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Mr. Chairperson: Will the Standing Committee on
Public Accounts please come to order. The business
referred to the committee for consideration this moming
is the following reports: the Public Accounts, Volumes
1, 2, 3 and 4 for the fiscal year ending March 31, 1995;
and the Provincial Auditors' Report for the fiscal year
ending March 31, 1995, Volumes 1, 2, 3 and 4. If
members do not have copies of these reports, there are
cxtra copies available. If you need them, please indicate,
and the Page will provide you with them.

Further, as Chairperson, I had circulated a letter to
committce members this past Monday requesting that
members submit to me items or questions requiring
detailed answers at the committee meeting. I had already
received a letter from Mr. Sale with a proposed list of

agenda items which I also circulated to all committee
members. For any committee members who do not have
a copy of this agenda item, please indicate, and the Page
will provide you with a list.

Therefore, prior to the opening statement, perhaps the
committee at this point should consider the proposed
agenda before it. Did the committee wish to adopt this
proposed agenda submitted by Mr. Sale? [agreed]

Now I would like to ask if the honourable Minister of
Finance (Mr. Stefanson) wishes to make any opening
remarks, and also the Auditor afterwards.

* (0940)

Hon. Eric Stefanson (Minister of Finance): Yes, I do,
Mr. Chairman. [ will be fairly brief. I have no problem,
as already agreed by committee, with the agenda as
submitted. I think the other part of our agreement last
time we met was we will see how today goes and either
attend to this meeting, or with House leaders, determine
whether or not we have one more meeting prior to our
House adjourning in early June. There were two or three
outstanding matters that I took as notice that I said I
would get back to committee on, and probably the best
way is for me to respond to them in my opening remarks.
There are about three or four items.

Very briefly, Mr. Chairman, the first one was that I get
back to committee on the issue of the American Practice
Management, APM, amount that was held in trust to
March 31, 1994, a sum of $726,411. A question was
asked regarding the reason that $726,411 was held in
trust for American Practice and Management as shown in
the Public Accounts for March 31, 1994. We were able
to determine that the contract with APM required a
holdback of 20 percent of all APM invoiced fees to be
held in an interest bearing trust account and released
upon certification that the consultant had met all of the
performance standards stated in the contract. There were
five separate projects resulting in five separate accounts.
All these funds were subsequently paid to APM in 1994-
95.
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The second issue I said 1 would respond back to
committee on was the issue of transfer of properties to the
province from Manitoba Properties Inc, MPI. A
question was asked regarding the transfer of properties to
the province from MPI and why these properties are
being returned over a number of years. As indicated at
the meeting, the return of properties to the province from
MPI results from an agreement with Revenue Canada to
wind up its operations prior to December 31, 1995.
Properties are being returned over a period of years so
that the appropriate tax status of MPI is maintained for
purposes of the corporation income tax.

The original structure of MPI was designed so that the
company operated on a break even basis and was not
subject to additional taxation while at the same time
maintaining a sufficient cash flow to cover its dividend
and debt servicing obligation. An issue regarding the
valuation of the properties transferred arose during a
Revenue Canada audit of the corporation in 1988. The
settlement negotiated with Revenue Canada required the
payment of income taxes in the taxation years January 31,
1993, 1994 and 1995 and for the period ending
December 31, 1995. The timing of the property transfers
was set to create sufficient taxable income in MPI in
order to satisfy the agreement with Revenue Canada.

Another issue I said I would respond to was the issue
of the interaction between the trust fund assets and
liabilities and the operating fund, and Mr. Chairman, a
request was made for information on the interaction
between trust fund assets and liabilities and the operating
fund. I would be pleased to provide some information
that I hope will give committee members a better
understanding of the trust operation.

The trust fund and the operating fund together
constitute the province's Consolidated Fund. The trust
fund is made up of four basic types of trust accounts. |
will describe each type and also indicate the approximate
percentage of each kind to the total. The following
categorization of accounts is consistent with the approach
followed in the summary financial statements, Volume 3
of the Public Accounts.

1) Funds held on behalf of government enterprises: 75
percent of total funds held. These are operations which
do not receive the majority of their funding from the

provincial government and whose activity is carried out
on a business-type basis

2) Funds held on behalf of Crown organizations: S
percent of total funds held. These are funds which, for
purposes of the summary financial statcments, arc not
considered to be on a business basis, but rather delivering
special programs on behalf of government.

3) Special funds: 15 percent of total funds held
These are government funds held for special purposes,
such as the Fiscal Stabilization Fund; and

4) Fiduciary trust arrangements: 5 percent of total
funds held. These are funds which belong to third parties
outside the government, reporting entity being held and
administered by the government.

Each of these four types of accounts may deposit with
the govanment any available cash for investment, or they
may deposit funds in trust to be administered by
government on their behalf These requirements are
usually set out in their respective legislation. The kind of
admunistration provided ranges from simply providing a
banking facility to full control over receipts and
disbursements within the trust's defined purposes In
addition, govermment enterprises and Crown
organizations may have sinking funds being held in trust
and invested by the minister.

In responding to this question, we felt it might be
meaningful and helpful to reorganize the presentation of
the 1994-95 trust accounts to be more consistent with the
above categorizations. [ have for distribution and will
circulate to committee a schedule which is intended to be
an illustration of the trust accounts within these
classifications. If it is agreed that this presentation is
more meaningful than the current format, we will
certainly endeavour to change the Public Accounts
presentation for 1995-96 fiscal year.

In the Public Accounts, the government also discloses
custodial trust funds. These consist of bonds and
secunities held in safekeeping on behalf of organizations
or enterprises, as well as trust money held outside of the
Consolidated Fund by various departments.  These
assets are not deposited in the Consolidated Fund and
are, therefore, not considered to be part of the trust fund
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They are simply reporting for accountability and
disclosure purposes.

With respect to the relationship between the operating
fund and the trust fund, deposits in the trust funds are
pooled with other available funds in the operating fund
for investment purposes. They are accorded a market rate
of interest. Some of the funds invested in this way may,
at some future date, be transferred to the operating fund
in accordance with the special purpose for which they are
being held, an example being the Fiscal Stabilization
Fund. However, ownership of these funds does not
change until the event occurs and a formal transfer takes
place. We will circulate copies of that revised summary
that I referred to, Mr. Chairman.

The last issue that I said I would respond to was the
whole issue raised of tax expenditure accounting. At our
last meeting, the member for Crescentwood (Mr. Sale)
asked that my department begin to provide tax
expenditure accounts. I agreed to explore the issue more
in order to establish what is involved in such an
undertaking and would now like to make the following
comments on this matter.

A tax expenditure account attempts to provide
information on the amount of revenue foregone from a
select tax preference. Finance departments across
Canada routinely estimate and evaluate the cost of areas'
tax incentives as part of the annual budget process;
however, only the Saskatchewan government and the
federal and British Columbia govemments of late
published relatively comprehensive lists of tax
expenditures on a regular basis. Other provinces have
published similar accounts only occasionally, and it is
generally understood that a tax expenditure account does
not address the desirability or effectiveness of tax
provision. In order to determine the cost of a selected tax
measure, it is necessary to begin by establishing a
benchmark tax structure.

Such an exercise is, by no means, as straightforward as
one may at first think. There are a number of gray areas
where one person's interpretation may not conform to
another's understanding of the intent and applicability of
a particular tax measure. I will provide members with an
cxample: The income tax deductibility of entertainment
and mcal expenses is considered by some as a legitimate

business expense incurred to eam income, while others
view it as a personal benefit. This ambivalence is
recognized in the system by allowing only 50 percent of
the expenses to be deducted. Should the deductibility of
the remaining half of these expenses be considered a tax
expenditure anymore than a deductibility of the cost of
renting office space or salaries to employees or for a
business telephone line, for example, or recognized as a
legitimate business expense and not generally viewed as
atax expenditure? This is the type of question that must
be addressed.

I would also like to point out that every tax expenditure
item is estimated separately with no consideration given
to the effect, negative or positive, that a change in one tax
expenditure could have on another tax expenditure.
Removing one tax expenditure may have a consequential
impact on other exemptions, deductions or tax credits.
These second-order effects highlight one reason why a tax
expenditure account is fundamentally different from an
ordinary income and expenditure account. A tax
expenditure account can only provide an approximate
estimate of the revenue foregone by any one measure.
The individual items cannot be added together for an
overall total in any meaningful way.

Most of the tax expenditures associated with income
taxation in Manitoba are federal measures that apply
automatically to reduce provincial taxes, otherwise
payable by Manitoba taxpayers. Though the province
does provide some targeted incentives, such as the
temporary manufacturing investment tax credit, most of
the common income tax expenditures are federal
measures. Estimating the cost associated with various
personal and corporate tax expenditures is not as difficult
as it for other provincial taxes such as the payroll tax,
sales tax, capital tax, land transfer tax, gasoline and
motor fuel tax.

* (0950)

Manitoba Finance receives individual and corporate tax
filer information tapes from Revenue Canada on an
annual basis. The income tax tapes are, however, dated
to a degree. We have only recently received the 1993
taxation year data. Collecting data to estimate other
provincial taxes, however, is a considerably more
complex and time-consuming task.
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Tax expenditure accounting is more of an art than a
scientific undertaking. In addition to the philosophical
pitfalls associated with identifying the benchmark tax
structure and genuine tax expenditures, there are the
difficulties with databases available to produce reliable
estimates. Nevertheless, as I indicated at the last
meeting, we are prepared to do more work on this entire
issue as we work towards our 1997 budget to determine
whether or not there is merit in providing some kind of a
listing under a provincial tax expenditure account.

Mr. Chairman, those I think are responses to the
outstanding issues that I had undertaken to get back to
committee on, and just in terms of our process for this
mormning, I understand from talking to our House leader
that he announced the committee would run from 9:30
until noon. That is certainly my understanding, in fact,
again, my day and agenda are built around that, and I am
assuming that is the case with all the committee
members, and that we would be agreeing that we would
be adjourning the committee by noon. So with those
comments, | am prepared to deal with the agenda.

Mr. Chairperson: I thank the honourable minister. Did
the Provincial Auditor wish to make any opening
remarks?

Mr. Warren Johnson (Acting Provincial Auditor):
Thank you, Mr. Chairman. Yes, | have a response to a
question that was taken as notice at the last Public
Accounts committee meeting. It relates to the process of
appointment of independent auditors in each jurisdiction.
I have a one-page response here, which I will have
distributed to all of the members.

Overall, Saskatchewan appears to have the most
extensive legislative audit framework. The Provincial
Auditor is responsible to audit and report on all
government entities every year. The government,
however, may choose to appoint a second auditor whose
work is co-ordinated with that of the Provincial Auditor
for reporting to the Legislative Assembly.

In Alberta, their legislation is also very extensive.
Virtually all government entities except for regional
housing and health boards are under the control of the
Auditor General. The Workers' Compensation further
allows a separate auditor, but only at the direction of the
Auditor General. Where allowed by legislation such

separate appointments arc made by the government, but
the appointed auditors are required to report to the
Auditor General who can direct additional audit work be
undertaken. The Auditor General also has authority to
hire agents for the conduct of government audits

Canada and Ontario both have specific and similar
guidelines that establish audit responsibilitics based on
the mandate of each government entity. The Auditor
General or Provincial Auditor, as the case may be, is
responsible for auditing all entities that are primarily
funded from central appropriations, those ecntities
that contribute significantly to central government
revenues and those entities that have significant public
policy roles. Legislation allows altemative auditor
appointments only for those entities that operate in a
somewhat self-sufficient or competitive environment.
Where independent auditors are appointed by the
government, the Auditor General or Provincial Auditor
may be consulted.

In British Columbia, the Auditor General is directly
involved in the approval process for appointing
independent auditors where such is allowed by
legislation, and there are four provinces where there is no
involvement in the appointment process for auditors by
the respective Provincial Auditors. These arc New
Brunswick, Nova Scotia, Prince Edward Island and
Newfoundland. I was not able to determine the process
in Quebec for the appointment of independent auditors.

