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TIME- 10 a.m. 

LOCATION- Winnipeg, Manitoba 

CHAIRPERSON-Mr. Edward Helwer 
(Gimli) 

VICE-CHAIRPERSON-Mr. Gregory 
Dewar (Selkirk) 

ATTENDANCE- 11 -QUORUM- 6 

Members of the Committee present: 

Hon. Mr. Selinger 

Ms. Allan, Messrs. Derkach, Dewar, 
Gerrard, Helwer, Loewen, Penner 
(Steinbach), Reid, Rondeau, Struthers 

APPEARING: 

Mr. Jon Singleton, Auditor General 

MATTERS UNDER DISCUSSION: 

Provincial Auditor's Report on Value-for­
Money Audits for the period ending June 
2000 

Provincial Auditor's Report on the 
Operations of the Office of the Provincial 
Auditor for the year ended March 31, 2000 

Public Accounts Volume 4 for the year 
ended March 31, 1999 

Public Accounts Volumes 1, 2 ,  3 and 4 for 
the year ended March 31, 2000 

Mr. Chairperson: Good morning. Will the 
Standing Committee on Public Accounts please 
come to order. Our first order of business today 
is the election of a vice-chairperson. Are there 
any nominations? 

Mr. Jim Rondeau (Assiniboia): I nominate Mr. 
Dewar, Selkirk, for Vice-Chair. 

Mr. Chairperson: Mr. Dewar, Selkirk, has been 
nominated as Vice-Chair. Is that agreed? 
[Agreed] Mr. Dewar is the Vice-Chair then 
today. 

The meeting has been called to consider the 
following reports: the Value-for-Money Audits 
for the period ending June 2000; the Report on 
the Operations of the Office of the Provincial 
Auditor for the year ended March 31, 2000. It is 
actually the Auditor General now, not Provincial 
Auditor-[interjection] Okay. Public Accounts 
Volume 4 for the year ended March 31, 1999, 
and the Public Accounts volumes 1, 2 ,  3 and 4 
for the year ended March 31, 2000. 

On May 2 4, I, as Chairperson for the 
committee, circulated a letter to committee 
members requesting submissions for agenda 
items or questions requiring detailed answers. 
We did not receive any agenda items for this 
meeting. Therefore, we will proceed to consider 
the reports referred to the committee. Before we 
get started, are there any suggestions from the 
committee as to how long we should sit this 
morning? Twelve o'clock? [Agreed] 

Are there any suggestions from the 
committee regarding the order in which we 
should consider these reports? 

Mr. Jim Penner (Steinbach): Just looking at 
the dates and looking at the reports, I am 

wondering if it would not be the will of the 
committee to start with the March 31, 1999, 
materials so that we get the oldest stuff done 
first. 

Mr. Chairperson: Is that the will of the 
committee? [Agreed] Did the honourable 
Minister of Finance wish to make an opening 
statement? 
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Hon. Greg Selinger (Minister of Finance): 
Yes. I was going to read each and every page in 
Volume 4 into the record, but, in the interests of 
time, I think I will just entertain questions. 

Mr. Chairperson: Would you want to introduce 
your officials today? 

Mr. Selinger: I will introduce my officials. We 
have with us the estimable Pat Gannon, the 
Deputy Minister of Finance. Sitting beside him 
is the comptroller and ADM for that responsi­
bility, Jerry Gaudreau, and our Terry Patrick, 
who ably assists Mr. Gaudreau in all those 
functions related to the comptrollership of the 
provincial finances. 

Mr. Chairperson: Thank you, Mr. Minister. 
Did the critic for the Official Opposition, Mr. 
Penner, Steinbach, have any opening statement? 

Mr. Jim Penner: Mr. Chairperson, actually, I 
was going to suggest that maybe we should 
determine whether or not-I understand there are 
no further meetings scheduled of the Public 
Accounts Committee this session, and whether 
there would not be need to clean up some more 
stuff. 

Mr. Chairperson: At the moment, Mr. Penner, 
because we have not passed the rules yet, the 
Government House Leader has to call the 
committee. With our discussion with him last 
week, he said we would be having another 
meeting, at least one or maybe more meetings, 
but they have not been called yet. So we will 
have to deal with them with our House Leader 
and the Government House Leader. 

Mr. Jim Penner: I would like to just proceed as 
we did on previous occasion with reviewing the 
reports. 

Mr. Chairperson: Thank you. Did the Auditor 
General have any opening comments for the 
committee? 

Mr. Jon Singleton (Auditor General): Not 
really, but perhaps I will introduce the people 
who are here with me as well. 

Mr. Chairperson: Sure. 

Mr. Singleton: To my right is Ms. Bonnie 
Lysyk, the Deputy Auditor General and chief 
operating officer of the office. Behind me is Mr. 
Norm Ricard, the executive director of our 
value-for-money audit practice. Also, we have 
Mr. Greg MacBeth, who is taking over 
responsibility for quality assurance within the 
office, and beside him is Ms. Susan Hay, who is 
taking over responsibility for the audit of Public 
Accounts. 

