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Project team:
Senior Principal: Keyvan Ahmadi

Geoff Stagg
Jamie Orr

This report is based on the result of audit work done mainly between September 2003 and
August 2004, by 75 staff and contractors of the Office of the Auditor General of British Columbia
and by many private accounting firms, that took part in the audit of the Summary Financial Statements
and in audits of all the government organizations that are included in the government reporting entity.

We received full co-operation in our audit from government’s staff.
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We present here the findings from our audit of the Summary
Financial Statements, and our observations on how the
government is steadily improving its financial reporting.

The last fiscal year was a significant one because, for the first
time, the government published its complete financial plans — not
just those of the ministries and Crown corporations, but also those
of schools, universities, colleges and health care organizations.
These plans are for the current fiscal year, and set the stage for the
March 31, 2005 financial statements, which will report on the
results of the whole of government. I commend the government
for doing this and for other improvements it has continued to
make over the past few years in its financial reporting. In this
report we explain how the government is leading the way towards
having the best summary financial statements in Canada.

Much has been done, but there is still more to be accomplished.
Our recommendations in this report point to several opportunities.
These include addressing specific accounting concerns, such as
how interest expense should be shown in the Statement of
Operations. They also highlight the kind of information that
should be disclosed more fully and more frequently, such as the
risk of inaccuracy associated with uncertain conditions. As well,
we are encouraging the government to provide fuller explanations
of its significant transactions, not just annually in the Public
Accounts, but also in its quarterly reports.

Timely release of the government’s annual Public Accounts,
including the audited Summary Financial Statements, is extremely
important. I am pleased to see that in the last two years the
government has released its financial statements within three
months of the year-end, earlier than ever before. Again, however,
I see room for improvement.

Many large national and international corporations have
managed, for some time now, to release their consolidated audited
financial results within several weeks of their year-end. They do
this by allocating appropriate resources to their financial reporting
function. I think governments should do the same. This will
initially be a challenge, but one I believe the government is up to
meeting.

Wayne Strelioff, FCA
Auditor General



In closing, I wish to thank all those in my Office, and all those
inside and outside government who assisted my Office in our
audit of British Columbia’s Summary Financial Statements.

Wayne K. Strelioff, FCA
Auditor General

Victoria, British Columbia
November 2004
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Why do we write this report?
Our Office plays an important role in enhancing the

provincial government’s accountability and performance. As an
independent office of the Legislature, we report objectively on the
government financial management and administrative practices
and we recommend how these could be improved. However, like
many publicly funded organizations, we have limited resources
with which to provide such assurance. We can therefore examine
only particularly significant matters. Among those are the
Summary Financial Statements of the Government of the Province
of British Columbia (the government’s financial statements), a
major means by which the government accounts for its financial
performance. Auditing these statements each year is a significant
focus of our Office.

We conduct our examination with two goals in mind: first, to
give assurance to the legislators and citizens of the province that
the statements present fairly both the financial position of the
government and the results of its operations; and second, to
comment on the government’s progress in adopting best practices
in financial statement reporting.

We achieved our assurance goal in June 2004 when the
government issued its financial statements. In the short report that
must accompany the government financial statements whenever
they are presented as audited financial statements, we confirmed
that, with two major exceptions, the statements presented the
government’s financial position and operations well. We explained
the exceptions in the reservation paragraph of the report. Our
reservation concerned the incomplete accounting for publicly
controlled schools, universities, colleges and hospitals and the way
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As explained in note 1(c) to these financial statements, the Government’s stated accounting policies contain
exceptions to generally accepted accounting principles (GAAP) for senior governments, as recommended by the
Canadian Institute of Chartered Accountants, related to schools, universities, colleges and institutes, and health care
organizations. Had GAAP been followed as at March 31, 2004, it would be expected that financial assets increase
by $3.7 billion ($3.4 billion at March 31, 2003), liabilities increase by $3.9 billion ($3.7 billion at March 31, 2003),
non - financial assets increase by $4.8 billion ($3.6 billion at March 31, 2003), and the accumulated deficit
decrease by $4.6 billion ($3.3 billion at March 31, 2003). Similarly, for the year ended March 31, 2004, revenues
increase by $2.3 billion ($2.4 billion for 2003), expenses increase by $2.0 billion ($2.2 billion for 2003), and the
annual deficit decrease by $0.3 billion ($0.2 billion for 2003).



capital grants given them are accounted for. These organizations
are collectively referred to as the SUCH sector. The highlighted
extract from our June report (shown here in the sidebar) lists the
substantial dollar effects of excluding these organizations from the
government reporting entity.

We expect this to be the last year the Auditor General
expresses this reservation on the government financial statements,
because the government intends to include the SUCH sector in its
financial reports for the 2004/05 fiscal year. The government has
already demonstrated its commitment to moving fully to GAAP by
including the SUCH sector in its budget tabled in February 2004.

This report summarizes the findings related to our second
goal in examining the Summary Financial Statements — namely, to
inform Members of the Legislative Assembly and the public about
the government’s progress in adopting best practices in financial
accountability. Here we outline government’s accomplishments
last year in improving its financial accounting and reporting
practices; explain improvements-in-progress; state where we stand
on our previous recommendations; explain the need to understand
the level of certainty in financial statements; discuss the quality of
financial information in the Public Accounts that is not audited;
and outline our plan for our annual assessment of the state of
health of the province’s auditing practices to the extent they relate
to public accountability.

How do we know what are best practices?
Because many government transactions are complex, it is

important that the accounting policies chosen to record and report
them are the best ones for making the financial information
understandable and conveying what actually happened. Deciding
which are the best accounting and reporting practices to use
requires significant professional judgement.

According to the Public Sector Accounting Board (PSAB) of
the Canadian Institute of Chartered Accountants (the CICA) those
practices chosen should result in financial statements that:

� provide an accounting of the full nature and extent of the
financial affairs and resources that the government controls,
including those related to the activities of its agencies and
enterprises;
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� describe the government’s financial position in a way that is
useful for evaluating the government’s ability to finance its
activities, meet its liabilities and commitments, and provide
future services;

� describe the changes in the government’s financial position,
showing the sources, allocation and consumption of the
government’s resources, how the government’s activities
affected its net debt, and how the government financed its
activities; and

� demonstrate the accountability of the government for the
resources, obligations and financial affairs for which it is
responsible.

As auditors, we measure against these objectives the
accounting and reporting practices adopted by the government,
and we compare them to GAAP and other standards of the CICA,
and to what our peers across Canada are doing. Considering these
outside sources helps us decide objectively what the best practice
is in each circumstance.

The Government of British Columbia either already follows,
or has committed itself to adopting, most of what makes up best
practice across Canada. For the second consecutive year, for
example, the financial statements were published within three
months of the year-end — a considerable improvement from six
years ago when the financial statements were published almost
eight months after the year-end. We think this is a noteworthy
accomplishment because the Summary Financial Statements are a
central feature of government financial reporting — one of the key
ways for government to tell legislators, policy-makers and the
public how it has administered public financial resources.

How well is the stage set for best financial reporting?
The news for British Columbians about their government’s

financial reporting is good. We are approaching the end of what
has been a long — and, at times, arduous — road to one of our
most important destinations in public financial accountability: a
single and complete set of financial statements of the government.
In February 2004, for the first time in the history of this province,
the government tabled a consolidated plan that includes all of its
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financial operations. In June 2005, the government will report on
its complete financial activities for the 2004/05 fiscal year, relative
to this plan.

Recent events — as described in this report — indicate that
we are approaching this important milestone at full speed.

We commend the government for its resolve in ensuring that
British Columbia’s Public Accounts are the best in Canada.

A great deal of effort is still needed by the government
between now and June 2005 before a complete set of financial
statements is prepared based on the Canadian Generally Accepted
Accounting Principles. Meanwhile, this report presents the results
of our annual monitoring of the government’s progress in
adopting best practices in financial accountability, particularly in
financial statement reporting.

6 Auditor General of British Columbia  | 2004/2005 Report 6: Leading the Way — Adopting Best Practices in Government Financial Reporting 2003/2004

Introduction



The government is responsible for ensuring that its financial
statements properly present the operating results and financial
position of the whole of government. Adopting best practices in
financial accounting and reporting helps the government fulfill
this important responsibility effectively.

During fiscal year 2003/04, the government made a number
of improvements in its financial accounting and reporting
practices. The main ones are outlined below. We consider these to
be positive signs of consistent progress.

The result overall is that the 2003/04 Public Accounts contain
a clearer and more comprehensive analysis of the province’s
finances than has ever been presented before. Events that had a
significant impact on government’s finances are better explained,
and the operations and balances of each important segment of
government’s work are more accurately disclosed.

The government tabled its Budget and Fiscal Plan 2004/05 –
2006/07 in February 2004. The Secretary to Treasury Board
confirmed that the plan meets, and in some cases surpasses, all
disclosure requirements of the Budget Transparency and
Accountability Act. Those requirements referred to in the
Secretary’s confirming results include the adoption of the CICA’s
Generally Accepted Accounting Principles (GAAP) for senior
governments.

On June 29, 2004, the government published the Public
Accounts, including the government financial statements, a debt
report, and the government’s analysis of its financial performance
for the 2003/04 fiscal year. We consider publishing the Public
Accounts within three months after the fiscal year-end a
continuing achievement.

Improving the quality of financial information
Compared with that in prior years, the quality of information

presented in the 2003/04 Public Accounts was improved. One such
improvement is the publication of the government’s first financial
statement discussion and analysis report. It includes an
explanation of budget-to-actual and year-to-year changes in
revenue and expense categories; of financial and non-financial
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assets; and of liabilities, including the provincial debt, its “net
liabilities” and the accumulated deficit.

We praise the government for taking this first important step
towards publishing an annual Public Accounts that could bring the
government’s financial and performance information together into
one clear document. The Auditor General’s assessment of the
province’s financial situation is presented in a separate report
titled Monitoring the Government’s Finances – November 2004.

Improving accounting practices
During the 2003/04 fiscal year, the government paid

particular attention to addressing a number of accounting matters
that needed to be looked at if its financial statements were to meet
all standards of good practice. These issues included the adoption
of more appropriate methods of accounting for federal transfers,
post-retirement liabilities in the health care sector, and schools. We
are particularly pleased with the progress government made in
adopting GAAP for school accounting.

Improving the disclosure of financial impacts of significant events
The content of the government financial statements has also

improved, with government having disclosed the financial impacts
of the significant events that took place in the year, such as
government commitments for the 2010 Winter Olympics,
transferring ferry services to the new BC Ferry Authority, and
selling BC Rail to CN.

Most of the important work the government does — in health
care, education, transportation or protection of our social and
natural environment — falls within defined programs that
continue from one year to the next. Because we live in a
democratic society, the users of these services and others who
benefit directly from them are entitled to provide elected officials
with their views on such services. The Public Accounts provide the
public with the basic information they need to understand what
resources the government spent in delivering services, and to
compare what was actually done to what was originally planned
in a given year. Legislators also use the information to hold the
government to account, notably in budget debates and at other
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opportunities. In short, a well-established system for planning,
performing and accounting exists for ongoing services. To present
a complete financial picture, full explanation and audited
information about one-time, significant events (e.g., the sale of
major assets by the government and the discontinuation of certain
programs) should also be provided separately in government’s
periodical publications.

By presenting audited information about the financial impact
of significant events that took place during that year, the
government financial statements for 2003/04 are valuable in
helping prevent misinformation and misunderstandings. We are
satisfied with the concise audited information provided in the
Summary Financial Statements. However, we believe the
government should report on it more fully in the Management
Discussion and Analysis section. We comment further on these
events later in the report.
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Improvements-in-Progress
Improving government’s accounting and reporting practices

is the result of much work by many people whose aim is to
enhance public accountability and transparency. These people
include the elected and appointed officials of the government, the
Comptroller General, the Auditor General and accounting and
other standard-setting bodies. Sometimes the roles, responsibilities
and relationships between all the players are not clear to the users
of the public financial information. 

Who is responsible for the quality of the Summary Financial
Statements?

Treasury Board, a committee of Cabinet, is responsible for
establishing financial controls, determining the government’s
accounting policies, managing the government’s finances, and
periodically reporting on its performance. The chief accountant of
the government, the Comptroller General, is responsible for
preparing the Summary Financial Statements in accordance with
the accounting policies established by Treasury Board in
conformity with Canadian generally accepted accounting
principles (GAAP). Therefore, the responsibility for the integrity
and objectivity — the “quality” — of the Summary Financial
Statements rests with the government.

Are we responsible for finding errors?
The Auditor General expresses an opinion on whether or not

the Summary Financial Statements fairly present the government’s
financial position and result of operations, but has no direct
responsibility for preparing — or correcting — those statements.
Ideally, our Office’s financial audits should raise no material
concerns, because doing so might indicate poor accounting or
management practices. Nevertheless, in any financial statement
audit it is almost inevitable that we will find something that
concerns us. For example, an inadequate control process,
inaccurate financial records, or poorly presented information
would be errors we would comment on.



What do we do when we find an error?
Our audit processes include discussing matters that concern

us with management and senior staff of the audited organizations.
While we would like to help improve the quality of the statements,
this must not be regarded as the main purpose of our audit. We
don’t expect to find every error and control weakness that exists,
but we do plan our audit work so that we can be confident we will
discover any significant ones. From those we note, we first decide
whether one or more of them (individually or taken together)
could, if not corrected, make the financial statements misleading.
We study the substance of every issue we come across and try to
resolve our concerns by discussing it with officials of the
government. If we cannot resolve those concerns and we believe
the financial statements remain misleading, we then express an
opinion with a reservation. The purpose of the reservation is to
alert users of the financial statements to our conclusions and, when
possible, to provide sufficient information to let users see for
themselves the effect of the error. We also report publicly — as in
this report — on other findings that we believe will assist the
government in continuing to improve the quality of its financial
reporting.

We discussed all our audit concerns with the government.
Some have been satisfactorily resolved, some are in the process
of being resolved and some are still unresolved. Below we
summarize those concerns we believe the government intends
to resolve satisfactorily.

The completeness of the government financial statements
The government financial statements for 2003/04, as in prior

years, include the assets, liabilities, revenues and expenses of all
organizations controlled by the government except for publicly
funded schools, universities, colleges and hospitals (collectively
referred to as the “SUCH” sector). Therefore, the completeness of
the Summary Financial Statements remained our main concern in
2003/04. In the short report he issued in June 2004, the Auditor
General publicly explained the nature of this concern and
provided an overview of what the financial statements would look
like if the matter had been resolved. This “reservation” of opinion
alerts readers of the statements that although everything else is
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well presented, the lack of completeness remains a serious issue.
The short report is reproduced in Appendix C of this report.

Including the SUCH sector organizations in the government
reporting entity considerably affects the story told by the
government financial statements. The short report says that total
expenses shown in the statements would increase by $2 billion if
the SUCH sector were included, but the total increase is the net
result of many changes to the types of expenses. For example, the
billions of dollars currently reported as government grants to
schools, universities, colleges and hospitals would be better
defined in terms of salaries (paid to nursing, teaching and support
staff working in these organizations), other operating costs and
tangible capital assets used in delivering health care and
educational services. Information on the impact of excluding the
SUCH sector has been included with the Public Accounts since
1996/97.

The inclusion of the SUCH sector in government’s financial
reporting would also affect the government’s total surplus/deficit
measure. In 2003/04, for instance, it would reduce the deficit for
the year by over $300 million. Accounting differences are part of
the reason. The other part is that because SUCH sector
organizations are expected to run no deficit, the small surpluses of
the approximately 100 SUCH sector organizations would add up.

Excluding the SUCH sector poses another accounting
problem, but — as explained below — that will be automatically
resolved when the SUCH sector is fully consolidated in the
Summary Financial Statements.

The deferral of capital grants 
Governments grant millions of dollars each year to health

and educational institutions. Some of these monies are for buying,
or building, tangible capital assets, and they are often referred to
as capital grants.

Like money transferring between two departments of a
company, grants made by a ministry to a government organization
represent movement of money within the government reporting
entity. However, as explained above, the government does not
include publicly controlled schools, universities, colleges and
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hospitals in its Summary Financial Statements. It therefore
accounts for grants made from its Consolidated Revenue Fund to
these organizations as if they were transfers of funds to outside
organizations. When such transfers are for capital acquisitions, the
government defers expensing the grants by describing them as
“prepaid capital advances,” records them as assets on its balance
sheet, and amortizes them over the lifespan of the acquired
tangible capital assets.

What is the government doing about the completeness of the financial
statements and the deferral of capital grants? 

We are very pleased that the 2003/04 Summary Financial
Statements will be the last statements prepared by the government
of British Columbia that do not fully follow Canadian generally
accepted accounting principles (GAAP). The full adoption of
GAAP in 2004/05 is the result of a lot of hard work by government
ministries, central agencies, Crown corporations and other
government organizations to ensure that all the necessary
information is available, and more importantly that all government
organizations are themselves following GAAP in their accounting.
We are expecting a full and fair accounting of the SUCH sector to
be included in the Summary Financial Statements for the 2004/05
fiscal year. At that point we will consider the completeness issue
related to the inclusion of schools, universities, colleges and
hospitals to be resolved.

The combination of excluding the SUCH sector and deferring
capital grants made to SUCH sector organizations has resulted in
very complex financial reporting. All capital grants recorded as
prepaid capital advances will — as they should — be treated as
internal transfers of funds within the government once the SUCH
sector is fully consolidated in the government financial statements.
The result will be clearer and more understandable financial
statements.
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What other significant changes do we expect in next year’s statements? 
Accounting based on GAAP will require a few other

important changes in the government financial statements. Some
100 new organizations will be added to the government reporting
entity, and a few accounting practices will have to be adjusted.
These are discussed below.

Prepaid capital advances
A significant asset on the 2003/04 Statement of Financial

Position — at just over $7 billion — represent grants to SUCH
sector organizations to acquire capital assets, usually buildings and
major equipment. Once the SUCH sector is consolidated in the
Summary Financial Statements, these prepaid capital costs will be
replaced by the book value of the tangible capital assets they
represent. 

Provincial debt
“Sinking fund” is the name given to investments separately

held for the purpose of paying off long-term debt. In its Statement
of Financial Position, the government currently shows the
provincial debt net of the related sinking funds. Full information
on debt, including investment assets kept in sinking funds at
March 31, 2004 of almost $4 billion, is disclosed in the notes to the
financial statements.

Under GAAP, however, the debt and the sinking fund
investments should be shown separately on the Statement of
Financial Position.

In 2004/05 the government will show the full amount of its
debt and sinking fund investments on its Statement of Financial
Position.

Budget-to-actual comparison
An important piece of information that makes financial

reporting more meaningful is the comparison of the operating
budget information with the actual results. This is another area
where the government has put in a lot of hard work in preparation
for the move to full use of GAAP. The financial statements have
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presented budget figures for the past few years, but the 2004/05
financial statements will present, for the first time, budget figures
for the whole provincial government operation, including school
districts, universities, colleges and institutes, and health authorities
and hospital societies.

We are generally pleased with the government’s focus on
improving its financial accounting and reporting practices, and we
look forward to working again with the government to further
improve the presentation of the 2004/05 fiscal year’s Public
Accounts.

In the next section of the report, we describe the matters that
still concern us about government’s financial accountability, and
offer recommendations for resolving those concerns.
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Full and transparent reporting of government’s financial
operation should not be confined to the structured framework of
the government financial statements. Other publications (e.g. the
annual and quarterly reports) also afford the government
opportunity for open and clear explanation of significant
measures, trends, transactions and expected events. Publishing
such information regularly raises public trust and confidence in
government.

In this section of the report, we first look at the status of our
prior years’ recommendations, and then discuss new opportunities
for better public accountability.

Most previous recommendations have been implemented 
The recommendations we made to the government in the last

two years and the status of their implementation are reported here.

Recommendation 

That the Ministry of Education complete its review of
school district accounting and reporting issues by the end of
the 2002/2003 school year

Status

The Ministry of Education has completed its review. School
districts in British Columbia adopted generally accepted
accounting principles (GAAP) effective July 1, 2004, which is the
start of their fiscal year.

Recommendation 

That the government be consistent in how it allocates
interest expense to appropriate functions.

Status 

This recommendation has not been implemented. The
government, in its 2003/04 Summary Financial Statements still did
not consistently allocate interest expense to all functions. We have
repeated our recommendation this year, and it is discussed further
below.
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Recommendation 

That the government annually provide, in the Summary
Financial Statements, complete segmented financial
information.

Status

The government has significantly improved the presentation
of its sectoral financial information. We are expecting further
improvement to follow when the SUCH sector is included in the
government reporting entity in 2004/05.

Recommendation 

That the government consider the possibility of obtaining
assurance on an interim financial statement of school districts
as at March 31 each year, for inclusion in the Summary
Financial Statements.

Status

The government has decided to prepare a consolidated
statement of the financial position of the districts and the results of
their operations as at March 31 of each year, for inclusion in the
government’s Summary Financial Statements. The statement will
be prepared from information provided by the school districts as
at that date. Assurance on this consolidated financial statement
will be provided by our Office.