Mr. Chairperson: I would like to thank the Provincial
Auditor.

We will now proceed to the consideration of the
reports, and the first item on the agenda.

Mr. Tim Sale (Crescentwood): I want to thank both
the munister and the Auditor for those helpful responses
Just as a matter of, I guess, efficiency, I recognize the
need to put some things on the record, but it might be
equally helpful if those kinds of written responses, which
I think are very helpful, were tabled and simply provided
to the members as tabled documents. I think, in
particular, when we have a limited amount of time and a
long agenda, it would be very helpful.

My first very cursory response to the trust fund
balances presentation is that this would be a great
improvement. 1 would make the same comment I made
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last time, that if the page references were included in
terms of Volume 4—well, most of these would be Volume
4, although not all of them, I guess, and if they were in
sequential order as they are found so we just keep
working towards ease of use of the documents, I think
that would be very helpful. We will look at these and get
back to the minister directly and to the Auditor about this
presentation. It certainly looks easier to understand when
you are categorizing them in the four categories the
minister referred to.

Very briefly, we raised the issue again in terms of
information of the points I and 2-1, sorry, in the
proposed agenda. Perhaps the minister and the Auditor
might briefly respond, particularly the minister—the
explanatory glossaries question.

Mr. Stefanson: The comments about sort of blending,
tabling, and reading a few things into the record are
certainly well taken, and we tried to minimize using as
little time as possible, but there were certain things we
wanted to get on the record. In the future, I think that is
a helpful suggestion.

On the first issue, explanatory glossaries, as I indicated
at our last meeting, April 19, of the Public Accounts
committee, we are considering the inclusion of this type
of information in Public Accounts, and the definitions
included in Volume 2 of the Auditor's Report can serve
as a useful starting point. We have also asked the
members to consider which accounts they feel need
further explanatory notes so we can make the glossary as
useful as possible. 1 would merely, Mr. Chairman,
encourage committee members, if they have any
suggestions, any accounts that they think further
explanation would be helpful, to provide that information
to us and we will certainly follow up onit.

Mr. Sale: The second item on the agenda-the
untendered contract system. It has a number of
inadequacies that the Auditor has pointed out. Just from
a very functional point of view, it is a very antiquated
data banishment system with very little information in it.
It is ofien well behind, I know, some departments were
six, nine months behind, and it is supposed to be
minimally quarterly data entry.

I wonder if the Auditor could comment on the problems
in this system, and from a very important perspective,

from the public's point of view, how will SOAs be treated
from the perspective of the untendered contract system
and normal disclosure govermment departments are
required to adhere to? What will be the regulations or
approaches in regard to SOAs?

Mr. Stefanson: 1 will make a brief comment first.
Based on our recent review of financial administration
acts in Canada, it is my understanding that Manitoba is
the only province that has this reporting requirement for
untendered contracts, and the Provincial Auditor's March
31, 1993, report, page 74, provides an update of the
recommendations made earlier by the Provincial Auditor
for improvement of the untendered contract system. Two
of the recommendations deal with clarification of the
provisions of The Financial Administration Act, the
Auditor's request that the term “public tender” be
clarified, as well as a reference to which government
agencies are to be included. Both of these areas will be
clarified when the new Financial Administration Act is
passed, hopefully during this session of the Legislature.

The last two recommendations were concerned with the
process for reporting untendered contract information.
The Auditor has indicated they were satisfied with the
new computerized reporting system which is situated
within the Legislative Building Information System,
LBIS. The reporting of untendered contracts is not
woefully behind. The reporting system requires that the
information be reported on a bi-weekly basis and that
contracts be reported within one month of awarding the
contract. The computer system automatically reminds
departments to report. At this date, all departments
except one are reasonably up to date in their reporting.
SOAs function similar to agencies separate from the
department and, therefore, would be reported as such.
Just some brief comments, Mr. Chairman.

* (1000)

Mr. Johnson: The problems that we had referred to in
our prior reports related to things like the definition of
what is a public tender—it was difficult to know when a
contract achieved public tendering or did not-the
definition around agencies for inclusion of the reporting
responsibilities and also the definition of what was meant
by public reporting. Subsequent to that report in, I
believe it was '89-90, we provided follow-up comments
in '92-93 and we had indicated that the system had been
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amended and we were satisfied with the process of
reporting, except forone element, and that is the scope of
the agencies that are included, or that report through the
system. Our beliefis that all agencies should be required
to report untendered contracts.

Mr. Sale: My discussion with people maintaining that
system and my attempts to use it in the last month or so,
prior to the last month or so, there were departments
which were well behind. I believe that a reminder went
to departments and a great deal of data entry was done to
bring the system much closer to current status, and that is
a good thing, but we should not have to send out those
kind of reminders in a sort of ad hoc way.

I believe that the untendered contract system should be
very clearly mandatory for departments to keep up to and
not semivoluntary, as it appears to be now. Iwonder if
the new act is going to clarify the mandatory nature of
that reporting system.

Mr. Stefanson: Mr. Chairman, I would be interested in
specifics, whether we want to get into them today or if the
member wants to provide them to me at a later date, but
through my department we do follow up on these every
two weeks, and, as I indicated, I said at this date all
departments except one are up to date, and I was
informed that as of this moming that department is now
up todate. So everybody is current with it, we do follow
up on it, and we will follow up on it, but if the member
has some specific examples and wants to share them with
me, by all means.

Mr. Sale: 1 would just give one example, and my
understanding is that the contract that was entered into
with the Exchange Group and Mr. Goldie did not show
up for some considerable period of time. When I could
not find that contract, I took the opportunity to review the
dates of several other departments most recent entries into
that system, and at that time, numbers of them were six,
nine months behind, and recently some of those have
been entered. I looked at Labour, Rural Development,
Health, Industry, Trade and Tourism and I do not believe
they were current at the time, but I do not want to take
more time to go into that at this point.

I would like to move on to the question of the
Manitoba Trading Corporation annual statements, which

are in Volume 4, page 507. The Manitoba Telephone
System is also page 491, as obviously everybody knows.

I want to just first of all explore the issue of the
transaction involving the Trading Corporation In \vcry
general terms, just in conceptual or theory terms, could
the minister indicate why it was seen to be useful or
necessary to involve the Trading Corporation in the
agreements between MTS, Faneuil and the government?
What was the reason for having to bring MTC in, which,
so far as I know, has never done this kind of thing before,
maybe the intention that it will do it in the future, but it
has not done it before that I know of? I wonder if the
minister could respond in broad terms. Why did the
MTC need to be involved in this issue?

Mr. Stefanson: Mr. Chairman, I will respond to that,
but I guess, of all the agenda items, this would be the
only one that I would want to point out that, firstly, I
think, very specific questions in this whole area, the
opportunity is there to pose them to the minister
responsible, obviously either through Question Period,
but more importantly through his Estimates process,
which I am sure will be coming up shortly. Secondly, our
agreament was to provide agenda and questions, and it is
not very helpful to merely say there is some concern
around the Trading Corporation and then not provide the
detailed questions as agreed to when we started our last
meeting.

So I will make both of those points and I guess
obviously determine how we move forward with dealing
with this whole area. On that question, my understanding
is the government cannot hold directly the kind of
investment that is being held here in Faneuil and
therefore a government entity needs to be utilized and
Manitoba Trading Corporation was determined to be the
most appropriate entity

Mr. Sale: Could the Auditor, Mr. Chairperson, through
you to the Auditor, could the Auditor confirm that there
is essentially a $3 million difference between the $16
million in Faneuil preferred shares indicated in the notes
to MTC's annual statement and the $19 million of MTS
debentures that will be assumed by MTC over a period of
several years, that essentially there is a $3 million capital
subsidy to this agreement? The Auditor simply
confirmed that, as I believe they already have in other
forums
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Mr. Johnson: Yes, that is correct. There is a $3 million
subsidy, I guess. It has been reflected in '94-95 Public
Accounts through a provision against that account, and |
think it went through the Department of Industry, Trade
and Tourism.

Mr. Sale: Can the Auditor indicate what the Auditor's
understanding is of the purpose of the exchange of
debentures and shares in this arrangement? What is the
value for money here? What was the purpose of this
exchange?

Mr. Johnson: I think, just to clarify the question, are
you trying to understand what value the Trading
Corporation is receiving, specifically for their part in the
transaction?

Mr. Sale: My understanding of the transaction is that
Trading was the vehicle through which the MTS database
was provided to Faneuil through a licence and sub-
licence agreement, and that the shares and the debenture
interaction, the provision of shares and the writing down
of debentures was primarily related to the role of MTC in
providing the licence to use MTS's database. Is that the
Auditor's understanding of what happened here?

* (1010)

Mr. Chairpérson: Does the Auditor wish to defer to the
Minister of Finance?

Mr. Johnson: Yes, thank you.

Mr. Stefanson: Mr. Chairman, I think if the Auditor
performed an audit of this area and has a report or some
element to it, I think some questions would be
appropriate. [ donotknow that it is fair to the Auditor to
be asking them questions about an entity that they have
not necessarily done an extensive audit of. Again, |
would only suggest that the opportunity is there to ask the
minister responsible all the questions that the member
feels he nceds to as part of the Estimates process, and
again, [ would also remind him that I do not think any of
this is in kecping with our initial agreement at the outset
of our first committee meeting, that if there are these
kinds of questions, as agreed to, he should have outlined
them to me and then we could have come here prepared
to respond to them. So I would suggest that specific
questions be dcalt with the minister responsible, and that
is the most appropriate route.

Mr. Sale: To the minister first of all, Mr. Chairperson,
the agreement that we have is that we will outline an
agenda. There is nothing in our agreement, and in fact,
quite explicitly to the contrary, there is provision in our
agreement for things which are not on the agenda. I
believe that I have more than fulfilled our agreement in
that I indicated the general area. The minister is well
aware that there are some 90 agreements in this complex
undertaking with Faneuil, and 1 would say most
fundamentally, and this, I think, the minister is simply
wrong in this case. We are considering Public Accounts.
Page 507 of Public Accounts is the audit of the Manitoba
Trading Corporation, and this is the only opportunity that
members have to ask the Provincial Auditor the questions
involved.

The Provincial Auditor does not attend Estimates, nor
should the Auditor do so. The Auditor comes to one
committee of the Legislature, and that is to this one. The
Auditor signed this account, Carol Bellringer, CA, page
507, so it is entirely appropriate that we should ask any
questions that we wish in regard to the function of the
Manitoba Trading Corporation, and quite explicitly on
page 512, there are quite extensive notes dealing with the
issue of the cumulative preferred shares, the debentures,
the issues of the complex agreement. It is not only in
order, it would be out of order to suggest that we could
not ask or should not ask such questions of the Provincial
Auditor. So I believe the minister's comments are not to
the point, and I believe the Auditor has a question which
I think the Auditor is prepared to answer, and I believe
that we have every right to ask the Auditor for his
understanding of this transaction, on which he has
reported at some length.

Mr. Johnson: My understanding of the transaction is
that the Manitoba Trading Corporation acquired a licence
to use the MTS database for seven years at a nominal fee
of $10. Trading then sub-licensed the use of the
databases to Faneuil for seven years at a one-time fee of
$16 million. Payment was made by a debt debenture
which was then exchanged for $16 million of Faneuil's
preferred shares.

MTS will pay to Faneuil $19 million in facility service
fees over a five-year period and the province has agreed
to relieve MTS of an equivalent amount of debt, which
will be transferred to the Manitoba Trading Corporation
in amounts equivalent to the facility service fees paid.
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The net effect of the $19-million debt assumed by the
Trading Corporation from MTS and the $16 million
preferred shares received from Faneuil has already been
accounted for in the '94-95 public accounts. The $3-
million difference has been handled by evaluation
allowance which will be allocated to the Manitoba
Trading Corporation over a five-year period.

Mr. Chairperson: The Minister of Finance signified
first, so he wants to intervene.