Mr. Chairperson: Thank you. Okay, we can get 
started. Are there any questions on the March 
31, 1999 report, Public Accounts Volume 4, or is 
it the will of the committee to pass this one and 
go on to the next ones? 

Some Honourable Members: Pass. 

Mr. Chairperson: Volume 4 of the Public 
Accounts for the year ended March 31, 1999-
pass. 

Which other reports would you like to 
consider next then? Do you want to start at the 
top dealing with the Provincial Auditor's Report 
on Value-for-Money Audits for the period 
ending June 2000? Is that the will of the 
committee? [Agreed] 

The floor is now open for questions on the 
Provincial Auditor's Report on Value-for-Money 
Audits for the period ending June 2000. 

Hon. Jon Gerrard (River Heights): I would 
like to start with a couple of questions on the 
investigation of the University of Winnipeg 
investment in information technology, which 
was part of that particular audit. 

One of the questions that I would have is 
this. When you are operating a large 
organization-the university would be an 
example-very often in the private sector, 
depending on the nature of business, one can 
provide a fixed proportion of expenses that 
might be smart to be investing in information 
technology on an annual basis. 

Although the Auditor General emphasized 
in this the importance of being on top of what 
happens, one of the issues, as I see it, is whether 
institutions like the University of Winnipeg are 

-



May 27, 200 2  LEGISLATIVE ASSEMBLY O F  MANITOBA 45 

putting too much, too little, as well as how it is 
controlled. Can you provide an overview here? 

Mr. Singleton: Sure, I can provide an overview. 
You will find as we come to future reports of the 
office, we are actually doing a series of reviews 
of IT technology in post-secondary institutions. 
We have already issued a report on Keewatin 
Community College, and within the next few 
months we will be issuing a report on Assini­
boine Community College and Red River 
College with respect to their management of IT 
infrastructure. 

* (10:10) 

One of the reasons we are looking at that is 
that we see IT as a strategic driver for any 
organization in today's world, but, on the other 
hand, we see it as a subject which has not 
received the attention at a governance level and a 
senior executive level that it probably should 
have. 

As another role that I play, I am on the 
board of the international organization called the 
IT Governance Institute, where we are trying to 
develop guidelines for boards of directors and 
executive managers on how to bring IT issues to 
the board table in a meaningful way, so that 
there can be a useful and informed discussion of 
the priority of IT expenditures vis-a-vis other 
expenditures that are facing an organization. 

As everyone around the table is aware, in 
the Manitoba public sector, we have been faced 
with restraints on expenditure for over a decade 
now. One of the consequences of that naturally 
is to place pressure on all areas of expenditure 
that different organizations have to look at and 
also pressure on governments in terms of the 
quantum of funding that they can provide to 
organizations which depend on the Government 
for their funding, which certainly includes in 
Manitoba post-secondary educational insti­
tutions. 

I guess the perspective that we had in 
looking at this was to have a look at whether that 
pressure was being adequately thought about and 
addressed when IT strategies were being devel­
oped, because we see there are a couple of ways 
an effective IT strategy can drive an institution 

into new directions that provide better service to 
their students and better services to the province 
of Manitoba. 

Secondly, IT can be a way where if you 
invest money up front you can over the long 
term operate more cost effectively than other­
wise. 

So, with those two perspectives in mind, we 
did this study at the University of Winnipeg to 
get an understanding of whether or not the 
systems were in fact meeting the needs of the 
users or of the students and the faculty and 
whether the infrastructure was designed in a way 
that was cost effective and compatible with 
delivering those services and whether there was 
adequate security over the system. 

Essentially what we found was that there are 
significant issues in all three of those questions 
that the university needs to address. I think one 
of the learnings that I would take from that, in 
conversation with the university, is that there has 
to be a way of developing a strategic plan for IT 
that is integrated with the overall strategies of 
the university so that at the board level there is a 
reasonable opportunity to make the necessary 
trade-offs in the investment of IT versus 
investment in other key needs of the university 
to make sure that there is an optimum amount of 
money being invested in IT. Then, once that 
amount has been determined, there needs to be 
an effective way of monitoring and controlling it 
so that you get the best value for the money that 
you can afford to allocate to IT. In both those 
cases, those kinds of processes are not 
effectively in place at the present time at the 
University of Winnipeg. 

Mr. Gerrard: To go back to the original 
question, in terms of the proportion of overall 
expenditures by the University of Winnipeg 
which is dedicated to IT efforts; what is it now? 
In comparison with other post-secondary edu­
cation institutions, what is your sense that this 
should be? 

Mr. Singleton: In this particular audit at the 
University of Winnipeg, we did not determine 
those numbers. We have incorporated that kind 
of questioning in the studies we are doing now in 
the community colleges. I think it would be safe 
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t o  say that in the first place the university could 
use the money that it has invested in IT more 
effectively and there probably is a need to invest 
more money in IT in order to keep the systems 
current and deliver the services that students of 
today expect. 

Mr. Gerrard: Just following this up one more 
step, you are now looking at other post­
secondary education institutions, and, in a sense, 
with programs like Campus Manitoba, with the 
ability of post-secondary education to work 
together to deliver services around the province, 
there are some interesting needs for universities 
and other post-secondary education institutions 
to work together in terms of some of the 
common information technology interests. I 
wonder if you could give us a perspective on 
what the need is here, what the opportunity is, 
and what the universities and other post­
secondary institutions should be doing. 

