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Tuesday, February 28, 1978

Time: 10:00 a.m.

CHAIRMAN: Mr. D. James Walding (St. Vital)

MR.CLERK: Gentlemen, the hour of 10:00 has passed and the majority of the committee is
here. | would suggest that we get to business.

MR. CHERNIACK: [I'mjustwondering if, getting to business, | could file a resignation and
replace the resigned member.

MR. CLERK: | think this should be dealt with by the chairman of the committee.
MR. CHERNIACK: You'll see the reasons, Mr. Clerk.

MR. CLERK: We have received a letter from Mr. Schreyer to the effect, please accept this
letter as my resignation as a member of the Standing Committee on Public Accounts as of
this date, which of course will mean that someone will have to be nominated to replace Mr.
Schreyer. | would prefer that might be dealt with by the committee when the committee is
properly constituted and it has a chairman.

MR. CHERNIACK: Do you see any impediment to nominating and electing this person in
advance?

MR. CLERK: None at all.

MR. CHEIACK: Well then | would nominate Mr. Walding.
MR. CLERK: I'm sorry, | didn't catch the name.

MR. CHERNIACK: Walding, James.

MR. CLERK: Are there any further nominations? Hearing none, | would declare Mr.
Walding to be a member of this committee.

The next item of business of course would be the election of a chairman. Are there any
nominations for chairman, please?

MR. CRAIK:: | nominate Mr. Walding.

MR. CLERK: Mr. Walding has been nominated as chairman. Are there any further
nominations? Hearing none, | would ask Mr. Walding to take the chair.

MR. CHAIRMAN: Order please. Isit the wish of the committee to deal first with the reportof
the Provincial Auditor? Mr. Craik.

MR. CRAIK: Mr. Chairman, that’s the usual procedure, to deal first of all with the Auditor’s
Report and thence to the Public Accounts. As the committee may or may not be aware, in
former years, in the last several years we have never got on to the grey book, Public
Accounts themselves, and we've ended up not having approved the Accounts in anumber of
years. It is our intent to go through both the Auditor’'s Report and the Public Accounts some
time before the end of the session, depending on how long it takes. How long it takes won't
really be the determining factor but we do intend to go through the Public Accounts. This
may mean that in the event we get hung up too long on the Auditor’'s Report that we’'ll switch
over to the Public Accounts to make sure that there is at least an opportunity for the
committeetohavealook atthe Accounts as well as the Auditor's Report. The usual pattern is
to start on the Auditor’s Report and it would be our recommendation that we proceed in that
way.

MR. CHAIRMAN: Thank you. There are a few formalities, gentlemen, before we get on to

the Report and that is the setting of a quorum. There are Il members of the committee. What

is your will and pleasure? Six members? The majority being six? Agreed? (Agreed)

( Do ()jl)ou wish the proceedings of the committee to berecordedand transcribed? Agreed?
Agree
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Mr. Wilson.

MR.WILSON: On apointofclarification. lwonderifthe Finance Minister could indicate, is
there any particular reason why in past years the grey book or the Public Accounts haven’t
been sort of looked at by the committee?

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Well the committee normally sat during the period of the Legislature, when
the Legislature sat itself, and as the other committees were also sitting at the same time |
presume that it wasn't propitious to have the Public Accounts Committee take precedence
over some of the other committees and as a result the Public Accounts Committee got
squeezed out at the end of the session without having actually been called. The matter was
raised in the Legislature on a number of occasions but in actual fact there was no clear
reason indicated why they weren't called. It would be our intention from here onin to have
the accounts of the province prepared earlier in the year so that this committee could sit
perhaps in the fall of the year rather than at this time of the year or during the period of the
session itself, No. 1 so that the accounts could be examined. Unfortunately the accounts
that we're dealing with now deal with matters that are at least 12 months old or more,
anywhere from perhaps 11 months up to 23 months old. We are trying to move ahead
examination of the accounts or move it closer to the date of the cutoffwhich is March 31st of
each year. We will attempt to have the accounts examined normally in the fall of the year.

MR. CHAIRMAN: Mr. Wilson.

MR.WILSON: Soitwould be fairtosaythatpossiblyifwearemeeting inthe fallwemaybe
examining past government expenses as well at that time if these accounts that we are
looking at now are over a year old.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Well if we meet our objective of what we intend to propose in the way of
changes, you will be looking at the accountsend March tt 31, 1978 next fall rather than
looking at them in March of '79.

MR. CHAIRMAN: Mr. Miller.

MR. MILLER: Mr. Chairman, isn't it correct that in previous years the committee was not
constituted intersessionally but that due to legislation — | think it was ayearago orayear
and a half ago — the Public Accounts Committee is now structured so that membership is
established during the Session itself and the membership continues on for the life of the
Legislature. So that in fact the Committee can be called at any time whetherit’'sSeptember,
June or when the Session is on, and it's only because of the change in the legislation | think
in '76 that that became possible.

MR. CHAIRMAN: Page 1. Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, Page 1 is where the Provincial Auditor sets out his
responsibility to the Legislative Assembly and it occurs to me to ask whether there has been
any change made in the procedure whereby an MLA may require from the Provincial Auditor
information which he needs for his work in the Legislature. | raise that because it would
appear or | would interpret from a newspaper story that certain MLAs have been abusing
their privilege by going after the Provincial Auditor too much. | want to ask Mr. Ziprickiif he
has had any problem in relation to MLAs dealing with him?

MR. ZIPRICK: No, the procedure that | have been following is that any new information |
will not discuss with the MLAs — that has to be first reported to the Legislature and be part of
the information that's been released public — butany information that’s public and released
by me or in the Public Accounts and any MLAs that have difficulty in interpreting it come to
me and ask for my assistance and if | can be of any assistance, | am pleased to be of that
assistance. And whoever has appeared, that's the position | take and | have assisted in the
various explanations of dealing with information that's been released, but | do not release
new information or comment on information that has not been public or has not been
presented to the Legislature.

MR. CHERNIACK: Well is that then the distinction as to the approachability to the
Provincial Auditor of information which is already covered by the financial statement which
has been submitted and information not yet reported to the Legislature? Is that the
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distinction?

mr.ZIPRICK: Yes, | will not release any information that hasn’t been made public one way
or another, either through the Public Accounts or through my report. If an MLA wants to get
information that hasn’'t been released he has to go to the particular Minister or the Minister of
Finance and getit from there. | will notrelease it. On the other hand if the information is in my
report or in the Public Accounts and the MLA has difficulty understanding itand he comes to
me and places his problem before me and | can be of assistance in explaining what it's all
about, I'll do that. And in addition | have also said on a number of occasions thatifan MLA
becomes aware of some particular difficulty of a financial nature and he wants to present it
to me, | will accept that information and chase it down but | won't report back to him the
results but | will certainly chase itdown and take whatever action is necessary and if it's the
kind of information that could lead to some disclosure of impropriety then | would take the
appropriate action to correct it.

MR. CHERNIACK: Mr. Chairman, then | ask Mr. Ziprick if that is the explanation for the
statement in thispressreport — looks to me like the Tribune type — which says that requests
were made to the Provincial Auditor who then referred the MLA to two government
employees who had access to the files. Does that then mean that these requests related to
unreported matters?

MR. ZIPRICK: No, these requests related to material in the Public Accounts. But when
requests are made to me as to what's in the Public Accounts, | will provide explanations on
the basis of what | have but if thereis a need to see the actual documentsandwedon’thave
the documents, it's the Department of Finance that has the documents so | said, well if you
want to see the vouchers and the particulars in there you will have to go to the Department of
Finance and get them from the Department of Finance because we don’t make a practice of
going to Finance, getting vouchers and then making them available to MLAs. | think that the
MLAs should go and get it from the source but when it's something that | can provide
explanations on the basis of what's in the Public Accounts and what | know | will do that. In
this case the request if | recollect was some information dealing with vouchers and whatwas
in the Public Accounts. | said we will not go and get the vouchers for you, you will have to go
to the Department of Finance and get the vouchers from the Department of Finance.

MR. CHERNIACK: Mr. Chairman, may | then ask the Minister of Finance if he would make
these vouchers available of matters that have been reported in the Public Accounts?

MR. CRAIK: Mr. Chairman, the point at question here is whether the questions first of all
relate to the accounts that are coming forward to the committee in which case this
committee provides the opportunity for the MLA to ask for details on the accounts. That's if
they are dealing with matters that are in the period dealt with by the accounts. If they are
current matters in the current year then there will be some reticence likely on the part of staff
to deal with it if they feel that it should be dealt with by the Minister.

| give you an example separate from that; there were MLAs from both sides of the
Legislature that came to staff members in the last two or three weeks with concerns about
the issuance of T4 slips to MLAs. They didn’'t come to me directly. The staff felt thatitwas a
matter that had to be referred to the Minister and we looked the matter over and attempted to
clarify it for all members of the Legislature.

MR. CHERNIACK: That's why we got two T4 slips.

MR. CRAIK: That's why you got two T4 slips. But in a case like that then it's in order, |
presume, for you to go to the staff. Whether or not vouchers are issued is quite another
matter. | think that should be again, the staff | think in general would want to refer most of
these matters to the Minister if it deals with current matters. If, on the other hand, though, it
deals with matters that are in the Accounts, the place to ask for that information is at this
table in Public Accounts.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, I'm still not quite clear on this. Mr. Ziprick referred to
matters which would have been reported in the Public Accounts and already distributed and
yethe said if it came to details such as what is contained in vouchers that thatis beyond his
— well he didn’t say “beyond his scope”— but that's something he didn’t have in his control
and therefore he would send it on to the department. Therefore my specific question to the
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Minister of Finance was, would those matters already reported on be made available to
MLAs such as breakdown and that are not set out in any vouchers?

MR. CRAIK: Well that, Mr. Cherniack, as you know is what has been the pattern in this
committee, that if matters are raised they're reported on by the Finance Department, have
traditionally been. If you ask for certain matters that are in the Public Accounts for
elaboration the usual practice is for the notice to be taken by the Finance Department and
related.

Now if you're asking whether this is done outside this committee, | don’t think that that
has been done. To the best of my knowledge that practice is not followed.

MR. CHERNIACK: Then may | ask, Mr. Chairman, and | don't believe it's so but I'm
wondering if it's possible that there is a distinction made between MLAs of the Conservative
caucus and other MLAs, because apparently the Conservative caucus MLAs received
certain letters setting out a procedure which the rest of us, to my knowledge, atleast which |
didn't receive and therefore I'd like to know what information was given to the Conservative
MLAs and whether it applies to them only or applies to all MLAs.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Well, Mr. Chairman, | think perhaps Mr. Jorgenson could advise you of the
fact that . . . | can’t answer as to whether it went out to all MLAs or went out to just the
members of the . . .

MR. CHERNIACK: Well, you wrote the memao, it says.

MR. CRAIK: Well, you're going to have to show me the press article. I'll take it as notice if
you consider it of considerable importance. I'm telling you the practice thatis to be followed
is documentation of information on Public Accounts comes through this committee in the
same pattern as has been established and there's been no change to that.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Well, Mr. Chairman, it is of sufficient interest to me to ask for —wellit's
not for me to ask for copies of letters sent by a Minister to an MLA of his own party, but for
clarification as to whether there’s any difference in approach between that of Conservative
MLAs and all MLAs dealing with the accounts already before the House and whether Mr.
Craik is prepared to give us the information or rather give us copies possibly of the letters
that he and Mr. Jorgenson sent to Tory MLAs — I'm quoting from the newspaper article —
and to tell us whether it applies to all MLAs as it does to the Conservative MLAs, and if he
doesn't have the information now or wants to consult, could he at the next meeting this
afternoon or tomorrow, respond to my request?