Mr. Stefanson: Mr. Chairman, I think I need to remind
the member for Crescentwood, and if he needs another
copy I can circulate another copy, when we agreed to our
process | sent him a revised second paragraph from the
letter. We circulated it here at the start of our last
meeting, and it says: We have further agreed that
committee members will provide a list of agenda items
and questions at least four days prior to the meeting
which will be addressed by the committee.

So the member is wrong. We agreed on, not only an
agenda, we agreed on questions. That is my point, that
here, if he has these kinds of questions, it would be very
helpful if he would have lived up to and fulfilled the
agreement and provided all of the questions to us in
advance and then we would gladly sit here and provide
all of the information. He did not do that, and I am
suggesting in many cases it is more appropriate to be
asking the minister responsible.

I also would remind him that what the Provincial
Auditor has done for the Manitoba Trading Corporation
is an attest audit. He has not done a special audit, he has
not done a value for money audit; he has done an attest
function as to the accuracy of the financial reporting of
the Manitoba Trading Corporation. So while there would
be some questions that would be appropriate around the
accounting and the financial reporting, other questions of
a detailed nature as they relate to the entire transaction,
the reason for the transaction, the valuations, the jobs
being created and so on, are more appropriately
addressed either to me, through the agreement on advance
questions, or to the minister responsible through the
detailed Estimates process, Mr. Chairman.

Mr. Chairperson: Without entering into the issue, |
would like to remind all members that the Provincial

Auditor's office is an independent office, responsible to
the Legislature

Mr. Sale: | thank the minister for his comments. [ have
already indicated that [ do not agree that that was the full
reflection of the agreement we entered into, but I would
simply restate for the record that page 512, in some
detail, deals with this issue. An attempt to suggest that
we should not ask the Provincial Auditor to explain the
implications of the notes on page 512, in an audit donc
by the Provincial Auditor at the only committee at which
the Provincial Auditor attends, is simply inappropriate
for the Finance minister to suggest.

However, | am quite prepared now to move on to item
No. 4, and that is the issue of Grow Bonds. Do you have
that letter? The issue of the Grow Bonds process was
raised and reviewed in Volume [, page 136 and
following, in the Provincial Auditor's report. 1 thought
that the audit was helpful and raised some useful issues.

The Auditor is currently undertaking a special audit,
the Woodstone company, and I appreciate the Minister of
Finance having referred this issue to the auditor for a
special audit. Could the Auditor tell the committee when
he expects this special audit to be complcted and
delivered?

Mr. Johnson: Mr. Chairman, our original plan was to
have a report issued by the end of May. We have now
revised our plans, and it will be late in June before we get
the report released.

Mr. Sale: I thank the Auditor for the response. I have
some understanding of the complexity, and [ appreciate
that it is likely appropriate to extend the time and to do a
thorough job, so I appreciate that response.

Could the minister indicate that he will table this report
for consideration at a special meeting of this committee
as soon as is feasible following the receipt of the report
by his department and in any case no later than a month
after he has received the report, Mr. Chairperson”

Mr. Stefanson: Mr. Chairman, if it is appropriate, | will
respond to all aspects of the question and then, if it lcads
to further questions, obviously deal with those, and one
of them is the question just asked by the member for
Crescentwood It has been the government's practice to
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table special audit reports done by the Provincial Auditor
in the Legislature, not at the committee level, and I
cxpect that that practice will be continued for the
Woodstone audit.

As well, a statement in the prospectus that no
govemment department has passed upon the merits of the
securitics offered is intended to make it clearer to
potential investors that they should undertake their own
review of the investment opportunity and not simply rely
on government. The government is not a promoter of the
security, and based on continuing reviews by the Grow
Bonds office, the province makes annual provision for
potential losses on the guarantees.

On March 31, 1995, provision had been made for
losses of up to $810,600, Volume 1, page 3-3, against
outstanding Grow Bonds of $5,705,600.

In addition to Woodstone, there are two other bonds
with interest that is past due, however both are expected
to bring their interest payments current, and no loss is
anticipated on those Grow Bonds. Eligible businesses
are required to submit, at minimum, annual financial
statements. Some must submit quarterly statements to
both the bond corporation and the bond office. The latter
communicates with the businesses as required, usually at
least quarterly. The purpose of this communication is to
keep informed on business progress and to provide the
business with any information which might be of use to
them in making their venture a success.

Bond corporations receive financial statements,
according to the specific agreement, either quarterly
or annually. The corporation is responsible for
communication to bondholders through annual meetings
or more frequently as required. Ongoing communication
occurs as required and as information is available. The
Grow Bond office will often attend bond corporation
meetings at the request of the corporations in order to
provide the bond office's perspective on matters or to
give the province's position on certain issues. The bond
office uses these meetings as an opportunity to monitor
performance.

* (1020)

I should remind members that the Provincial Auditor
recently reviewed the approval process for the issuance of

Grow Bonds and found it to be satisfactory. The process
starts when an eligible business submits an application to
the Grow Bonds office to issue Grow Bonds. The Grow
Bonds office evaluates the application and presents it to
the Rural Development Bonds review committee for
approval. This committee is established under the act to
review applications and approve them as appropriate.
The committee is composed of representatives appointed
by the Lieutenant-Governor-in-Council with the majority
of the representatives coming from outside the
government of Manitoba. After making the decision to
approve the applications for Grow Bonds, the committee
forwards the approved application to the Minister of
Rural Development (Mr. Derkach) for submission to the
Economic Development Board of Cabinet for final
approval.

Once the Grow Bond issue is approved, the community
incorporates a bond corporation to manage and control
the Grow Bond offering and investment in the eligible
business. The bond corporation sells their Grow Bonds
to members of the community. A Grow Bond is an
investment in the bond corporation. The bond
corporation invests the money it receives from the sale of
the Grow Bonds in the eligible business with the
approval of the Grow Bonds office.

So I hope, Mr. Chairman, that is helpful in terms of the
questions that were provided in advance.

Mr. Sale: That is helpful. I think that it has been clear
that our side of the House has been supportive of Grow
Bonds as a concept and as a theory of putting forward
development and getting local community capital
involved in the development of their own community.
The principle, I think, is excellent, and I believe that we
have been supportive of that principle.

Could the Auditor indicate whether the special audit
that is being undertaken will be included in volume
whatever of his report, as has been the case of all the
other special audits that you have undertaken?

Mr. Johnson: Depending on the completion date of the
special report-the special report is actually being
conducted as part of our '96-97 audit activities. The
report that we are currently working on the conclusion on
relates to the year ended March '96. If our special report
on Grow Bonds is completed prior to completing our
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March '96 report to the Legislative Assembly, we likely
will include it.

Mr. Sale: [ wonder if the minister could indicate other
than Woodstone, how many other Grow Bonds are in
default at the present time, and what is the amount of the
default?

Mr. Stefanson: Mr. Chaimman, as I mentioned, there are
two other bonds with interest that is past due, but all
information I have received, Rural Development working
with the Grow Bonds office and with these companies, is
that they are expected to be brought current, and there is
no anticipation of any loss as it relates to them. One has
an outstanding interest payment of $57,000,
approximately, and one has an outstanding interest
payment of approximately $54,000.

Mr. Sale: Would the minister indicate the identities of
the companies in question, the bonds?

Mr. Stefanson: Mr. Chairman, I will take that question
as notice. I am certainly not being cute on the issue, but
I think I want to be absolutely certain in terms of any
third-party confidentiality on any issues that relates to
these companies and so on because I believe this issue
has or is being addressed, and they will be brought
current. I am not sure what would be served then by
necessarily naming them here today, but I will certainly
follow up on the issue and get back to the member for
Crescentwood.

Mr. Sale: [ understand the sensitivity of the question.

My reason for asking it, Mr. Chairperson, is that at
least in the area of Woodstone and Woodstone's bond,
which I understand the cash flow presentation made to
the federal bankruptcy office indicates an intention to
bring the interest current on that bond over the next five
or six weeks, I believe is the operating period that has
been approved by the federal bankruptcy folks, though I
understand the intention to bring it current, and | hope the
company is successful in doing so, the problem there is
that several of the Grow Bondholders with whom I have
had contact had absolutely no information about the
company over the year since the first issue of the bond
and the first payment of interest.

They did not receive financial statements. They
received their interest cheque the first year with a letter

from one of the company’s officers which had no financial
information in it at all. The letter simply said, all is well,
here is you interest. This does not constitute reporting to
bondholders, in my understanding of that kind of a
concept.

My understanding, as well, is that no information was
sent from the Grow Bonds corporation itself, which, as
the committee members know, there is a separate
corporation for each Grow Bond that is issued, and it is
the Grow Bonds corporation that is supposed to report to
bondholders, not the company for which the monies were
made available for whatever purposes.

So my question, in the light of my information from
Grow Bond holders in the Woodstone case is, are all
Grow Bond holders in current possession of relevant
financial information about the company in which they
have invested, and is the minister satisfied that all of the
provisions of the current Grow Bonds Act, relative to
informing bondholders adequately, accurately and in a
timely manner are being followed?

Mr. Stefanson: Mr. Chairman, that is my understanding
but I will certainly be following up on the issue

Mr. Sale: The fifth question, Mr. Chairperson, SOAs.
The Auditor did what I think was an exceptional job in
providing an initial framework response, a report on
SOAs and on the issues involved in SOAs, and I would
like to commend the Auditor's office on just an
exceptionally helpful overview of the issues. I think this
is the kind of work that is immensely helpful to
Manitobans and to the Legislature, when the Auditor's
office does this kind of work on behalf of us all. So my
questions are in relation to a couple of the Auditor's
comments.

There have been a number of new SOAs, Mr
Chairperson, and | would like to ask the Auditor whether
his office is aware of whether his recommendations have
been built into the initial planning for the new SOAs, six
or so, that have recently been approved, and if the
Auditor could respond to how this was done, and the
minister, of course, may also want to respond to this
question, as well. Specifically, the Auditor recommended
that objectives be specific, measurable, et cetera. and
there are a number of good recommendations there
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Mr. Chairperson: Does the Provincial Auditor wish to
answer on the Special Operating Agency item?

Mr. Johnson: We have not followed up specifically. My
understanding is that the new SOAs have adopted our
suggestions, but we have not followed up to determine
that specifically.

Mr. Stefanson: Mr. Chairman, just a couple of
comments. The recommendations have been incorporated
into the planning process, along with the experiences of
the established SOAs. As we can all appreciate, this is
a relatively new initiative. Continual efforts are being
made to improve the information available to agencies
contemplating SOA status, and this has resulted in a
focus on performance indicators and related baseline data
at the commencement of operations as an SOA. As well,
training seminars have been developed incorporating the
lessons leamed to date under the SOA initiative.
Seminars offered, some examples are: developing your
business plan; making the transition: the challenge of
becoming a special operating agency; and as well,
accounting, special operating agency-style.  The
management of existing SOAs, together with central
agencies, assist new agencies.

This has been a leaming process and, as a result,
recently converted SOAs have a greater appreciation of
the importance of developing performance indicators and
related baseline data at the inception of their operation as
SOAs. Over the past few years, there has been added
emphasis regarding the importance of developing sound
performance and measurable criteria.

Mr. Sale: The Auditor suggested that SOA annual
reports be submitted to and reviewed by this committee.
Could the Auditor expand on the reason for this
recommendation and the response that the Auditor had
from the govemment in regard to their recommendation?

Mr. Johnson: That recommendation was consistent
with another recommendation included in our report. On
page 159, we recommend that all annual reports should
be submitted and reviewed at a standing committee. Our
rationale was that we believe that type of process would
facilitate debate and allow question and answer period
around annual reports.

Mr. Stefanson: Mr. Chairman, we are basically on
question 6, or agenda item 6, and I guess I would point

out, I am sure committee is aware that information
regarding SOA operations is available in a number of
ways. There are the annual reports, which are tabled in
the Legislature for each SOA. There are the financial
statements of the Special Operating Agencies Financing
Authority, which are included in the Public Accounts,
Volume 4. There are the actual results and projected
results along with narrative descriptions, including key
objectives, vision, mission, and critical success factors
are included in the Estimates supplement of the relevant
department. So it is our view that SOAs are best dealt
with at a departmental level, where the responsible
minister can be asked, obviously, any questions,
providing any information that is required or whatever.