Mr. Singleton: My perspective would be a 
general one. In principle, the concept of the 
universities and the colleges co-operating in 
developing IT strategies and IT systems that all 
of them can use and that all of their students can 
access seems like a very logical and sensible 
thing to pursue. 

I think where the universities and the 
community colleges, and they are not unique in 
that, are doing themselves a disservice, though, 
is in not preparing information for government 
as funder that clearly outlines the need for IT, 
the benefits of IT and puts together a case that 
gives Government a fair chance to appreciate the 
impact of those needs on the funding require­
ments of the universities and the colleges. Given 
that governments will continue to face resource 
constraints for the foreseeable future, the better 
information Government has about the needs 
and what can be done with those needs, the 
better position the Government is in in order to 
make the best possible allocation of resources 
amongst the various demands that are placed on 
the public purse. 

I would encourage post-secondary education 
institutions to do whatever they can to collabo­
rate where it makes sense and is cost effective 
and results in a better service but also to make 
sure that, at the board level, they really 

understand what is going forward to 
Government in terms of their needs for IT and 
the related benefits that can arise from what may 
cost more money today but may save money in 
the long run and provide a higher level of service 
to the students. 

Mr. Gerrard: I would ask, in view of the 
review here in public sector, in this case, edu­
cation, your ongoing attention to this area. 
Clearly, another very large provincial public 
sector area is health. Whether there are some 
similarities and differences in terms of the needs 
to approach information technology in health 
care and whether, as a result of your experience 
here, you can make some comments. 

Mr. Singleton: We have not done any specific 
audit work in that area, so I would not be able to 
make more than anecdotal comments based on 
what I have read in the media and various 
conversations I have had, but the sense I get is 
that there is clearly a need for an improved 
investment in IT in the health care sector as well. 
One of the things that really seems to be missing 
in the health care system is good information for 
making effective decisions. It would seem that 
an investment in IT would at least have a chance 
to improve the quality of information that is 
available for resource allocation and patient care. 

Mr. Gerrard: I would like to move on to a 
discussion of the Manitoba Capital Fund and 
Vision Capital Fund, which are in the next 
section. 

Mr. Jim Penner: Since there are a wide-ranging 
number of schools involved with information 
technology, as was mentioned, Red River, 
Keewatin have already been done, Assiniboine 
at Brandon, U of M, U of W, is there some co­
ordination that could be exercised between the 
development of IT so that not everybody would 
have to invent the wheel and that there would be 
some savings involved? 

* (10: 20) 

Mr. Singleton: There may be opportunities 
along those lines. Mr. Ricard beside me just 
reminded me that-what was it? Two years ago, 
two or three years ago, the three community 
colleges put together a joint IT submission to the 

·-

-
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Council on Post-Secondary Education. As we 
wrap up the review of Red River College we 
want to go back and look at what has happened 
with that particular plan. Typically though, one 
of the things we are seeing is that the institutions 
we have looked at so far are pretty short staffed 
in the IT area, so it might be difficult for them to 
find time to co-operate with other post-secon­
dary educations in the development of new 
systems. On the other hand, if they were able to 
do that, there might well be opportunities to save 
money overall. 

When you think about it, the student 
registration system needs are probably pretty 
common amongst the colleges, and it is quite 
likely, speaking out of the top of my head, that 
there would be a universal system for student 
registration that all of them could use and be 
maintained in one location. So I would say, yes, 
there are opportunities in that area that likely 
should be explored. 

Mr. Selinger: I am willing to wait for the 
member from Steinbach. I just want to make a 
comment on this whole IT area after. I will wait 
for your question. 

Mr. Jim Penner: Mr. Chairman, I noticed in the 
Keewatin Value-for-Money Audit that computer 
equipment was bought without RFPs and that 
there was also inadequate funding. I am just 
wondering if that was also the case at University 
of Winnipeg. 

Mr. Singleton: We did not find any instances 
like that in the audit we did at the University of 
Winnipeg. 

Mr. Selinger: I just want to put a couple of 
comments on the record for contextual purposes. 
This report was done on IT -it is on page 43 of 
the report--during the period of February '99 
through August '99. That was in the run-up to 
the Y 2 K  completion. During that time labour 
markets for IT professionals were extremely 
tight. There was a lot of demand for that kind of 
work. The market has evolved considerably 
since then. We have seen a loosening up of that 
market. Many people have actually lost jobs in 
that field with the crashing of the dot-corns in 
the last year. 

So I just wanted the record to be clear that I 
think the labour market context for IT profes­
sionals has evolved considerably since this 
report was done. That is probably one of the 
disadvantages or advantages, depending on how 
you like to look at these things, about timing on 
the delivery of these reports. So I think there are 
many qualified IT professionals available to do 
the kind of work that we need to do in the public 
sector, but I do anticipate that the demand for 
these people will grow again in the future as this 
sector picks up again. I have no doubt that it will 
pick up again, because it is the ability to deliver 
services through the Internet and to improve the 
information technology in all our institutions 
that is a need and a demand that will grow. 