MR. CRAIK: Well, Mr. Chairman, I'll take itas notice and have a look at it. But to answer Mr.
Cherniack again, the procedure that has been followed and is being followed, and in any
indication that | have given in writing to anybody, simply stated that information on Public
Accounts, dealing with the current year under — | shouldn’t refer to the current year — the
particular year under discussion by the Public Accounts Committee, that information has
been and will be available from the Finance Department as this committee determines.

If it deals with the current year, the present year, if there's information required within the
department that the usual form and pattern and mechanism be followed would be that the
request go through the Minister. And | don't rule out the possibility that from time to time that
there are going to be requests such as the one that | have indicated to you that came from
both your own party, the New Democratic Party and the Conservative Party. There were
requests that went directly to staff people regarding the T4 slips which you in your own
wisdom or otherwise decided would go directly to the department, not to the Minister, and
you got the answer, and the answer came to you. Now thatdealt witha current problem. But
normally if it deals with Public Accounts the instruction is the same to both sides of the
House andto all members of the Legislature, and the accessibility of the auditor himself has
been well explained by the Auditor here, it's the same to both sides of the House.

MR. CHAIRMAN: Mr. Cherniack.
MR. CHERNIACK: | appreciate Mr. Craik’s information to us. It is helpful. But the specific

question that | don't think he answered was, is there any difference in the manner in which
information can be given to a Conservative MLA — and | mean backbench of course — and
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that of an opposition MLA? And if there is not any difference then is he prepared to give us
the same information that he gave to Conservative MLAs in his letter and Mr. Jorgenson’s
letter that are referred to in the newspaper clipping?

MR. CHAIAN: Mr. Craik.

MR. CRAIK: The procedures areexactly the same for eitherside, that on questions dealing
with accounts current, that they should go through the Minister.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr.Chairman, does that mean that these letters will notbe giventous?
We won't know what was told the Conservative MLAs.

MR. CRAIK: Well, I'm going to have a look at this and see ifthat'sexactly whatit refers to, if
it refers to the rules that apply to this committee. If that is the letter that’s being referred to
here I'd be most happy to make it available.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Well, by all means, Mr. Chairman, if Mr. Craik doesn’'t know what is the
contents or wants to refresh his mind, by all means. Possibly tomorrow morning this could
come back on the agenda and we get it so we know.

MR. CHAIRMAN: Mr. Jorgenson.

MR. JORGENSON: | think that Mr. Cherniack should understand that members of the
committee from the NDP party are all experienced members. They know the routine, they
know the procedures that have been followed in the past. It was not necessary to inform
them of the manner in which the committee operates.

Some of the newer members on this side of the House were unfamiliar with the practices
and what had happened is that they were asking questions about just what happened and
where they could get information and how they could get it.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Well, Mr. Chairman, may | firstly point out to Mr. Jorgenson that we
have a new member as well of the committee.

MR. JORGENSON: He's not unfamiliar with the practices of this committee.

MR. CHERNIACK: Well, | don't know. | don't know the extent to which Mr. Jorgenson
knows, what he’s familiar with or not. But as | understand the newspaper clipping, which
may be completely false, the newspaper clipping says that the letters from Mr. Jorgenson
and Mr. Craik went to all members of the Conservative Party and if they went to all members
of the —Mr.Chairman, I'm not talking to amachine, I'm talking to members of the committee
and to the ministers — and my understanding of the clipping is that this letter went to all
members of the Conservative caucus, and if that isthe case thenitdidn'tspell outtheduties
and rights of members of the committee, but rather that of all MLAs, and all | want to make
sure is that opposition MLAs have the same access to information as backbench
Conservative MLAs. That’s the assurance | would like and if so | would like to know whatthey
were told so we would know.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Mr. Chairman, there is no intent here to in any way avoid the question. The
article referred to as | read it here says, that a Minister, myself, sent a letter out to all Tory
MLAs. | don’'tknow that there was a letter went to all Tory MLAs. | know that there was a letter
sent to Mr. Wilson in response to a particular question and then | asked Mr. Jorgenson to
generally take under consideration and advise of procedures that were to be followed in this
particular committee. So | will say, first of all, that | don't think that the letter went out to all
so-called Tory MLAs. There was a particular letter that | addressed to Mr. Wilson on a
particular question and suggested that inquiries to the committee should be directed to
myself as Minister. That's the same information that would go to every MLA in the
Legislature. But | will take the question as noticeand find outif thereport,asindicatedinthe
newspaper, is correct. | don’t think that it matters a great deal. The procedure that was
recommended to Mr. Wilson is exactly the same procedure as Mr. Cherniack | think now
knows applies to all members of the Legislature.
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MR. CHAIRMAN: Mr. Minaker.

MR. MINAKER: Mr. Chairman, dealing with Page 1, | would like to ask through you to Mr.
Ziprick, itindicates under Item D, that as to all cheques for the issue of which he has refused
to certify, citing the date and the amount of any expenditures incurred and the consequence
thereof, were there any such instances in the year 1975-76?

MR. CHAIRMAN: Mr. Ziprick.

MR. ZIPRICK: No, there weren't. As a matter of fact | don’'t remember of an instance where
a cheque has been refused. The procedure has been that on occasions | have found that |
could not pass the payment, but then it was recirculated and whatever steps were needed to
correct the situation it was corrected and then it came back as an acceptable payment. But
there was no payments made that | wasnotthe partyto,approving the payments, andif there
had been I'd be required to report to the Legislature.

MR. CMAIRMAN: Mr. Minaker.

MR. MINAKER: Mr. Chairman, | wonder under Item E, as to any important change in the
extent of character of any examinations made by the Auditor, Iwaswondering if, were there
any particular instances that you'd like to draw to my attention, or the committee’s
attention?

MR. ZIPRICK: No. There’s been no major changes in our audit procedures. They’re the
same as have been over a number of years.

MR. MINAKER: Same as the previous year.
MR. ZIPRICK: Yes.

MR. MINAKER: Thank you.

MR. CHAIRMAN: Mr. Wilson.

MR.WILSON: Well, getting back to some of the comments by Mr. Cherniack atthistable, |
notewithinterestin May of973, to add further confusion to the situation, Mr. Paulley at the
time said that the proper place to tackle any expenditure in this department was the
consideration of Estimates. And Mr. Cherniack at the time was attempting to confuse or
muzzle Mr. Asper throwing the same line of questioning that many members will probably
fall into the trap of doing, is to raise particular questions on items relating to the Public
Accounts.

So when a new member gets this 1973 debate in Public Accounts and sees where Mr.
Paulley indicates that the proper place to ask questions is when the consideration of
Estimates, then the Minister of Finance here says the proper place is at this table, it would
seemto me thatif you were to ask questions in a public form like this thatpossibly were ofa
suspect nature, or of an innuendo nature that it would seem to me it would be proper that
prior investigation should take place so that innocent people aren’t raked over the coals.
What | am talking about is that some expenditures will appear in the grey books to be rather
confusing to one who doesn't know the inner workings of the Finance Department. One
might see an item like, for instance Washtronics or something where there is $400,000,
immediately he might suspect it's for car washes, where it might very well be for equipment.
These are the kind of things that | think do sort of necessitate a bit of prior looking at and |
would hope that the current Finance Minister would consider that so that next Fall when we
meet there is a clear indication of the rules of the game when we come to deal with the
situation.

As to the Auditor, | am glad he did say he would chase it down because in this very same
debate the Auditor had mentioned that he'll look at all leads — we, the members, were to
submit our observations and he’ll carry out the necessary investigation. Again, | don'tknow
whether | completely agree with him that he would report back his findings because that
means a particular member who has raised these particular questions would then have to
wait to the following Auditor’s Report to find out if the situation which he had raised and had
hoped would be investigated had indeed been accomplished.

Sowith those few comments | just wanted to set the record straight that back in 1973, the
period Mr. Paulley didn't feel that Public Accounts was very important and wanted it to go
into the consideration of Estimates, and here we have the current Finance Minister who is
sayingthat all questions should be raised atthis table and, of course, then all the members or
the Auditor and his staff will investigate and hopefully make the necessary corrections,
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except there is the danger, as | mentioned, that some questions might allude or suspect
somebody is getting favoritism and it might not be really fair. . . but those are some of the
questions that may be asked. | think really there should be consideration givento looking at
some of these things prior to sitting down at this meeting because the purpose of this
meeting is to examine the books and | would wonder how many members ofthis committee
have gone and looked at the microfilm, if they know exactly where these vouchers are kept.
These are all things that the committee members could be made aware of if they were
inclined to want to find out where all this information is prior to sitting down at this table.

MR. CHAIRMAN: The reason we're having some little difficulty with the sound system is
thatitis a new system. | am told it is much more sensitive than the previous one and it is not
necessary for members to speak so closely into the microphones as we did lastyear. Page 1,
Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, the point Mr. Wilson raises is of interest to me.
Apparently he finds that the Minister of Finance is attempting to “muzzle” some efforts. The
reason | use that word is that he seemed to compare the present minister’s treatment of
questions theway he says | did backin 1973 and | think that it might well be a matter for this
committee to elaborate on the problems Mr. Wilson has in order to see whether this
committee could not come up with some directions to the Auditor and requests to the
Minister to see whether there couldn’t be agreater accessibility ofinformation. If Mr. Wilson
is suffering from lack of availability of information then maybe this committee ought to
explore the extent to which he is being defeated in his efforts to be a conscientious MLA. If
there is that problem, | think it might be of value for this committee to explore it. | wonder
what Mr. Craik thinks about that.

MR. CRAIK: Mr. Chairman, | think this debate has pretty well exhausteditself. | trust it has.
Not that there is any particular reason to notdeal with it except there are substantive matters
to be dealt with in the forthcoming period of time with the role of the Auditor and control
mechanisms within the departments that will perhaps alleviate some of the repetition of
comments in further years that are contained in the Auditor’s Report. | think those matters
are important and should take precedence in being dealt with at this meeting.

MR. CHAIRMAN: Page 1, Mr. Wilson.

MR. WILSON: Mr. Chairman, just to end it then. My concern was that by channeling all
requests through a minister forinformation, whatyouaredoing is tying up the civil service in
matters which could very well be done by somebody who hasthe timeandis willingtomake
the effort to go and look at the microfilm and make sure that all his particular research is
done. That's the thing that | am asking the current minister to consider so that next time we
meet,that a particular MLA who is directed to have anumberofqueries out of the grey book
— and | say a number — | would submit that it would be irresponsible for someone totakea
whole page in this grey book and ask the Provincial Auditor or the Minister of Financetogive
the vouchers for that entire page. | would think that a particuiar member could go and get
those particular vouchers and look at them. | don’t think an Order for Return is the answer
because | have two eyes, | can see, and | would like to be able to tie up only a particular
middle-income secretary rather than tie up some of the top administrators in the Minister of
Finance’s department.

Sothat’s basically it. It's looking to a particular policy in the future that would resolve Mr.
Asper’s problems that he ran into in 1973 where he had to hire his own staff to do his
investigating and where | am willing todosomeinvestigating on my owntimeand | don'tfeel
| should be tying up the civil service.