*(1030)

I guess part of that same question, just to conclude on
it-the following Department of Finance response
included in the Provincial Auditor's report, Volume 1,
page 58, will help to explain why Treasury Board
continues to maintain a lead role, and I quote: “As
indicated by the Provincial Auditor earlier in this report,
the development of the Special Operating Agency concept
is intended to be incremental and experimental. A
cautious approach is being taken to the implementation
of SOAs so that each new approval can benefit from the
valuable experience gained from SOAs already in
operation. The Provincial Auditor's suggestions
regarding the first SOA are appreciated and will be
pursued.”

Mr. Sale: Mr. Chairperson, is it the Finance minister's
understanding that it would be entirely appropriate to
consider the annual reports of SOAs in the annual
Estimates process as a formal component of that, if it his
belief that is the best place for them?

Is that his understanding that that would be where they
should be considered? The reason for the question,
obviously, is that there is no place at this point where
annual reports are considered as annual reports. There
are no committees that hear them. They are not on the
Estimates list in a formal way, and there is no committee
of the Legislature that I know of that hears SOA annual
reports.

I think the Auditor has made a very good point, and
that is that here is a very important piece of government
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that is reporting in an annual report but the annual report
goes into the ether, and there is no place where that
annual report then comes to the table where the
appropriate officials are present to explore the strengths
and weaknesses of the SOA and to provide reaction on
the part of the public through elected officials to the
operation of the SOA. It is essentially a gap, I think, not
a deliberate gap. I am not imputing any motives here, but
it is a gap that has arisen because the SOA is a relatively
new entity and a concept. There is simply no place that
has been designated yet.

I think the Auditor has made a good suggestion. There
may be other ways of handling the question, but at this
point the question is open because there is no place to
which the annual report is directed.

Mr. Stefanson: Mr. Chairman, the annual report, when
the departments are preparing their Estimates, is certainly
one part of the resource in terms of their planning and
dealing with the results of the previous year as they move
forward into their next set of Estimates. Having sat
through my own Estimates and several other departments
and knowing how wide-ranging and all encompassing the
questions are and can be, literally everything that is
included in an annual report either is or can be dealt with
through that Estimates process. So that opportunity is
certainly there for all members of the Legislature to ask
questions from those annual reports as they deal with that
department and as they deal with the preparation of
Estimates of that department. I feel that that opportunity
is certainly there to members of the Legislature.

Mr. Sale: [ would like to ask the Auditor if he could
respond to the minister's comments. In the Auditor's
view, Mr. Chairman, does the minister's comment meet
the requirement of adequacy in terms of where annual
reports are addressed?

Mr. Johnson: The Estimates process, I believe, can
facilitate debate around future plans. I think it is an
opportune time to also introduce past performance. Part
of the problem is the timing of when the reporting of
prior year results is available; it is often not available at
the time Estimates are being proposed. I believe in
Canada they are moving towards a two-step type of
process where they review the Estimates prior to the start
of the fiscal year, and then once they have the actual
results, they move to review the performance and actual

results for the past period subsequent to that reporting
being available.

Mr. Stefanson: I just think as part of this discussion it
is important to point out, and I am assuming the Auditor
would agree, that our detailed Estimates supplement, if
they are not the most comprehensive in all of Canada,
they are amongst the most comprehensive and certainly
provide an awful lot of information to members of the
Legislature as we deal with our Estimates and debate our
Estimates over the course of many, many hours.

If the issue is one of providing information to
members, I think our system of the detailed Estimates
supplement along with our annual reports along with
other information certainly compares well with any
jurisdiction in Canada.

Mr. Sale: Mr. Chairperson, I am inclined in some ways,
and this may come as a great surprise, but I am inclined
to agree with the minister that the difficulty of having
SOAs at Public Accounts is that the expertise and level
of detail in an SOA is more appropriate to the
department. I am inclined to agree with that comment

The difficulty is that there is no time line that works
very well. It seems to me that this is something that we
ought to refer to the minister and to the Auditor and ask
for both to explore how we might deal with this anomaly
that annual reports of virtually everything else that there
is in govemment go somewhere, but annual reports of
SOAs do not yet.

An SOA is not terribly different from a Crown
corporation in that regard. It is an important operating
entity of govemment and it delivers important services
I think the public has a right to know where the annual
report is being considered. As a matter of formal, legal
accountability for that SOA, I take the minister's point
that these reports are tabled in the House, and that is
appropriate, but as the minister 1 am sure will
acknowledge, the tabling of the report in the House in
virtually every other case leads somewhere. In the case of
annual reports of SOAs, it does not. I would ask that the
minister's staff and the Auditor reflect further on how we
might deal with this evolving question of how SOAs'
results can get fed into some sort of reasonable process of
public review. I do accept the minister's overall sensc
that the appropriate place for this is where departments
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are considered in detail; nevertheless, I think we still have
a problem here.

Mr. Stefanson: Mr. Chairman, not to belabour it, but I
think it is worth repeating that the SOAs are dealt with at
the individual departments, as we know, and can be dealt
with through the Estimates process and as part of the
Estimates supplement of that relevant department.
Information that is provided is the actual results and
projected results, narrative descriptions including key
objectives, vision, mission, critical success factors and so
on are all included with the Estimates supplement of the
SOA for the relevant department. So that is, from my
perspective, pretty comprehensive information that
should assist members in terms of understanding and
asking any questions about SOAs within the individual
departments.

Mr. Sale: Mr. Chairperson, could the minister and the
Auditor respond to my specific request that in spite of all
the comments that have been put on the record today,
would both offices undertake to further review and report
back to the committee on the appropriate disposition of
annual reports of SOAs in light of the fact that every
other annual report of which I am aware goes somewhere
in‘government? These do not quite yet have a clear home
and a clear accountability. I am simply asking that some
further thought be given to this question and that a report
back come at a subsequent meeting of the committee.

* (1040)

Mr. Johnson: Mr. Chairman, our understanding is that
tabled annual reports for departmental appropriations are
not referred to any standing committee of the Assembly
for review. They are tabled, but they are not referred to
a standing committee; and SOA's annual reports, they are
also tabled but they are not referred, as well. So SOAs
are not treated differently. Our recommendation in 159
was that all departmental and service appropriation
annual reports be referred to a standing committee of the
Legislative Assembly.

Mr. Stefanson: Mr. Chairman, we have discussed this
at length and as the Auditor has pointed out, the annual
reports of SOAs are not treated any differently than the
annual reports of departments. We have indicated at this
point in time we think there is ample opportunity to
discuss all matters that are raised in annual reports as

part of the detailed Estimates process. But I will
certainly do some additional follow-up and look into that
entire matter and come back to committee with some
future comments.

Mr. Sale: Mr. Chairperson, there is just one further
piece of item 6. The Auditor indicated that Treasury
Board continues to maintain a lead role, and the minister
commented briefly on this. Having had some discussion
with some SOAs, there is a sense that some of the
apparent flexibility of SOAs is compromised by a heavy
hand of Treasury Board in terms of specific issues.

I wonder if the Auditor could comment on whether this
issue that he has raised here, the quotes: the Treasury
Board has continued to maintain a lead role, et cetera, is
this, in his view, an area of tension and difficulty, or is
the Auditor making this comment as a positive
accountability comment?

Mr. Johnson: Mr. Chairman, the context of that
comment was in relation to the legislation that created the
Special Operating Agency Financing Authority, and our
review of that legislation, we were expecting that they
will play a greater role in the administrative process of
the SOAs. The comments that have been included in our
report here is that Treasury Board secretariat officials
indicate that the financing authority was never intended
to be more than a legal entity within which assets could
be held, with ultimate responsibility and accountability
for management of financial assets resting with the
minister responsible. So it is operating kind of like a
shell and we were expecting them to play a greater role,
so that is the nature of our comment. We are not judging
whether it was good or bad.

Mr. Sale: Mr. Chairperson, the question I have is in the
light of this special audit, which is a very thorough
report. Is the Auditor concerned that some of the
apparent efficiencies and flexibilities that are potentially
within the development of an SOA are being undercut by
the traditional control function of Treasury Board which
has often been given as one of the key reasons why
groups wish to become SOAs in the first place was to
escape the minutiae of Treasury Board's oversight?

Mr. Stefanson: Mr. Chairman, interesting where the
member for Crescentwood is coming from. I think my
view would be that the SOAs arc functioning very well,
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are functioning with the right balance of independence
and autonomy but also recognizing that they are part of
an overall government. So the process of Treasury Board
is a review of the annual business plans, obviously
approval of financial requirements as it might come to
any loan act authority, but basically beyond that the
SOAs are functioning on an independent basis.

Atsome point in time it would be interesting to spend
a little bit of time running through the performance of
these SOAs which can be done at individual departments
because certainly they all are serving government well.
The early ones, the Fleet Vehicles management, are
serving us very well with 25 percent fewer vehicles,
saving us some $3 million a year and so on. So I think
my perspective would be we have struck the right blend
of having them on an annual basis be reporting to
Treasury Board and government on an overall basis, but
given a fair degree of autonomy to then function on an
entrepreneurial basis as we want them to and expect them
to.

Mr. Johnson: Mr. Chairman, our review did not focus
on the effectiveness of Treasury Board Secretariat. We
noted the role that they were playing. To us it seemed to
be inconsistent with the legislation that created the
SOAFA entity, and our recommendation around this was
that we encourage Treasury Board Secretariat to continue
to strengthen their focus towards performance reviews of
SOAs.

Mr. Sale: The Auditor's response is very helpful
because that is exactly the whole point that the purpose
of SOAs was to move from the audit control and the kind
of minutia of which I had numbers of experiences as a
civil servant when I had some responsibility for a
department with a billion dollars of budget expenditures,
but I could not spend $50 without a Treasury Board
submission. The levels of control were so high that
managers were completely unable to manage efficiently
or effectively. I would simply say, as an example of that,
that in the years 1 worked for the department | was never
ever successful in travelling on a reduced fare in spite of
my numbers of attempts to do so because we could never
get approval from the minister in sufficient time to
qualify for a reduced fare. Many, many, many other
examples of where civil servants attempted very hard to
gain efficiencies but were frustrated in doing so by the
Treasury Board processes.

So my comments are both I guess out of some personal
experience as well as out of understanding that the way
private sector and public sector management is evolving,
and I know the minister is well aware of this, is towards
clanfying expectations and deliverables and then holding
managers accountable for those but giving them the
ability in the meantime to actually manage towards those
objectives. That was one of the key reasons for SOAs
I was concemed to read in the special report that the style
of Treasury Board's function in regard to SOAs seemed
to be not completely unchanged obviously but still stuck
in the old model of counting pennies and sometimes
missing substantial dollars that were being wasted as a
result of the focus on the pennies.

I would be prepared to just go on to No. 7. There was
an item the minister responded to, and I thank him for
that, as to why these particular contracts showed up. It is
a little surprising that no other government contracts have
holdback requirements, but that may be something the
Auditor or the minister wishes to respond to. Could the
minister or the Auditor provide the sum total in, I
suppose it would be, thencurrent Canadian dollars of the
contracts plus disbursements for all of the APM
contracts?

Mr. Stefanson: | want to clarify for the member there
are other holdbacks within government. The contracts
with APM had a specific provision for a 20 percent
holdback and a deposit of this money to an interest-
bearing account. Although this provision is a little
different, other holdbacks would also be held in trust, and
these can be seen on pages 2-7 of the 1994-95 Public
Accounts, examples being Builders' Lien Act and
contractual holdbacks. It is not as common, as the
member | am sure can appreciate, to have holdbacks for
service contracts, but it is done occasionally, and it was
done in this particular instance. But they certainly are
common in construction contracts and so on.