The other thing that I wanted to say was, just 
on the other side of this, information technology 
is a bottomless pit of demand. I mean, you could 
spend an infinite amount of money on these 
types of services. So it is not that the services are 
not needed, but I think it requires some very 
careful decision making by the institutions 
themselves who have their budgets on what their 
priorities are, because you could transform 
virtually everything you do into an Internet 
service practically, including the delivery of 
grades and assignments. There are many courses 
now that are offered by Internet, and you can 
actually register in university programs globally 
out of Manitoba now and take courses on the 
Internet. 

So the challenge for Government is how 
they can make their services more available to 
citizens and prioritize what services there are. 
The challenge for universities, as arm's-length 
institutions, is what their priorities are for e­
govemment or e-university services and to 
prioritize those, because they could come to us 
as a report tomorrow asking for tens of millions 
of dollars of additional resources, and the 
projects would probably have some merit. But 
the question is: Who is going to resource them, 
and where is the money going to come from? 
What are the trade-offs? What things will not be 
done? 

There is a big debate in the post-secondary 
education system about what is a quality edu­
cation, how much direct contact time should 
there be with professors, for example, versus 
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delivering over-the-Internet courses and what is 
the quality. So these debates are not just driven 
by resources, but they are driven by what we 
mean by quality in terms of delivering education 
and the related support services. 

But I know, for example, one of the services 
we have provided in government in the last 
couple of years is the ability to apply for student 
aid bursaries and/or loans over the Internet. That 
is a 2 4-7 service now that is available to people, 
and a very helpful service, especially with young 
people, who have greater facility with using 
these technologies to get access. It cuts down on 
waiting time and processing time as well. 

So I think we are going to see these things 
evolve, but just the idea of them coming forward 
with a big request for more money would 
probably very quickly outstrip the resources 
available. I think the institutions themselves 
have to be very focused in terms of what their 
priorities are and how they are going to put these 
services in place. 

Mr. Gerrard: I would just like to follow up on 
this last point. One of the reasons why I had 
asked the question was what proportion of 
expenditures is a reasonable proportion for uni­
versities to be making. In fact, if you know what 
is a rational proportion of expenditures in IT, 
then you can start from that sort of framework 
and manage those expenditures very well on an 
ongoing basis. Right away, that indicates that 
this is part of what the university does on an 
ongoing basis and that it is not separate allo­
cation necessary from government, but it is part 
of core activities of post-secondary education 
institutions. 

This is not an easy question to ask and get 
answers to, but I think it is a very important one. 
I am pleased that the Auditor General is going to 
be looking at that in the context of the other 
post-secondary education institutions that you 
are looking at. That being said, if we are ready, I 
would go on to the Manitoba Capital Fund and 
the Vision Capital Fund. 

To the Auditor General, in looking at what 
has happened here, my initial question or two is 
just to get a better understanding of the circum­
stances. It seems to me that we have got 

Government initiated or sponsored or invested in 
capital funds designed to support small business 
and small business growth in the province, an 
admirable goal. 

In this case what happened was that both of 
these two invested in what was essentially a 
holding company. The holding company then 
went out and invested in the small businesses 
instead of the capital funds themselves directly 
investing in what is a small business. This 
provides a somewhat more complex environ­
ment, an environment in which there is much 
harder to get accountability of investment capital 
and that you have distributed accounting and 
distribution systems as happened in a sense in 
enterprises like Enron, where it was harder to get 
at an understanding at the centre of where the 
funds were being invested at the periphery, as it 
were, in the secondary businesses. 

It would seem to me that one of the 
important things here, one of the important 
questions is to get an understanding of what 
happened here in terms of investment in a 
holding company as opposed to investment in 
the enterprise which was actually doing or 
performing the productive activity, whether it be 
manufacturing or tourism or gaming or what 
have you that were three separate companies 
involved here. 

I would ask as a starting point to give us a 
framework. Is my sort of view of this, a 
reasonable understanding of what was happen­
ing? Second, what should be the approach of 
capital funds like this providing investments into 
holding companies as opposed into companies 
which are actually providing products or 
services directly. 

Mr. Singleton: I think it would be useful to just 
clarify how the Manitoba Capital Fund operated, 
in general. The operations were a little more 
straightforward than the way they have been 
characterized in the question. Essentially, the 
Manitoba Capital Fund was a limited partnership 
with the Government as an investor through the 
Manitoba Development Corporation and some 
private sector investors as well. 

* (10:30) 

·-

-
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For the most part, the Manitoba Capital 
Fund made investments directly in small 
businesses. They did not go through a holding 
company. It is only in the case of the Shamray 
investment where they invested in a holding 
company, and I think that was just a practical 
way of providing money to the Shamray group 
of companies that they decided were a valid 
investment. I think the feeling was they wanted 
to invest in the Shamray Group rather than in 
each particular Shamray business. 

In that case, too, it was the fund investing 
directly in another corporation but using the 
corporation's holding company. 

