e st st esbraerassreessbeaaassanessessarsaaesrsntesstasannsssanstterns 9 30,427 166,687
6,888,449 5,326,493
LIABILITIES AND NET EQUITY (DEFICIENCY)

Liabilities:

Accounts payable and accrued labilities ......cocvrvecrirenrreerieiieee et 10 1,083,674 992,795

Due to Crown corporations, agencies and funds .........cccceccimeccniniieneeencniieeeserenne 11 1,652,690 941,634

DIEfITEU FEVEIMUE oottt e e e e e s e e eaes s st teeeeseeesseesssssasaaaeeass s s sbasnnnssesersnssansannsenes 12 252,720 255,513

Public debt, issued for Government purposes.. w13 4,919,246 5,016,747

Public debt, to finance Fiscal Agency loans........ 14 3,813,058 2,623,218

11,721,388 9,829,907
INEEEQUILY (AEFICIENCY) . evvvvriivee e e eseeeeeeesss st ossssss et s eese e eeeesssssnsssssses s eeeassoeeeesesessensnans 15 (4,832,939) (4,503,414)
6,888,449 5,326,493

FIXEA @SSELS ....eureiiivireesieseentisreseerteestesaesaasasesesreesesseaneessaaassassaassesressonsnessensesseasanns Introduction
Contingencies and COMMIMENTS ......cioiiiiiiiiieetenieetee e et rireseaseaes bt seesreeeaessbrassaesssassrassseens 18

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:

P. G. HALKETT

Deputy Minister of Finance and Corporate Relations

R oo

D. B. MARSON
Comptroller General
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GENERAL FUND STATEMENT OF REVENUE AND EXPENDITURE
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

InThousands
1989 1988
Estimates 2 Actual Actual
$ $
REVENUE
T AXALION eettieeiiiieeererevsies i ereseeeeeanaaaaseseseeraraasrssssessaesonansenssssseeeruuansssissssssssrnnanssissssassensan 6,590,000 6,971,648 6,193,635
INALUTAE TESOUITES «vvvveeeeieiitieeeeeceeerees e ceirrsaeessaastaeessesennnrassssssrasaeesssssteeeasssnneeesssasnananes 1,210,000 1,261,327 1,222,958
(@11 1=] ST 1,208,000 1,403,943 1,051,542
Privatization transactions (NOTE 16) .....ceereerrciiiirrcirectciiitinnnir e seeeeeens 308,518
Contributions from GOVErNMENt BNTEIPIISES. ...e..eeierrerirririeereerecamserressesissressisonns 448,000 439,017 469,795
Contributions from the Federal Government ........ccceceeeiiiiivereeevvenienineeseeeee e seeeenes 2,108,000 2,109,881 2,019,931
GrOSS FEVENUE ..ecvivieeeeeereerereersresessanassriinns oeeeeeereeeerersreseressratrrrbanatnaatrrestranaanaanets 11,564,000 12,494,334 10,957,861
Less: Transfer to Budget Stabilization Fund ..... .o (591,917) (717,377)
Transfers to Privatization Benefits Fund (308,518)
NEEFEVEIUE ..ot ceeirvree i eiteeeeeeerire s e rraaes s braeesseennseesesssananeresstnnesonsoranans 11,564,000 11,593,899 10,240,484
EXPENDITURE
[ 17 134 VSO PP OUSTORN 4,010,363 4,012,227 3,684,084
OCHA] SBIVICES . nveereeeiiiitireeeeeeere e e e e iter e ee s cetrteseeamaneees s assbeetneeseanersessnemnes st st ssbnnssanasns 1,385,668 1,411,132 1,348,804
EdUCAtiON....ccvveeee e eeeeee e 2,825,767 2,880,584 2,628,234
Protection of persons and property... . 525,202 553,866 508,879
Transportation.......cccvivmicnnii s . 862,805 829,150 927,681
Natural resources and economic development ... 968,726 866,764 734,840
(@11 7=] U U U OUPRURUPPFRORRN . 441,862 444,218 406,098
General GOVEIMMENL. ...ttt b e se s bt et saesenens 219,207 206,952 241,992
Debt servicing—Third PATHIEST oot ee ettt ettt apnes 595,400 530,787 525,277
Debt servicing—Budget Stabilization FUnd .......ccccecoociiiiiniii e 45,000 77,330
Transfer from Lottery Fund Special Account to Budget Stabilization Fund................... 79,000 79,000 25,528
Total expenditure (NOte 17).....ccccieiiiiiiirieiiiiie s 11,959,000 11,892,010 11,031,417
Net Operating Expenditure for the Year ... (395,000) (298,111) (790,933)

NON-OPERATING TRANSACTIONS
Accounting adjustment for recognition of grants paid for Social Assistance payments
(INTFOTUCTION). ... ceeerii i cetereeeeeisbre e e eeener e eesrbeneeearessaeseesnsneneesseansnseeecasmennessssssansaens (31,414)

Net Expenditure for the Year (Note 15) (395,000) (329,525) (790,933)

! Debt servicing does not include interest of $348,092,167 (1988 — $248,461,000) on borrowings to finance Fiscal Agency loans as the interest revenue and
expenditure are offsetting.

2 This presentation makes no attempt to include additional statutory or other appropriations. Such information is contained in the Statement of Comparison
of Estimated Appropriations to Actual Expenditures (see A21 to A36). Estimated expenditure totals have been adjusted to include the $79 million transfer of the
Lottery Fund Special Account balance to the Budget Stabilization Fund and the $45 million estimated interest revenue of the Budget Stabilization Fund that were
originally presented in the Estimates as a $124 million revenue offset. Estimated totals are otherwise as presented in the Estimates for this fiscal year.

The accompanying notes and supplementary statements are an integral part of these financial statements.
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GENERAL FUND
STATEMENT OF CHANGES IN CASH AND TEMPORARY INVESTMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989
InThousands
1989 1988
$ $
OPERATING TRANSACTIONS

Net operating expenditure for the year........ccooveereveviinnene (298,111) (790,933)
Non-cash items included in net expenditure

Accounts receivable (increases) (130,648) (22,015)

Accounts payable increases .............. 90,879 96,467

Due to Crown corporations inCreases.......c..cvvvveeeninenn 711,056 519,745

Public debt iNCreases .......ccveeveviverevveneeniecnrneeenns e 21,251 29,681

Due from Crown corporations (increases)........... (3)

Loans, advances & equity investments decreases ... 35,213

Accounting adjustment .........cccvovrnieeerecreciinnne (31,414)

Otherunder $10 MItHON woeviiiiciieeeer e e 2,219 (2,155)

698,556 621,720
Cash items applicable to future operations...........c.ccoeeveenenes 124,636 (26,188)
Cash derived from (used for) operations.......cc.cccecccvrivenneenncn. 525,081 (195,401)
INVESTMENT TRANSACTIONS

Loans, advances and other investments (iSSUES).....cccivveveeennee (146,262) (8,383)

Mortgages receivable (issues) (98,572) (23,084)

Divestment of:

CrOWN COMPOTAtioNS ..ccveeierieereiresiisnsieessenssssaenssres e 399,877 36,208
Other @SSEIS ceeevuvvvieivecreerieriiireeeeeeesrieeeeresnesneeessirnenans 125

Cash derived from investments ..........cccoeeenvviiivenieeeccensranenns 155,168 4,741

Total financial increases {requirements) .......ccocceeviiienceesrininnieenee 680,249 (190,660)
FINANCING TRANSACTIONS .

increase in public debtissues ... 1,023,721 602,596

Less: Used for Fiscal Agency loans.......oovcovceeeecccnivnncnccnnn, (1,138,255) (405,463)

Cash derived from (used for) financing.......cccceeeeciviniicrnccee (114,534) 197,133
Increase in cash and temporary investments . 565,715 6,473
Balance — Beginning of Year.........cccoueeimvcniiiiiiicnccccinniineens 116,351 109,878
Balance — ENd of Year.......cceeiieecoierieie et 682,066 116,351

The accompanying notes and supplementary statements are an integral part of these financial statements.
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GENERAL FUND NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

1. Significant Accounting Policies

(a) REPORTING ENTITY

These financial statements include the transactions and balances of the General and Special Accounts which together are known 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 Account— includes all transactions and balances of the Government not otherwise earmarked by legislative action, including

those of the British Columbia Liquor Distribution Branch, the Queen’s Printer and the Purchasing Commission; and
* Special Accounts — statutory spending authorities for specific purposes with defined limits on total spending as established by the

Legislature.

(b)  PRINCIPLES OF COMBINATION
The General Account is 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 AND SPECIFIC POLICIES
The basis of accounting, specific policies and 1989 changes in accounting policy are as stated in the Introduction to the Public Accounts,

with the following amendments:
* 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.
* Privatization proceeds, as specified by the Lieutenant Governor in Council, may be paid into the Privatization Benefits Fund.
e Lottery Fund Special Account money under section 7(c) of the Lottery Act may, if authorized by the Lieutenant Governor in Council,

be paid into the Budget Stabilization Fund.

2. Cash and Temporary Investments in Thousands
1989 1988
$ $
Cash (cheques issued in excess of funds On dePOSI) ....ceccceriiiiiiiicii ittt (157,348) (160,497)
Temporary investments
Units in Province of British Columbia Pooled Investment Portfolios! .........veeeeeonerereeeeeeernenen, 839,414 223,409
(@] {171 O U ST U OO UU ORI UOPPUURURPRIPTUIRY 53,439
682,066 116,351

' Established pursuant to the Financial Administration Act, section 36 (9) (a).

Other than statutory requirements or administrative policies which specifically provide for the maintenance 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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GENERAL FUND NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued
3. Accounts Receivable In Thousands
1989 1988
$ $
TAXES FECRIVADIE <ottt ee e st e e e et s e esbaseessnsstaaeeesasas s et eresasaesnssessbseansasaaassteecrsnsesnnsenns 513,737 429,616
Local government bodies 2,728 4,904
GOVETNIMENE OF CANAUA 1.vteeeieerrireeeeeeecttte s et er et eesaeertesseessasstessssseaenaeesassbsrseasassaseesstasssssasssstttresessonsnreess 91,557 69,034
Ministerial ACCOUNES FECEIVABIE ......vveieriiiiteeeeeeeecr e eer e seestee et s seraeesease e s e e srvaneesseeessbasanseeessen 305,364 298,148
ACCIUBH INEEIESE ... eeieeeit ittt e e eee et st eesse et e e sbe s eessnbe st b e s btasaane et e s baasbaeeabaansssbbesbsnonstestssssnennssentes 81,110 59,745
Crown COrporations and BBENCIES .......ovvirierrerreteriiat et tereee s eaastees et sbtenareestassasbesnenesneesteesaneasnessens 26,045 20,981
1,020,541 882,428
Less provision for dOUDHUI @CCOUNTS.....ccvviiiiierceeeeric e eeeee e evecseete e sa e esssessesbe e srasasensesreasessnnns (78,246) (70,781)
942,295 811,647
4. Inventories In Thousands
1989 1988
$ $
Property UNder deVEIOPIMENT ... oo cerieeertr et e en e e et s e eestesuesre s e s asessesaesstabavasessassssrneseon 67,609 53,118
British Columbia Liquor Distribution BranCh .......u.eeceeioriiiinenneniresencioeeetasnsssessessessesnessessasssessavens 58,008 58,986
IMENISEEFIA] INVENTOTIES. .. eieeeeiiirii ittt sttt e e s titteeeeeenbeesesernrarseesaastbaeeessnnssesssoesbesnnssesastanesessnrasrbnss 833 6,682
126,450 118,786
5. Investments In and Amounts Due From
Crown Corporations and Agencies In Thousands
1989 1988
Investments Amounts Due Tc;tal Tc;tal
British Columbia Buildings Corporation .....cc.cccvveeeeereeeceriareecenanns 45,199 45,199 55,758
British Columbia Enterprise Corporation ..........c.ccoveverveencviriiaeniannns 2,041 710 2,751 324,753
British Columbia Ferry Corporation ..........ccceeveviinvnereeccennnesennns 6,851
British Columbia Food Exhibitions Ltd." .....eeeeereereeeeereseesereeenennes
British Columbia Hydro and Power AUthority ..........ceeeeecceinninneane. 8,091 8,091 8,087
B.C. Pavilion Corporation ..........cccoeciiieneeeeecciiinsneenee e siaeaeen 155,179 155,179 162,008
British Columbia Petroleum Corporation .........eeeiieereeecceninninennns 40,905 40,905 85,905
British Columbia Railway CoOmpany .....ccccccoveveerercrniiereceeeneenninnnnnn 257,923 10,000 267,923 278,231
British Columbia Regional Hospital Districts Financing Authority ... 12,000 12,000 12,000
British Columbia School Districts Capital Financing Authority ........ 36,500 36,500 36,500
British Columbia Steamship Company (1975) Ld...
Discovery Enterprises INC c..ovveeeriecivriiirececerecninneees 10,176 10,176 7,032
Housing Corporation of British Columbia' ..........coccoveeevrvereeereenenne,
Pacific Coach Lines Limited .............ooooemeeerervemeeeneensssrsesiese s
Provincial Rental Housing Corporation ........cccceeeevceecinnicnceeenens 634 22,901 23,535 25,011
Workers’ Compensation Board of British Columbia .......cc..c.coueee.... 1,922 1,922 1,922
415,777 188,404 604,181 1,004,058

! The Province’s investment is less than ane thousand dollars for each of these corporations.
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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 [ong-term notes and debentures of Crown corporations and agencies held by the Province, in addition to
recoverable advances due to the Province.

(b) BrimisH 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 this Company effective September, 1986.

(d) BrimisH CoLUMBIA ENTERPRISE CORPORATION (THE CORPORATION)

During the year, upon instructions from the Government, the Corporation transferred certain assets and liabilities to the Province of British
Columbia. These transfers were charged against the Province’s investment in the Corporation. The transferred assets included:
(i) loans made under the Development Corporation Act now in Loans, advances and other investments of the Province (Note 6);
(ii) proceeds from the sale agreement for the sale of False Creek Lands (the former Expo 86 site) during the year of $320 million and all
of the Corporation’s related rights, titles and benefits as follows:

* $50 million cash;

o $270 million flow of payments to be received between 1995 and 2003. The present value of this has been determined to be $81.9
million, including $6.9 million in interest income since the date of the sale, and is secured by a letter of credit;

o the right to receive further payments, referred to in the sale agreement as public participation funding, should future development
of the Lands exceed a certain square footage of buildable floor space. The amount due from future public participation funding has
been estimated to be $111 million, with a March 31, 1989 present value of $20 million. The collection of these payments is secured
in part by a mortgage on certain lands and buildings included in the sale.

The $81.9 million and the $20 million totalling $101.9 million are included in the Mortgages receivable (Note 7).

The Government intends to wind-up the operations of this corporation in the subsequent fiscal year.

