2 005/ 2006 : Report 9

OFFICE T HE

'A‘ Auditor General

of British Columbia

Leading the Way -

Adopting Best Practices in
Financial Reporting 2004/05

March 2006




National Library of Canada Cataloguing in Publication Data

British Columbia. Office of the Auditor General.

Adopting best practices in government financial statements.—2001/2002—
(Report)

Annual.

Report year ends Mar. 31.

Continues: British Columbia. Office of the Auditor General. Report on government financial
accountability for the ... fiscal year. Report on the ... public accounts. ISSN 1488-4585.

ISSN 1705-1630 — Adopting best practices in government financial statements

1. Finance, Public—British Columbia—Accounting—Periodicals. I. Title. II. Series: British
Columbia. Office of the Auditor General. Report.

HJ13.B7B74 352.4'39°0971105 C2001-960288-X

'A‘ Auditor General
@ o British Columbia
LOCATION:

8 Bastion Square

Victoria, British Columbia
V8V 1X4

OFFICE HOURS:
Monday to Friday
8:30 a.m.—4:30 p.m.

TELEPHONE:

250 387-6803

Toll free through Enquiry BC at: 1 800 663-7867
In Vancouver dial 660-2421

FAX: 250 387-1230
E-MAIL: bcauditor@bcauditor.com

WEBSITE:
This report and others are available at our Website, which also contains further information
about the Office: http:/ /www.bcauditor.com

REPRODUCING:

Information presented here is the intellectual property of the Auditor General of British Columbia and is
copyright protected in right of the Crown. We invite readers to reproduce any material, asking only that
they credit our Office with authorship when any information, results or recommendations are used.



N

OFFICE THE 8 Bastion Square
Victoria, British Columbia

Auditor General
Telephone: 250 387-6803

Of B h COIU.Hlbla \F/\j;?s:!e 250.387—1239

http://bcauditor.com

The Honourable Bill Barisoff
Speaker of the Legislative Assembly
Province of British Columbia
Parliament Buildings

Victoria, British Columbia

V8V 1X4

Dear Sir:

I'have the honour to transmit herewith to the Legislative Assembly of
British Columbia my 2005/2006 Report 9: Leading the Way—Adopting
Best Practices in Financial Reporting 2004 /2005.

WNeayae W

Wayne Strelioff, FCA
Auditor General

Victoria, British Columbia
March 2006

copy: Mr. E. George MacMinn, Q.C.
Clerk of the Legislative Assembly






Table of Contents

Auditor General’s COMMENES .........uiiiiiiiiiiiiiiie e 1
Detailed REPOIT.....uiiiiiiiiiiiii et e 3
Why do we Write this FePOrt? .......coiiiiiiiiiiiiiiiiii e 5
How do we know what are best practices? ...........ccooccoiiiiiiiiiiiiiiieiinniiiiiieeeeee 5
Last Year’s Accomplishments ..........ccciiiiiiiiiiiiiii e 6
Looking to the FULUre ... ...t 15
Improvements We Recommend ...........ooiiiiiiiiiiiiiiiiiiiiece e 24
Other SIignificant IMALEEES ......c.ooiuiiiiiieiiiiiii et 29
Response from the Ministry of FINGnCe ...........ccooiiiiiiiiiiiiiiiiiiiiiiiece e 41
Appendices
Appendix A: Summary Financial Statement Audit Methodology.............................. 47
Appendix B: Ministries and Government Organizations Included in the
2004/05 Summary Financial Statements and Their Auditors.................eeveeeee.. 51
Appendix C: Summary Financial Statements 2004/05 ........cooocviiiiiiiiniiiiiieeennie. 55
Appendix D: Office of the Auditor General: 2005/06 reports issued to date............. 115

Auditor General of British Columbia | 2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005



Acknowledgements

Project Team

Assistant Auditor General:
Bill Gilhooly

Lisa Moore
Geoff Stagg
Jason Reid

Laurie Selwood

This report is based on the result of audit work done mainly between July 2004 and June 2005, by
about 90 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.



Auditor General’s Comments

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.

British Columbia reached a significant milestone in public
sector financial reporting in Canada this year. For the first time,
government’s Summary Financial Statements provide a complete
accounting of its financial plans and results in accordance with

Wayne Strelioff, FCA Canadian generally accepted accounting principles (GAAP).
Auditor General

This is the first year I have issued an unqualified audit opinion.
I did so after the government completed its multi-year plan to
implement GAAP. The last step it took this year was to fully
consolidate the financial results of all school districts, universities,
colleges and health organizations. I commend government for this
and for other improvements it has made over the past few years in
its financial reporting.

In this report, we explain how government is leading the
way towards having the best Summary Financial Statements in
Canada. We also take the opportunity to recommend how further
improvements can be made. Several accounting concerns remain
to be addressed, such as how interest expense should be shown
and the policy on how government accounts for interest during
construction needs updating.

As well, we are encouraging the government to provide fuller
disclosure in the Summary Financial Statements. Preparing and
disclosing consolidated sectoral financial information would further
enhance their usefulness and understandability.

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

MNeayae w
Wayne Strelioff, FCA

Auditor General

Victoria, British Columbia
March 2006
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Detailed Report

Why do we write this report?

Enhancing the provincial government’s accountability and
performance is the mission of our Office. We are an independent
office of the Legislature, and we report on, and provide
recommendations to improve, government’s management and
accountability practices. We must choose in which areas to spend
our resources, but our annual audit of the Summary Financial
Statements of the Government of the Province of British Columbia
(the government financial statements) is a significant and ongoing
focus of our Office because these statements are a major means by
which government accounts for its financial performance.

We conduct our audit 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 allow
us to comment on the government’s progress in adopting best
practices in financial statement reporting.

We achieved our first goal when we issued our audit opinion
and it was published by the government in June 2005 as part of its
financial statements.

This report is the result of our second goal in examining the
Summary Financial Statements. Here we outline government’s
accomplishments last year in improving its financial accounting
and reporting practices, suggest improvements that we hope
government will make, and explain other matters we believe are
relevant to an understanding of the financial statements and our
audit of them.

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
what are the best accounting and reporting practices to use often
requires significant professional judgement.
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Detailed Report

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

B 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;

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 the accounting and reporting practices
adopted by government against these objectives, and compare them
with Canadian generally accepted accounting principles (GAAP),
other standards of the CICA and, where appropriate, practices
followed by our peers across Canada. Considering these outside
sources helps us objectively decide what best practice is in each
circumstance.

Last Year’s Accomplishments

Auditor General of British Columbia

Government is responsible for ensuring 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 effectively fulfill
this important responsibility.
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Achieving full adoption of GAAP

During the fiscal year 2004/05, the government significantly
improved its financial accounting and reporting practices with the
full adoption of GAAP for senior governments. The 2004/05 Public
Accounts now contains a more complete picture of the Province’s
finances than has ever been presented. The results of operations and
the ending financial position of all organizations in the government
reporting entity are now included in the Summary Financial
Statements. In prior years, a significant part of the education and
health sectors—the schools, universities, colleges and health care
organizations (known collectively as the SUCH sector)—were
excluded.

This achievement took place after years of deliberate, measured
progress, requiring a great deal of commitment, support and hard
work by many individuals and groups throughout the provincial
public sector.

Recognition of this achievement was made by the Canadian
Institute of Chartered Accountants (CICA) and the Public Sector
Accounting Board (PSAB), both of which noted the government’s
leadership in financial reporting.

What other financial statement improvements resulted from adopting GAAP?

Auditor General of British Columbia

In adopting GAAP, the government made a number of
improvements to the Summary Financial Statements:

B Capital asset disclosure was improved by the elimination of
prepaid capital advances.

B Disclosure of debt related to sinking funds was improved.

B A more accurate debt disclosure was made by adding back

“in-substance” defeased debt to the statement of financial
position.

B The accounting policy for bonus bid revenue for petroleum
and natural gas rights was changed to reflect recent
professional pronouncements.

2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005
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We discuss each of these improvements in more detail below.

The SUCH sector was consolidated

Auditor General of British Columbia

GAAP requires the government to prepare consolidated financial
statements that include the results of operations and year-end
financial position of all organizations that it controls. In previous
years, the government did not consolidate the operating results and
year-end position of schools, universities, colleges, health authorities
and hospital societies. As a result, revenues and expenses reported
in the government’s financial statements were understated by over
$2 billion, and the financial assets and liabilities were understated
by about $4 billion. We therefore included a reservation in our audit
opinion, describing the impacts of these understatements.

In 2001, the government legislated, through the Budget
Transparency and Accountability Act, that it would adopt GAAP
for the Public Accounts by 2005. Considerable work was needed
to meet this legislated requirement. Before the financial results
of all the different 150 or so government organizations could be
consolidated, they individually had to be presented on a basis
consistent with the government’s stated accounting policies.
Since the government was moving to GAAP, all government
organizations had to ensure that their own financial statements were
also in accordance with GAAP. The government’s task was first to
identify the accounting policies in all organizations that were not
in accordance with GAAP, and then to come up with a strategy to
move them to GAAP.

In most organizations, this was not a significant problem—they
had been reporting in accordance with GAAP for some time.
However, school districts had been reporting on the basis of policies
created by the Ministry of Education, developed to serve the specific
reporting needs of the ministry. Much of the government’s work
moving to GAAP revolved around the school districts, addressing
such items as amortization of capital assets, accrual of vacation pay
and employee future benefits, and the inclusion of school-based
funds.

Another hurdle in achieving full consolidation of all government
organizations involved aligning all financial information to the
government’s March 31 year-end. Many government organizations
have March 31 year-ends, and those few Crown agencies and
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corporations that do not were accustomed to providing additional
adjusted financial information. Again, it was in the school districts
where much of the effort was needed, since they have a June 30
fiscal year-end, corresponding to the end of the academic year.

Our Office worked closely with the Comptroller General’s Office
and the Ministry of Education in finding solutions to these issues, as
discussed elsewhere in this report.

Capital asset disclosure was improved by the elimination of prepaid capital advances

At just over $7 billion, prepaid capital advances were a significant
non-financial asset on the government’s statement of financial
position in previous years. These advances represented grants made
to government organizations in the health and education sectors for
capital asset acquisitions.

The government had deferred these grants, amortizing them to
expense over the same period of years as the estimated useful lives
of the assets that the grants had been used to purchase. This was
not in accordance with GAAP, which requires these grants to be
expensed.

The organizations receiving these pre-paid capital grants—
schools, universities, colleges and health authorities—were not
included in the Summary Financial Statements in those years.
Once these organizations were consolidated in the 2004 /05 year,
the grants were eliminated as part of the normal consolidation
adjustments, and replaced by the tangible capital assets they had
been used to purchase.

Disclosure of debt related to sinking funds was improved

Auditor General of British Columbia

From time to time, when the government determines there is
sufficient securities to satisfy scheduled interest and principal
payments for a debt instrument, sinking funds are set aside in
a defeased trust account. “Sinking funds” is the name given
to investments held separately for the purpose of paying off
outstanding debt at maturity. Under GAAP, both the debt and
related sinking funds are required to be shown separately on the
statement of financial position.

2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005
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In its statement of financial position in prior years, the
government had been showing the provincial debt, net of related
sinking funds. Full information on debt, including investment assets
kept in sinking funds, was disclosed in the notes to the financial
statements. Because debt, net of sinking funds, was reported on the
statement of financial position, the result was an understatement
of financials assets and liabilities. With the government’s adoption
of GAAP in 2004/05, the full amount of debt and sinking fund
investments was reported on its statement of financial position,
increasing both financial assets and liabilities by about $4 billion.

More accurate debt disclosure was made by adding back “in-substance” defeased debt to the
statement of financial position

Auditor General of British Columbia

When funds are set aside and invested so that the earnings and
market value are sufficient to meet debt interest and principal
repayments at maturity, the debt and investments may be removed
from the statement of financial position if certain conditions are met.
The debt is said to be “defeased.” GAAP allows defeased debt and
its related investments to be matched against each other when such
an arrangement is in accordance with the terms of the debt issue. In
these circumstances, the lender must agree to accept the 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.

Before fiscal 2004/05, the government had debt with sufficient
offsetting investments in a separate trust account to satisfy future
scheduled interest and principal payments. The government
considered this arrangement to be “defeased in-substance”;
and the debt, sinking fund assets and related interest expense
and investment earnings were removed from the financial
statements. However, the debt and related sinking funds were
not legally defeased, which they should have been to meet GAAP
requirements.

The government has changed its reporting of public debt for
fiscal 2004/05. Debt and related sinking funds that did not meet the
GAAP definition of defeasance are now included in the statement of
financial position, and the associated interest income and expense
is included on the statement of operations. This change was made
on a retroactive basis with a restatement of prior year figures.

As a result, taxpayer-supported debt increased by $763 million
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($832 million in 2004) and accrued interest payable increased by
$18 million ($21 million in 2004). As well, sinking funds increased
by $812 million ($891 million in 2004), and the related interest
income increased by $61 million ($66 million in 2004) and interest
expense by $68 million ($35 million in 2004).

The accounting policy for bonus bid revenue for petroleum and natural gas rights was changed
to reflect recent professional pronouncements

Auditor General of British Columbia

As a result of recent guidance issued by the CICA, the Province
changed how it accounts for revenue for bonus bids received by the
Ministry of Energy and Mines (now the Ministry of Energy, Mines
and Petroleum Resources) related to competitions for the right to
explore and develop Crown petroleum and natural gas resources.

Once each month, the ministry holds a competition, by sealed
tender, allowing companies to submit a bonus bid on the petroleum
and natural gas rights within specified parcels of land. Provided the
bid is considered to be fair value, the highest bidder receives the
right to enter into a tenure agreement with the Province, allowing
the company to explore the parcel for petroleum and natural gas
and to enter into production, depending on the type of tenure
agreement. Tenure agreements are typically issued for periods
ranging from 3 to 10 years and can be renewed or extended if
certain conditions are met.

Accepted bonus bids are non-refundable. Historically they were
recorded immediately as revenue by the Province.

Now, under the new CICA guidance, these up-front payments are
considered part of the tenure agreement and are to be recognized
over the tenure terms. Starting in fiscal 2004 /05, the Province
changed its accounting policy to defer and recognize this revenue
over the estimated life of tenure agreements.

Deferral term

For the 2004 /05 fiscal year, the Province has deferred bonus bid
revenue over an eight-year term. This eight years is an estimate of
the average term of tenure agreements, including the initial tenure
and all renewals, based on government’s best estimate of past
experience. The Office of the Comptroller General and the Ministry
of Energy, Mines and Petroleum Resources have said that this
average term will be reviewed annually to ensure it is still based

2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005
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Exhibit 1

on reasonable, supportable assumptions and accurately reflects the
average term of tenure agreements.

Application

Since the new guidance is applicable for fiscal year-ends
beginning after December 17, 2003, this is the first year of
application in the Summary Financial Statements. Consistent
with the new CICA guidance, the Province has applied this new
accounting policy retroactively, restating prior year financial
statements. All future changes in the estimated average tenure term
are to be applied prospectively.

Financial impact

The financial impact of this change in accounting policy is
significant, resulting in a decrease in opening accumulated
surplus and an increase in deferred revenue of $1,278 million.
This restatement has not changed the total amount of revenue to
be recorded for the bonus bids, only the timing of when the revenue
will be recognized.

For the current year, this results in a revenue deferral of
$1,262 million (2004: $1,278 million) that would previously have
been recognized; and an increase in current year revenue of
approximately $15.5 million (2004: decrease of $344 million).

Exhibit 1 details the effect of this change in accounting policy for
the current and four prior fiscal years.

©00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000 ©

Resulting change in revenue (000’s)

Original revenue amount recorded
Restated revenue

Change in revenue

2000/01 2001/02 2002/03 2003/04 2004/05
418,006 312,171 279,946 625,663 280,185
192,946 208,914 220,519 282,011 295,711
(225,010)  (103,257) (59,427) (343,652) 15,526

©00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000 ©

Source: Ministry of Energy, Mines and Petroleum Resources

12 Auditor General of British Columbia |
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Adopting GAAP in the SUCH sector

Auditor General of British Columbia

The composition of the Summary Financial Statements was
significantly impacted by the inclusion of the SUCH sector in
2004/05.

106 organizations have been added to the government reporting
entity, bringing the total number in 2004/05 to 149. Of these 106
additional organizations, 90 are in the education sector and 16 are in
the health sector.

For our part, we needed to gain sufficient and appropriate
assurance over the reliability of the financial results of these
additional organizations in order to form an audit opinion on the
Summary Financial Statements. Our three-year Financial Statement
Audit Coverage Plan, which is approved by the Select Standing
Committee on Public Accounts, authorizes various levels of
involvement for our Office in the audits of individual organizations
in the SUCH sector. This provides the Auditor General with the
contextual knowledge needed to evaluate whether the financial
performance of these organizations are fairly presented in the
Summary Financial Statements.

The process by which we were able to determine the reliability
of the financial results was strongly influenced by: 1) whether the
organizations had the same fiscal year-end as the government;
and 2) whether the organizations were following the same basis of
accounting used by the provincial government.

Health organizations, universities and colleges issue their audited
financial statements as at March 31 of each year, the same fiscal
year-end as the government. Because of this, we were able to rely
on the financial statement audit opinions provided by the external
auditors of these organizations and so obtain the assurance we
required over the financial results reported by the individual entities
according to their basis of accounting.

These SUCH sector entities prepared their financial
statements using the accounting recommendations for not-
for-profit organizations (NPO GAAP) developed by the CICA.
The government, however, prepares its consolidated financial
statements in accordance with the standards set by PSAB (PSAB
standards) for senior, local and territorial governments. Accordingly,
the ministries responsible for these entities consolidated the

2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005
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Auditor General of British Columbia

financial results, and also prepared the necessary policy adjustments
to convert these results from the NPO GAAP used by the individual
organizations to the PSAB standards followed by the provincial
government.

This was a significant task. For example, adjustments needed to
be made to record endowment funds and external contributions for
land to revenue.

Our Office reviewed these policy adjustments in order to
obtain assurance over the appropriateness of the entries recorded.
We also reviewed the consolidation of these entities to ensure
that their transactions and account balances with the government
and other organizations in the government reporting entity were
appropriately eliminated. These eliminations primarily related to
government funding for operations and for capital additions.

School districts in British Columbia , on the other hand,
have a fiscal year-end of June 30, which is not aligned with the
government’s year-end. To enable the preparation of financial
information for the years ended March 31, 2004 and 2005,
the school districts provided the Ministry of Education with
accounting submissions for the nine months up to March 31. These
submissions, when merged with the audited financial statements
at June 30 of the previous year, allowed a full year of operations to
be portrayed. The ministry consolidated these results, ensuring that
inter-entity balances were eliminated properly and that the results
were converted from the NPO GAAP basis to the PSAB standards.
Our Office reviewed in detail this consolidation and the policy
adjustments made to ensure they were appropriate.

Other challenges emerged, however. For example, the
school district financial information for the nine months ended
March 31, 2005, had not yet been examined by the organizations’
own auditors, nor had the auditors examined the districts’ balance
sheets at March 31, 2005 and 2004. Accordingly, we needed to carry
out additional work to obtain an appropriate level of assurance on
the results reported by the school districts for the full 12 months
of the year and on the balances reported as at March 31, 2004 and
2005. The results of our extended work allowed the ministry to
form a view on the reliability of the information provided to them
by the school districts and also gave our Office an appropriate level
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of assurance over the results reported by the school districts, as a
component of the government’s Summary Financial Statements.

We performed detailed audit procedures using information
available at the Ministry of Education and information from a
sample of school districts. We selected the districts primarily
according to their significance to the overall school district
consolidation. As well, we chose an additional sample of school
districts so that we could assess financial statement components that
are generally regarded as high risk, such as cash.

We appreciated the cooperation and support of the officials in the
ministries and SUCH sector organizations we visited to carry out
our work, particularly as this was a new challenge for all parties.

Looking to the Future

Before we get to our specific recommendations, there are a
number of financial reporting issues we wish to discuss.

How will government continue to improve on its reporting in the Summary
Financial Statements?