Mr. Gerrard: I think what you have character­
ized is the normal practice which was to invest 
directly in businesses, whether it is manu­
facturing or other productive capabilities, versus 
what was done here which was an investment in 
a holding company. That, you know, highlights 
the fact that this was kind of an anomaly, that 
this was not the usual way of handling things. 

As I look at the review that was conducted 
with both of these, I am struck by the fact that 
when it comes right down to it, you provided a 
review of the operations of the holding com­
pany, but my sense is that you found it difficult 
to get the kind of information that was needed on 
the separate individual companies that were 
involved here, the Schmidtke Millwork, the 
Delano Building Products Limited and the 
Northstar Gaming Limited and that to bring you 
back to this issue: (1) it seems to me that, in fact, 
this is not the common practice but is the 
exception in terms of the way that these 
companies generally operated; and ( 2) in doing it 
this way, you have a greater risk; you have a 
harder ability for the Auditor General to look 
into the situation and provide accountability to 
the public of public investments. 

So I would ask again for a better under­
standing of this situation with a holding com­
pany which really was an exception rather than 
the rule and maybe in view of what happened 
was not a very good exception. 

Mr. Singleton: I think it is fair to say that the 
major learning that we took from this particular 
audit, particular review, about the Manitoba 

Capital Fund and the Vision Capital Fund had to 
do with the area of accountability to the public 
for the use of public monies. In the case of both 
funds, the issue relates to not only the 
investment in Shamray Group's holding com­
pany but to all their investments. 

We started out the review with the idea that 
we would be able to provide the members of the 
Legislature with a positive conclusion as to 
whether or not due diligence practices were 
appropriate at the two funds. However, as we 
proceeded through the review, we determined 
we were not going to be able to provide that 
positive assurance one way or the other. 

The primary reason for that was there was 
not enough documentation of the due diligence 
practices for us to do an audit after the fact on 
what was done. We received many assurances of 
things that were done verbally and were able to 
corroborate many of those through different 
interview processes, but, at the end of the day, 
we had to give an opinion which is in a sense, 
well, technically I guess we could call it "cold 
comfort," that during the review we did not find 
any evidence that there was not due diligence. It 
was that kind of double negative that was as far 
as we could go in expressing a view in the 
absence of documentation. 

Now, I should put that in context as well. 
One of the things that we thought about when we 
realized we were going to have to go down that 
path was to try to understand how well did their 
documentation practices compare to other people 
in the venture capital business. Now that is an 
area of business where privacy is very important, 
so we found it quite difficult to get evidence of 
the due diligence practices of other venture 
capital funds across the country, but we did get 
to have some conversations with a couple of 
other funds, the upshot of which was that the 
documentation practices of both the Manitoba 
Capital Fund and the Manitoba Vision Capital 
Fund were as good as, if not better than most 
people in the venture capital business. So, from 
that point of view, we thought, well, that means 
we really cannot be critical in one sense of their 
documentation practices. 

They were clearly following what they 
understood to be industry standards in that 
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regard, but at the end of the day, when we came 
in as a provincial auditor at the time, we found 
that we could not provide the level of assurance 
to the members of the Legislature that we 
thought the members of the Legislature should 
be entitled to around the issues of due diligence. 
That led to our major recommendation for both 
of these, that when gvernment wants to get 
involved with other organizations that will do 
venture capital investing on their behalf, it is 
very important up front to think about what is 
the accountability regime going to be and what 
standards of documentation in particular should 
the organization be required to adhere to in order 
that an effective post audit of due diligence 
practices can be done should it ever be required 
or requested. 

Since that was not done in this case ahead of 
time, we are coming in after the fact and finding 
an issue that really constrained the extent to 
which we could conduct the audit we wanted to 
conduct. 

Mr. Gerrard: Just picking up on that last point 
about trying to understand what it was that 
constrained the audit, I want to just read a 
sentence or two from your report. This is on 
page 79: With respect to the Shamray Group, 
searches of the various federal and provincial 
government offices regarding potential liabilities 
were only done on the holding company. 
However, any outstanding liabilities would have 
been incurred by the operating companies. As a 
result, we believe it would have been useful to 
conduct the noted searches against the operating 
companies. 

Now, was there a problem in being able to 
conduct the searches against the operating 
companies? It seems to me, where you have got 
these venture capital funds investing in the 
holding companies as opposed to the operating 
companies, that it is probably a whole lot more 
difficult to get accountability in terms of the 
operations of the operating companies as 
opposed to the holding company. 

Mr. Singleton: Mr. Chairman, while it is true 
that the investment was flowed through the 
holding company, our position was, and that is 
why we made that particular comment, that the 
Manitoba Capital Fund could have insisted on 

going to the operating companies if it had 
chosen to do so, despite the fact that it was 
investing in the holding company. 

Once again, though, it is important to keep 
that in context, but we think that would have 
been a useful step for them to do. At the end of 
the day, however, it is really a matter of 
judgment in terms of how far you carry due 
diligence in any particular case. Clearly, there 
was a lot of other due diligence going on besides 
that particular step. So, while we think that 
would have been a useful thing to do, it may or 
may not have changed their investment decision 
if they had done so. 