MR. CHAIRMAN: Mr. Cherniack.

MR.CHERNIACK: Mr.Chairman,justona. . .it'salmosta matter of privilege now. Ifitcan
be assumed that | was supporting Mr. Wilson in his efforts, | want to withdraw that
impression immediately. | do not feel that any MLA should have any accessto microfilmsor
start looking back atdetailsoftheaccountsofthe province. | think it would be an awful mess
if that were possible. | do not support him in that effort.

MR. MINAKER: So endeth the debate.
MR. CHAIRMAN: Page 1—pass; page 2—pass. Page 3. Mr. Minaker.
MR. MINAKER: Mr. Chairman, through youtoMr. Ziprick. It'sindicated under dealing with

departments for physical accounting purposes, statements made that it is felt that
supervisory surveillance, inquiries at time of replacement, etc., provide sufficient control
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over office furnishings. | think later on in the report there was an indication that there was
advanced spending in the Department of Public Works, if | remember correctly, further on
when wedeal with thatmatter. Wasthatrelated in anywayto this fact that there wasn’t closer
control over say office furnishings, etc., other than the supervisory surveillance?

MR. ZIPRICK: No, there is no relationship, this purely deals with the physical
accountability for the furniture and equipment rather than maintaining specific records of
the ins and outs and taking inventory and comparing. These records are not maintained. It
was explored anumberofyears ago about the possibility of maintaining suchrecords; it was
found it would be a very costly undertaking and the conclusion was come to that the
surveillance in replacements and whatever have you would be sufficient to oversee the
physical accountability of those assets. What the other portion deals with is the actual
approval for purchasing and is not related to the physical accountability.

MR. CHAIRMAN: Mr. Orchard.

MR. ORCHARD: | trust we are on page 3. Through you, Mr. Chairman, to Mr. Ziprick.
Under the Public Buildings, Public Works, etc., there is an item, Capital advances to
Communities Economic Development Fund, converted to conditional grants. On the basis
of that conversion to conditional grants, are those conditional grants recoverable or should
the word “conditional” be removed? Are the monies recoverable as such?

MR. ZIPRICK: These are advances made to the Communities Economic Development
Fund and then the amount that is established as possibly uncollectable is written off and
these are the amounts. But if by any chance there should be a collectability then theseare
conditional. If a collectability is made on those accounts that they would be repaid to this
account. So it is a condition all right and it’s a valid condition because although they are
considered as likely to not be collectable they still have not been disposed of and as long as
the organization is still functioning there is always a possibility of collecting; when a
collection will be made then it will be returned.

MR. ORCHARD: |guessmyquestionis maybe unanswerable, but at what pointintimeare
conditional grants considered non-conditional? Who makes the decision as to when they
are no longer collectable or. . .?

MR. ZIPRICK: The decision is made at the Communities Economic DevelopmentFund. In
the first instance when a review is made to determine the position of the financial statements
for that particular year, a reserve is provided as to how much is anticipated will not be
collected. Then, at a subsequent time, when an account is foreclosed and put into
receivership, and whatever has been realized, the net loss for that particular account is
established and that’s when it is really finalized. So, it's a process that goes through the
Communities Economic Development Corporation and the flow from conditional to
unconditional in the province’s accounts will have to be adjusted on the basis of experience
in the Development Fund.

MR. CHAIRMAN: Mr. Minaker.

MR. MINAKER: Mr. Chairman, | am sort of hopping over the next page because | think it
relates to the same question as Mr. Orchard’s. Then through you to Mr. Ziprick. Where you
indicate that the conversion of Communities Economic Development Fund advances of 2.2
million to 2.1 million conditional grants, that was the amount for this year being general
advances. But then you say and 2.1 million unconditional grants. Were these unconditional
grants then? That's the amount that was presumed by the Communities Economic
Development committee forthatyear, that therewasno way they were going to get the loans
back, or did it cover some other area?

MR. ZIPRICK: No, this is a separate situation whereby $100,000 was guaranteed by the
province. In other words, the Communities Economic Development Fund of its own, if |
recollect, said “Well, we would not undertake this account” but the government said “Well,
yes undertake it and we’ll guarantee it.” And because the government guaranteed it, it was
made unconditional immediately. So, in effect, it was an account that the government had
asked the Fund to undertake.

MR. MINAKER: Mr. Chairman, where would it occur in the balance sheet when it was
recognized that the conditional grant was written off? If there was a particular company that
the Communities Economic Development Fund had invested in that went into receivership,
where does that appear? If there is say 2.2 million in unconditional grants and there is no
return on any of the assets, where would the loss be entered into the . . .?
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MR. ZIPRICK: Well, both the conditional and the unconditional grants are in the same
account in the province’'s books so it would be just a change from one classification to
another classification. The write-down in the province’sbooksitself would be when the debt
is repaid. So dealing with the way the capital situation is now, to the extent that these
advances are covered by the province’s borrowings, that amount is set up on the other side
as an asset. Now whether it is an asset or not, that's not the question. I n other words, it's an

MR. MINAKER: Inotherwords it stays there as an asset whether it is no longer an existing
company or not?

MR. ZIPRICK: That's right. We have in here some old relief accounts that are still
supported by public debt, still on the books of the province.

MR. MINAKER: Shown as an asset.

MR. ZIPRICK: Shown as an asset. Now they won’'t be written off until that particular debt is
repaid. So in the explanation there it's indicated that once the debt is repaid then it's written
off.

MR. MINAKER: Would you know how many million dollars listed in conditional grants at
the present time that in actual fact no longer exist?

MR. ZIPRICK: There wouldn’t be very much because this has justbeen started in the last
couple of years, this system.

MR. MINAKER: When exactly, Mr. Chairman, was this practice started?

MR. ZIPRICK: | think about two or three years ago when it was decided that the
Communities Economic Development Fund losses as such would not be carried as
advances. This was the point that was raised, that previously they were carried as advances
and looking at advances you would consider that as a recoverable item. Well it was found
that most of this Communities Economic Development Fund was not recoverable and as a
result it was decided to move it out of advances into this account as basically an offset to the
debtand be handled in the system the same way as roads and highways. Now as a matter of
designating conditional was that if there is any possibility of recovery that there will be a
legal means to proceed and recover. If you declare them unconditional then in effect it's a
forgiveness. So it's just a legal protection that in case anything is realized it’s still alive legally
to recover, but in effect both conditional or unconditional are treated justas an offset to the
amount of debt. Now if we change to the net debt system all of this would be written out.

MR. MINAKER: My next question, Mr. Chairman, was is this a normal accounting
procedure used by other governments?

MR. ZIPRICK: It has been used by some governments, | don't know if it is still used any
more, there might be by an odd Maritime, but most of the governments that | am familiar
with, that's Ontario, Canada, Saskatchewan, Quebec, Alberta, B.C., | think just changed
recently or are changing. They don’t follow that practice any more.

MR. MINAKER: Thanks, Mr. Chairman.
MR. CHAIRMAN: Mr. Wilson.

MR. WILSON: Well following up what my colleague has mentioned, it seems to me that
John Q. Public is going to have a bit of a problem because | remember in the 1976 Auditor’s
Report, and the Auditor can correct me, he was dealing with CEDF and the failures of all
these fishing co-ops and what have you and | wonder by keeping thisasanassetifwearenot
really taking the former government off the hook for the responsibility of this poor
investment and | wonder if somewhere in the particular reportitindicates how much money
we did recover from legal means. Was our legal department able to recover anything or did
they write off the debts for political purposes? What | am suggesting is that if other
governments no longer use this, | would hope that the current Finance Minister would make
the necessary changes because obviously the prior government was still dealing in sleight-
of-hand or whatever in trying to paint these as assets when really they're not.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr.Chairman, | am still on the first paragraph of Page 3. The statement
is made that assets that would be considered assets | assume in normal accounting
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practices outside of government are shown in an arbitrary way at values equal to the
outstanding debts, which makes it appear that if a building is built out of currentitis written
off immediately as an asset, orif abuilding is builtand repaid on abond issue over five years
it would be written off if it were clearly assigned that thisbond issue was for that building or if
the building was built over a 23 year period it would be written off over that period of time.
I’'ve never questioned this before but since some rather irresponsible statements were made
last year about public debtand the burden of debt on citizens, | would like to geta comment
from Mr. Ziprick as to the validity of showing the physical assets of the province in a way
other than to equal public debt. What is the validity of the way it’s being done and has been
done traditionally all along and the normal accounting procedures that | believe use either
valuations less income tax allowable depreciation or some other way?

MR. ZIPRICK: | raised the point that this is not a very good accounting procedure in the
present context. It might have been many years ago when their specific debts were tied up to
specific buildings but within the context of present operations this is really nota meaningful
figure, all it is is just an offset to public debt but it's no way a valuation of the kind, either
historical cost or present value or any other way, of the kind of assets that havebeen built
from public funds or been established from public funds and are still available to future
generations. It's no way a valuation so it has to be understood is purely a figure that's .
offsetting to the public debt. Now to me the approach that’'s taken by Canadaand most of the
other proVinces now is they carry the assets at one dollar and back of that there is an
inventory of these various physical assets and their costs but they are not in any way
associated with any particular debt is a better way and the debt itself just discloses how
much net debt there is because this is not a commercial arrangement. In a commercial
arrangement you've gotan asset, that assetis being utilized inthe production ofincome and
being amortized into this income. The asset that’s built from public funds is being used by
the citizens and will continue to be used, but to try and value to whatextentit’s been used in
any production of income and therefore measure iton acommercial basis just doesn’t apply.

MR. CHERNIACK: Well, Mr. Ziprick, if we have a rental accommodation for let's say a
government office, then we have to budget every year for payment of rent which probably
includes amortization of the capital cost by theownerand profiton that, so thatwe have that
one bit of space which has an annual charge against it. And if on the other hand we build a
building without borrowing for it and in that way reduce future rents by a considerable
extent, surely that building then is shown at nil in the present method of accounting and yet
it is a lasting benefit to the financial statement of the following year and thereafter. Should
there not be a distinction made between the two — rented and owned?

MR. ZIPRICK: Well you see in the public sector accounting as is generally now
understood and carried out, you record what'’s required to be paid by the taxpayers during
the year and to try and evaluate as to how much through the expenditures you are going to
pass on to future generations in the same sort of context as the private sectorand the private
sector is doing it for a really completely different reason is really impossible because you'd
evaluate that you are passing on certain assets that are going to be useful to the private
sector but then there are all kinds of other ones that are difficult to evaluate and you getinto
an inconsistency. | think we talked about, for instance, expenditure on education. Now the
amount of expenditure on education and on buildings themselves is relatively small in
relation to the teachers’ salaries yet the education that the people acquire and their
increased productivity through that education to future generations can be substantial.

MR. CHERNIACK: A tremendous asset.

MR. ZIPRICK: A tremendous asset. So to say well this is a building just because it's a
building and concrete, we will measure it as a benefit to future generations, then there’s
another thing that’s invested that’s not a building but in the form of something less tangible,
as visibly, we would say well that doesn’t come into the accountin g. . Thisisthedifficulty it
presents to try and rationalize that kind of accounting. In the private sector this kind of
accounting of amortization of assets is done because it's associated with the income and
you are trying to establish an equity position. In other words, you are trying to continuously
determine an equity for distribution of profits for determining what | haveinthatbusiness so
that | cangoandsell, whereasin nowaythatwe’re trying to establishan equity position here
for the Provincial Government of Manitoba because first of all if we even did try, is anybody
moving out of the province going to get any benefit out of it, so it would be an exercise that
really wouldn’t be useful. So what we are doing here in the province is trying to establish
more as to whatkind of aload is being passed on to future generations to service what’s been
done in the past.