Recommendation

That, to the extent practical, the government adopt new
CICA recommendations before their formal effective date.

Status

The government is committed to following GAAP and
adopting new recommendations of the Canadian Institute of
Chartered Accountants (CICA). However, it has stated that early
implementation of new recommendations is not always practical
or, in its view, advisable.
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Recommendation

That the government record the BC Forestry Revitalization
Trust account (and any similar self-established trust accounts)
as part of its restricted assets and continue to show its
liabilities in the Summary Financial Statements until those
liabilities are discharged in substance.

Status

The government disagrees with our characterization of the
Forestry Revitalization Trust (FRT) and does not record the FRT’s
assets and liabilities in the Summary Financial Statements.
However, the CICA has recently provided new accounting
guidelines on the consolidation of “variable interest entities.”
These entities are subject to control in ways other than through the
ownership of voting shares. Given the new guidelines, we will be
revisiting the examination of the Forestry Revitalization Trust and
other similar organizations to ensure the completeness of the
Summary Financial Statements.

Recommendation

That the government improve its record-keeping process
to provide clear and sufficient support for all revisions and
restatements of the original Estimates presented in the note to
the Summary Financial Statements.

Status

This year there were no revisions or restatements between the
original Estimates and those presented in the Summary Financial
Statements.

Recommendation

That the government obtain an actuarial valuation so that
an expense for the retirement allowance can be recorded for
each year that an employee works.

Status 

An actuarial valuation was obtained and the retirement
allowance is now recorded completely.
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There are several accounting practices we do not support
In 2003/04, the government accounted for a few transactions

in ways we do not consider good practice. These are:

� disclosure of interest expense on debt

� prepayment of Small Community Protection Grants

� defeased debt

In total, the results do not cause a material distortion of the
2003/04 financial statements. However, we believe it is important
that they be corrected. We explain them further below.

Disclosure of interest expense on debt
Interest expense on debt is not disclosed consistently. On the

statement of operations, part of the cost of borrowing is disclosed
as interest expense and part (as shown in note 29 of the Summary
Financial Statements) is combined with the health, education and
transportation costs.

The cost of borrowing can be disclosed in one of two ways: to
show it as an overall cost to the government, or to allocate the cost
of borrowing as part of what is spent on health, education,
transportation and so on. The government’s current disclosure is
neither completely one nor the other. We have recommended
previously that interest expense be accounted for consistently. The
government has not yet acted on this, so we reiterate our
recommendation.

We recommend that the government be consistent in how
it allocates interest expense to appropriate functions.

Prepayment of Small Community Protection Grants
Small Community Protection Grants are paid under the

authority of the Local Government Grants Act. A regulation to that
Act sets out the granting formula for calculating the amount a
municipality may receive in a calendar year.

Exhibit 1 shows the month in which the grants for the last
five calendar years have been paid.
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Exhibit 1
Time of payment of Small Community Protection Grant, 2000-2004

Calendar year Month paid Fiscal year paid

2000 April 2000 2000/01

2001 April 2001 2001/02

2002 April 2002 2002/03

2003 April 2003 2003/04
2004 February 2004 2003/04

Source: Government General Ledgers

The government may choose to grant the whole amount to an
eligible municipality at once or in instalments. In recent years, as
shown in Exhibit 1, the funds were transferred to the receiving
municipalities only once a year, in April. In 2003/04, however, the
government paid local authorities in full twice, $36 million each
time (once in April 2003 and the second time in February 2004)
and accounted for both payments as an expense in 2003/04. We
believe the next payment is scheduled to be made in April 2005, in
the 2005/06 fiscal year, so no expense will be recorded in the
2004/05 fiscal year.

Recording funds granted for two years in one fiscal year is
not appropriate. We believe the payment made in February 2004
should be recorded as an advance payment and be expensed in the
2004/05 fiscal year.

We recommend that the government record as expense of
a fiscal year only the amount authorized by regulation to be
granted each year to small communities.

Defeased debt
When funds are set aside and invested so that their earnings

and market value are sufficient to meet both a debt’s interest and
its principal repayments at maturity, the debt and investments
may be removed from the statement of financial position. The debt
is said to be “defeased.” GAAP allows the defeased debt and its
related investments to be set off against each other when such an
arrangement is in accordance with the terms of the debt issue. In
such circumstances, the lender must agree to accept the
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investments as payment for the debt obligation at the maturity
date. Investments related to a defeased debt must be held in an
irrevocable and independent trust.

The government has defeased debt totalling $831 million
because it has set aside funds — sufficient to meet principal and
interest payments — in a trust. However, the lenders have not
legally agreed to accept the investments as payment of the debt
and the trust fund established is neither irrevocable nor
independent. 

Up until now, the government disclosed in the Summary
Financial Statements its debt net of sinking funds. Earlier we
commented on this departure from GAAP. We extend that
comment to defeased debt. We believe the government should also
show the gross amounts of any defeased debt and investments,
unless GAAP requirements for the defeasance have been met. 

We recommend that the government show the gross
amounts of any of its defeased debt and investments that do
not meet the GAAP definition of debt defeasance. 

We found other opportunities for improvements

Reporting under uncertain conditions
Government management, like that of its private business

counterparts, uses a great deal of estimation in preparing modern
financial statements.

Reporting on a cash basis of accounting requires no
estimation at all. However, modern accounting and reporting
conventions have moved a long way from accounting for cash
alone. Modern financial statements are prepared on the accrual
basis of accounting. This involves recording the financial
ramifications of business decisions when they are made rather
than when cash changes hands as a result of those decisions. For
example, an expense is recorded when a service is received, even if
it is not yet paid for.

Unavoidably, accrued amounts (expenses and revenues) are
often estimated. And with estimation comes uncertainty. Both
accountants and auditors are therefore often concerned that
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financial statements prepared on an accrual basis of accounting
might not completely stand the test of time and ultimately be
proven inaccurate. To address this concern, they apply due
diligence and extreme care when making significant accounting
estimates and in auditing the financial statements based on those.
For better transparency, well-prepared modern financial
statements also describe the nature of uncertainty.

Note 2 of the government’s 2003/04 financial statements
contains such an explanation. It refers to the level of uncertainty
under which the financial statements were prepared, making
particular reference to accrued amounts for pension obligations,
the Canada Health and Social Transfer (CHST), the federal
equalization program (equalization), and personal income taxes.
The note also points to the uncertainty associated with a disputed
2001 power sales revenue, resulting from the instability in the
California electricity market and the ongoing regulatory and legal
proceedings.

We believe the explanation provided in Note 2 is reasonable
for financial statement presentation. However, regular monitoring
and public reporting of income and obligation amounts estimated
in the Summary Financial Statements, particularly those which
were subject to uncertainties, is needed outside the government
financial statements (for instance, in the government’s annual or
quarterly reports) to help legislators and other users of the
information understand the significance of measurement
uncertainty and how the government manages its surplus deficit
measures despite that uncertainty.

Sometimes in recent years some such information has been
provided. We think information should be updated regularly even
if no change has occurred in the preceding quarter.

Note 2 alerts the reader that uncertainty related to CHST,
equalization, and personal income taxes arises because of the
possible differences between the economic forecasts used to
estimate the amounts and the actual economic results. The
explanation below of the changes in federal equalization payment
and in revenue estimation since 2000 is an example of how
significant these differences can be.
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Estimating equalization amounts, 2001-2004
At March 31, 2004, the province owed the federal government

$888 million of the equalization amounts it received previously.
British Columbia is not alone in this: all the eight provinces that
currently receive equalization payments now owe money to the
federal government. The equalization amount for a year is based
on estimates that are revised in subsequent years as better
information about a province’s economy and population becomes
available. In the 2003/2004 fiscal year, more complete information
became available about population figures from the 2001 census
(data released in September 2003); and the figures for the 2002
personal and corporate income tax returns were finalized by the
Canada Revenue Agency. This data was significantly different from
the earlier estimated data the federal government had been using.

Equalization is a federal transfer program that allows all
provinces, regardless of their ability to raise revenue, to provide
their citizens with roughly comparable levels of services at roughly
comparable levels of taxation.

Eligibility to receive equalization funding is determined by a
formula, set out in federal legislation and regulations, that
measures each province’s revenue-raising capacity against a five-
province standard. Provinces with revenue-raising ability, or fiscal
capacity, below the five-province standard receive equalization
payments from the Government of Canada to bring their capacity
up to that standard. British Columbia was one of eight provinces
to receive equalization in 2003/04.

The equalization payments formula calculates a province’s
ability to raise revenues from each of 33 revenue sources
(including personal income tax, corporate income tax, sales tax and
property tax) on a per capita basis. The five-province standard is
the average of the per capita fiscal capacity of Ontario, Quebec,
Manitoba, Saskatchewan and British Columbia. The per capita
fiscal capacity of each of the 10 provinces is then compared to the
standard, and any province whose fiscal capacity is below the
standard (a “have-not” province) is entitled to receive an
equalization amount. That amount is calculated as the difference
between the standard and the province’s own fiscal capacity, times
the province’s population.

24 Auditor General of British Columbia  | 2004/2005 Report 6: Leading the Way — Adopting Best Practices in Government Financial Reporting 2003/2004

Improvements We Recommend



The federal government’s calculations of equalization
payments to be made to the provinces are based on estimated
figures that are revised as better data becomes available. In 2004,
two areas of estimate in each province were revised significantly:
the estimate of population, and the estimate of personal and
corporate income tax assessments for 2002.

Population

In the fall of 2003, Statistics Canada released the 2001 census
data. British Columbia’s population was less than had been
estimated, and this resulted in the downward revision of the
population estimates that had been used to calculate equalization
for subsequent years.

Population changes affect the equalization calculation in two
ways. First, the fiscal capacity of a province and the standard fiscal
capacity are calculated on a per capita basis, so population changes
affect the calculation of those amounts. Second, the amount of
equalization a province receives is the difference between its per
capita fiscal capacity and the standard fiscal capacity, times its
population, so population changes affect the calculation of total
revenue.

As a result of the population change in British Columbia, the
federal government calculated that the province had been
overpaid by $344 million.

Personal and corporate income tax assessments for 2002

In early 2004, the Canada Revenue Agency finalized the
assessments of personal and corporate income taxes for 2002.
Incomes were less than had been expected across Canada,
especially those for Ontario. Because Ontario is the dominant
province used in calculating the five-province standard, its
reduced personal and corporate incomes meant that the standard
incomes nationally were also reduced. This in turn reduced the
equalization payments.

Based on the 2002 figures, the personal and corporate income
tax estimates for 2003 were also revised downwards, reducing
equalization for that year as well.
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As a result of the change in the personal and corporate
income tax figures, the federal government calculated that
British Columbia had been overpaid by $389 million.

All the provinces that receive equalization payments have
been affected by these changes. Quebec is the most affected,
having been overpaid by just over $1 billion.

British Columbia properly uses accrual accounting for
equalization revenue, and makes its own estimates of the amount
of equalization to record in a year. The difference between the
revenue British Columbia records and the cash it receives from the
federal government is accrued by the province as a receivable or
payable at year-end. The province expects that further adjustments
to the estimates will be made next year, which will result in the
federal government determining that it has made additional
overpayments to British Columbia. This means the province has
actually recorded a larger amount payable than the federal
government’s current estimate.

The net result of all this is that, based on the information
available in 2004, British Columbia turned out to be a “have-not”
province in 2002 and 2004 and a “have” province in 2003. (This
could change next year as more information about 2003 and 2004
becomes available.) Since equalization is based on estimates,
adjustments to prior-year revenues are accounted for as revisions
to estimates instead of as corrections, and so all adjustments are
made in the current year. In particular, the $543 million of
equalization revenue recorded in 2003 has had to be reversed in
2004. Together with other adjustments for 2002 and 2004, this
results in the province recording a net expense, instead of revenue,
for equalization of $330 million in the financial statements for the
year ended March 31, 2004, and recording $888 million as payable
to the federal government at March 31, 2004. (The equalization and
the CHST programs are inter-related, and so the decrease in
equalization has resulted in an increase in CHST, and the province
has recorded a receivable for CHST of $132 million at March 31, 2004.)

In fact, based on preliminary census figures, the province
was already expecting as early as March 2003 to have to repay
some of the equalization receipts it had received from the federal
government, and it had therefore recorded a payable of $188 million
at March 31, 2003.
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Revenue estimation trends
The changes described above in equalization payments reflect

the significant fluctuations that have also been occurring in
personal income taxes and the CHST.

Each year, we apply great care in our audit to assessing
whether management has been duly diligent in estimating accrual
amounts necessary to calculate the province’s personal tax and
federal transfer amounts. Nevertheless, as the trends show, huge
adjustments occur from one year to the next.

The estimates of personal income tax revenues are routinely
revised and adjusted each year as more information becomes
available relating to prior years. Exhibit 2 summarizes the annual
increase or decrease in this revenue.

Exhibit 2
Revisions to prior year income tax revenues reported in the Summary Financial Statements –
2000-2004

Year ended March 31 Increase/(decrease) for Revision as a %
prior year revisions change in prior-year

($ millions) income tax revenue

2000 $309 5.7

2001 $189 3.2

2002 $173 2.9

2003 ($311) 5.8

2004 $149 3.6

Source: Audited Summary Financial Statements

The overall possible effect of uncertain conditions
Not all valuations and estimates used in preparing the

Summary Financial Statements are subject to high level of
fluctuation. However, in managing its surplus/deficit measure, the
government must keep a watchful eye on economic results and
other statistics it estimated in calculating its previous year’s
accrued amounts.
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We estimate that the possible effects of measurement
uncertainty on the surplus/deficit in any given year could be as
much as plus or minus $500 million.

Clearly, better-than-anticipated actual revenue results relative
to the previous year would give the government of the day the
ability to compensate for poorer performance in other areas of it’s
operations. Worse-than-anticipated actual results would,
conversely, force the government to reassess its planned program.

Quarterly reports and measurement uncertainty
To monitor their performance during the year, governments

publish quarterly reports. These reports reflect the latest available
data (including the prior years’ adjusted economic results and
population statistics), providing interim opportunity for
governments to explain why change occurred in estimated
amounts. This enables legislators and the public to better assess
their government’s actual performance.

Because of complexities of corporate tax law and the lack of
adequate information, most government financial statements have
been reporting corporate income taxes on a cash basis. No
estimation has therefore been required up to now. Today, though,
because of recent changes in the federal accounting of income
taxes, we expect the information necessary to estimate corporate
income taxes may become more available, and we expect the
government in due course to be reporting this corporate income
tax on an accrual basis. This will add to the measurement
uncertainty in future financial statements (even though it will
better match the recording of revenues to the period they relate to),
and thus require more frequent monitoring of it during the year.

Currently the quarterly reports of the Government of British
Columbia are not audited.

Uncertainty about factors outside the control of government
can result in the recording of some accrual amounts in the
government financial statements that will not come to pass.
However, this is an accepted feature in all modern financial
statements, even though the variances at times are very large. With
time, more accurate information becomes available about certain
basic factors management used in its estimation, but the delay
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results in significant fluctuations in federal transfers and income
taxes. Audited quarterly reports provide elected officials and the
public with independently examined revised financial estimates as
better information becomes available. This tempers expectations
and makes a better assessment of the government’s performance
possible.

Recommendation

We recommend that the government provide and regularly
update, in every annual and quarterly report, an audited
explanation of all significant estimates used in the
determination of the revenues and expenses in its Summary
Financial Statements, and also a full explanation of any
changes in the estimated amounts used for the prior year that
have had to be accounted for in the current year.

Reporting the financial impact of all significant events
The Summary Financial Statements are complex and serve a

general purpose. In putting them together annually, the
government summarizes a great deal of information, including
that concerning the impact of, and the transactions resulting from,
important decisions that have been made. We agree the
summarized disclosure is adequate for the purpose of government
financial statements. However, a fuller explanation elsewhere, in a
regular publication, helps readers understand the role these
decisions play in shaping the government’s finances.

Below we comment on five such decisions and the related
transactions that played a significant role in shaping the financial
statements of the government in 2003/04.

� Government commitment to the 2010 Winter Olympics needs an
accumulating progress report

� Health Accord package offers multi-year revenue

� Sale of BC Rail to CN is finalized

� The new Consumer Protection Authorities are independent of
government

� Recording education funding from Indian and Northern Affairs
Canada is improved
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Government commitment to the 2010 Winter Olympics needs an accumulating
progress report

In its 2003/04 Summary Financial Statements, the
government provided information on its financial commitment for
the 2010 Winter Olympics and on amounts paid to date. We
believe the level of disclosure is sufficient for financial statement
presentation. However, given the significance of this undertaking
over the next six years, we think an accumulating progress report
should be published in each quarterly and annual Summary
Financial Statements, to publicly track government spending on
this event. The overall commitment covers a number of different
types of obligations. Payments should be clearly identified as
planned obligations are met.

Health Accord package offers multi-year revenue
The 2003 First Ministers’ Accord on Health Care Renewal

(the Accord) provided for additional funding to the provinces to
address specific health care issues. In 2003/04, British Columbia
received just over $200 million from the Diagnostic/Medical
Equipment Fund and just over $333 million from the Canada
Health and Social Transfer Supplement Fund.

The federal government had originally planned to provide
these funds annually, over a three-year period 2003/04-2005/06.
Later, it transferred the total amount for the three years to a
separate account from which provinces could make withdrawals
as and when needed. When the province realized it would not be
able to achieve the results intended by spending the three years’
funds in one year, it deferred the revenues. We agreed with the
government’s accounting of these funds as deferred revenue
because the funds were given for specified future performance as
described in the First Ministers’ Accord. Matching the revenue
with future planned expense would not distort the government’s
overall performance.

The intended purpose for the $200 million received from
the Diagnostic/Medical Equipment Fund is to enhance medical
procedures by making more diagnostic equipment accessible. The
government intends the full funds to be spent by March 31, 2006.
The cost of equipment bought by the health authorities in 2004
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for this purpose will be amortized over the useful life of the
equipment. The amortization expense for 2004 amounted to
$13 million, and so $13 million in revenue was recognized.

The $333 million received from the Canada Health and
Social Transfer Supplement Fund has been used to enhance the
government’s Fair Pharmacare program. The government has
published its plan to spend this amount by March 31, 2006.

The government’s service plan has set performance goals,
indicators and measurement criteria for the results it intends to
achieve using these funds in each of the three years. The
government also undertook to develop a tracking system
monitoring the costs of achieving these goals, and to ensure the
information it gathers is sufficient and rigorous enough to
withstand the test of an audit.

In 2004, the government has expensed $129 million on Fair
Pharmacare programs that meet the aims of the Health Accord,
and so has recorded $129 million of revenue in the Summary
Financial Statements — an amount equal to the expense it has
incurred.

We accepted the accounting treatment of the Health Accord
funding in 2004.

Sale of BC Rail industrial freight business to CN is finalized
On July 2, 2004, the government reached a consent agreement

with the Federal Commissioner of Competition regarding sale of
the industrial freight business of BC Railway Company (BCRC) to
the Canadian National Railway Company (CN). The $1 billion deal
with CN closed on July 14, 2004.

The Province of British Columbia has owned and operated
passenger and freight rail services since 1918 as a public policy
tool for economic development. The operation became a Crown
corporation in 1979, but until 1993 it continued to receive
operating grants from government. Since that time, although the
BCRC has operated without receiving government assistance, it
has accumulated significant liability, of which $650 million was
written down between 1999 and 2001.
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BCRC has over 2,300 kilometres of track and provides service
from Vancouver to Fort Nelson, with branches to Mackenzie,
Dawson Creek, Tumbler Ridge, Fort St. James and Takla. It also
owns the line servicing the Roberts Bank coal and container port.
Exhibit 3 shows the extent of the rail lines.

Exhibit 3
BCRC has over 2,300 kilometres of track in British Columbia

Source: British Columbia Railway Company
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Selling a business, of the size and nature
of BC Rail industrial freight, is a complex
task that needs giving much attention to
details, not all of which is included here
in this concise description of the
transaction. For instance, while we
realize that each party to the many
contractual agreements that make this
deal possible may at law have a separate
identity, we use “government” here (as in
other parts of this report) to mean all
organizations collectively referred to as
the “government reporting entity”, as
defined in the Budget Transparency and
Accountability Act. Individual
organizations’ legal and governance
responsibilities, clearly, are not affected
by this definition.



Following a review of BCRC in 2001, and after much
deliberation, the provincial government concluded that the public
interest would be better served with alternative ownership of the
company’s industrial freight business. Amongst reasons for this
decision included the operation’s troubled financial history, state of
its revenue producing assets, shrinking revenue base and increasing
dependence on forest products. The government concluded that the
company’s industrial freight services were unable to compete with a
deregulated private sector transportation industry.