* (10:40) 

Mr. Gerrard: Just following this up a little bit 
further, you are implying that the venture capital 
funds, two of them, in fact did not take their due 
diligence to the level of the operating com­
panies. They just performed it on the holding 
company. That is why there was very great 
difficulty in tem1s of being able to assess. 

Mr. Singleton: Mr. Chairman, that would not be 
a fair characterization of what we found. In this 
particular comment, we are only talking about 
the search for potential liabilities, but clearly, as 
a part of the review and due diligence practice of 
the Capital Fund done, they did look at the 
revenues and expenditures and those kinds of 
things of the operating companies, as well as the 
holding company. So this, once again, was just 
one aspect of the total due diligence practice that 
we thought would have been useful to do, which 
was not done. 

Mr. Gerrard: I would take this just a step 
further in terms of my understanding of what 
happened with Enron in the United States is that 
they did not have at the centre as good an 
understanding of the liabilities at the distributed 
companies that were a part of the group, and 
that, in some ways, is somewhat analogous here 
in that there was not an understanding of the 
liabilities at the operating companies as there 
should have been. 

Mr. Singleton: Well, it certainly is true that, 
when you are dealing with a group of related 
companies, the complexities are inherently much 

-

-
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higher. The risks of someone investing in those 
not understanding exactly how all those com­
panies interrelate are correspondingly higher, so 
I think it would be fair to say that conducting 
due diligence on a group of companies that are 
related is more complicated and more difficult 
and more challenging than in cases where you 
are just investing in one company, where you 
can have a pretty clear envelope of what it is you 
are investing in. 

Mr. Gerrard: One of the concerns that is raised 
by the audit has to do with the fact that there was 
a review done the first time the investment was 
made, but then there were two further invest­
ments made. Before the second and before the 
third investment was made, there was not 
apparently adequate review or due diligence, 
well, from the point of view of the Capital 
Funds. I wonder if you would comment on this. 
Why did this not occur, and what should have 
occurred? 

Mr. Singleton: I will give a general answer to 
the question. I would be happy to take some time 
to research it in more detail if it is desired to 
pursue that. I think my understanding was that 
the amount of time that elapsed between the 
investments was not so significant as to give the 
Capital Fund concern that there would be any 
significant changes in their original due 
diligence practices or original due diligence that 
had been done. I guess, as a general rule, one 
would naturally think it is prudent that, any time 
you are putting additional funds into an organi­
zation, it would be sensible to take some time 
and step back and assess whether the risk profile 
has changed since the initial investment. I guess 
that is the perspective that we were putting 
forward. 

Obviously, the fund felt that, in its judg­
ment, it was aware that not enough had changed 
to warrant changing the risk profile. 

Mr. Gerrard: One of the things that I noted in 
this analysis was that you had two separate 
venture capital funds with a level of agreed-upon 
investment range. They were slightly different in 
terms of their targeted size of investment. 

Maybe one of the questions here is: Where 
did that investment range targeted size come 

from? Was that something that was decided 
internally by the venture capital funds or did it 
come from somewhere else? 

Second, it seems to me in some ways that 
the funds kind of got around the limits in terms 
of what should be the maximum investment by 
having two separate public sector aided funds 
investing almost to the maximum in each 
instance so that you are able to get around what 
one would ordinarily consider to be a reasonable 
maximum part of public sector funds in this 
fashion. 

Mr. Singleton: In this particular case the two 
funds were separate organizations with separate 
boards with quite different investment goals. The 
Manitoba Capital Fund was a lender of what I 
think was called mezzanine level funding, 
whereas the Vision Capital Fund was an equity 
investor. The only place that overall guidance 
could have been placed that brought those two 
funds together in thinking about the level of 
public monies that should be invested in a 
particular organization would be at the level of 
the Government. To my knowledge, there was 
no such direction given to the two funds that 
they should co-operate in considering what level 
of risk they would take together. So the ranges 
of investment that each fund agreed that it would 
make in particular companies was determined 
strictly by their own board considering their own 
appetite for risk and the size of their own funds 
without reference to any other capital fund that 
might or might not be interested in investing in 
those organizations. 

One of the things you have to remember, 
especially in the Vision Capital Fund, is a lot of 
that money was private sector money. They 
probably would have resisted constraints on how 
their money could be invested just because 
another government organization had decided, 
another government-funded organization had 
decided to invest in the same company they were 
interested in. So I do not think that character­
izing it as an attempt to get around a rule-there 
really was no rule ever in place for them to get 
around. 

Mr. Gerrard: Just in terms of the joint 
investment here, although they were structured 
and with different purposes, you were satisfied 
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that this was an investment which, in fact, 
matched both of the separate purposes of the two 
different capital funds. I would ask as well from 
a government perspective, when you are setting 
up multiple instruments or supporting multiple 
instruments in different ways, whether in fact 
there should be some consideration of public 
sector risk when you have got two separate 
venture capital funds at this point. Should there 
be some guidelines or approaches put in place? 