The Canadian dollar value of the payments from the
province to APM including the interest paid on
holdbacks held in trust is disclosed in Volume 2 of the
Public Accounts for 1993-94 and 1994-95 as follows:
1993-94, Health is on page 139; 1994-95 for Health is
on page 133 and 1994-95 for Finance, which are the
holdbacks, are on page 122. So that is where the
information that the member is requesting is provided
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Mr. Sale: 1 thank the minister for that information.

Could I ask the minister if that includes all of the monies
that were provided through the department to St.
Boniface Hospital and to Health Sciences Centre? The
contracts were actually, as he knows, we all know,
entered into with the hospitals in question and a great
amount of the money paid to APM was paid through the
hospitals, not directly by government, it is my
understanding. There were also some other contracts,
and I am wondering whether the three references that he
has made include the gross amounts which APM received
from provincial or provincially funded sources, that is,
hospitals, special groups such as the Urban Partnership
that I think we are looking at, central services, the Home
Care contract and any other work that APM did. Is this
the full amount?

Mr. Stefanson: [ hope this is helpful. These reflect only
the direct payments of government, not any additional
payments that would have or might have been made by
individual health care facilities. These are the direct
contractual payments of government.

Mr. Sale: Mr. Chairperson, I find that answer unhelpful.
I certainly accept it, but I find it unhelpful.

The APM organization entered into contracts with
hospitals at the explicit direction of government. This
was a partnership which the Minister of Health has often
referred to as a partnership of government attempting to
do whatever it is attempting to do in our health care
system. APM was a critical component of the attempts
to find savings or efficiencies or whatever the
deliverables were.

I would also note that the minister earlier in this
meeting indicated that the trust holdback of 20 percent
was released on the basis that the APM contracts were
fully met and that all the deliverables were provided to
government and to the hospitals in question. So I think
that I want to ask again, what was the total amount of
money provided to APM from Manitoba sources for
which the government has responsibility? 1 would just
say again, we do not want to play games with this.
Hospitals are funded by the govemment. The monies that
were provided to APM for the work they did were
explicitly provided by govemment to the hospitals for
that work. What was the total amount, please?

Mr. Chairperson: Does the minister wish to respond to
the American Practice Management question?

Mr. Stefanson: Yes, I do, Mr. Chairman. 1 have
pointed out to the member that this is the direct
contractual arrangement with the provincial government.
I believe he is correct that there were some payments, as
well, for various aspects made directly by the facilities
that we do not—I mean we fund the facilities, but we do
not earmark that separately as part of our funding
arrangement, so [ would have to take that part of his
question as notice and get back to him with the
quantification of the total dollar amount. He is
suggesting amounts paid directly by government and
amounts paid by individual health care facilities, so I will
certainly undertake to provide that information.

Mr. Sale: [ appreciate the minister's undertaking. Could
he indicate when that information might be provided, Mr.
Chairperson? It is readily available. It is a question of
how quickly it might be provided. Could he indicate?

Mr. Stefanson: Mr. Chairman, I would expect, unless
there is some reason that I am not aware of—at this point
intime I am not aware of any reason that I should not be
able to provide it for our next meeting, if there is one, in
the next few weeks.

Mr. Chairperson: That is still an issue to be settled.

Mr. Sale: Mr. Chairperson, I appreciate the minister's
response. | am sure that we will have a next meeting. If
the minister goes back and reviews the record, I think that
the last two meetings have been very constructive, and I
am sure the minister is not suggesting otherwise.

The eighth item, could the Auditor comment on the
recommendation on page 72 reflecting total actual lottery
net revenues being transferred to government, page 72,
Volume 1, of his report?

Mr. Stefanson: Mr. Chairman, again, I will do like I did
on one other one, or a couple of other questions where
again having the benefit of the question in advance, I will
just make some comments. Obviously, it might lead to
other questions of myself and/or the Auditor.

This question does deal with the Auditor's
recommendation, as mentioned on page 72 of the report,
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that the accounting policy in Volume | of the Public
Accounts be changed to reflect the total actual lottery
revenues as they are eamed by the Manitoba Lotteries
Corporation.

We had responded at the time they made the
recommendation that there is nothing incorrect about
Manitoba's method of handling lottery profits and that is
it is an approach followed in other provinces. One
example would be Saskatchewan which handles its liquor
and gaming profits in the same way. The net income and
transfers for 1993-94 and 1994-95 for the Saskatchewan
Liquor and Gaming Authority were, and I have them
outlined here to give an example of how they treat them-I
will not read all the numbers into the record, but I can
certainly provide it for committees—that they show the net
income, the retained eamings and then the amount that
they transfer to general revenue and then the retained
eamings at the end of the year.

Basically, the same approach is followed here in
Manitoba and elsewhere. So there has always been full
disclosure of Manitoba's approach. The government's
practice has been to transfer lottery proceeds to revenue
in varying amounts and to relate revenues to Lotteries-
Funded Programs. I think that is an important point to
note.

Manitoba's 1995 budget indicated the government's
intention to substantially draw down on the Lotteries
fund by making a special Lotteries transfer of $145
million. While this was done on our established basis of
accounting, it was also intended to make the trust fund
current so that in the future annual profits will flow to
revenue in the year that they are eamed in the same
manner as the Liquor Control Commission.

The 1994-95 Annual Report for the Manitoba Lotteries
Corporation was released on September 18, 1995. It is
now the govemment's policy to release all annual reports
within six months of the year-end.

Mr. Johnson: Mr. Chairman, the basis of our
recommendation was to try and initiate a change in
accounting policy to move the revenue recognition to full
accrual basis as is consistent with generally accepted
accounting principles and changes in other accounting
principles adopted by the government. We feel that the
accrual basis of accounting is the most appropriate. It

provides thc most meaningful information. To record
revenues on any other basis does not provide full
disclosure within the opcrating fund On a summary
basis in Volume 3, all of the revenues are reflected
in Volume 3. Our concem revolved around the
completeness of the lottery revenue information and the
operating fund only.

Mr. Sale: I thank both the Auditor and the minister for
those responses. 1 want to ask a very specific question
about lottery disbursements and perhaps the minister has
an answer. He may need to take the question as notice.
My understanding is that the Lotteries commission has
been paying for advertisaments that have been running on
radio and television recently in regard to road safety and
some other advertisements. Specifically CJOB is one
station that has carried a number of them. If this is the
case, | can see if the Lotteries commission wants to
advertise its own operations, I am not sure I would want
them to, but if they wished to, that could be a reasonable
business expense and could be charged. But if it is
undertaking advertising for other government purposes,
then essentially we are looking here at net revenue again
as opposed to full transfer and full identification. So
could the minister respond to that and indicate whether
this is also his understanding that Lotteries are funding
some general purpose advertising?

Mr. Stefanson: In a general sense I would say no, they
are not doing that, not funding general purpose
advertising. If the member has any more information on
this specific-] mean he has given some, and I will
certainly follow up with the Lotteries Corporation on the
specific example he has given, but as I say, in a general
sense no, it i1s obviously not the intention or should it be
the function. If there are things that directly relate to
those Crowns, whether it is Lotteries or any other Crown,
obviously it makes sense, but areas that fall outside of
their jurisdiction or fall within government in general, or
whatever, I would say are not appropriately funded by
Crowns.

You get into some gray areas, | think, occasionally in
terms of whether it is advertising or whether it is
promotional support. Some of our Crowns occasionally
support different events, those kinds of things. I think
like any good community corporate citizen, they do have
a responsibility to do that to a certain extent, so [ would
say those kinds of things would make sense, but if it is an
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cxample of taking something that should normally be a
government advertising expenditure and saying you are
going to fund it through some Crown corporation for
whatever reason, I would say no, that is not an
appropriate use, but the specific item I am not aware of
and [ will follow up and get back to the member.

* (1100)

Mr. Sale: I thank the minister for that. I will attempt to
provide him with more specific details on when the ads
were running, but they were recent and the specific place
where they were noted was on CJOB. 1 also take his
point that Crowns and community organizations that are
in the public sector legitimately take part in promoting
the interests of Manitobans in a variety of areas, and that
may be what is going on in this case and if that is, that is
something I am sure the minister will tell us about, so I
appreciate the response on that.

I want to ask a question about the accounting for the
lottery revenues over the period of time during which the
trust fund accrued and the $145 million specifically
accrued Mr. Chairperson, the Dominion Bond Rating
Service provided a report at one point in which it related
the $145 million back to the years in question so that
essentially. a full accrual approach was taken and their
look at how these revenues were raised and in what years
they ought to have been credited from DBRS's
perspective. That, of course, changes the bottom line of
the deficit both in the current year and in previous years.
I am wondering whether the Provincial Auditor could
comment on whether the $145 million will be viewed as
a cash one-time transfer that has the effect of being
current year revenue or whether those revenues in the
Auditor's view have already been accrued and already
taken into account and therefore will not have the effect
of producing the apparent surplus that the minister is
speaking of for the current year.

Mr. Johnson: Mr. Chairman, my understanding is that
the govenment intends to transfer the balance in trust
into operating revenues of the '95-96 fiscal year. In my
opinion, that revenue is attributable to prior periods, and
it should be accounted for as a prior period adjustment,
and it should not be included in revenues of the current
year. That was the basis of the budget and the financial
statements are not yet completed. We will wait and see
how they evolve.

Mr. Stefanson: A couple of points—I think the reference
the member for Crescentwood made to Dominion Bond
Rating Service, and I know we have had some discussion
about that in the past and certainly DBRS speaks very
highly of the Province of Manitoba of what we have
done from a fiscal perspective, and I had the opportunity
to meet just recently with them and they confirmed that
very point. I think the point they were making in their
assessment is that any one-time-only payment, whether it
is a draw from a trust account, whether it is a sale of a
Crown corporation, is a one-time-only transaction, and to
compare apples to apples, they were backing those out in
various jurisdictions. They did not in any way suggest
that Manitoba did not or does not have a surplus and
acknowledged that Manitoba had a budgeted surplus at
that time of $48 million. I think it is important the
member understand just what it was that DBRS was
doing and what it was they were saying.

In fact, they sent a subsequent letter I think that the
member has seen, the letter from DBRS saying that they
in no way were suggesting that there was not a surplus
being generated here in Manitoba. In fact, they
confirmed that there was a budgeted $48-million surplus.
So theirs was purely an accounting treatment saying that
they back out one-time-only revenue sources to compare
apples to apples when they are doing interprovincial
comparisons.

[ think that is important to understand, particularly—I
think it was DBRS, was it DBRS that adjusted the credit
rating from negative to stable? I would have to confirm
whether it was DBRS. 1 believe it was DBRS who not
only made positive statements about Manitoba but
obviously also reflected it in their credit rating of the
province.

Mr. Sale: My point here is simply that this I believe will
continue the long-standing debate between the Auditor
and those who saw the $145 million as a gradually
accruing amount which had failed to be transferred and
which was essentially piled up against either a rainy or an
election day.

The opportunity to pull it out and move it into the
current year of '95-96, or the just passed year, '95-96, in
order to show a very positive budget picture for
Manitobans was a temptation that the minister and his
government just could not withstand So they used it in
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that way, and I expect that we may well see when the
accounts for '95-96 come out that there will be a
reservation in terms of a restatement of prior years to deal
with the $145 million and to allocate it properly to the
years in which it was actually eammed, and that will give
Manitobans a much clearer picture of the true current
budget reality for 1995-96.

I say to the minister that in no way would we suggest
that he is not attempting to provide good stewardship of
the resources of Manitoba, as I think all Finance
ministers have always tried to do, but this is an
accounting question, as he has properly identified, and
those who believe that revenue should be credited to the
period in which they were earned and not piled up for
future credit hold one view, and Volume 1 of Public
Accounts holds another view and will continue to have
differences on this issue.

On this matter, Mr. Chairperson, we discussed at our
last meeting a reconciliation from Volume 1 to Volume
3, and the minister provided a very helpful framework for
that and agreed I think that that will be the practice in
future years. Could we confirm that will indeed be the
practice, and has the government any further comment on
that reconciliation?