In May 2003, the government sought expressions of interest
from the private sector. Six months later, on November 25, it
announced that it had reached an agreement with CN. The
July 2004 consent agreement reached between the Canadian
Commissioner of Competition and CN finalized the deal. The
details of the transaction itself are contained in a Transaction
Agreement which includes a number of schedules, one of which is
the Revitalization Agreement.

Details of the sale of BCRC industrial freight business 

BCRC owns a number of interrelated subsidiaries. The corporate
structure before the agreement with CN is shown in Exhibit 4.

Exhibit 4
The British Columbia Railway Company’s corporate structure before selling its industrial
freight business

Source: British Columbia Railway Company
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In preparation for the agreement with CN, BCRC decided to
make one of its subsidiaries — BC Rail Ltd — the company that
was solely in the industrial freight rail business. It did this by
reorganizing assets and liabilities within the BCRC group of
companies. Once this was done, the sale of shares in BC Rail Ltd.
to CN would ensure that CN bought from BCRC nothing other
than its industrial freight rail business.

Before the reorganization, the relationships between BCRC
and its subsidiaries-those most affected by the transaction — were
as shown in Exhibit 5.

Exhibit 5
Interests in BCR Properties, BC Rail Ltd. and BCR Partnership before selling its industrial freight
operation

Source: BC Office of the Auditor General

34 Auditor General of British Columbia  | 2004/2005 Report 6: Leading the Way — Adopting Best Practices in Government Financial Reporting 2003/2004

Improvements We Recommend

British Columbia Railway Company

BCR Properties Ltd.

BC Rail Ltd.

BCR Partnership

5%25%100%

90%

75%

5%



During the restructuring, the following assets owned by
BC Rail Ltd. and/or BCR Partnership were transferred to BCRC:

� all shares and partnership interests in BCRC affiliated entities
that did not relate to the industrial freight business. The 90%
interest in BCR Partnership remained in BC Rail Ltd.;

� the assets of the Port Subdivision, the rail line servicing the
Roberts Bank coal and container port (BCRC does not operate
its own traffic on this line but it owns and manages its
38-kilometre rail line for other users);

� all rail and non-rail-related real estate, including the railway
right-of-way; and

� all railbed and track and other infrastructure bridges, tunnels,
road crossings and signals necessary to support the railway
operations.

The ultimate result of the above transfers was that the
industrial freight business of BCRC was packaged in BC Rail Ltd.
and its 90% owned BCR Partnership. By buying all BC Rail Ltd.
shares and the two 5% share interests in BCR Partnership from
BCRC and BCR Properties, CN was able to take over 100% of the
BCRC’s industrial freight business. Rail cars owned or leased by
BCR Marine Ltd. (a subsidiary of BCRC) and leased to BCR
Partnership were also acquired by a CN affiliated entity.

CN also needed to have the future right to uninterrupted use
of the BCRC’s railway right of way, railbed and tracks. This right
was secured through a lease agreement (called the Revitalization
Agreement) between the company and CN.

CN paid $1 billion for:

� all shares of BC Rail Ltd. (which gave CN 90% control of the
BCR Partnership);

� the remaining 10% interest in the BCR Partnership from BCRC
and BCR Properties Ltd. (This full ownership of the BCR
Partnership — 10% directly and 90% through its recently
acquired BC Rail Ltd — meant that CN acquired the ownership
right to all rolling stock owned or leased by BC Rail Ltd.,
including railcars owned by BCR Marine Ltd.);

� the prepayment of all lease payments to BCRC under the
Revitalization Agreement.
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Through ownership of 100% of the shares of BC Rail Ltd.
(including 100% of the partnership interest of BCR partnership), CN
acquired the exclusive right to operate the BCRC industrial freight
railway business, all rolling stock and related operating assets, and
certain tax losses and other tax attributes of the two entities.

As part of the transaction, the government had to indemnify
CN for losses or damages that CN might incur as a consequence of
representations and warranties made by BCRC about the
industrial freight business being inaccurate. The total obligation
for these indemnities, which are typical and common to any
commercial transaction, is capped at $262 million.

The government also had to indemnify CN for any loss that
CN might incur if it could not use the corporate losses and
allowances it acquired to reduce its future taxes. The maximum
payable under these tax-related indemnities is $367 million.

There were three complex aspects of this transaction: the tax-
related indemnities, the lease covered by the Revitalization
Agreement, and inter-company debt.

Tax-related indemnities – BC Rail Ltd. (a subsidiary of a
Crown corporation) was subject to income tax. When CN acquired
BC Rail Ltd.’s shares, it acquired that company’s significant
accumulated losses and unclaimed depreciations (capital cost
allowances). For tax purposes, these losses and unclaimed
allowances have a significant value because they can effectively
reduce the income tax CN will be required to pay on its future
income. Of the $1 billion paid by CN, $250 million was attributed
to the value to CN of BC Rail Ltd.’s and BCR Partnership’s losses
and allowances carried forward for taxation purposes.

The government has indemnified CN against any loss caused
by an adverse assessment by the CRA related to the $250 million.
CN is also indemnified for an additional $117 million, which
covers the usual tax attributes associated with the purchase of
business assets.

Should the CRA disallow CN’s use of the tax losses and
unclaimed allowances to reduce its taxes, BCRC, or the Province as
guarantor, will have to pay to CN up to $367 million under the
indemnities, plus interest at 9% calculated from July 14, 2004, and
will also have to reimburse CN for any tax it pays as a result of
receiving the indemnity payments.
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The government has obtained independent legal opinions on
whether the use of these tax losses and unclaimed allowances by
CN is likely to result in a loss to the government. If the CRA
initially disallowed CN’s claims to use the tax losses and
unclaimed allowances, the assessment could be appealed.
However, in the interim, the government would have to pay the
indemnity to CN. It is unlikely that the Province and BCRC will
ultimately be held liable for any amounts under the indemnity.

The lease covered by the Revitalization Agreement — The
Revitalization Agreement is a lease agreement that gives CN the
right to use the right-of-way, railbed and track and all the infra-
structure necessary to operate the railway such as bridges, tunnels,
cuttings and crossings. All such lease payments have been prepaid
in the $1 billion transaction.

The full term of the lease, if all renewal options are exercised,
will be 990 years. The initial term is 60 years, with a 30-year
renewal option.

At the end of the first renewal period, BCRC has the option to
repurchase the railway operation at a price, calculated according to
a formula, that should approximate to fair market value. If it does
not exercise this option, then CN has the right to renew the lease
for a period of 60 years. At the end of this and subsequent
renewals, BCRC again has the option to repurchase the operation,
or CN may renew for another 60-year term. Altogether, there may
be 15 of these 60-year renewals (which, with the initial term and
30-year first renewal, total 990 years).

The inter-company debt — BC Rail Ltd. and BCR Partnership
together owed BCRC and its subsidiary, BCR Properties Ltd.,
approximately $1.8 billion in inter-company debt. Approximately
$1 billion of this amount has been retired as a result of the
transaction. Because CN has bought all interest in BC Rail Ltd., the
balance will be a liability of CN. The outstanding debt owed to
BCRC, by BC Rail Ltd., of $800 million bears no interest until 2094
and no payments are due until then. The present value of the debt
is estimated to be $10 million.

BCRC can look forward to receiving $800 million in 2094.
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How the sales proceeds are being used

Because the risk of any loss due to the indemnities is
considered low, the full amount of the proceeds is being
recognized as revenue of the government on the closing date,
July 14, 2004. 

The proceeds are being used as follows:

� On receiving the $1 billion payment, BCRC used $510 million to
pay off its outstanding long-term debt to the Province. This debt
was incurred on behalf of BC Rail Ltd. and the BCR Partnership.
BCRC retains $50 million, and the $440 million balance will be
paid to the Province as a dividend.

� The Province has already announced plans to use some of this
money to establish trusts for the benefit of communities along
the BC Rail corridor. For example, $135 million will go to the
Northern Development Initiative Trust to support investment in
the northern regions; and $15 million will go to the BC Rail First
Nations Benefits Trust for economic development, educational
advancement and cultural renewal.

� Another $41 million has been allocated for other, smaller
initiatives. This amount, together with the monies paid to the
trusts, is intended to equal the gain expected on the sale — that
is, the proceeds less the book value of the assets sold and any
costs of the transaction.

The new Consumer Protection Authorities are independent of government
In the past year, the government has created two consumer

protection authorities, the Business Practices and Consumer
Protection Authority and the BC Safety Authority. Both of these
will begin operating in fiscal 2004/05, and both are expected to be
outside the government reporting entity.

The government reporting entity comprises all organizations
that are controlled by government. The Public Sector Accounting
Board of the CICA states that control by government is a matter of
fact, and lists some indicators of control, the most usual being the
ability to appoint a majority of the board.

Both of these organizations have been set up so that the
government appoints one board member and the rest are
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appointed by the existing board. (For the first board, the
government appointed the first member, that person appointed
two others, and those three then appointed the first full board
complement.) We are satisfied that one of the organizations is not
controlled by the government, and our preliminary assessment
suggests that the other is not either.

We intend to monitor the make-up of these boards and the
relationship between government and the organizations. We
expect that they will remain outside the government reporting
entity, but in our initial discussions with government we were
advised that these bodies might be assigned additional
responsibilities once they are in operation. We pointed out that
government cannot assign responsibilities to an organization it
does not control, and that doing so could be taken as de facto
control by government. Government can, of course, introduce
legislation which, if passed, would give the organization
additional responsibilities — assigning responsibilities by
legislation would not be de facto control.

Recording education funding from Indian and Northern Affairs Canada is
improved

Indian and Northern Affairs Canada (INAC) provides
funding for elementary education for First Nations students
living on reserves. This money is distributed through various
arrangements with First Nations and provinces, who in turn make
payments to school districts for educational services. In 2003/04,
INAC provided $52 million directly to First Nation band councils
or education authorities and $31 million to the province’s Ministry
of Education for that purpose.

The Ministry of Education recorded, consistent with its prior
practice, the full amount of $83 million as revenue and expenditure
in the provincial accounts. However, the government determined
that the monies paid directly by INAC to First Nations were
inappropriately recorded this way and it made the necessary
corrections to current and prior years’ accounts. These corrections
did not have any effect on the annual operating result of the
province, because they adjusted revenue and expense in equal
amounts.
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Concluding remark and recommendation on reporting the financial impact of all
significant events

We believe the government has the opportunity to improve
its reporting practice by regularly providing, outside the
government financial statements, detailed information similar to
that provided in this section of the report on non-recurring
decisions that significantly affect its finances.

Recommendation

We recommend that the government regularly provide,
outside its Summary Financial Statements, detailed information
on non-recurring decisions that significantly affect its financial
position.

Exemption from reporting requirements of the Budget Transparency and
Accountability Act

Government organizations are required by legislation to
prepare and make public all annual service plans, major capital
project plans, and annual service plan reports. For this purpose, a
government organization means an organization that is within the
government reporting entity.

An organization may be exempted from the reporting
requirements of the Budget Transparency and Accountability Act
by regulation, on the recommendation of the Minister of Finance,
after consultation with the Auditor General.

Sufficient time should be allowed for consultation with
our Office

The Act does not provide a set time period during which
consultation with the Auditor General should occur. However, we
believe that the government should allow sufficient time for it.
This has not been our experience in the last two years.

� In 2004, the government provided us with the Minister’s draft
recommendations on February 11, 2004, and the exemption
regulation was published on February 17, 2004.

� In 2003, government provided us with the Minister’s draft
recommendations on January 28, 2003, and amended them on
February 10, 2003. The exemption regulation was published on
February 14, 2003.
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We plan to work with the government to set a mutually
acceptable time line for this process.

Reasons for the one exemption from reporting are not convincing
The Auditor General has supported all of the Minister’s

recommendations but one for exempting organizations from
reporting. The Minister recommended in 2003/04 that, for 2004,
BC Railway Company be exempted from the requirement (set out
under section 14 of the Act) to prepare and make public an annual
service plan. The reason given for exempting BC Railway
Company was that it was undergoing significant transition and it
would be difficult for the organization to formulate a meaningful
three-year plan. The government intended to review the
exemption in 2005.

In our view, although components of BC Railway Company
were undergoing significant transition, it was particularly in such
a time of change that the public needed to be made aware of the
planned activities of the company. We acknowledge that it would
have been difficult to provide clear service levels and performance
measures for all aspects of the company’s activities. Nevertheless,
we feel that the company could, and indeed should, have provided
this information for its other activities, such as its marine
operations.

41Auditor General of British Columbia  | 2004/2005 Report 6: Leading the Way — Adopting Best Practices in Government Financial Reporting 2003/2004

Improvements We Recommend 





Reporting on the Financial Statement Auditing Process for the
Government Reporting Entity

Our extended oversight responsibilities
In April 2003, a new Auditor General Act was passed. An

important provision of the Act makes the Auditor General the
external auditor of the provincial government reporting entity.
This extended whole-of-government audit mandate assures the
Legislative Assembly that the conclusions and recommendations
received from the Auditor General will apply to the entire
government entity, whether or not a private sector auditor has
been hired, directly or indirectly, to audit a specific organization or
program of government. This new arrangement allows for a single,
clearly identifiable channel through which the Assembly is
regularly advised on a consistent basis and across all government
programs and organizations.

Given the key role played by the audit function in the
governance and accountability processes of our democratic system,
it is important that the Assembly receive independent assurance
that the financial statement audit process overall is functioning
effectively and serving the Assembly’s interests. This assurance
now may be provided by the Auditor General through section 10(8)
of the Act, which provides that the Auditor General may report
his assessment of the financial statement audit process for all
government organizations and trust funds.

Section 10(8) assists the Assembly in carrying out its financial
reporting oversight responsibilities. In this regard, the Auditor
General as overall auditor for the Assembly has the responsibility
for providing assurance to it that the financial statement audit
process is functioning effectively across all of government and
meeting the needs and interests of legislators.
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How we will provide assurance on the health of the financial statement audit
process

Our annual three-year audit coverage plan, which
incorporates a combination of direct audits carried out on a
number of government entities and the overseeing of work done
by appointed auditors on the remaining entities, provides us with
the opportunity to efficiently focus on assessing the health of the
financial statement audit process. Our Office issued the first plan,
Financial Statement Audit Coverage Plan for Fiscal Years
2004/05—2006/07, to the Select Standing Committee on Public
Accounts in November 20031. We will do so in the fall of each year
as part of our annual planning and budgeting process.

In accordance with the requirements of the Act, we will
ensure that each plan we prepare provides sufficient and
appropriate audit coverage across the organizations in the
government reporting entity. To achieve this we will consult with
the governing boards of these organizations and ensure that each
plan is tabled, discussed and approved by a committee of
legislators. 

We will provide assurance on the health of the financial
statement audit process by conducting direct assessments. For
example, effective audit committees are considered to be a critical
component of a healthy financial statement audit process. Audit
committees are responsible for overseeing the external financial
statement audit examinations as well as the recommendations of
the external auditors. Therefore, by assessing the current state of
audit committees across government organizations, we would be
able to provide legislators with some assurance regarding how
well the audit process was functioning.

In addition, the work of audit committees and their
independent external auditors is very closely related, since both
groups often have important financial statement objectives in
common. Because communications between the two is critical to
the financial statement audit process, assessing the extent and
quality of communication between audit committees and external
auditors will also provide some assurance that the audit process is
functioning well.
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Our assessment of the health of the financial statement audit
process will be based on criteria indicative of best practices, which
we are in the process of developing. We will look to Canadian
generally accepted auditing standards, the Canadian Public
Accountability Board, a body that oversees private sector auditing
practices in Canada, and the Sarbanes Oxley work in the United
States in developing them.

Further, to be comprehensive in our approach and effective in
results, we need to discuss with boards, audit committees and
external auditors what we intend to do. We will also keep a
watchful eye on the work currently in progress by the Canadian
Public Accountability Board.

Once these criteria have been developed, we will use them to
assess our own work as well.

When we will report
We expect to start reporting on the health of the auditing

practices in British Columbia for government-related audits before
the end of this fiscal year. Over time, the experience and
knowledge we gain through our oversight involvement with audit
committees of government organizations and enterprises we do
not directly audit, will help us in reporting on the overall health
of the audit process to legislators.
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We appreciate the opportunity to respond to the Auditor General’s
comments.  We feel this report recognizes the significant and continuous
improvements we have made to reporting. We appreciate the review and
thank the Auditor General for his acknowledgement of the government’s
progress in adopting best practices in financial accountability including:

� The government’s diligence in reviewing, processing, accumulating
and combining of transactions to ensure proper representation of
the operating results and financial position of the whole of
government;

� The Auditor General’s support of the deferral of capital grants to
outside organizations where the asset is used in delivering a
government service; 

� The requirement that significant professional judgement must be
applied in determining accounting policies chosen;

� The government’s commitment to include the schools, universities,
colleges and hospitals (SUCH) sector in its 2004/05 fiscal year and
the expectation that this will remove the current qualification of the
province’s summary financial statements;

� The acknowledgement that even though some Public Sector
Accounting Board (PSAB) guidance was not yet required, the
province disclosed relevant details of pending events such as
restructuring of British Columbia Ferry Corporation, British
Columbia Rail and the Coquihalla Highway;

� The completion of the Ministry of Education review of school
district accounting and reporting. The movement to generally
accepted accounting principles (GAAP) for their fiscal period
beginning July 1, 2004 has been no small feat and is much more
than just an accounting issue;

� The improvements to the note disclosure for contingent liabilities; and

� The significant improvement to sectoral financial information. 

We are following the recommendations of the PSAB of the Canadian
Institute of Chartered Accountants in our reporting with the exception of
the exclusion of the SUCH sector from the government reporting entity.
The movement to full implementation of GAAP is a major undertaking,
not just an accounting issue. We have been working closely with the
Accounting Policy Advisory Committee to resolve issues. Much work has
been done, and remains to be done, for the province to achieve this goal.
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In addition to our work on moving to GAAP, the Office of the
Auditor General and the Office of the Comptroller General have been
working together to urge PSAB to change GAAP to improve reporting by
allowing the deferral of capital grants to organizations outside of the
government reporting entity.

Changes in accounting recommendations occur frequently. We
ensure that we implement changes within the recommended
implementation timeframe. With an organization as large as the
government reporting entity it is not always practical or advisable to do
early implementation of recommended changes to accounting. Where
practical we have provided additional disclosure that is not yet required
e.g. disclosure of BC Ferry and BC Rail restructuring and the potential
public private partnership related to the Coquihalla highway. Where clear
decisions to dispose of assets or operations have not yet been made, it
would be inappropriate to change our reporting and then have to change
it back the following year because the final decision was different from the
anticipated one. A case in point is the public private partnership
arrangement contemplated for the Coquihalla Highway. Proposed
arrangements varied from asset disposal to a range of partnering options.
Without a clear decision, we determined that it would be better to leave
the existing treatment in place and disclose information of this potential
partnership arrangement. 

With respect to the timeliness of the release of the Public Accounts,
we would like to note that this year the province had the earliest release of
Public Accounts of all the senior jurisdictions in the country. The
significant efforts of the many organizations including ministries, Crown
corporations, schools, universities, colleges, and health authorities were
required to accomplish this.  Our focus  over the next few years will be on
improving the quality of reporting for our  much-expanded entity rather
than in pursuing an earlier delivery date for the Public Accounts.

With respect to the OAG recommendation that government disclose
all significant adjustments affecting revenues and expenses, the
government does disclose significant “prior-year adjustments” in the
Assumptions Table or in the text describing major changes included in
the Quarterly Reports and Budget documents for personal income tax
revenue, the health and social transfers and equalization revenue. 

Staff provide further information upon request rather than add
complexity in the report by including detailed and lengthy explanations. 
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In the situation in 2003/04, when staff realized that 2002/03
equalization entitlement was significantly over-accrued in the 2002/03
Public Accounts, a topic box on equalization was included in
government’s Second Quarterly Report.

The focus of the Quarterly Reports is to provide interim updates to
the fiscal plan (forecast information), and not be audited “actuals” at the
level of quality required for the Public Accounts.

Regarding the accounting treatment for corporate income tax (CIT)
revenue (cash versus accrual), there is no additional information available
this year at the provincial level that could support an accrual
methodology.

The federal government does not have any in-year provincial
jurisdiction information regarding payments.

According to federal government officials, the methodology for
recording federal CIT revenue is modified cash.

The federal government does not attempt to determine actual
entitlement when it records CIT revenue in the Public Accounts.

In terms of sector reporting, the province of British Columbia is
ahead of other provinces. Our current disclosure goes beyond the
requirements of GAAP. Should there be a change in GAAP, we will
comply with it.

We think that fiscal 2003/04 was a very positive year in terms of
the progress we have made. We look eagerly to fiscal 2004/05 and our
expected unqualified financial statements that are fully compliant with
GAAP.  We thank the Office of the Auditor General for it’s continuing
support in this objective. 
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Summary Financial Statement Audit Methodology
When examining for the purpose of expressing an opinion on

financial statements, auditors are expected to comply with
established professional standards, referred to as generally
accepted auditing standards. The principal source of these
standards in Canada is the Canadian Institute of Chartered
Accountants (CICA).