Mr. Singleton: Yes, to answer the first part of 
your question, I think we were satisfied the 
investments that were made met the terms of 
reference or the missions and goals of each 
organization separately. In terms of whether with 
hindsight, it would have been prudent for the 
government to think about the fact that it was a 
partner in creating two separate capital funds 
which very well might decide to invest in the 
same company, that should have been thought 
about. The problem is it is probably very reason­
able to say that, yes, that should have been 
thought about, but it is not so clear what the 
answer would be after you did think about it, 
because you would have to consider the extent 
of public investment versus private sector invest­
ment and a host of other issues around how 
independent you wanted these organizations to 
be before you would set out that kind of a 
profile. 

* (10:50) 

For both the Manitoba Capital Fund and the 
Vision Capital Fund, it was very important to 
them that they be perceived as quite arm's length 
from government and that they were not directly 
vehicles of investing in organizations that gov­
ernment wanted them to invest in, that they 
invested in companies that they thought made 
sense to them for their own purposes and that the 
government was simply a partner in providing 
some of the funds for them to invest. So you 
would have a whole host of philosophical and 
social and practical issues to think about in terms 
of concluding how much direction government 
should give, but in terms of should it be thought 
about, yes, it would certainly be useful to think 
about at the time when you are creating these 
funds. 

Mr. Gerrard: In terms of where one should go 
in looking at the relationship between govern-

ment and funds such as this, you have talked 
about the necessity for them to be arm's length, 
and at the same time there needs to be a process 
that where you have public funds involved, there 
is due diligence being observed. 

What is the balance? How do you strike that 
balance? How do you make sure that where 
government invests in venture capital funds like 
this, that there is the appropriate level of due 
diligence? 

Mr. Singleton: Well, I would strike that balance 
by harking back to a theme that we have talked 
about in several of our reports, and that is the 
special duty of care that is owed to the citizens 
of Manitoba for public monies, for the expen­
diture of public monies. There is a duty of care 
that anyone in the private sector owes any 
customer or investor in their organization, and if 
a citizen decides to invest in a particular share of 
a certain company or to a buy a car from a 
certain organization, that there is always a duty 
of care that is in place to make sure that your 
own money is properly managed by the people 
you give it to to take care of on your behalf. 

When it comes to public monies, though, I 
think there is a special duty of care that is owed 
the citizens because citizens are required to pay 
taxes, and we do not have a choice in that 
matter, and since we are essentially coerced to 
give funds to the Government to spend and 
invest on our behalf, I argue that there is a 
special duty of care on those charged with the 
administration of public monies to be extra care­
ful in assessing how effectively and wisely those 
monies are spent or invested. 

So to get back to your question, I think 
anytime a public-private partnership is being set 
up or any special arrangement where the private 
sector is going to deliver or the not-for-profit 
sector is going to deliver certain services on 
behalf of government, that there be effective 
conversations and discussions about accounta­
bility, what accountability will be required, how 
practical it is to carry it to a certain degree, what 
kind of resources might be required in order to 
provide that accountability and that it needs to 
be thought about and written down as an 
agreement up front, so that there is a clear 
understanding of all the parties of what the level 

-

-
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of accountability will be and what the level of 
independence and freedom of action will be. A 
big mistake, from my point of view, is not 
thinking about it and talking about it and getting 
it clear between the all parties right at the front­
the process. 

Mr. Gerrard: My sense is that somewhere the 
duty of care was not adequately set up at the 
beginning. Is that a reasonable statement? 

Mr. Singleton: Yes, that is a reasonable 
assumption from our perspective, the two funds. 
There should have been a conversation when the 
funds were set up as to the quality of docu­
mentation they would retain or the due diligence 
practices so that, if someone wanted to at a later 
date assess the quality of due diligence, they 
would be able to do so. 

Mr. Gerrard: That, in your view, would be the 
sort of fundamental shortfall here, the lack of 
being able to document the decision-making pro­
cess and the due diligence being carried out by 
the funds in an appropriate fashion. 

Mr. Singleton: Yes, that is correct. 

Mr. Gerrard: In looking at this, are there other 
areas that there is a potential for? I mean, due 
diligence. Was there influence, for example, in 
the way these funds were set up on appointments 
to boards or other things, or was the Government 
totally at arm's length? In this case, it was just a 
matter of making sure that the due diligence and 
the record-keeping process were done properly. 

Mr. Singleton: The Government was not totally 
at arm's length in that they had members of the 
board who were government appointees in both 
cases, which made sense because it was, of 
course, government money included in the lim­
ited partnership. So those individuals, of course, 
had a responsibility to themselves, to assure 
themselves that due diligence was taking place, 
and from assurances that they provided to us, 
they were satisfied themselves that appropriate 
due diligence was in place. 

The real difficulty was when a third party 
came in to try to assess how they knew that due 
diligence was in place. The documentation was 
not there to enable someone to do that, but they 

would have been party to many of the 
conversations and had opportunity to ask ques­
tions and get their own personal understanding 
of the risk profile before they authorized a 
particular investment. 

Mr. Gerrard: The individuals who were on the 
boards, representing the governments, were they 
from within the civil service or were they 
appointments from outside, and what sort of 
links back to the Government were set up? 

Mr. Singleton: They were all from within the 
civil service. 