Now the rationalization there . . . you know, there can be very substantial assets, we
know there are very substantial assets but the question of being able to provide the funds to
discharge these liabilities is not necessarily associated with those assets because the
income comes from taxes, which takes on a completely broader perspective. So | think that
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the important feature is how much debt and what are the charges being passed on to the
future generations. Now there it's a matter of policy and what criteria to use; rightnow there
are no established criteria as to where are the limits. We know the ultimate limitis if you can't
raise any more money, then there is no way you could go into any more debt, but that's avery
tragic position that you can get into. But before you get there as to what is a reasonable
criteria, some percentage of gross product or whatever haveyou, |don’'tknow. Thereareno
established criteria as to what extent it's reasonable to go into debt, to pass on charges to
future generations, except we know the limitation, that once you cannot raise any more
money, obviously you won't be able to go into any more debt. But it's a dangerous situation
to get to that point because the situation could be tragic. | think we didn’t have to worry too
much about this kind of thing in the past because we had a lot of slack and we were far from
this situation.

| really don’t know whether we are getting. . .and! am noteven talking of Manitoba but
the country as awhole, whether we are getting closer to the position where we could wind up
in this kind of tragic situation that we couldn’t raise money or not, | really don’tknow.Right
now there is no criteria as such to look against as to what's reasonable to create debt and
pass on to the future generation. | always take the approach that it's not my responsibility,
that this responsibility rests between the people of Manitoba and its elected officials.

MR. CHERNIACK: Mr. Chairman, to Mr. Ziprick, if you prepare a statement to be
understood by John Q. Public who has already been referred to and you picturetwo people
living side by side, not business but homes, living in identical homes side by side, oneisa
tenant and pays rent and the other may have paid a onethird down equity and owes the
balance of two-thirds on that property and he knows that in the foreseeable future that
house will be paid off, would you say that they are both in the same position or would you say
that the one who has debt is better off than the one who is debt free?

MR. ZIPRICK: Now we are talking about individuals and equity positions.

MR. CHERNIACK: No, not equity position because it's not a business operation, it's a
person who is planning his future economic affairs in such a way as to in one case have no
debt, the other case have a debt and acquire a home free of debt.

MR. ZIPRICK: Yes, but it’s still an individual that hasn’t got taxing powers over the whole
economic system and so we can’t compare that individual; when we are looking at it we're
determining his equity position. Now to try and determine the equity position of the Province
of Manitoba with its powers to tax the whole society in Manitoba, you can’t determine the
equity position in that same sort of way. So the whole evaluation is based on a completely
different perspective and if we did arrive at a equity position in the context of business or a
private individual, I’'m not sure just what it would mean.

MR. CHERNIACK: Well, Mr. Ziprick, would you explain how valid it is for a person to say
that our debt is X millions or billions of dollars which means that every man, woman and
child in the province owes say $3,500 because of the debt of the province. Would you say
that that statement in itself is a sufficient, clear indication of the responsibilities of the
financial position of the province?

MR. ZIPRICK: No, the way | understand it the people that are, for instance, evaluating the
financial position of the province forbond rating purposes would take in account the entire
debt liabilities of the province, not only the province but including the municipalities and
other public institutions, then comparing it against the economy as a whole and its
productive capacity. That's the point | was just trying to make that | am not in a position to
say whether, you know, it's three thousand and something per person, and that’s just an
averaging, as to whether three and a half billion or four billion of debt in the Province of
Manitoba is a reasonable amount to pass on to future generations or not.

It gets into a political policy matter and | am not in a position to comment. Now as to, you
know, how close are we, Canada, to abankruptcy position, | haven’'tgotany idea because it's
only when the investors that are evaluating it at some point or other say, “You are going too
far, you will not be able to carry it, we can’t sell your bonds any more,” that’s it. But that
position as | know happens very quickly as New York has found outand is to sort of get some
kind of an indication as to where the danger points. There are no standards to my knowledge
and | don’t even know . . .

MR. CHERNIACK: Well, Mr. Ziprick, I'm sorry, | did not ask you to go into the depth of
international finance. | am just talking about the presentation of our Statement of Assets and
Liabilities and | think you've agreed that many of the assets we have are not shown in the
statement and therefore the debtshown in the statement does nottruly reflect the position of
the province in terms of assets as compared with debt.

MR. ZIPRICK: Yes, as far as the assets and to what extent we’ve got real assets that you
could market and how much money you could get for the province’s assets, there’s no way
that | know just what it would be.
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MR. CHERNIACK: The fact is that the province is now busy selling off assets of the
province and in doing that it is recovering some moneys and those moneys need not
necessarily be reflected in the asset position that you have in this statement. Correct?

MR. ZIPRICK: That's right.

MR. CHERNIACK: Therefore, | suggest, and | am reallynotcalling onyou forcommenton
that, Mr. Ziprick, but, Mr. Chairman, | am saying it appears to me to be a irresponsible thing
to do to take the total debt position and say this is the burden of the taxpayer without at the
same time saying that much of this debt has offset against certain assets which may be
education such as referred to by Mr. Ziprick but is more understandably physical structures
which may be by their presence be saving money for the future in rents or other costs. | don't
know whether it's fair to ask Mr. Ziprick to comment on that but | felt | should make that
statement as a result of our discussion.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Well, Mr. Chairman, on this point just in brief, | think Mr. Cherniack was
suggesting in his opening sentences that there was misleading or irresponsible statements
made in the last year regarding the debt.

MR. CHERNIACK: Absolutely.

MR. CRAIK: And| trust he's referring to the argument thatwas initiated by his own party in
this regard when he said that there were irresponsible statements.

MR. CHERNIACK: No, by his Premier. His irresponsible Premier.

MR. CRAIK: Mr. Chairman, surely the nub of it is that there are a number of ways of
expressing debt and we will come to a page in the Public Accounts here that indicates (a)
Public Debt and if you divide through by the population of the province, you will come up
with a figure that was used over and over again by Mr. Cherniack’'s government, the
government of which he was involved in, that was used in speeches on budget addresses
and by the First Minister of the day in telling the people of Manitoba that they had a certain
level of public debt while at the same time which was achieved, Mr. Chairman, by taking the
total debt indicated in these pages, dividing through by the roughly one million population
of Manitoba and saying that is the per capita debt. But if you take the same approach and
apply it to say the prospectus of the Manitoba Hydro who goes to New York to borrow
money, as Mr. Cherniack | am sure is well aware, there is the very clear statement in there
that the total debt, gross debt of the Province of Manitoba, including the guarantees by the
government to its agencies orto whomever, add it all up, it comes to a gross debt of, atthat
time of the argument, was some $3.4 billion and is now of the orderof $3.5 billion divided by
thesameone million peoplethattheFirstMinister of Mr. Cherniack’s governmentwasusing
to divide through into the debt as stated in some other document, it comes out to a per capita
gross debt of $3,500 per capita. Now it's just a case of simply saying which debt are you
using and had that been said at the time, there would have been no argument but the
government of the day did not choose to do that. They keptinsisting that our netdebt which
was some factor perhaps one-tenth of the gross debt. It's all amatter of semantics. There are
a number of ways of stating debt but if you gross up all the debt of the province in the money
it owes, Schedule A, Schedule B, Self-sustaining, Non Self-sustaining, Guarantees to
whomever it may be by the government, undertakings by the government, add it all up, it
comes to the figure as stated by a responsible Crown corporation in going into the markets
of the world to look for loan capital.

Now | assume that it’s not irresponsible procedure to do that otherwise those people
wouldn’tbe asking for thatsort of information but i think Mr. Cherniack knows very well that
that is included, it's a must when you go into the markets where you go to look for loan
capital to state the grossed up total debt of the province whether it's self-sustaining, non
self-sustaining, whatever the form may be and that is the one form, the other form was the
form that he chose to use or his government chose to use or to emphasize, whoever the
government may be, simply says, the bottom line is that there are different ways of
expressing debt.

Now on the other question of how do you put a value on the assets we expect to make
changes in thattoo. All these things are arbitrary and it's a question of now trying to reduce if
possible the arbitrariness of how you do it. This building forinstance has no debt on it and
shows in the books as having zero value as an asset. You may have another newer building
that has a particular mortgage attached to it that the government has assumed that shows a
value. You may find a section of highway that has fallen under capital rather than current,
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therefore has a debt attached to it whereas one that fell under current doesn’t have a debt
attached to it. The thing has been very arbitrary, the attempt is going to be to remove that
arbitrariness and to lump it all together and to not use that sort of an arbitrary differential. So
| think that this essentially was what the Auditor has been saying in that regard too, and we
intend to make some changes in that connection.

But to reiterate it's not a question of somebody being irresponsible in stating debt, it's a
question of defining clearly what kind of a debt you are talking about and in the last year
there has been two specific kinds of debt, a public debt as indicated in one location in this
book, the public grossed up total debt as indicated in the prospectus that's used when you
go to borrow money.

MR. CHERNIACK: | do appreciate the Minister’'s elucidation and clearly he and | are in
agreement on the arithmetic and the words that areused. What | call irresponsible is leaving
an impression that the gross public debt is a burden of its entirety without reducing from it
the assets that one has such as buildings that are paid for, such as reserves, sinking funds
which are cash themselves and therefore | would have to ask Mr. Craik whether in making
presentations to prospective lenders to the province whether he is doing more than just
saying the gross public debt is $3.4 billion, therefore every man, woman and child in the
province is burdened with $3,400 average or whether heis atthe same time indicating, as the
Hydro prospectus no doubt does, that there are assets as against this gross debt which must
be taken into account. That's one question.

Is he using his former leader and his present Premier's method of telling the lenders of
the province what the debt of the province is as aburden on thetaxpayeroris hebeing more
responsible, and | use that word advisedly, by giving all the information rather than just part
of it. That's one thing.

The other point he raised, he said that in the presentation of assets the present
government is reviewing methods of showing the assets in adifferent way. Is he prepared to
make the Public Accounts Committee the vehicle whereby this method of presentation can
be discussed and developed so that it will be a presentation in which we all have an input, or
is that to be internal?

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Well, Mr. Chairman, to go back to the first comment, the question as to
whether or not it's a burden depends on how you define “burden”, the size of the debt. Mr.
Cherniack is suggesting that the size of the assets that you have to back up the level of the
debt is going to be an important feature. Mr. Cherniack may well know that, perhaps better
than | do, that when you're negotiating for instance for loans and the interest rates on loans
to apply to Manitoba Hydro that the ability to pay off the debt thatyou’re going to incur is the
most important factor that is going to be looked at. And the size of the per capita debt is
important to people when they're looking at your credit rating and finally the interest rate
you're going to have to have to pay on your borrowings.

MR. CHERNIACK: Of the utilities?

MR. CRAIK: Well, the ability to pay is the important yardstick that is used by those thatare
lending. This building, for instance, may be an exceedingly valuable building, but it's hardly
a saleable commodity.

MR. CHERNIACK: No, I'm talking of utilities.

MR. CRAIK: But when you're backing up and guaranteeing the borrowing of the utilities,
which the province does in all cases, then the really important feature is the ability of the
utility and principally the ability of the province to pay off its debt.