Generally accepted auditing standards consist of three main
areas. There are general requirements that the auditor be properly
qualified to conduct and report on an audit, and that he or she
carry out the duties with an objective state of mind. Further
standards outline the key technical elements to be observed in the
conduct of an audit. Finally, reporting standards set out the
essential framework of the auditor's report on the financial
statements.

In addition to these broad standards, the CICA makes other,
more detailed, recommendations related to matters of auditing
practice.

Application of the Standards
We carry out extensive examinations of the accounts and

records maintained by the ministries and central agencies of
government, and by the Crown corporations and other public
bodies of which the Auditor General is the auditor.

Also, with respect to Crown corporations that are audited by
other auditors and that form part of the Summary Financial
Statements, we obtain various information and assurances from
those other auditors which enable us to rely on their work in
conducting our audit of the government's accounts. This
information is supplemented by periodic reviews by our staff of
those auditors' working paper files and audit procedures.

Throughout these examinations, the Office of the Auditor
General complies with all prescribed auditing standards in the
conduct of its work. However, the Auditor General's opinion on a
set of financial statements does not guarantee the absolute
accuracy of those statements. In auditing the Summary Financial
Statements, or the financial statements of any large organization, it
is neither feasible nor economically desirable to examine every
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transaction. Instead, using our knowledge of the government's
business, its methods of operation and systems of internal control,
we assess the risk of error occurring and then design audit
procedures to provide reasonable assurance that any errors
contained in the financial statements are not, in total, significant
enough to mislead the reader as to the government's financial
position or results of operations.

When determining the nature and extent of work required to
provide such assurance, we consider two main factors: materiality,
which is expressed in dollar terms, and overall audit assurance,
expressed in percentage terms.

� Materiality relates to the aggregate dollar amount which, if in
error, would affect the substance of the information reported in
the financial statements, to the extent that a knowledgeable
reader's judgement, based on the information contained in the
statements, would be influenced. 

In our audit of the Summary Financial Statements, we have
assumed that an error in the current year's operating results in
excess of one-half of 1% of the gross expense of the government
would be considered material.

We advise management of all errors that we find and, usually, if
individually and in aggregate they are less than materiality, we
do not insist that they be adjusted. Sometimes, however, we
must take into account qualitative considerations where a
relatively small error might have a significant impact on the
financial statements — for example, where an error might
change a surplus to a deficit (or vice versa) or affect an
important trend. 

� Overall audit assurance represents, in percentage terms, how
certain the auditor wants to be that the audit will discover any
errors in the financial statements, which in total exceed
materiality.

In our audit of the Summary Financial Statements, we planned
our work so as to achieve an overall audit assurance of 95% that
the audit would detect total error in excess of materiality. In
choosing the level of assurance, we consider factors such as the
expectations of the users of the financial statements and the
nature of the audit evidence available.
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In planning our audits of financial statements, we exercise
professional judgement in determining the application of these
two key factors. Professional judgement is influenced by our
knowledge of the requirements of readers of the financial
statements, and by what is generally accepted as being appropriate
by auditors of similar organizations.

We continuously revise and update our auditing
methodology to keep pace with auditing best practices.
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Government Organizations Included in the 2003/2004 
Summary Financial Statements and Their Auditors

552513 British Columbia Ltd. �

B.C. Community Financial Services Corporation �

B.C. Festival of the Arts Society �

B.C. Games Society �

B.C. Immigrant Investment Fund Ltd. �

B.C. Pavilion Corporation �

BC Transportation Financing Authority �

BCIF Management Ltd. �

British Columbia Arts Council1

British Columbia Assessment Authority �

British Columbia Buildings Corporation �

British Columbia Enterprise Corporation �

British Columbia Ferry Corporation2 �

British Columbia Heritage Trust �

British Columbia Housing Management Commission �

British Columbia Hydro and Power Authority �

British Columbia Liquor Distribution Branch3 �

British Columbia Lottery Corporation �

British Columbia Railway Company �

British Columbia Securities Commission �

British Columbia Trade Development Corporation �

British Columbia Transit �

1 The entity’s financial statements were unaudited.
2 Control transferred outside the government reporting entity as April 2, 2003
3 A special operating agency under the Ministry of Public Safety and Solicitor General

Audited by

Private
Auditor Sector
General Auditors



Canadian Blood Services �

Columbia Basin Trust �

Columbia Power Corporation �

Creston Valley Wildlife Management Authority Trust Fund �

Discovery Enterprises Inc. �

First Peoples’ Heritage, Language and Cultural Council �

Forensic Psychiatric Services Commission �

Forestry Innovation Investment Ltd. �

Homeowner Protection Office �

Industry Training and Apprenticeship Commission �

Industry Training Authority �

Innovation and Science Council of British Columbia �

Insurance Corporation of British Columbia �

Interim Authority for Community Living British Columbia �

Land and Water British Columbia Inc. �

Legal Services Society �

Oil and Gas Commission �

Organized Crime Agency of British Columbia Society �

Pacific National Exhibition �

Partnerships British Columbia Inc. �

Private Post-Secondary Education Commission �

Provincial Capital Commission �

Provincial Rental Housing Corporation �

Rapid Transit Project 2000 Ltd. �

Royal BC Museum �

Tourism British Columbia �

Vancouver Convention Centre Expansion Project �

Vancouver Trade and Convention Centre Authority �

Victoria Line Ltd. �
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The 2003/04 Summary Financial Statements
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Summary Financial Statements

Province of British Columbia

For the Fiscal Year Ended
March 31, 2004



 

 
Report of the Auditor General 

of British Columbia 
 

ON THE 
SUMMARY FINANCIAL STATEMENTS 

OF THE GOVERNMENT OF THE 
PROVINCE OF BRITISH COLUMBIA 

To the Legislative Assembly 
   of the Province of British Columbia 

I have audited the summary financial statements of the Government of the Province of British 
Columbia consisting of the statement of financial position as at March 31, 2004, and the 
statements of operations, change in net liabilities, and changes in cash and temporary 
investments for the year then ended.  These financial statements are the responsibility of the 
Government.  My responsibility is to express an opinion on these financial statements based on 
my audit. 

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

Reservation 

As explained in note 1(c) to these financial statements, the Government’s stated accounting 
policies contain exceptions to generally accepted accounting principles (GAAP) for senior 
governments, as recommended by The Canadian Institute of Chartered Accountants, related to 
schools, universities, colleges and institutes, and health care organizations.  Had GAAP been 
followed as at March 31, 2004, it would be expected that financial assets increase by $3.7 billion 
($3.4 billion at March 31, 2003), liabilities increase by $3.9 billion ($3.7 billion at 
March 31, 2003), non-financial assets increase by $4.8 billion ($3.6 billion at March 31, 2003), 
and the accumulated deficit decrease by $4.6 billion ($3.3 billion at March 31, 2003).  Similarly, 
for the year ended March 31, 2004, revenues increase by $2.3 billion ($2.4 billion for 2003), 
expenses increase by $2.0 billion ($2.2 billion for 2003), and the annual deficit decrease by 
$0.3 billion ($0.2 billion for 2003). 
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REPORT OF THE AUDITOR GENERAL 
OF BRITISH COLUMBIA ON THE 
SUMMARY FINANCIAL STATEMENTS 
OF THE GOVERNMENT OF THE 
PROVINCE OF BRITISH COLUMBIA 

Opinion 

In my opinion, except for the effects of my reservation explained in the preceding paragraph, 
these financial statements present fairly, in all material respects, the financial position of the 
Government of the Province of British Columbia as at March 31, 2004, the results of its 
operations and the changes in net liabilities and its cash and temporary investments for the year 
then ended, in accordance with generally accepted accounting principles for senior governments 
as recommended by The Canadian Institute of Chartered Accountants. 

 
Victoria, British Columbia Wayne Strelioff, FCA 
May 14, 2004 Auditor General 
 



State ment of Re spon si bil ity
for the Sum mary Fi nan cial State ments
of the Gov ern ment of the Prov ince of Brit ish Co lum bia

R esponsibility for the integrity and objectivity of the Summary Financial Statements for the

Government of the Province of British Columbia rests with the Provincial Government. The

Comptroller General prepares these financial statements in accordance with the accounting policies as

determined by Treasury Board. The fiscal year for the provincial government is from April 1 to March 31 of the

following year.

To fulfill its accounting and reporting responsibilities, the government maintains financial management

and internal control  systems. These systems give due consideration to costs, benefits and risks and are designed 

to provide reasonable assurance that transactions are properly authorized by the Legislative Assembly, are

executed in accordance with prescribed regulations and are properly recorded. This is done to maintain

accountability of public money and safeguard the assets and properties of the Province of British Columbia

under government administration. The Comptroller General of British Columbia maintains the accounts of

British Columbia, a centralized record of the government’s financial transactions, and obtains additional

information as required from ministries, Crown corporations and agencies to meet accounting and reporting

requirements.

The Auditor General of British Columbia provides an independent opinion on the financial statements

prepared by the government. The duties of the Auditor General in this respect are contained in section 11 of

the Au di tor Gen eral Act.

Annually, the financial statements are tabled in the Legislature as part of the Public Accounts, and are

referred to the Select Standing Committee on Public Accounts of the Legislative Assembly. The Select

Standing Committee on Public Accounts reports to the Legislative Assembly with the results of its

examination and any recommendations it may have with respect to the financial statements and

accompanying audit opinions.

Ap proved on be half of the Gov ern ment of the Prov ince of Brit ish Co lum bia:

GARY  COL LINS

Chair, Trea sury Board
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PUB LIC AC COUNTS 2003/04

Sum mary Fi nan cial State ments
State ment of Fi nan cial Po si tion

as at March 31, 2004

In Mil lions

Note 2004 2003

Fi nan cial As sets $ $

Cash and tem po rary in vest ments ................................................................................. 3 430 312
Ac counts re ceiv able ..................................................................................................... 4 2,542 2,380
In ven to ries for re sale .................................................................................................... 5 238 216
Due from other gov ern ments ....................................................................................... 6 344 135
Due from self–sup ported Crown cor po ra tions and agen cies ........................................ 7 164 402
Eq uity in self–sup ported Crown cor po ra tions and agen cies......................................... 8 2,989 2,629
Loans, ad vances and mort gages re ceiv able .................................................................. 9 1,048 596
Other in vest ments........................................................................................................ 10 453 328
Fi nan cial as sets held for sale......................................................................................... 11 37
Loans for pur chase of as sets, re cov er able from agen cies .............................................. 12 7,602 7,336

15,810 14,371

Li a bil i ties

Ac counts pay able and ac crued li a bil i ties ..................................................................... 13 3,543 3,353
Due to other gov ern ments............................................................................................ 14 1,109 322
Due to Crown cor po ra tions, agen cies and funds.......................................................... 15 123 101
De ferred rev e nue.......................................................................................................... 16 1,292 706
Li a bil i ties re lated to as sets held for sale........................................................................ 11 113
Em ployee pen sion plans (un funded pen sion li a bil i ties) ............................................... 17 3 4
Tax payer–sup ported debt............................................................................................. 18 29,431 28,899
Self–sup ported debt...................................................................................................... 19 7,507 7,225

43,008 40,723

Net li a bil i ties ................................................................................................................ 21 (27,198) (26,352)

Non–fi nan cial As sets

Tan gi ble cap i tal as sets .................................................................................................. 22 10,482 10,381
Pre paid cap i tal ad vances .............................................................................................. 23 7,136 7,108
Pre paid pro gram costs................................................................................................... 24 82 107
Non–fi nan cial as sets held for sale ................................................................................ 11 593
Other as sets .................................................................................................................. 25 144 148

17,844 18,337

Ac cu mu lated sur plus (def i cit) ................................................................................... 26 (9,354) (8,015)

Con tin gen cies and com mit ments................................................................................. 27
Sig nif i cant events ......................................................................................................... 34

The ac com pa ny ing notes and sup ple men tary state ments are an in te gral part of these fi nan cial state ments.

Pre pared in ac cor dance with the ac count ing pol i cies as de ter mined by Trea sury Board.

ARN VAN IERSEL
Comp trol ler Gen eral
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PUB LIC AC COUNTS 2003/04

Sum mary Fi nan cial State ments
State ment of Op er a tions

for the Fis cal Year Ended March 31, 2004

In Mil lions

2004 2003

Rev e nue

Es ti mates
(Note 31)

$
Ac tual

$
Ac tual

$

Tax a tion (Note 28) ............................................................................................... 13,341 13,808 12,277
Con tri bu tions from the fed eral gov ern ment ......................................................... 3,992 3,346 3,578
Nat u ral re sources ................................................................................................... 3,396 3,653 3,281
Fees and licen ces ................................................................................................... 2,262 2,427 2,283
Net earn ings of self–sup ported Crown cor po ra tions and agen cies (Note 8)........ 1,381 1,881 1,766
Mis cel la neous......................................................................................................... 900 977 829
In vest ment earn ings .............................................................................................. 728 582 639

26,000 26,674 24,653

Ex pense

Health (Note 29)................................................................................................... 10,718 10,945 10,724
Ed u ca tion (Note 29).............................................................................................. 6,936 6,899 6,898
So cial ser vices ........................................................................................................ 2,856 2,871 3,151
In ter est (Note 29).................................................................................................. 1,792 1,451 1,493
Pro tec tion of per sons and prop erty ....................................................................... 1,428 1,565 1,422
Trans por ta tion (Note 29)...................................................................................... 1,354 1,267 1,150
Nat u ral re sources and eco nomic de vel op ment ..................................................... 1,127 1,496 1,533
Other...................................................................................................................... 1,123 906 667
Gen eral gov ern ment .............................................................................................. 466 491 539

27,800 27,891 27,577

Sur plus (def i cit) for the year be fore un usual items ............................................... (1,800) (1,217) (2,924)

Fore cast al low ance................................................................................................. (500)
Re sults of dis con tin ued op er a tions (Note 11) ...................................................... (106)
Re struc tur ing exit ex pense (Note 35)................................................................... (122) (169)

Sur plus (def i cit) for the year ............................................................................... (2,300) (1,339) (3,199)

Ac cu mu lated sur plus (def i cit)—be gin ning of year as re stated (Note 26) ........... (8,015) (4,816)

Ac cu mu lated sur plus (def i cit)—end of year ..................................................... (9,354) (8,015)

The ac com pa ny ing notes and sup ple men tary state ments are an in te gral part of these fi nan cial state ments.
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                                                     PUB LIC  AC COUNTS 2003/04

Sum mary Fi nan cial State ments
State ment of Change in Net Li a bil i ties

for the Fis cal Year Ended March 31, 2004

In Mil lions

2004 2003

$ $

Sur plus (def i cit) for the year ........................................................................................................ (1,339) (3,199)

Ef fect of change in tan gi ble cap i tal as sets:
Ac qui si tion of tan gi ble cap i tal as sets....................................................................................... (702) (601)
Am or ti za tion of tan gi ble cap i tal assets .................................................................................... 526 564
Im pact of tan gi ble cap i tal as sets held for sale.......................................................................... 593
Dis pos als and val u a tion ad just ments....................................................................................... 75 268

492 231

Ef fect of change in:
Pre paid cap i tal ad vances.......................................................................................................... (28) (75)
Pre paid pro gram costs .............................................................................................................. 25 19
Other as sets.............................................................................................................................. 4 9

1 (47)

(In crease) de crease in net li a bil i ties (846) (3,015)

Net li a bil i ties—be gin ning of year ................................................................................................ (26,352) (23,337)

Net li a bil i ties—end of year ........................................................................................................ (27,198) (26,352)

The ac com pa ny ing notes and sup ple men tary state ments are an in te gral part of these fi nan cial state ments.
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PUB LIC AC COUNTS 2003/04

Sum mary Fi nan cial State ments
State ment of Changes in Cash and Tem po rary In vest ments

for the Fis cal Year Ended March 31, 2004

In Mil lions
2004 2003

Op er at ing Trans ac tions Re ceipts
$

Dis burse–
ments

$
Net

$
Net

$

Sur plus (def i cit) for the year ............................................................. (1,339) (3,199)
Non–cash items in cluded in sur plus (def i cit)

Am or ti za tion of tan gi ble cap i tal assets ......................................... 526 564
Am or ti za tion of pre paid cap i tal ad vances .................................... 468 415
Am or ti za tion of pub lic debt de ferred rev e nues and de ferred

charges....................................................................................... (15) 55
Con ces sion ary loan ad just ments (de creases) ............................... (2) (1)
Im pact of Tan gi ble Cap i tal As sets held for sale ........................... (51) 51
Val u a tion ad just ments .................................................................. 228 273
Net earn ings of self–sup ported Crown cor po ra tions and agen cies . (1,881) (1,766)

Ac counts re ceiv able (in creases) ....................................................... (327) (55)
Due from other gov ern ments (in creases) ......................................... (209) 278
Due from self–sup ported Crown cor po ra tions and agen cies (in -

creases) de creases.......................................................................... 238 (18)
Ac counts pay able in creases (de creases) ........................................... 190 (30)
Due to other gov ern ments in creases ................................................ 787 223
Due to Crown cor po ra tions, agen cies and funds in creases .............. 22 38
Un funded pen sion li a bil ity pay ments ............................................... (1) (2)
Items ap pli ca ble to fu ture op er a tions in creases ................................ 615 116
Con tri bu tions of self–sup ported Crown cor po ra tions and agen cies. 1,541 1,657

Cash de rived from (used for) op er a tions .......................................... 790 (1,401)

Cap i tal Trans ac tions

Tan gi ble cap i tal as sets (ac qui si tions) ............................................... 629 702 (73) (392)
Pre paid cap i tal ad vances (in creases) ................................................ 496 (496) (490)

Cash (used for) cap i tal ...................................................................... 629 1,198 (569) (882)

In vest ment Trans ac tions

In vest ment in self–sup ported Crown cor po ra tions and agen cies..... 20 (20)
Loans, ad vances and mort gages re ceiv able (is sues) ......................... 120 603 (483) (35)
Other in vest ments—net de creases (in creases) ................................ 133 (133) (44)

Cash (used for) in vest ments ............................................................. 120 756 (636) (79)

To tal fi nanc ing (re quire ments) ........................................................ (415) (2,362)
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PUB LIC AC COUNTS 2003/04

Sum mary Fi nan cial State ments
State ment of Changes in Cash and Tem po rary In vest ments

for the Fis cal Year Ended March 31, 2004—Con tin ued

In Mil lions
2004 2003

Fi nanc ing Trans ac tions1

Re ceipts
$

Dis burse–
ments

$
Net

$
Net

$

Pub lic debt in creases ......................................................................... 15,905 15,094 811 770
De rived from Ware house Pro gram in vest ments............................... 1,067
De rived from (used for) pur chase of as sets, re cov er able from agen -

cies ................................................................................................. (4,900) (4,622) (278) 57

Cash de rived from (used for) fi nanc ing ............................................ 11,005 10,472 533 1,894

In crease (de crease) in cash and tem po rary in vest ments .................. 118 (468)
Bal ance—be gin ning of year .............................................................. 312 780

Bal ance—end of year....................................................................... 430 312

1Fi nanc ing trans ac tion re ceipts are from debt is sues and dis burse ments are for debt re pay ments.

The ac com pa ny ing notes and sup ple men tary state ments are an in te gral part of these fi nan cial state ments.
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PUB LIC AC COUNTS 2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004

1. Sig nif i cant Ac count ing Pol icies

( a ) RE PORTING EN TITY

These financial statements include the accounts of organizations  accountable for the administration of their financial
affairs and resources to a minister of the government or, directly to the Legislature, and are owned or controlled by the
government.  For purposes of the reporting entity, accountability to a minister or directly to the Legislature, does not
include those entities that are part of a province–wide program and are locally based having initial accountability to a local
board.

The re port ing en tity also in cludes gov ern ment part ner ships.

A list of or ga ni za tions in cluded in these con sol i dated fi nan cial state ments can be found on pages 67 and 68.

Trusts ad min is tered by the gov ern ment or a Crown cor po ra tion or agency are ex cluded from the re port ing en tity.

( b ) PRIN CI PLES OF CON SOL I DA TION

Tax payer–sup ported Crown cor po ra tions' and agencies' financial statements are con sol i dated with the Con sol i dated
Rev e nue Fund us ing the full con sol i da tion method. The gov ern ment’s in ter ests in gov ern ment part ner ships are re corded
on a pro por tional con sol i da tion ba sis.

Self–sup ported Crown cor po ra tions and agen cies and gov ern ment busi ness part ner ships are con sol i dated with the
Con sol i dated Rev e nue Fund on the mod i fied eq uity ba sis of con sol i da tion.

The def i ni tions of these con sol i da tion meth ods can be found on page 117.

No ad just ments are made for Crown cor po ra tions and agen cies whose fis cal year–ends are dif fer ent from the
gov ern ment’s fis cal year–end of March 31, un less the ef fect of an ad just ment would be sig nif i cant to the con sol i dated
op er at ing re sult.