6. Loans, Advances and Other Investments InThousands
1989 1988
$ $
Low Interest Loan Agreement Revolving FUNA AC............cocoiivniiniiniinciiiciitiienceests e 9,070 31,845
HOMEOWNET ASSISEANCE ACT ....ciieeeeeeeee et cteeesteeese e b teaseaaetras bt eeesaataaataasseasesaaesanssistvaasaessnttbesnnassnsnstrrnsnne 11,116 17,393
Ministry of Lands, Parks and HOUSING ACL...........coucveeiniiiiiiiicceininiseccesests st s eae 4,308 12,467
Industrial Development INCENTIVE ACE ..........ccccuireeeeeieciieeccenteetst et e e eevastsa s sseesensen e sreeaen 177,746 40,672
Industrial Development FUNG ACE .........cvocvverii ettt trstestts s eerne s s s sesssasse e eesessasneessaneen 27,168 22,932

Crop Insurance StabiliZAtION ACL...........ccoevveiviiii et cteenesesee s setsass et a e ensas st sreeesaaabe s saanes 13,700 15,200

Agricultural Land Development Act. 15,199 16,047

Downtown Revitalization Act.............. . 15,274 17,568

Development Corporation Act (Note 5(d)).. 144,287

OREE ettt eessr e s e s e e e ssvet e e tae s s s eeee b ee e sbsee e st S aasteesan e e s bee s beerasenee et reanraneeaetesaraeearsnneas 23,035 20,518
340,903 194,642

Less provision for dOUBfUl ACCOUMTS .....ccciiiiiiiiie it te ettt e e et et srseesa e eaeesresrnaennas (66,827) (31,615)

274,076 163,027
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.7. Mortgages Receivable

Crown Land — Pursuant to the Minisiry of Lands, Parks and HOUSING ACE ....c...cvvvveveeemeeeceireereeiveesennens
False Creek Land Sale (Note 5(d))

NOtE FECEIVADIE ....oeeeeeeceece et e e e

Public participation funding a8reBMENT ........c.ovevvererriiiniceereert e ceeestsr s trsassn et srobrssassessarenes
Provincial Home Acquisition — Pursuant to the Provincial Home Acquisition Act, Home Purchase

Assistance Act, and the Home Conversion and Leasehold LOan AcCt...........c..covveeeveevesiiviunceesienirannnns
L 3T O OO U SU OO RUUUR USRI
Less provision for dOUDUL ACCOUNTS......c.iivevieeieier et eees et eae et sbe st enresaeereeteeaeeseesseenseseeaseneessaan

8. Fiscal Agency Loans

British Columbia ASSESSMENT AUROFILY ..c..oeeceieeiciiiiirercste it stee et st tes e se e e besbesaes s sbasassnesens
British Columbia Buildings Corporation .........ceccccevenivveeerenreniererennes
British Columbia Educational Institutions Capital Financing AUthOrity .....c.oceeeeeeecicineerescescinereecennns
British Columbia Enterprise CorpOration........eceeeeernirsrriesiestirressessssssesessessessessitessesessessssssroreessesens
British Columbia Regional Hospital Districts Financing Authority ..
British Columbia Hydro and Power Authority .....coceeivvrereveerininne
British Columbia Railway Company ........c...ceuenee.
British Columbia Steamship Company (1975 Ltd ...cc.ccvieeieirieriiieiineeeeeessinesseesesresseeseresseesesseseensasns
British Columbia Systems COMPOration.........cvvevceeiceerieirreerersreteeeseeseesseseseeaeiasessessesssessesssesssseaseasses
British Columbia Transit.......ccocevvvivvncerarenirnns
Capital Project Certificate of Approval Program...
Caribo0 DISIFCE veuveerevereierereereeeereseeeeesvesresaeenaens
Greater Vancouver Sewerage and Drainage DIStCT.......o.ceoceaieiiiiiieeeeenioitseieeeee e eeesneeseesreeeeneens
Greater Vancouver Water DISIICE ...ccoveiiciriricrereeseiinteetesenrestesvesseessestnstessssnessassesssessessnasessesssessenns
Improvement Districts..................

Simon Fraser University .......ccccocceenneeee.

Thompson-Nicola District
University of British Columbia...c...ovvvvreierriiiiieerenr ettt ses e st mebe e e b eanans
UNIVEISILY OF VICIOTIA cvvvviveeeererniseiiirineseesentieserssssesesteseesessessesestessssessensessstossassnssnsssssosssssssenssssssossoneon

9. Other Assets

Prepaid Program Costs
Guaranteed Available Income for Need Act (INTrodUCtiON)........oviiveeveeeeeeeicieeeee e ave
Medical Services Commission of British Columbia (NOte 20) ......uuveeeeieeeeeeieeeeeeeeeererssreeseseneessres
Other ministerial Prepayments.....c..occiececerneeceesreerenisceeneennn

Unamortized issue costs of Public Debt

All
In Thousands
1989 1988
$ $
31,199 31,013
81,908
20,000
303,188 306,376
806 1,140
437,101 338,529
(19,421) (15,810)
417,680 322,719
In Thousands
1989 1988
$ $
4,830 4,331
210,400 154,693
15,932 19,385
88,907
32,743 15,467
2,347,977 1,218,212
73,742 73,939
8,572
19,135 24,570
873,703 835,028
134,797 90,021
472
28,265 29,095
19,883 19,750
1,509 746
725
861
43,860 40,502
2,440
3,811,274 2,623,218
In Thousands
1989 1988
$ $
65,708
37,755
15,124 45,381
15,303 17,843

30,427 166,687
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10. Accounts Payable and Accrued Liabilities In Thousands
1989 1988
$ $
Ministry trade accounts and other abilities .........occoeeeiciirenie et aeee e 760,507 567,936
Accrued interest on public debt 224,775 212,875
Accrued employee leave entitlements’ 71,982 130,835
FOUESEACE SECUON BB oo eeets e eeseee e tteeeseees s s et ssseeseeseeaesresaenrenstaessst s s eseesesseseensensnetrersenes 4,954 49,700
GOVErMIMENt OFf CANMAGA .. vvvieie et ettt et ee e e e e et e e e s e et aateesiesabeaeeeseanbsreesesrnnsresesesastssssanstbrseeesens 21,456 31,449
1,083,674 992,795
' Reduction is primarily due to payout of early retirement incentive plan amounts, including related accrued leave entitlements.
2 Credits issued under Section 88 were discontinued in October 1987,
11. Due to Crown Corporations, Agencies and Funds In Thousands
1989 1988
$ $
Special Funds 1,491,152 742,905
Trust Funds....ooeeereeciciieeeneeceee 36,445 16,423
British Columbia Colleges and Institutes .. 12,346 11,923
British Columbia Enterprise Corporation.................. 1,428
British Columbia Housing Management COmmISSION........cccoiiirieteeririmrrenenreerstrseeeseeer e sseeseeseenns 3,255 25
Legal SEIVICES SOTIBLY ... .ceviietiiiiiic et bbb bbb e 70
Medical Services Commission of British Columbia.........cccoviiiiiiieiiiii e 100,646 161,105
SIMON Fraser UNIVEISITY .....oeieriiiiiiiiei ettt r e b et se s st s ae e sesene s srns s assasanns 1,860 1,766
University of British ColUMDBIA ..o veiieiiiiiiiiire ettt sre e st e s b e e eees et e snnasesrn e s srmnessannsesste 5,723 4,942
UNIVEISIEY OF VICIOM@. .o eveeeie ettt ettt st e et s a b e s s e s aease e 1,193 1,117
1,652,690 941,634
12. Deferred Revenue In Thousands
1989 1988
$ $
Motor vehicle licenCes and PEIMILS....c.vviviiiceecirirsiere ettt ce e sbe e e e esese s ebessasbassa e e esassnassasanens 64,565 85,322
Water rentals and recording fees.........cco.cooeevcences 62,427 64,127
Petroleum, natural gas and minerals, 1€ases and fEES .....cccceovvriiviieiiencieirrctree et 23,660 23,569
Canada Assistance Plan (INTFOAUCTION) co..viieeeeeeeeeie e te et eeeteeeettrtessssassestesesrsraeaeesessisrnesessssssstrsenn 32,839
Medical Services Plan premitms (NOLE 20 .....cicuiivrreeeeirriireieeieesiesiiseeessaseesseseesseassessessesssesssesnesseseens 44,802
MISCOIANEOUS ...ttt ettt esa s 57,266 49,656 -
252,720 255,513
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13. Public Debt Issued for Government Purposes
In Thousands

1989 1988
U.S. Weighted Weighted
Canadian Dollar Total Average Total Average
Year of Dollar Debt Canadian Coupon Rate Canadian Coupon Rate
Maturity Debt (CDN$) Dollars Percent . Dollars Percent
$ $ $ $
Short term promissory
NOLES .eeeeriricirreeerneereanes 1988-1989 207,394

1989-1990 150,100 150,100

Treasury Bills .c.vooveevenenn, 1988-1989 780,000
1989-1990 780,000 780,000

Notes and bonds..............
1988-1989 162,394 11.04
1989-1990 145,806 182,512 328,318 11.08 330,798 11.08
1990-1991 705,127 : 558 705,685 9.69 705,705 9.70
1991-1992 795,632 558 796,190 9.74 643,454 9.77
1992-1993 350,500 558 351,058 8.37 337,077 8.41
1993-1994 500,455 558 501,013 10.15 491,752 10.20
1994-1999 1,281,609 16,773 1,298,382 9.06 1,298,957 9.06
1999-2004 348,449 348,449 9.94 348,507 9.94
2004-2009 60,058 60,058 11.60 60,058 11.60
2009-2014 220 220 513 220 5.13
2014-2015 51 51 5.13 51 5.13

4,187,907 201,517 4,389,424 9.61 4,378,973 9.68

Total debt issued at face
value...oveveeeriier e, 5,118,007 201,517 5,319,524 5,366,367

($165,245 U.S.)

Less:
SINKING FUNAS 1.ttt (230,195) (156,490)
SUDBLOTAL ittt e e ettt e sat e s e tr e s 5,089,329 5,209,877
Unamortized discount (170,083) (193,130)
4,919,246 5,016,747

Notes outstanding at March 31, 1989 mature on April 3, 1989 atan annual average interest rate of 12.00%. During the year $575.3 million
in notes were issued at interest rates which varied between 8.38% — 12.00%. '

Treasury bills outstanding at March 31, 1989 mature at various dates to June 28, 1989 at an annual average interest rate of 11.60%. During
the year, $3.12 billion in Treasury bills were issued at interest rates which varied between 8.60% - 12.27%.

The Province had 134 series of notes and bonds outstanding at March 31, 1989.

Included in notes and bonds payable in U.S. currency are Swiss Franc notes totalling 325 mitlion Francs (1988: 325 million Francs) which
have been fully hedged to $148.8 million U.S. (1988:$148.8 million U.S.). In October 1988, the $148.8 million U.S. was, in turn, fully hedged
to $182 million Canadian through a currency exchange agreement.

Included in notes and bonds payable in Canadian currency are Japanese Yen notes totalling 31.1 billion Yen (1988: 31.1 billion Yen)

-which have been fully hedged to $220.7 million Canadian (1988: $220.7 million Canadian) through a currency exchange agreement.

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
$ $
T990.iee s 208,274 149,536
TOTT ettt e b8 et R e et 755,118 687
1992 . [ 790,724 687
T993 sttt 372,417 687
1994..... 388,884 687

1 $148.8 million U.S. has been fully hedged to $182 million Canadian through a currency exchange agreement.
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14. Public Debt to Finance Fiscal Agency Loans

In Thousands
1989 1988
u.s. * Weighted Weighted
Canadian Dollar Total Average Total Average
Year of Doltar Debt Canadian Coupon Rate Canadian Coupon Rate
Maturity Debt (CDN $) Dollars Percent Dollars Percent
$ $ - 8 $
Short term promissory
NOLES «.eeviieeeeececcnnnene 1988-1989 1,032,954

1989-1990 2,223,109 26,764 2,249,873
Notes and bonds ............. 1988-1989 50,000 10.50
1989-1990 294,863 294,863 11.21 294,863 11.21
1990-1991 23,285 23,285 11.55 23,285 11.55
1991-1992 171,090 171,090 10.22 171,090 10.22
1992-1993 53,916 53,916 10.17 53,916 10.17
1993-1994 18,613 18,613 11.38 13,743 12.69
1994-1999 326,870 326,870 10.18 312,457 10.16
1999-2004 10,000 10,000 11.65 10,000 11.65
2004-2009 829,858 829,858 11.05 730,254 11.19
1,728,495 1,728,495 10.82 1,659,608 10.87

Total debt issued at face
value .ovveeeeeee e, 3,951,604 26,764 3,978,368 2,692,562

($22,200U.5.)

Less:
SINKING FUNAS vt (76,706) (43,057}
SUDBLOLAL ettt et seete e s e e ae st e e e s nae s raean 3,901,662 2,649,505
Unamortized diSCOUNE....ivueeeeeieeereicrieerrnrersrreesemresessesssnseessacececreesnee {(88,604) (26,287)
3,813,058 2,623,218

Notes outstanding at March 31, 1989 mature at various dates to February 12, 1990 at an annual average interest rate of 11.48%. During
the year, $6.9 billion in notes were issued at interest rates which varied between 7.50% - 12.87%.

The Province had 49 issues of notes and debentures outstanding at March 31, 1989.

Included in nates and bonds payable in Canadian currency are Japanese Yen notes totalling 13.4 billion Yen (1988: 13.4 billion Yen)
which have been fully hedged to $82.9 million Canadian (1988: $82.9 million) through foreign currency exchange agreements.

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

$
TOO0 e bt e e s bR re e b e e e e e e e et b e e e rn e e aatee e 325,205
52,551
173,856
47,716
33,914
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15. Net Equity (Deficiency)

Net equity (deficiency) — beginning of year

Net expenditure for the year
Net equity (deficiency) — end of year

A1l5
In Thousands
1989 1988
$ $
(4,503,414) (3,712,481)
(329,525) (790,933)

(4,832,939) (4,503,414)

16. Privatization Transactions During the Year in Thousands
Gross Selling Book Value - Net
Proceeds Costs of Assets Proceeds
$ $ $ $
Major Transactions:
British Columbia Hydro and Power Authority — Gas Division and
Hydro Rail.c..cocciiiiiiceieecee ettt 776,470 95,000 461,200 220,270
British Columbia Enterprise Corporation......c...cevovsieevcicccnnnienns 190,056 146,893 43,163
Highways maintenance.......cviiiinniniiccereecci e 37,744 449 37,295
FOTESIS —— NUISETIIES 11irieeeeeeeeierierirrreereesaessinssseasseenrattisnseeeseenaerrneseaes 6,667 165 6,502
(@ 11T SO TS TSP U ORISR POt 1,471 59 124 1,288
1,012,408 95,673 608,217 308,518
17. Expenditure by Group Account Classification In Thousands
1989 1988

$ $
Grants AN CONMIIDULIONS ... uvveerteiierieeiectesteiereeseesasre s eseesnestastessaesseeesastaressnassnesssrsssssnessenssessessneressses 8,663,496 7,897,962
Salaries and DENEIILS. ... .coveeeieeri et et e st b e e see b ke neeeens 1,105,958 1,272,552
OPETATING COSLS «.cveuerrriiresatiteirerri et ettt e st ieb et e s s s s s b et bbbt e e senesas s b s s bbbt et cat e b e sabessa bt seresnsoeeonsnie 1,229,610 1,013,209

231,727 353,718

79,000 25,528
1,103,224 848,475
(521,005) (380,027)

18. Contingencies and Commitments

(@) GUARANTEED DesT

Guaranteed debt as at March 31, 1989 totalled $7.7 billion (1988 - $9.3 hillion). Included in guaranteed debt is 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. See
Statement of Guaranteed Debt on A37 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:
alleged conflict of interest with respect to corporate records; the amount claimed is $15 million;

claims of $2.5 million for alleged negligence of ambulance drivers;

claims of $4.7 million have been made regarding motor vehicle accidents;

claims of $4.2 million have been made regarding contract disputes;

11,892,010 11,031,417
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18. Contingencies and Commitments — Continued
e claims totalling $18.6 million against assessments for social services tax;
o various claims totalling $9.2 million against assessments for motive fuel, hotel room, logging, mining and corporation capital
taxes; and
e various legal actions totalling $4.7 million representing claims for damages to persons and property or other miscellaneous
claims.
(i) 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 totalled approximately:

In Miflions
1989 1988
$ $
Capital CONTACES .....veeeeeeererrirreeereeeenir e ceeenes s ereeeees 75 126
Operating Contracts .. .. 987 584
Operating Leases...........coc.o... 36 40
1,098 750

(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.