Now at $3,500 per capita debt we're the second highest gross debt in Canada next to
Newfoundland, and when you start exceeding that regardless of your getting up into that
figure it's very easy for someone to look at your financial position and say, “Fine, you have
assets, but you now have a gross per capita debt that is the highest in Canada. What is your
ability to pay? What is the viability of the utility that you're borrowing for?” When you talk
about burden, and you find that some two-thirds of the total provincial debtiswrappedup in
that utility, then you have to look at what is the market potential for the product you are
trying to produce, and then you find yourself edging towards the position where you are no
longer really competitive in your power rates and then they can look at, well what really is
even your export potential for the product you are trying to produce, then assets paid or
unpaid in youi asset column as far as your province is concerned doesn’t enter the picture
nearly as much as the question, what is your ability to pay going to be? Where are your
power rates going? What's going to happen to your markets, your domestic markets, your
industrial internal markets and your export markets, if the burden you are going to impose
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on the province and particularly on the utility which, by the legislation, has to pay those
interest charges, what's its ability going to be to pay back this bond over the next period of
time that you have to amortize it?

That's why it's not improper or irresponsible to state the gross debt. Now if you want to
state the net debt as well, that’s fine. But in actual fact the gross debt, particularly when you
come to the borrowing, isextremely important just as it's extremely important for Canada, at
this particular time, to look very seriously at what happens when you get up to 14 percent of
your yearly cash flow being required to pay debt. The province is in the same boat. The
assets take second place in the total picture. It's a question of what you're doing to your
current account by stacking up these increasingly high debts, even if they're supposedly
self-sustaining such as Hydro is.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, may | then ask the Minister whether this description he’s
giving us is reflected in his mostrecentborrowing which | believe was in Japan for — was it
forHydro? Well, wasthat a problem then? As | understood it there was areport that this is the
lowest interest rate ever paid in Japan. Now was this dismal picture presented to the
Japanese people when they were lending the money?

MR. CRAIK: Well, first of all I'm not attempting to . . . | take some umbrage if you're
suggesting that I'm trying to paint a dismal picture. I’'m trying to paint a realistic picture as to
what you have to watch for in terms of stating debt because you have to watch for what the
other party islooking for. The other party is obviously looking for growth debtand that’s why
Hydro puts gross debt in its submission when you go to New York.

MR. CHERNIACK: But when the Minister negotiated in Japan surely gross debt was not
the only thing. Surely the ability to pay for Hydro to provide payment in its budget for the
borrowing was important as well as all of it affecting the potential earning capacity of Hydro
based on its capital program. Surely that was used as well as just a bald statement of gross
debt such as Mr. Lyon has been known to use.

MR. CRAIK: The important features in the Japanese issue, which really isn't probably
directly relevant to what we're looking at right here, but nevertheless is critical as far as the
province is concerned, was No. 1, Canada’s position with regard to its natural resources are
very attractive to the Japanese, period, whether it's Manitoba or whether it's Alberta oil
sands where they are becoming involved, or whether it's other natural-resource areas, it's
looked upon with great envy which Mr. Cherniack knows very well himself, which makes a
very strong negotiating position for Canada’s future ability with regard to borrowing.

The other reason is that when Mr. Cherniack was in the position of going to Japan to
borrow, that the Japanese are extremely responsible people and recognized that on the
previous loan that perhaps Manitoba pay just slightly more than they should have paid, and
that there was some moral obligation on the part of the Japanese government to recognize
that they had to pay particular attention in terms of to a province or a nation and a nation
dealing together, that in fact the former government did not necessarily have to go through
with the previous loan, had probably paid a little more than market value since the market
dropped several days after you negotiated the loan, and we as a result may — and if you
average out the two — may not have gotten a particularly good interest rate but on the
second one we did get a good interest rate, and | think they took it into account and we
certainly used the argument to advantage in getting an extra point from them in the
negotiations.

MR. CHERNIACK: So the gross debt then was not the big feature as far as the Japanese
loan was concerned.

MR. CRAIK: Well, | expect that the gross debt probably would have been dealt with on the
previous issue. | don’t recall it being brought up in my particular discussions with them. Our
economy and the strength of our economy was certainly discussed, the gross debt being
part of the total picture. Whatis yourability to pay? How do you feel about your ability to pay
back the loan?

MR. CHERNIACK: So gross debt itself was not a factor in the negotiation, in itself.
MR. CRAIK: | can't say it wasn't a factor, but it isn’'t singled out as the overriding factor.

MR. CHERNIACK: All right.
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MR. CHAIRMAN: Mr. Minaker.

MR. MINAKER: Mr. Chairman, my question actually flips over to the next page. It's still
under Advances and Other Receivables, so maybe I’ll wait in case there’s other questions
relating to Page 4.

MR. CHAIRMAN: Mr. Orchard.

MR. ORCHARD: Maybe my comments are untimely to get into the discussion on gross
debt, etc., etc. But | think the gross debt at $3,500 or whatever the figure may be per
individual in Manitoba, has to be an important one to each individual in Manitobabecauseit
represents a level of debt-servicing that they, as a taxpayer at some point in time whether it’s
through hydro bills, through personal income tax, corporation capital tax, has to be
recovered within the total government taxation in billing, in revenue system. And whether or
not the gross public debt is more than offset by paid-for assets | think is a dangerous
situation that businesses can get into and | think, to some extent, maybe governments can
get into.

For instance if Manitoba Hydro — and we’ll use that as the example since it's been
discussed — if it has considerable assets which there is very little debt against them but in
the process of maintaining those assets, paying staff, etc., the utility is self-sustainingasfar
as revenues go, then any borrowings to increase the capacity of hydro through the
installation of another dam, or whatever, has to be viewed on the merit of what the
incremental benefit of that particular power project is. And | think the only reason why —
and | speak here as a layman and without full knowledge of the process — but | think that
when the Manitoba Hydro receives fundings from borrowings it’s not strictly Manitoba
Hydro's assets per se which back up that particular borrowing, it's the total asset of the
province, the mineral resources, the province itself which provides the asset to back up that
particular liability. And that’s a danger that, forinstance — and I'llget very commonplace on
consideration of balance sheets, I'll get to a business — if you take a — and let’s just use a
farm because I'm familiar with them — if you take a farm whose balance sheet shows land at
$500 an acre, there can be a tremendous asset there. And you can go out and on the basis of
that asset go to any banker and borrow on a section of land $100,000 because you have the
recoverable asset, but by borrowing that $100,000 to put it into machinery which may or may
not be needed within the operation of that farm you can often put your farm beyond the
potential to repay that particular borrowing even though the asset is there.

So what you run into is a situation where you are financially stable on the balance
sheet but financially very unstable as far as meeting your current commitments go, and |
think that is where the gross debt picture has to be explained to the taxpayers in Manitoba
because it represents a servicing of debt that has to come from some level of revenue
collection within the province, hence each individual in this province, and today, tomorrow
and for years to come is going to be paying that irregardless of what the asset base is
backing it up, it represents an interest that has to be paid and a capital retirement that has to
be paid by the citizens. So it's important to them to know what the level is.

MR. CHERNIACK: Mr. Chairman, may | just conclude my partin this. | think Mr. Orchard
and Mr. Craik have both helped us come to a realization that ability to repay the debt is of a
greater factor than gross debt itself, in that gross debt is only part of the whole picture and
the ability to repay it is a very large factor. | just point out that | wonder about that having
come to that conclusion to reflect on the fact that in just a few months the Government of
Manitoba has given up substantial revenues based on the ability-to-pay principle having
given them up and at the same time is apparently taxing gasoline users two cents agallon in
a form of compensation. When one shows ability to pay one alsohastoshow the desire to
tax for the money with which to repay and that is something we will be discussing in the
future, | would think.

MR. CHAIRMAN: Mr. Einarson.

MR. EINARSON: Mr. Chairman, | just wanted to pose a question to Mr. Ziprick when we
are talking about our capital debt per se and we have some idea, for instance in Manitoba
Hydro, of the bills that each customer pays every month, what portion of those numbers of
dollars they pay is interest? We have a pretty good idea it is roughly 50 percent. Could Mr.
Ziprick tell us, of the total debt what is the interest charges on each dollar, say whether itis 5
percent, 10 percent? Is that possible to get that information? Do you have that at the top of
your head, Mr. Ziprick?

MR. ZIPRICK: No, | don'thave it off the top of my head and | don'tknow ifanybody has. To
average it out, the Public Accounts at the back have a schedule showing all the various
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issues that are outstanding and the rates of interest applicable to those issues. Of cour@,
the foreign issues are also subject to foreign exchange so it could fluctuate each year. But|
don’t know just exactly what it would come to on the average if you averaged it out for the
total.

MR. EINARSON: So what you are saying then, Mr. Ziprick, is it could vary and it is pretty
hard to put a definite figure on it.

MR. ZIPRICK: After the end of the year you could . . . Well, we know what the total
expenditure was for interest and various other expenses for debt in the province and that
debt applicable to the province, you could average it on that. Now, we don’'t consolidate the
utility positions so that we have an overall position anywhere to my knowledge but it could
be done. | don't know just the precision as to how useful it would be to have that kind of
precision but just a brief scanning it would be somewhere around eight percent or
something like that, that's what it would average.

MR. EINARSON: Thank you.
MR. CHAIRMAN: Mr. Miller.

MR. MILLER: Mr. Chairman, on the question of utilities, I'm thinking perhaps of an
analogy, would be to look at Ontario which doesn’'t have its own telephone system — Bell
Telephone is the authority that operates telephones there — it is an essential product, it's
one that they have a monopoly on. Their balance sheet, their prospectus when they go out
on the market, when they are judged asto what they should pay in the way of interest rates
and whether they are viable or not, it really depends upon how essential that service is. And it
is known by any investor that telephones will have to continue and that the rates will have to
reflect that and the Bell Telephone has gone to the Utility Board in Ontario a number of times
in the last 18 months and has been receiving rate increases proving that they have to expand
as the demand increases and that the higher interest rates that they have to borrow at this
time have to be repaid and they are guaranteed a return to their investment.

In the case of Manitoba it happens to be publicly owned and the fact that Manitoba has |
think the lowest telephone rate in Canada if not in North America simply relfects that in
Manitoba, because it is publicly owned, they cannot make a profit. They can simply charge
enough to cover their costs and perhaps ongoing for three or four years to preventconstant
rate increases.

When you talk in terms of a debt or the ability on the open market to sell one’s debentures
it's the ability to pay. It's the fact that in the case of hydro and the case of telephone you have
two absolutely essential services which the public must pay for, the user must pay for. Inthe
case of hydro much of the users and much of the money to retire the debtand to retire the
capital costs is not just paid by Manitobans but it is converted into exportable products.So,
as | recall, about 30 percent of the monies flowing into Hydro are as a result of the
manufacturer of goods which leave the province; in the case of let’s say the mining industry
which uses a great amount of electricity but the price that they then sell to outside the
province when they ship it out of the province includes the cost of their power consumption
and they are large as | say energy users.

So in the final analysis it is the value added which determines the viability of it but in
addition to that, when governments — and | know they do this — because they are not a
private business they don’t show an asset per se. The Norquay Building — | don’tknow, | am
just guessing — probably is paid for by now. On the other hand | don’'t doubt that if the
Norquay Building was put up for sale tomorrow without a reserve bid you'll get a buyer. And
if you don't put iton reserve bid I'll be the first tobid on itand then | will gladly rentthe offices
back to government and make money on it because | am entitled to not only get back my
capital investment but also a return on my investment, an interest rate on my investment.