( c ) BA SIS OF AC COUNT ING

The gov ern ment’s Sum mary Fi nan cial State ments are pre pared in ac cor dance with the Gen er ally Ac cepted
Ac count ing Prin ci ples (GAAP) for se nior gov ern ments as rec om mended by the Pub lic Sec tor Ac count ing Board (PSAB)
of the Ca na dian In sti tute of Char tered Ac coun tants, with the fol low ing ex cep tions:

( i)Re porting en tity—PSAB recommends the re port ing en tity com prise all or ga ni za tions that are ac count able for
the ad min is tra tion of their fi nan cial af fairs and re sources ei ther to a min is ter of the gov ern ment or di rectly to
the Legislature, and are owned or controlled by the government. The gov ern ment currently does not in clude
school districts, universities, col leges and in sti tutes, or health care authorities (SUCH sec tor) in its re port ing
en tity. These organizations will be included in 2004/05. The inclusion of universities will be reviewed
annually.

( ii)Pre paid cap i tal ad vances—PSAB recommends government trans fers be expensed in a government’s  financial 
state ments in the pe riod that the events giv ing rise to the trans fer oc curred, as long as the trans fer is
au tho rized, el i gi bil ity cri te ria are met, and a rea son able es ti mate of the amount can be made. Trans fers to
school districts, universities, col leges and in sti tutes, and health care authorities for the ac qui si tion of
significant tangible cap i tal as sets are not expensed in the year they are is sued; rather, they are treated as a
pre paid ex pense and am or tized over the life of the tan gi ble cap i tal as sets ac quired with the ad vances.
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PUB LIC AC COUNTS  2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

1. Sig nif i cant Ac count ing Pol icies—Con tinued

The fol low ing ta ble pro vides the im pact to the prov ince’s fi nan cial state ments if the ac count ing pol i cies were changed
to con form to cur rent PSAB.

The Budget Transparency and Accountability Act requires that any exceptions to GAAP be eliminated for fiscal
2004/05.

( d )SPE CIFIC AC COUNT ING POL ICIES

Rev e nue
All rev e nue is re corded on an ac crual ba sis ex cept when the ac cru als can not be de ter mined with a rea son able

de gree of cer tainty or when their es ti ma tion is im prac ti ca ble. The ex cep tion is cor po ra tion in come tax which is
recorded on a cash ba sis.

Gov ern ment trans fers are rec og nized as rev e nues in the pe riod dur ing which the trans fer is au tho rized and any
el i gi bil ity cri te ria are met.

Tax cred its/off sets are ac crued on the same ba sis as the as so ci ated tax rev e nues and re duce gross tax a tion
rev e nue but are not con sid ered val u a tion al low ances.

Ex penses
The cost of all goods and ser vices re ceived dur ing the year is expensed.

In ter est ex pense is recorded net of sinking fund earnings and includes debt servicing costs such as amortization of 
discounts and premiums, foreign exchange gains and losses, and issue costs.

Pen sion ex pense is cal cu lated as the cost of pen sion ben e fits earned by em ploy ees dur ing the year, in ter est on the
pen sion ben e fits liability, net of pen sion plan assets, and am or ti za tion of the gov ern ment’s share of any ex pe ri ence
gains or losses, less con tri bu tions made by members. The es ti mated to tal cost of the gov ern ment’s share of the plan
amend ments re lated to past ser vice is expensed in the year the plan is amended.

Government transfers include grants, entitlements and transfers under agreements, as described in the
definitions on page 117. Government transfers are recognized as expenses in the period in which the events giving rise
to the transfer occurred, as long as the transfer is authorized, eligibility criteria have been met and a reasonable
estimate of the amount can be made. This excludes transfers that meet the criteria for a prepaid capital advance.

Ac qui si tions of tan gi ble cap i tal as sets and pre paid cap i tal ad vances are re corded as as sets and the cost is
am or tized over the use ful life of the rel e vant tan gi ble cap i tal as set. Tan gi ble cap i tal as sets not re lated to a cap i tal ized
class of as sets are expensed in the year of ac qui si tion.

In Mil lions

(Un au dited)

As sets Li a bil i ties Net Eq uity Revenue Ex pense Surplus

$ $ $ $ $ $

In clu sion of SUCH sec tor and expensing 
pre paid cap i tal ad vances—in crease .... 8,503 3,892 4,611 2,300 1,963 337
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PUB LIC AC COUNTS 2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

1. Sig nif i cant Ac count ing Pol icies—Con tinued

Re struc turing exit ex penses are re corded when a re struc tur ing plan in ap pro pri ate form has been ap proved by the 
prov ince. To qual ify, the ex pense must not be as so ci ated with or ben e fit ac tiv i ties that will be con tin ued by the
gov ern ment re port ing en tity. In ad di tion, the ex pense must:

( i) be in cre men tal to other ex penses in curred in nor mal op er a tions and in curred as a di rect re sult of the
re struc tur ing plan; or,

(ii) rep re sent amounts to be in curred un der an ex ist ing con trac tual ob li ga tion that will con tinue af ter the
re struc tur ing plan is com pleted with no eco nomic ben e fit to the government; or,

(iii) rep re sent a pen alty or com pen sa tion in curred to can cel an ex ist ing con trac tual ob li ga tion.

As sets
As sets are re corded to the ex tent that they rep re sent cash and claims upon out side par ties, items held for re sale to 

out side par ties, pre paid ex penses, de ferred charges, pre paid cap i tal ad vances or tan gi ble cap i tal as sets ac quired as a
re sult of events and trans ac tions prior to the year–end.

Fi nan cial As sets
Tem po rary in vest ments and Ware house Pro gram in vest ments in clude short–term in vest ments re corded at the

lower of cost or mar ket value.

In ven tories for re sale in clude prop erty which has been pur chased, or for which de vel op ment costs have been
in curred, that is held for ul ti mate re sale or lease to out side par ties. In ven tories for re sale are re corded at the lower of
cost or net re al iz able value. 

Eq uity in self–sup ported Crown cor po ra tions and agen cies rep re sents the province’s in vest ment (in clud ing
long–term ad vances) in those self–sup ported Crown cor po ra tions and agen cies at cost, ad justed for in creases and
de creases in the investees’ net as sets.

Loans and ad vances are re corded at cost less ad just ment for any pro longed im pair ment in value. Mort gages
re ceiv able are re corded at the prin ci pal amount less val u a tion al low ance, are se cured by real es tate and are re pay able
over pe ri ods rang ing up to thirty years. Con ces sion ary  loans and mort gages are re corded at net pres ent value at is sue
and re lated pres ent value dis counts are expensed. Val u a tion al low ances are made when collectability  is con sid ered
doubt ful.

Other in vest ments are re corded at the lower of cost of ac qui si tion (which may be ad justed by at trib uted in come)
or es ti mated cur rent value. Val u a tion ad just ments are made when the value of in vest ments is im paired.

Loans for pur chase of as sets, re cov er able from agen cies are re corded at ma tu rity value less un am or tized pre mium
or discount, deferred  foreign exchange gains or losses and sink ing fund balances. Premium/dis count is am or tized on a
con stant yield ba sis.

Non–Fi nan cial Assets
Tan gi ble cap i tal as sets are re corded at his tor i cal cost, less accumulated amortization. Estimated cost is used to

re cord ex ist ing tan gi ble cap i tal as sets when ac tual cost is un known. The re corded cost, less the re sid ual value, is
gen er ally am or tized over the es ti mated use ful lives of the as sets on a straight–line ba sis ex cept for some trans por ta tion
equip ment which is am or tized us ing the sink ing fund method.

All sig nif i cant tan gi ble cap i tal as sets of gov ern ment or ga ni za tions and op er a tions have been capitalized. Crown
land is capitalized at a nominal value of $1.

The value of collections (artifacts, specimens and documents) has been excluded from the balance sheet.

Prepaid capital advances are provided to school districts, post–secondary educational institutions, health care
organizations and other specified government organizations to fund capital asset acquisitions. The province has an
ongoing claim on the assets of these organizations. Prepaid capital advances are amortized over the useful life of the
assets funded.
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PUB LIC AC COUNTS 2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

1. Sig nif i cant Ac count ing Pol icies—Con tinued

Li a bil i ties
All li a bil i ties are re corded to the ex tent they rep re sent claims pay able to out side par ties as a re sult of events and

trans ac tions prior to the year–end, in clud ing prob a ble losses on loan guar an tees is sued by the province, con tin gent
li a bil i ties when it is likely a li a bil ity ex ists and the amount of the li a bil ity can be rea son ably de ter mined on an
in di vid ual or port fo lio ba sis, and un funded pen sion li a bil i ties.

Em ployee Pen sion Plans (Un funded Pen sion Li a bil i ties)
The province accounts for employee pension plans by recognizing a liability and an expense in the reporting

period in which the employee has provided service. The amount is calculated using the accrued benefit actuarial cost
method.  Where plans are in a net asset position, and Joint Trusteeship Agreements restrict access to the assets, the
province records the value of plan net assets as nil. Changes in net liabilities/assets which arise as a result of actuarial
gains and losses, are amortized on a straight–line basis by the plan, over the average remaining service period of
employees active at the date of the adjustments. Past service costs from plan amendments are recognized in full in the
year of the amendment.

Unfunded pension liabilities of the Members of the Legislative Assembly Superannuation Account represent the 
terminal funding that would be required from the province for the difference between the present value of the
obligations for future benefit entitlements and the amount of funds available in the account.

Pub lic Debt
Pub lic debt rep re sents the di rect debt ob li ga tions of the Prov ince of Brit ish Co lum bia in clud ing borrowings

in curred for gov ern ment op er at ing pur poses, the ac qui si tion of cap i tal as sets, for re–lend ing to au tho rized
gov ern ment bod ies and for borrowings in ad vance of fu ture re quire ments un der the Ware house Pro gram. Pub lic debt
con sists of short–term prom is sory notes, notes, bonds and de ben tures, bank loans, cap i tal leases and mort gages
pay able. These ob li ga tions are re corded at prin ci pal less un am or tized pre mium or discount, deferred foreign exchange
gains or losses, and sink ing fund bal ances where ap pli ca ble. Pub lic debt is re ported in two categories: (1)
tax payer–sup ported, and (2) self–sup ported.

(1) Tax payer–sup ported debt in cludes di rect debt used for gov ern ment op er at ing and cap i tal pur poses, and the
debt of Crown cor po ra tions and agen cies that re quires an op er at ing or debt ser vic ing sub sidy from the pro vin cial
gov ern ment or that are fully con sol i dated within these fi nan cial state ments.

(2) Self–supported debt includes the portion of debt of commercial Crown corporations and agencies that has
been borrowed through the government’s fiscal agency loan program.  It does not include all debt of commercial
Crown corporations and agencies as these entities are consolidated on the modified equity basis. Commercial Crown
corporations and agencies fully fund their operations and debt from revenue generated through the sale of goods
and/or services at commercial rates to buyers that are outside the government reporting entity. Self–supported debt
includes debt of the Warehouse Program.

Debt pre mium/dis count is am or tized on a con stant yield ba sis. Un am or tized pre mium/dis count on bonds called
and re fi nanced is am or tized over the re main ing life of the old debt, or the life of the new debt, which ever is shorter.

When it has been de ter mined that there are suf fi cient se cu ri ties to sat isfy sched uled in ter est and prin ci pal
pay ments for a debt in stru ment, the sink ing fund as sets are set aside in a defeased trust ac count. The debt and the
re lated se cu ri ties used to ex tin guish the debt are re moved from the prov ince’s State ment of Fi nan cial Position. The
debt is con sid ered ex tin guished for fi nan cial re port ing pur poses.



40 PROV INCE OF BRIT ISH CO LUM BIA

PUB LIC AC COUNTS 2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

1. Sig nif i cant Ac count ing Pol icies—Con tinued

For eign Cur rency Trans la tion
Monetary assets and liabilities denominated in foreign currencies are translated to Canadian dollars at the

exchange rate prevailing at the year–end. Foreign currency transactions are translated at the exchange rate prevailing
at the date of the transaction unless hedged by forward contracts that specify the rate of exchange. Adjustments to
revenue or expense 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 component of Public Debt and Loans for purchase of assets, recoverable from
agencies 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.

De riv a tive Fi nan cial In stru ments
The prov ince is a party to fi nan cial in stru ments with off–bal ance sheet risk due to fluc tu a tions in for eign

cur rency ex change rates, in ter est rate fluc tu a tions and counterparty de fault on fi nan cial ob li ga tions. The prov ince
does not use de riv a tive fi nan cial in stru ments for spec u la tive pur poses. Off–bal ance sheet po si tion data is given in the
form of nom i nal prin ci pal amounts out stand ing. Amounts earned and expenses incurred under swaps are rec og nized
and off set against the re lated in ter est ex pense. Gains and losses on ter mi nated de riv a tive con tracts are de ferred and
am or tized over the lesser of the re main ing term of the con tract or the re lated debt.

2. Measurement Un cer tainty

Un cer tainty in the de ter mi na tion of the amount at which an item is rec og nized in the fi nan cial state ments is known as
mea sure ment un cer tainty. Un cer tainty ex ists when ever es ti mates are used be cause it is rea son ably pos si ble that there
could be a ma te rial vari ance be tween the rec og nized amount and an other rea son ably pos si ble amount.

Mea sure ment un cer tainty in these fi nan cial state ments ex ists in the ac cru als for pen sion ob li ga tions, Can ada Health
and So cial Trans fer (CHST), the Federal Equalization Program and per sonal in come tax.

The na ture of the un cer tainty in the ac cru als for pen sion ob li ga tions arises be cause ac tual re sults may dif fer
sig nif i cantly from the prov ince’s best es ti mates of ex pected re sults based on vari ables such as earn ings on pen sion
in vest ments and life ex pec tancy of claim ants. Un cer tainty re lated to the ac crual for CHST, the Federal Equalization
Program and per sonal in come tax arises be cause of the pos si ble dif fer ences be tween the estimates  for the economic factors
used in calculating the accruals and actual economic results. 

British Columbia Hydro and Power Authority (BC Hydro), a wholly owned self–supported Crown corporation, is
directly exposed to counterparty credit risk as a result of the purchase and sale of electricity and natural gas. During fiscal
year 2001, the rapid rise of wholesale power prices and in–state supply shortages have caused significant financial hardship
for a number of utilities in California, resulting in defaults on payments. As a result, BC Hydro has not recognized some
amounts as revenue owed them from sales to these utilities and has recorded provisions for uncollectible amounts and legal
costs that are, in management’s best estimate, sufficient to cover any remaining exposure. Due to the instability in the
California market and ongoing regulatory and legal proceedings, management cannot predict the outcome and the amount 
ultimately collected may differ materially from management’s current estimate.
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3. Cash and Tem po rary In vest ments
In Mil lions

2004 2003

$ $

Cash (cheques is sued in ex cess of funds on de posit)............................................................ (28) (248)
Tem po rary in vest ments1 ....................................................................................................... 458 560

430 312

1Tem po rary in vest ments con sist mainly of units in the Prov ince of Brit ish Co lum bia In vest ment Man age ment Cor po ra tion Pooled In vest ment
Port fo lios. Units are car ried at the lower of mar ket value or cost of ac qui si tion ad justed by in come attributed to the units.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

4. Ac counts Re ceiv able
In Mil lions

2004 2003

$ $

Taxes re ceiv able .................................................................................................................... 1,742 1,666
Trade ac counts re ceiv able..................................................................................................... 1,176 1,015
Ac crued in ter est .................................................................................................................... 343 315

3,261 2,996
Pro vi sion for doubt ful ac counts ............................................................................................ (719) (616)

2,542 2,380

5. In ven to ries for Re sale
In Mil lions

2004 2003

$ $

Prop er ties ............................................................................................................................... 49 82
Small Busi ness For est En ter prise Pro gram............................................................................ 176 131
Other ..................................................................................................................................... 13 3

238 216
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6. Due from Other Gov ern ments
In Mil lions

2004 2003

$ $

Gov ern ment of Can ada
Cur rent .............................................................................................................................. 186 95
Long–term ......................................................................................................................... 132

Pro vin cial gov ern ments
Cur rent .............................................................................................................................. 18 14

Lo cal gov ern ments1

Cur rent .............................................................................................................................. 8 24
Long–term ......................................................................................................................... 2

344 135

1Lo cal gov ern ments are mu nic i pal units es tab lished by the pro vin cial gov ern ment which in clude re gional and met ro pol i tan mu nic i pal i ties, cit ies,
towns, town ships, dis tricts, ru ral mu nic i pal i ties and villages.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

7. Due from Self–sup ported Crown Cor po ra tions and Agen cies
In Mil lions

2004 2003

$ $

Brit ish Co lum bia Hy dro and Power Au thor ity ..................................................................... 91 338
Brit ish Co lum bia Lot tery Cor po ra tion.................................................................................. 71 62
Co lum bia Power Cor po ra tion ............................................................................................... 2 2

164 402

See page 73 for details.
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8. Eq uity in Self–sup ported Crown Cor po ra tions and Agen cies
In Mil lions

2004 2003

In vest ments
$

Unremitted
Earn ings

$
To tal

$
To tal

$

Brit ish Co lum bia Hy dro and Power Au thor ity............................ 20 1,614 1,634 1,630
Brit ish Co lum bia Rail way Com pany ............................................ 258 164 422 371
Co lum bia Power Cor po ra tion ...................................................... 276 23 299 293
In sur ance Cor po ra tion of Brit ish Co lum bia ................................ 618 618 319
Pro vin cial Cap i tal Com mis sion.................................................... 16 16 16

554 2,435 2,989 2,629

Change in Eq uity in Self–sup ported Crown Cor po ra tions
and Agen cies

Bal ance—be gin ning of year ......................................................... 534 2,095 2,629 2,520
In crease in in vest ment ................................................................. 20 20
Net earn ings of self–sup ported Crown cor po ra tions and agen cies 1,881 1,881 1,766
Con tri bu tions paid to the Con sol i dated Rev e nue Fund ............. (1,353) (1,353) (1,483)
Ad just ments to con tri bu tions paid .............................................. (188) (188) (174)

Bal ance—end of year.................................................................. 554 2,435 2,989 2,629

See pages 73 and 74 for details.
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9. Loans, Ad vances and Mort gages Re ceiv able
In Mil lions

2004 2003

Loans and Ad vances $ $

Brit ish Co lum bia Stu dent loans............................................................................................. 412 302
In dus trial De vel op ment Fund com mer cial loans .................................................................. 97 135
Land Tax De fer ment loans.................................................................................................... 150 144
Brit ish Co lum bia Ferry Ser vices Inc. ..................................................................................... 428
Con struc tion loans to so cial hous ing pro jects....................................................................... 21 24
Ac count able ad vances........................................................................................................... 17 29
Mis cel la neous......................................................................................................................... 57 67

1,182 701
Pro vi sion for doubt ful ac counts............................................................................................. (170) (145)

1,012 556

Mort gages Re ceiv able

Re con struc tion Pro gram........................................................................................................ 49 58
Mis cel la neous......................................................................................................................... 8

57 58
Pro vi sion for doubt ful ac counts............................................................................................. (21) (18)

36 40

1,048 596

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued
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Notes to Sum mary Fi nan cial State ments
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9.  Loans, Ad vances and Mort gages Re ceiv able—Con tin ued

The BC Stu dent Loan Pro gram pro vides loans to stu dents for higher ed u ca tion. Stu dents are re quired to re pay these

loans through a con tracted ser vice pro vider, to the prov ince over a max i mum of 174 months with a float ing in ter est rate of

prime plus 2.5% or a fixed rate of prime plus 5%. De faulted loans are due on de mand with in ter est at a float ing rate of prime

plus 2.5%. The Pro gram also ad min is ters de faulted stu dent loans is sued by fi nan cial in sti tu tions un der a guar an teed and

risk shar ing agree ment with the prov ince. De faulted risk shar ing loans arise due to bank ruptcy or death of the stu dent while

at tend ing school.

The In dus trial De vel op ment Fund pro vided loans to as sist the es tab lish ment of new in dus try, the in tro duc tion of new 

tech nol ogy to ex ist ing in dus try, or the de vel op ment of a re gion of Brit ish Co lum bia. These loans in cur in ter est at rates rang -

ing from 0% to 10%. The In dus trial De vel op ment Fund was elim i nated pur su ant to the re peal of the In dus trial De vel op ment

In cen tive Act un der the Bud get Mea sures Im ple men ta tion Act, 2002. No loans were is sued af ter March 31, 2002.

The Land Tax De fer ment Pro gram al lows el i gi ble own ers to de fer pay ment of all, or a por tion of, an nual prop erty

taxes due on res i dences. El i gi ble in di vid u als are ei ther 60 years or older, a sur viv ing spouse or a per son with a dis abil ity. Sim -

ple in ter est is charged on the de ferred taxes at a rate set by the Min is ter of Pro vin cial Rev e nue. This rate will not ex ceed

2.0% be low the prime lend ing rate of the prin ci pal banker to the gov ern ment. The de ferred taxes, ad min is tra tion fees, plus

any out stand ing in ter est, must be re paid be fore the res i dence can be le gally trans ferred to a new owner, other than di rectly

to a sur viv ing spouse.