What steps should the government next take in continuing to
improve on its objective of being transparent and accountable
in its financial policies and practices? According to the Ministry
of Finance’s “Message from the Minister and Accountability
Statement,” the ministry will “work to ensure British Columbia
continues to lead the provinces in the timeliness of its financial
reports and in providing the most comprehensive set of public
disclosure documents in Canada.”!

We believe that the next significant steps government takes
should be to include a full consolidation of Government
Business Enterprises (GBEs) and the preparation, disclosure and
consolidation of sectoral financial statements.

" Source: 2005/06 - 2007/08 Service Plan Update, Ministry of Finance and Associated Entities, September 2, 2005.
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Full consolidation of GBEs

Auditor General of British Columbia

According to PSAB, a Government Business Enterprise (GBE) is
an organization that has all of the following characteristics:

B it is a separate legal entity with the power to contract in its own
name and that can sue and be sued;

B it has been delegated the financial and operational authority to
carry on a business;

B it sells goods and services to individuals and organizations
outside of the government reporting entity as its principal
activity; and

B it can, in the normal course of its operations, maintain its
operations and meet its liabilities from revenues received from
sources outside of the government reporting entity.

All GBEs are currently consolidated on a modified equity basis
of accounting (see sidebar). This means that their complete financial
picture is not represented in the Summary Financial Statements.
Although this consolidation method is in accordance with GAAP,
only the net earnings/losses for the year are consolidated, instead
of the individual line items in the financial statements of these
organizations.

In the future, we hope that the government will choose to disclose
the assets, liabilities, revenues and expenses of those organizations
accounted for by the modified equity method within the relevant
segmented information. This would be useful for understanding
and assessing the extent to which programs and services are
delivered by government regardless of the form of the organization.
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Preparing and consolidating sectoral financial information

Modified Equity Basis of
Accounting

Under the modified equity
basis of accounting, the
consolidated financial
statements show only the
government’s investment in
the organization, not a full
line-by-line consolidation.
The investment is made up
of the initial investment plus
or minus further advances
and dividends, and the
organization’s accumulated
surplus (or deficit).

Auditor General of British Columbia

Currently, the Summary Financial Statements include segmented
reporting by entity type. For example, segmented reporting for the
schools, universities, colleges and health organizations (the SUCH
sector) consolidates the financial information for the health and
education sector components. The collection of information of
government ministries, known as the Consolidate Revenue Fund
(CRF), is consolidated into a single segment that includes all sectors
of government (health, education, natural resources and so on).

The consolidation of sectoral financial information requires
choosing an appropriate basis of segmentation. We believe the
most logical display of relevant segmented information would
be by major government function or sector. This means that the
segmented information produced to roll up into the Summary
Financial Statements would include the consolidation of all
government organizations within each sector, including the related
ministries. So, for example, the health sector would include the
consolidation of the health authorities, hospital societies, related
health Crown corporations and the Ministry of Health.

Producing functional consolidated sector information would
provide a lower level of detail, and make it easier for the financial
statement users to understand both the composition of the
Summary Financial Statements as a whole and the relative size and
financial performance of each major part.

Recently, PSAB issued an exposure draft for comment on segment
disclosures. Although the latest version does not discuss or promote
the full consolidation of GBEs that we support, the disclosure of
government segments in British Columbia 's Summary Financial
Statements already exceeds some of the proposed requirements.
Whereas the exposure draft only encourages disclosure of total
assets and liabilities, the Province’s Summary Financial Statements
already includes a statement of financial position with detailed
line-by-line information by major sectors. To improve its disclosure
and meet the rest of the new proposed standards, the sectoral
information shown in the Summary Financial Statements would
need to be prepared on a comparative basis, further adding to its
usefulness.

2005/2006 Report 9 Adopting Best Practices in Financial Reporting 2004/2005
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Disclosing CRF information in accordance with GAAP

Currently the CRF information included in the Public Accounts
does not comply with GAAP. Adjustments are made upon
consolidation into the Summary Financial Statements to ensure
compliance. Similarly, ministries do not produce individual
financial statements, and we therefore do not provide a separate
audit opinion on this financial information. We believe that financial
statement users would benefit from having ministry financial
statements prepared in accordance with GAAP. These changes
would also assist the government in moving to sectoral financial.

Upcoming changes in accounting policies

Contractual obligations

Auditor General of British Columbia

The government is preparing for three accounting policy changes
as a result of new directives issued by PSAB for the 2005/06
fiscal year. These changes will affect how contractual obligations,
contingent liabilities and measurement uncertainty are disclosed in
the notes of the Summary Financial Statements. Unlike the changes
that took place in 2004/05 that affected amounts reported in the
Summary Financial Statements, all of the changes for the upcoming
year will probably only affect the level of disclosure required.

Until now, the government has routinely disclosed only those
contractual obligations relating to non-operating commitments
costing more than $50 million (although, in 2004/05, it did also
disclose operating commitments relating to several alternative
service delivery agreements).

Starting in 2005/06, the government must disclose all significant
contractual obligations, both operating and non-operating. It
must also provide information about the nature of the obligation
and its timing. The government has determined that “significant
contractual obligations” are those costing more than $50 million,
and that it will disclose amounts for each of the next five years and a
total amount for obligations beyond five years.

The government began planning early for this new requirement
in the summer and fall of 2005, since the information needs to be
collected from all government organizations.
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Contingent liabilities

Auditor General of British Columbia

A contingent liability exists when an expected future event will
determine whether or not a liability exists and can be recorded
in the financial statements as at the end of a current fiscal year.
The most common contingent liabilities are lawsuits claiming
damages from the government, wherein plaintiffs are alleging to
have suffered losses that the government should pay damages for.
Since these matters are in dispute, the possible government liability
will not be determined until some point in the future when the
matter is completed in the judicial process.

The government currently classifies these lawsuits into two
categories: those that are “likely,” meaning that government
legal counsel believes that there is a high probability of having to
pay damages; and those that are “unlikely or not determinable.”
The government then determines if it can estimate how much it may
have to pay in each “likely” lawsuit (although the completion of the
legal process will not always result in the full amount claimed by
the plaintiffs being awarded as damages). For accounting purposes
on the “likely” lawsuits, if the government can make reasonable
estimates of the amount it is likely to pay on a case-by-case basis,
then it accrues those amounts as liabilities in its financial statements.
For those cases where it cannot make reasonable estimates, or if the
estimates are less than the full amount claimed, the government will
disclose in the notes to the financial statements the amounts claimed
in excess of the liability it has accrued.

Regardless of how much is accrued as a liability for individual
cases or disclosed as a contingency, an overriding principle is that
the detail given in the financial statements will never be sufficient to
allow the plaintiffs to guess (1) whether their lawsuits are ones that
the government thinks it will likely have to make a payment on or
(2) how much that payment might be.

A new accounting standard effective for the fiscal 2005/06
year-end will require two changes to this disclosure of contingent
liabilities:

First, when a contingent liability is assessed as likely and the
amount can be reasonably estimated, the amount is accrued. Up to
now, if a previous assessment changes to “not determinable” in
a subsequent year, the amount accrued would be reversed and
removed as a liability. However, the new standard requires that
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Measurement uncertainty

Auditor General of British Columbia

once an amount has been accrued, it cannot be reversed in a
subsequent year unless it is reassessed as “unlikely” (or the lawsuit
is settled and a payout is made). Simply being reassessed as “not
determinable” will no longer be sufficient to reverse the accrual.

Second, the amount disclosed can be made more realistic. Under
the old standard, if a plaintiff’s lawsuit claimed $1 million in
damages and the government believed that a payment of $10,000
was the most likely outcome, the government would accrue the
$10,000 and disclose $990,000 as a possible contingency. Under
the new standard, if the government believed that $10,000 was the
likely outcome, with the added possibility of paying $100,000 but
no likelihood of paying $1 million, then it would accrue the $10,000
as before, but disclose only $90,000 in the notes to the financial
statements as being a more realistic estimated range of the possible
liability.

We point out that in no case, under either the old standard
or the new one, would the government disclose in the financial
statements, or be required to disclose, anything that would give
away to the plaintiff what the government thought it realistically
might be expected to pay.

Under this new standard, the information disclosed is more
realistic, and thus more useful, than under the previous standard
where the amounts disclosed covered a much broader range from
the minimum to the maximum.

The preparation of most financial statements involves the use
of estimates, and this in turn creates “measurement uncertainty,” a
phrase used in the accounting profession to describe the inherent
imprecision in any estimating process.

Over a number of years, the government has been disclosing
the existence and nature of the measurement uncertainty involved
in preparing its Summary Financial Statements. For example, in
note 2 to the March 31, 2005, financial statements, it describes the
existence of measurement uncertainty in accruals for: employment
benefits; pension obligations and post-retirement benefits; health
and social transfer payments from the federal government, personal
income tax; recognition of bid revenue; and amounts receivable at
BC Hydro. This note also describes the nature of the measurement
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uncertainty, outlining the reasons for uncertainty in the estimation
of these figures.

Until the end of the 2005/06 fiscal year, disclosure of
measurement uncertainty was not a requirement for governments—
it was only a requirement for private sector organizations. To its
credit, however, the Province of British Columbia disclosed
significant areas of measurement uncertainty to provide a more
complete disclosure and understanding for financial statement
readers.

Now that the new disclosure standard for measurement
uncertainty applies to governments, the Province will need to
assess whether it has completely met the standard and disclosed
all significant areas where measurement uncertainty exists. A new
twist in the standard is that the government must also disclose the
extent of the uncertainty, which would most likely take the form of
a dollar range by which the amount might change. This would be
a new disclosure that the government has not previously provided.
If disclosure could have a significant adverse effect (such as might
be the case if negotiations were involved in determining the final
amount), the government can choose not to disclose the amount
as long as it explains why. It is possible that some of the amounts
involved could change materially in the coming year.

As with contractual obligations, this new standard requires that
information to be collected from all government organizations
across the provincial public sector, so that the government can
determine what it should disclose in its financial statements.
Preparations started in the fall of 2005.

Accounting and reporting issues for new entities created by government

Auditor General of British Columbia

Each year, government, through legislation, creates new
organizations. In some cases, the legislation provides government
with clear authority to carry out its policies and programs through
these organizations. In some cases, the legislation establishes a
governance framework that provides the organization itself with
the authority required to determine its own strategic policies and
programs independent of government. In other cases, the legislation
creates new organizations with complex governance structures and
relationships to government.
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When a new organization is created, officials of government
and our Office discuss the appropriate accounting. The main
issue is whether the financial results of such organizations should
be included (consolidated) within the government’s summary
financial plans and summary financial statements. When they are
consolidated, Ministers of Government are accountable for the
performance of these organizations to the Legislative Assembly.

When most new organizations are created, we agree quickly
with officials of government on the most appropriate accounting.
For example, such agreement took place when the BC Safety
Authority and the Land Title and Survey Authority were created.
We agreed the appropriate accounting for these Authorities is
to report their financial results separately from government.
Accordingly, their results are not consolidated within the
government’s financial plans or its summary financial statements.

In a few circumstances, much analysis and discussion takes place
before we reach agreement on the most appropriate accounting.
For example, when the new BC Ferry Services Inc. was created,
determining the most appropriate accounting treatment took
several months of analysis and discussion. Finally, we agreed the
most appropriate accounting for this organization was to report
its financial results separately from government. Our Office
also indicated we would monitor and assess whether such an
accounting continues to be appropriate. We are doing so because
the legislation creating this organization put in place a complex
ownership and governance structure and because it has a significant
ongoing relationship with government through a service agreement
negotiated annually.

In a few circumstances, after much analysis and discussion the
government and my Office do not agree on the most appropriate
accounting for a new organization. For example, we disagree with
the method used by the government to account for the BC Forest
Revitalization Trust Account. We think the financial results of this
Account should be consolidated within the government’s summary
financial statements because the Account is not able to make key
strategic and operating decisions independent of government.

Currently, officials of government and the Office are discussing
the most appropriate accounting for three new organizations.
These organizations are the Northern Development Initiative
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Trust, the North Island-Coast Development Initiative Trust, and

the Southern Interior Development Trust. So far in this fiscal year,
the government indicates it plans to transfer about $150 million to
these organizations. Although each of these organizations are called
a “Trust’, they are not trusts in a legal or accounting sense because
they do not have the responsibilities of a trustee to a beneficiary.

Once again, the main accounting issue is whether the finances
of these organizations should be fully consolidated within the
government’s financial plans and summary financial statements.
Officials of government are advancing the view that the financial
results of these organizations should not be consolidated.

At the date of this report, our Office is not yet ready to conclude
whether these organizations have or have not the required authority
to make their key strategic and operating decisions independent of
government. If we conclude they do have such authority, we would
then agree with the view of government.

The legislation providing the government with the authority to
create these three organizations includes a particularly complicated
operating and governance framework.

Our Office is questioning the view taken by government because
the operating and governance framework established in legislation
for these organizations appears to restrict significantly the authority
of these organizations to make key strategic and operating
decisions.

Currently, we are asking officials of government to consider
whether the following factors indicate the most appropriate
accounting is to consolidate the financial results of these
organizations with its summary financial plans and financial
statements. These factors are that these organizations:

B Receive funding from government only;

B Can spend money only on project or program areas that are
specified in legislation and that are similar to what is done
through other programs of government;

B Can spend money only on projects proposed by regional advisory
committees, which include Members of the Legislative Assembly;
and
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B A significant number of appointments to the governing boards of
these organizations are made by government directly or by the
regional advisory committees.

In our discussions with officials of government, we have asked
them to consider two other issues. If the financial results of these
organizations are not consolidated within the government’s
summary financial plans and financial statements:

B The costs of regional development programs recorded in the
government’s summary financial plans and financial statements
would be inaccurate as costs would be recorded in the period
money is transferred to these organizations rather than when
these organizations actually spend the money; and

B There does not appear to be any mechanism for members of the
public or their elected representatives to effectively challenge
the planned and actual performance of these organizations in a
public way.

At the date of this report, our discussions are not yet complete.

Improvements We Recommend

A full and transparent reporting of government’s financial
performance is not confined just to the structured framework of
the government financial statements. Other publications, such as
quarterly and annual performance reports, also afford government
opportunities to publicly explain its financial performance against
plans. These should include clear explanations of all significant
measures, trends, transactions, and expected and unplanned events.
Regularly publishing this information, prepared in a robust way
and with an auditor’s assurance, raises public trust and confidence
in government.

We are pleased that most of the recommendations we have made
to the government to improve its financial reporting practices in
the last two years have been implemented. Those that have not, we
re-iterate here, along with several new recommendations.

Unaudited supplementary financial information
should be published separately from the Public Accounts

Auditor General of British Columbia

The Public Accounts published by the government currently
contain information that is both audited and unaudited.
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The Financial Statement Discussion and Analysis section is
unaudited. This is a discussion of the Summary Financial
Statements and additional information on the financial performance
of the government.

The Summary Financial Statements are audited. They disclose the
results of operations for the fiscal year ending March 31, and the
financial position of the government as at the year-end.

The Supplementary Financial Information and Consolidated Revenue
Fund Extracts are unaudited. These provide more detail about
the results of operations for the year of Crown corporations and
other government organizations, as well as more detail about the
Consolidated Revenue Fund.

The Provincial Debt Summary presents schedules and state-ments
that provide further detail about the provincial debt. Some of this
information is audited and some is not.

In our view, the Public Accounts should only contain the Summary
Financial Statements and other information that either helps
readers to understand the Province’s finances or is reconciled (i.e.,
traceable) to the Summary Financial Statements. We believe that the
Supplementary Financial Information and Consolidated Revenue
Fund Extracts do not fit into these categories. This information is
unaudited and is not reconciled to the Summary Financial Statements.
We suggest that it is preferable to publish this information
separately from the Public Accounts, perhaps on the government
website, which already has other supplementary financial
information.

We recommend that the Supplementary Financial Information
and Consolidated Revenue Fund Extracts be published separately
from the Public Accounts.

The policy on capitalized interest during construction should be reviewed

Auditor General of British Columbia

A generally accepted accounting practice when an organization
constructs a building or large capital asset is to include in its
financial statements the interest paid on money borrowed to finance
construction. The interest is included as both an expense and as
part of the cost of the assets being created. Capitalizing this interest
ceases when the asset is finished and put into use. From then on,
any financing costs are expensed.
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The Province’s accounting policy is to capitalize interest charges
during construction until the project is 97% complete. On capital
projects over $5 million, such as an information technology
initiative, interest during construction may be capitalized if it
exceeds $250,000. For highway construction/rehabilitation projects,
interest during construction may be capitalized if the project is over
$100,000.

Usually there is a direct link between the interest capitalized and
the asset constructed: the interest is being paid on money borrowed
specifically to finance the construction. However, in 2005 that link
was tenuous for one particular asset.

In 2004/05, the Province capitalized interest costs of almost
$3 million as part of the cost of constructing the Vancouver
Convention Centre Expansion. Yet, although the Province is funding
the construction, with the participation of the federal government
and Tourism Vancouver, it has not specifically borrowed for the
project. The interest it has notionally capitalized is the amount it has
calculated as the amount spent on construction, times the average
interest rate for the year on the Province’s borrowing. The rationale
provided was that part of the general borrowing the Province made
during the year was to fund the construction.

Although we support the concept of capitalization of interest
during construction, we have two specific concerns about the lack
of consistency in how the policy is applied across government and
how the calculation is made:

B Interest has been attributed to the funding given for the
Vancouver Convention Centre Expansion, but it has not been
attributed to the funding given for construction projects in the
education and health sectors.

B The rationale for calculating interest is that general borrowing
financed the construction in process. It is not clear how this
rationale stands up in a year when the Province records a surplus
and reduces its total debt.

We believe that rather than assign interest during construction in
an ad hoc way, the government should review its accounting policy
on capitalization of interest to address these system-wide concerns.
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We recommend that government review its policy on
capitalization of interest during construction so that the policy is
applied more logically—as to the computation of the amount—and
consistently across the government reporting entity.

Disclosure of interest expense could be improved

Auditor General of British Columbia

Interest expense on debt is not disclosed consistently in the
Summary Financial Statements. On the statement of operations,
part of the cost of borrowing is disclosed as interest expense and
the other part (as shown in note 29) is combined with the health,
education and transportation costs.

The cost of borrowing could be disclosed in one of two ways:
as single total cost to government, or separately allocated as part
of the total spent on health, education, transportation and so on.
The government’s current disclosure is neither completely one way
or 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 here, with the further
recommendation this year that the government disclose all the
interest as a single overall expense.

Government has a number of decisions to make when preparing
its budget, including what programs to deliver and what those
programs will cost. As well, government must estimate the revenue
it will receive from its existing sources—given the forecasted
changes in the economy—and decide how much investment
in capital assets will be made. Taken together, these variables
determine the expected surplus or deficit, and resulting financing
requirements. Since there is now legislation that prohibits
government from budgeting for a deficit, several iterations of
estimating these variables of revenue, expenses and capital
investment may be necessary until there is an acceptable financial
plan.

In the end, the interest that government pays is the result of the
decisions it makes about how much to spend and invest, how much
to expect can be covered by revenue, and how much to pay down
on the pre-existing debt. As a result, we believe that all the interest
should be shown as a separate expense and not grouped with other
functions.
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We recommend that government show all its interest expense as
a separate item on the statement of operations.

Disclosure of spending on the 2010 Winter Olympics

The government has committed $600 million for the winter
Olympic Games to be held in British Columbia in 2010.
This commitment and the amount spent against it to date
($140 million) have been disclosed in the notes to the Summary
Financial Statements. The government has also agreed to upgrade
the Sea-to-Sky Highway, and this commitment and the amount
spent to date ($600 million and $63 million, in 2002 dollars,
respectively) are also disclosed in the notes.? Although sufficient
for financial statement disclosure, we believe that, given the
significance of this undertaking over the next five years, the
government should disclose its total spending on the Games.