So there is an asset there and yet governments do choose and | know it is quite normal to
show no assets at all insofar as all the public buildings, the bridges, etc., that have been built.
In other words they have no value and yet if somebody were to sell me a major provincial
bridge in the province and allow me to put up a toll charge on it | will make money on it
because people have to cross it.

So | am wondering whether in fact this concept that it has no value, it’s an asset with a nil
value on it—it may be proper accounting from the government’s pointofviewbutifyoutry
to relate it to the private sectorthen | think it is like comparing apples and oranges. And when
We hear all the talk about how it's got to be run in a businesslike way then either you run it
totally in a businesslike way and say that Hydro is for sale and we will sell it for its book value
— you'll get buyers, you'll get them tomorrow because they’ll make a lot of money on it, Mr.
Ziprick, won't they? Because if you put it on the book value of Hydro today you'll haVe bids
Within 48 hours and they’ll make a lot of money on it because the value of Hydro is far more
than the book value of today. The essential nature of hydro is such that they will get whatever
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rate they determine if it's in private hands because you can’t do without hydro, you can’t
have brownouts, you can’'t have lack of power. So what | am saying to you is that the value,
the asset that Manitoba citizens have acquired over the years is meaningful to the private
investor and he will show it differently in his books for tax purposes. Governments choose
not to do that. But to try to mix the two together and say that you have to use a businesslike
approach on the one hand and then to ignore the businesslike approach on the other is, |
think, confusing the issue and really is comparing apples and oranges.

MR. CHAIRMAN: Mr. Blake, on a point of order.

MR. BLAKE: Mr. Chairman, on a point of order, I'm just wondering if we're not getting off
onto some philosophical arguments on both sides here and maybe not serving the best
interests of the committee in going through the Auditor’s Report and on into Public
Accounts which we've heard this morning. We haven't finished for some time and if we
continue in this vein | don't think that we are going to finish again for many many days. |
realize some of my colleagues are on the listbut | just wonder if we might proceed with a little
more dispatch in getting through the Auditor’s Report or we may never finish again this year.

MR. CHAIRMAN: Perhaps Mr. Minaker will bring us back to page three. Mr. Minaker.

MR. MINAKER: Not necessarily, Mr. Chairman. | Wouldn't mind making a couple of brief
comments and questions relating to the topics that took place with Mr. Cherniack and Mr.
Miller and | wonder, Mr. Chairman, if | might ask Mr. Ziprick — Mr. Cherniack indicated
about a two-cent tax on gasoline that was supposedly imposed by our new government. |
wonder, Mr. Ziprick, in your Auditor’S Report and your auditors when they reviewed the
Public Accounts, is there a two-cent tax included in the gas revenues for the year ending
1977. A total of 17 cents of taxes.

MR. ZIPRICK: If you're referring to the tax that was imposed for insurance, that's not
included as revenue in the Public Accounts; that was transferred directly over to the
Manitoba Public Insurance Corporation and it's recorded in there. So it is not included as
revenue.

MR. MINAKER: So it's a subsidy to Autopac.

MR. ZIPRICK: Itwas alevy, a levy for aspecific purpose, a levy for Autopac purposes. And
being a levy for Autopac purposes it was directed for that purpose. Now if it is changed it
would be included somewhere else.

MR. MINAKER: Mr. Chairman, also | couldn’t help but note Mr. Miller indicating about
lowest telephone rates. | also might draw to his attention that prior to them becoming
government | think wehad one ofthe lowest hydro rates in Canada which is notthe case at
the present time.

MR. MILLER: It was the second lowest.

MR. MINAKER: | think we had the lowest. Mr. Chairman, through you to Mr. Ziprick. |
would presume that you have had a chance to talk with other provincial auditors and | am
sure you have reviewed different accounting procedures and the circumstances thatoccur.
Have you ever run across, in your experience, any governmentsselling bridges or highways
or government buildings such as this to private people?

MR. ZIPRICK: No, not buildings such as this but buildings are being sold.

MR. MINAKER: Examples of bridges and that being sold, have you ever run across this
example?

MR. CHERNIACK: Well a boat is a bridge, in effect, between two shores.

MR. ZIPRICK: | think there is a point here that should be realized and the point that Mr.
Miller said, that the Bell being privately owned and the same way with bridges. Now, if you
want to transfer some risk on a particular building you could do that, dispose of the building
and transfer the risk to a private entrepreneur. Now if that private entrepreneur is then
carrying the risk there is an immediate control mechanism built in in that that debt can be
removed by foreclosure on that without the province being involved. So it introduces
another element of control to some degree. Now if the building is needed then the province
could buy it. If that particular entrepreneur couldn’'t manage and was going bankrupt the
province could then go an acquire it for the price that is going. So you could shake down a
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liability through that kind of a system whereas if it's in part of the liability of the province
there is no way you can shake down part of the liability. For instance hydro, there is no way
that Hydro's liability could be reduced by a bankruptcy system because the province is
guaranteeing it. On that basis the whole provinceis standing behind it. If the province wasn't
guaranteeing it there is a possibility of reducing a non-viable liability through a bankruptcy
procedure.

MR. MILLER: You're saying Bell Telephone could go broke, conceivably.
MR. ZIPRICK: That's right.

MR. MINAKER: Mr. Ziprick, you don't have to answer the question if you don’twant to but |
was just wondering . . . You indicated earlier with regard to listing assets when thereis only
monies owing on them . . . Do you feel that if we were to show a billion dollars of assets or
two billion and our per capita debt was still around the 3,500, the gross per capitadebt, do
you think it would make any difference of how many more dollars we could borrow?

MR. ZIPRICK: No, there again like Hydro and just to comment on what Mr. Miller, the
Hydro assets and the way the Hydro accounting system works is very comparable to a
commercial enterprise. Their assets are recorded at cost and are being amortized as an
expense to providing the service in the province.

This kind of amortization system would only be useful if the entire province’s service was
to be provided at cost and recovered on that basis, working over the period of each year as to
what you pass on or don't pass on to future generations. That kind of accounting approach |
don’t think to my knowledge is being considered. | know here in the United States there has
been even a mock-up balance sheet and financial statements have been created on the
whole United States government. | have a copy of it. It's a pretty interesting document. But
they're in thevery early stages and in there they say, well, it's just a pro forma deal and they
feel that it will require a lot of research and review as to the usefulness of that kind of
approach and its cost and involvement and whatever have you. So, just whatapproach they
will take | really don't know.

In Canada there hasbeen asort of agenerally accepted approach thatis being developed
over the last number of years which is working on the net debt concept.

MR. MINAKER: So in essence it boils down to how much do you owe and how much are
you able to pay on a time basis when you go out for money?

MR. ZIPRICK: Yes. Well of course the able-to-pay takes in the broader concept of the
whole economy. It's how much you owe and how much your charges are and then let
anybody evaluate for themselves taking the whole economy. There is nowhere in the Public
Accounts or anywhere . . .

MR. MINAKER: Regardless of what we put in the assets.

MR. ZIPRICK: . . .thatan attemptis being made as to how much can be sustained from
the economy.

MR. CHAIRMAN: Mr. Wilson. Mr. Minaker.

MR. MINAKER: Well, if we've finished with Page 4, I've gota question on Page 5 if you want

MR. CHAIRMAN: But we haven't finished Page 3 yet. Mr. Wilson.

MR. WILSON: Well, staying on the samePage 3, when the Member for Rock Lake wanted
to know if Mr. Zip rick could tell us what the interest paid to financial institutions was, | don't
believe he was able to answer us and | hoped that he would be able to come back to the
committee with that answer because the Minister of Finance had indicated that there was
about 14 cents from the federal point of view. I'm just saying if you look on Page 20 and on
Page 114 and 115 of the grey book you will see where the Royal nk of Canada enjoyed $136
million overdraft and then when you get over here it says under the Minister of Finance
budget, it says, Public Debt, a total of $158 million, and I'm wondering with those alarming
figures if we couldn’tgetsomeidea if Mr. Schreyer’s group was probably the best friend that
the financial institutions of Manitoba had, in that they enjoyed a bonanza in interest rates
and overdraft rates under his administration. So | would be interested in what the cost of
dollar borrowing would be so that | could attach the blame to the former government.
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MR. MILLER: That's the purpose of the exercise.
MR. WILSON: That's right.
MR. CHAIRMAN: On Page 3 of the Auditor’'s Report, Mr. Cherniack.

MR. CHERNIACK: | have two questions, one to Mr. Ziprick. Mr. Minaker referred to a
subsidy to Autopac. | want Mr. Ziprick to inform us whether during this year that's under
review there’s any evidence of any subsidy paid by government to Autopac?

MR. CHAIRMAN: Mr. Ziprick.

MR. ZIPRICK: There is no money paid from the consolidated fund thatwas designated to
be collected by the consolidated fund to Autopac.

MR. CHERNIACK: Thank you. A question to Mr. Craik. He did notanswer myinquiryand |
wonder if he would care to answer it, as to whether or not he would make this committee the
vehicle by which he would be presenting any suggested changes to the balance sheet in
reflecting the value of what people call capital assets.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Mr. Chairman, | think what might be agood or maybe perhaps an acceptable
procedure would be to look at perhaps dealing with the accounts now prior to Session, but
hopefully being able to deal with these with some degree of dispatch and perhaps during the
course of the legislative session the committee at that time could address itself to any
changes in procedure rather than dealing with them at this time.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, | just want to comment. By all means | didn’t ask it be
done now. | asked if it would be considered for the future and we could then consider it a
matter for the agenda for future . . . —(Interjection)— Thank you.

MR. CRAIK: Some matters such as may or may not come to the committee, but | would
think we will have to make some determination of what particularmattersshould come to the
committee for review, and | would think that the best time to do that would be . . .

MR. CHERNIACK: Later on.

MR. CRAIK: . . . at some time after we've finished these accounts.
MR. CHERNIACK: By all means.

MR. CRAIK: Probably during the Session.

MR. CHAIRMAN: Are there any further questions on Page 3? Page 3—pass; Page 4. Mr.
Minaker.

MR. MINAKER: No.
MR. CHAIRMAN: Page 4—pass; Page 5. Mr. Minaker.

MR. MINAKER: | wonder, Mr. Chairman, if the Auditor could expand or elaborate on with
regard to the Manitoba Data Service Division's accumulated deficit of 1.9 million and his
opinion that it's chargeable to the province appropriation and the province should have
provided for it.

MR. CHAIRMAN: Mr. Ziprick.

MR. ZIPRICK: The ManitobaDataService is providing service for the province pretty well
in its entirety and all the costs of providing that service is really a charge against the
province.

In this instance the costs are being deferred, but thereis no, for instance, any kind of a
deferred charge that could be justified by way of programs or anything like that that will
apply tothe future. Sothisis just a cost of operating and a deficiency in the year's operating
and in effect is a charge to the province.
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Now the rate structure that has been set up has not picked this up. The rate structure is
being adjusted so presumably it will be picked up in the future and when it does get picked
up then it will be taken care of. But we view that this should be considered as an additional
charge to the province for this particular year.

MR. MINAKER: So, Mr. Chairman, then in the Estimates if | remember correctly, the
different departments had charges or expenditures for their computer services and so forth
and | presume that that expenditure showed up as arevenue for or transfer to the Manitoba
Data Service. Is this correct?