Mr. Stefanson: Yes, as I indicated last time, we would
agree that that reconciliation is helpful. We will continue
to provide it to members of the Legislature, members of
this committee.

I think just before we leave this area of lotteries, and I
do not want to get into a long debate, because we have
debated this on and off over the last year or two at least,
but I think a couple of points are very important.
Without sort of belabouring the fact that, and pointing
out there are various opinions on accounting treatment
and differences across Canada, as I gave an example and
I will provide the details, Saskatchewan with their liquor
and gaming deal with that source of income identical to
how we deal with our lotteries in Manitoba. Alberta |
believe with some of their revenue sources have, again, a
similar approach here to Manitoba. So it is not that
Manitoba is doing something different than is being
applied in other jurisdictions. [ think part of it has been
how the whole of gaming has evolved, how the sources of
revenue has evolved over time and how governments
have structured all of that.

* (I110)

So the concept of any government saying that they are
accumulating money for any particular purpose I think is
just not true or accurate to be impugning motives around
our government or Saskatchewan's or Alberta's or other
govermnments that follow similar processes, but I think, as
the member knows, when we were dealing with our 1995
budget and I had the opportunity to go out and hear from
Manitobans through the budget consultation process, it
was abundantly clear that if we had the opportunity to
stop running deficits and stop the accumulation of debt,
we should be doing that as soon as possible, and for the
first time in over 20 years, with last year's budget we
were to stop that accumulation of debt, and I guess 1
would argue that that is extremely important from the
government's and the public's perspective, that both we
stop that accumulation of adding to our debt and we stop
the growth and debt servicing cost.

There was an opportunity to do that, knowing that we
could balance our budget each and every year from that
year forward, and that is exactly the track that we are on,
but again I think members of this committee should be
aware that deliberations over how to treat lottery profits
are certainly not new. Lottery profits have been handled
on a different basis as far back as I can remember and I
am sure other committee members can remember.

In fact when this government came into power all the
program expenditures were being made directly from the
trust accounts, as the member for Crescentwood probably
knows. I think that was not anywhere near the level of
accountability that was increased with the changes that
were put in place in 1991 so that appropriations werc
required for lottery funded programs to flow through
government into individual departments.

But, coincidentally, at the same time, at the time of this
change, Fred Jackson, who was still the Provincial
Auditor, came to the conclusion that the accounting for
both the Lottenes Fund and the Fiscal Stabilization Fund
should be different He did not agree with the
transactions between these two funds and the
Consolidated Fund, and in 1990-91 qualified it as
opinion on the Public Accounts.

In '91-92, when Carol Bellringer became Provincial
Auditor, she removed the qualification on the basis that
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the statements of the Consolidated Fund were special
purpose statements and that Volume 3 combined all of
the separate funds into one reporting entity. So as you
can see, there seems to have been a mixed view in the
past on how these proceeds are best handled, and I
probably should not be surprised, as the member has
mentioned, to see this whole issue come up and be
discussed at length some time again soon.

Mr. Sale: I propose, with the committee's permission,
that we defer item 9 to a subsequent meeting of the
committee. Given that the corporation has been wound
up, I think there are more pressing issues at this point,
and I still would like to have that on a future agenda, but
I would like to defer that. 1 would also ask the
committee's leave to enable the member for Inkster (Mr.
Lamoureux) to ask a couple of questions, which he has
asked me to enable him to do in his time between the
debates in the House on Estimates and this committee
meeting. So I agreed that I would facilitate that, if it is
the committee's agreement. I believe he has a couple of
questions.

Mr. Chairperson: Do we require unanimity for this, or
what does the minister say?

Mr. Stefanson: Mr. Chairman, on the first point on item
No. 9, I suggest that it drop to the bottom of the list, time
permitting. So it would stay on the list but just go to the
bottom, then, of the list, is what you are suggesting. 1 do
not have a problem with that, if we get that far in the next
45 minutes. Other than that, fine, the member from
Inkster, I always welcome your questions.

Mr. Chairperson: Is it agreed that we drop item 9 to
the bottom of the list? [agreed].

Mr. Kevin Lamoureux (Inkster): [ appreciate the
opportunity and generosity from the member for
Crescentwood and the Minister of Finance to be able to
put on the record a couple of questions.

On Wednesday, it actually would have been late
Tuesday night, Wednesday moming, we were given some
information regarding Faneuil and potentially it was a
company that was experiencing some problems. Not
necessarily having any papers to go on, later that day in
Question Period we just asked the straight, up-front
question of the minister in terms of, was Faneuil having

problems paying its telephone bill? We never received
any real response to that question, and that led to
yesterday's question, again after conferring with an
individual within MTS.

The individual was fairly clear in terms of indicating
that Faneuil had owed MTS somewhere in the
neighbourhood of a million dollars for toll charges. This
million dollars, there was, from what I understand, some
payment over the last few days of somewhere in the
neighbourhood of $300,000.

The reason why we were asking this question is,
ultimately, we are concerned about Faneuil's ability to
pay loans that have been given out from the province to
this particular company, and I had somewhat anticipated
a response to get it clarified.

There are a couple of things specifically that I would
like actually to see. I understand, for example, that there
was a letter that was sent to Faneuil from MTS, and to
ask the minister if, in fact, he is aware of such a letter.
The letter, in essence, had indicated that there is a
considerable amount, somewhere in the neighbourhood of
a million dollars owing to MTS for toll charges from
Faneuil, if the minister is aware of this, and possibly if
the Auditor's office, because I know that it has done some
efforts on Faneuil, can give us some sort of indication on
the current status of Faneuil?

Mr. Stefanson: I know the member has raised this in
two Question Periods, and my understanding is, the
minister responsible will be getting back to him. In
terms of direct dealings with the government of
Manitoba, the issue with the Manitoba Trading
Corporation, again, my understanding is, Faneuil is
current with all of their commitments to the government
of Manitoba.

He is referring to dealings between Manitoba
Telephone System, a Crown corporation, and Faneuil.
They obviously have dealings going both ways. Faneuil
has a telephone bill to be paying. Manitoba Telephone
System is also utilizing services of Faneuil.

I am sure that they can sort out their direct business
transactions that are taking place between those two
entities, but I can indicate to him that the information that
I have, in terms of dealings with us, that everything is in
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fact current. So beyond that, the specifics of any
outstanding phone bill and other issues between the
Crown and Faneuil, | am sure the minister responsible
will be getting back to the member for Inkster.

Mr. Lamoureux: Can the minister then, just for
clarification, give us assurances that other obligations, in
particular the millions of dollars of loans that have been
given out, there is no concern on behalf of the
government that there is any negligence whatsoever that
is occurring?

Mr. Stefanson: I think | am being repetitive, that all the
information I have is that Faneuil is current with the
government. There were no problems with any of the
arrangements with the government in terms of the
conditions. They are meeting all of the conditions. They
are exceeding some of the conditions on job performance
in terms of the jobs they have created to date under the
schedule of job creation.

Again, the minister responsible for the telephone
system outlined the numbers of jobs, in excess of 200
jobs, I believe, that have been created and so on, so all
the information I have in terms of all of those issues is
that things are current, and there are no problems.

The issue that the member raised in the House, I
believe, is an issue, if it exists to the magnitude and so on
that he has outlined, to be resolved between the Manitoba
Telephone System, the Crown corporation, and Faneuil.

* (1120)

Mr. Lamoureusx: Is the minister aware of any money
outstanding from Faneuil to MTS?

Mr. Stefanson: Mr. Chairman, again, I think the best
approach to get the answers to that question is the
minister responsible. I have outlined in terms of issues
dealing with our government, which I am one part of
cabinet that has a responsibility for issues dealing with
government, that all of the information I have sitting here
today is that Faneuil is current in all aspects and meeting
or exceeding condition.

In terms of their dealings, I gather the member is
focusing on Faneuil's telephone bill with the Manitoba
Telephone System. Again, that is a natural ongoing

business transaction The Manitoba Telephone Systcm
deals with Faneuil as they should be dealing with all of
their customers, and I know Manitoba Telephone System
uses Faneuil services, so there are dollars flowing in both
directions, and that is a business transaction that thc
telephone system should be addressing, and I am surc the
minister responsible will get back to the member for
Inkster.

Mr. Lamoureux: If Faneuil was negligent on MTS
billings, would the ministry be made aware of that sort of
thing, given the monies that we have guaranteed and, in
fact, loaned out?

Mr. Stefanson: I am certainly not made aware nor feel
I need to be made aware of Faneuil's monthly telephone
bill, but I think if there were any problems with Manitoba
Telephone System because of the nature of the original
transaction, that that would definitely be brought to the
attention of government, to the minister responsible and
other members of our government. '

Mr. Lamoureux: Mr. Chairperson, if there was a letter
that was sent to Faneuil demanding payment for long
distance toll charges, would information of that nature
have been provided to his ministry?

Mr. Stefanson: The short answer is no. I would believe
it would only be brought to my attention if there was
something of major concern, even ongoing delinquent
accounts with the Manitoba—if this is what the member is
refeming to. If somebody is a delinquent account, is that
brought to the attention of the minister responsible. I am
not sure that that is necessarily even the case nor should
it be, but, obviously, as we all know, we have had a lot of
debate around the old transaction with Faneuil. It is a
major initiative. It involves our government. It involves
the Manitoba Telephone System, and so on, and any
issues of any significance would be brought to the
attention of at least the minister responsible and
potentially other members of our government.

Mr. Lamoureux: Mr. Chairperson, I would ask for the
Provincial Auditor to comment in terms of what degrec
does the Provincial Auditors’ office monitor or participate
with Faneuil.

Mr. Johnson: We are currently involved in the audit of
the management training corporation for the current fiscal
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ycar. | am not aware of any financial problems around
Faneuil. Nothing has been brought to my attention, but
the audit is still ongoing,

Mr. Sale: If we could move to item 10 on the agenda,
the issue here is the reporting approach used for
independent schools.

By way of context, Mr. Chairperson, some of the larger
independent schools are as large as some of our smaller
school divisions, and a number of them, in fact, are larger
than the Special Revenue School Districts such as
Pinawa, Pine Falls, Sprague, for example, much larger in
the case of Sprague. Some are larger than some of the
small southern school divisions along the American
border.

I think it was, again, one of these evolving questions
about appropriateness of reporting that I wanted to ask
the Auditor and the minister to respond to.

The FRAME system allows for clear accountability in
terms of a variety of government funding grants, and I
give one specific example. Level I special needs funding
is now rolled into the basic per-pupil grant to give
divisions flexibility in how they deal with children with
low or low-moderate levels of special need The
assumption is all school divisions will do so but will do
so in a flexible manner. The reporting framework for the
public school system requires the identification of special
needs initiatives. The simple provision of audits of
private schools does not provide anything like that level
of information. So I would like to ask both the Auditor
and the minister to comment on the desirability of
requiring that private or independent schools above some
threshold enrollment, for example perhaps above a
hundred or a hundred and fifty or some level that reflects
approximately the level of the smallest operating districts
in the province, should be required to use the FRAME
system, so that we have some comprehensive accounting,
reporting in a framework that is consistent for all of the
schools for which significant public dollars are being
expended. Could both respond to that, Mr. Chairperson?

Mr. Stefanson: My information on this issue, and,
again, because some detail was provided I will give as
much information as I have here this morning, but there
is the opportunity to ask the Minister of Education (Mrs.
Mcintosh) in some more detail, but the information that

I have is that private or independent schools currently use
the FRAME accounting structure which is slightly
modified from the public school version as to level of
detail. Categorical special needs funding provided to
private schools is reported in the FRAME financial
statements with related expenditures. This funding is
student-specific and is only available to the extent
expenditures are incurred. There is no noncategorical
funding provided for special needs to private schools.
There are, as the member mentioned, three levels of
funding according to the level of needs of the students,
but only public schools are funded for Level I, the lowest
level of need, and both public and private schools are
funded for Level I and Level II1. I hope that clarifies the
reporting information available.