The government has established a British Columbia 2010
Olympic and Paralympic Winter Games Secretariat, whose primary
role is to provide strategic leadership, coordination and oversight
to ensure the Province meets its financial infrastructure and service
commitments. The Secretariat also has a key role in ensuring that
the sustainable economic, cultural, sport and social opportunities
associated with hosting an Olympic event are identified early
and realized before, during and after the Games, and that those
opportunities evolve into enduring legacies for communities and
businesses around the province. Since its creation in 2002, the
salaries and operating costs of the Secretariat have amounted to
just over $7 million to date. These costs will likely become more
significant over time.

Although the costs of the Secretariat are not part of the
$600 million commitment the government made, we believe that the
government should include them as part of the costs of the Olympic
Games in the notes to the Summary Financial Statements.

We recommend that the government include the costs of the
British Columbia 2010 Olympic and Paralympic Winter Games
Secretariat as part of its contribution towards the 2010 Olympic
Games.

% In January 2003, our Office issued a report titled Review of Estimates Related to Vancouver’s Bid to Stage the 2010 Olympic Winter
Games and Paralympic Winter Games. In that report, we examined the processes used to develop the estimates, the assumptions
underlying those estimates, and the plans for managing the risks associated with the planning and staging of the Games. As part
of our strategy to keep the public and legislators informed on the costs and risks of this initiative, we will be issuing a second status
report in the spring of 2006.
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Other Significant Matters

Reviewing the Summary Financial Statements audit plan and results with
legislators and Treasury Board

Auditor General of British Columbia

One of the most important financial statement audit processes
is the preparation and implementation of an audit plan that
demonstrates that sufficient and appropriate audit evidence will
be obtained to support the provision of an assurance opinion for a
financial statement engagement, in accordance with professional
standards.

In addition to being used to satisfy internal quality assurance
standards, these plans are also an important communication vehicle
for auditors to the governing boards of organizations that will
rely on these assurance opinions. Due diligence of the auditing
profession requires that these plans be discussed with governing
boards to ensure board members understand all relevant aspects of
the assurance work to be undertaken. The standards also require
that discussions of all significant issues that arose in the audit be
held at the end of the audit, and before an assurance opinion is
released.

In the private and provincial public sectors, it is commonplace
for all auditors to carry out this due diligence, usually with
subcommittees (often called audit committees), and report to the
governing boards. In some ways, in the provincial public sector,
the government is like the parent corporation, and all of the
organizations making up the government reporting entity are like
the subsidiaries, each with its own audited financial statements and
audit committee structures. What is lacking in the public sector,
however, is the equivalent of an audit committee structure and
discussion of the auditor’s audit plan for the parent company—the
government.

In British Columbia , as in the other provinces, formal structures
exist to ensure, in part, independent public scrutiny of the
performance of management. The most common structure is the
Select Standing Committee on Public Accounts (PAC). Although
this committee reviews a number of aspects related to the Summary
Financial Statements, it does not review the audit plan or detailed
audit issues in real-time before the Auditor General’s opinion
is issued with the Summary Financial Statements. Because of
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the timing and nature of committee meetings, it would likely be
impractical to engage legislators on many of the detailed issues,
although we believe it would be beneficial if they were aware of
significant aspects of the summary financial statement audit plan.

Another common structure in the public sector is the Treasury
Board. Although British Columbia ’s Treasury Board reviews and
approves the government’s accounting policies, and the Chair
approves the Summary Financial Statements for release, there is no
active discussion between the Auditor General and the board on
the audit plan or on the important issues related to the Summary
Financial Statements—discussions that are standard good practice
in the private sector and throughout the provincial public sector in
audit committees. We believe it would be good practice for Treasury
Board to be briefed on the contents of the plan and expected
significant audit issues, and for discussions to take place on the
resolution of these issues at the end of the audit cycle.

We have briefed the Secretary to Treasury Board and senior
government officials on our audit plan and results of the 2004 /05
audit, and intend to do again on the 2005/06 plan. We believe that
the Summary Financial Statement audit process would be further
strengthened if we also briefed Treasury Board, and the PAC. We are
currently considering how we would carry out these briefings.

Recognizing new multi-year federal funding

Auditor General of British Columbia

In 2003 /04, the Province received additional funding from the
federal government as a result of commitments made in the First
Ministers” Accord on Health Care in 2003. The federal government
had originally intended to transfer these funds in annual
instalments over three years. Later, it instead transferred the full
three years’ funding during 2003/04. Additional funding was also
received in 2004 /05.

In the last two fiscal years, the Province has received $1.6 billion
from the federal government under the Health Accord. Almost
$0.5 billion has been spent, and at March 31, 2005, just under
$1.2 billion was deferred in the Summary Financial Statements.

Also in 2004 /05, the Province received almost $20 million of
federal funding for Early Learning Child Care Programs. All of this
was spent and recognized as revenue in that year.
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Further Health Accord funding will be received in 2005/06, as
well increased amounts for Early Learning Child Care. Also new for
2005/06 will be additional funds to start mitigating damage from
the mountain pine beetle infestation.

Current accounting policy issued by PSAB requires all of
this funding to be recorded as revenue in the year it is received.
However, since the policy is in the process of being revised, we
agreed with the government’s position that it is appropriate to defer
the revenue and record it as the amounts are spent, in accordance
with the spending plans developed for these programs.

The funding is provided for a specified purpose—it is not general
revenue—and the government’s service plan has set performance
goals, indicators and measurement criteria for the results it intends
to achieve using these funds over several years. The government
has also committed to developing methods of monitoring the costs
of achieving these goals, and to ensuring that the information it
gathers is sufficient and rigorous enough to withstand the test of an
audit.

In 2004/05, we discussed with the government the amounts
recognized as revenue, especially in respect of diagnostic medical
equipment funding. Because the government recognized as revenue
the amounts given to health authorities rather than the amounts
the health authorities recorded as amortization for the equipment
purchased, we felt the revenue was overstated. (The revenue
recognized did not equal the expense recorded.) Since the amount
was not significant, we have accepted what was recorded as revenue
in the Summary Financial Statements.

However, although the amounts recorded as revenue for the
diagnostic medical equipment have been relatively small—
$13 million in 2003 /04 and $17 million in 2004 /05—there was
$236 million deferred at March 31, 2005. We are concerned that the
difference between our revenue estimate and that of the government
could become significant before the program is finished.

A new accounting policy is being developed by PSAB. If finalized
in its current draft form, it might require the government in future
to recognize as revenue in the year all amounts received in that year
unless there was a requirement that the funds be returned to the
federal government if they were not spent for the purpose given.
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Published unaudited financial information about the CRF does not completely
follow GAAP

The financial information for the Consolidated Revenue Fund
(CRF), which is published as “unaudited” in the public accounts, is
prepared using some policies that are not in accordance with GAAP.

Examples include the recording of some revenues as deductions
from expenses (“recoveries”), the recording of provisions for
revenues that may not be collected, the reversal of prior year
expenditure accruals, and the recording of advances to government
organizations for the purchase of assets as prepaid capital
advances. The reasons these policies are not in accordance with
GAAP generally lies with the Financial Administration Act and
the emphasis on legislative pre-approval and control of ministry
expenditures. Provisions for revenues that may not be collectable,
for instance, are recorded as a reduction in revenue instead of, as
GAAP requires, an expense. This allows a ministry to make an
appropriate provision without needing to be concerned about
whether there is room in its voted budget to record the expense of
the provision.

As a normal part of the CRF consolidation process, adjustments
are made so that these items are recorded in the Summary Financial
Statements in a manner that is in accordance with GAAP. These
adjustments do not affect the bottom line surplus or deficit—they
increase or decrease revenues and expenses equally. The total of
these adjustments exceeds $2 billion.

BC Hydro consolidation adjustment

Each year, at our urging, the results of British Columbia Hydro
and Power Authority (BC Hydro) that are included in the Summary
Financial Statements are adjusted to remove the impact of rate-
regulated accounting entries.
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Consolidation of Government Business Enterprises

Auditor General of British Columbia

BC Hydro is consolidated following the rules for government
business enterprises (GBEs).

Since BC Hydro is classified as a GBE, it is consolidated into the
Summary Financial Statements on a modified equity basis. Under
this method, the accounting is adjusted only to the extent that BC
Hydro’s accounting principles are not changed to conform to those
of the government. In order to consolidate, the government initially
records its original investment at cost and adjusts it annually to
include the net earnings/loss and other net equity changes of BC
Hydro in the Summary Financial Statements.

The British Columbia Utilities Commission (BCUC) is the rate
regulator of BC Hydro. Rulings, including accounting policies that
direct the financial accounting of BC Hydro, are established by
BCUC from time to time. The result of a few of these accounting
rulings is the establishment of deferral accounts that have the effect
of “smoothing” the financial results of BC Hydro.

The issue to consider is whether the Summary Financial
Statements should be adjusted to remove the effects of regulatory
accounting when consolidating BC Hydro.

Both BC Hydro and the BCUC are part of the government
reporting entity, consolidated into the Summary Financial
Statements, and are subject to government direction. The BCUC’s
members are appointed by the Lieutenant Governor in Council
and therefore are not independent of government. The deferral
accounts at BC Hydro are set up as if they were subject to external
restrictions and regulations. However, in terms of the government
reporting entity as a whole, these rulings are effectively only
internal restrictions, with no potential liability to outside parties.
GAAP requires external restrictions to be in place in order to defer
this revenue.

Current GAAP does not address the independence of rate
regulators, which suggests that the standard does not require
a regulator to be independent in order for an entity to follow
rate-regulated accounting. However, our concern is that without
this actual independence, government could pre-determine and
possibly manipulate its own financial results.
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We believe the Summary Financial Statements should always
be adjusted to remove the effects of rate-regulated accounting,
since the regulator is not independent of government. As a related
party to the government, the BCUC regulator should not be able
to pre-determine government’s financial accounting results by
providing special directives to BC Hydro. We therefore asked
government to make adjustments to remove the effects of the
deferral accounts created by the regulator, and government agreed
to do this.

We distinguish these adjustments from those that would be
needed if BC Hydro’s financial results were to conform to the
accounting policies of government. Under the modified equity
method of accounting, the accounting policies of a GBE (in this case
BC Hydro) are not adjusted to conform to those of government.

The future

Because PSAB is currently examining this matter of accounting
for rate-regulated operations, it is unclear how the final results
of that review will affect the current accounting of rate-regulated
entities.

The British Columbia Transmission Corporation is currently
fully consolidated into BC Hydro’s accounts, but will be
treated as a separate entity effective in the 2005/06 fiscal year.
The British Columbia Transmission Corporation also has approval
from BCUC to use several deferral accounts. This will create the
same issue of consolidation into the Summary Financial Statements
as currently exists for BC Hydro.

The BCUC also regulates the Insurance Corporation of
British Columbia, another government business enterprise. As at
March 31, 2005, the BCUC had not made any rulings that would
affect the accounting policies of ICBC, and so no adjustments have
been needed. This could change, however, depending on future
rulings of the BCUC.

Exemptions from reporting requirements of the BTAA

On the recommendation of the Minister of Finance, after
consultation with the Auditor General, the Lieutenant Governor
in Council may, by regulation, exempt an organization from the
requirement in the Budget Transparency and Accountability Act to
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prepare and make public one or more of the following: service plan,
major capital plan, and annual service plan report.

The government has developed several criteria for determining
whether an organization should be excluded or not. An organization
would be recommended for exclusion if it:

a) has ceased operations, is inactive, or will cease operations during
the fiscal year;

b) is reported in the service plan and annual report of another
organization;

c) is below a specified materiality threshold (annual provincial
funding, and/or revenues and expenditures are less than
$1 million; there are no significant public policy issues; and the
organization provides other public reporting of its financial and
operational activities); or

d) is undergoing significant transition through a restructuring
initiative and its future form and direction are not known
(organizations exempted under this criteria are reviewed
annually to determine whether the exemption should be
continued).

We have supported every recommendation the Minister has
made for exemption except one. In February 2004, BC Railway
Company was exempted from filing an annual service plan. The
government gave as its reason that the organization was undergoing
significant transition and it would be difficult to formulate a
meaningful three-year plan.

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

When the government recommended exempting BC Railway, it
stated that it would review the situation in 2005, in keeping with the
criteria (specifically (d) above). In February 2005, the government
concluded that since the company’s strategic partnering initiative
with CN Rail had been completed, it was appropriate that
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Auditor General of British Columbia

BC Railway resume providing the annual service plan, and the
exemption was rescinded.

As of March 2005, there are 25 organizations exempted from
the requirement to prepare and make public one or more of the
following: a service plan, major capital plan, and annual service
plan report. These organizations are listed in Exhibit 2, although
some of them have since ceased to exist or are no longer controlled
by government.

10 Q2 Q2
%* %® %
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Exhibit 2
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Exempted organizations as of March 2005

Auditor General of British Columbia

552513 British Columbia Ltd.

577315 British Columbia Ltd.

580440 B.C. Ltd.

BC Health Care Risk Management Society

BC Immigrant Investment Fund Limited

BC Transportation Financing Authority

BCIF Management Ltd.

British Columbia Enterprise Corporation

British Columbia Ferry Corporation

B.C. Community Financial Services Corporation
B.C. Festival of the Arts Society

British Columbia Health Research Foundation
Canadian Blood Services

Creston Valley Wildlife Management Authority
Discovery Enterprises Inc.

Forensic Psychiatric Services Commission
Industry Training and Apprenticeship Commission
Okanagan Valley Tree Fruit Authority
Organized Crime Agency of British Columbia
Pacific National Exhibition

Private Post-secondary Education Commission
Provincial Rental Housing Corporation

Rapid Transit Project 2000 Ltd.

Vancouver Trade and Convention Centre Authority

Victoria Line Ltd.

©000000000000000000000000000000000000000000000000000000000000000000000000000000

Source: BC Regulation 27/2002 as amended up to BC Regulation 139/05.
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Response from the Ministry of Finance

Auditor General of British Columbia

We appreciate the opportunity to respond to the Auditor General’s
comments. We feel this report recognizes the ongoing commitment
we have made in leading the development of best practices in public
sector reporting. We have achieved a significant milestone by reporting
our financial plans and results in accordance with generally accepted
accounting principles (GAAP), and received for the first time since 1993
an unqualified audit opinion. Even so, we continue to strive towards
improved reporting. We appreciate the review and thank the Auditor
General for his acknowledgement of the government’s achievements in
“leading the way towards having the best Summary Financial Statements
in Canada”.

Having achieved our goal of full implementation of GAAP with
the release of the 2004/05 Public Accounts, we are following the
recommendations of the Public Sector Accounting Board (PSAB)
without exception. Our goal now is to work with the accounting and
auditing communities in jurisdictions across Canada to promote common
interpretation and application of those principles to improve comparability
and relevance on the part of the users of public sector financial reports.
While the advice and opinion of the Auditor General is valuable in
determining what best practices should be, we recognize the importance of
all perspectives, most importantly the perspective of the users of financial
statements. Reports like this one provide an opportunity to present a
balanced perspective on the issues faced in public sector reporting and
should provoke thought about how to best inform the users of financial
reports.

The Auditor General has identified some areas where we have been
working towards determining the best application. We take a measured
approach in assessing the options and implications of each issue that
emerges in the field of public sector reporting. While we often agree with
the Auditor General’s position, we are also conscious of the risk of getting
too far ahead of standard setters and other jurisdictions. The application
of GAAP will always require considerable professional judgment. We
appreciate the Auditor General’s thoughts on how we can continue to
improve reporting in the Summary Financial Statements and look forward
to working with his office over the next year.

B The Auditor General recommends full consolidation of government
business enterprises, but acknowledges that consolidating these entities
under the modified equity method is required by public sector GAAP.
We believe the modified equity approach provides the greatest benefit
to the users of the financial statements by accurately reflecting their
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relationship to government. This treatment is also consistent with
other jurisdictions and taking a different approach would impede
comparability between provinces. Additional detail is readily available
through links to the organization’s financial statements found on our
website.

W The Auditor General also recommends enhanced reporting on a
sectoral basis, but acknowledges that the disclosure of segments in
British Columbia 's Summary Financial Statements already exceeds
some of the recommendations in PSAB's statement of recommended
practice. Therefore, we will continue our current sectoral reporting
practices and will monitor developing best practices in public sector
reporting.

B The Auditor General notes that supplemental information on
government’s Consolidated Revenue Fund is not fully consistent
with GAAP, and that ministries do not prepare individual financial
statements. We continue to evaluate the benefits of making changes
in these areas in the context of government’s financial management
framework, which includes budgeting and performance management
considerations as well as those of reporting.

Changes in accounting recommendations occur frequently as
public sector accounting guidance evolves to meet the needs of senior
governments. Our commitment to GAAP requires diligence in identifying
the implications of changes and the timely development of policies and
procedures to implement changes across an organization as large as the
government reporting entity (GRE). The Auditor General acknowledges
that he agrees with government’s proposed treatment of upcoming changes
in accounting policy.

An issue that has been the subject of much debate is the treatment
of new entities created by government. The Northern Development
Initiative Trust, the North Island-Coast Development Initiative Trust, the
Southern Interior Development Initiative Trust and other similar entities
which may be developed are new models of service delivery where local
representatives and stakeholders are engaged and empowered to leverage
local decision making to best serve the needs of their respective regions.
We have engaged the Auditor General in contributing to the development
of these corporations to ensure accounting best reflects the autonomy and
accountability of these entities and their local area constituents.

The constituting legislation makes it very clear that these corporations
are not controlled by government, and that government should not
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consolidate their assets in its financial statements. To do so would
represent an entitlement to the assets that does not exist and may
compromise the autonomy and accountability of regional representatives.
The contemplation of this model of service delivery is the result of a
deliberate direction of government to delegate authority where programs
are appropriately delivered outside government. This area of debate is
challenging because many of the principles involved are not contemplated
by existing standards.

The Auditor General has recommended specific improvements:

B That Supplemental Financial Information and Consolidated
Revenue Fund Extracts be published separately from the Public
Accounts.

We believe that the supplemental information published as a separate
part of the Public Accounts provides important information to the users
of the financial statements and enhances their ability to interpret the
document. This information is clearly identified as unaudited.

B That government review its policy on capitalization of interest
during construction.

We believe that government’s policy on the capitalization of interest
during construction is rational and consistent with GAAP. We
recognize that consistency of application is a challenge in a large and
complex organization and continue to review practical opportunities to
improve consistency across the GRE.

B That government show all its interest expense as a separate item
on the statement of operations.

Government has made this change in Budget 2006 and will report on
this basis in the 2005/06 Public Accounts.

B That government include the costs of the British Columbia
2010 Olympic and Paralympic Winter Games Secretariat as part
of its contribution towards the 2010 Olympic Games.

We believe that the role of British Columbia 2010 Olympic and
Paralympic Winter Games Secretariat as an oversight agency for the
province, as a key funder of the games, is appropriately disclosed as
separate from the direct cost of the 2010 Olympic Games. The report
agrees that our treatment of these costs is sufficient for financial
statement disclosure.

The report also identifies other significant matters for comment.
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Auditor General of British Columbia

B The Auditor General believes the audit process would be strengthened
by briefing Treasury Board and the Select Standing Committee on
Public Accounts (PAC) on the contents of the audit plan and expected
audit issues. We believe that the Auditor General’s regular attendance at
meetings of PAC provides the best forum for review of the audit plan in
a transparent and open environment.

B The province is involved in several multi year federal funding initiatives
and has reviewed the appropriate treatment with the Office of the
Auditor General in each case. We have agreed in all instances and
continue to monitor evolving standards.

B While the unaudited financial information about the CRF includes
minor differences from GAAP these policy variances are adjusted on
consolidation to the Summary Financial Statements. The CRF is an
important management tool that allows government to report on how
resources are managed. We continue to examine options that serve both
the requirements of GAAP reporting, and budgetary spending authority
under our regime of financial legislation. The minor differences from
GAAP at the CRF level are fully disclosed in the supplementary
information.

B We have agreed with the Auditor General on the treatment of rate
regulated accounting adjustments for BC Hydro and have adjusted
their results accordingly on consolidation to the Summary Financial
Statements. We are monitoring the development of public sector
accounting standards to deal with rate requlated authorities in
conjunction with the Office of the Auditor General and will respond
accordingly when a standard is reached.