MR. ZIPRICK: That's correct.

MR. MINAKER: So thatin actual fact the appropriate rates being charged at that time were
not adequate to cover the operation of the facility7

MR. ZIPRICK: That's right.
MR. MINAKER: Strictly on expenditure, not on capital?

MR. ZIPRICK: That's right. The capital has beentakencareof. . .basically paid off.Now|
think that there is some capitalization but it is relatively nominal.

MR. MINAKER: And atthe year end there was this deficit of 1.9 million.

MR. ZIPRICK: That's right.

MR. MINAKER: What was the total revenue for the operation of DataServicefor that year?
MR. ZIPRICK: | don't know. | would have to refer to the financial statements of . . .

MR. MINAKER: Because | sort of looked through there and | couldn’t really find it in the
Public Accounts with any ease.

MR. ZIPRICK: No, no, itisnotinthePublic Accounts now. Itis adivision under Telephones
that is shown separately. There is a separate financial statement for it that would show the
total revenue and the total expenditures with this figure as a deficit.

MR. MINAKER: Would it have been a very noticeable amount? | mean, would it represent
20, 25 percent or 50 percent of their actual operating . . . ?

MR. ZIPRICK: No, it is not a very large amount. The small percentage in rate increase
would have taken care of that 1.9 million.

MR. MINAKER: Which would have reflected in

MR. ZIPRICK: Yes, asmall increase in the rate for that year would have picked up this 1.9
million and then the province’s expenditures would have been 1.9 million higher and they
would have been at a break-even position.

MR. MINAKER: Sothisends up being absorbed withintheTelephones atthepresenttime
or is it being carried by them?

MR. ZIPRICK: Well, it is being carried by them through an advance system. Actually the
province has advanced them money and they are shown as advances receiveable from the
Telephones to carry this deficit.

MR. MINAKER: Is there any other Crown Corporations that provide this type of service
that would maybe have a similar deficit somewhere?

MR. ZIPRICK: No, or otherwise we would point it out.

MR. MINAKER: Ofcoursethatagainis notunderyour responsibility. I'm thinking of the air
service which had done work for Saunders Aircraft’ | think for the government testing.
Where would that show up?

MR. ZIPRICK: Well, the air service is not a separate division like this data service is, it's a
separate accounting division. It would defer this kind of an expenditure through advances.
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MR. MINAKER: It would show up as a bad debt then, would it, for the . . . ?

MR. ZIPRICK: Well, no. It's just part of an appropriation, so whatever it was deficient is just
picked up in the appropriation and there would be nothing deferred. In other words, if it was
a Crown Corporation it had a deficit of let's say $2 million and the province made an
advance, not a charge to the appropriation but an advance of $2 million, then they would
have $2 million payable to the proVince and $2 million deficit which would have to picked up
in subsequent years.

MR. MINAKER: Well the particular instance | referred to was | think there was about
$150,000 that Saunders owed, | don't know whether it was Industry and Commerce or
Northern Affairs to the transport. Do you know if that was ever paid?

MR. ZIPRICK: |don'tknow. Ifithasn’tbeen paid it is not. carried asareceiveable.So ifwe
do get that amount it will be just as additional revenue. To my knowledge it is not being
carried as a receiveable by the province from Saunders. So any realization from there would
be recorded in /r's next yea Sundry Revenue.

MR. CHAIRMAN: Mr. Orchard.

MR. ORCHARD: Mr. Chairman, my question is to Mr. Ziprick regarding capital division
investments, on Page 5. The balance sheet indicates some $228 million in assets basis
capital division investments. In particular | am interested in a couple of them, | suppose the
largest one being the Manitoba Development Corporation common shares which are a total
of 500,000 common shares at a par value of $100.00 for a total of $50 million investment.

Since it shows up in the province’s balance sheet as an asset is there any potential to
establish a market value for those 500,000 common shares in MDC to see whether our
investment is a valid one?

MR. ZIPRICK: Well you'd have to assess it on the basis of the MDC's balance sheet. But|
think that by and large most of this $50 million is just like the other asset that we were talking
about, just an offset to debt being raised by the province because that was the main reason
of financing it on that equity basis is that they could not sustain it.

MR. ORCHARD: Then further this might fall in, and I'll have to go back to get the proper
terminology. This $50 million may in fact be much akin to a conditional grant which atsome

time may haveto be written offby the provincebecausethereis no assetbaseto back up that
$50 million investment?

MR. ZIPRICK: That’s right.

MR. ORCHARD: Or no recoverable funds within that $50 million . . .

MR. ZIPRICK: That's right, it is exactly the same kind of an asset.

MR. ORCHARD: And if at that point in time we continue with the same type of balance
sheet then our asset section would decrease by a figure something of $50 million and we
would be short that much asset?

MR. ZIPRICK: That's right.

MR. ORCHARD: Now further if we follow down. In Leaf Rapids Development Corporation
Limited does a similar situation exist there with a $9.3 million book value in the province’s
investment?

Is there recoverable assets in Leaf Rapids Development Corporation to that extent?
MR. ZIPRICK: Most of Leaf Rapids is recoverable or probably all of it. There is some
income debenture but it's being paid off through the usage of the complex so | would say
that most if not all of Leaf Rapids will be recoverable.

MR. ORCHARD: And similarly the two latter ones, the Channel ArealLoggers, Moose Lake
Loggers, they’'re a much smaller investment, basically recoverable?

MR. ZIPRICK: No, we don’t consider those as recoVerable.
MR. ORCHARD: Thank you.
MR. CHAIRMAN: Any further questions on Page 5? Page 5—passed. Page 6- Mr. Minaker.
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MR. MINAKER: Mr. Chairman, | wonder if | could ask Mr. Ziprick, under Leaf Rapids
Development Corporation where it was reduced by $2.5 million by transfer facilities to the
Leaf Rapids School District — or actually it was $2.4 million — what facilities were
transferred and could you maybe elaborate on that particular book entry?

MR. ZIPRICK: School buildings were actually transferred to the school district to be paid
for in the same way as other school buildings are being paid for. So it will be paid for through
grants being made.

MR. CHAIRMAN: Mr. Orchard. Mr. Miller.

MR. MILLER: On this Leaf Rapids schools, that took place when the school district was
created.

MR. ZIPRICK: Yes.
MR. CHAIRMAN: Mr. Orchard.

MR. ORCHARD: My question, Mr.Chairman, is the lastparagraph on Page 6 under Special
Reserve forRetirementofDebt. I'm alittleatalosshere. |t seemsasiftherewas an indication
that a system of accounting is being inappropriate for provincial government operations. |
haven’t been in on Public Accounts in previous sessions and | would like a little clarification
on what exactly is inappropriate.

MR. CHAIRMAN: Mr. Ziprick.

MR. ZIPRICK: Itgoesback to the fund accounting and the way it's done in the municipal
system and this has been carried over in the province. Ithasvalidity in the municipal system
where it's strictly observed and cash is not mixed. In other words if you raise cash for a
specific building the cash is retained for that purpose and used for that purpose. In the
province here the money is raised and then is being spent for whatever purpose as it is
needed. Some of it is raised for this particular purpose but if there's an excess it's spent for
another purpose so you're departing from a strict fund accounting system. Now | see
nothing wrong with departing from a strict fund accounting system in the province because
to stay strictly within the fund accounting and to maintain these kind of cash balances would
just increase your net interest costs because the bank would pay you interest on your
balance that you have for a particular fund but it would generally be lower than the interest
you would have to pay somewhere else. So I'm completely in agreement with not staying
within the fund accounting butthen if you're not staying within the fund accounting then the
whole system sortof breaksdown and it should be departed from and the overall accounting
system that whatever cash you have you use it for whatever purpose you need and that'’s it.
Now if you don’t have the cash then you don’'t create a cash position on the books by
increasing a bank overdraft and creating a cash position in that way and that's the concern
that we have. We completely agree that fund accounting in a provincial setup is not
appropriate within the present context and we're saying it should be done away with.

MR. CHAIRMAN: Mr. Orchard.
MR. ORCHARD: Further then, the last line says, “There was a substantial bank overdraft and this
transfer only increases the book bank overdraft resulting in an overstatement of the assets and
liabilities. It is recommended this overstatement be corrected.” Now would you have an estimate of
the size of that overstatement in assets and liabilities?

MR. ZIPRICK: By $17.1 million.

MR. ORCHARD: Just by the $17.1. Okay.

MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, how would Mr. Ziprick make this change to make it
appropriate rather than inappropriate? There's $38 million in assets. Would he add that to
the sinking funds or would he subtract that from a liability?

MR. ZIPRICK: Well that's the point that | was making, there was no $38 million in assets
because the money had been spent long ago.
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MR. CHERNIACK: What would you do to make this appropriate?

MR. ZIPRICK: ['d just reduce the bank overdraft and kill the reserve. | wouldn’t create a
reserve through increasing debt.

MR. CHERNIACK: So you would reduce the liability by $38 million eliminating the asset
and $38 million of liability. Is that what you would do?

MR. ZIPRICK: Well the $20 million pertaining to Hydro is really equivalent to advances to
Hydro except that this item is supported by debentures where the other advances aren’t. But
in effect it was $20million that was giventoHydro andHydro supplied debentures and these
debentures are sitting as a debt of Hydro. So in effectthat $20 million, to make it comparable
with others, would be to move it into “Advances to Hydro.”

MR. CHERNIACK: | see. Would that be shown as an asset or reduction of liability?
MR. ZIPRICK: That $20 million would be shown as an asset in “Advance to Hydro.”
MR. CHERNIACK: Under which item?

MR. ZIPRICK: Under “Advances to Utilities.”

MR. CHERNIACK: Where do you have that?

MR. ZIPRICK: On the balance sheet we've just finished dealing with Advances and Other
Receivables and Manitoba Hydro has $497 million.

MR. CHERNIACK: So youwould move $20 million up to Advances and youwould reduce
Liabilities by $38 million.

MR. ZIPRICK: By $17 million.

MR. CHERNIACK: By $17 million. These book entries would satisfy what you call
inappropriate.

MR. ZIPRICK: That's right.

MR. CHAIRMAN: Any further questions on Page 6? Page 6—passed. Page 7 - Mr.
Cherniack.

MR. CHERNIACK: By the same token do | understand that Mr. Ziprick is recommending
that the sinking funds, which [ think total close to 139, that that should be deducted from
public debt.

MR. ZIPRICK: Yes.

MR. CHERNIACK: And if that were done then that would reduce the gross public debt
wouldn't it.

MR. ZIPRICK: That's right.

MR. CHERNIACK: And yet it's a bookkeeping entry.

MR. ZIPRICK: No, showing the public debt as debt of sinking fund is quite an acceptable
practice and particularly in this situation. In effect most of the sinking fund paper that's an
asset is the Province of Manitoba paper so you've got a piece of paper up here that says “I
owe” and a piece of paper here below says “I've got an asset.” In effect you haven’t got
anything, either debt or asset.

MR. CHERNIACK: That would preventirresponsible people from using a gross debt figure
as a false reflection of the liabilities of the citizens.

MR. ZIPRICK: |won'tgetinvolved into that argument but | have made this statement fora
number of years, that the public debt is net of sinking funds.

MR. CHERNIACK: Mr. Chairman, may | ask Mr. Ziprick or Mr. Craik whether his advice is
being taken by the Government of Manitoba in the reflection of the statement.
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MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: The answer, Mr. Chairman, is yes and the answer to the other thing, the
question regarding whether the irresponsible statement may apply to the irresponsible
statement of net debt as well made by the former government.