(ii) The funds administered by the Superannuation Commission require that periodic actuarial valuations 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 31,1987  August 31,1988
$ $
Total actuarial [1ability.....coveveeiivieneciecere e 4,480,089 372,225
Less assets:
FUNG ettt e ecee s vt errevesensee s eveeseseneesanne s (2,339,150 (196,055)
Present value of future contributions ........c.ccceeeevinnnen (1,684,877) (146,356)
Unfunded Hability .......ooveccmericrnineerrenenerrcerseennanees 456,062 29,814

(iii) The Government also has statutory responsibility for any deficiency which arises between the money available in the Members of
the Legislative Assembly Superannuation Account for the payment of superannuation allowances and the amounts necessary to meet
the payment of such allowances. It is the practice of the government to fully fund such deficiencies at the time a Member or his
surviving spouse becomes eligible and elects to receive an allowance, An actuarial valuation of the Account is not required by the
Legislative Assembly Allowances and Pension Act and no such valuation has been performed.

See Section G of the Public Accounts for further details of these plans.
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19. Trust Funds

Amounts held and administered by the Government at the end of the fiscal year were comprised of the following:

In Thousands
1989 1988
$ $

Superannuation, Pension and Long-term Disability Funds'

—administered by the Superannuation COMMISSION....c.ccivvierrerercceireetrne e ennenrenaesesresnesreeens 10,538,913 9,479,856
Sinking Funds'

—administered by the ProvinCial TrEaSUIY .c.ccvviirriecreeisinie ettt s eas v b s e naens 3,894,605 3,107,878
Investment Funds of Crown Corporations and Agencies

—administered by Provincial Treastry .........cceiiviiiniicciieiiee e e 439,653 245,275
Public Trustee and Official Administrators

—administered by government officials .....ccoccvveviviiniiii 277,989 255,284
Supreme and County Court Rules (Suitors’ Funds)

—administered by the COUMS .......vererrverirrireeceetene st eetesrests e reeneeatetsstnreessseesasr o baseeessesacessennan “78,514 75,316
Investment Funds of Workers” Compensation Board'

—administered by the Workers’ Compensation Board.......cocvveiviiiicesiimniniietecceeein e, 2,931,735 2,718,955
Other Trust Funds

—administered by various government OffiCials ........cceecvvverirreercciitecerirn e e 65,474 60,553

18,226,883 15,943,117

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 Il 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.

20. 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.

Beginning in fiscal 1988/89, Non-residential School Property Tax and Medical Services Plan premiums have been recorded as revenue of
the Province. In prior years these amounts were recorded as recoveries of expenditures or revenue of an agency, respectively, in accordance
with the presentation of the Estimates. For 1987/88 the amounts were $449,330,296 for Non-residential School Tax {property — business
(school purposes)) and $421,154,000 for Medical Services Plan premiums. The affected comparative revenue and expenditure amounts have,
therefore, been restated to include these amounts.



A18 PROVINCE OF BRITISH COLUMBIA

GENERAL FUND STATEMENT OF REVENUE BY SOURCE
COMPARISON OF ESTIMATES TO ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

In Thousands
1989 1988
Estimated Actual Actual
$ $ $
Taxation Revenue
Personal income ....... 2,784,000 2,995,339 2,789,965
Corporation income.. 557,000 600,270 473,407
SOCIA] SEIVICE ceueeeriiitivtreeeeectis et e ceeeeneeteesr e e et sentesteesba e sbaenseasbesenaansnasntesttassaannns 1,657,000 1,716,709 1,463,087
FUBT 1 otreee et irteeece et i s v teesenseesetresetntaeessee e breaesansessseesnsaaanstessbbaaeennsenanseessasannnn 508,000 468,867 449,484
TODACCO 1ot veeeteeiie et eeee et rae e et e st e tesetaess e e b euaessasseesssbenaasebeenessbanans 240,000 259,191 227,795
Property ~ business (SChOO! PUIPOSE) ..co.vervrveeeecriiniiiriceceeceeeieeriserecceesaeseosenees 500,000 490,968 449,330
Property - rural area.......cceecvennene 40,000 44,666 42,741
Property purchase ..... 162,000 248,559 140,130
Corporation capital ... 25,000 13,614 56,761
INSUTANCE PrEMIUM ..ciiiiiiiiiiiinee ittt ee s st sseena e s s enreeeaae e sane 69,000 82,323 54,215
ORI FOOIM ceviv ittt ceestie ettt e ee s et et s e assaeee st osaneaeessesbtnrasensensnnbaterane 42,000 45,392 40,028
Horseracing ......oveve... 6,000 5,748 6,682
Succession and gift..........ce.... 2 10
Total Taxation REVENUE ...........oooveiveiiiiieiceiiee e eveeecete e s vaesesre e snnnes 6,590,000 6,971,648 6,193,635
Natural Resource Revenue
Petroleum and Natural Gas
Natural gas royalties.. 66,000 55,736 53,665
Permits and fees......... 90,000 146,099 92,595
Petroletm royalies .......vviveeeeviiiiie ettt et 49,000 38,400 51,851
205,000 240,235 198,111
Minerals
MINING LAX eivitiieieriiiiiire e s 500 3,719 792
Mineral resource tax .... 14,500 26,431 10,418
Mineral [and taX....cccocovvvveeeeceinnines 14,000 12,656 12,215
Coal, minerals and metals royalties ........ccecoeeviiiiniceneeeic et 16,000 24,724 22,795
Miscellaneous MIiNINE TECEIPLS ....ovvvvreerreerrrreeeeeeerneesesee e e veeeesceersssannens 9,000 7,120 7.366
54,000 74,650 53,586
Forests
10733101 1= > QOSSO 37,000 50,032 31,531
L TMDEE SIS ..cciiitreeee e crr et ee e e setar e s s nrrevesannbbreeeeeennnes 465,000 413,469 350,506
Small business forest enterprise Program .........ccccecveeveniieecneneennnnnersneennes 123,000 134,456 47,227
TIMbDEr rOYAIHIES ...eeceeeeiiiie ettt 53,000 62,110 26,731
Lumber export tax. 5,782 278,999
FOrest SCAHNG fEBS .ucevveiireeerreeririirrere et iesree e et secenesan st saeesmeataanne 4,000 2,824 3,901
Miscellaneous forests reCIPS «..v.oeiviiiiiiirec et 7,000 9,683 5,686
689,000 678,356 744,581
Other
Water rentals and reCording fE8S ........cvveerrvverierninrennresiereresesseeseeeseeseseon 250,000 255,519 214,971
Wildlife Act — fees and HCENCES .......coovveevieiiciiirvnee e sveesesreee s ssvraecaes 12,000 12,567 11,709
262,000 268,086 226,680

Total Natural Resource REVENUE..........c.couvvirreieevenreccireneevesvaeesierresanns 1,210,000 1,231 /327 1,222,958




PUBLIC ACCOUNTS 1988/89 A19
GENERAL FUND STATEMENT OF REVENUE BY SOURCE
COMPARISON OF ESTIMATES TO ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued
In Thousands
1989 1988
Estimated Actual Actual
$ $
Other Revenue
Sales and Services
Medical Services Plan premiums. ... eeeeerviienie et 555,000 580,809 421,154
Lottery Fund Special ACCOUNL ..c..coeiiiiiniriiicetii e 159,470 188,745 165,064
Farm Income Assurance Fund Special ACCOUNt .......eeceieeiiiiinieeieeeieciinnene 20,000 13,301 12,076
Land registry fees 20,000 24,637 17,661
Real estate earnings of the Crown Land Special Account ........covcereeevecrinnnnaes 28,500 50,831 28,676
Coquihalla highways tolls........cccceveeiicimieieiccieeeseer e 14,400 18,400 15,022
Motor vehicle lien and s€arCh fEES .....cvviiiviee et e 7,800 7,138 7,060
AMDUIENCE SEIVICE .o vivviviiiveeeeeeessianesessassnsaeassisssssesssessssssssssssnnenasssssnsssann 9,900 8,918 7,314
Sheriffs’ fees .........ccccovvnee. 1,000 1,273 1,173
Property tax collection fees . 3,000 3,205 2,813
Vital statistics fees............... 5,400 4,989 3,022
Hearing aid EQUIPMENT ......c.iiciivereecirreni et seeene et reesaesacesnanes 3,500 3,208 3,532
Sales of maps and airphotos 600 623 530
Insurance and risk management.... 950
Miscellaneous sales and SEIVICES ...vvveirivireeenereeoniiic e cerees e seeneeeessaeienes 10,430 2,684 8,533
839,000 909,711 693,630
Licences and permits ’
Motor vehicle licences and permits.........coeeeeveiiineesceccnceeccns 165,000 192,664 136,821
Liquor Licencing Branch — permits and fees...........oovuee.e. RO 6,300 4,920 18,477
Companies Branch ... ee et resseneeens 14,400 16,288 11,971
Safety inSPection fEES.......uuiic e iieceereieccereesreesesree e senens 8,000 8,724 7,532
Filing fees — Court Services 14,700 13,824 3,757
Public gaming licences and fees......ccovivviiiimeceeenieciniecmeiisie e 5,300 7,176
Camp-site permits and Park USE ......cccovvevvcimrccereenercrinresrecstsnesinnesvseneeneens 5,100 4,627 4,348
Fire Service ACt — fEES, €1C .vviiveveerrerevreirivesesrrerseeesraesessacesssessosesessasessiins 5,000 4,779 5,073
Insurance, brokers and real €state .......ceceeciveeveecveieiiieierreeeree e 1,200 1,357 4,242
Agricultural licences......ceeeevrenn 900 827 702
Trade and dealer licences.... 500 389 270
Mobile home registry.........cccoceevn. 2,100 968 692
Miscellaneous licences and Permits ......c..oiveveineceniiinnin e 9,500 6,684 5,587
238,000 263,227 199,472
INnterest from INVESHMENTS ......iocueeeeere e eeeieecres s rressnreeset e e rresesmee s et ressemesnnnene 53,000 133,758 68,355
Miscellaneous
Fines and Penalties .........iocvereiiiiineee ettt e 25,000 29,150 24,409
Maintenance of children..... 17,200 15,906 16,535
Other maintenance receipts . 500 514 1,207
INSUrance Claim reCRIPLS ...ueevvereiiiree ettt 11,200 13,812 11,773
Municipal share of joint-Service Programs........cooeeeveeeeeiinieesveesciinneneenaes 4,100 4,651 4,595
Other MiSCEllANE@OUS.....v.iiveeccetiee et rieie et erreeeesnrecstb e ebessennte s srasessnnes - 20,000 33,214 31,566
78,000 97,247 90,085
Total Other Revenue..............ccoeeceeeiiieieiieiecerer e esb e eseeen e ee e aeenes 1,208,000 1,403,943 1,051,542
Privatization transactions (INOEE 16} ........ccoovieeeceniiviriiieee et eeereeee e srreees 308,518




A 20 ' PROVINCE OF BRITISH COLUMBIA

GENERAL FUND STATEMENT OF REVENUE BY SOURCE
COMPARISON OF ESTIMATES TO ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

In Thousands
1989 1988
Estimated Actual Ac;ual
Contributions from Government Enterprises
Liquor Distribution Branch — netinCoOmMe ......coocoveiiiiiveinineeeseciei, 425,000 416,255 425,040
British Columbia Railway Company - dividend.............ooceriiininniis 10,000 ' 20,615
British Columbia Ferry Corporation - dividend.........cccovvveevceniniinivnciininiieeees 1,175
Pacific Coach Lines Lid ......cccceveeierniereeenseeeccrnnnneees . 50
British Columbia Buildings Corporation - dividend 13,000 o 22,712 22,965
Total Contributions from Government Enterprises 448,000 439,017 469,795
Contributions from the Federal Government
Established Programs FIRanCing........oceecrecciimmnnrniiinisciiiese s 1,297,000 1,230,182 1,215,270
Canada AssIStanCe Plam ......cceeeeeieiirecvreeeeiicccieeeeeeeesreesvaeesssnsesssreessasasessressananes 623,000 667,799 630,958
National TrainmiNg ACE.....ccccocueviiiriiieiiiciiiiiiiccceccit ittt et 33,400 33,509 38,732
ECONOMIC deVelOpMENt.....cceciceiriiiceneecciiicr ittt e 39,300 48,236 35,759
South Moresby implementation ..........cccovevccimirciciii e 35,000 34,110
Transportation and highways......c...ocvviiiiie e 20,900 21,557 17,084
Public Utilities Income Tax Transfer ACE ......ouuueeeeeevvvriiiireeeneenerieeeeesreessreeseessesseaes 10,000 16,028 10,026
SEAtULOTY SUDSIOIES. ..t eveereierrecrreetisrire et sttt tose b s bbb 2,500 2,516 2,516
Reciprocal Taxation AGrEEmMENT........cvceiiiiiiiiniiiiiieee e ean et e 18,700 20,530 24,091
Other payments 28,200 35,414 45,495
Total Contributions from the Federal Government ....................ccceonieaes 2,108,000 2,109,881 2,019,931
GIrOSS REVENUE........ooeeeiieieiiiiieeeee et ettt eeeceee s rrr e eeesansee s s sansens 11,564,000 12,494,334 10,957,861
Less:
Transfer to Budget Stabilization Fund ..........ccccovvinnniniie (591,917) (717,377)
Transfer to Privatization Benefits Fund. (308,518)
NEEREVENUE........oeiiiieeiriec ettt s 11,564,000 11,593,899 10,240,484

Revenue by source is reported after the deduction of amounts considered uncollectable. These amounts totalled $24,072,456 in 1988/89
and were comprised of reductions of Taxation $10,033,997, Natural Resources $9,790,080 and Other Revenue $4,248,379.

Personal and Corporation income tax revenues are recorded after reduction for tax credits of $7,528,023 and $45,859,392 respectively.
The types of tax credits reducing Provincial income tax revenues are for foreign taxes, logging taxes, 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 of $181,000 allowed under Section 68 of the Petroleunm and Natural Gas
Act.

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 $416,255,437 is comprised of gross revenue of $1,238,685,532 less cost of
merchandise sold and operating expenses of $823,471,537 and an accounting policy adjustment of $1,041,442 for the change in value of fixed
assets. (Refer to Section F of the Public Accounts for complete financial statements of the Branch.)



GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

Description

Legislation
LEGISIAtION .-cceeveiret ettt et ettt e e e e enerens

Auditor General
Auditor General............ eeeeeettreeeeetenirberreeaar—hteaeaaaabteeeeeannaneeeeernreeeeeresasaresaaerrs

Ombudsman
OMDBUASINAN ...ttt e e e emesnesneease s tasstsesatasasnasees

Office of the Premier and Executive Council Operations
Office of the Premier........cccovervicnciinnncnenences ettt
Statutory—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Tourism and Provincial Secretary ............
—Transfer from the Ministry of Tourism and Provincial Secretary.........

Ministry of Advanced Education and Job Training
MINTSEEr'S OffiCR oottt s
Ministry Operations
Supplement — Special Warrant NO. 17 ........ccoviinienenineri e, e
Science and Technology Development Subsidiary Agreement (ERDA)............
Vancouver Island/Coast Development Region .........cccocvivcnniiniiinnninnen
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Parks .........cccoovieccinnnicinicnieencininnennae
Statutory— ’
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development (Vote 20)...........
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—Canadian JOb SIAERY ....overeeercrireereeeree e crenreeresie s sreese e neas
o PAENEACE oeeeeeeeeeivetieeeee ettt ettt s

Estimated for the
12 Months Ending

Total Appropriations

Other

Actual

Net Under

March 31, 1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $
16,623,155 16,623,155 15,922,497 700,658
5,183,490 5,183,490 5,047,656 135,834
2,711,589 2,711,589 2,650,336 61,253
6,756,134
(3,628,616)
300,000 3,427,518 2,969,624 457,894
6,756,134 (3,328,616) 3,427,518 2,969,624 457,894
248,576 248,576 246,612 1,964
856,742,355
51,920,000 908,662,355 907,746,855 915,500
4,240,000 4,240,000 3,231,831 1,008,169
796,682
(796,682)
2,290,250 2,290,250 2,290,000 250
862,027,613 53,413,568 915,441,181 913,515,298 1,925,883
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GENERAL FUND

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Estimated for the

Total Appropriations

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $
Ministry of Agriculture and Fisheries
9 MINISEEE'S OffICE 1vvvvivrrerrreeiieiriiriiireesseserrreesreessre e eeecssssaseesevesensesssasssssessans 254,982 254,982 227,944 27,038
10 MINiStry OPErations ....ccoovuvivvvereerrreeeeiiieereeie e ciie e eassseessssveeeereacecsssavessssnsne 62,003,466
Supplement—Special Warrant NO. 1 ..ot 9,400,000
Statutory—
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14) .
—Transfer to the Ministry of International Business and immigration.... {263,046) 71,140,420 68,596,135 2,544,285
11 MIlK BOAI........ooiiieeetiieeieecresireeesienvsceeeesveessrss s ae s s saassreesreeseeeaeeeaseasaesans 354,110 354,110 326,962 27,148
12 Provincial Agricultural Land COmMmISSiON.......c....loccrnirreniniiniininccecerioionnons 1,303,413 1,303,413 1,102,654 200,759
13 Agri-Food Regional Development Subsidiary Agreement (ERDA)..........ccoveuee. 7,300,000 7,300,000 6,791,436 508,564
Statutory—
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Environment (Vote 35) «..ooiveciiicnncenccns 91,500 91,500 91,500
Cattle Horn Act(R.S.B.C. 1979, chap. 44, sec. 7)
—Livestock Improvement ... s 55,000 55,000 55,000
Financial Administration Act (5.B.C. 1981, chap. 15. sec. 22(1)) — net of
recoveries
—S0ft Fruit COSE SUIVEY ...viiviiiiiiiiriieeicctreteniesree et e
Financial Administration Act (5.B.C. 1981, chap. 15. sec. 14)
—Bad Debt EXPENSE ...c.vueneeeeceieiecccectceieie et 808,813 808,813 808,813
Special Accounts—
Farm Income Insurance Act{R.S.B.C. 1979, chap. 123, sec. 2)
—Farm Income Assurance FUNd ......coooecceieiiiniiieeccceiiireeeseeeccinnens 40,000,000 40,000,000 25,349,868 14,650,132
Livestock Protections Act (R.S.B.C. 1979, chap. 245, sec. 14)
—Livestock ProteCtion .......eeeerrerereererieeiienrrieeescee s eieeeeeesaeessessssens 11,000 11,000 7,156 3,844
Agricultural Credit Act (R.5.B.C. 1979, chap. 8, sec. 5{(2)) : '
—Agricultural Land Development .......ccccvveeiiiecieicccninienneennnnnncniens 34,841 34,841 34,841
Less transfer to the Farm Income Assurance Fund, Special Account from Vote
T0 ettt e et s s a e e st e e s e et e e e nt e n et e arec s e e ebn s anarasnsbsseen (20,000,000) (20,000,000) (13,300,554) (6,699,446)
91,226,971 10,127,108 101,354,079 90,091,755 11,262,324
Ministry of Attorney General
T4 MINISIEES OFfICE c.vvereirerevvriirervsesiriececresessreessinesasseassmesseeesnesaseesssaessasecns .236,953 236,953 234,233 2,720
15 MIinNiStry OPErations «....cocviiieieceeieeirteeenies e sesiarasieesesstesrtsssessessassnrsnnsnness 301,463,304 ‘
Supplement—Special Warrant NO. 2 .....ccoviveiiinmeeoineiesseeeenmeennenceceens 7,297,000

[44]
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Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Solicitor General .......cccocovvvivecevennnnnnnn
—Transfer to the Ministry of International Business and Immigration....
16 EMErgency ASSISLAMCE ......covrviiieiiiimiriieniiiiceeiiieeerre e caerssstte s reeeses e eesennssenens
Statutory—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Solicitor General .........cccoccoiiiiinnnnnne
17 JUAICIAIY ettt sttt sb e s e b et aat e r et ne
T8  COITECHONS oeeeevrreeeeeerecirtreestereesetseeeee e n et e rasaeeeeeesesranteesseraesassanassnnesaannnesne
Statutory— )
Constitution Act(R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Solicitor General .........ccocccoeeiieiecraennes
Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Solicitor General (Vote 68)
—Transfer from the Ministry of Solicitor General (Vote 70)

Special Accounts—

Correction Act(R.S.B.C. 1979, chap. 70, sec. 16.2(3))
—Corrections Work PrOgram ......o.veeceeiiemceneniencconnineneeseeiosveseesnesenns
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Solicitor General ........c.ccooceveeeecnnnnn
Land Title Act(R.S.B.C. 1979, chap. 219, sec. 274(2))
—Land TIes SUIVEY ....cvvireeniiiii et scsissrese s

Ministry of State for Thompson-Okanagan and Kootenay, Responsible for
Crown Lands
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Environment (Vote 35)
—Transfer from the Ministry of Forests (Vote 41) ......covevveveeenenen. ..
—Transfer from the Ministry of Regional Development (Vote 41).............
—Transfer from the Ministry of Municipal Affairs, Recreation and Culture
(VOB 55) ceviiierreinreiseeenieesiicicrmeee e sessssesssetsanaessnsssieesseesssesansaaneenes
—Transfer from the Ministry of Social Services and Housing (Vote 64).....
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—Employee Secondment to B.C.E.C .......oiccciiiiianinninnniacecenenceeneeens

Ministry of Economic Development

TG MINISEEr's OffiCE .oevieiriiiieite et st
20 MINistry OPETations ...cc.ccveerieiesserenieericeerenrreseestasssreesnsessassaneessessssnecasersnees
Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Advanced Education and Job Training......

68/2861 SINNODDV DdNd

(122,814,638)
(430,000) 185,515,666 184,135,162 1,380,504
2,403,500
(2,403,500)
20,125,002 20,125,002 19,896,628 228,374
130,920,494
(130,578,919) 341,575 341,575
196,794 196,794 196,794
43,710 43,710 43,710
200,000
(200,000)
9000 9000 9000
455,358,253  (248,889,553) 206,468,700 204,848,102 1,620,598
15,049,945
14,554,594
1,998,166 31,602,705 30,490,544 1,112,161
792,988 792,988 389,346 403,642
649,635 649,635 334,905 314,730
33,045,328 33,045,328 31,214,795 1,830,533
277,394 277,394 166,815 110,579
51,593,099
(2,290,250)

(A



Vote
No.

21

22

23
24
25

26

GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Total Appropriations ———————
Estimated for the
12 Months Ending Other Actual Net Under
Description March 31,1989 Authorizations Total Expenditure Expenditure

$ $ $ $ $

—Transfer to the Ministry of Government Management Services.......... (6,605,835)
—Transfer to the Ministry of International Business and Immigration.... (27,187,221) -
—Transfer to the Ministry of Regional Development ... (15,509,793)
Economic and Regional Development Subsidiary Agreements (ERDA)............. 14,848,500
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Regional Development
Contribution to the British Columbia Pavilion Corporation ...........ccccecceecereeane. 6,102,000
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Government Management Services.......... (6,102,000)
Statutory—
Special Accounts—
Industrial Development Fund Act (R.S.B.C 1979, chap. 194, sec. 1(3))
—industrial Development Subsidiary Agreement Loan Repayment
Revolving Fund ....
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Regional Development ..........ccccvevene. (1,250,000)
Low Interest Loan Assistance Revolving Fund Act (S.B.C. 1985, chap. 44,
sec. 2)
—Low Interest Loan Assistance Revolving Fund......c.coeveeeviecieivnennnnn. 300,000
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Regional Development ........c.ccoceeeene. : (300,000)
Purchasing Commission Act(R.S.B.C. 1979, chap. 350, sec. 23.1(3))
—Purchasing Commission Working Capital Account ..........ccoceeccencee 5,705,000
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to thé Ministry of Government Management Services.......... (5,705,000)

80,075,993 (79,798,599) 277,394 166,815 110,579

(14,848,500)

1,250,000

Muinistry of Education
MINISEEr'S OFfICE ceeviieriireieeeerir ettt sb et essaenbenne 211,618 211,618 209,032 2,586
MINistry OPerations ........cccceirieirinnieninienit et 64,091,579 64,091,579 63,034,556 1,057,023
Public Schools EQUCAtION.........c.oc.iiiiiiiireeeteecre st 1,859,342,139

Supplement — Special Warrant No. 3 .

15,900,000 1,875,242,139 1,869,736,385 5,505,754
INdependent SChOOIS ......ccoviverrrrr et be e bes 48,075,170

vV
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28
29
30
31
32
33

34
35

36

Statutory—

Financial Administration Act(S.B.C. 1981, chap. 15, sec. 23(3)).ccocuve.nee

Northeast Development Region

Statutory—

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer to the Ministry of Native Affairs

Statutory—

Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22(1)) — net of

recoveries

—Status Indian Children Education

—Canadian

Minister’s Office

Ministry Operations
British Columbia Utilities Commission
Fort Nelson Indian Band Mineral Revenue Sharing Agreement
Mineral Development and Exploration Incentives
Government Personnel Services

Statutory—

Official Languages Program........ccccceeevieremeceenneereneereneens

Ministry of Energy, Mines and Petroleum Resources

Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Government Management Services..........

Statutory—

Financial Administration Act (S.B.C. 1981, chap. 15, sec. 24(1)(c))

—Interest on Revenue Refunds

Mines Act(S.B

Minister’s Office

Ministry Operations

Statutory—

Ministry of State for Cariboo, Responsible for Environment

.C. 1980, chap. 28, sec. 15(2))
—Mine Improvement

Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer to the Ministry of Parks ...........
—Transfer to the Ministry of Crown Lands
—Transfer to the Ministry of Agriculture and Fisheries ...
—Transfer to the Ministry of Regional Development ...
Cariboo Development Region

Statutory—

Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of

recoveries

—Williston Reservoir
—Kokanee Creek Park

—Canadian Association of Pesticide Control Officers..
—Fisheries and Oceans

(965,908) 47,109,262 46,250,839 858,423
813,598
(813,598)
1,972,534,104 14,120,494 1,986,654,598 1,979,230,812 7,423,786
250,592 250,592 250,591 1
26,909,039 26,909,039 25,999,224 909,815
10 10 10
800,000 800,000 389,744 410,256
2,527,000 2,527,000 2,305,085 221,915
9,508,597
(9,508,597)
41,221 41,221 41,221
500 500 500
39,995,238 (9,466,876) 30,528,362 28,986,365 1,541,997
260,049 260,049 246,719 13,330
142,997,238
(32,438,130)
(15,049,945)
(91,500)
(7,829,241) 87,588,422 84,670,839 2,917,583
694,483 694,483 453,882 240,601
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GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

9TV

Total Appropriations
Estimated for the

Vote 12 Months Ending Other Actual Net Under
No. Description March 31,1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $

—Peace Canyon Fish Hatchery ..o
Special Accounts—
Special Accounts Appropriation and Control Act(5.B.C. 1988, chap. 26,

sec. 8)
—Habitat Conservation FUNd .......cccoeeeomiiiiiecieececccniree e 1,710,000 377,603 2,087,603 2,087,603
145,661,770 (55,031,213) - 90,630,557 87,459,043 3,171,514
Ministry of Finance and Corporate Relations %
37 - Minister’s Office .... . e 293,411 293,411 286,716 6,695 <
38 MiNiStry OPEFatioNs ........c.evvevvsreereerereseeecereessessersseesseesessesesssesesseesessessessssnsans 61,464,197 P4
Statutory— m
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14) 9
—Transfer to the Ministry of Solicitor General .........cocoeuiirirrericninne. (275,569) ]
—Transfer to the Ministry of International Business and Immigration.... . (269,854) 60,918,774 59,934,560 984,214 a‘
39  Compensation Stabilization PrOgram .....c.eceoveeereeiecieirieseeserecieesveseeeesseeseens 256,677 256,677 107,658 149,019 Xz
Statutory— 8
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14) E
—Transfer from the Ministry of Government Management Services (Vote UZU
20 ettt e e s e eesesaea e e e e e e r e e et bbb rbaa et e b r e s s rn e e e e aaama e aeenees 2,245,266 >
—Transfer from the Ministry of Government Management Services (Vote
=374 OO OO RSP SR PO PRPPION 403,990 2,649,256 2,469,472 179,784
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 56(1)) :
—Insurance Claims: Health Care FaClities ......ovvevereeeercreeereereesines 603,846 603,846 603,846
—lnsurance Claims and Administration: School Districts and Colleges’. 283,912 283,912 283,912
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 24(1)(c))
—Interest on Revenue Refunds...........coeevveiveniienieeconennnnnienceeeeeeeea, 1,410,199 1,410,199 1,410,199
Financial Administration Act(5.B.C. 1981, chap. 15, sec. 14)
—Provision for Doubtful RECOVENY ....evrrreiiiieiecieceeceecrree v, 19,900,000 19,900,000 19,900,000
International Financial Business Act(5.B.C. 1988, chap. 16, sec. 21)
—International Financial BUusingss.........cocvveveeeicveicreirneecniereeeseeseees 68,136 68,136 68,136
Unclaimed Money Act (R.S.B.C. 1979, chap. 418, sec. 15) 9,773 9,773 9,773

Special Accounts—
Softwood Lumber Products Export Charge Compensation Act (S.B.C.
1987, chap. 65, sec. 2(3))
—Lumber Export Charge Compensation Fund..........coveeeeriecenmecnccnae 500,000 ) . 500,000 500,000
Education Excellence Appropriation Act (S.B.C. 1986, chap. 6, sec. 1)




—Fund for Excellence in Education ..........ccooooiieciinencccniencnees
Health Improvement Appropriation Act(S$.B.C. 1986, chap. 9, sec. 1)

—Health Improvement Fund ..........ccieviiirncninnenececreeen

Less transfer to General Fund from Fund for Excellence in Education, Special

ACCOUNE ...ttt er e vt rte e e e s easrercees s aeeesesannesessssonrarnsessssranessnas

Less transfer to the General Fund from Health Improvement Fund...............