B BC Rail has resumed reporting in accordance with the Budget

Transparency and Accountability Act and will no longer be exempted
from its requirements.

We believe that the 2004/05 Public Accounts was an important
milestone for public sector reporting in British Columbia . We look forward
to continuing to improve as we maintain our leadership role in developing
best practices in Canada. We thank the Office of the Auditor General for its
continuing support in this objective.

Ministry of Finance
March 2006
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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

Auditor General of British Columbia

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 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
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Auditor General of British Columbia

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.

B 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.

B Qverall 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.

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
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Auditor General of British Columbia

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.

. S ®
Q0 P D
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Ministries and Government Organizations Included in the
2004/05 Summary Financial Statements, and Their Auditors

Audited by

Auditor General Private Sector
Auditors

Government Ministries (all) (Consolidated Revenue Fund) v

Health Sector
Bella Coola General Hospital

Canadian Blood Services

Forensic Psychiatric Services Commission
Fraser Health Authority v
Interior Health Authority

Louis Brier Home and Hospital

Menno Hospital

Mount St. Mary Hospital
Nisga’a Valley Health Board
Northern Health Authority
Providence Health Care

Provincial Health Services Authority

R.W. Large Memorial Hospital

St. Joseph’s General Hospital

St. Michael’s Centre

Vancouver Coastal Health Authority

Vancouver Island Health Authority

NINSNNNYNNNSNNNNNYN NSNS

Wrinch Memorial Hospital

Education Sector
British Columbia Institute of Technology

British Columbia Open University
Camosun College
Capilano College

College of New Caledonia

College of the Rockies
Douglas College
Emily Carr Institute of Art and Design

Industry Training Authority v

Institute of Indigenous Government

Justice Institute of British Columbia

NSNYN O INSNNYNNNS

Kwantlen University College
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Audited by

Auditor General Private Sector
Auditors

Langara College
Leading Edge Endowment Fund Society

Malaspina University-College

Nicola Valley Institute of Technology
North Island College
Northern Lights College

Northwest Community College

Okanagan University College
Open Learning Agency
Private Career Training Institutions Agency

Royal Roads University

School Districts (all)’ v
Selkirk College

Simon Fraser University

The University College of the Cariboo

The University of British Columbia v
University College of the Fraser Valley

University of Northern British Columbia

University of Victoria

ANANRNANERENANANENANAENAENA SR RSN

Vancouver Community College

Natural Resources and Economic Development Sector

552513 BC Ltd. v
BCIF Management Ltd.? v
BC Immigrant Investment Fund Ltd. v
B.C. Pavilion Corporation v
British Columbia Enterprise Corporation v
British Columbia Hydro and Power Authority? v
Columbia Basin Trust v
Columbia Power Corporation? v
Creston Valley Wildlife Management Authority Trust Fund v
Discovery Enterprises Inc. v
Forestry Innovation Investment Ltd. v
Innovation and Science Council of British Columbia v
Land and Water British Columbia Inc. v
Oil and Gas Commission v
Partnerships British Columbia Inc. v
Tourism British Columbia v
Vancouver Convention Centre Expansion Project v
Vancouver Trade and Convention Centre Authority v
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Audited by

Auditor General Private Sector
Auditors
Transportation Sector
BC Transportation Financing Authority v
British Columbia Railway Company? v
British Columbia Transit v
Rapid Transit Project 2000 Ltd. v

Protection of Persons and Property
British Columbia Securities Commission v

Insurance Corporation of British Columbia ?

NS

Organized Crime Agency of British Columbia Society

Social Services Sector
B.C. Community Financial Services Corporation’

Interim Authority for Community Living British Columbia v

Legal Services Society v

Other Sector
BC Games Society

N

British Columbia Arts Council*

British Columbia Assessment Authority v

British Columbia Buildings Corporation

British Columbia Housing Management Commission

First Peoples’ Heritage, Language and Culture Council

Homeowner Protection Office

Provincial Capital Commission?

Provincial Rental Housing Corporation

ANANRNANANRNAN

The Royal British Columbia Museum Corporation

General Government Sector
British Columbia Liquor Distribution Branch? v

British Columbia Lottery Corporation? v

The Auditor General audited a consolidation of school districts prepared by the Ministry of Education for the year ending

March 31. For the audit of school districts at their regular year end of June 30, the Auditor General audited one school district and
private sector auditors audited the rest.

These organizations are self-supported Crown corporations and agencies (government enterprises) and are recorded on a modified
equity basis in the sectors in which they appear.

* This organization was wound up during the year and was not audited.

This organization is not audited.

2
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Province of British Columbia
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A‘ 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, 2005,
and the statements of operations, change in net liabilities, and change 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.

In my opinion, 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, 2005, 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 as recommended by The Canadian Institute of Chartered
Accountants.

A/ofae A&'J‘#-

Victoria, British Columbia Wayne Strelioff, FCA
May 13, 2005 Auditor General






Statement of Responsibility
for the Summary Financial Statements
of the Government of the Province of British Columbia

Responsibility for the integrity and objectivity of the Summary Financial Statements for the

Government of the Province of British Columbia rests with the government. The comptroller general
prepares these financial statements in accordance with generally accepted accounting principles for senior
governments as recommended by the Public Sector Accounting Board of the Canadian Institute of
Chartered Accountants. The fiscal year of the 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, Crown agencies, school districts,

universities, colleges, institutes and health authorities to meet accounting and reporting requirements.

The auditor general of British Columbia provides an independent opinion on the financial statements
prepared by the government. The duties of the auditor general in that respect are contained in section 11 of
the Auditor General 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.

Approved on behalf of the Government of the Province of British Columbia:

WQ@W.

CAROLE TAYLOR
Chair, Treasury Board
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Statement of Financial Position

as at March 31, 2005

In Millions
Note 2005 2004

Financial Assets $ $
Cash and temporary iNVESIMENTS. ..c..eveveererieririeieririeterertentesteteterestesteressesesessesseseeses 3 3,568 2,690
ACCOUNES TECEIVADIE c...vteviiiiiiietietett ettt ettt ettt ettt ve s ss b eveereeaseneas 4 2,633 2,838
INVentories fOr TeSAle . .....uoveuiivieiiuirieieiiieiciieiciece e 5 78 91
Due from Other GOVEINMENTS . .....c.evveveverieiiiirieieiiieieieieieieteteteeeietes ettt eeene 6 650 400
Due from self-supported Crown corporations and agencies.........ceceeveeeververerrerveennens 7 544 164
Equity in self-supported Crown corporations and agencies.........c.coveveeervvvererirrerennnen 8 3,219 3,221
Loans, advances and mortgages receivable......co.evveveireneirinieirinieieeneeeeneeeaens 9 7170 1,052
OtheT INVESTINEINLS. evvevterrerteriereesresteteeseeseeseessessesesseeseessessessessesseeseessessessesesseessessessas 10 2,001 1,794
Sinking fund INVESTMENES. c.e.vveveriieieriieieriieiereeteieteteeree ettt teseseste e seseesesereeeee 11 4516 4,619
Loans for purchase of assets, recoverable from agencies.........ccovevveververeererereererereenens 12 6,901 7,512

24,880 24,381
Liabilities
Accounts payable and accrued Habilities. ......ccoveveeeririeininecineiiececeeeene 13 5,537 5,563
Due to Other GQOVEIMMENTS......coveveuivieviuirieiiiirieieiiieiceieicieteieteteeete ettt enene 14 891 1,137
Due to Crown corporations, agencies and funds........c.coceeeveeveieeevereieecieeccnnennnnnn 15 152 123
Deferred TEVENUE......eevievieietietiettettetet ettt ettt et ettt sb e b e ebeeseessessessassenseesaeseans 16 5,256 4,087
Employee pension plans (unfunded pension liabilities).......cccovvveveirrieinncinnicennnnen 17 3 3
Taxpayer—supported debt.....c.ccirieeiriricininiiiiecinectnec et 18 32,032 33,432
Self—suppOrted debt....cviieuiirieieiiririeiicc e 19 7,889 8,555

51,760 52,900
Nt HADIIEIES .. vttt ettt 21 (26,880) (28,519)
Non-financial Assets
Tangible CaPItal ASSELS....veverrrvereririeieririeiereietetetetet ettt ettt eee 22 23,117 22,255
Prepaid PrOgram COSTS. ...cveveueimieriririeierirteieienteieieteieaetereaeseetereseeseuentesereseesenesessenesesene 23 462 382
ONET ASSEES.vevreverrerirerterieretereereteseesestestesesteseesessesaesessesaesesseseesesseseesessessesensessesesseseeses 24 151 157

23,730 22,794
Accumulated surplus (deficit) 25 (3,150) (5,725)
Contingencies and COMMITIMENTS. ....c.coveveverrerererrrrerereriereerrerereriererersereressereresssrereessens 26
STGNITICANE EVEIIES . cvveveveviieteriietereieteietet ettt ettt ettt ettt ettt bbbttt s eeee 33

The accompanying notes and supplementary statements are an integral part of these financial statements.

Prepared in accordance with Canadiap generally accounting principles.

Comptroller General
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Statement of Operations
for the Fiscal Year Ended March 31, 2005

In Millions
2005 2004
Estimates
(Note 30) Actual Actual

Revenue $ $ $
Taxation (NOTE 27) ceeevivueiereereriereeiereeriesetesaeseseseesessesaesessessessssessesessessessssessesens 14,185 14,917 13,830
Contributions from the federal government..........cccevevveieverierieinierieenrerieenens 4,346 5,231 3,619
Fees and JICONCES .viivviverieeieeerieeeeeeeeeeeeeeee ettt eae s erae s e enaeenseenneenes 3,578 3,621 3,531
NALULAL TESOULCES. vevvevierierritierieteettestet et vttt et esbeste et ereessessesseseeseersessessassesaees 3,432 3,973 3,309
Net earnings of self-supported Crown corporations and agencies (Note 8).... 2,072 2,412 1,884
MISCEIIANEOUS . ..t eevivierieriettet ettt ettt ettt ettt et et eveessessessebeeseerseasessessesens 1,990 2,246 1,937
INVESTMENT CAIMINES evvveverrereereiererietertetetereeientestesessestesessesessesseressensesessenseseone 889 833 950

30,492 33,233 29,060
Expense
Health (INOE 28).vveviierieriereierieteierietiterieseteseseetesseseesesseseesessessesessessesessessesens 11,787 11,633 11,365
Education (NOTE 28) ..iiuiiiiciieiieiierietieieetiete ettt ettt eve et ess s v evs s s sseeaees 8,788 9,022 8,764
SOCIAL SEIVICES. cvveevvevrieeeeeetieeteeeteeteeeeeeeeeesteeeseesaeesessaeesseenaeensesnseenseenseenseensesnsennes 2,678 2,665 2,819
INLEreSt (INOLE 28).cuiierieeiieeiieerieriieerierieereesieereeseeteerbessseesseessesssesssesseesssesseesses 1,661 1,472 1,572
Natural resources and economic development..........cevvvevererrrereririerenieierennes 1,321 1,670 1,486
Transportation (NOLe 28)....ceererveriererierierenieieienieierensereeensensenens 1,265 1,448 1,278
Protection of persons and PrOPETTY.......ccevrvrvererrrererreiererrriesereeiesereneereseesesereenens 1,166 1,215 1,365
ORET vttt ettt b s b s s s eaen 1,148 1,028 1,074
General GOVEIMMEN . c..c.viueierieriierieriteeiereteseesetesseseesesseseesessesessessesessessesesessens 478 505 489

30,292 30,658 30,212
Surplus (deficit) for the year before unusual items.....c.ecevvevveererrerirerrerieennens 200 2,575 (1,152)
FOrecast alloWanCe ....oveieeeierierieieieiiieieeieteteeteteseese et ese s saesaesesseseesensens (100)
Restructuring exit expense (NOTe 35)..cc.eeerieieriinieninenieieienienenieneereeeniene (123)
Surplus (deficit) for the Year.........c.coveeiveiiinrieiieeeeeeeeeeeee s 100 2,575 (1,275)
Accumulated surplus (deficit)—beginning of year as restated (Note 25)......... (5,725) (4,450)
Accumulated surplus (deficit)—end of year........c.cccvevvvverievererieineieenrenns (3,150) (5,725)

The accompanying notes and supplementary statements are an integral part of these financial statements.
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Statement of Change in Net Liabilities
for the Fiscal Year Ended March 31, 2005
In Millions
2005 2004
Estimates ! Actual Actual
$ $ $
Surplus (deficit) fOr the YEaT....coeveerieieirieieenieieeretet ettt srenene 100 2,575 (1,275)
Effect of change in tangible capital assets
Acquisition of tangible capital aSsets.........ecvvverrererrerrerierenieieririeieeerenieeerens (1,943) (2,322) (2,045)
Amortization of tangible capital assets.......cevrvrvererirereririereririerereeeereerenenns 1,294 1,324 1,274
Impact of tangible capital assets for sale......c.oeccrrvecrnecrneconncineceee 593
Disposals and valuation adjuStments.........ccevevererrrereiriereririeierenieiereeenerennnes (624) 136 166
(1,273) (862) (12)
Effect of change in:
Prepaid program costs 3) (80) (166)
OLNET @SSEES.cuvevrrrinieririeterietenterietestestetestetetesteste e bestesesbestebessestesessensesessensesens 1 6 (5)
(2) (74) (171)
(Increase) decrease in net liabilities. ... ..oeoveerverieerrerieinieieieieieeeeieeereenenne (1,175) 1,639 (1,458)
Net liabilities—beginning Of Year.......cevivvecieirierieririeieieieierecteeereereseseeveeenees (27,753) (28,519) (27,061)
Net liabilities—end of year. (28,928) (26,880) (28,519)

ICertain budget numbers have been restated to be consistent with the reporting of actuals on the gross basis.

The accompanying notes and supplementary statements are an integral part of these financial statements.
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Statement of Change in Cash and Temporary Investments
for the Fiscal Year Ended March 31, 2005

In Millions
2005 2004
Receipts ~ Disbursements Net Net

Operating Transactions $ $ $ $
Surplus (deficit) for the YEar ...cocoveeverreerieieirieieerieieeneeeeenen 2,575 (1,275)
Non—cash items included in surplus (deficit):

Amortization of tangible capital assets.........c.ceeveereriererrererenennene 1,324 1,274

Amortization of public debt deferred revenues and

deferred Charges.......coerveverienieirienieinienieteereteeseteiesie e 1 27

Concessionary loan adjustments (decreases).......cccevevvererververenene (1) (7

Impact of tangible capital assets held for sale.......cccecvverrerruenene. (1)

Valuation adjustments........c.coveveveereereiniereinieeenieieeneeeneeneneneen 223 241

Net earnings of self-supported Crown corporations and agencies (2,412) (1,884)
Accounts receivable decreases (INCTEASES) ...vevveverrereeververeererveeerennen 34 (414)
Due from other governments decreases (increases) .......e.cevevvevennene (250) (196)
Due from self-supported Crown corporations and

agencies (iNCreases) deCreases . o.eoeverererrererrerieererrereeensersesennens (380) 238
Accounts payable increases (decreases).......o.eeveverveverreriererrerueeerennen (26) 309
Due to other governments increases (decreases).......coeeveerververennens (2406) 769
Due to Crown corporations, agencies and funds increases............. 29 23
Unfunded pension liability payments.........ccoveerverveerenieenennerenennen (1)
Items applicable to future Operations iNCreases .........c.coeeveverervereneas 1,096 1,150
Contributions of self-supported Crown corporations and agencies 2,263 1,541
Cash derived from (used for) Operations..........c.coevevervrvereeriererernenes 4,230 1,744
Capital Transactions
Tangible capital assets (ACQUISTEONS)..euveveerevererverieerrenieenieniereniennen 130 2,322 (2,192) (1,338)
Cash derived from (used for) capital......ccocevveviererieverierierenrerieeenenen 130 2,322 (2,192) (1,338)
Investment Transactions
Investment in self-supported Crown corporations and agencies.... 151 151 (20)
Loans, advances and mortgages receivable (iSsues).......ccecerveveerennens 484 242 242 (480)
Other investments—net decreases (INCTEASES).....veverververerrerververennen 212 (212) (299)
Sinking fund investments—net decreases (iINCreases)........oeeveveene. 303 200 103 455
Cash derived from (used for) iNvestments..........ocveveeververeererueeenennan 938 654 284 (344)
Total cash (FeqUITEMENES)...c.veververrererrerieririeieririeieresieeeresrennesessennes 2,322 62
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In Millions
2005 2004
Receipts ~ Disbursements Net Net
$ $ $ $
Financing Transactions!
Public debt (decreases) iNCreases......oeererveervereerervereererieruerenseraenens 14,319 16,356 (2,037) 417
Derived from (used for) purchase of assets, recoverable
IO AGEIICIES. v evveververeerenrerrereterterentetesessensereesesseseesesseseesesseseesenses (3,814) (4,407) 593 (293)
Cash derived from (used for) financing 10,505 11,949 (1,444) 124
Increase (decrease) in cash and temporary investments.................. 878 186
Balance—beginning of year 2,690 2,504
Balance—end of Year ..........ccccovvevieinieieinieieiieieeeeree s 3,568 2,690

!Financing transaction receipts are from debt issues and disbursements are for debt repayments.

The accompanying notes and supplementary statements are an integral part of these financial statements.
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1. Significant Accounting Policies

(a) BASIS OF ACCOUNTING

The government’s Summary Financial Statements are prepared in accordance with generally accepted accounting
principles (GAAP) for senior governments as required by the Budget Transparency and Accountability Act (BTAA) and as
recommended by the independent Public Sector Accounting Board of the Canadian Institute of Chartered
Accountants.

(b) REPORTING ENTITY

These financial statements include the accounts of organizations that meet the criteria of control (by the province)
as established under GAAP. The reporting entity also includes government partnerships.

A list of organizations included in these consolidated financial statements may be found on pages 69 —71.

Trusts administered by government or government organizations are excluded from the reporting entity.

(c) PRINCIPLES OF CONSOLIDATION

Taxpayer—supported Crown corporations', agencies', and the school districts, universities, colleges, institutes and
health authorities (SUCH) sector's financial statements are consolidated with the Consolidated Revenue Fund (CRF)
using the full consolidation method. The government’s interests in government partnerships are recorded on a
proportional consolidation basis.

Self-supported Crown corporations, agencies, entities and government business partnerships are consolidated with
the CRF on the modified equity basis of consolidation.

The definitions of these consolidation methods can be found on page 115.

Adjustments are made for Crown corporations, agencies and entities whose fiscal year ends are different from the
government’s fiscal year end of March 31. These consist of the British Columbia Assessment Authority, all school
districts, the Insurance Corporation of British Columbia and the British Columbia Railway Company.

(d) SPECIFIC ACCOUNTING POLICIES
Revenue
All revenue is recorded on an accrual basis except when the accruals cannot be determined with a reasonable
degree of certainty or when their estimation is impracticable. The exception is corporate income tax, which is
recorded on a cash basis.
Government transfers are recognized as revenues in the period during which the transfer is authorized and any
eligibility criteria are met. Government transfers are deferred if they relate to future exchange type transactions.
Tax credits/offsets are accrued on the same basis as the associated tax revenues and reduce gross taxation
revenue but are not considered valuation allowances.

Expense

The cost of all goods consumed and services received during the year is expensed.

Interest expense includes debt servicing costs such as amortization of discounts and premiums, foreign
exchange gains and losses, and issue costs.

Pension expense is calculated as the cost of pension benefits earned by employees during the year, interest on
the pension benefits liability, net of pension plan assets, and amortization of the government’s share of any
experience gains or losses, less contributions made by members. The estimated total cost of government’s share of
the plan amendments related to past service is expensed in the year the plan is amended.
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for the Fiscal Year Ended March 31, 2005—Continued

1. Significant Accounting Policies—Continued

Government transfers include grants, entitlements and transfers under agreements, as defined in the definitions
on page 115. 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. Transfers are deferred if the amount represents prepaid operating expenses.