As part of a se cured de ben ture amend ment and pre ferred share sur ren der agree ment, dated May 23, 2003, the prov -

ince ex changed its in ter est in Brit ish Co lum bia Ferry Cor po ra tion for an in ter est-bear ing debt in Brit ish Co lum bia Ferry

Ser vice Inc. The loan is in ter est bear ing at 5.33% with a ma tu rity date of April 1, 2006.

Con struc tion loans are pro vided by Brit ish Co lum bia Hous ing Man age ment Com mis sion (BCHMC), a tax payer-sup -

ported Crown cor po ra tion, and an ap proved lender un der the Na tional Hous ing Act. BCHMC pro vides con struc tion loans

for so ci et ies that are build ing ap proved pro jects un der so cial hous ing pro grams. In ter est is pay able at the prov ince's

weighted av er age bor row ing rate for short-term funds, plus ad min is tra tion costs. Loans are re paid at sub stan tial completion

of each pro ject from fi nanc ing ar ranged with pri vate lend ers.

Ac count able ad vances rep re sent funds  is sued for pro gram costs that have not been ex pended in ac cor dance with the

ap pli ca ble agree ments.

The Re con struc tion Pro gram pro vides fi nan cial as sis tance to home own ers to pay for re pairs to homes with pre ma -

ture build ing en ve lope fail ure. The fi nan cial as sis tance is pro vided in the form of sub si dized  in ter est loans, no in ter est loans

or de ferred pay ment loans and se cured by reg is tered mort gages. This Pro gram is ad min is tered by the Home owner Pro tec -

tion Of fice.

Mis cel la neous mort gages re ceiv able have terms rang ing from less than one year to  twenty years with some loans be ing 

pay able on de mand. In ter est rates range from 3.5% to 10%. 
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10. Other In vest ments
In Mil lions

2004 2003

$ $

Gov ern ment of Can ada bonds .............................................................................................. 36 18
Pro vin cial gov ern ment bonds ............................................................................................... 63 63
Com mer cial loans and in vest ments ...................................................................................... 111 111
Brit ish Co lum bia Ferry Ser vices Inc ..................................................................................... 75
Pooled In vest ment Port fo lios ................................................................................................ 14 45
Co lum bia Ba sin Trust in vest ments ....................................................................................... 201 152
Mis cel la neous ........................................................................................................................ 68 54

568 443
Pro vi sion for doubt ful ac counts ............................................................................................ (115) (115)

453 328

Government of Canada bonds have a market value of $37.4 million (par value $35.5 million), with yields ranging from
2.305% to 4.336%. Maturity dates range from June 18, 2004 to June 1, 2012.

Provincial bonds of various provinces have a market value of $68.9 million (par value $60.9 million), with yields
ranging from 2.075% to 4.566%. Maturity dates range from March 8, 2005 to July 22, 2013.

Commercial loans and investments are recorded at the lower of cost of acquisition adjusted by attributed income and
market value. A provision in the full amount of these loans has been recorded.

As part of a secured debenture amendment and preferred share surrender agreement dated May 23, 2003, the
province exchanged its interest in British Columbia Ferry Corporation for 75,477 preferred shares in British Columbia
Ferry Services Inc. These non–voting shares are valued at $1,000 per share and entitle the province to a fixed cumulative
dividend at a rate of 8% of the issue price.

Pooled investment portfolios consist of units in the British Columbia Investment Management Corporation’s BC
Focus Fund and Illiquid Fund. These funds’ investments consist primarily of debt and equity holdings of privately held
companies.

Columbia Basin Trust investments include $9 million in bankers acceptances and deposits. The balance of $192
million represents investments in power development joint ventures.



PROV INCE OF BRIT ISH CO LUM BIA 47

PUB LIC AC COUNTS 2003/04

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

13. Ac counts Pay able and Ac crued Li a bil i ties
In Mil lions

2004 2003

$ $

Trade ac counts pay able and other li a bil i ties ........................................................................ 1,700 1,624
Ac crued in ter est on debt....................................................................................................... 805 789
Ac crued em ployee leave entitlements .................................................................................. 280 245
Other ac crued es ti mated li a bil i ties1 ...................................................................................... 758 695

3,543 3,353

1In cludes pend ing lit i ga tion, pro vi sion for guar an teed debt pay out and other mis cel la neous ac crued claims.

12. Loans for Pur chase of As sets, Re cov er able from Agen cies
In Mil lions

2004 2003

$ $

Brit ish Co lum bia Hy dro and Power Au thor ity ..................................................................... 7,040 6,696
Brit ish Co lum bia Rail way Com pany ..................................................................................... 467 481
Co lum bia Power Cor po ra tion ............................................................................................... 47
Im prove ment dis tricts ........................................................................................................... 5 6
Post–sec ond ary ed u ca tional in sti tu tions............................................................................... 90 106

7,602 7,336
Pro vi sion for doubt ful ac counts ............................................................................................

7,602 7,336

11. As sets Held for Sale

The Fi nan cial State ments and re lated notes for the fis cal year ended March 31, 2003, have been re stated to re -

port the dis posal of long lived as sets and dis con tin ued op er a tions of only sig nif i cant gov ern ment op er a tions.  For the

2003/04 fis cal year, the im pact of the gov ern ment's de ci sion to sell the shares and trans fer con trol of Brit ish Co lum bia

Ferry Ser vices Inc. (BCFSI), (for merly Brit ish Columbia Ferry Cor po ra tion) to the Brit ish Co lum bia Ferry Au thor ity is

shown.

Brit ish Co lum bia Ferry Ser vices Inc. pro vides ferry trans por ta tion ser vices in Brit ish Co lum bia. The Brit ish Co -

lum bia Ferry Au thor ity is an in de pend ent no-share cap i tal cor po ra tion; its pur pose is to gov ern BCFSI and to ap point

its Board of Di rec tors. As of April 2, 2003, BCFSI is no lon ger owned or con trolled by the prov ince and its as sets and

op er a tions are no longer in cluded in the gov ern ment re port ing en tity. On that date, the prov ince ex changed its own er -

ship in BCFSI for non-vot ing pref er ence shares in BCFSI with a stated value of $75 mil lion and a prom is sory note from

BCFSI with a par value of $428 mil lion. 

The dis con tin ued op er a tions and as sets held for sale of the Brit ish Co lum bia Rail way Com pany, a mod i fied equity 

en ter prise, are included in Eq uity in self-sup ported Crown cor po ra tions and agen cies and de scribed in Note 34, Sig nif i -

cant Events. 
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15. Due to Crown Cor po ra tions, Agen cies and Funds
In Mil lions

2004 2003

$ $

Brit ish Co lum bia Li quor Dis tri bu tion Branch.......................................................................... 44 44
Post–sec ond ary ed u ca tional in sti tu tions .................................................................................. 1
Trust funds ................................................................................................................................ 79 56

123 101

16. De ferred Rev e nue
In Mil lions

2004 2003

$ $

Med i cal Ser vices Plan pre mi ums .............................................................................................. 66 69
Mo tor ve hi cle licen ces and per mits .......................................................................................... 185 166
Pe tro leum, nat u ral gas and min er als, leases and fees ............................................................... 35 32
Wa ter rent als and re cord ing fees .............................................................................................. 70 76
De riv a tive debt in stru ments ..................................................................................................... 144 47
Fed eral Con tri bu tions ............................................................................................................... 390
Un earned lease rev e nue............................................................................................................ 106 107
Fed eral and mu nic i pal high way pro ject rev e nues .................................................................... 65 36
For est Stand Man age ment Fund .............................................................................................. 15 16
De ferred Cap i tal Con tri bu tions ................................................................................................ 85 67
Mis cel la neous............................................................................................................................ 131 90

1,292 706

14. Due to Other Gov ern ments
In Mil lions

2004 2003

$ $

Gov ern ment of Can ada
Cur rent .................................................................................................................................. 334 297
Long–term............................................................................................................................. 738

Pro vin cial gov ern ments
Cur rent .................................................................................................................................. 30 22

Lo cal gov ern ments1

Cur rent .................................................................................................................................. 7 3

1,109 322

1Lo cal gov ern ments are mu nic i pal units es tab lished by the pro vin cial gov ern ment which in clude re gional and met ro pol i tan mu nic i pal i ties, cit ies,
towns, town ships, dis tricts, ru ral mu nic i pal i ties and villages.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued



The College, Public Service, Municipal and Teachers’ plans are joint trusteeship plans. In joint trusteeship plans,
control of the plans and their assets are assumed by individual pension boards made up of government and plan member
representatives. Provisions of these plans stipulate that the province has no formal claim to any pension plan surpluses or
assets. The boards are fully responsible for the management of the plans, including investment of the assets and
administration of the plans.  The British Columbia Pension Corporation (Pension Corporation) provides benefit
administrative services as agents of the boards of trustees.
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17. Em ployee Pen sion Plans (Un funded Pen sion Li a bil i ties)
In Mil lions

2004 2003

$ $

Mem bers of the Leg is la tive As sem bly Su per an nu a tion Account ........................................ 3 4

The province contributes to four defined benefit pension plans for substantially all its employees and to the Members
of the Legislative Assembly  Superannuation Account (the Account). The four pension plans are the Public Service
Pension Plan, the Municipal Pension Plan, the Teachers’ Pension Plan and the College Pension Plan. The plans provide
pensions based on length of service and highest five–year average earnings. No unfunded liability exists for the future
indexing of pensions as the obligation is limited to the amount of available assets in separate inflation accounts.

There are additional employee pension plans in Crown corporations and agencies consolidated on the modified equity 
basis. Net assets or net liabilities of the pension funds are included in the investment balance of the particular Crown
corporation or agency.

The estimated financial position as at March 31, 2004 for each plan is as follows:

In Mil lions

Pub lic
Ser vice
Pen sion

Plan

Mu nic i pal
Pen sion

 Plan

Teach ers’
Pen sion

Plan

Col lege
Pen sion

Plan To tal

$ $ $ $ $

Ac crued ben e fit ob li ga tion..................................... 8,986 9,049 10,566 1,331 29,932
Pen sion fund as sets................................................. 11,069 10,300 10,182 1,523 33,074

(2,083) (1,251) 384 (192) (3,142)

Un am or tized ac tu ar ial gain (loss) .......................... (776) (196) (972)

Ac crued net ob li ga tion (as set) (2,083) (1,251) (392) (388) (4,114)

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued



17. Em ployee Pen sion Plans (Un funded Pen sion Li a bil i ties)—Con tin ued

In the event that a plan deficit is determined by an actuarial valuation (performed every three years), the pension
boards, by agreement, are required to address it through contribution adjustments or other means. It is expected, therefore,
that any unfunded liabilities in the future will be short-term in nature.

The reported net assets of the pension plans are under joint trusteeship agreements which limit the province's possible
conditional share to 50%. The province has no claim on accrued asset amounts. If the individual pension boards decide to
reduce or suspend employer contributions for a period of time, the province may record an asset. Therefore, the recorded
value of the net assets is nil until such time that such a decision is made. Also, only 70% of the pension fund assets and
accrued benefit obligation are included for the Municipal Pension Plan, reflecting the province's interest in the plan. 

The accrued benefit obligations and pension assets shown for 2003/04 are based on extrapolation of the most recent
actuarial valuations as follows: Public Service Pension Plan (March 31, 2002); Municipal Pension Plan (December 31,
2000); Teachers' Pension Plan (December 31, 2002); and College Pension Plan (August 31, 2003). Fund assets are based
on market value at the date of actuarial valuation and extrapolated using actuarial growth assumptions.

The Account is also administered by the Pension Corporation.  As members of the Legislative Assembly retire, the
present value of the amount required to provide a legislative member’s future pension benefits are transferred from the
Account to the Public Service Pension Plan from which monthly pensions are paid. Pension benefits are based on length of
service and highest five-year average earnings. The unfunded pension liability for the Account represents the terminal
funding that would be required from the province for the difference between the present value of the obligations for future
benefit entitlements and the amount of funds available in the Account.

Key actuarial assumptions used in the valuations include a long-term annual rate of return on pension fund assets of
7.30% for the Public Service Pension Plan, 7.25% for the Municipal Pension Plan, 7.25% for the Teachers’ Pension Plan,
and 7.20% for the College Pension Plan, and long-term annual salary increases of 4.80% for the Public Service Pension
Plan, 4.75% for the Municipal Pension Plan, 4.75% for the Teachers’ Pension Plan, and 4.70% for the College Pension
Plan.

The audited financial statements of each pension plan listed, along with full descriptions, benefit formulas, inflation
assumptions and funding policies may be found at www.pensionsbc.ca.
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18. Tax payer–sup ported Debt1

In Mil lions

Year of
Maturity

Canadian
Dollar

US
Dollar2

Japanese
Yen2

Other
Currencies2

2004
Ca na dian

Dol lar
To tal

2003
Ca na dian

Dol lar
To tal

Short–term prom is -
sory notes................ 2004 976

2005 850 73 923

Notes, bonds and de -
ben tures3 ................. 2004 1,912

2005 1,036 489 610 2,135 2,123

2006 2,365 2,365 2,296

2007 1,431 1,179 370 2,980 2,987

2008 930 829 59 418 2,236 2,248

2009 2,103 1,157 3,260 2,970

2009–2014 6,983 919 204 935 9,041 8,387

2014–2019 783 783 659

2019–2024 2,776 2,776 2,473

2024–2029 1,635 1,635 1,632

2029–2034 3,110 3,110 3,110

2034–2039 665 665 165

2039–2044 350 350 200

To tal debt is sued at face value .......... 25,017 4,646 263 2,333 32,259 32,138

Sink ing funds4........................................................................................................................... (2,680) (3,135)

Un am or tized pre mium (dis count) ........................................................................................... (119) (119)

Un re al ized for eign ex change gains/(losses) ............................................................................. (18) 24

Amount held in the Con sol i dated Rev e nue Fund .................................................................. (11) (9)

To tal tax payer–sup ported debt .............................................................................................. 29,431 28,899

The ef fec tive in ter est rates (weighted av er age per cent) as at March 31 on the above debt are:

2004 ............................................................................................................................ 5.67%

2003 ............................................................................................................................ 5.98%

1The bal ances and in ter est rates re flect the im pact of the re lated de riv a tive con tracts, pre sented in Note 20 (Risk Man age ment and De riv a tive Fi -
nan cial Instruments).

2For eign cur ren cies in clude:  $3,023 mil lion US ($4,646 mil lion Ca na dian); 22,000 mil lion Jap a nese yen ($263 mil lion Ca na dian); 1,000 mil lion
Swiss francs ($1,028 mil lion Ca na dian); and 741 mil lion eu ros ($1,305 mil lion Ca na dian). Ef fec tive Jan u ary 1, 2002, debt orig i nally is sued in and to tal ling 
2,499 mil lion French francs and 703 mil lion Deut sche marks was con verted at es tab lished fixed ex change rates (6.55957 French francs for 1 euro and
1.95583 Deut sche marks for 1 euro) and is now reported in euros.

3Notes, bonds and de ben tures in clude nil (2003: $6 mil lion) in bank loans, $32 mil lion (2003: $47 mil lion) in cap i tal leases and $134 mil lion
(2003: $141 mil lion) in mort gages.

4Sink ing fund bal ances in clude as sets to tal ling $108 mil lion (2003: $138 mil lion) in vested in the Matched Book Pro gram and as sets to tal ling
$2,572 mil lion (2003: $2,997 mil lion) set aside for or derly re pay ment of debt. Sink ing funds are man aged by the Brit ish Co lum bia In vest ment
Management Corporation.
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18. Tax payer–sup ported Debt—Con tin ued

Notes, bonds and de ben tures

Re deem able by the bond holder
Balances include debentures issued to the Canada Pension Plan totalling $3,424 million (2003: $3,447 million) at a

weighted average interest rate of 8.73% (2003: 9.27%). These debentures mature at various dates from April 2, 2004 to
March 1, 2024, with interest rates varying between 5.29% and 14.06%. These debentures are redeemable in whole or in
part before maturity, on six months’ prior notice, at the option of the Minister of Finance of Canada, subject to certain
restrictions. During the year, $300 million in Canada Pension Plan debentures were issued.  Under Canada Pension Plan
legislation, any significant amendment to benefits or contributions requires the approval of the legislature of two–thirds of
the provinces.

Balances include 5.45% debentures due August 17, 2028, totalling $200 million (2003: $200 million).  The holders
have a put option that, if exercised, would result in the bond maturing on August 17, 2005. If the option is not exercised, the 
debenture will mature on August 17, 2028, and the effective rate on the bond will be 5.62% for the period August 18, 2005
to August 17, 2028.

Balances include 5.86% debentures due June 18, 2029, totalling $250 million (2003: $250 million). The holders have
a put option that, if exercised, would result in the bond maturing on June 19, 2006. If the option is not exercised, the
debenture will mature on June 18, 2029.

Balances include British Columbia Savings Bonds totalling $180 million (2003: $229 million) maturing at dates from
October 15, 2005 to October 15, 2007, and with an effective rate of 2.35% are redeemable at par by the holder each April
15 and October 15 prior to maturity.

Re deem able by the prov ince
Balances include debentures issued to the Canada Pension Plan totalling $3,424 million (2003: $3,447 million) at a

weighted average interest rate of 8.73% (2003: 9.27%). These debentures mature at various dates from April 2, 2004 to
March 1, 2024, with interest rates varying between 5.29% and 14.06%. These debentures are redeemable in whole or in
part before maturity, on 30 days’ prior notice, at the option of the province.

Issues totalling $150 million (2003: $80 million) with effective rates ranging from 2.25% to 2.31% are redeemable at
par at the province’s option on dates ranging from October 20, 2005 to April 30, 2015.

De fea san ces
At March 31, 2004, sufficient securities had been set aside in a defeasance trust account to satisfy the scheduled

interest and principal payment requirements of $763 million (2003: $814 million). The securities are government of
Canada bonds, provincial bonds or BC Municipal Finance Authority securities that are held to maturity and match the
timing and specific amounts required to pay the interest and principal payments on the debt. The debt is considered
extinguished for financial reporting purposes. The debt and related securities used to extinguish the debt are removed from
the province’s Statement of Financial Position.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

18. Tax payer–sup ported Debt—Con tin ued

Notes, bonds and de ben tures—Con tin ued

Ag gre gate pay ments to meet sink ing fund in stal ments and re tire ment pro vi sions
Aggregate payments for the next five fiscal years to meet sinking fund instalments and retirement provisions on notes,

bonds and debentures are:

In Mil lions
Ca na dian

Dol lar

2005 ............................................................................................................................ 1,836

2006 ............................................................................................................................ 2,164

2007 ............................................................................................................................ 2,765

2008 ............................................................................................................................ 2,101

2009 ............................................................................................................................ 3,130

19. Self–sup ported Debt1

In Mil lions

Year of
Maturity

Canadian
Dollar

US
Dollar2

Japanese
Yen2

Other
Currencies2

2004
Ca na dian

Dol lar 
To tal

2003
Ca na dian

Dol lar
To tal

Short–term prom is -
sory notes................ 2004 1,187

2005 267 733 1,000

Notes, bonds and de -
ben tures .................. 2004 300

2005 388 75 135 598 598

2006 413 413 413

2007 314 314 314

2008 9 397 406 430

2009 144 144 144

2009–2014 1,674 356 150 2,180 1,747

2014–2019 350 350

2019–2024 1,296 1,296 1,296

2024–2029 75 655 730 810

2029–2034 575 575 575

2034–2039 50 393 443 491

To tal debt is sued at face value .......... 5,555 2,609 135 150 8,449 8,305

Sink ing funds3........................................................................................................................... (1,048) (1,029)

Un am or tized pre mium (dis count) ........................................................................................... 4 (6)

Un re al ized for eign ex change gains/(losses) ............................................................................. 102 (45)

To tal self–sup ported debt....................................................................................................... 7,507 7,225
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

19. Self–sup ported Debt—Con tin ued

The ef fec tive in ter est rates (weighted av er age per cent) as at March 31 on the above debt are:

2004 ............................................................................................................................ 6.11%

2003 ............................................................................................................................ 6.25%

1The bal ances and in ter est rates re flect the im pact of the re lated de riv a tive con tracts, pre sented in Note 20 (Risk Man age ment and De riv a tive Fi -
nan cial Instruments).

2For eign cur ren cies in clude: $1,949 mil lion US ($2,609 mil lion Ca na dian);10,000 mil lion Jap a nese yen ($135 mil lion Ca na dian); 97 mil lion eu ros 
($150 mil lion Canadian).

3Sink ing funds at March 31, 2004, to tal ling $397 mil lion US (2003: $372 mil lion US) act as a nat u ral hedge of the US dol lar de ben tures and
short–term prom is sory notes. Sink ing funds are man aged by the Brit ish Co lum bia In vest ment Man age ment Corporation.