Ministry of Forests
A0 MINISEEI'S OffiCE coeemeeeieee et s e oo e seccereeeesseressraae s sbeesranesrnes
41 Ministry Operations
Statutory—
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Crown Lands ...........cocooceeceieiiecieieanenns
—Transfer to the Ministry of Regional Development ..........c.eccrrcenrnen.
42 Fire Suppression Program........cccovveeeerencennoninenninnnnncnneons
43 Forest Resource Development Subsidiary Agreement (ERDA) ...
44 North Coast Development REGION ........cocvecveeeerieerreriecnccceterisrnne e
Statutory—
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Parks ........ooooeeeeieeeeeee s
Statutory— )
Financial Administration Act(S.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries

—SKaGIt VALY ..c.eeverreriniiriitiiniinietesc et )

—Boulder Creek
Financial Administration Act(5.B.C. 1981, chap. 15, sec. 24(1)(c))
—Interest Revenue Refunds .....co...ooieoiiicieeiiieeeieee e
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 21)
—Special Warrant No. 4: Funding for Forestry Enhancement Program.....
Special Accounts—
Forest Act (R.S.B.C. 1979, chap. 140, sec. 87.1)
—Smali Business Forest Enterprise ACCOUNt .......ceorveerivvvmrsrversiisresirone
Forest Stand Management Fund Act(S.B.C. 1986, chap. 8, sec. 3)
—Forest Stand Management.............ovevveerenieeneennnrerconrecerscesesiesnens
South Moresby Implementation Account Act (S.B.C. 1988, chap. 60, sec. 4)
—South Moresby Implementation ...
Lesstransfer to Special Account from Vote 41
—South Moreshy Implementation
—Forest Stand Management Fund

Ministry of Health

45 MINIStEr'S OffiCe .eevveriirie ittt e
46 Ministry Operations ..
Supplement—Special Warrant No. 6

279,310,661 279,310,661 279,310,661
360,039,077 360,039,077 360,039,077
(279,310,661)  (279,310,661) (279,310,661)
(360,039,077)  (360,039,077) (360,039,077)
62,514,285 24,379,699 86,893,984 85,074,272 1,819,712
304,458 304,458 223,827 80,631
366,149,032
(14,554,594)
(4,270,057} 347,324,381 332,290,274 15,034,107
80,000,000 80,000,000 53,271,299 26,728,701
69,403,505 69,403,505 65,512,940 3,890,565
738,176
(738,176)
388 388 388
600,000 600,000 600,000
53,100,000 53,100,000 46,519,337 6,580,663
150,000 1,826,110 1,976,110 1,976,110
34,800,000 34,800,000 974,663 33,825,337
(19,690,000) (322) (19,690,322) (19,690,322)
(150,000) (50,000) (200,000) (200,000)
584,805,171 (17,186,651) 567,618,520 481,478,516 86,140,004
305,183 305,183 279,466 25,717
2,637,469,226
14,097,000
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GENERAL FUND

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Estimated for the

Total Appropriations

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $
Statutory—
Financial Administration Act (5.B.C. 1981, chap. 15, 56C. 23(3))ccvvernnen. (449,833) 2,651,116,393 2,649,241,286 1,875,107
47  Medical Services Commission and Pharmacare.........ccocovvvvvvevvivieienvesrveenneens 1,277,222,011
Supplement — Special Warrant NO. 5 ....oooeeeiiiireeeeeeeeeece e, 9,890,000 1,287,112,011 1,280,507,681 6,604,330
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—Reciprocal Areements. .......covveeeeercieicieiieieeeee e
—Tuberculosis Services to INdians .......occoocvvverinieerriennieniresec e,
—Aids Lab Research ..o
3,914,996,420 23,537,167 3,938,533,587 3,930,028,433 8,505,154
Ministry of International Business and Immigration
Statutory—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Agriculture and Fisheries (Vote 10).......... 263,046
—Transfer from the Ministry of Attorney General (Vote 15).......cccecevniens 430,000
—Transfer from the Ministry of Economic Development (Vote 20)........... 27,187,221
—Transfer from the Ministry of Finance and Corporate Relations
(VOLE 38) ittt et e e e vttt e e e e assanaes 269,854
—Transfer from the Ministry of Tourism and Provincial Secretary .
(VOLE B68) ceenriiiieiieieeieee e rrtrietesssrre et e e ve et e e e et eseeaaasenssaesenreesanens 1,029,106 29,179,227 28,000,600 1,178,627
Public Service Benefit Plan Act(R.S.B.C. 1979, chap. 344, sec. 5)
—B.C. Medical Expenses — B.C. House London, England...........ccccc...... 802 802 802
Legislative Assembly Allowances and Pension Act (R.S.B.C. 1979, chap. 228)
—MINISEEI S OFfICE .ottt e 596 596 596
29,180,625 29,180,625 28,001,998 1,178,627
Ministry of Labour and Consumer Services
48 MINISEEr'S OffiCE .vvvviiriiieiciicciiecierieei ettt eeve e e sts b s e ereesresanas 272,097 272,097 246,895 25,202
49 MIinistry OPerations .......cc.ccccueirriininiieriienieniecorteet st e e esenne e eeeesatessesnees 24,274,538 24,274,538 23,892,270 382,268
50  Prevention and Treatment of Substance ADUSE .....ocvecevivverereiiieeree e, 48,173,368 48,173,368 38,146,341 10,027,027
Statutory—
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 58(1))
—Asia Pacific Busingss INSHIULE ......ovveeveieviivenrienreeteorceveeee e eeeeeeneens 70,566 70,566 70,566

Industrial Relations Act (R.S.B.C. 1979, chap. 212, sec. 123.1(1))

v
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51
52
53
54

55

—Productivity Fund Special ACCOUNt.....c.cooicccniniiiiie e
Special Accounts—
Industrial Relations Act(R.5.B.C. 1979, chap. 212, sec. 123.1(4))
—Productivity Fund Special ACCOUNt ......ccccovenieiiiivineccreie e
Less transfer to the Special Account from the Industrial Relations Act..............

Ministry of Municipal Affairs, Recreation and Culture

MINESEEIS OffICE .v.evvetinirierr et et et e e a e sr e eessavans
MINIStry OPerations .........ccoiiiriiinicitic e eeee s e e e e enieas
Municipal Revenue Sharing ........cccoevveevevennenneconencnnnne
TranSit SEIVICES ...ttt ae e e
Supplement—Special WarrantNo. 7 ..
Kootenay Development REgIiON.......ccc.ovieruiriiiiiceeciinecicie s
Statutory— '
Constitution Act(R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Crown Lands .........ccooeveeiceeeninenieeninnne
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Tourism and Provincial Secretary (Vote

—Transfer from the Ministry of Transportation and Highways (Vote 68)...
—Transfer from the Ministry of Transportation and Highways (Vote 69)...
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 58(1 )
—~VanCoUVEr SYMPNONY .....cocceviiiiiieieniirnent et ee e et reaaae
Sechelt Indian Government District Home Owner Grant Act (5.B.C. 1988,
ChaP. 57, S8C. 3) cuitrieeere et cceererisiesare s estsrassasaess s e esanese s ssenane
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—ChilKOOT TrAIL . veeenreieiireceeeeetee ettt err e rre et et n e e neneas
Special Accounts—
Revenue Sharing Act (R.S.B.C. 1979, chap. 368, sec. 3)
—Revenue Sharing Fund........ccocoeirniiniecinesneneseseeseee e
University Endowment Lands Act(R.S.B.C. 1979, chap. 420, sec. 3(1))
—University Endowment Lands Administration ..........c.coceeceveieiecnnee
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Tourism and Provincial Secretary
— British Columbia Cultural Fund.....coecovveeieeceirecreeeenee
Special Accounts Appropriation and Control Act(S.B.C. 1988, chap. 26,
sec. 3)
—British Columbia Cultural Fund.......cccoveeericnvminecrinerenieeeennns
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Tourism and Provincial Secretary
— Physical Fitness and Amateur Sports Fund........coeevecevenienvnnn.
Special Accounts Appropriation and Control Act(S.B.C. 1988, chap. 26,
sec. 3)
—Physical Fitness and Amateur Sports FUNd ....cccccooovveevvenvenenieninannns

500,000 500,000 500,000
100,000 100,000 100,000
(500,000) (500,000) (500,000)
72,820,003 70,566 72,890,569 62,356,072 10,534,497
280,605 280,605 271,677 8,928
26,473,397 26,473,397 26,344,771 128,626
239,300,000 239,300,000 239,300,000
171,490,000
1,670,000 173,160,000 173,152,838 7,162
792,988
(792,988)
27,479,826 27,479,826 27,458,146 21,680
7,000 7,000 6,726 274
1,745,504 1,745,504 1,661,267 84,237
633,670 633,670 633,670
75,445 75,445 75,445
239,300,000 239,300,000 222,741,940 16,558,060
1,500,000 181,121 1,681,121 1,681,121
1,600,000
1,600,000 1,595,038 4,962
1,650,000
1,650,000 1,605,512 44,488
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GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Vote
No. Description

Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Tourism and Provincial Secretary
— Provincial Computerization of Libraries ......c.ccccocvecnennccenne
Special Appropriations Act(S.B.C. 1982, chap. 40, sec. 7(1))
—Provincial Computerization of LIDraries .........ccvvvevcoinirinnrecrevesieneen
Less transfer to the Revenue Sharing Fund, Special Account from Vote 53.......

Ministry of State for Nechako and Northeast, Responsible for Native Affairs
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Education (Vote 27) ....cccovvvevreccervvnanens
—Transfer from the Ministry of Transportation and Highways (Vote 68)...
—Transfer from the Ministry of Transportation and Highways (Vote 71)...
Special Accounts—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Transportation and Highways — First
CItiZeN’s FUNG cevc.eiiiiiieeeescciniiierenr et
Special Accounts Appropriation and Control Act (S.B.C. 1988, chap. 26,
sec. 3)
—First Citizen’s FUNG ...cocourrc it eve e nen

Ministry of State for Vancouver Island/Coast and North Coast, Responsible
for Parks
Statutory—
Constitution Act(R S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Advanced Education and job Training
(VOUE 8 ..eirreieiuiieiiirrereceetreererer st cee et sesataassveasesssaeassssrasesssssnesesssasans
~—Transfer from the Ministry of Environment (Vote 35)
—Transfer from the Ministry of Forests (Vote 44) ..........c...........
Financial Administration Act (S.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—East Kootenay District Recreation Improvements ............cccccocvnniens
—Buttle Lake/Upper Campbell Lake Reservoir
—Park ENRanCeMENT ......covvriiicieieteeeeieerer e et neebe s sbesre s snesnnens

Estimated for the
12 Months Ending

Total Appropriations

Other

Actual

Net Under

March 31,1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $

261,000

. 261,000 143,099 117,901

(239,300,000) (239,300,000) (239,300,000)

439,836,990 34,510,578 474,347,568 457,371,250 16,976,318

813,598 813,598 406,936 406,662

1,107,224 1,107,224 1,101,740 5,484

576,987 576,987 282,514 294,473
1,550,000

1,550,000 1,233,691 316,309

4,047,809 4,047,809 3,024,881 1,022,928

796,682 796,682 383,770 412,912

32,438,130 32,438,130 32,101,928 336,202

738,176 738,176 254,858 483,318

33,972,988 33,972,988 32,740,556 1,232,432

oty
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56
57

58
59

60

Ministry of Government Management Services
MINISEEI'S OFfICE ...venvccverererereinreresisesiesereereeseesrsessese s ssessassessssessessasessenses
Ministry Operations ..........cceeeeueeeiveeeecennns ettt eeteeeeeeamareeeeeesmneeseeeaenneneea e aann
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Finance and Corporate Relations .............
—Transfer to the Ministry of Regional Development ........ccoceecvviervennns
—Transfer to the Ministry of Tourism and Provincial Secretary..............
Pensions and Employee Benefits AdmMinistration.........cc.eccevieeeveireeieeessieesuennns
Pensions and Employee Benefits Contributions. .........ceeevueeeeeieriiereeiesesieseense.
Statutory—
Financial Administration Act(5.B.C. 1981, chap. 15, sec. 20{3)}...cccervue.
Mainland/Southwest Development REGION........coouvveverrirveeecriierreereneeerennns
Statutory—
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Regional Development..........ccccoveeveeneene
Statutory— '
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development (Vote 20)...........
—Transfer to the Ministry of Finance and Corporate Relations .............
—Transfer from the Ministry of Economic Development (Vote 22)...........
—Transfer from the Ministry of Energy, Mines and Petroleum Resources
(VOIE 33) e et rcee e e eesssesssntaessaes s sneasonsnnes
Special Accounts—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development—Purchasing
Commission Working Capital ACCOUNt .......ccccevrirvererrvenvenrenenieenenen
Purchasing Commission Act(R.S.B.C. 1979, chap. 350, sec. 23.1(3))
—Purchasing Commission Working Capital Account .........ccocoeienvene.

Ministry of Regional Development and Ministry of State for Mainland/South-
west
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development (Vote 20)..........
—Transfer from the Ministry of Environment (Vote 35) c......cvoveerienecennene.
—Transfer from the Ministry of Forests (VOte 41) ....c.uvecerveerinvrverersecennnes
—Transfer to the Ministry of Crown Lands ..........ccooeieioeiiiccieeieene.
—Transfer from the Ministry of Government Management Services (Vote

 —Transfer from the Ministry of Tourism and Provincial Secretary (Vote 66).