Acquisitions of tangible capital assets are recorded as assets and the cost is amortized over the useful life of the
relevant tangible capital asset. Tangible capital assets not related to a capitalized class of assets are expensed in the
year of acquisition.

Restructuring exit expenses are recorded when a restructuring plan, in appropriate form, has been approved by
the province. To qualify, the expense must not be associated with, or benefit activities continued by, the
government reporting entity. In addition, the expense must:

(i) be incremental to other expenses incurred in normal operations and incurred as a direct result of the

restructuring plan; or

(ii) represent amounts to be incurred under an existing contractual obligation that will continue after the

restructuring plan is completed with no economic benefit to the government; or

(iii) represent a penalty or compensation incurred to cancel an existing contractual obligation.

Assets

Assets are recorded to the extent they represent cash and claims upon outside parties, items held for resale to
outside parties, prepaid expenses, deferred charges or tangible capital assets acquired as a result of events and
transactions prior to year end.

Financial Assets

Temporary investments and Warehouse Borrowing Program investments include short—-term investments
recorded at the lower of cost or market value.

Inventories for resale include property that has been purchased, or for which development costs have been
incurred, and that is held for ultimate resale or lease to outside parties. Inventories for resale are recorded at the
lower of cost or net realizable value.

Equity in self-supported Crown corporations and agencies represents the province’s investment (including
long—term advances) in those self-supported Crown corporations and agencies at cost, adjusted for increases and
decreases in the investees’ net assets.

Loans for purchase of assets recoverable from agencies are recorded at maturity value, less unamortized
premium or discount, deferred foreign exchange gains or losses and sinking fund balances. Premium/discount is
amortized on a constant yield basis.

Loans and advances are recorded at cost less adjustment for any prolonged impairment in value. Mortgages
receivable are recorded at the principal amount less valuation allowance, are secured by real estate and are
repayable over periods ranging up to 30 years. Concessionary loans and mortgages are recorded at net present value
at issue and related present value discounts are expensed. Valuation allowances are made when collectibility is
considered doubtful.

Other investments are recorded at the lower of cost of acquisition (which may be adjusted by attributed
income) or estimated current value. Valuation adjustments are made when the value of investments is impaired.

Sinking fund investments are cash and marketable securities held specifically for the purpose of repaying
outstanding debt at maturity.

Tangible Capital Assets

Tangible capital assets are recorded at historical cost, less accumulated amortization. Estimated cost is used to
record existing tangible capital assets when actual cost is unknown. The recorded cost, less the residual value, is
generally amortized over the estimated useful lives of the assets on a straight-line basis except for some
transportation equipment which is amortized using the sinking fund method.
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1. Significant Accounting Policies—Continued

All significant tangible capital assets of government organizations and operations have been capitalized. Crown
land is capitalized at a nominal value of one dollar.

The value of collections (artifacts, specimens and documents) has been excluded from the statement of
financial position.

Liabilities

All liabilities are recorded to the extent they represent claims payable to outside parties as a result of events
and transactions prior to year end. This includes probable losses on loan guarantees issued by the province,
contingent liabilities (when it is likely a liability exists and the amount of the liability can be reasonably determined
on an individual or portfolio basis) and unfunded pension liabilities.

Employee Pension Plans (Unfunded Pension Liabilities)

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.

Public Debt

Public debt represents the direct debt obligations of the Province of British Columbia, including borrowings
incurred for government operating purposes, the acquisition of capital assets, re-lending to authorized government
bodies and borrowings in advance of future requirements under the Warehouse Borrowing Program. Public debt
consists of short—term promissory notes, notes, bonds and debentures, bank loans, capital leases and mortgages
payable. These obligations are recorded at principal less unamortized premium or discount and deferred foreign
exchange gains or losses. When it has been determined there are sufficient securities to satisfy scheduled interest
and principal payments for a debt instrument, the sinking fund assets are set aside in a defeased trust account. The
debt includes debt and sinking fund balances previously reported as defeased "in substance."

Public debt is reported under two categories:

(i) Taxpayer—supported debt—includes direct debt used for government operating and capital purposes, the
debt of those Crown corporations, agencies and SUCH sector entities who require an operating or debt
servicing subsidy from the provincial government and the debt of an entity that is fully consolidated within
these financial statements.

(ii) Self-supported debt—includes the portion of debt of commercial Crown corporations, agencies and entities
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 Borrowing Program.

Debt premium/discount is amortized on a constant yield basis. Unamortized premium/discount on bonds called
and refinanced is amortized over the remaining life of the old debt, or the life of the new debt, whichever is shorter.
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Foreign Currency Translation

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian dollars at the
exchange rate prevailing at 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 sinking funds and 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.

Derivative Financial Instruments

The province is a party to financial instruments with off-balance sheet risk due to fluctuations in foreign
currency exchange rates, interest rate fluctuations and counterparty default on financial obligations. The province
does not use derivative financial instruments for speculative purposes. Off-balance sheet position data is given in
the form of nominal principal amounts outstanding. Amounts earned and expenses incurred under swaps are
recognized and offset against the related interest expense. Gains and losses on terminated derivative contracts are
deferred and amortized over the lesser of the remaining term of the contract or the term of the related debt.

(e) CHANGES IN ACCOUNTING TREATMENT
Inclusion of SUCH sector
Effective for the 2004/05 fiscal year, the SUCH sector is being fully consolidated on a line-by-line basis in the
Summary Financial Statements of the province. Previously, the impacts of including these entities in the
government's financial statements were only disclosed in the unaudited supplementary financial schedules. The
inclusion of the SUCH sector has been applied retroactively with a restatement of the prior year figures and has
been made in order to fully comply with GAAP.

The effects of the inclusion of the SUCH sector on the Summary Financial Statements are an increase to
revenue of $2,860 million (2004: $2,549 million) and an increase to expense of $2,465 million (2004: $2,178
million) resulting in a $395 million increase to the surplus (2004: $371 million decrease to the deficit). Additionally,
financial assets increased by $4,222 million (2004: $3,825 million) and liabilities increased by $4,215 million (2004:
$4,005 million) resulting in a decrease to net liabilities of $7 million (2004: $180 million increase). Non—financial
assets increased by $4,976 million (2004: $4,772 million) resulting in a decrease of $4,983 million (2004: $4,592

million) to the accumulated deficit.

Public Debt

The province has changed its reporting of public debt for the 2004/05 fiscal year. This change has been
implemented on a retroactive basis with a restatement of prior year figures in order to more fully comply with
GAAP. Previously, debt that had sufficient securities in a separate trust account to satisfy scheduled interest and
principal payments was considered defeased in substance, and the debt and sinking fund assets, and related interest
expense and investment earnings, were removed from financial statements. The par value of defeased debt was
disclosed in the public debt notes. This debt and related sinking funds are not legally defeased and, therefore, are
now recognized on the statement of financial position. In addition, public debt, sinking funds, debt interest expense
and investment earnings, including sinking fund earnings, are now disclosed at their gross amounts. In past years,
sinking funds were netted against debt and the sinking fund earnings were netted against the interest expense.

The effects of including the debt, sinking funds with related investment earnings, and interest expense related
to debt previously considered defeased are an increase in taxpayer—supported debt of $763 million (2004: $832
million), an increase in accrued interest payable of $18 million (2004: $21 million), an increase in sinking funds
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1. Significant Accounting Policies—Continued

related to taxpayer—supported debt of $812 million (2004: $891 million), an increase in investment earnings of $61
million (2004: $66 million), and an increase in interest expense of $68 million (2004: $35 million). This results in a
$7 million decrease to the surplus (2004: $31 million decrease to the deficit) and a decrease of $31 million (2004:
$38 million) to the accumulated deficit.

Recognition of Bid Revenue

Oil and gas tenure agreements are awarded through a competitive bidding process. The revenue received from
the bids had been recognized at the time the bid was awarded. The province has changed its recognition policy to
defer the bid revenue over eight years. Eight years is an estimate of the average term of the leases and licences
granted through the bidding process. This change has been implemented retroactively with a restatement of prior
year figures.

The effects of deferring bid revenue are an increase to revenue and the surplus of $16 million (2004: $344
million decrease) and an increase in deferred revenue and the accumulated deficit of $1,262 million (2004: $1,278
million).

2. Measurement Uncertainty

Uncertainty in the determination of the amount at which an item is recognized in the financial statements is
known as measurement uncertainty. Uncertainty exists whenever estimates are used because it is reasonably
possible there could be a material variance between the recognized amount and another reasonably possible
amount.

Measurement uncertainty in these financial statements exists in the accruals for employment benefits, pension
obligations and post-retirement benefits, health and social transfer payments from the federal government, personal
income tax and recognition of bid revenue.

The nature of the uncertainty in the accruals for employment benefits, pension obligations and post-retirement
benefits arises because actual results may differ significantly from the province’s best estimates of expected results
based on variables such as earnings on pension investments and life expectancy of claimants. Uncertainty related to
the accrual for health and social transfer payments from the federal government and personal income tax arises
because of the possible differences between the estimates for the economic factors used in calculating the accruals
and actual economic results. Uncertainty related to recognition of bid revenue arises from estimation of the tenure
term over which revenue is deferred.

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 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 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 Temporary Investments

In Millions
2005 2004
$ $
Cash (cheques issued in excess of funds on deposit)........cceeeeeerererirrererirererieiereieererereeenenenes 1,013 1,101
TeMPOTATY INVESTIMENES . ..vereiteteteiieierieteteieiietseietete it se sttt s s sessssssesessesesesesasas 2,555 1,589
3,568 2,690

ITemporary investments consist mainly of units in the Province of British Columbia Investment Management Corporation Pooled Investment Portfolios. Units are
carried at the lower of cost of acquisition adjusted by income attributed to the units or market value.

4. Accounts Receivable

In Millions
2005 2004
$ $
TaXES TECEIVADIE 1.ttt ettt ettt ettt ettt ettt ettt seets e esbeteeteeseessessesseebseereerseneas 1,669 1,789
Trade acCOUNLS TECRIVADIE. cvviviieviiiririere ettt et erreereeetbeerseerseesenreenreenre s 1,436 1,443
ACCTUC IEETESE v eviivievteetieteetiete et et ettt eteestees et e eteeteessesseebeeseessessessesseeseeseessessessesseeseseessessennas 288 354
3,393 3,586
Provision for dOUbtfUL ACCOUNES.....cvievievierieriecteteere ettt ettt eere ettt ere st eseeteseereerseneens (760) (748)
2,633 2,838
5. Inventories for Resale
In Millions
2005 2004
$ $
PrOPEITIES. c.vevveuteteteeitetteterteste ettt ettt ettt ettt st b e bttt et sbeebeesseat et esbesbeebeesnentesesseennensens 41 51
OCT ettt ettt ettt ettt ettt et et b e eab ettt teeeraeeneen 37 40

78 91
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6. Due from Other Governments

In Millions
2005 2004
$ $
Government of Canada:
CUITEN ettt ettt ettt ettt ettt b ettt sbeebt e st et e besbeebtestensenbenses 486 230
LM tOIII vttt ettt ettt ettt ettt st et e bt e e e bt e be e beebeenbeens 132 132
Provincial governments:
CUITENE vttt ettt ettt ettt ettt b bbbt et be st et eb et estebestenaebesueneen 15 22
Local governments!
CUITEI vttt ettt ettt ettt ettt sttt et s bt estebe st et et sbe st ebe st estebestennesesueneen 17 16
650 400

"Local governments are municipal units established by the provincial government which include regional and metropolitan municipalities, cities, towns, townships,
districts, rural municipalities and villages.

7. Due from Self-supported Crown Corporations and Agencies

In Millions
2005 2004
$ $
British Columbia Hydro and Power AUthority.......ccoveeerirreirinieinrieiineieieiecieeicreieeseeeenes 363 91
British Columbia Lottery Corporation........c..cueeeeieerieriererieniererieteresressesessenseressessessessesosenne 179 71
Columbia POWET COrPOTAtION. . ..c.vvevererieieririerertrterertrteieserteresestet st eseeeseseteseseseesesesesesessenenes 2 2
544 164

See page 76 for details
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8. Equity in Self-supported Crown Corporations and Agencies
In Millions
2005 2004
Unremitted
Investments  Earnings Total Total
$ $ $ $

British Columbia Hydro and Power Authority........cccecevveruerenveienens 20 1,757 1,777 1,876
British Columbia Railway Company..........cceceeeerererirereererenenenene 107 107 412
Columbia Power Corporation...........cceveveeruerererrererereererereerereneerenenne 276 27 303 299
Insurance Corporation of British Columbia.........ceceervevererirereennnee 1,017 1,017 618
Provincial Capital CommiSsion.........coveveerueverereeiererenrerererererennnenens 15 15 16

403 2,816 3,219 3,221
Change in Equity in Self-supported Crown Corporations

and Agencies

Balance—beginning of year. .......c.coveevivveernieennccinecineeennes 554 2,435 2,989 2,629
Prior period adjustments. ......cveverreriererieirierieerienieeerenseeesenseseesennens 232 232 229
Balance—beginning of year restated.........occoveerverieerenerenerenneennes 554 2,667 3,221 2,858
Increase (decrease) in iNVESIMENE..vevreveverieveieiereieeereienererieeenens (151) (151) 20
Net earnings of self-supported Crown corporations and agencies.. 2,412 2,412 1,884
Contributions paid to the Consolidated Revenue Fund.................. (2,190) (2,190) (1,356)
Adjustments to contributions paid........cececeeveveerieeririeeerreeerenenes (73) (73) (185)
Balance—end of year 403 2,816 3,219 3,221

See pages 76 — 77 for details.
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9. Loans, Advances and Mortgages Receivable

In Millions
2005 2004
$ $

Loans and Advances
BC STUAENE LOANS. vttt ettt s e seses e sesesesesensesenes 575 412
Industrial Development Fund commercial 1oans..........coeeerieieininieininieininieciecinecneeenean 86 97
Land Tax Deferment loans........ceeveereieeirenieirenieteientetetesteiteiesteseesesseste e sseste e sesesessessesenses 157 150
British Columbia Ferry Services INC....c.ueueerirreirinieiininieiiinieeiriecenieiceseieeseeeseeeeeie s 428
Construction loans to social hoUSING PTOJECTS. .veeverrererrerieririinieiirieieieriertereeientestere e eresveaesene 21 21
AcCCOUNTADIE AAVANICES. . evivevierieiiieiietiieietet ettt ettt ettt teebesteseebesseseebesesesasensesenne 12 14
MISCEIIANEOUS - vttt ettt ettt ettt be bbbt ebesbesaebenne 59 64

910 1,186
Provision for doUbtful ACCOUNTS....e.vevirterieririeieiieieieitetetetetetetteiesteteiebeste et sereesenseseses (201) (170)

709 1,016
Mortgages Receivable
ReconStruction PrOgrami.......coeeeerieeirieieiriiieinienieiietentetetesteitetestes ettt ettt eressesaeseenes 59 57
MISCEIIANEOUS v vevevveviventeiieteiettetetettet ettt et te et esaesesbe st ese b et eseesestesassessesaesensassesensesesansensasense 26

85 57
Provision for doUbtful ACCOUNTS...ve.veieviierieteieiereieieret ettt ettt ese et esae e b e se s essasesessesases (24) (21)
61 36

770 1,052
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9. Loans, Advances and Mortgages Receivable—Continued

The BC Student Loan Program provides loans to borrowers for higher education. Borrowers are required to repay
these loans through a contracted service provider to the province, with a floating interest rate of prime plus 2.5% or a
fixed rate of prime plus 5%. Amortization of the loans is usually set for 174 months, but borrowers can extend that
amortization to a maximum of 234 months. Defaulted loans are due on demand with interest at a floating rate of prime
plus 2.5%. The BC Student Loan Program also administers defaulted student loans issued by financial institutions under
a guaranteed and risk sharing agreement with the province. Defaulted risk sharing loans arise due to bankruptcy or
death of the borrower while attending school.

The Industrial Development Fund provided loans to assist the establishment of new industry, the introduction of
new technology to existing industry, or the development of a region of British Columbia. These loans incur interest at
rates ranging from 0% to 10%. The Industrial Development Fund was eliminated pursuant to the repeal of the Industrial
Development Incentive Act under the Budget Measures Implementation Act, 2002. No loans were issued after March 31,

2002.

The Land Tax Deferment Program allows eligible owners to defer payment of all, or a portion of, annual property
taxes due on principal residences. Eligible individuals are either 60 years or older, a surviving spouse, or a person with a
disability. Simple interest is charged on the deferred taxes at a rate set by the minister of provincial revenue. This rate
will not exceed 2.0% below the prime lending rate of the principal banker to the government. The deferred taxes,
administration fees, plus any outstanding interest, must be repaid before the residence can be legally transferred to a new
owner, other than directly to a surviving spouse.

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 an interest—bearing debt in British Columbia
Ferry Services Inc. The loan was interest bearing at 5.33% with a maturity date of April 1, 2006, and was repaid in full
on May 27, 2004.

Construction loans are provided by British Columbia Housing Management Commission (BCHMC), a
taxpayer—supported Crown corporation and an approved lender under the National Housing Act. BCHMC provides
construction loans for societies that are building approved projects under social housing programs. Interest is payable at
the province’s weighted average borrowing rate for short—term funds, plus administration costs. Loans are repaid at
substantial completion of each project from financing arranged with private lenders.

Accountable advances represent funds issued for program costs that have not yet been expended in accordance
with the applicable agreements.

The Reconstruction Program provides financial assistance to homeowners to pay for repairs for homes with
premature building envelope failure. The financial assistance is provided in the form of subsidized interest loans, no
interest loans or deferred payment loans, and is secured by registered mortgages. This program is administered by the
Homeowner Protection Office.

Miscellaneous mortgages receivable have terms ranging from less than one year to twenty years, with some loans
being payable on demand. Interest rates range from 3.5% to 12%.
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10. Other Investments

In Millions
2005 2004

$ $
Investments of universities, colleges and INSHEULES...veveveriererieiereriererenieierentetereierreeressesenes 1,284 1,217
Investments of Columbia Basinn TTUSE.....ccvcvvievierierierieriereetieteere et eeteere e ere e eereerere e eeeneees 261 201
Investments of health authOTities. . ...oiiieiiiiiieiieieeiei ettt er e eseees 166 94
British Columbia Ferry Services INC......ccveivieiririeierieieierieieeeriereiereesestesseseseseesesesesessessesenns 75 75
Provincial government BONdS.......c.couvveueirieiiinieiiiniricinieiciecee ettt 73 63
Commercial 10ans and INVeStIMENIS. .. c..cveriiriiereereereereeeereeereereere e eeeteereereereesseseseereseereessenes 55 111
Government of Canada DONdS.......ovieiiiiivriiiriiiiirieeee et ee et erersere e s 40 36
Pooled InVeStMENt POTHIOHOS. .. .vveverrrieriririeieririeieriieiereieiere ettt seteteseesesessssseeeseseneas 9 14
MISCEILANIEOUS v vttt ettt ettt ettt ettt v ettt erveeaveeaeeenseereeerseetbeeseeerseesenrsenreensean 98 98

2,061 1,909
Provision for doUDtfUl ACCOUNTS..veveieveierieteieieieteteret ettt ettt e eseebesaeseesesseseesesssaesessesaeses (60) (115)

2,001 1,794

Universities, colleges and institutes investments are comprised of government and corporate bonds, equity, and
other money market funds and guaranteed investment certificates.

Columbia Basin Trust investments include $15 million in bankers acceptances and deposits. The balance of $246
million represents investments in power development joint ventures.

Health authorities investments are comprised of government and corporate bonds.

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 preferred 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.

Provincial bonds of various provinces have a market value of $78.6 million (par value $71.1 million), with yields
ranging from 2.952% to 4.419%. Maturity dates range from December 1, 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.

Government of Canada bonds have a market value of $41.2 million (par value $39.7 million), with yields ranging
from 2.690% to 4.273%. Maturity dates range from December 1, 2005 to June 1, 2012.

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.