MR. CHERNIACK: No it wouldn't because netis . . .

MR. CRAIK: If it applies to what Mr. Cherniack thinks is the irresponsible statement of
gross debt, it reduces it from $3,500 per capita to $3,370.00.

MR. CHERNIACK: Nonsense. Your arithmetic is cockeyed.
MR. CRAIK: There is still a million people in Manitoba.
MR. CHAIRMAN: Mr. Miller.

MR. MILLER: Mr. Chairman, further to Mr. Ziprick. Isn’t it a fact though that the bond
buyers pretty well dictate the terms when they make their loan and don’t they insist on
sinking funds or a type of repurchase fund that should always be made available because it
supports asecondary market, it makes it possible for the province to buy their ownsecurities
when they come on the market, it makes Manitoba bonds more attractive. Isn’t that an
important factor rather than just straight bookkeeping balance and how it looks?

MR. ZIPRICK: Well as far as | understand the whole premise of the sinking fund here is to
sort of make money available and the money is only made available by borrowing some
more. So the whole premise is to borrow in addition to what you need to borrow to clean up
small issues off the market. The point that | raise here is — and I'm no expert in the
investment and the borrowing area but on a straight logic basis the question arises, the
amount that we gain in the reduction of interest by having a provision to tidy up the market
and then the raising of somewhere in the neighbourhood of $50 million a year to replenish
the sinking fund, and the cost to raise $50 million would be anywhere from one-half to one
percent just to place it on the market, is to whether we're getting sufficient advantage to do
that. Now as | see it we can still legally meet the requirements. All we would have to do is
issue our own piece of paper, notgo through the market, and put ourown piece of paperinto
the sinking fund and we'd have the same thing.

The other thing that concerns me is purchasing these province securities off the market.
What price is being paid for them and then if there is some benefit, who is entitled to sell.
Normally if there is early redemptions it's by some lot drawing or what-have-you. Here I'm
notsure as to what kind of an approach is used to determine early redemption. So I'm just
raising itas an issue, not as an expertbutas an auditor that may have some involvementand |
have some concerns.

MR. CHAIRMAN: Mr. Miller.

MR. MILLER: Mr. Chairman, again to Mr. Ziprick. | recognize your last statement where
you say you raise it as an auditor not as an expert in the field. Have you discussed with the
Department of Finance whether in factthe procedures that have been followed and followed
for years, having asinking fund, the requirement to have funds available, whether that in fact
isn’t financially more beneficial to the province in the long run than to simply not have the
sinking fund and simply, as you say, save in that regard. What I'm getting at is, have you
discussed with the Department of Finance which is the most beneficial way in the long run
over the long haul.

MR. ZIPRICK: Yes, | havebeen discussing this issue with the Department for several years.
MR. MILLER: |s there a difference of opinion?

MR. ZIPRICK: The consensus that I'm getting is that it is beneficial but there is no
documentation essentially to indicate that. Now as far as I'm concerned all | was interested
in was to get some documentation. Once | have some documentation that the Legislature
and you people are satisfied I'll drop the issue and won’t bring it up any more.

MR. MILLER: So basically it's your opinion, not being the expertin the field of investment

in the foreign market versus the people who are expert in that field in the Department of
Finance, there’'s a difference of opinion there.

24



Public Accounts
Tuesday, February 28, 1978

MR. ZIPRICK: Well it's not even my opinion. | just have some concerns that | would like a
statement and then if there was written documentation in the statement that | could referto|
probably wouldn’'t have made the observation.

MR. MILLER: So you've flown a balloon and are looking for an answer.
MR. ZIPRICK: That's right.
MR. CHAIRMAN: Mr. Cherniack.

MR. CHERNIACK: Mr. Chairman, I'm concerned about what has just been discussed
because | thought that Mr. Ziprick was only talking about presentation and that he would
have wanted to see, | assume, on the liability side of the balance sheet the debts and then
under thata statement saying: Less sinking fund, net so much. | thought that’s what he was
talking about but if he is now challenging the feasibility of actual transactions that take place
in the Department of Finance as to the establishment and maintenance of a sinking fund
then | think that was he is saying is basic and frankly — and | have to tell that to Mr. Ziprick to
his face — | cannotacceptthe fact that he raises a point admitting that heis notexpertin the
field and contrary to the opinion of people who are considered to be experts and then wants
documentation about something which is a market problem and which I think that brokers in
the secondary market are more competent to deal with than he is, whether | shouldn’t
request the Minister of Finance to look into this question and establish to his own mind what
is the correct way. | think that possibly if the Auditor is not satisfied with the opinions
expressed by the Department of Finance experts then maybe this committee which
represents the Legislature should look into it and inform the Auditor about his concerns.
Frankly, it is my impression it is very difficult to document the basis for an interest rate
except to say that people with some experience will know that part of the interest rate
established on the lending of monies to a province is not only the acceptance by the market
of the original issue but the continuing after market and secondary market rate at which the
bonds are sold.

| believe that the province hasbeen following a good procedure butif ithasn’t| think it is
more a matter for the Minister of Finance to satisfy himself by consulting the experts than to
have a continuing debate about this balloon as Mr. Miller referred to and Mr. Ziprick agreed
was a proper definition of this point he raises. | think it ought to be settled and | am kind of
disappointed it hasn't been settled up to now but maybe Mr. Craik could look into this and
inform the committee in due course what his position is on this.

MR. CHAIRMAN: Mr. Craik.

MR. CRAIK: Mr. Chairman, Mr. Ziprick has indicated he has been talking with the
Department of Finance people for some time, perhaps years, and perhaps Mr. Cherniack
and Mr. Miller, nor myself, may not have been party to the discussions but | will assure Mr.
Cherniack that we won't sink the fund right away and that we’ll continue to talk about the
sinking fund without sinking it.

MR. CHERNIACK: | would appreciate if it were dealt with and if the committee could be
informed of Mr. Craik’s position.

MR. CRAIK: | realize there aretwo different topics, the one topic, whether theentry formof
it is quite different from the second topic which is the existence at all of the mechanism.

MR. CHERNIACK: Much more basic. Presentation is one thing but this is more basic. Yes,
Mr. Craik is right.

MR. MILLER: Mr. Chairman, the presentation is not what Mr. Ziprick is getting athere. Mr.
Ziprick is really suggesting that we move away from having reserve funds to buttress the
secondary market and all of these other factors which have to do with the marketplace and
that's not presentation, that's the guts ofborrowing money. [tmay be a small percentage but
over many years, as | am sure the Department of Finance can indicate, that makes a
difference between the acceptability of Manitoba bonds at a certain interest rate and just
acceptability of the bonds themselves because that’s a requirement that as a matter of fact
the lenders in the past have demanded and they're not demanding it just for the sake of
demanding it. All the brokerage firms recognize the value of this and feel that it makes it
possible to sell debentures which otherwise you would have to sell but perhaps at a slight
premium but that premium compounded over years costs millions.

MR. CHAIRMAN: Mr. Ziprick.
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MR.ZIPRICK: Actually|have raised two distinct points. One is the presentation and | think
that Mr. Craik has answered that they agree with the presentation, that the sinking fund
should be netted off thedebt. The other, | raise aconcern—I'm not saying it should be done
away with — but | raise aconcern about the review becauseit’s a financial matterand people
have every right to place some responsibility on me to make some assessments. | have tried
to make assessments and | honestly can't and so | make the observation that it should
warrant a review, or if it doesn’t warrant a review but the powers that be are completely
satisfied at this point, if there is that assurance, | will acceptit. But | know other jurisdictions
don’'t necessarily do thatordon’tdoit to the same extents. | believe Ontario does not provide
sinking funds for all, they justprovide sinking funds forsome and only to a limited degree. In
this case | amjust concerned —forinstanceifl have aProvince of Manitobadebentureand |
can't market it, have | rightto come to the Department of Finance and say “I've got aProvince
of Manitoba debenture, you buy it because you have been doing it for others and why don't
you do it for me?” Or is it just for the convenience of certain types of brokers or what is the
situation? | really don't know.

MR. CRAIK: Mr. Chairman, perhaps to bring it to a head, | understand that it is based not
on regulation or practice, it is based on legislation and if there were any change it would
require a change in the Act of the Legislature.

MR. CHAIRMAN: Mr. Wilson.

MR. WILSON: The Auditor answered some of myconcernsand ofcourse | wassitting here
as a small businessman looking across at two former finance ministers, one that had
resigned, of course, and the Executive Council member over there, and | couldn’t help but
feelwhen Mr. Miller said theywent out buying theirown stock and went out buying theirown
bonds, it seemed to me to be an absolute waste of brokerage fees thatwe would engage in
this practice and | am very pleased that the Auditor has said at the convenience of certain
types of brokers or something. He is alluding that he doesn’t buy the system of buying your
ownissues. | remember Mr. Miller standing up and sort of looking forsomeapplause thatan
issue had been sold outand | wondered how many of those issues that the government had
bought from themself.
10-07 What | am saying is that | am asking the question to Mr. Ziprick . . .

MR. MILLER: | said what?

MR. WILSON: Well you stood up in the House and said that you had sold out a particular
issueand a few moments ago you mentioned that the government has been buying some of
their own bonds. '

A MEMBER: After, after.
MR. CHERNIACK: You have to understand what you're talking about.

MR. WILSON: Well this is why | say it is very interesting for a small businessman to sit
across from all these former finance ministers and have the Auditor explain to me why he
feels that we should be going out and buying our own particular stock and our own bond
issues. Would there be, Mr. Ziprick, any fees paid to brokerage firms for this exercise?

MR. ZIPRICK: Oh yes, in these cases all these bonds that are being bought back have gone
through the market and there would havebeen the normal fees of selling. —(Interjection)—
Yes, selling the bonds, the bonds in the first instance. Then the purchase of the bonds, the
fees are paid by the seller. So if | were to sell abond to the Province of Manitobatheywould
pay me a certain amount and | would have to pay the broker for selling that bond.

MR. WILSON: The question then that | would have to ask is it seems to me what we're
asking is the Finance Department to police themself and | think | agree with Mr. Cherniack’s
leanings. He is saying that maybe we should be examining and maybe making
recommendations because . . .

MR. CHERNIACK: | must be wrong if you agree with me.

MR. WILSON: Well, okay, { ask myself, looking at page nine, who was the — pardon the

expression but who was the person in the Finance Department in their wisdom decided to
borrow $240 million in U.S. funds and now our dollar is only worth 90 cents?

MR. CHERNIACK: Roblin, it was Roblin.
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MR. WILSON: | can’t envision the priorities of all the needs that | have in my particular
community and when we get into finances we see literally thousands and thousands of
dollars being poured away down the sink with these types of decisions and | can’t see why
we are making the brokerage firms rich and | can'tsee why we’rerepaying moneyin U.S. firm
dollars when the dollar drops to 90 cents and 89 and maybe down to 86. Somebody made a
mistake in saying that all the funds should be repayable in U.S. dollars. On this particular
;I)?jge alone, page nine, it means a loss tothe taxpayers of Manitoba of about $24.8 million so,
on't know.

MR. CHAIRMAN: Order please. | wonder if this would be a convenient time to break for
lunch. We can comeback to page seven at 2 o’clock. The committee will adjourn and stand
adjourned until 2:00 p.m. this afternoon.
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