—Transfer from the Ministry of Economic Development (Vote 21)...........
—Transfer from the Ministry of Government Management Services (Vote

236,125 236,125 229,914 6,211
60,927,088
(403,990)
(15,529,364)
(12,464,232) 32,529,502 32,205,990 323,512
10 10 10
10
399,581 399,591 399,591
832,974
(832,974)
)
6,605,835 - S
(2,245266) 4,360,569 .- 4,271,276 89,293 &
6,102,000 6,102,000 5,588,000 514,000 %
)
9,508,597 9,508,597 8,690,042 818,555 &
Z
w
o
s
5,705,000 e
(Nej
1,537,301 7,242,301 7,242,301
61,996,207  (1,617,512) 60,378,695 58,627,114 1,751,581
15,509,793
7,829,241
4,270,057
(1,998,166)
15,529,364
651,350 41,791,639 40,451,353 1,340,286
14,848,500 14,848,500 3,523,731 11,324,769
832,974 832,974 524,944 308,030
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GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Total Appropriations
Estimated for the
Vote 12 Months Ending Other Actual
No. . Description March 31, 1989 Authorizations Total Expenditure

$ $ $ $

Special Accounts—
Constitution Act(R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development—industrial
Development Subsidiary Agreement Loan Repayment Revolving
FUN 1ottt ettt te e e te s e e s e e aresnesensesneennssnnas 1,250,000
Industrial Development Fund Act(R.S.B.C. 1979, chap. 194, sec. 1(3))
—Industrial Development Subsidiary Agreement Loan Repayment Re-
VOIVING FUN .ottt s r e 11,135,933 12,385,933 12,385,933
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Economic Development — Low Interest
Assistance Revolving Fund ......ccccvevicoiniccennceninrneceneens 300,000
Low Interest Loan Assistance Revolving Fund Act (5.B.C. 1985, chap. 44,
sec. 2)
—Low Interest Loan Assistance Revolving Fund.......ccc...covevevvieniveinen, 664,727 964,727 964,727

Net Under
Expenditure

$

70,823,773 70,823,773 57,850,688

Ministry of Social Services and Housing
61 MINISEEI S OIfICE 1uvvviiirireiireieceriiiteetetseeeeeesreeseeseesseseesnreesseseeeseeaesereeessneeans 224,319 224,319 221,599
62 MINistry OPEratiOns c....ceecuieieeceiieeiieeie i eeeteeeiieeseeeesesseeesatesssereserseesreeenes 1,387,596,502 ’
Supplement—Special Warrant NO. 8 ........ccoovveeiieveeieeceieseceeee e 46,800,000 1,434,396,502 1,422,464,052
63 British Columbia Home Programi..... ..ot 10 10
64  Thompson- Okanagan Development REegioN .......ccceverveeevicrieniiiieceinieseereeens 649,635
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Crown Lands ......eeveceevveinnveeinireriorinnenns (649,635)
Statutory— ’
Financial Administration Act (5.B.C. 1981, chap. 15, sec, 22(1)) — net of
recoveries
—Employment INitiatives PrOJECTS .......uvvveiereeirneeriorinssemnenseesessessessensees
Special Accounts—
Home Conversion and Leasehold Loan Act (R.5.B.C. 1979, chap. 170,
sec. 17(1)) and Home Purchase Assistance Act (R.5.B.C. 1979, chap.
172,sec. 21 (1))
—Provincial HomeAcquisition..................................................: ........ 5,200,000 4,173,817 9,373,817 9,373,817

12,973,085

2,720

11,932,450
10

1,393,670,466 50,324,182 1,443,994,648 1,432,059,468

11,935,180

4%
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Ministry of Solicitor General
Statutory—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Attorney General (Vote 15).....cccoeeceunnne
Supplement—Special Warmant NO. 9......cc.covrverereenieneieeeee e

—Transfer from the Ministry of Finance and Corporate Relations (Vote 38).

—Transfer from the Ministry of Attorney General (Vote 16} .........ccecveens
—Transfer from the Ministry of Attorney General (Vote 18) .......cccveevennee
Supplement—Special Warrant No. 10
—Transfer from the Ministry of Transportation and Highways (Vote 68)...
—Transfer to the Ministry of Attorney General.........cccovvvverernienecannn
—Transfer from the Ministry of Transportation and Highways (Vote 69)...
—Transfer from the Ministry of Transportation and Highways (Vote 70)...
—Transfer to the Ministry of Attorney General .....c.coccoeevenireecvnecnncnc.
Police Act{(R.S.B.C. 1979, chap. 331, sec. 7(4))
—Video Camera USe STUY.......cevriererierieeeriecreeentaeneeeeaeacseaeseesnsesene
Inquiry Act (R.5.B.C. 1979, chap. 198, sec. 18)
—Vancouver PoliICE INCQUITY ....oeeeeieriereieiereeeee et essese e
Flood Relief Act (R.S.B.C. 1979, chap. 138, sec. 2)
—Pemberton FIood ......c..coiiiii e
—North-East B.C. Flood....
—North-West B.C. Flood........
Financial Administration Act (5.B.C. 1981,chap. 15, sec. 22(1)) — net of
recoveries
—Employee Secondment to Federal Government ........ccccceeveevnnenvvnnenee
Special Accounts—
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer from the Ministry of Attorney General—Corrections Work
PrOGram .ooocoviieie e e
Correction Act{R.S.B.C. 1979, chap. 70, sec. 16.2(3))
—Corrections WOrk PrOSram ........cueeveecceereereeennvienseseeeeneceseenenne

Ministry of Tourism and Provincial Secretary

65 MINISIEE'S OFfiCE cvuverreeereieieereererenertsseses et esessreesesseressses s ssssesssesessssensenes
66 MInistry OPerations .......cvceeeiiutireriinniisietsi st
Statutory—-

Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of International Business and Immigration....
—Transfer to the Ministry of Regional Development ...............c..coouee.
—Transfer to the Ministry of Municipal Affairs, Recreation and Culture

Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer from the Ministry of Government Management Services
(VOTE 57) ettt st e

—Transfer from the Office of the Premier (VOte 4) ......ccccevvevvnieneninnnnnne

122,814,638
415,000
275,569 123,505,207 123,321,250 183,957
2,403,500 2,403,500 495,901 1,907,599
130,578,919
1,993,000 132,571,919 132,206,827 365,092
1,670,109
(196,794) 1,473,315 1,473,315
720,362 720,362 720,362
41,420,822
43,710) 41,377,112 41,238,916 138,196
40,543 40,543 40,543
80,077 80,077 80,077
362,253 362,253 362,253
854,287 854,287 854,287
1,161,582 1,161,582 1,161,582
-
200,000
222,426 422,426 422,426
304,972,583 304,972,583 302,377,739 2,594,844
243,459 243,459 229,415 14,044
45,672,508
(1,029,106)
(651,350)
(27,479,826) 16,512,226 16,258,662 253,564
12,464,232 12,464,232 12,443,994 20,238
3,628,616
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GENERAL FUND
STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Total Appropriations

Estimated for the
Vote 12 Months Ending Other Actual NetUnder
No. Description March 31, 1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $
—Transfer to the Office Of the Premier..........vcvceviinieeireninecneeneneccens (300,000) 3,328,616 3,280,913 47,703
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—EXPO 86 it e
—Academic INitiatives Program.........c.ccoeerecrenieseenencnmennneneeininens
—Canadian Broadcasting Corporation—Records..
—Canada’s West....
—WOrld Travel Mart........ccovvvermirecceniiinniecssieenescceesereseesneessenesessveeens
Police Act(R.S.B.C. 1979, chap. 331, sec. 44)
—FUllerton INQUILY ...ccveveree ettt 4,523 4,523 4,523
Elections Act (R.S.B.C. 1979, chap. 103, sec. 191(1 ))1
—By-election Boundary Similkameen.........coccveerereeeneneccccncnnnsnnnnnnnes 289,558 289,558 289,558
—By-election Alberni........ccovcernnnene. 329,212 329,212 329,212
—By-election NANAIMO ......o.cveeveeeisii s s ssessssssssssesssasssseeas 204,416 204,416 204,416 ¢
—By-election Vancouver Point Grey ..., 595,288 595,288 595,288
—Electoral Boundary Redistribution 173,131 173,131 173,131
—Enumeration 1989 ........ 255,866 255,866 255,866
—Election Act—General 289,326 289,326 289,326
Inquiry Act (R.S.B.C. 1979, chap. 198, sec. 18)'
—Royal Commission on Coquihalla Highway Costs......cccceeerevereriiiiins 10,978 10,978 10,978
—Royal Commission on Qakalla Prison........ccceveecnenrinenmniennnneinnns 132,864 132,864 132,864
—Royal Commission on EJUCAtioN ....c.ccvcieerrnnciinerisnimennieineees 1,171,608 1,171,608 1,171,608
—Royal Commission on Station Square—Burnaby 221,338 221,338 221,338
—Roval Commission on Electoral Boundaries....... 600,123 600,123 600,123
—~Royal Commission on Social HoUSING .....ccvveeverrervrenirmimeecerieisienneininnas 418 418 418
Special Accounts—
Special Accounts Appropriation and Control Act(5.B.C. 1988, chap. 26, sec. 3)
—British Columbia Cultural FUnd..........coceevenenivevercnnneneceeeee 1,600,000
Constitution Act(R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Municipal Affairs, Recreation and
CUUTE oot tete e e s eeeeessbesrrssserbbesaesessersrnnanasesens (1,600,000)
Special Accounts Appropriation and Control Act(S.B.C. 1988, chap. 26, sec. 3)
—Physical Fitness and Amateur Sports Fund...........ccoccniiniiiinninnns 1,650,000

Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Municipal Affairs, Recreation and
CUIEUIE Lottt et enee et e ne s ae s (1,650,000)
Special Appropriations Act(S.B.C. 1982, chap. 40, sec. 7(1))

YEY
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—Provincial Computerization of Libraries ........cccccveecvcrennneenienennenn.
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)

—Transfer to the Ministry of Municipal Affairs, Recreation and

CUIUT® ettt s rs st e s e e e ea e e sane e erassbbas sannsnesvasesennn

Ministry of Transportation and Highways

67 MiInIStEr'S OffiCe .ottt et et
68  Administration and SUPPOIt SEIVICES ...c.covvirvvrreecreenrereriaeniiaosecesrrenseseesenas
Statutory—

Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Municipal Affairs, Recreation and Culture
—Transfer to the Ministry of Native Affairs.....c.coevevcnecveriennenrenrinnnes
—Transfer to the Ministry of Solicitor General .........cvvceceneenniencenencne.
69  Highway Operations DEPAMMENt .......ccccouuiereseveietsisressessserrssasscassssassnes
Statutory—
Constitution Act {R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Municipal Affairs, Recreation and Culture
—Transfer to the Ministry of Solicitor General .........ccccociiiincinnne.
70 Motor Vehicle Department .........ovvieinicinceccniiiiniincieemececncnnseneesresnesnesones
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14}
—Transfer to the Ministry of Solicitor General .........coecioicinncnnicenne.
71 Nechako Development REGION ........ivvvevereveimnininiiniecceieccrceceieecssnese s
Statutory—
Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Native Affairs.....c.coueeeeieneniiiniincieccccncns
Statutory—
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 22(1)) — net of
recoveries
—Employee Secondment to Federal Government ........c.ocovvevviveneveneneenns
Special Accounts—
Special Appropriations Act(S.B.C. 1982, chap. 40, sec. 7(1))
—First Citizens’ FUNG ......coeiviiiiecnieiieiincccieeeneceenaesconisssnssnssons
Constitution Act (R.5.B.C. 1979, chap. 62, secs. 13 and 14)
—Transfer to the Ministry of Native Affairs.........ccoooeeeeccreennerenne

Other Appropriations

72 Management of the Public Debt (Ministry of Finance and Corporate
REIATIONS) c.vveuieieeeeitee et eeese s et sessess ettt m b e messsaesmemnas

Statutory—
Financial Administration Act(S.B.C. 1981, chap. 15, seC. 53).cccvvveecvirnnnes
73 Contingencies (All Ministries) (Ministry of Finance and Corporate
RBIAIOMS) e eeeerveiree e ettteeeeeeeeesteeteeeeemeeeneveeeeasssesssesssesesssssenersssnssssssssssssmennen
74  New Programs............... femeeieeereecresrresssssresssssssrssIriatisaetesestraravarsr tnettnnnn e rnns

261,000

(261,000
49,426,967  (12,599,785) 36,827,182 36,491,633 335,549
280,361 280,361 246,719 33,642
97,125,770

(7,000)

{1,107,224)

(1,670,109) 94,341,437 94,332,362 9,075
590,355,241

(1,745,504)

© (720,362) 587,889,375 558,177,982 29,711,393
41,420,822

(41,420,822)
576,987

(576,987)
1,550,000

- (1,550,000)
731,309,181  (48,798,008) 682,511,173 652,757,063 29,754,110
605,000,000

6,929,875 611,929,875 611,929,875
50,000,000 50,000,000 22,018,857 27,981,143
90,000,000 90,000,000 60,795,285 29,204,715
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GENERAL FUND

STATEMENT OF COMPARISON OF ESTIMATED APPROPRIATIONS TO ACTUAL EXPENDITURES
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

Estimated for the

Total Appropriations

Vote 12 Months Ending Other Actual Net Under
No. Description March 31, 1989 Authorizations Total Expenditure Expenditure
$ $ $ $ $
Statutory—
Financial Administration Act (5.B.C. 1981, chap. 15, sec. 14)
—Valuation Allowance—B.C. Ferry Corporation ........coeeeeoeeeerecseeneneene 6,851,184 6,851,184 6,851,184
—Valuation Allowance—B.C. Steamship (1975) Ltd «..corvvrveerecerecereerecns 8,278,309 8,278,309 8,278,309
—Valuation Allowance—B.C. Pavilion Corporation ......c.....ccccoeevvennneene. 7,272,067 7,272,067 7,272,067
Special Accounts—
Ministry of Lands, Parks and Housing Act(R.S.B.C. 1979, chap. 277, sec.
7(2)
—CrOWN LaNGd ..ottt e e ae e aae s e raae e e sennnas 20,000,000 8,164,862 28,164,862 28,164,862
Lottery Act (R.S.B.C. 1979, chap. 249, secs. 6 and 7)
——LOHErY FUNd ....c.oiieiiriereeet ettt sttt a e e 80,470,000 83,887,198 164,357,198 164,357,198
845,470,000 121,383,495 966,853,495 909,667,637 57,185,858
Total General Fund Expenditure 1989 11,835,000,000 331,193,150 12,166,193,150 11,892,010,418 274,182,732
Summary
Voted EXPenditure .oveeeeveeeenviriirircerienienee et et eb e 11,624,774,000 (1,016,160) 11,623,757,840 11,453,830,374 169,927,466
Statutory—
SPECial ACCOUNTS ..ottt 489,366,000 751,555,677 1,240,921,677 1,168,210,981 72,710,696
SpeCial WarTants........ceceeerieeieeei ettt e resssna e ara s 159,982,000 159,982,000 128,667,859 31,314,141
VariOUS ACES 1vveeererieeeieereeiineeertreeseeesssaessresseesnresssneseeeeessmassssssssaas 60,571,693 60,571,693 53,641,818 6,929,875
Less Inter-AcCoUNt TrANSTETS «.ve.veveeeiceeeeeeteee ettt et e esaee e (279,140,000) (639,900,060) (919,040,060) (912,340,614) (6,699,446)
Total General Fund Expenditure 11,835,000,000 331,193,150 12,166,193,150 11,892,010,418 274,182,732
Total General Fund Expenditure 1988> 11,090,484,296 199,022,164 11,289,506,460 11,031,417,763 258,088,697

IStatutory accounts which have been transferred under the Constitution Act (R.S.B.C. 1979, chap. 62, secs. 13 and 14)
2 Prior year estimates and expenditure comparisons have been restated to increase gross spending for Medical Services Plan purposes by $421,154,000 and to exclude Non-residential School Tax

recoveries of $449,330,296 in accordance with 1988/89 format (Note 20).
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PUBLIC ACCOUNTS 1988/89

GENERAL FUND STATEMENT OF GUARANTEED DEBT

AS AT MARCH 31, 1989

A37

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.