11. Sinking Fund Investments

In Millions
2005 2004
$ $
Taxpayer—supported sinking fund iNVESTMENTS......cveveveririereriririeririeiereieereteiereeeesererese e 3,523 3,571
Self-supported sinking fund INVESTMENTS. ..c..ove.erveveieririeiiinieieireceecteei et 993 1,048

4,516 4,619
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11. Sinking Fund Investments—Continued

In Millions
2005 2004

$ $
Pooled InVeStMENt POTHIOHOS. «...veveverrrieriririeteririeieriieterteiere ettt ettt eeteseseseseeeseseneas 2,623 2,677
Provincial government DondS.......coveveerieieirieieinieieinieieieeieietesteteeereste et sreesesseneeses 1,036 1,104
Local gOvernment BOndS........ceviererieieiirieietiieiereeiesiereetee et eseesessesseseesesseseesesseseesessssesessessess 551 593
FINANCIAL INSEIEUTIONS 11t evteevrireeere ettt ettt ettt ettt et etv e erveeaeeenteereeerseeseeesseesseeserreenreenneans 89 46
Government of Canada BOndS......c..c.ierioiiiiiiviictieiereetee ettt ettt enes 82 67
MISCEILANIEOUS v vveeveeveeereeeteeete ettt ettt ettt et v ettt erveeaveeaeeenseerteerseesseeseeesseesenssenreeneean 135 132

4,516 4,619

Pooled investment portfolios consist of units in the British Columbia Investment Management Corporation's bond
funds, which mainly consist of various governments' bonds and short term unitized funds that hold money market
instruments.

Provincial bonds of various provinces have a market value of $1,096 million (par value $1,494 million), with yields
ranging from 2.52% to 5.88%. Maturity dates range from April 20, 2005 to September 1, 2036.

Local government bonds mainly consist of debt issued by the Municipal Finance Authority of British Columbia.

Government of Canada bonds have a market value of $83.2 million (par value $110 million), with yields ranging
from 2.58% to 4.66%. Maturity dates range from June 1, 2005 to December 1, 2016.

12. Loans for Purchase of Assets, Recoverable from Agencies

In Millions
2005 2004
$ $
British Columbia Hydro and Power Authority........ccocvvieireicinnciinecinccinecinecreecnen 6,896 7,040
British Columbia Railway Company.........coeeveirereiriereiniereinierereniesesenieseseeeseseeesesesesesessesens 467
IMPrOVEMENT dISTIICTS. cvevvenrreteniteteniteictirtetciertetcitstet ettt et rebe sttt ettt snesesesnes st senesaenenennes 5 5
6,901 7,512
13. Accounts Payable and Accrued Liabilities
In Millions
2005 2004
$ $
Trade aCCOUNLS PAYADIE. .. veveviieviiiietiirieicirietc ettt 2,166 2,075
Accrued INterest 0N debl. . c.iieiceririeiiiieiiieicececceeeee ettt 747 833
Accrued employee leave entitlements. ... .ccoveveeriereriririeririeieirieiesereeieeereeee et seevenes 1,285 1,224
Other accrued estimated Habilities!........ovveviriieririicriiieeeeeeeeeeee e 1,339 1,431
5,537 5,563

ncludes pending litigation, provision for guaranteed debt payout and other miscellaneous accrued claims.
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14. Due to Other Governments

In Millions
2005 2004
$ $
Government of Canada
CUTTENE 1t eeevvreerveeeerreeesreeeerreeesseeeseeesseessssesssseessesssssessssassssesssssesssesssssessssesssseessses 110 362
LOMEOIMI ettt ettt ettt snenene 733 738
Provincial governments
CUTTEINE vt eevveeetreeeerreeerreeeteeeetreeeseeesaeeesteeessseeesseeessesessseessseentesensssesssssesseeesreeenten 41 31
Local governments!
CUTTEINE 1ottt et eetre e ettt eetreeeteeeetreeearesebeeeetbesesseeerbeeeeasseensssessseensesenssseesseeensssenseeas 7 6
891 1,137

"Local governments are municipal units established by the provincial government that include regional and metropolitan municipalities, cities, towns, townships,
districts, rural municipalities and villages.

15. Due to Crown Corporations, Agencies and Funds

In Millions
2005 2004
$ $

British Columbia Liquor Distribution Branch........c.ccccoceveeinieeineiinniinnecieeiecenenenes 54 44
TTUSE FUNAS 1ttt ettt ettt ettt ettt ettt ss et et e eseess e st ess et e eteereessessesseebseeseensensas 98 79

152 123
16. Deferred Revenue

In Millions

2005 2004
$ $

Deferred CONTIIDULIONS . ...viivietieieieieete ittt ettt ettt ereete et esbesbesseessessessesseseseeseessessans 1,676 1,432
Petroleum, natural gas and minerals, leases and fEes.......c.ovvvvevieerierierinierieeneieeieeeresieenen 1,298 1,313
Federal CONTIIDULIONS. c.evvevievieiieticieiet ettt ettt ettt sb b et e b e esaessessebsaeseeseessas 1,211 428
Motor vehicle licences and PETmULS.....c..eveerverererirrereririererieiereinieieeetetee ettt ereseseseenenes 202 185
Derivative debt iNStIUMENTS. ...cveieiiriietietieieieieete et eteteseereere et esaessesseeseeseessessessesesseesaeseens 156 144
Unearned 1ease TEVENUE .....c.ecuiiriiiiieetiereettesteteteereete et et eete et e eseessessesseeseeseeseessessasseeseseessessensas 108 105
TULELOML oot eetveette ettt e et eette et e ttessee it e beenseessaensaensaesseenseessaesseensaessaensesnsesssasnsasssenssesssensenseenseensees 103 103
Federal and municipal highway project revenues..........cocoeveevirieirincirneirireceeiceecseienes 99 65
Water rentals and recording fEes.......cuoveveirieueininiiiniieinieiiiieeceeeceeecteneeeeeereae e 69 70
Medical Services Plan Premitums. . ....ccoueveeerierererinrereriniereirieretsieseeeeteseetesesessesesessesesssesesessenes 65 66
Forest Stand Management Fund.......c.cocccoveioinniinniniiiiiccccieeceeeceeccneenenes 15 15
MISCEIIANEOUS. ...t eevevetreiteeieeteete ettt ettt se ettt e eve et essebe et e eseessessessebeeseeseessessessesseeseerseneas 254 161

5,256 4,087
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17. Employee Pension Plans (Unfunded Pension Liabilities)

In Millions
2005 2004

$ $

Members of the Legislative Assembly Superannuation ACCOUNL....ccveververeererveriererrerererrerserenne 3 3

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 basic pensions based on length of service, highest five—year average earnings and plan members' age at
retirement. Benefits such as group health benefits and inflation protection for the basic pension are not guaranteed and
are contingent on available funding. 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, 2005, for the basic pension in each plan is as follows:

In Millions
Public
Service Municipal Teachers' College Other
Pension Pension Pension Pension Pension
Plan Plan Plan Plan Plans ! Total
$ $ $ $ $ $
Accrued benefit obligation..........cccecvevervennene. 9,488 10,357 11,102 1,425 309 32,681
Pension fund assets 11,756 10,610 10,870 1,650 323 35,209
(2,268) (253) 232 (225) (14) (2,528)
Unamortized actuarial gain (108s).....cceovevenee. (915) (711) (176) 4 (1,798)
Accrued net obligation (asset)....cceeeeeeeenneee (2,268) (1,168) (479) (401) (10) (4,326)

IOther pension plans represent defined benefit plans outside of the Public Service, Municipal, Teachers' and College Pension plans which are funded by entities
within the government reporting entity. They include the Retirement Plan for Non-Teaching Employees of the Board of School Trustees of School District No. 43
(Coquitlam), the University of Victoria's pension plan for employees other than faculty and professional staff and Simon Fraser University's Academic Pension Plan and
Administrative/Union Pension Plan.
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17. Employee Pension Plans (Unfunded Pension Liabilities)—Continued

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 the province has no formal claim to any pension plan surplus or asset.
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 an agent of the boards of trustees.

In the event 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 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 2004/05 are based on extrapolations of the most
recent actuarial valuations as follows: Public Service Pension Plan (March 31, 2002); Municipal Pension Plan
(December 31, 2003); 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, highest five-year average earnings and plan members' age at retirement. Benefits such as group health
benefits and inflation protection for the basic pension are not guaranteed and are contingent on available funding. 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, 7.00% 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, 4.50% 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 in the annual reports at www.pensionsbc.ca.
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18. Taxpayer—supported Debt!
In Millions
2005 2004
Canadian  Canadian
Year of Canadian us Japanese Other Dollar Dollar
Maturity Dollar Dollar  ? Yen ? Currencies?  Total Total
Short—term promissory
DIOTES . eevveerreenreeveenrenaeensennens 2005 923
2006 603 603
Notes, bonds and
debentures ......ccovvvvverievennn. 2005 2,275
2006 2,525 2,525 2,508
2007 1,527 1,179 395 3,101 3,083
2008 988 885 59 418 2,350 2,346
2009 2,236 1,077 3,313 3,301
2010 1,355 308 94 572 2,329 2,104
2010-2015 6,813 563 110 614 8,100 7,961
2015-2020 594 594 540
2020-2025 3,634 3,634 3,430
2025-2030 3,087 3,087 2,830
2030-2035 1,129 1,129 1,126
2035-2040 916 916 865
2040-2045 400 400 300
Total debt issued at face value 25,807 4,012 263 1,999 32,081 33,592
Unamortized diSCOUNE ....cevievierierieieteetiereeteerteeteet et ettt et et ere s et et eeteeseeseessentenssereseessersenes (136) (131)
Unrealized foreign exchange gains (I0SSES).......ecveverveerrerieirierieieieieeereniereerenseseesensesssessesserene 95 (18)
Amount held in the Consolidated Revenue Fund.........cccoevevveiriiieinririeieiieieeciecereeveennns (8) (11)
Taxpayer—supported debt..........ccoiriiiniiiiniiiiicc s 32,032 33,432
The effective interest rates (weighted average) as at March 31 on the above debt are:
2005, ettt e b ettt a e et e et s e etr e e etreeereerbteerreeas 5.85%
2004 ettt ettt ettt ettt et r et ere bt re bt ete et esas b et ereens 5.76%

IThe balances and interest rates reflect the impact of the related derivative contracts, presented in Note 20 (Risk Management and Derivative Financial

Instruments).

Foreign currencies include: $2,705 million US ($4,012 million Canadian); 22,000 million Japanese yen ($263 million Canadian); 400 million Swiss francs ($418

million Canadian); and 917 million euros ($1,581 million Canadian).

SNotes, bonds and debentures include $106 million (2004: $91 million) in bank loans, $123 million (2004: $113 million) in capital leases and $276 million (2004:

$251 million) in mortgages.
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18. Taxpayer—supported Debt—Continued

Notes, bonds and debentures

Redeemable by the bond holder
Balances include 5.45% debentures due August 17, 2028, totalling $200 million (2004: $200 million). The holders
have a put option which, 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 (2004: $250 million). The holders
have a put option which, 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 $134 million (2004: $180 million) maturing at dates
from October 15, 2005 to October 15, 2007, and with an effective rate of 2.40% are redeemable at par by the holder
each April 15 and October 15 prior to maturity.

Redeemable by the province

Balances include debentures issued to the Canada Pension Plan totalling $3,539 million (2004: $3,592 million) at a
weighted average interest rate of 8.20% (2004: 8.79%). These debentures mature at various dates from April 2, 2005 to
June 8, 2024 with interest rates varying between 5.28% and 12.57%. These debentures are redeemable in whole or in
part before maturity, on 30 days’ prior notice, at the option of the province. During the year, $234 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.

Issues totalling $150 million (2004: $150 million) with effective rates of 2.45% are redeemable at par at the
province’s option on dates ranging from October 20, 2005 to April 30, 2015.

Aggregate payments to meet sinking fund instalments and retirement provisions

Aggregate payments for the next five fiscal years to meet sinking fund instalments and retirement provisions on
notes, bonds and debentures are:

In Millions
Canadian
Dollar
20001 ueetieeeriieeireeeieeeirreeerreeerteeeteeebreerabeeebaeebaeeesteeerbaeeraseesbaensseas 2,203
2007 ettt e e r e e e tra e e e e rrbaeeennres 2,813
2008 ittt r b et e e e re e etb e eerraeeareas 2,133
2009ttt e b e e rae e rbeeerraeerbeerreenaneas 3,102

20101 ittt 2,142
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19. Self-supported Debt!

In Millions
2005 2004
Canadian  Canadian
Year of Canadian usS Dollar Dollar
Maturity Dollar Dollar 2 Total Total
Short—term promissory NOTES......e.e.eeeevevereererererrerererrererenen 2005 1,000
2006 221 697 918
Notes, bonds and debentures..........cccecvevevievienieeieierenin, 2005 598
2006 413 413 413
2007 314 314 314
2008 9 382 391 406
2009 124 124 144
2010 574 60 634 790
2010-2015 1,425 290 1,715 1,390
2015-2020 525 525 350
2020-2025 1,296 1,296 1,296
2025-2030 605 605 905
2030-2035 400 400 400
2035-2040 363 363 443
2040-2045 0 0
Total debt issued at face value 5,301 2,397 7,698 8,449
UnNamoOTtized PrEMIUML . c.ve.eeveiererieriererietetetertereesesteressessereesenseseesestereesessessesensessesensesssessensesenne 7 4
Unrealized foreign eXChange Zains......ceeveieverieieierieiereieiereteeereteeeseseseesesseseesessesssessessesenns 184 102
Total self—supported debt.........ccoovivieirieieirieieiiieieeeeeeteee ettt ese e 7,889 8,555
The effective interest rates (weighted average) as at March 31 on the above debt are:
2005 ettt ettt et ettt earers 6.24%
2004 ettt ettt rt et res 6.11%

IThe balances and interest rates reflect the impact of the related derivative contracts, presented in Note 20 (Risk Management and Derivative Financial
Instruments).
ZForeign currencies include $1,909 million US ($2,397 million Canadian).

Notes, bonds and debentures

Redeemable by the province

Balances include debentures issued to the Canada Pension Plan totalling $229 million (2004: $317 million) at a
weighted average interest rate of 10.15% (2004: 11.11%). These debentures mature at various dates from July 10, 2005,
to June 9, 2009 with interest rates varying between 9.62% and 10.86%. These debentures are redeemable in whole or in
part before maturity, on 30 days’ prior notice, at the option of the province. During the year, no Canada Pension Plan
debentures were issued for self-supported debt. Under the Canada Pension Plan legislation, any significant amendment
to benefits or contributions requires the approval of the legislature of two—thirds of the provinces.
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19. Self-supported Debt—Continued

Aggregate payments to meet sinking fund instalments and retirement provisions

Aggregate payments for the next five fiscal years to meet sinking fund instalments and retirement provisions on
notes, bonds and debentures are:

In Millions
Canadian
Dollar

2000w eettieeeteeeeee ettt et etr e err e erreas 426
2007 ettt a e b e e r b e e ara e etbeeerraeeanes 327
2008t ettieeriee ettt et rr e e erb e e e baeebae e rbeeerraeerreerreennneas 415
2009ttt e e e e e b e e s bt e e sbeeerbaeerabeesbaensneas 134
2070 ittt etb e e e arbeeeenanres 591

20. Risk Management and Derivative Financial Instruments

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 following tables present maturity schedules of the province’s derivatives by type, outstanding at March 31,
2005, based on the notional amounts of the contracts.

Taxpayer-supported Debt

In Millions
Cross Interest Advanced
Year of Currency Rate Rate Setting
Maturity Swaps Swaps Agreement Total
$ $ $ $
2006 745 80 825
2007 1,969 1,704 3,673
2008 1,361 1,361
2009 1,077 805 1,882
2010 974 576 1,550
6-10 years 1,397 618 2,015
+ 10 years 64 734 798

Total...c.cucueuiiiiiiirieieicieieeec e 6,842 5,182 80 12,104
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20. Risk Management and Derivative Financial Instruments—Continued

Self-supported Debt

In Millions
Cross Interest Advanced
Year of Currency Rate Rate Setting
Maturity Swaps Swaps Agreements  Total
$ $ $ $

2006 135 518 200 853
2007 200 200
2008 200 181 381
2009 0
2010 561 561
6-10 years 290 580 870
+ 10 years 150 150
Total...ooveieiieiieicieeeeee e 625 2,190 200 3,015

Interest 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 (interest rate swaps and advanced rate setting agreements) 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, which
totals $24,802 million (2004: $25,943 million), allow floating rate exposure up to 45.00% (2004: 45.00%) of this portion
of the taxpayer—supported debt. At March 31, 2005, floating rate debt exposure was 31.72% (2004: 35.62%) of the
government direct debt portfolio.

Under current policy guidelines for British Columbia Hydro and Power Authority (BC Hydro), the maximum
floating rate exposure is 46.00% (2004: 46.00%) of their debt that totals $6,906 million (2004: $7,040 million). At
March 31, 2005, floating rate debt exposure for BC Hydro was 28.90% (2004: 29.30%) of their debt.

Based on the taxpayer—supported and self-supported debt portfolios at March 31, 2005, a 1.00% increase in interest
rates would result in an increase in the annual debt servicing costs of $76 million (2004: $93 million) for the
taxpayer—supported debt portfolio and $17 million (2004: $15 million) for the self-supported debt portfolio.

Foreign exchange 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 (cross currency swaps) to hedge foreign
exchange risk by converting foreign currency principal and interest cash flows into Canadian dollar cash flows.

The government’s current policy guidelines with respect to the provincial government direct debt portfolio, which
totals $24,802 million (2004: $25,943 million), allow unhedged foreign debt exposure up to 10.00% (2004: 10.00%) of
this portion of the taxpayer—supported debt. At March 31, 2005, unhedged foreign debt exposure in Japanese yen was
4.41% (2004: 4.73%) of the government direct debt portfolio. At March 31, 2005, there was no unhedged foreign debt
exposure in US dollars for the government direct debt portfolio (2004: nil).
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20. Risk Management and Derivative Financial Instruments—Continued

Under current policy guidelines for BC Hydro, the maximum unhedged foreign debt exposure is 20.0% (2004:
30.0%) of their debt, which totals $6,906 million (2004: $7,040 million). At March 31, 2005, 18.7% (2004: 20.1%) 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, 2005, a one cent decrease in the
Canadian dollar versus the US dollar would result in an increase of $10 million (2004: $11 million) in the annual debt
servicing costs for the self-supported debt portfolio. A decrease of one yen versus the value of the Canadian dollar (for
example, from 88 yen to 87 yen) would result in an increase to the annual debt servicing costs of $3 million (2004: $3
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 Standard & Poor’s and Moody’s Investors Service Inc. of at least AA—/Aa3 or A+/Al 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.

21. Net Liabilities

The Statement of Change in Net Liabilities (see page 31) 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, 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.

22. Tangible Capital Assets

In Millions
2005 2004
Net Book Net Book
Value Value
$ $

Land and 1and improvemMEnTS.......eeeveirieieirienierieteriesteteterteiestereerestestesessestesessestesesisesessensenes 1,992 1,951
Buildings (including tenant improvemMeNLts). ... ..cveveveeerieiererieiererieiereiriereisreresessesesesesesseresenees 10,451 9,938
HighWay INfTaStIUCTUTE. .vevevteveteiieieteitetertentet ettt ettt ettt b et et be bt esesansesesbensens 6,472 6,268
TranspOrtation EQUIPIMENIE . c..c.eeueererrererrertererterterenrerterentestereeteterestenteressesseseosessentosesseresessersesenne 2,027 2,064
Computer hardware and SOEWATE......c..c.eveevvieiiirieiiiriiiinecieceeceeeeteeetee e 639 586
ORIttt ettt ettt ettt r et ab et et e et etb st st b et e atertetb et e eaeeteerteab et et e eaereensenbers 1,536 1,448

23,117 22,255

See Statement of Tangible Capital Assets on page 78.