Notes, bonds and de ben tures

Re deem able by the bond holder
Balances include debentures issued to the Canada Pension Plan totalling $317 million (2003: $317 million) at a

weighted average interest rate of 11.11% (2003: 11.11%). These debentures mature at various dates from July 10, 2004 to
June 9, 2009 with interest rates varying between 9.62% and 14.06%. These debentures are redeemable in whole or in part
before maturity, on six months’ prior notice, at the option of the Minister of Finance of Canada, subject to certain
restrictions. During the year, no Canada Pension Plan debentures were issued for self–supported debt. Under Canada
Pension Plan legislation, any significant amendment to benefits or contributions requires the approval of the legislature of
two–thirds of the provinces.

Re deem able by the prov ince
Balances include debentures issued to the Canada Pension Plan totalling $317 million (2003: $317 million) at a

weighted average interest rate of 11.11% (2003: 11.11%). These debentures mature at various dates from July 10, 2004 to
June 9, 2009, with interest rates varying between 9.62% and 14.06%. These debentures are redeemable in whole or in part
before maturity, on 30 days’ prior notice, at the option of the province.

De fea san ces
At March 31, 2004, sufficient securities had been set aside in a defeasance trust account to satisfy the scheduled

interest and principal payment requirements of $68 million (2003: $68 million). The securities are government of Canada
bonds or provincial bonds that are held to maturity and match the timing and specific amounts required to pay the interest
and principal payments on the debt. The debt is considered extinguished for financial reporting purposes. The debt and
related securities used to extinguish the debt are removed from the province’s Statement of Financial Position.

Ag gre gate pay ments to meet sink ing fund in stal ments and re tire ment pro vi sions
Aggregate payments for the next five fiscal years to meet sinking fund instalments and retirement provisions on notes,

bonds and debentures are:

In Mil lions
Ca na dian

Dol lar

2005 ............................................................................................................................ 566

2006 ............................................................................................................................ 427

2007 ............................................................................................................................ 327

2008 ............................................................................................................................ 431

2009 ............................................................................................................................ 150
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20. Risk Man age ment and De riv a tive Fi nan cial In stru ments

The province borrows funds in both domestic and foreign capital markets, and manages its existing debt portfolio to
achieve the lowest debt costs within specified risk parameters. As a result, the province is exposed to risks associated with
interest rate fluctuations, foreign exchange rate fluctuations and credit risk. In accordance with risk management policy
guidelines set by the Risk Committee of the Ministry of Finance, the province uses a variety of derivative financial
instruments to hedge exposure to interest and foreign exchange risks.

Derivatives used by the province include interest rate swaps, cross–currency swaps, forward foreign exchange contracts,
forward rate agreements, advanced rate setting agreements and options. A derivative instrument is a financial contract with a 
financial institution or counterparty that is applied to effect a hedge on interest rate or foreign exchange exposure contained
in the underlying provincial debt instrument. A derivative derives value from the impact of market changes on the underlying 
hedged debt instrument.

The province also engaged in commodity derivative hedging on behalf of the British Columbia Ferry Corporation. The
objective of commodity derivative hedging was to reduce the financial risks associated with price volatility in the commodity
market. As at March 31, 2004, the remaining notional amounts under commodity contracts totalled nil (2003: 122,000)
barrels of oil. Effective April 2, 2003, the contracts were transferred to British Columbia Ferry Services Inc. and matured at
various dates from May 31, 2003, to August 31, 2003.

The following tables present maturity schedules of the province’s derivatives by type, outstanding at March 31, 2004,
based on the notional amounts of the contracts.

Tax payer–sup ported Debt

In Mil lions

Year of
Maturity

Cross
Currency

Swaps

Interest
 Rate
Swaps

Advanced 
Rate Setting
Agreement

For ward
For eign

Ex change
Con tracts To tal

$ $ $ $ $
2005 1,099 95 200 73 1,467

2006 745 745

2007 1,919 1,679 3,598

2008 1,305 1,305

2009 1,158 1,055 2,213

6–10 years 2,013 1,011 3,024

Over 10 years 218 634 852

To tal ........................................................ 7,712 5,219 200 73 13,204

As at March 31, 2004, the province entered into two advanced rate setting agreements to lock in interest rates in
advance of an expected bond issue. The hedging instrument for both is a Government of Canada bond, 5.75%, maturing June
1, 2029 with a notional amount of $200 million.
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20. Risk Man age ment and De riv a tive Fi nan cial In stru ments—Con tin ued

Self–sup ported Debt
In Mil lions

Year of
Maturity

Cross
Currency

Swaps
Interest

Rate
Swaps

De layed
In ter est Rate 

Swap To tal

$ $ $ $
2005 279 1,168 1,447

2006 135 236 371

2007 200 200

2008 200 524 724

2009

6–10 years 440 1,296 200 1,936

Over 10 years 150 150

To tal......................................................................... 1,054 3,574 200 4,828

On behalf of British Columbia Hydro and Power Authority (BC Hydro), the province entered into a delayed interest
rate swap to hedge the refinancing risk on a BC Hydro debt issue. Under the interest rate swap, the province pays a fixed
semi–annual rate and receives a floating rate, starting June 21, 2004 and maturing December 21, 2012, on a notional
amount of $200 million.

In ter est rate risk
Interest rate risk is the risk that the province’s debt servicing costs will fluctuate due to changes in interest rates. The

province uses derivative contracts to manage interest rate risk by exchanging a series of interest payments, and assuming
either a fixed or floating rate liability to a counterparty, based on the notional principal amount. Derivatives allow the
province to alter the proportion of its debt held in fixed and floating rate form to take advantage of changes in interest rates.

The government’s current policy guidelines, with respect to the provincial government direct debt portfolio, that
totals $25,943 million (2003: $25,309 million), allow floating rate exposure up to 45.00% (2003: 45.00%) of this portion of
the taxpayer–supported debt. At March 31, 2004, floating rate debt exposure was 35.62% (2003: 40.57%) of the
government direct debt portfolio.

Under current policy guidelines for BC Hydro, the maximum floating rate exposure is 46.00% (2003: 46.00%) of their
debt that totals $7,040 million (2003: $6,784 million). At March 31, 2004, floating rate debt exposure for BC Hydro was
29.30% (2003: 38.40%) of their debt.

Based on the taxpayer–supported and self–supported debt portfolios at March 31, 2004, a 1.00% increase in interest
rates would result in an increase in the annual debt servicing expense of $93 million (2003: $100 million) for the
taxpayer–supported debt portfolio and $15 million (2003: $25 million) for the self–supported debt portfolio.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued
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20. Risk Man age ment and De riv a tive Fi nan cial In stru ments—Con tin ued

For eign ex change risk
Foreign exchange risk is the risk that the province’s debt servicing costs and principal payments will fluctuate due to

changes in foreign exchange rates. The province uses derivative contracts to hedge foreign exchange risk by converting
foreign currency principal and interest cash flows into Canadian dollar cash flows. Within specified limits set by policy, the
province and provincial corporations may only assume unhedged exposure to US dollars and Japanese yen.

The government’s current policy guidelines with respect to the provincial government direct debt portfolio, which
totals $25,943 million (2003: $25,309 million), allow unhedged foreign debt exposure up to 10.00% (2003: 10.00%) of this
portion of the taxpayer–supported debt. At March 31, 2004, unhedged foreign debt exposure in Japanese yen was 4.73%
(2003: 2.99%) of the government direct debt portfolio. At March 31, 2004, there was no unhedged foreign debt exposure in 
US dollars for the government direct debt portfolio (2003: nil).

Under current policy guidelines for BC Hydro, the maximum unhedged foreign debt exposure is 30.00% (2003:
30.00%) of their debt, which totals $7,040 million (2003: $6,784 million). At March 31, 2004, 20.10% (2003: 25.20%) of
their debt was in the form of unhedged foreign debt in US dollars.

Based on the taxpayer–supported and self–supported debt portfolios at March 31, 2004, a one cent decrease in the
Canadian dollar versus the US dollar would result in an increase of $11 million (2003: $15 million) in the annual debt
servicing expense for the self–supported debt portfolio. A decrease of one yen versus the value of the Canadian dollar (for
example, from 79 yen to 78 yen) would result in an increase to the annual debt servicing expense of $3 million (2003: $2
million) for the taxpayer–supported debt portfolio.

Credit risk
Credit risk is the risk that the province will incur financial loss due to a counterparty defaulting on its financial

obligation to the province. In accordance with the government’s policy guidelines, the province reduces its credit risk by
dealing with only highly rated counterparties.  The province only enters into derivative transactions with counterparties
that have a rating from Moody’s Investors Service and Standard & Poor’s of at least AA–/Aa3 or A+/A1 in the case of
Canadian Schedule A banks. The province also establishes limits on individual counterparty credit exposures and monitors 
these exposures on a regular basis.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued
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21. Net Li a bil i ties

The Statement of Change in Net Liabilities (see page 33) shows the net impact of applying the expenditure basis of
accounting.  The net liabilities calculation uses the expenditure, rather than the expense, basis of accounting.  Under the
expenditure basis of accounting, prepaid capital advances, tangible capital assets, prepaid program costs and other assets
are recorded as expenditures when calculating the current year surplus or deficit.  Under the expense basis of accounting,
these items are recorded on the Statement of Financial Position as assets and amortized over an applicable period of time.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

22. Tan gi ble Cap i tal As sets
In Mil lions

2004 2003

Net Book
Value

$

Net Book
Value

$

Land and land im prove ments .................................................................................................. 833 770
Build ings (in clud ing ten ant im prove ments)............................................................................ 921 944
High way in fra struc ture ............................................................................................................ 6,263 6,161
Fer ries and re lated in fra struc ture ............................................................................................ 11 15
Trans por ta tion equip ment....................................................................................................... 2,053 2,088
Com puter hard ware and soft ware............................................................................................ 268 257
Other........................................................................................................................................ 133 146

10,482 10,381

See Statement of Tangible Capital Assets on page 75.

The estimated useful lives of the more common tangible capital assets are: buildings (10–50 years); highway
infrastructure (15–40 years); ferries and related infrastructure (5–40 years); transportation equipment (5–40 years);
computer hardware and software (3–5 years); and other (including vehicles, specialized equipment, and furniture and
equipment) (5–20 years). Land improvements are amortized over 30 years (recreation areas) or 40 years (dams and water
management systems). Tenant improvements are amortized over 5 years or the length of the relevant lease term.

Included in tangible capital assets of British Columbia Transit (BCT) and of Rapid Transit Project 2000 Ltd (RTP) are 
capital assets under lease to Greater Vancouver Transportation Authority (GVTA). These capital assets under lease
consist of land, land improvements, stations, guideways and other assets related to the SkyTrain system and West Coast
Express. These assets are made available to GVTA for their use under the Greater Vancouver Transportation Authority Act
and an Order in Council (OIC) enacted thereunder, and represent one of the province’s contributions toward public
transportation in the Greater Vancouver Regional District. The OIC–directed lease arrangements with GVTA and BCT
are for one dollar per year under an initial fifteen–year term with additional five–year renewal periods upon the agreement
of BCT and GVTA. The net book value of these assets is $945 million (2003: $963 million). A similar lease arrangement is
under negotiation with GVTA for the RTP assets.

23. Pre paid Cap i tal Ad vances
In Mil lions

2004 2003

$ $

Health fa cil i ties ........................................................................................................................ 3,074 2,953
Post–sec ond ary ed u ca tional in sti tu tions.................................................................................. 2,609 2,401
Schools...................................................................................................................................... 6,429 6,475

12,112 11,829
Ac cu mu lated am or ti za tion....................................................................................................... (4,976) (4,721)

7,136 7,108
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24. Pre paid Pro gram Costs
In Mil lions

2004 2003

$ $

Pre paid pro gram costs1 ........................................................................................................... 82 107

1In cludes in ven to ries of op er at ing ma te rial held in the Pur chas ing Com mis sion and Queen’s Printer ware houses pend ing dis tri bu tion in a sub se -
quent fis cal year. Also in cludes in ven to ries of sup plies and other not for re sale items held by tax payer–sup ported Crown cor po ra tions and agen cies and
charged to ex penses when con sumed in the normal course of operations.

25. Other As sets
In Mil lions

2004 2003

$ $

De ferred debt in stru ment costs................................................................................................ 119 122
De ferred treaty costs ................................................................................................................ 21 23
Other de ferred costs ................................................................................................................. 4 3

144 148

26. Ac cu mu lated Sur plus (Def i cit)
In Mil lions

2004 2003

$ $

Ac cu mu lated sur plus (def i cit)—be gin ning of year as pre vi ously re ported ............................. (7,954) (4,785)
Ad just ments to ac cu mu lated sur plus (def i cit)1,2 ..................................................................... (61) (31)

Ac cu mu lated sur plus (def i cit)—be gin ning of year as re stated2 .............................................. (8,015) (4,816)
Sur plus (def i cit) for the year2 ................................................................................................... (1,339) (3,199)

Ac cu mu lated sur plus (def i cit)—end of year........................................................................ (9,354) (8,015)

1In fis cal 2002/03, the open ing ac cu mu lated def i cit for 2002/03 was re stated to ap ply changes due to cor rec tion of er rors. These ad just ments were
made: to rec og nize the out stand ing amount of leave li a bil ity for the Healthcare Ben e fits Trust for those or ga ni za tions funded through gov ern ment ($30
mil lion in crease); to ad just the land ac count for land held for the fed eral gov ern ment that had been cap i tal ized by the prov ince ($1 mil lion in crease); to
ad just rev e nue rec og ni tion for safety in spec tion fees rec og nized as rev e nue in prior years that should have been de ferred to fu ture years to co in cide with
the re lated cost in cur rence ($8 mil lion in crease); and, to trans fer the trust ac count held for the Crop In sur ance Fund to be in cluded as a part of reg u lar
gov ern ment op er a tions, ($8 mil lion de crease). The net ef fect of these changes re sults in an in crease to the 2002/03 opening accumulated deficit of $31
million (from $4,785 to $4,816).

2In fis cal 2003/04, fur ther re state ments to the 2002/03 ac cu mu lated def i cit were made to ap ply changes due to cor rec tion of er rors. These ad just -
ments were made: to rec og nize the out stand ing amount of leave li a bil ity for the Healthcare Ben e fits Trust for those or ga ni za tions funded through gov ern -
ment ($23 mil lion in crease); to ad just ex pense for School Dis trict Build ing En ve lope Pro gram ($7 mil lion in crease); to trans fer the trust ac count held for
the Crop In sur ance Fund to be in cluded as a part of reg u lar gov ern ment op er a tions, ($8 mil lion de crease); and, to ad just the ac crual for em ployee leave li -
a bil ity ($8 mil lion in crease). The net ef fect of these changes is a $30 mil lion in crease to the 2002/03 def i cit (from $3,169 to $3,199). When com bined with
the prior year’s change, the to tal im pact to the 2003/04 opening accumulated deficit is $61 million (from $7,954 to $8,015).
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27. Con tin gen cies and Com mit ments
(a) GUARANTEED DEBT

Guaranteed debt as at March 31, 2004, totalled $156 million (2003: $264 million).  These guarantees include amounts
where indemnities have been made for explicit quantifiable loans.  See Statement of Guaranteed Debt on page 76 for details.

(b) CONTINGENT LIABILITIES

( i )Lit i ga tion
The province is a defendant in legal actions and is involved in matters such as expropriation

compensation disputes and tax assessment appeals.  These matters may give rise to future liabilities.
The province has the following contingent liabilities where the estimated or known claim is or exceeds

$100,000, but the likelihood of payment is uncertain.

When it is determined that it is likely that a liability exists and the amount can be reasonably estimated,
the amount is recorded as an accrued liability (see Note 13) and an expense. The accrued liability for litigation
at March 31, 2004 was $61 million (2003: $36 million).

( ii )Guar an tees and In dem ni ties
The province also has contingent liabilities in the form of indemnities, indirect guarantees and

outstanding claims for amounts that are not explicit or reasonably estimable at this time.
( iii )En vi ron men tal Clean–up

The province is responsible for the environmental clean–up of numerous contaminated sites in the
province. For those sites where the province has possession, a liability of $130 million (2003: $145 million) has
been accrued based on preliminary environmental audits. This liability is based on the minimum estimated
clean–up costs for those sites where an estimate has been made and it has been determined that the
government is liable. Estimated clean–up costs, not already accrued, for sites under evaluation are
approximately $93 million at March 31, 2004.  In addition, the Ministry of Energy and Mines has determined
possible net liabilities of $300 million for sites the province does not own.  Many other sites remain to be
evaluated; the future liability for all environmental clean–up costs is not currently determinable.

( iv )Ab orig i nal Land Claims
Treaty negotiations between the province, Canada and First Nations commenced in 1994.  The province

anticipates that these negotiations will result in modern–day treaties defining the boundaries and nature of
First Nations treaty settlement lands. As of March 31, 2004, there were 45 treaty tables in various stages of
negotiation, representing two–thirds of the aboriginal people in British Columbia.

When final treaty agreements are ratified, the provincial cost of treaties is recorded in the Public
Accounts.  Costs are amortized over the same period as the period of capital transfers established in final
agreements.

In Mil lions
2004 2003

$ $

Neg li gence and mis cel la neous ............................................................................ 2 38
Con tract dis putes................................................................................................. 130 163
Dam ages to per sons or prop erty .......................................................................... 28 157
Ex pro pri a tion dis putes......................................................................................... 34
Tim ber har vest ing rights dis putes ....................................................................... 3
Prop erty ac cess dis putes ...................................................................................... 9 22
Mo tor ve hi cle ac ci dents ...................................................................................... 1 2
Tax dis putes......................................................................................................... 18 8

191 424

Notes to Sum mary Fi nan cial State ments
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Four Agreements in Principle (AiPs) were signed in 2003, to add to the AiP signed with Sechelt in 1999.
It is expected that the capital transfer components in all the AiPs will be entirely provided by Canada. The
provincial land commitments of Provincial Crown Land within all five AiPs are as follows: 

·  Lheidli T’enneh, 3,120 hectares
·  Maa-nulth, 20,900 hectares
·  Sliammon, 6,000 hectares
·  Tsawwassen, 427 hectares
·  Sechelt, 933 hectares
Since the signing of the Sechelt AiP, there has been little or no progress in negotiations and a final

agreement is not anticipated in the near future.
Eighty percent of funding for First Nations negotiation costs is in the form of loans from Canada and is

repayable from treaty settlements. The province has committed to reimburse Canada 50% of any negotiation
support loans that default, along with 50% of the interest accrued. The earliest date at which the loans are
expected to become due is 2006 and the amount of any provincial liability is not determinable at this time.

Some First Nations have chosen not to negotiate through the formal British Columbia Treaty
Commission process. Several have commenced litigation claiming aboriginal rights and/or title over their
asserted Traditional Territories and/or challenging provincial approvals regarding resource allocation and
extraction on those lands with respect to the adequacy of consultation and accommodation. The result of
these actions is not determinable at this time.

(v)Crown Cor po ra tions
The Insurance Corporation of British Columbia (ICBC) has settled some claims which require ICBC to

provide claimants with periodic payments, usually for a lifetime. ICBC has purchased annuities to make these
payments; however, if the annuities are insufficient, ICBC remains responsible. The gross amount of these
settlements at December 31, 2003, was approximately $594 million (2002: $569 million).

The BC Transportation Financing Authority has contingent liabilities of $92 million remaining after
deducting the estimated settlement expense currently accrued from gross claims outstanding for capital
projects.

Powerex, a wholly–owned subsidiary of the British Columbia Hydro and Power Authority, has been
named as a defendant in a number of lawsuits regarding alleged market manipulation of energy prices in the
California wholesale electricity markets. Estimates of claims against all market participants could reach
several billion US dollars.  Management cannot predict the outcome of the various claims; however, Powerex
states the terms of its sales were just and reasonable.

( c) COMMITMENTS

The government has ongoing operational and capital commitments to fund a variety of programs for public welfare
including health, education, social services, protection of persons and property, and management of natural resources.
Any significant non–operating commitments of less than five years duration and costing more than $50 million are detailed 
in this note.

( i) Re struc tur ing plan
The province is in the final year of a three–year restructuring plan.  In each year, associated costs are
determined, included in the Estimates, and recorded in the financial statements.

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tin ued

27. Con tin gen cies and Com mit ments—Con tin ued
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(ii)  2010 Winter Olympics
On July 2, 2003, the In ter na tional Olym pic Com mit tee se lected Van cou ver to host the 2010

Olym pic and Paralympic Win ter Games.  A com pre hen sive Multi-Party Agree ment (MPA) be tween

Can ada, Brit ish Co lum bia, the City of Van cou ver, the Re sort Mu nic i pal ity of Whis tler, the Ca na dian

Olym pic Com mit tee, the Ca na dian Paralympic Com mit tee, and the Van cou ver 2010 Or ga niz ing Com -

mit tee was signed No vem ber 14, 2002.  This agree ment es tab lishes the roles and re la tion ships of all the

par ties, the con trac tual ar range ments, fi nan cial con tri bu tions, le gal re spon si bil i ties, and the sport leg a -

cies of the Games.  On Sep tem ber 30, 2003 the “Van cou ver Or ga niz ing Com mit tee for the 2010 Olym -

pic and Paralympic Games” (VANOC) was in cor po rated.  The prov ince has the power to ap point three

of the twenty board mem bers.  VANOC's man date is to plan, or ga nize, fi nance and stage the Win ter

Games.  