Municipalities and other local governments—
(1) Guarantees authorized pursuant to the Municipalities Assistance ACt, $€C. 3 c..oeevecervieennnn..
(2) Guarantees authorized pursuant to the Municipal Act, sec. 854 —
DEDBNTUIES ..ottt ceee et et s ses s e e s et em e s et e e s e s e nressaesen

Subtotal, municipalities and other local governments

Government services—
(3) Guarantees authorized pursuant to the British Columbia Buildings Corporation Act, sec. 13'—
DIEDENIUTES ...ttt ettt erteeterestess e e e se s ersa st abessas e ssetesbessessasesesesessessesensssesseneas
IMOTEBABE ..ottt et b e ent e st ae e et s E s e e beee st e e s et e eentre e sereean
(4) Guarantees authorized pursuant to the System Act, sec. 20" —
DIEDENIUIES ... vcee ettt ettt ettt et st st e s e s e sae e b avaaseereesbessaensestereenns

Subtotal, OVErMMENT SEIVICES .....veueiteeeeriririerieeeteieessetaessiareesessessesessessessessessrresees

Health and education® —
(5) Guarantees authorized pursuant to the Fducational institution Capital Finance Act, sec. 9' —

Debentures
(6) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
Student aid 10ans .....ccoeeveeeecniennes etteeerrteanreereeareeirea et taeateeieabeseernre st s tonernenenntasins
SCIENCE WOTIH .ottt sve et b e et e eab et seebaensesbesbeeneannsersarnen
Simon Fraser University— DEDENLUIES ........ccvveeieeieriereeiieeees e eeve e ave s
(7) Guarantees authorized pursuant to the Hospital District Finance Act, sec. 9! —
DIEBENTUIES ...ttt ettt ettt ettt e e teeeats s r b e eresreneesbasaeenresernaaseas
(8) Guarantees authorized pursuant to the School District Capital Finance Act, sec. 9! __
DIEDENTUIES ..ttt erte ettt ere e beers e teeetr s st s ae e nnenessseenessnesastas
Subtotal, health and EAUCATION ...c..ooovveeeeeiiste et et eeee e et v eeeeeeeeeeaeeeanneeae
Economic development—
(9) Guarantees authorized pursuant to the Agricultural Credit ACt, S€C. 3 .c..voiveeeeeeeeeiicreecninn,

(10) Guarantees authorized pursuant to the British Columbia Enterprise Corporation Act, sec. 6' ...
{11) Guarantees authorized pursuant to the British Columbia Railway Finance Act, sec. 10" —
CaAPIAL IEASES......r e sttt ettt ettt e bt sreere et e s besaeeaeesteresbeereensenn
1st preferred shares — BC Rail Ltd
(12) Guarantees authorized pursuant to the British Columbia Transit Act, sec. 22" —
BONAS aNd AEDENTUIES -....c.vevreeecriiieie ettt re et et ete st re s seseens e eneeeneens
CaAPital IEASES ... ettt et sttt r s et e et s b ernene
(13) Guarantees authorized pursuant to the Farm Product Industry Act, S€C. 2 ....cveeuveverevevenne.
(14) Guarantees authorized pursuant to the Ferry Corporation Act, sec. 1 8!l —

Capital |EASES. ...ceiir ittt e enennbesrsrene
(15) Guarantees authorized pursuant to the Financial Administration Act, sec. 56 —
Vancouver Symphony OFChestra........cvvevererriiieneereereisie e ese e s esere e
East Chilliwack Co-op............
Kootenay Tractor and Supply Ltd...
Regional Seed Capital Program ......c..ccccvcviivvvreeeererinrsreresesinseniens .
INOVA LUMBET COMPANY ..venieetriiiiniieieeieeieireieereses e reeereeseeste s b e easeetentesseesseneeneeenns

In Thousands
1989 1988
Net Net
Outstanding? OQutstanding®®
$ $
772 1,202
8,982 10,685
9,754 11,887
211,004 233,079
2,260 2,296
20,820 21,890
234,084 257,265
360,968 342,570
62,042 38,055
5,250
3,564 3,638
730,305 700,659
808,690 825,863
1,970,819 1,910,785
1,617 1,872
38,579 78,305
23,792 24,364
200,000 200,000
48,288 50,312
215,450 219,972
1,750 1,750
29,771 35,978
45,438 41,627
750
2,000
300
754
835




A38 PROVINCE OF BRITISH COLUMBiA

GENERAL FUND STATEMENT OF GUARANTEED DEBT
AS AT MARCH 31, 1989 — Continued

(16} Indemnities authorized pursuant to the Financial Administration Act, sec. 56 —
The Terry Fox Medical Research Foundation, efal ........cccevvonrureicevenicriesccrecncrnnnnn. 8,000
MO ENErgY LIMIEd ..eeeriiiiiiieecc it ettt see et ssaeneses it s saens 25,000
(17) Guarantees authorized pursuant to the Housing and Employment Development Financing
_Act, secs. 5 and 6 —

BoNds and debentures ..........cocueveviiiiiiiiereec et see ettt sera s e st aeean 889 1,219
Subtotal, economic developmEnt .........coovcievriiiiiiiereecre e st 609,463 689,149
Utilities —
(18) Guarantees authorized pursuant to the Hydro and Power Authority Act, sec. 44178 —
BOnds and AeBEntUres .....voocueeiieeeiiiiveceerreeestie e ceee e ettt e erreassascssssessesseeessessabaeennnnes 4,712,366 6,465,112
(19) Guarantees Authorized pursuant to the Financial Administration Act, sec. 56 —
Exchangeable Bonds, B.C. Gas......cuuveeeccrerrerireesnensesseresesssesansessesseessessessnssessannnes 150,000
Subtotal, utilities 4,862,366 6,465,112
Grand total, all guaranteed debt .....co.coveiiiiieereccr e ’ 7,686,486 9,334,198
Less: Amounts included above held by General FUND? oo (8,572) (8,143)
Net total, all guaranteed debt .......ccceeeviiniivnicccnii et rreaes 7,677,914 9,326,055

! 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 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 translated into Canadian dollars at the rate of exchange prevailing at the
fiscal year-end.

® As a result of Government financing and investment policies, $2.2 billion of guaranteed debt is held by Trust Funds actively managed by the Government.

* The Government is directly responsible for paying 57.78% to 100% of debt service costs for health and education debt through various grant formulas. In
1988/89 the contributions totalled approximately $315 million or 77.98% of debt service costs.

% Net outstanding guaranteed debt excludes accrued interest. (Introduction — 1989 Changes in Accounting Policy).

5 Guaranteed debt for British Columbia Hydro and Power Authority for 1987/88 has been restated to correct an overstatement of $120 million.




PUBLIC ACCOUNTS 1988/89 A39

GENERAL FUND STATEMENT OF INFORMATION
REQUIRED UNDER SECTION 8 (2) (b) (iii) OF THE FINANCIAL ADMINISTRATION ACT
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

In Thousands
= Assets &
Money Uncollectible Debts and Remissions
Minlstry of e ade
$ $ $ $

Advanced Education and Job Training......ccccovivneeceniiiiinenenne 312 107
Education ......covccenveeieciinccciceiee 73
Energy, Mines and Petroleum Resources............ 218
State for Cariboo, Responsible for Environment . 142
Finance and Corporate Relations.............cveeeeeee 1,060 6,274
FOrESES coeviiieeeereiiieerieeeeemmmerannnss 265 9,911 106
HEAIEH oot ettt e e en e s e aear e oraean 6,979 1,714
Municipal Affairs, Recreation and CURUIe ...cccececinrevincvcenccinnnnennn. 26 336
Regional Development and Ministry of State for Mainland/Southwest. 1,902
Social Services and Housing...... . e - 77
Transportation and Highways........ccceeereveeiverineneerrnneneseseesenens 33 25

Total 1989 8,890 18,662 2,008

Total 1988 16,181 21,805 50 264

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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PUBLIC ACCOUNTS 1988/89

8 Bastion Square

Legislative Assembly AUDITOR GENERAL Victoria
Province of British Columbia 5333? )&olumbia

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 Consolidated Revenue Fund of
the Government of the Province of British Columbia as at March 31, 1989, and the
related statements of revenue and expenditure and changes in cash and tcmporary
investments for the year then ended. My e¢xamination 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
Consolidated Revenue Fund as at March 31, 1989 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, after giving retroactive effect to the changes explained in the 1989
Changes in Accounting Policy section of the Introduction to the 1988/89 Public
Accounts, on a basis consistent with that of the preceding year.

As described in note 1(a), these financial statements reflect only the transactions
and balances of the Consolidated Revenue Fund, which consists of the General
Fund, the Budget Stabilization Fund and the Privatization Benefits Fund. Other
significant financial activities of the Government occur outside this reporting
entity. These additional activities are reflected in the consolidated financial
statements (section C of the Public Accounts), which are the summary financial
statements of the Government, consolidating the transactions and balances of the
General and Special Funds with those of certain Crown corporations and agencies
to provide an accounting of substantially the full nature and extent of the
financial affairs and resources for which the Government is responsible.

=

George L. Morfitt, F.C.A.
Auditor General

Victoria, British Columbia
August 31, 1989
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PUBLIC ACCOUNTS 1988/89
COMBINED BALANCE SHEET
AS AT MARCH 31, 1989
In Thousands *
Note 1989 1988
ASSETS $ $
Cash and temporary INVESIMENTS ..........ciiiiiiiieiieiinr e eteee st ssaa e eesee e st esbnesatesbeaenneesbesres 2 978,276 116,351
ACCOUNTS FECEIVADIE ...ttt e st sss et s e e e eaanaeeessssbbaeeaseesanrs 3 934,706 811,647
I B OTIES ettt veeeeeeeeeeeeisettritat e eesaettteretteeseaasaeseeestsasrassassaassssasansnerastttbbanaassansessstsssnnnsannaes 4 126,450 118,786
Investments in and amounts due from Crown corporations and agencies ........oceecvvececerireeseeneennn. 5. 604,181 1,004,058
‘Loans, advances and Other INVESHITIENTS ..covcvvviiiivireie s ireeeeeeeeeiartts s eserrereeessbrteseeseenstessseasersesses 6 294,028 163,027
MOrtBAgES rECRIVADIE ...oiiiiiiiiciie et e s e 7 417,680 322,719
FISCAl ABENCY [0ANS...cevereicirieriestet ettt eae st seese e e besae et ssaaaseaas e b e raeneenas 8 3,811,274 2,623,218
HNEE @SSEES vereeervriivereeseeieetreitreeesreeeassseessesesessessisseensssenasteseseserassesassesensssssesstssssassnnssnsonstens 9 30,427 166,687
7,197,022 5,326,493
LIABILITIES AND NET EQUITY (DEFICIENCY)
Liabilities: :
Accounts payable and accrued Habiliies ........oocooiviiveniceiiiii e 10 1,083,674 992,795
Due to Crown corporations, agencies and funds .... 11 161,538 198,729
DIEIEITEU FEVEIUR «..vvviieeveeeiiee e ettt eeeree sttt e vertarbeeeeesbarssesssesaeetssseessssasess tebreaessassssbstsssssnnnnreess 12 252,776 255,513
Public debt, issued for GOVErNMENT PUIPOSES . ....ev.iiviereerrerrreririersesseeseesiersaseseseeeeseessassassesssens 13 4,919,246 5,016,747
Public debt, to finance Fiscal ABENCY l0ANS....ierieeiiiiirererinrvreeeenserie e ereresee e sseesseseenesens 14 3,813,058 2,623,218
. 10,230,292 9,087,002
INet @QUItY (AEFICIBMCY) .oiecveeciieieeieetie ettt ettt e st staaesn e e e e sbesees e s st e sabeebesesssesaesbaennneens 15 (3,033,270) (3,760,509)
7,197,022 5,326,493
FIXEA ASSEES . veeuereeeeiiiiretieseirerereresitnaerssesesssssastasssssescasesaeassesssteassnnnssensesasssasasssssssressan Introduction
Contingencies and COMMITMENTS .....eccveeeiiireeeieerini et eerertestr s esressaeseecesseessarsaessssrsssoseassesrnnns 17

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:

T et

P. G. HALKETT
Deputy Minister of Finance and Corporate Relations

5= NP

D. B. MARSON
Comptroller General
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B6 PROVINCE OF BRITISH COLUMBIA

COMBINED STATEMENT OF REVENUE AND EXPENDITURE

FOR THE FISCAL YEAR ENDED MARCH 31, 1989

REVENUE

Contributions from Government enterprises.
Contributions from the Federal Government ...

TOMAI FEVENMUE 1. .veeeeeeiiriticceneecetteeseesereeessb e e essaasassreestbeesessassensesssasesasssasersssssnnssnassessrsansnsssnsossessen

EUCALION 1. eeeeeeecciieieeceet et e et e e et ae e e bt eue st e e e e basnesanenbesre st emtaat st e sbesanestrssenreseesseasensensens
Protection of persons and PrOPEMY.......iieriiisiini ettt
T ANSPOTALION .eiiivrereeeeeeccrirerereinree e rcr e et s str it e e se e emar e e s b unbaaeasssrsss s easenrtaesssonnanaaesasssnenessecsnttraesnns
Natural resources and economic development..

General government.
DIEDESEIVICINE 11veceectetieeeeeeee st sees s eb et ssetaess s s esssnes ettt sssensens st rt s s s s ssentessannaensanes

Total expenditure (NOLE T8).......oouieiiiiiiiiiirteettsii ettt emee e s ee st st sse e s sh e s eeeeaee

Net Operating Revenue (Expenditure) for the Year ...

NON-OPERATING TRANSACTIONS
Accounting adjustment for recognition of grants paid for Social Assistance payments (Introduction) ......

Net Revenue (Expenditure) for the Year (NOte 15) ......cccoiviiiiiiniiicniiiicecccrncsccscn e

In Thousands

1989 1988
$ $
6,971,648 6,193,635
1,261,327 1,222,958
1,712,460 1,051,542
439,017 469,795
2,109,881 2,019,931
12,494,333 10,957,861
4,012,227 3,684,084
1,411,132 1,348,804
2,880,584 2,628,234
553,866 508,879
829,150 927,681
866,764 734,840
444,218 406,098
206,952 241,992
530,787 525,277
11,735,680 11,005,889
758,653 (48,028)
(31,414)
727,239 (48,028)

! Debt servicing does not include interest of $348,092,167 (1988 — $248,461,000) on borrowings to finance Fiscal Agency loans as the interest revenue and

expenditure are offsetting.
The accompanying notes and supplementary statements are an integral part of these financial statements.