The estimated useful lives of the more common tangible capital assets are: buildings (10-50 years); highway
infrastructure (15-40 years); transportation equipment (5-40 years); computer hardware and software (3—5 years); and
other (including vehicles, ferries and related infrastructure, 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 five years or the length of the relevant lease term.
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22. Tangible Capital Assets—Continued

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 15—year term with additional five—year renewal periods upon the agreement of
BCT and GVTA. The net book value of these assets is $929 million (2004: $945 million). A similar lease arrangement is
under negotiation with GVTA for the RTP assets.

23. Prepaid Program Costs

In Millions
2005 2004
$ $
Prepaid Program COSESL.. . .cieiiiiieieiriitieieetei ettt ettt et 462 382
462 382

ncludes inventories of operating material held in the Purchasing Commission and Queen’s Printer warehouses pending distribution in a subsequent fiscal year and
deferred costs associated with the BC Timber Sales Program. Also includes inventories of supplies and other not—for-resale items held by taxpayer—supported Crown
corporations and agencies which are charged to expense when consumed in the normal course of operations.

24. Other Assets

In Millions
2005 2004
$ $
Deferred debt iNSTIUMENE COSTS cvvievriirrirrieerrirreiereeereeereeereerteeereenreeereesreerseeeseerseeseeseesesseersesseens 114 119
DEfEITEd tTEALY COSES..vuvvertrrereririeteririeteriteteretetesetetesetetesestetesesesbesesestebesesteseseesebesessstsssesesseses 19 21
Other defered COSES .cuviiriiriiiiitieieirteet ettt et e et et ereeeteeereerteeeseereeseerreenreenseenseerrerseersenseens 18 17

151 157
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25. Accumulated Surplus (Deficit)

In Millions
2005 2004
$ $
Accumulated surplus (deficit)—beginning of year as previously reported.........c.cocevvervvveeennee (9,354) (8,015)
IMpPact Of SUCHL.....cueiiiiiiiiiiiiieieiee ettt bbb s s ssesees 4,611 4,275
Adjustments to accumulated surplus (deficit)?>......cvovvveveirieieiereririeee s (982) (710)

Accumulated surplus (deficit)—beginning of year as restated (5,725)
Surplus (deficit) for the YEart.......coeviiererrieiieeieieieieeiete ettt es e 2,575

(4,450)
1,275)

Accumulated surplus (deficit)—end of Year.........cccoevveirririeiriiieieiiieieeeereecere e (3,150)

(5,725)

IEffective the 2004/05 fiscal year, the school districts, universities, colleges, institutes and health authorities (SUCH) sector is being consolidated into the government

reporting entity. Therefore, the opening deficit is adjusted to include the SUCH impact for the prior year comparatives.
For the 2004 opening accumulated deficit, the SUCH impact has been restated from the 2002/03 reported amount of $3,300 for the following items:

SUCH impact as reported in the 2002/03 Public Accounts

School districts—correction of amortization calculation and change in estimates

Health authorities—accrual of Healthcare Benefits Trust liability.

Health authorities—adjustments to provincial versus nonprovincial deferred capital contributions allocation

Universities, colleges and hospital societies—miscellaneous adjustment:

Restated impact of SUCH sector inclusion on 2003/04 opening accumulated surplu
For the 2005 opening accumulated deficit, the SUCH impact of $4,611 million is the amount reported in the 2003/04 Public Accounts.

’In fiscal 2004/05, the opening accumulated deficit for 2003/04 was restated for the following adjustments:

Natural resources bonus bid deferred revenue adjustment
Health authorities and hospital societies—adjustment to deferred contributions and employee leave accrual

School districts inclusion of school-generated funds, deferred revenue adjustment and prior year correction

British Columbia Housing Management Commission—adjustment for project revenue.
British Columbia Buildings Corporation—adjustment for deferred revenue.

Inclusion of the Leading Edge Endowment Fund Society as part of the government reporting entity

British Columbia Hydro and Power Authority restatement regarding asset retirement obligation
Other miscellaneous adjustments.

Total

’In fiscal 2004/05, adjustments were made to the opening deficit for 2004/05 for the following items:

Natural resources bonus bid deferred revenue adjustment
Inclusion of debt and related trusts previously considered defeased in debt report

Social services tax accrual adjustment

Health authorities and hospital societies—adjustment to deferred contributions and employee leave accrual
British Columbia Housing Management Commission—adjustment for project revenue.

British Columbia Buildings Corporation—adjustment for deferred revenue.

Inclusion of the Leading Edge Endowment Fund Society as part of the government reporting entity
British Columbia Hydro and Power Authority restatement regarding asset retirement obligation

British Columbia Railway Company restatement regarding asset retirement obligations

Other miscellaneous adjustment
Total

*During 2004/05, adjustments were made to the reported deficit figure for the 2003/04 fiscal as follows:

Reported deficit for 2003/04

Impact of SUCH sector inclusion as reported
Natural resources bonus bid deferred revenue adjustment

Inclusion of debt and related trusts previously considered defeased in debt report.

Social services tax accrual adjustment
School districts inclusion of school-generated funds, deferred revenue adjustment and prior year correction

British Columbia Housing Management Commission—adjustment for project revenue.

British Columbia Hydro and Power Authority restatement regarding asset retirement obligation

British Columbia Railway Company restatement regarding asset retirement obligation

Other miscellaneous adjustments.

Total
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26. Contingencies and Commitments

(a) GUARANTEED DEBT
Guaranteed debt as at March 31, 2005, totalled $142 million (2004: $156 million). These guarantees include
amounts where indemnities have been made for explicit quantifiable loans. See Statement of Guaranteed Debt on page

79 for details.

(b) CONTINGENT LIABILITIES
Litigation
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.

In Millions
2005 2004
$ $

CONLTACE AISPULES. . veveuverrevinrenteteterterestestesestestesessesteressestesessensesessensesessensesessesmessenseseoses 126 130
Negligence and miSCellaneous. ....c.eveverveerieieirieieririeierieteeereereeereeretereeseneseseseseenes 16 13
Damage tO PETSONS OF PIOPETTY.c.vverrerrerrerreereereetentensesseeseertersessessessesseessensensesessesaseens 13 17
Property acCess diSPULES......ovveveveveuevereueueuiuiiiirieirieretereienereueseataeseateseesseseseeseasscssaenes 11 9
TAX dISPULES. vttt ettt ettt 10 18
Motor vehicle aCCidentS. ...cveeriirieieiiciieiieiiere ettt ettt ettt eneens 8 1
EXPropriation diSPULES......cveveueieveuiirieieinieicinieictneicitteteesees et et seenene 3
Timber harvesting rights diSPULES......c.cvvveueirieieriririeriieiereeereteeieeee e 3

187 191

When it is determined it is likely 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, 2005,
was $59 million (2004: $61 million).

Guarantees and Indemnities

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.

Environmental 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 $124 million (2004: $130 million) has been accrued
based on preliminary environmental assessments. 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 the government is liable. Estimated
clean—up costs, not already accrued for sites under evaluation, are approximately $24 million at March 31, 2005. In
addition, the Ministry of Energy and Mines has determined possible net liabilities of $327 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.

Aboriginal Land Claims

Treaty negotiations between the province, Canada and First Nations commenced in 1994. The province
anticipates these negotiations will result in modern—day treaties defining the boundaries and nature of First Nations
treaty settlement lands. As of March 31, 2005, there were 44 treaty tables in various stages of negotiation,
representing two—thirds of the aboriginal people in British Columbia.
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26. Contingencies and Commitments—Continued

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.

Four Agreements in Principle (AiPs) were signed in 2003/04, to add to the AiP signed with Sechelt in 1999. It
is expected the capital transfer components in all AiPs will be entirely provided by Canada. The current
commitments of provincial Crown land for all five tables are as follows:

(i) Lheidli T'enneh, 3,140 hectares

(ii) Maa—nulth, 22,003 hectares

(iii) Sliammon, 6,337 hectares

(iv) Tsawwassen, 427 hectares

(v) Sechelt, 933 hectares

The parties at the Sechelt table are having informal discussions with the objective of returning to the table to
conclude a Final Agreement based on the signed AiP. In addition, the Yekooche First Nation voted to accept its
AiP in March 2005. The AiP contains a commitment of 5,950 hectares of provincial Crown land. Federal
government acceptance is outstanding but anticipated shortly. Upon coming into effect, treaties will also trigger
implementation costs and may result in compensation to third parties. Those costs are not determinable at this
time.

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 2011 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 First Nations 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 results of these actions are not
determinable at this time.

Crown Corporations, Agencies and the School Districts, Universities, Colleges, Institutes and Health Authorities (SUCH)
Sector

(i) The Insurance Corporation of British Columbia (ICBC) has settled some claims that 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, 2004, was approximately $817 million (2003: $777 million).

(ii) The BC Transportation Financing Authority has contingent liabilities of $91 million remaining after
deducting the estimated settlement expense currently accrued from gross claims outstanding for capital
projects.

(iii) 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.

(iv) The University of British Columbia (UBC) is involved in arbitration proceedings for a $300 million claim
against UBC regarding a research project. Management cannot determine the outcome of the claim;
however, they represent that the claim is unfounded.

(v) The BC Pavilion Corporation and predecessor property owners remain liable for environmental and
reclamation obligations for known hazards that exist at various owned facilities. Management is actively
monitoring and mitigating these hazards. Management is not aware of any existing environmental
problems related to its facilities that may result in material liability to the BC Pavilion Corporation.
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26. Contingencies and Commitments—Continued

(vi) The British Columbia Railway Corporation (BCRC) and BCR Properties Ltd. completed a transaction with
Canadian National Railway Company (CN) on July 14, 2004 (see Note 33). As a result of the transaction,
the province and BCRC have provided commercial indemnities to CN with respect to the transaction and
indemnities related to income tax attributes of BC Rail Ltd. and BC Rail Partnership at closing. The
maximum present value (calculated at 9%) of amounts payable under the tax indemnities related to
income tax attributes is $366 million. 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 income tax attributes.

The maximum payable under the commercial indemnities—not related to income tax attributes—is
limited to $263 million. There are certain other specific indemnities (including certain environmental
indemnities and matters unrelated to the industrial freight rail business) for which there are no limits on
the amounts payable thereunder.

The province and BCRC believe it is unlikely that the province or BCRC will ultimately be held liable
for any amounts under the commercial and tax indemnities other than the payment of $490,000 which was
identified, except for the amount, prior to the transaction's financial close.

(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 costing more than $50 million are detailed in this note.

2010 Winter Olympics

On July 2, 2003, the International Olympic Committee selected Vancouver to host the 2010 Olympic and
Paralympic Winter Games (the Games). A comprehensive Multi—Party Agreement (MPA) between Canada, British
Columbia, the City of Vancouver, the Resort Municipality of Whistler, the Canadian Olympic Committee, the
Canadian Paralympic Committee, and the Vancouver 2010 Organizing Committee was signed November 14, 2002.
This agreement establishes the roles and relationships of all the parties, the contractual arrangements, financial
contributions, legal responsibilities, and the sport legacies of the Games. On September 30, 2003, the Vancouver
Organizing Committee for the 2010 Olympic and Paralympic Winter Games (VANOC) was incorporated. The
province has the power to appoint three of the 20 board members. VANOC's mandate is to plan, organize, finance
and stage the Games.

The province has established a commitment of $600 million for the Games. The MPA outlines the province's
obligations for the Games. The obligations include: medical services for the Games; sharing security costs with the
government of Canada; providing one—half of the costs for the venues; and providing $55 million to the Legacy
Endowment Fund. The province spent $31 million (2004: $109 million) for a total to date of $140 million toward
its commitment of $600 million. In addition, the province has guaranteed any potential financial shortfall that may
be incurred by VANOC as a result of staging the Games. A shortfall is not anticipated at this time. More
information about the 2010 Olympic Games may be found at the 2010 Olympic Games website:
www.vancouver2010.com.

The province has also agreed to upgrade the Sea—to-Sky Highway and has estimated the capital cost for this to
be $600 million in 2002 dollars. The province spent $50 million [$47 million in 2002 dollars] (2004: $17 million
[$16 million in 2002 dollars]) for a total to date of $67 million [$63 million in 2002 dollars] towards its commitment
of $600 million in 2002 dollars.

Crown Corporations, Agencies and the SUCH Sector

The province has committed to the construction of the $571 million 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). It is expected the difference between
cost and contributions will be generated from increased revenues.
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26. Contingencies and Commitments—Continued

The BC Transportation Financing Authority has a number of general commitments outstanding for ongoing
infrastructure projects. The approved capital program for 2005/06 is $519 million.

During the year, the government has entered into a number of multiple—year agreements for the delivery of services
and the construction of assets.

Alternative Service Delivery Agreements

(i) Delivery of the Medical Services Plan and PharmaCare services with a ten—year agreement. The province
has a five—year renewal option. The ten—year contractual obligation under this agreement is approximately
$324 million. This amount is made up of transition costs and ten—year fee payments.

(ii) Delivery of corporate human resources and payroll services with a ten—year agreement. The province has a
five—year renewal option. The ten—year contractual obligation under this agreement is approximately $170
million. The payments under this agreement are subject to adjustments for inflation.

(iii) Delivery of revenue collection services with a ten—year agreement. The province has a five—year renewal
option. The ten—year base contractual obligation under this agreement is $301 million. The province has
also agreed to share the financial benefits arising from the agreement. The base payments under this
agreement are subject to adjustments for inflation.

(iv) Delivery of corporate information technology services with a ten—year agreement. The province has a
two—year renewal option as well as a one—year transition option. The ten—year contractual obligation
under this agreement is approximately $300 million. The payments under this agreement are subject to
adjustments for inflation.

Public Private Partnership Agreements

(i) The design, finance, construction and maintenance of a regional hospital and cancer centre in Abbotsford
at a capital cost of approximately $355 million. The Fraser Valley Regional Hospital District is contributing
a total of $71 million to the construction cost. The private sector partner will advance the remainder of
the cost. The agreement terminates in 2038. Capital, facilities management and maintenance payments
under the concession agreement will commence once substantial completion has been achieved, which is
expected to be in 2008. The first and subsequent years' payments will be $40.8 million, excluding any
bonuses or penalties, and future payments will be adjusted for inflation.

(i) The design, finance, construction and maintenance of an academic ambulatory care facility at Vancouver
General Hospital at a capital cost of approximately $95 million. The agreement terminates in
approximately 2036. Capital, facilities management and maintenance payments under the concession
agreement are expected to commence once substantial completion has been achieved, which is expected
to be in 2006. The first and subsequent years' payments will be $5.2 million, excluding penalties, and future
payments will be adjusted for inflation.

(iii) The design, finance, construction and operation of a water treatment plant at the Britannia mine site. The
agreement terminates in approximately 2026. Payments under the concession agreement are expected to
commence in 2005. Payment amounts are as follows: 2005—$2.8 million; 2006—$2.8 million; 2007—
$2.9 million; 2008—$2.9 million; 2009—$2.9 million; subsequent 15 years—$47.7 million. These

payments are subject to performance penalties and adjustments for inflation.
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27. Revenue

In Millions
2005 2004
Taxation revenue includes $ $
PerSONAl INICOMIC v veevtevieetietiete ettt ettt ettt ettt ettt esb et et e eteeasessesseseeseeseessessesseseseeseerseseans 5,050 4,877
COTPOTALE TNCOMIE . .eevevviniteuiniieietetetentetetenteteteateseteseseetenestesesestesesestesenestesesesesesesenssensssesensones 1,255 115
SOCIAL SEIVICE .t iuvivierietretteteete ettt et et et ete ettt et et e et e eteeseess et et eeseessessesseebeeseeseessessessenseessersensas 4,156 4,024
PrOPEITY. vttt ettt 1,661 1,576
ONT vttt ettt ettt ettt ettt et at ettt ettt a bt e bt e reeaberb et et e eteersesteab e bt e eteerseneen 2,795 2,578

14,917 13,830

See notes at the end of the Schedule of Net Revenue by Source on page 92 for additional information on taxation
revenue.

28. Expense
In Millions
2005 2004
Interest Expense by Function $ $
) (52103 o L OO 171 168
BUCATION 1ottt ettt ettt et s ettt et en st ene s 511 526
IO E@TESTL 1o vieeeveteeetet ettt ettt ettt ettt ettt e et e s s st et es st et st e st ettt e e bt es e st et ettt ensenn st erensenas 1,472 1,572
TTANSPOTTAtION .t tettteteiciietetee ettt ettt ettt bes s s s saens 140 159
2,294 2,425
In Millions
2005 2004
Total Expense by Group Account Classification $ $
Salaries and DENE its . ..cviviieieierieiei ettt ettt ettt bt et ersenes 12,114 12,450
GOVEIIIMENE TLANSTETS vt vveevvieeteeeteeereeeteeeeeetteeteeesseeseessseeseesseesesseossessesnseerseoseorsesssesssssosssonses 7,741 7,124
OPETALIINE COSES.vevveremrenrarenrenieteniertetetertetetenterestentetestestesesesteuestestssesestosensertoseseseosenmeesessensenes 6,659 6,320
TOEETESEE vttt es s ettt s ettt ettt s e s s s st s et ettt e et s e s s e et s ettt e s r s 2,294 2,425
ANOTEIZATION. 1t evveevteevreetteetteeteeeteestseseesteesseesseessaesseesseesseessesssasssesssesssenssesssenssesssesssessessesssenssens 1,324 1,274
OB 1ttt ettt ettt ettt ettt et ettt ebe b e s s e b e b e s s e s e b e st ese b estesaeb e st es e b e b eneebe b eseb e s essenaens 526 619

30,658 30,212

IRepresents interest expense related to prepaid capital advances paid by the province to health, education, and transportation organizations for capital projects.
UIncludes foreign exchange gain amortization of $33 million (2004: gain amortization of $19 million).
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29. Valuation Allowances

In Millions
2005 2004
$ $

ACCOUNES TECEIVADIE. .. evvevitieieiieieieiieteieteiet ettt ettt ettt et taebesbeseebenbeseebesesesassessesense 171 165
Loans, advances and mortgages reCeivable........coeveirerieirinieirinieininieieeneteeseere e 41 41
IIVESTIMEIIES ¢ttt ettt ettt st bt e eb e sae bt e sbe et e bt ebe et et e esbeententenbeenneenae 5 8
Tangible CAPITal ASSELS .veverververerierierirtinieitrieteitetetette ettt ettt et besteb st st se st et ebesaesaesene 6 27

223 241

These amounts are included in "Other" of "Total expense by Group Account Classification" in Note 28, and

represent the write—down of assets and liabilities in the above Statement of Financial Position categories.

30. Comparison to Estimates

The Estimates numbers on the Statement of Operations are based on the Estimated Statement of Operation on
page 4 of the Estimates, Fiscal Year Ending March 31, 2005 with certain adjustments to provide a proper comparison of

Estimates to 2005 actuals.
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30. Comparison to Estimates—Continued

The following table shows the adjustments to conform to 2005 actuals.

In Millions
Reclassify Reclassify Defeasance
Original Health Post Trust Restated

Estimates Authority ~ Secondary Earnings/ Estimates
2004/05 ' Revenue * Revenue > Costs * 2004/05

$ $ $ $ $
T AXALIOML e vvevieireeieeie ettt re et e reebeebaebeenns 14,185 14,185
Contributions from the federal government................... 4346 4,346
Fees and [iCENCeS.....evevievirieieriieieriereieeeiereaerenreneneene 3,754 (226) 50 3,578
Natural TESOUTCES. vvevvievriereeierieeieeteieteeeeeeeeeeereeeseesseenneenns 3,432 3,432
Net earnings of self—supported Crown corporations

ANA AZENICIES. evvevvevierierierieieereereeteteie e ereesaessesenseesens 2,072 2,072
MiSCEllANEOUS .. vvevvevrerererieieieiereeieiieieeteteieererere e 1,814 226 (50) 1,990
INVesStment €arnings......cooveerveerveerieerreeruerriennueerveninenrvennnes 826 63 889
30,429 0 0 63 30,492

Health..ovoveeveieieiieeeeceee e 11,787 11,787
EdUCAtion....vcoveevieeierieiieiieieeieeteee ettt 8,788 8,788
SOCIAl SEIVICES.c.vievierierierieierieerierierieieiesreereesressesesesseens 2,678 2,678
IDEETESE cevvrevreeereeireerreeeieette e erte et eaeeraeereeereeerseereeerseenneen 1,598 63 1,661
Natural resources and economic development.............. 1,321 1,321
TranSPOITAtION. . covveriierrierireriierierteeitesteete et 1,265 1,265
Protection of persons and property........c.coececeveveecrvenenes 1,166 1,166
Other...coveveeeevereieneieaann 1,148 1,148
General gQOVErNMENT........oveueivveueiriereinieieinreierenreneneneene 478 478
30,229 0 0 63 30,292

Surplus (deficit) for the year—Dbefore unusual items...... 200 200
Forecast allowance........c.oeveeeievecveereeeeiereereeeereereenens (100) (100)
100 0 0 0 100

Per page 4 of the 2004/05 Estimates.