The prov ince, has es tab lished a com mit ment of $600 mil lion for the 2010 Olym pic Games. The

MPA out lines the prov ince's ob li ga tions for the Games. The ob li ga tions in clude: med i cal ser vices for

the Games; shar ing se cu rity costs with the Gov ern ment of Can ada; pro vid ing one half of the costs of the 

ven ues; and pro vid ing $55 mil lion to the Leg acy Endowment Fund. To date, the prov ince has spent

$111 mil lion to ward its $600 mil lion com mit ment. In ad di tion, the prov ince has guar an teed any po ten -

tial fi nan cial short fall that may be in curred by VANOC as a re sult of stag ing the Games. A short fall is

not an tic i pated at this time. The prov ince  has also agreed to up grade the Sea to Sky High way at a cost

es ti mated to be $600 mil lion. 

(iii) Crown cor po ra tions

The province has committed to the construction of the expansion to the Vancouver Convention
Centre and other shared upgrades to adjacent facilities. The cost is to be shared by the province ($230
million), the Government of Canada ($223 million) and Tourism Vancouver ($90 million). 

Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

28. Rev e nue
In Mil lions

2004 2003

Tax a tion rev e nue in cludes $ $

Per sonal in come ....................................................................................................................... 4,878 4,154
Cor po ra tion in come ................................................................................................................. 776 613
So cial ser vice ............................................................................................................................ 4,001 3,794
Prop erty .................................................................................................................................... 1,576 1,541
Other ........................................................................................................................................ 2,577 2,175

13,808 12,277

See notes at end of the Schedule of Net Revenue by Source on page 94 for additional information on taxation revenue.

27. Con tin gen cies and Com mit ments—Con tin ued
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

30. Val u a tion Al low ances
In Mil lions

2004 2003

$ $

Ac counts re ceiv able ................................................................................................................. 165 152
Loans, ad vances and mort gages re ceiv able.............................................................................. 41 31
In vest ments .............................................................................................................................. 8 6
Tan gi ble cap i tal as sets.............................................................................................................. 14 7

228 196

These amounts are included in Other in expense by group account classification in Note 29 and represent the
write–down of assets and liabilities in the above Statement of Financial Position categories.

29. Ex pense
In Mil lions

2004 2003

In ter est ex pense by func tion $ $

Health....................................................................................................................................... 151 152
Ed u ca tion ................................................................................................................................. 446 453
Trans por ta tion.......................................................................................................................... 138 138
In ter est1 .................................................................................................................................... 1,451 1,493

2,186 2,236

In Mil lions
2004 2003

To tal ex pense by group ac count clas si fi ca tion $ $

Gov ern ment trans fers............................................................................................................... 19,669 19,544
Op er at ing costs......................................................................................................................... 2,677 2,369
Sal a ries and ben e fits ................................................................................................................. 2,370 2,281
In ter est1 .................................................................................................................................... 2,186 2,236
Other ........................................................................................................................................ 466 583
Am or ti za tion ............................................................................................................................ 523 564

27,891 27,577

1In cludes for eign ex change gain am or ti za tion of $19 mil lion (2003: loss am or ti za tion of $7 million)
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

33. Work ers’ Com pen sa tion Board of Brit ish Co lum bia (WCB)

WCB administers the Workers’ Compensation Act. Its main functions are promotion of occupational health and safety, 
compensation for occupational injury, death or disease, and rehabilitation of injured workers. WCB collects funds
necessary for its operations from employers covered under the Act, and operates similar to a trust. It is excluded from the
government reporting entity. The audited financial statements of WCB at December 31 reflect the following financial
information:

In Mil lions
De cem ber 31

2003
De cem ber 31

2002

$ $

As sets ....................................................................................................................................... 8,481 8,078
Li a bil i ties.................................................................................................................................. 8,473 8,225

Net Eq uity ............................................................................................................................... 8 (147)

In Mil lions
De cem ber 31

2003
De cem ber 31

2002

$ $

Rev e nue ................................................................................................................................... 1,573 795
Ex pense .................................................................................................................................... 1,419 1,366

Sur plus (def i cit)...................................................................................................................... 154 (571)

32. Trusts Un der Ad min is tra tion
In Mil lions

2004 2003

$ $

Pub lic Trustee and Of fi cial Ad min is tra tors
—ad min is tered by gov ern ment of fi cials.............................................................................. 530 575

Su preme and Pro vin cial Court (Suit ors’ Funds)
—ad min is tered by the Courts ............................................................................................. 32 22

Credit Un ion De posit In sur ance Cor po ra tion of B.C.
—ad min is tered by var i ous gov ern ment of fi cials and a non–gov ern ment in vest ment

corporation ......................................................................................................................
117 104

Other trust funds
—ad min is tered by var i ous gov ern ment of fi cials ................................................................. 68 43

747 744

31. Com par i son to Es ti mates

The Estimates numbers on the Statement of Operations are taken from the Estimated Statement of Operations on
page 4 of the  Estimates, Fiscal Year Ending March 31, 2004. They do not include supplementary spending of $419 million
approved by the Legislature during the 2003/04 fiscal year. Of this amount, $319 million was additional Canadian Health
and Social Transfer funds from the federal government that were not known at the time of the budget, but were included in
the Supply Act passed on May 29, 2003.
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

34.  Sig nif i cant Events

Gov ern ment Re struc tur ing

The province has stated its intentions to reorganize government.  As part of the reorganization, the province will
discontinue some operations and invite outside investors to participate in other operations.  These include, among others,
liquor distribution, land registry operations, rail operations and highway operations.

Brit ish Co lum bia Rail way Com pany (BCRC)Op er a tions

On November 25, 2003, BCRC and BCR Properties signed an agreement with Canadian National Railway Company
(CN) under which CN will assume the operations of the industrial freight railway business carried on by BC Rail
Partnership, by purchasing the shares of BC Rail Ltd., and the partnership interests of BC Rail Partnership (collectively “BC
Rail”), for proceeds of $1 billion (the “Transaction”).

Prior to closing, BC Rail will undergo a corporate restructuring to ensure that only assets and liabilities of BC Rail’s
Industrial Freight Railway business are owned by BC Rail at the time of the Transaction. Part of this restructuring will
involve transferring the railbed and related infrastructure from BC Rail to BCRC. The BC Rail Partnership and BC Rail will
continue to be liable for certain inter-company debt owing to BCRC and BCR Properties.

As part of the Transaction, BCRC and CN will enter into a Revitalization Agreement under which CN will lease the
railbed and related infrastructure from BCRC for a term of 60 years. The Revitalization Agreement also gives CN the option
to renew the lease for an additional 30 years at no cost to CN and allows for further extensions of the term of the agreement
beyond this time, should BCRC not excercize its option to repurchase the rail operations.

The province and BCRC have provided commercial indemnities to CN with respect to the Transaction including
indemnities related to tax attributes of BC Rail at closing.  

The maximum payable under the indemnities related to tax attributes is $367 million, plus interest at 9% from the date
of closing and any taxes payable by CN on the amounts received under the indemnities. These indemnities remain in effect
until 90 days after the last date on which a tax assessment or reassessment can be issued in respect of the tax attributes. It is
unlikely the province and BCRC will ultimately be held liable for any amounts under these indemnities.

The maximum payable under the other indemnities - not related to tax attributes - is limited to $262 million. There are
certain other specific indemnities (including certain environmental indemnities and matters unrelated to the industrial
freight railway business) for which there are not limits on the amounts payable thereunder.

At March 31, 2004, the book value of the net as sets of these op er a tions held for sale was $755 mil lion and an nual net in -
come was $86 mil lion.

Co lum bia Ba sin Trust

On Jan u ary 16, 2004, the pro vin cial gov ern ment an nounced a reg u la tion to bring the Co lum bia Ba sin Trust Amend -
ment Act, 2003 into force. The gov ern ment’s stated ob jec tive is to in crease ef fi ciency and de liver on go ing sav ings, pro vide
rep re sen ta tion from Co lum bia Ba sin res i dents and con tinue the man date of the Co lum bia Ba sin Trust to in vest its share of
the power pro ject and other in come to fur ther the eco nomic, so cial and en vi ron men tal well-be ing of Co lum bia Ba sin res i -
dents. The de vel op ment and man age ment of power pro jects, cur rently done through joint ven tures be tween the Trust and
Co lum bia Power Cor po ra tion, will be con sol i dated un der a sin gle cor po ra tion that will be a sub sid iary of the Trust. The
Trust will hold 100% of the sub sid iary’s shares and will ap point a ma jor ity of the board of di rec tors. The man date of the
power sub sid iary and the con tin ued 50/50 shar ing of power in come will be set out in agreements between the province and
the Trust to implement the power restructuring. 

On May 3, 2004, the Ar row Lakes Gen er at ing Sta tion( a joint ven ture of the Co lum bia Ba sin Trust and Co lum bia
Power Cor po ra tion) in curred dam age to a por tion of the in take chan nel re sult ing in the tem po rary sus pen sion of power gen -
er a tion. The cause of the dam age is cur rently un der in ves ti ga tion and the ap pro pri ate steps  have been taken to pre vent fur -
ther dam age and to carry out nec es sary re pairs. The fi nan cial im pact of this can not be de ter mined at this time. Re course
un der in sur ance pol i cies and war ran ties un der the Design-Build Contract are currently under investigation.
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Notes to Sum mary Fi nan cial State ments
for the Fis cal Year Ended March 31, 2004—Con tinued

35. Re struc tur ing Exit Ex pense

Reported restructuring exit expenses of $122 million (2003: $169 million) do not include an additional recovery of
($16) million (2003: expenses of $78 million) for restructuring exit expenses of government organizations that were
consolidated using the modified equity basis. This consists of $8 million in expenses (2003: expenses of $37 million) for
British Columbia Hydro and Power Authority, recoveries of ($25) million (2003: expenses of $26 million) for the British
Columbia Liquor Distribution Branch, nil (2003: expenses of $15 million) for the Insurance Corporation of British
Columbia  and expenses of $1 million (2003: nil) for British Columbia Lottery Corporation.

In Mil lions
2004 2003

Re struc tur ing exit ex pense by func tion $ $

Health ....................................................................................................................................... 10 6
Ed u ca tion.................................................................................................................................. 1 2
So cial ser vices ........................................................................................................................... 22 17
Pro tec tion of per sons and prop erty .......................................................................................... 17 2
Trans por ta tion .......................................................................................................................... 5 14
Nat u ral re sources...................................................................................................................... 25 69
Other......................................................................................................................................... 13 55
Gen eral gov ern ment ................................................................................................................. 29 4

122 169

In Mil lions
2004 2003

Re struc tur ing exit ex pense by group ac count clas si fi ca tion $ $

Gov ern ment trans fers ............................................................................................................... 3 16
Op er at ing costs ......................................................................................................................... 38 61
Sal a ries and ben e fits ................................................................................................................. 78 89
Other......................................................................................................................................... 3 3

122 169

36. Com par a tives

Cer tain of the com par a tive fig ures for the pre vi ous year have been re stated to con form with the cur rent year’s pre -

sen ta tion. These re state ments have had no ef fect on the op er at ing re sult as pre vi ously re ported ex cept as spe cif i cally

noted.
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Sum mary Fi nan cial State ments
Re port ing En tity

for the Fis cal Year Ended March 31, 2004

TAXPAYER–SUP PORTED CROWN CORPORATIONS AND AGENCIES

(GOVERNMENT  ORGANIZATIONS)
RECORDED ON A CONSOLIDATED  BASIS

Con sol i dated Rev e nue Fund1

Health Sec tor
Ca na dian Blood Ser vices2

Fo ren sic Psy chi at ric Ser vices Com mis sion

Ed u ca tion Sec tor
In dus try Train ing and Ap pren tice ship Com mis sion3

In dus try Train ing Au thor ity4

Pri vate Post–Sec ond ary Ed u ca tion Com mis sion

Nat u ral Re sources and Eco nomic De vel op ment Sec tor
552513 Brit ish Co lum bia Ltd5

BC Im mi grant In vest ment Fund Ltd
B.C. Pa vil ion Cor po ra tion
Brit ish Co lum bia En ter prise Cor po ra tion
Brit ish Co lum bia Trade De vel op ment Cor po ra tion3

Co lum bia Ba sin Trust
Creston Val ley Wild life Man age ment Au thor ity Trust Fund
Dis cov ery En ter prises Inc
For estry In no va tion In vest ment Ltd4

In no va tion and Sci ence Coun cil of Brit ish Co lum bia6

Land and Wa ter Brit ish Co lum bia Inc
Oil and Gas Com mis sion
Part ner ships Brit ish Co lum bia Inc
Tour ism Brit ish Co lum bia
Van cou ver Con ven tion Cen tre Ex pan sion Pro ject4

Van cou ver Trade and Con ven tion Cen tre Au thor ity

Trans por ta tion Sec tor
BC Trans por ta tion Fi nanc ing Au thor ity
Brit ish Co lum bia Ferry Cor po ra tion7

Brit ish Co lum bia Tran sit
Rapid Tran sit Pro ject 2000 Ltd
Vic to ria Line Ltd3

Pro tec tion of Per sons and Prop erty
Brit ish Co lum bia Se cu ri ties Com mis sion
Or ga nized Crime Agency of Brit ish Co lum bia So ci ety

So cial Ser vices Sec tor
B.C. Com mu nity Fi nan cial Ser vices Cor po ra tion
In terim Au thor ity for Com mu nity Liv ing Brit ish Co lum bia
Le gal Ser vices So ci ety
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Sum mary Fi nan cial State ments
Re port ing En tity

for the Fis cal Year Ended March 31, 2004—Con tin ued

TAXPAYER–SUP PORTED CROWN CORPORATIONS AND AGENCIES

(GOVERNMENT  ORGANIZATIONS)
RECORDED ON A  CONSOLIDATED  BASIS—CON TIN UED

Other Sec tor
B.C. Fes ti val of the Arts So ci ety3

B.C. Games So ci ety
Brit ish Co lum bia Arts Coun cil
Brit ish Co lum bia As sess ment Au thor ity
Brit ish Co lum bia Build ings Cor po ra tion
British Co lum bia Her i tage Trust3

Brit ish Co lum bia Hous ing Man age ment Com mis sion
First Peo ples’ Her i tage, Lan guage and Cul ture Coun cil
Home owner Pro tec tion Of fice
Pa cific Na tional Ex hi bi tion7

Pro vin cial Rental Hous ing Cor po ra tion
Royal BC Mu seum4

SELF–SUP PORTED CROWN CORPORATIONS AND AGENCIES

(GOVERNMENT ENTERPRISES) 
RECORDED ON A MODIFIED  EQUITY BASIS

BCIF Man age ment Ltd
Brit ish Co lum bia Hy dro and Power Au thor ity
Brit ish Co lum bia Li quor Dis tri bu tion Branch
Brit ish Co lum bia Lot tery Cor po ra tion
Brit ish Co lum bia Rail way Com pany
Co lum bia Power Cor po ra tion
In sur ance Cor po ra tion of Brit ish Co lum bia
Pro vin cial Cap i tal Com mis sion

1The Con sol i dated Rev e nue Fund has been al lo cated to the ap pro pri ate sec tor on the State ment of Fi nan cial Po si tion by Sec tor (page 69)
and  Op er a tions by Sec tor (page 71).

2This or ga ni za tion re flects a gov ern ment part ner ship amongst Ca na dian prov inces and is pro por tion ally con sol i dated based upon the prov ince’s
share (14.67%) of the to tal pro vin cial con tri bu tions to the partnership.

3These or ga ni za tions were wound up dur ing the fis cal year.
4These or ga ni za tions be gan op er a tions dur ing the fis cal year.
5 552513 Brit ish Co lum bia Ltd was in volved in the ac qui si tion and dis posal of Skeena Cel lu lose Inc.
6 This or ga ni za tion changed its name dur ing the cur rent year.  It was for merly known as Sci ence Coun cil of Brit ish Co lum bia.
7 Dur ing the year, the gov ern ment trans ferred con trol of these or ga ni za tions to out side the gov ern ment re port ing entity.
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Sum mary Fi nan cial State ments
State ment of Guar an teed Debt1

as at March 31, 2004

Guar an teed debt rep re sents that debt of mu nic i pal i ties and other gov ern ments, pri vate en ter prises and in di vid u als,
and debt and mi nor ity in ter ests of pro vin cial Crown cor po ra tions and agen cies, which has been ex plic itly guar an teed or in -
dem ni fied by the gov ern ment, un der the au thor ity of a stat ute, as to net principal or redemption provisions.

In Mil lions
2004 2003

Tax payer–sup ported Guar an teed Debt

Net
Out stand ing1

$

Net
Out stand ing1

$

Mu nic i pal i ties and other lo cal gov ern ments
Mu nic i pal Act de ben tures ................................................................................................ 1 1

Sub to tal, mu nic i pal i ties and other lo cal gov ern ments ...................................................... 1 1

Gov ern ment ser vices
Home owner Pro tec tion Act loan guar an tees..................................................................... 104 98

Sub to tal, gov ern ment ser vices ........................................................................................... 104 98

Health and ed u ca tion
Fi nan cial Ad min is tra tion Act stu dent aid loans................................................................ 41 54

Sub to tal, health and ed u ca tion.......................................................................................... 41 54

Eco nomic de vel op ment
Se cu ri ties Act .................................................................................................................... 1
Fi nan cial Ad min is tra tion Act

Busi ness De vel op ment Bank Guar an teed Pro gram ..................................................... 1 1

Emer gency Credit En hance ment Pro gram................................................................... 3 7

Farm Dis tress Op er at ing Loan Pro gram....................................................................... 1 3

Feeder As so ci a tion’s Loan Guar an tee Pro gram ........................................................... 5 5

Mis cel la neous guar an tees each less than $1 mil lion .................................................... 1

Home Mort gage As sis tance Pro gram Act mort gages ......................................................... 10 15
Home Mort gage As sis tance Pro gram Act sec ond mort gages2 ............................................ 1 1

Sub to tal, eco nomic de vel op ment....................................................................................... 21 34

To tal tax payer–sup ported guar an teed debt ....................................................................... 167 187
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Sum mary Fi nan cial State ments
State ment of Guar an teed Debt1

as at March 31, 2004—Con tin ued

In Mil lions
2004 2003

Self–sup ported Guar an teed Debt

Net
Out stand ing1

$

Net
Out stand ing1

$

Eco nomic de vel op ment
Brit ish Co lum bia Rail way Fi nance Act cap i tal leases3 ...................................................... 2

Sub to tal, eco nomic de vel op ment....................................................................................... 2

Util i ties
Hy dro and Power Au thor ity Act bonds and de ben tures3.................................................. 87

Sub to tal, util i ties ................................................................................................................ 87

To tal self–sup ported guar an teed debt................................................................................ 89

Grand to tal, all guar an teed debt ........................................................................................ 167 276
Pro vi sion for prob a ble pay out............................................................................................. (11) (12)

Net to tal, all guar an teed debt4 ......................................................................................... 156 264

1Guar an teed debt in cludes gross prin ci pal debt less sink ing fund bal ances, and rep re sents the to tal amount of con tin gent li a bil ity of the gov ern -
ment aris ing from rel e vant guarantees.

2The Brit ish Co lum bia Sec ond Mort gage Pro gram was sold to the Bank of Mon treal in June 1989,  with the con di tion that the prov ince will buy
back any mort gages which may be come uncollectible in fu ture years.

3See the fi nan cial state ments of gov ern ment or ga ni za tions and en ter prises for de tails of ma tu rity dates, in ter est rates and re demp tion fea tures of
the out stand ing debt of these Crown agen cies and for de tails of de riv a tive financial products.

4De ben tures to tal ling $0.3 mil lion (2003: $0.3 mil lion) have been defeased and are con sid ered ex tin guished for fi nan cial re port ing purposes.





Office of the Auditor General: 2003/04 Reports Issued to Date

Report 1 – April 2004

Follow-up of Performance Reports

Managing Interface Fire Risks

Transportation in Greater Vancouver:
A Review of Agreements Between the Province and TransLink,
and of TransLink’s Governance Structure

Report 2 – June 2004

In Sickness and in Health: Healthy Workplaces 
for British Columbia’s Health Care Workers

Report 3 – October 2004

Preventing and Managing Diabetes in British Columbia

Report 4 – October 2004

Internal Audit in Health Authorities:
A Status Report

Report 5 – October 2004

Salmon Forever: An Assessment of the Provincial Role 
in Sustaining Wild Salmon

This report and others are available on our website at
http://www.bcauditor.com 
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