Mr. Johnson: We have not audited the FRAME system
itself, and my understanding is that it is basically a
management tool. The private schools are part of the
system. I also understand that the final report that is
generated that becomes the public document does not
include the private school elements, and if the private
school elements were to be included in that financial
package, it would provide a more comprehensive
analysis.

Mr. Sale: I thank the minister for that correction, and I
simply state I was not aware that they were on the partial
FRAME system, and I appreciate that information. My
confusion, I think, is that when you read the reports of the
Department of Education, the FRAME reports, the
individual schools are not included in that, and so I had
not become aware that they were using it but were not
being reported on it in the same way. So perhaps my
question was wrongly conceptualized ~ Would the
minister and the Auditor believe that the reporting ought
to include the level of detail that private schools provide
in the FRAME system in a framework that is similar to
the public schools?

Mr. Stefanson: From my perspective, not having direct
responsibility, I will have to take that as notice and report
back either directly to the member or at our next meeting
of Public Accounts.

Mr. Johnson: By including private schools in the
information that is reported, it obviously would provide
more comprehensive details. The need and desirability of
that should be determined by the users I would think.
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Mr. Sale: [ thank the minister for that undertaking. We
are moving up into the area of $30 million a year in
public funding to independent schools, so it is clearly a
significant public outlay, and so I would just suggest that
we need to think about ways of increasing the
transparency. | know that steps have been taken in that
regard. I think we just need to keep moving and keep
that clarification coming.

I am sure this is a brief question, but I did not
understand the implications of the valuation methodology
of Superannuation Fund, item 11 in the agenda. If the
Auditor or the minister simply wants to table information,
that would be fine, but if they can explain it quickly, then
I would ask that they might do so.

Mr. Stefanson: Mr. Chairman, I will give the quick
explanation I have here. As noted, the Provincial Auditor
recommended that the Superannuation Fund change its
valuation methodology for investments from the cost
basis to the market basis. The CSSF implemented the
Auditor's recommendation for their fiscal year ending
December 31, 1995. While the 1995 financial statements
are not yet available, we are able to determine from the
1994 statements that the effect of this change will be to
increase the fund's recorded value of investments at
December 31, 1994, by approximately $90 million from
$1.45 billion to $1.54 billion. This has no impact on the
province's disclosed unrecorded pension liability. The
latter is based on an actuarial valuation of the employer's
share of the liability. It is not related to the value of the
employee's contribution which is what has been affected
by the restatement.

* (1130)

Mr. Johnson: I concur with those comments of the
Minister of Finance (Mr. Stefanson). The motivation for
converting to market values is to provide a better
representation of the liquidity of the plan and to comply
with gencrally accepted accounting principles.

Mr. Sale: Docs the same comment apply to the teachers
fund?

Mr. Johnson: The answer is yes.

Mr. Sale: Has the same change been undertaken in
regard to that fund, Mr. Chairperson?

Mr. Johnson: Yecs

Mr. Sale: Mr. Chairperson, if we could look at item 12.
We all, I think, are saddened by the loss of a business
and a business opportunity and a sport that provided
many Manitobans with a lot of pleasure, and I do not
want to reopen the debate about the wisdom or lack
thereof in all the discussions that went on around
attempts to make that hockey team commercially viable.
Could the minister tell the committee when he expects the
sale agreement to be signed and what the payment
schedule is anticipated in the sale agreement? Let us sce,
he might as well respond to the other question here. We
have asked for some months now that the government
table a Take Along Offer, and perhaps he could respond
to all parts of that question, Mr. Chairperson.

Mr. Stefanson: Mr. Chairman, I am interested and
pleased to hear the member says he is saddened by the
final outcome at times. Through the whole debatc and
questions and so on, I might have questioned that or
wondered about that, but we will probably get other
opportunities to discuss this issue, which has been going
on for some time now.

The sales agreament is expected and, | am certain, will
be completed by July 1 of this year, 1996, and full
payment, other than a holdback for contingencics, is
expected by that date, that there will probably be a
holdback for contingencies. As the member knows, our
share of the sales proceeds is 18 percent, and the
holdback could be as much as $5 million.

The question that has been on the Order Paper, there is
not a Take Along Offer as such. The offer to purchase
was for all of the partnership units. The Winnipeg Jets
and the province have a proportionate interest in the total
interest. So the whole concept, I think, as thc member
knows, of the Take Along, was that, if we were faced
with the situation wherc the tcam had to be sold. the
interest owned by government would roll in and form a
part of that ulumate disposition so that they would get the
cquivalent of the total valuc of dispesition of salcs
proceeds and be sold at the same time. We have been
advised at this particular point in time that, for rcasons of
commercial confidentiality becausc the agreement has
many partics to the transacton, the total offer to purchase
is not a public document. However, it is certainly my
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intention that there will be full disclosure of our share of
the proceeds in due course afier the transaction closes.

[ think, as in keeping with many aspects of this issue,
we will do our utmost to provide as much information
that we can to members of the Legislature and the public,
recognizing the need for third-party confidentiality. We
did proceed with the audit by the Provincial Auditor's
department in conjunction with the City of Winnipeg
auditor. Obviously, there was the audit done by the
auditing firm retained by the Spirit of Manitoba and so
on. It is certainly our intention to make as much as
information available as we possibly can as this
transaction closes.

Mr. Sale: [ would like to thank the minister for that
response. [ assume, just for clarification, that, as regards
the holdback of $5 million, is that a total holdback, Mr.
Chairperson, or is it a holdback on each of the city and
the province, so a total of $10 million?

Mr. Stefanson: Mr. Chairman, I may not have been
clear. It is a total amount of which our share is 18
percent of the $5 million.

Mr. Sale: Mr. Chairperson, the minister indicates that
there was no Take Along Offer . The interim operating
agreement, the minister also refused to table, but most of
us have had for a long time, because it was part of the
minutes of City Council that approved the agreement and
I think the minister knew that. So I suppose this has
been one of those games we all take part in from time to
time. In the interim operating agreement, I believe that
it is section 9-and I am recalling from memory, but if it
is not section 9, it is 4-has an explicit clause which says
words like, quoting from memory, but approximately that
at the same time as an offer is made to the majority
owners, a Take Along Offer shall be made to the public-
sector owners on the same terms and conditions as the
private-sector request to purchase.

Now, I do not understand what third-party
confidentiality is involved in an offer to purchase an asset
that the province has an interest in, especially when,
according to the interim operating agreement that the
minister has said a number of times is being fully adhered
to, there was a requirement that an offer to purchase be
made to the province, at least in my reading of that
agrecment.

I understand that, from a practical point of view, the
offer to purchase is the offer to purchase, but the interim
agreement nevertheless requires that there be an explicit
offer to purchase to the public sector, and it was that offer
to purchase to which I referred in my request for tabling
of papers.

I would also say that the minister has often defended
not releasing the interim operating agreement on the basis
of third-party confidentiality, and I would say to him that
I would challenge him to show me anything in that
interim operating agreement that in any way would even
begin to intrude on third-party confidentiality. There are
no data in that agreement that would prejudice anyone's
interests, if the agreement were publicly released. The
prejudice, if any, would come in an interpretation of some
of the very generous clauses about the annual budgets and
the methods by which annual budgets were set, but no
way that one could claim that information about how a
hockey team's budget is to be established in terms of
various provisions for exceeding floors is prejudicial to
someone's interest. It simply does not wash, Mr.
Chairperson.

So I would ask again, would the minister make
available the offer to purchase, the terms and conditions
of the offer, and make available to Manitobans an
understanding of how the various salaries, for example
the salaries of marquee players such as Keith Tkachuk
are being handled in the sale and purchase arrangement.
The minister gave very, very categorical assurances to the
House that certain portions of those salaries were being
assumed by the new owners, that Manitobans were not
going to be unfairly dinged by the large salary increases
that the Jets incurred in the last year of their operation,
very, very large salary increments.

* (1140)

I think Manitobans have a right to see the terms and
conditions of the purchase of an asset into which they
will collectively have invested a fair amount of money
and a great deal of emotional energy. In closing on this
question | say that most of those who were opposed, the
vast majority of those who were opposed to the
arrangements that were being put forward to keep the Jets
here, were hockey fans. They werc not people who
disliked hockey. They were people who were deeply
concemned about the affordability of the arrangements that
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were being put forward and the likelihood of substantial
long-term losses. The reality, as the minister I am sure
knows, is that 19 of the 26 teams in the National Hockey
League at this point are losing money. These include
some very large teams and very large franchises that one
would be surprised to understand that they are losing
money.

The concem of most of us who were deeply concerned
about the proposals had nothing to do with hockey and
everything to do with the viability of the economic
arrangements that were being proposed. So I am glad
that he is reassured that | was saddened by the loss of this
asset, and | am saddened by it, as we all are, but the asset
in our view was not one that could be maintained without
ongoing public subsidies of an unacceptable level, so a
hard choice had to be made. We are glad the hard choice
was made. We are saddened by the choice and by the
time and the energies involved that had to be taken to
come to that, but nevertheless I think it was the right
choice in the end. So [ would appreciate the minister's
response to those remarks.

Mr. Stefanson: [ am certainly prepared at some point in
time to set aside time to debate the entire issue and the
attempt to keep the Winnipeg Jets in Manitoba; who did
whatand what different individuals tried to do and so on.
As | say, at times I wondered what the objectives of
members opposite were through this entire issue, but I do
not think there is anything to be gained by us getting into
a prolonged debate here today, and agreeing to disagree
on many issues. In terms of the specific questions, the
whole intent of Take-Along was just that, that we could
not be faced with a situation where the private owners
could dispose of their interest and have governments left
owning an interest in a hockey team either here in
Manitoba or obviously in any situation that they would
be relocated outside of Manitoba. So that was the
wholc—{interjection]

An Honourable Member: I think the Alberta Treasury
Branch owns in the Dallas Stars.

Mr. Stefanson: Yecs, so that was the whole intent. |
think we are all in agreement that that was the right intent
and the right approach, and in this particular case, the
Take-Along was achicved through one offer. [ would
have to go back to the interim operating agreement. I do
not think it was necessarily the case that there had to be

two separate offers. It is the intent that when it is dealt
with there is one offer that includes all of the interest in
the hockey team, and that is exactly what has happened,
that there is an offer to purchase all of the partnership
interests or units, including those effectively owned by
the City of Winnipeg and by the Province of Manitoba
That is exactly what we all wanted to see happen It
maximizes the value, maximizes the return to us on the
disposition of the hockey team.

In terms of the whole issue of the budget of the hockey
team, we have an interim steering committee in place that
has a series of responsibilities in terms of reviewing and
approving the budget. Again, as | have assured the
House and assured the member, the particular contract he
refers to of one hockey player that had a front-end
additional incrament as compared to levelling the contract
over the five or six years, that has been dealt with, that
only effectively the pro rata share will be allocated to this
budget year. Any excess payment this year will be
covered by the new owners of the hockey team.

The interim steering committee assures me that the
hockey team will be well within the lower one-third of
operating costs, as per the interim agreement. In fact, last
year the Winnipeg Jets hockey team were No. 25 out of
26 in terms of operating costs. Only one team in the
NHL had lower operating costs than the Winnipeg Jets
last year. It is expected this year that they will be
somewhere around 23rd, 22nd, 24th, so they will be well
within that one-third framework, but that is all part of the
review and responsibility of the interim steering
committee.

As I mentioned, the offer is all-encompassing involving
all of the partnership units. 1 am told that, becausc of
third-party confidentiality, that agrecment should not be
released. It deals with financial matters relating to
individuals and other private organizations and so on. but
I will check into that matter one more time, if there is any
opportunity to release that or any other information. but
the information | have as of today is that it should not be
released because of third-party confidentiality, but in light
of the member's comments I will at lcast check into that
issue one more time

Mr. Sale: Mr Chairperson, could the minister indicate
how Mr. Shenkarow's legal fees are being handled in the
proposed sale? By way of bricf background, in the many.
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many iterations of the attempts to save the Jets, lawyers
were involved for MEC and Spirit whose costs are now
publicly known through the helpful audits that were done
by MEC-Spirit' and by the Provincial Auditor, who
cssentially attesled, [ guess, to these audits.