PUBLIC ACCOUNTS 1988/89 . B7

COMBINED STATEMENT OF CHANGES IN CASH AND TEMPORARY
INVESTMENTS FOR THE FISCAL YEAR ENDED MARCH 31, 1989

In Thousands
1989 1988
$ $
OPERATING TRANSACTIONS
Net operating revenue (expenditure) for the year.................. . 758,653 (48,028)
Non-cash items included in net expenditure .
Accounts receivable (INCreases).......ccoccvevvveevevirccnnnnns (123,060) (22,015)
Accounts payable INCreases ......cvvereiineccencennirnerennas 90,879 96,467
Due to Crown corporations (decreases) ...cooeeveercervennene (37,191) (223,160)
Public debt inCreases ...........ocouvvveveveeeevciieeeeciceveniens 21,251 29,681
Accounting adjustment .....cc.ovuvvvveverercenrneereensaes (31,414) (3)
Loans, advances and equity investment decreases ........ 35,213
Other under $10 Million .......c.ccvevvvevevivieerreeerr e 2,219 (2,155)
(42,103) (121,185)
Cash items applicable to future operations..........ccoeveeeeennn. 124,693 } (26,188)
Cash derived from (used for) operations.....cccoevviivirceeeennnin, 841,243 {195,401)
INVESTMENT TRANSACTIONS

Loans, advances and other investments (issues)... (166,214) (8,383)

Mortgages receivable (ISSUES) ......c..civeveereemeeriirirreeseesecronne (98,572) (23,084)

Divestment of:

Crown COrporations .........ceceveeecernieieerssceniieneneeeeeens 399,877 36,208
Other assets ......cceeueeee. etteeteeseeeasessessstesseestesireeanaaesnaass 125

Cash derived from iNVESIMENLS ....cc.evvveiieiiiceeenerenriisesennas 135,216 4,741

Total financial increases (reQUIrEMENtS) ........cvvveveereererieiereerneraeranns 976,459 (190,660)
FINANCING TRANSACTIONS

Increase in public debtissues .....cccoeeveiiiieeecceniinniereeenn. 1,023,721 602,596

Less:Used for Fiscal Agency loans.........cccccoienvrveneviniinnnn. (1,138,255) (405,463)

Cash derived from (used for) financing......c..cocvvevevveiireennnne (114,534) 197,133
Increase in cash and temporary investments ........cccuveeeerenreirenens 861,925 6,473
Balance — Beginning of Year.......ccccvveiiiereeeseeccccrinrenensensennennnnns 116,351 109,878
BalanCe — ENG OF YET.....couervveerreesreneeeseessesseesssesssessseesesnssesensone 978,276 " 116,351

The accompanying notes and supplementary statements are an integral part of these financial statements.



B8 PROVINCE OF BRITISH COLUMBIA

NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989

1. Significant Accounting Policies

(@) 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 — 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
e Special Funds — amounts set aside from the General Fund by special disposition of the Legislature.

(b) PrINCIPLES 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 AND SPECIFIC POLICIES
The basis of accounting, specific policies and 1989 changes in accounting policy are as stated in the Introduction to the Public Accounts.

2. Cash and Temporary Investments In Thousands
1989 1988
$ $
Cash (cheques issued in excess of funds 0N dePOSIt) «......ovivviiiiicciiiccre e (157,348) (160,497)
Temporary investments
Units in Province of British Columbia Pooled Investment POrtfolios ... e eeeeeeeeereeeerreseseresesesens 1,135,624 223,409
(@12 7=] S OO SO PO UT PR TS PPOT USRIt 53,439
978,276 116,351

! Established pursuant to the Financial Administration Act, section 36 (9) (a).

Other than statutory requirements or administrative policies which specifically provide for the maintenance of separate bank accounts,
the Government’s cash balances and temporary investments are all held in General Fund bank and investment accounts.




PUBLIC ACCOUNTS 1988/89 B9
NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued
3. Accounts Receivable In Thousands
1989 1988
$ $
TAXES FECEIVADIE 11 vttt ettt e e cte s b ee e st aee st e e eesbeaenseesateassennesanntesssneesssneesastessone 513,737 429,616
Local government bodies . 2,728 4,904
Government of Canada............. 91,557 69,034
Ministerial accounts receivable .... 297,775 298,148
Accrued interest........coeovvevereeeen. 81,110 59,745
Crown COrpOrations N ABENCIES .......cceeeeerrrreereeeieetesriirerseseesiatesseseessestessessesnssseessestssseensessesesssesseenes 26,045 20,981
1,Q1 2,952 882,428
Less provision fOr dOUDH UL ACCOUNES ......eccerieeie ettt ettt e ettt bt e s e ee et s s e e eensene s neees (78,246) : (70,781)
934,706 811,647
4. Inventories In Thousands
1989 1988
$ $
Property Under deVElOBMENT .. ..vecvieiciiteeeeterte et e et et te e stesbe s e ate s b e tsessenssateerbesssneerssreas 67,609 53,118
British Columbia Liquor Distribution Branch ... 58,008 58,986
MINISEEIIAL IMVENMTOMIES. .. .eiiviiiitiiie ettt ettt e ee e e e etb s cteeaeeesse et e s sseensseassesttesreaesmeeneeesrsenennaseses 833 6,682
126,450 118,786
5. Investments In and Amounts Due From
Crown Corporations and Agencies n Thousands
1989 1988
Investments Amounts Due Total Total
$ $ $
British Columbia Buildings Corporation ..........cccceeue.. 45,199 45,199 55,758
British Columbia Enterprise Corporation ... 2,041 710 2,751 324,753
British Columbia Ferry Corporation.........co.ccccnmerueenee 6,851
British Columbia Food Exhibitions Ltd." ....................
British Columbia Hydro and Power Authority ......c..ccccccnivieeenccensn. 8,091 8,091 8,087
B. C. Pavilion Corporation ...........c.ceeeeerssrereseseresessessesecseassonnas 155,179 155,179 162,008
British Columbia Petroleum Corporation ......c....ceeeeeerrecreneeceneenan, 40,905 40,905 85,905
British Columbia Railway Company .......ccceeevvccimiecencnniiiiecnsnnnens 257,923 10,000 267,923 278,231
British Columbia Regional Hospital Districts Financing Authority ... 12,000 12,000 12,000
British Columbia School Districts Capital Financing Authority ........ 36,500 36,500 36,500
British Columbia Steamship Company (1975) Ltd."................
Discovery Enterprises INC ........oovcevereevennnnnns 10,176 10,176 7,032
Housing Corporation of British Columbia’ ...
Pacific Coach Lines LIMIted” . ....owevirrevereeemeerretssreeseesereeersnenns
Provincial Rental Housing Corporation 634 22,901 23,535 25,011
Workers’ Compensation Board of British Columbia 1,922 1,922 1,922
415,777 188,404 604,181 1,004,058

" The Province’s investment is less than one thousand dollars for each of these corporations.



B10 PROVINCE OF BRITISH COLUMBIA

NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — 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 corparations 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) BRrimisH 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.

() Paciric CoAcH LINES LimMITED (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 remamlng real estate assets. The Ministry of Municipal Affairs assumed
responsibility for this Company effective September 1986.

(d) BrimisH CoLumsia ENTERPRISE CORPORATION (THE CORPORATION)
During the year, upon instructions from the Government, the Corporation transferred certain assets and liabilities to the Province of British
Columbia. These transfers were charged against the Province’s investment in the Corporation. The transferred assets included:
(i) loans made under the Development Corporation Act now in Loans, advances and other investments of the Province (Note 6);
(i) proceeds from the sale agreement for the sale of False Creek Lands (the former Expo 86 site) during the year of $320 million and all
of the Corporation’s related rights, titles and benefits as follows:

* $50 million cash

o $270 million flow of payments to be received between 1995 and 2003. The present value of this has been determined to be $81.9
million, including $6.9 in interest income since the date of the sale, and is secured by a letter of credit.

e the right to receive further payments, referred to in the sale agreement as public participation funding, should future development
of the Lands exceed a certain square footage of buildable floor space. The amount due from future public participation funding has
been estimated to be $111 million, with a March 31, 1989 present value of $20 million. The collection of these payments is secured
in part by a mortgage on certain lands and buildings included in the sale.

The $81.9 million and the $20 million totalling $101.9 million are included in the Mortgages receivable (Note 7).

The government intends to wind-up the operations of this Corporation in the subsequent fiscal year.

6. Loans, Advances and Other [nvestments In Thousands
1989 1988

$ $
Low Interest Loan Agreement Revolving FUNAACE.......vccveoicommveeeeeeccerierreeeneevvseaiscresevnnrans .. 9,070 31,845

Homeowner AssiStanCe ACt.....cueeveeeiiiriireieereeeennnn, . 11,116 17,393
Ministry of Lands, Parks and Housing Act . 4,308 12,467
Industrial Development Incentive Act ... 77,746 40,672
Industrial Development FUNA ACE .........oveeeeeeccmiiireteecerrtireeseestcse e essaestssr s sessescacsnaatesstessesseesessans 27,168 22,932
Crop Insurance StabiliZatIon ACH..........cooveiiviiiiiiiieceinii et e etk 13,700 15,200
Agricultural Land Developmient ACE............c.iiceiciiineesinte sttt ses s ast e a et stsnans 15,199 16,047
DOWNLOWI REVILAIIZATION ACE...eveeeiiiiiiieeecerieeeteesisieee e e iresesnsesssteesrsnessssasssstassasasnssnstsessnsssesssesssssssnnne 15,274 17,568
Development Corporation Act (Note 5(d)). 144,287
(@331 U OO TR TR O PRSTUURN 42,987 20,518
360,855 194,642
L ess provision for doubtful ACCOUNTS .......cocciiiiiiiii ettt bttt (66,827) (31,615)

294,028 163,027




PUBLIC ACCOUNTS 1988/89

NOTES TO COMBINED FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

7. Mortgages Receivahle

Crown Land — Pursuant to the Ministry of Lands, Parks and HOUSING ACE .........ccvrvvomnenecnmnnecnrinanne
False Creek Land Sale (Note 5(d))
NOE FECRIVADIE ...ttt et sttt bt s a e sme s aaaeesd rerraeeeaeeaeeans
Public participation funding aBreement .......c.ooveeeeeiiiiiiinieee e inreeertee et e et enesaena s
Provincial Home Acquisition — Pursuant to the Provincial Home Acquisition Act, Home Purchase
Assistance Act, and the Home Conversion and Leasehold Loan ACt........cc.eccvevviienieeceesiecierieenreseensnans

8. Fiscal Agency Loans

British Columbia AsSeSSMENE AULNOIILY «..o.ceiveririerreerceciieertertestase s eeseeseetestes e seessnsesresressessunnsessnane
British Columbia Buildings COrPOration .......ccuiiiuieeiieeeciiniiresree e et ssteessresiees e ssssssresssesssessasseseensenas
British Columbia Educational Institutions Capital Financing AUtROTILY .....ceceemeecveriiiirecreeccinrereereeneeas
British Columbia Enterprise COrporation. ... ceeniiiimmecencnnes .
British Columbia Regional Hospital Districts Financing AUthOFItY ......ccc.ccciiimerirncnrinnecsensennsesrennes
British Columbia Hydro and POWEr AUthOTItY .......c.ocvirrererriinriirenetiincnrcsnsss e sereeeeee s nseesens
British Columbia Railway COMPANY ......ccciiiiiniiirciii ittt seeecess st esbireens
British Columbia Steamship Company (1975) Ltd ..c.ccoccvrveeerereeieinereeseeennanis ettt e e
British Columbia Systems Corporation
British Columbia Transit......c.coevcimriecvrernieiieeneces et ssesesse e s
Capital Project Certificate of Approval Program
CAIDO0O DISITICE «.eeeeenirieiiiinnire sttt b eneetes s et stestesaat e shsbebaestestetesrabasaasasseseestobasensnesasstsioren
Greater Vancouver Sewerage and Drainage District............... PR UUPTORIPTON
Greater Vancouver Water District ........cccoeveeeeennnn.

Improvement Districts...................

Simon Fraser University ... .
ThomMPSON-INICOIA DHSLHCE ... cveveereeeeeiiirtiteert ettt eesa st st e s esestes s abesbesesaensesssresessenaessess
University of British Columbia.......c.eccveccorvvenenveniiiirrcnerrenieee e e e e e en
UNIVEISITY Of VICEOTIA 1eveeeeeneeriiererircniirt e ete s sveseeneesaes e steessnseseesrsetasnesssesesressssnsonanessesensnaneonsens

9. Other Assets

Prepaid Program Costs
Guaranteed Available Income for Need Act (IntrodUCtion}........cccciveveeeieceisreereeeee e
Medical Services Commission of British Columbia (Note 19)
Other ministerial prepayments......
Unamortized issue costs 0f pUBIIC deBt......c.eecvieiiiiiceeeeee ettt

B11
In Thousands
1989 1988
$ $
31,199 31,013
81,908
20,000
303,188 306,376
806 1,140
437,101 338,529
(19,421) (15,810)
417,680 322,719
In Thousands
1989 1988
$ $
4,830 4,331
210,400 154,693
15,932 19,385
88,907
32,743 15,467
2,347,977 1,218,212
73,742 73,939
8,572
19,135 24,570
873,703 835,028
134,797 90,021
472
28,265 29,095
19,883 19,750
1,509 746
725
861
43,860 40,502
2,440
3,811,274 2,623,218
In Thousands
1989 1988
$ $
65,708
37,755
15,124 45,381
15,303 17,843
30,427 166,687




B12 PROVINCE OF BRITISH COLUMBIA

NOTES TO COMBINED FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED MARCH 31, 1989 — Continued

10. Accounts Payable and Accrued Liabilities In Thousands

1989 1988

$ $

Ministry trade accounts and other [iabilities ..o, 760,507 567,936
Accrued interest on publicdebt ................... . 224,775 212,875
Accrued employee leave entitlements 71,982 130,835
FOTESEACE SECHION BB <o eeeeeeeeeeeeeer s eeereereeeseesessee s eeesee et s eseemaeseseseeeeeseseses e s eeesseeeoe et esenseeeeeersesrnos 4,954 49,700
GovernmMEnt OF CANAAR .eec.veeiiiiiieeeiteit ettt et s te s et e eab e sr e e s b s e st et e s neeernasaaesses saessnneaens 21,456 31,449

1,083,674 992,795

! Reduction is primarily due to payout of early retirement incentive plan amounts, including related accrued leave entitlements.
2 Credits issued under Section 88 were discontinued in October 1987.

11. Due to Crown Corporations, Agencies and Funds In Thousands
1989 1988

$ $
TEUSE FUNAS. ettt etreeeee it tete et et sb b e ae e et et e st e ee b e eesbbesmteeabanasesabeemteaseesaresbe et ee bt et aaasaasareesesreneanen 36,445 16,423
British Columbia Colleges and Institutes 12,346 11,923
British Columbia Enterprise Corporation 1,428
British Columbia Housing Management COmMMISSION ........cceiciiiiinieecieiieiie e sec e 3,255 25
LAl SEIVICES SOCIELY - vuv.veueermcmieciiitiseetees e ese et s s et e s b e s eas bbb ses b r b neaens 70
Medical Services Commission of British Columbia.........ccceiciiiiiiincieeiiireereeee e e 100,646 161,105
SIMON Fraser UNIVEISIY .....vovurieiririeirieiei ettt st ebse s 1,860 1,766
University of British Columbia 5,723 4,942
UNIVEISITY OF VICTOTIA . oovieeeececeeriimiiii ittt e st b es et bbb e e s e s nnennesaes 1,193 1,117

161,538 198,729
12. Deferred Revenue In Thousands

1989 1988
) $ $

Motor vehicle licences and permits 64,565 85,322
Water rentals and recording fees.......covvevvvececcinnennnns 62,427 64,127
Petroleum, natural gas and minerals, leases and fees ... e 23,660 23,569
Canada Assistance Plan (INrOQUCTION) ......cooovveivemiiiie et ceererieiie e sreeesstraestessreseeesses s ssassessssesssbsessnnsen 32,839
Medical Services Plan prem