Reclassification of certain health authority revenue sources to more closely align them in accordance with their nature.

SReclassification of certain post-secondary institute revenue sources to more closely align them in accordance with their nature.

#To recognize interest costs and associated investment earnings related to recognition of debt previously considered defeased and excluded from the financial
statements.
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30. Comparison to Estimates—Continued

During the 2004/05 fiscal year, the Legislative Assembly approved eleven Supplementary Estimates totalling $1,152
million. The Supplementary Estimates provided information and authorization to support $454 million of priority spending,
$550 million for a grant to BC Transportation Financing Authority (there is no bottom line impact as a result of this
transfer) and $148 million in spending relating to additional federal health care contributions. These Supplementary
Estimates were not included in the above Estimates numbers.

In Millions
$

Additional funding for Ministry of Community, Aboriginal and Women's Services to be used for

infrastructure grants to local governments (Other fUnCtion)........cccvevieverieerierieirrerieiereiereeseeereeresnenes 26
Additional funding to establish a trust to enhance the financial and managerial capacity of arts and

culture organizations, to provide funding to local organizations for infrastructure projects, to provide

funding for provincial spending under the Western Economic Partnership Agreement, and to provide

a grant to LegaciesNow to expand and accelerate its work in sport development (Natural resource

function: $69 million, Other function: $40 MIllION) ...ecieveriiririerierieieiereree et 109
Additional funding to mitigate adverse financial impacts of the Forestry Revitalization Act and address

the reforestation of large areas of land devastated by wildfires and the mountain pine beetle epidemic

(NAtural reSOUICE fUNCEION) t.vtivrierierieriereeteteereere st et et et eereeseeseesseeteeseeseessesseseetsessessessenseessersensesseseerees 113
Additional funding to support higher than expected costs of crop insurance, the impact of bovine

spongiform encephalopathy (BSE) and avian flu and to further strengthen key areas of the

agricultural sector (Natural reSOUrCe fUNCHON).c.veververieririerieieierieteietereterteretereetetereeseseseesenseseesensennes 27
Additional funding needed to collect, interpret and publish geosciences data to promote investment in

resource and development (Natural resource fUnNCHON).....evevevererierieerrerieesreiereeretereesesereeseseseesensenes 25
Additional funding to Ministry of Community, Aboriginal and Women's Services to fund historical

infrastructure deficits in municipalities in North East British Columbia (Other function)..........c.c...... 40
Additional funding for research in mental health (Education function).........cocceeeeervevinerieriererrereerennenens 10
Additional funding for Olympic venues and activities in support of sport and culture (Other function) 40

Additional funding for assistance to persons with disabilities, for a one—time grant as part of the
province's commitment to adding 215 RCMP officers to British Columbia's communities, for
marketing services to tourism operators, for tourism infrastructure, for recording the provincial
liability for known costs of remediating specific contaminated sites, and for reflecting water rental
remissions granted to British Columbia Hydro and Power Authority to offset licence restrictions
resulting from water use plans, for a contribution to the Habitat Conservation Trust and to provide
funding to post—secondary institutions for conservation research (Social service function: $10 million,

Protection of persons and property function: $3 million, Natural resources function: $51 million).... 64
Total priority initiatives erreeerr st s bbb e sssbbsssssabrssssaes 454
One-time capital assistance grant to the BC Transportation Financing Authority in support of capital

investments under the 10—year Transportation Investment Plan (Transportation function)............... 550

New federal funding for health care ($131 million from the 2003 First Ministers' Accord on Health
Care Renewal and $17 million from the new 2004 Public Health and Immunization Trust) (Health
FUNICEION) vt tveatevietentettetet et et et et ste e be e st et eabesaesasbesaesesbensesaaseseesassestesansensasassensasensensesansansesansessessesensones 148

Total Supplementary Estimates 1,152
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31. Trusts Under Administration

In Millions
2005 2004
$ $
Public Trustee and Official Administrators
—administered by government officials.........covveverireririnieininieiiccceeean 548 530
Supreme and provincial court (Suitors' Funds)
—administered by the COUTES.....e.eivriiriririiiiiciec ettt 31 32
Credit Union Deposit Insurance Corporation of B.C.
—administered by various government officials and a non—government investment
COTPOTATION .ottt ettt eu bbb st eu et eaesue st es e s sness s stetouesenaosenn 123 117
Other trust funds
—administered by various government officials.........c.coveveervueirinieininiecnineeineieeenes 80 68
782 747

32. Workers' Compensation Board of British Columbia

Workers' Compensation Board (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 3 1st reflect the following financial information:

In Millions
December 31 December 31
2004 2003
$ $
A SSBES cavttrettetteteeteeteett et et et e et e eteeat et e b e b e et s e st es b e b e b e eb e et b erb e s b e b e s e es s et b enbesbeeseeraessesbens e sessensesbanses 9,851 8,481
Liabilities.... 8,613 8,473
INEL EQUILY .ottt ettt ettt ettt ettt be ettt ebe e ebesne e ene e 1,238 8
In Millions
December 31 December 31
2004 2003
$ $
REVEIIUEC . 1ttt e b e et eetteetseeseeesseesseessesssesssesssessaessarseesseesseans 2,021 1,573
EXPEIISE. cvetteit ettt sttt ettt aes 1,351 1,419

SUIPIUS (AEFICIE). . veveviniierinieieieiieieteteet sttt ettt ettt ettt s s seseeebeseneas 670 154
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33. Significant Events

British Columbia Railway Company (BCRC) Operations

On July 14, 2004, BCRC and BCR Properties Ltd. completed a transaction with Canadian National Railway
Company (CN) pursuant to an agreement signed between the parties on November 25, 2003 (the "BC Rail/CN
Transaction"). Under the terms of the BC Rail/CN Transaction agreement, CN assumed BCRC's industrial freight
railway business by purchasing the shares of BC Rail Ltd., the partnership interests of BC Rail Partnership, and railcars
from a related entity (collectively "BC Rail") for cash proceeds of $1.0 billion. The gain on the BC Rail/CN Transaction
is $199 million, calculated as follows:

In Millions

PLOCEEAS 1.t eveetvereeieieteteiet ettt ettt ettt ettt ese et e st e st b et ettt ettt s et senetene
Disposition costs

Net assets of BC Rail transferred to CN (including cash assumed by CN)..c.coceoivvieinncinncicnnccnnen (782)
Gain on BC Rail/CN TTansaction. ....c.ce.eeveeeererieirereieenietnieniestetenteseesessestesessestesesseseesesseseesessessssessessosens 199

The proceeds from the BC Rail/CN Transaction were used to repay all outstanding debt due to the province at a
cost of $510 million. The province, however, still retains the associated external debt and, as a result, the debt has been
reclassified as taxpayer—supported debt. The proceeds were also used to pay a $443 million dividend to the province.
The balance was retained by BCRC to pay transaction costs and fund future corporate requirements.

Prior to the BC Rail/CN Transaction, BCRC and BC Rail Partnership entered into a Revitalization Agreement,
under which BC Rail Partnership leased the railbed and related infrastructure from BCRC under a long—term lease. BC
Rail Partnership prepaid all lease payments under the Revitalization Agreement. The lease of certain items included in
railbed assets is being accounted for as an operating lease. Assets under the operating lease include land, grade, ballast
and track laying and surfacing. The remaining railbed assets and track infrastructure have been treated as a capital lease.
CN assumed responsibility for the Revitalization Agreement as part of the BC Rail/CN Transaction.

The Revitalization Agreement has an initial term of 60 years and gives CN the option to renew the lease for an
additional 30 years at no cost to CN, and allows for further extensions to the term of the Revitalization Agreement
should BCRC not exercise its option to repurchase the rail operations. The maximum term of the Revitalization
Agreement is 990 years.

The BC Rail net operating income for the 106 days ending July 14, 2004 was $16 million ($86 million for the year
ending March 31, 2004).

The province and BCRC have provided indemnities to CN with respect to the BC Rail/CN Transaction (see Note
26).

34. Comparatives

The comparative figures for the previous year have been restated to conform with the current year’s presentation
and for inclusion of school districts, universities, colleges, institutes and health authorities in the government reporting
entity. Debt has been grossed up to include defeased debt and interest has been grossed up to include interest funded by
sinking fund revenue. Sinking funds are reported as financial assets, and sinking fund earnings are included in
investment earnings. Natural resource revenue and deferred revenue has been restated for a change in bid revenue
recognition. (See Note 1(e)).
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35. Restructuring Exit Expense

There was no restructuring exit expense in 2005. The reported restructuring exit expense of $123 million for 2004
does not include an additional recovery in 2004 of ($16) million for restructuring exit expenses of government
organizations that were consolidated using the modified equity basis—expenses of $8 million for British Columbia Hydro
and Power Authority, recoveries of ($25) million for the British Columbia Liquor Distribution Branch, and expenses of
$1 million for the British Columbia Lottery Corporation.

In Millions
2005 2004
$ $

Restructuring Exit Expense by Function
HEAITN. e+ttt ettt ettt 11
Education.......... 1
Social services 22
Protection of persons and PrOPETTY......c.cvruevertrieieririeieririeieieteieteteietestseerestssesestsseteseseseseesesenean 17
T AN POTTATION. ¢t evveveteatevtetetett ettt ettt ettt ettt e b bes b sttt b et et ebesbestesesbebestsbentesebessensesenne 5
N ALUTAL TESOUTCES. v vrevevvevirenrereereniertesetertetetertesesestesessessesesenteseesensesessesseseesensessesensesssessenseseens 25
ORET ittt ettt 13
General GOVEITIMENL. c...cuvveveuireieiiieteienieteieetetettet ettt ettt et s ettt ebest bbbt beteseseseesenes 29

0 123
Restructuring Exit Expense by Group Account Classification
(GOVETNMENE TTANSIETS. ¢.vevteveererterererierentestereetestereeresteseesestestesesestesenseseesensessesessensesessesssessenseseone 3
OPETATIINZ COSTS.vvrerinrenrerertenterertentestetentestetentertesensestesestestesessentestssestesessestesessensestssesesssessenseseone 38
Salaries and DENEILS . ...veieirieirerieieiiieieeteteteeteteestet ettt ettt tesbesbeseebesbeseebensesesassensesenne 78
ORET ittt et sens 4

0 123
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Reporting Entity
for the Fiscal Year Ended March 31, 2005
TAXPAYER-SUPPORTED CROWN CORPORATIONS AND AGENCIES

(GOVERNMENT ORGANIZATIONS)
RECORDED ON A CONSOLIDATED BASIS

Consolidated Revenue Fund!

Health Sector

Bella Coola General Hospital?
Canadian Blood Services®

Forensic Psychiatric Services Commission?
Fraser Health Authority?

Interior Health Authority?

Louis Brier Home and Hospital?
Menno Hospital?

Mount St. Mary Hospital?®

Nisga'a Valley Health Board?
Northern Health Authority?
Providence Health Care?

Provincial Health Services Authority?
R.W. Large Memorial Hospital?

St. Joseph's General Hospital?

St. Michael's Centre?

Vancouver Coastal Health Authority?
Vancouver Island Health Authority?
Wrinch Memorial Hospital?

Education Sector

British Columbia Institute of Technology?
British Columbia Open University?
Camosun College?

Capilano College?

College of New Caledonia?

College of the Rockies?

Douglas College?

Emily Carr Institute of Art and Design?
Industry Training Authority

Institute of Indigenous Government?
Justice Institute of British Columbia®
Kwantlen University College?

Langara College?

Leading Edge Endowment Fund Society?
Malaspina University—College?

Nicola Valley Institute of Technology?
North Island College?

Northern Lights College?

Northwest Community College?
Okanagan University College?

Open Learning Agency?

Private Career Training Institutions Agency’
Royal Roads University?

School Districts (all)?

Selkirk College?

Simon Fraser University?
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Summary Financial Statements
Reporting Entity
for the Fiscal Year Ended March 31, 2005—Continued
TAXPAYER-SUPPORTED CROWN CORPORATIONS AND AGENCIES

(GOVERNMENT ORGANIZATIONS)
RECORDED ON A CONSOLIDATED BASIS

The University College of the Cariboo?
The University of British Columbia?
University College of the Fraser Valley?
University of Northern British Columbia?
University of Victoria?

Vancouver Community College?

Natural Resources and Economic Development Sector

552513 BC Ltd

BC Immigrant Investment Fund Ltd

B.C. Pavilion Corporation

British Columbia Enterprise Corporation

Columbia Basin Trust

Creston Valley Wildlife Management Authority Trust Fund
Discovery Enterprises Inc

Forestry Innovation Investment Ltd

Innovation and Science Council of British Columbia
Land and Water British Columbia Inc

Oil and Gas Commission

Partnerships British Columbia Inc

Tourism British Columbia

Vancouver Convention Centre Expansion Project
Vancouver Trade and Convention Centre Authority

Transportation Sector

BC Transportation Financing Authority
British Columbia Transit
Rapid Transit Project 2000 Ltd

Protection of Persons and Property

British Columbia Securities Commission

Organized Crime Agency of British Columbia Society
Social Services Sector

B.C. Community Financial Services Corporation®
Interim Authority for Community Living British Columbia
Legal Services Society
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TAXPAYER-SUPPORTED CROWN CORPORATIONS AND AGENCIES
(GOVERNMENT ORGANIZATIONS)
RECORDED ON A CONSOLIDATED BASIS

Other Sector

BC Games Society

British Columbia Arts Council

British Columbia Assessment Authority

British Columbia Buildings Corporation

British Columbia Housing Management Commission
First Peoples' Heritage, Language and Culture Council
Homeowner Protection Office

Provincial Rental Housing Corporation

The Royal British Columbia Museum Corporation

SELF-SUPPORTED CROWN CORPORATIONS AND AGENCIES
(GOVERNMENT ENTERPRISES)
RECORDED ON A MODIFIED EQUITY BASIS

BCIF Management Ltd

British Columbia Hydro and Power Authority
British Columbia Liquor Distribution Branch
British Columbia Lottery Corporation

British Columbia Railway Company
Columbia Power Corporation

Insurance Corporation of British Columbia
Provincial Capital Commission

"The Consolidated Revenue Fund has been allocated to the appropriate sector on the Statement of Financial Position by Sector (page 72) and Operations by Sector
(page 74).

2These organizations are included in the government reporting entity this fiscal year on a retroactive basis, but were previously not included.

3This organization reflects a government partnership amongst Canadian provinces and is proportionally consolidated based upon the province's share (14.67%) of the
total provincial contributions to the partnership.

#This organization reports to the Provincial Health Services Authority, which is included in the government reporting entity this fiscal year.

5This organization changed its name during the current year. It was formerly known as Private Post—Secondary Education Commission.

9These organizations wound up operations during the fiscal year.
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PROVINCE OF BRITISH COLUMBIA 9
PUBLIC ACCOUNTS 2004/05

Summary Financial Statements
Statement of Guaranteed Debt!
as at March 31, 2005

Guaranteed debt represents debt of organizations that has been explicitly guaranteed or indemnified by the
government under the authority of a statute as to net principal or redemption provisions. These organizations may
include municipalities and other governments, private enterprises and individuals, and minority interests of provincial
Crown corporations and agencies.

Net Outstanding
In Millions
2005 2004
Taxpayer—supported Guaranteed Debt $ $
Municipalities and other local governments:
Municipal Act dEDENTULES .....c.eeveveuieieiiiiieieiiieiciiieiccteectete ettt ettt eeneneneen 1 1
Subtotal, municipalities and other local gOVErnmMents..........coceeevevererirrererirereririereirienenes 1 1
Government services:
Homeowner Protection Act 10an gUATantees. .........c.covvveveirieeeirieueinieieinieieeineereeeseeneneeonens 102 104
Subtotal, GOVEINMENT SEIVICES c.vevieverieriererieriereteriereteseeseseseesesessesessessesesseseesesessesessesseses 102 104
Health and education:
Financial Administration Act student aid 10ans.........coveevieirerierineninieincieeneecseenenne 29 41
Subtotal, health and edUCAtION. . .cvivviiiiirieieeeeeeeeeeee ettt ereeeaes 29 41
Economic development
Financial Administration Act:
Business Development Bank Guaranteed Programi........ccceeveveiriveininieenniecenieneenas 1 1
Credit Enhancement Emergency Fund Guaranteed Program........c.cecceveevvverveirenennnnens 2 3
Farm Distress Operating Loan Programi.........c.cecoveceverieenenieineneinenieceneneeneneneenens 1 1
Feeder Association's Loan Guarantee Program...........oecvecveierverienieeeeerierieneneeeensennens 4 5
Home Mortgage Assistance Program Act mortgages........... 7 10
Home Mortgage Assistance Program Act second mortgages?..........ccceevevveerrerererrieeenenennnn. 1 1
Subtortal, economic develoPmEnt........c.eveveueueueuiuiuiiiiiririririeieieieeieieeeece e eeeeeeees 16 21
Total taxpayer—supported guaranteed debt......coecoeviriiininiiinininiiiiccccece 148 167
Self-supported Guaranteed Debt
Total self-supported guaranteed debt?........c.covveveirireiririeireeeeeeeeee e 10 0
Grand total, all guaranteed debti.....cicerieirieieieieieieieieieiee ettt ebe bbb 158 167
Provision for probable PAYOUL.......eveteveieririeieieieiertetentetetetertetesteseesessesaesessessesessessaeesensesesen (16) (11)
Net total, all guaranteed debt............ccevveiriirierieiiieiiieieeeeee e 142 156

IGuaranteed debt includes gross principal debt less sinking fund balances of $1 million (2004: $1 million), and represents the total amount of contingent liability of
the government arising from relevant guarantees.

?The British Columbia Second Mortgage Program was sold to the Bank of Montreal in June 1989, with the condition that the province will buy back any mortgages
which may become uncollectible in future years.

3See the financial statements of government organizations and enterprises for details of maturity dates, interest rates and redemption features of the outstanding debt
of these Crown agencies and for details of derivative financial products.

#The government has unconditionally guaranteed the payment of principal and interest for $10 million (2004: nil) of debentures issued to the Canada Pension Plan
Investment Fund.






Appendix D

Office of the Auditor General: 2005/06 reports issued to date

Report T — April 2005

Follow-up of the Recommendations of the Select Standing
Committee on Public Accounts contained in its Fourth Report of the
3rd Session of the 36th Parliament: Earthquake; Performance Audit

Report 2 — May 2005

Joint Follow-up of 2001/2002: Report 1 Managing Interface Fire
Risks and Firestorm 2003 Provincial Review

Report 3 — June 2005

Audit of the Government’s Corporate Accounting System: Part 1

Report 4 — July 2005

Building Better Reports: Our Assessment of the 2003/04 Annual
Service Plan Reports of Government

Report 5 —July 2005

Keeping the Decks Clean:
Managing Gaming Integrity Risks in Casinos

Report 6 — November 2005

Monitoring the Government’s Finances
Province of British Columbia

Report 7 — March 2006

Follow-up of 2003/04 Report 4: Alternative Payments to
Physicians: A Program in Need of Change

Report 8 — March 2006

Managing PharmaCare: Slow Progress Towards Cost-Effective
Drug Use and a Sustainable Program

Report 9 — March 2006

Leading the Way — Adopting Best Practices
in Financial Reporting 2004/05

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