The fees on the other side were likely of an equal
magnitude and conceivably could have been greater. It
would certainly be surprising if they were much less,
because both parties were negotiating at a pretty frantic
pace with a lot of high-priced help around the table.
How are the expenses of the sale to Burke and Gluckstern
and Colangelo and the expenses in regard to the various
attempts to maintain the franchise here incurred by the
Jets, the Jets hockey ventures or Mr. Shenkarow, how are
these expenses being handled in regard to the province
and the city's responsibility? Are they being treated as
operating expenses for the year in which they were
incurred, as part of the Jets' normal legal expenses, which
were always significant because of the number of
contracts involved, or are they being dealt with in some
different way?

Mr. Stefanson: Mr. Chairman, this is another good
example of where the question in advance would be
helpful, and I would come prepared to respond to that.

I will indicate to the member that the interim steering
committee has been going through a complete review of
the operations of the Jets to basically deal with all of
those kinds of issues, to define what are legitimate
operating costs, whether it is in the realm of legal costs or
whatever, what are costs related to disposition, which
effectively then we would share an 18 percent. The costs
of disposition might well be—a normal transaction might
well be that legal costs relating to the sale are often
treated as a cost of disposition, but that is part of the
process the interim steering committee is going through,
and then also going through if there are any costs that
should be the direct responsibility of the unit holders.
Ourselves, as a unit holder, if we have any costs that we
are incurring directly, whether they are legal or whatever;
are there any costs that should be the direct responsibility
of the private sector unit holders and so on.

So that detailed review is being gone through by the
interim steering committee, and again it would be my
hope that I can release as much information around all of
those transactions as possible. At the end of the day, we

are going to receive a share of the proceeds and I will
have to outline what our gross share of the proceeds were,
what deductions were made from those gross proceeds.
We know of one obvious deduction that is going to come
off our gross proceeds is the repayment of the private
sector notes. It comes off the provincial and the city.
There will be some other costs of closing the transaction
that come off of that.

So that process, I guess, to put the member's mind at
ease, certainly that issue is being addressed, clearly
understood, by the interim steering committee. I think the
final distribution of those items, I will have to try to
provide to him and committee members at a subsequent
date.

Mr. Sale: [ thank the minister for that. I expect that
probably this will not be reported until the fall, early
September, sometime like that. Perhaps at a subsequent
meeting of the committee, at that time we might look at
that in more detail.

I do want to say, though, Mr. Chairperson, through you
to the minister, on the process question, we did agree that
we would attempt to provide questions, but we also said
inthe letter that items that came up in debate in regard to
a particular area would not be precluded. [ do not want
the record to suggest that we are moving towards a
scripted process in which there can be no elaboration on
an item which was identified in here in regard to the sale.
[ think any question I have asked in regard to the sale and
the sale proceeds is a perfectly reasonable question that
could be anticipated, in fact, in terms of preparing for the
meeting, but I want to be very clear that it was never our
intention to suggest that each question would be
sufficient and there would never be elaboration or
extension of debate on the question.

[ think that the letter, which I agree the minister
amended, but the phrase in the second paragraph: Of
course, the list cannot preclude debate on issues which
arise, but the intent is the minister and staff have
opportunity to prepare and to ensure that appropriate
officials are present.

My understanding is that it is a very fruitful process to
have an agenda-1 agree with that-but I want to not have
the record suggest that means that every question is
scripted and there cannot be departures from questions
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into areas of elaboration in a given area. I think it is very
important that we not get off on misunderstanding the
intent of at least our side and adequately reflected in our
letter that this a guide. We will be as explicit as we can,
and I think the minister must admit that we have been
very clear in the questions we have raised. It has kept the
debate reasonable and we have made good progress
through the agenda, but I hope it is not being suggested
that these are the only questions we can ask on an issue
which we put on the table, Mr. Chairperson.

* (1150)

Mr. Stefanson: Mr. Chairman, I read into the record
carlier what it was that we agreed to at our first meeting,
and it is a list of agenda items and questions at least four
days prior to the meeting. But it does go on to say, the
list is intended to form the basis of discussion but does
not preclude debate on other issues which arise, as the
member touches on.

But I would think very specific questions about an
agreement, whether it is the Winnipeg Jets agreement or
the Faneuil agreement, that when the issue is put down on
the agenda, I would encourage the member to give some
thought to specific questions. I think that would be very
helpful. We have come prepared, where there are specific
questions, to provide as much information as we can and
rather than to put a generic topic and think that that
covers off.

Having said that, I would agree, once we are into the
issue, answering questions can lead to other questions
and so on and that is all part of a healthy debate, but I
think this issue that we are just looking at now, the
Winnipeg Jets, there were a couple of very specific
questions; we responded to them. I think the question
that the member has asked if he wants to start getting into
what are costs of disposition, what are operating costs
and so on, I would encourage him to give thought to
some of those very specific questions when he is working
on the agenda and the question. I think that would be
helpful.

I am just saying that the nature of some of the
questions, to me, would appear to be ones that certainly
the member would have thought of at the time the item
was being put down as an item to be discussed. That is
what I would encourage the member for Crescentwood

and all members to do. That is not saying that it cannot
lead elsewhere, but my sense on both of those issues, as
two examples, is they have just basically appear to have
been put down as generic issues, but then we get into
some highly technical, highly specific questions, and I
think it would be helpful to put those in place.

Having said that, I think many of the questions are very
direct, are very specific, and I would agree with the
member that on an overall basis it is helpful for all of us
and has been very constructive. So I am not sure we are
necessarily entirely disagreeing here. It is a matter of |
think the member could be a little more specific in some
of these areas, and I am not sitting here suggesting that I
will only respond to every question that is given to me in
advance.

So even though it has worked reasonably well, I think
it can still be improved, Mr. Chairman.

Mr. Sale: Mr. Chairperson, could we move on to
question 13? I am interested in the actual timing of the
sale of the company, when the proceeds were received,
the closing date of the sale and the questions that are
here.

Mr. Stefanson: Mr. Chairman, responding to the
questions that are here, effective December 20, 1994, the
net assets of A.LE. McKenzie Co. Ltd. including its
investment in subsidiaries McFayden Seed Company
Limited and Pike and Company Limited, were sold to
A E. McKenzie Acquisition Company, a wholly owned
subsidiary of Regal Greetings & Gifts Inc. Since the
company name was sold as well, A E. McKenzie was
changed to a numbered company, effectively.

There were a number of transactions required to wind
up the company. These transactions were completed
during the province's 1995-96 fiscal year, and details will
be disclosed in the 1995-96 Public Accounts

The Minister responsible for McKenzie Seeds (Mr
Gilleshammer) will be tabling an annual report, and there
will be full disclosure of the divestiture transaction

The revenue estimates for 1995-96 showed a revenue
of $4 million from A E. McKenzie, and the actual
proceeds will be slightly higher than that I am informed
So hopefully that information is helpful.
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Mr. Sale: Can I ask both the minister and the Auditor
their view on whether a sale that occurred three months
before the fiscal year-end of the province should be
properly recorded in the fiscal year in which the sale
occurred or whether it should be properly recorded in
some future financial period?

Mr. Johnson: The sale occurred after the prior fiscal
period of A E. McKenzie, and it was not reflected in their
financial statements. Those financial statements are used
as the basis for consolidating into Volume 3 of Public
Accounts for March '95. At the time of consolidation,
there is opportunity to recognize significant transactions
and include them into the Public Accounts for that fiscal
year.

The government chose not to do that, and I believe
there was some discussion around it. Then the decision
was it was agreed that it would show up in '95-96.

Mr. Sale: Mr. Chairperson, could the Auditor elaborate
a bit on the nature of the discussion, particularly with
reference to his basically consistent approach that this is
the legal date at which the sale took place, closing,
presumably there were monies exchanged at that point
towards the closing subject to final tidying up of loose
ends?

What was the nature of the discussions between the
Auditor and the Department of Finance in regard to the
recording of this sale and the appropriate dating of the
recording of it from a provincial accounts perspective?
To the Auditor, Mr. Chairperson.

Mr. Johnson: Mr. Chairman, I was not party to those
discussions specifically. The date of the sale was
December 20, 1994, as the minister had indicated.

Mr. Sale: Mr. Chairperson, I am sorry. | understand the
date. I asked the Auditor if he could elaborate on the
nature of the discussions and specifically I asked what his
view was in terms of the appropriateness of when the
proceeds ought to have been recognized from the
perspective of Public Accounts and the Auditor's Report.
I asked him for his view as Auditor on when these
proceeds ought to have been recognized.

Mr. Johnson: Mr. Chairman, Carol Bellringer was the
Provincial Auditor at the time of signing the audit

opinion for March '95. 1believe this issue was discussed
with herself and officials from the Department of
Finance. I believe that Carol Bellringer was suggesting
that the transaction be recorded in the '94 fiscal period.
I would agree with that position. There was opportunity
todoso. There was no qualification in the audit opinion
because of the significance of the transaction.

Mr. Stefanson: Mr. Chairman, just before we adjoumn,
I think it is important that the member for Crescentwood
understand, McKenzie has an October year- end, October
'95, and there were a number of transactions included in
the wind up, so in terms of their-|interjection] Not at all.
In terms of their year-end financial statement, it falls
within '95-96, the government's '95-96 fiscal year, and
that is the year that we reported it.

I do want to point out to the member, as I am sure he
is aware, if we want to look at accounting practices of
governments, it is not all that long ago that previous
governments back in the '80s were basically on a cash
basis, and we have significantly improved and shified
that whole approach to a minimum, a modified accrual,
very quickly moving to a full accrual system in terms of
how we report all of our transactions.

So I think we will certainly welcome a debate on our
performance in terms of how we deal with issues, how we
accrue issues and so on. In terms of this particular item,
the fact it was an October '95 year-end and there were
issues to be dealt with, it was very appropriate to reflect
it in the '95-96 fiscal year of government so that we knew
exactly what our ultimate proceeds were and final net
proceeds were from the transaction, Mr. Chairman, and
they are suggesting I am saved by the bell. 1 would call
it twelve o'clock because I do have a pressing
engagement, as | am sure other members do, and
perhaps—

An Honourable Member:
Chairperson.

Point of order, Mr.

Mr. Chairperson: Point of order being raised, but
before we conclude, and let me say my piece first, before
we conclude, the Chairperson wishes to indicate as a
matter of routine proceeding every time a meeting of the
Public Accounts committee is scheduled, regardless of
whether or not the Chairperson circulates a letter of
request for submission of items to be considered, it shall



52 LEGISLATIVE ASSEMBLY OF MANITOBA

May 10, 1996

be considered as implicitly made. That will save us time.
It will be automatically made in the minds of all
members, and the Chair will receive the item and
circulate it to committee members as soon as possible.
Thank you.

* (1200)
Point of Order

Mr. Sale: [ wonder, Mr. Chairperson, if we might agree
to meet for another two or three minutes just to discuss
the question of the next meeting. The minister wants
maximum agenda, preparation time, and I am certainly
prepared to work as hard at that as I did for this agenda,
which I think was fruitful, but there are a number of items
to which we did not get. Is it the minister's intention that
we will conclude the agreement that we entered into and

have a third meeting prior to the end of the House sitting
this spring?

Mr. Stefanson: Mr. Chairman, it is twelve o'clock
That is the time we agreed to. I do have a pressing
engagement. [ think in terms of whether or not we have
a next meeting and when, the member for Crescentwood
(Mr. Sale) and I can have that discussion and discuss it
with our House leaders and leave that final decision up to
them as to scheduling of any future meeting,

Some Honourable Members: Agreed.
x %k %k
Mr. Chairperson: Meeting adjourned, committee rise.

COMMITTEE ROSE AT: 12:0l p.m.