Mr. Gerrard: One of the things which is 
important in setting up any organization, let it be 
a venture capital fund, a Crown corporation, that 
works on behalf of, with, for government, for the 
people of the province, and in this case it was 
clearly a public-private sector partnership with 
some arm's-length level, but being able to do due 
diligence, it seems to me, and to record keep, as 
you pointed out, is very fundamental. 

But one of the ingredients which is also 
fundamental is having the people with the skills 
involved in the organization and, whether it be at 
the board level or at the staff level, who have the 
skill and the experience to be able to run and 
operate a venture capital fund. Could you com­
ment on the skill level here, whether this was 
adequate, whether there were deficiencies? 

Mr. Singleton: I would rather not comment 
specifically on the expertise of the civil servants 
that were involved, but I will make a general 
comment along those lines because your point is 
very appropriate and is something that needs to 
be thought about very carefully. 

We understand that, in this particular case, 
the civil servants that were involved had a 
reasonable level of experience and were reason­
ably senior within the bureaucracy, but getting 
into the venture capital business is something 
that most civil servants do not have that much 
experience at in their day-to-day work lives, and 
it is another risk factor that government should 
think about when they are establishing a new 
organization that they now want to have civil 
servants monitor for them on an ongoing basis. 
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* (11:00) 

Having a clear understanding of the exper­
tise of the individuals who might be involved 
and their ability to actually be effective in carry­
ing out the role that government sees for them in 
serving on these boards is key. That is actually 
one of the messages that we talk about quite a bit 
in our various governance reports, is that it is 
important for each group of people that are 
operating a public sector program to take time to 
think about, as a group, how do their skills mesh. 
Do we have any shortcomings as a group that 
they should then think about either asking the 
minister responsible to appoint someone with 
those particular skills or going out and finding 
some independent way to bring those skills to 
the board independent of management, or a 
variety of options that they might consider? That 
is true, in general, for a board. 

Where a civil servant is being appointed to a 
board specifically to protect an investment, then 
the skills of that specific individual also need to 
be carefully assessed to make sure that they will 
have the time and the skills to be effective in the 
role. 

Mr. Gerrard: I have a question in terms of the 
appointment of civil service to such a board. It 
might also, in a number of circumstances, apply 
to the appointment of people outside the civil 
service, but, in this case, the government 
appointments were civil servants. I would ask 
this question. When you are setting up venture 
capital funds of this nature, there is always the 
potential for things like an insider advantage of 
some form or another and whether your 

judgment in looking at this issue, whether there 
were appropriate conflict-of-interest guidelines 
set up and a framework established in which 
there would be some level of certainty that you 
are going to prevent problems in which there 
would be ability of individuals to take advan­
tage. I should make it clear I am not suggesting 
that there was, but I am just trying to understand 
what the situation was and what should be there 
in terms of board appointments. 

Mr. Singleton: We did not specifically review 
the issue of conflict of interest at those organi­
zations, but it was our understanding from con­
versations that they had adopted conflict-of-

interest policies for their functions. I guess one 
other point that Mr. Ricard reminded me of that I 
should point out, that although the Government 
did have a representative on that board, it was 
only really one vote in the decisions, so the 
investments could be made even where the 
government person disagreed with that, which, 
were that to happen, it places that individual in 
an interesting position that really, once again, 
should have been thought about up front. What 
is the responsibility of that individual? If an 
investment is being made that he or she 
disagrees with, is it their responsibility to let the 
minister responsible know or to somehow try to 
prevent that investment, or are they just there to 
cast their vote against it and the will of the 
majority prevails and the investment goes ahead, 
that kind of question, so that the person knows 
what their roles or responsibilities are. It really 
should be thought about up front as well. 

Mr. Gerrard: I notice on page 89 one of the 
comments that you make is that the fund should 
ensure that available security is obtained for the 
loan. The reason that I raise this is that, as I think 
most of us are aware, in a world, in a high-tech 
world, in a knowledge-based world the types of 
securities that you have for loans may be very 
different from traditional types of securities. 
Clearly, certain types of investments where you 
are getting into knowledge-based lending need a 
much higher level of diligence or ongoing 
supervision or observation of what is happening 
within a company. I just would like to get your 
comments on how, in this kind of an environ­
ment, and what, in this kind of an environment, 
this is available security, what is security in this 
kind of world where you have got knowledge­
based industries in which you may not have 
quite the same types of securities as in more 
traditional sectors? 

Mr. Singleton: Mr. Chairman, before respond­
ing specifically to the question, I just want to 
clarify for the record that the statement in the 
report that was referred to that available security 
should be obtained, it was set out as one of the 
criteria we used in examining the practice of due 
diligence at the funds. Our actual finding on that 
was that available security was obtained when 
we did the audit. So I just did not want to leave 
the implication that that phrase meant available 
security was not obtained. 

·-

·-

-
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In t erms of securit y  in t he knowledge-ba sed 
industries, t hat is a n  int erest ing conversat ion in 
it self. Given that in ma ny ca ses it ma y be a n  
individua l  or a group of individua ls who ha ve 
t he skills a nd exp ert ise t o  deliver a p romised 
service a nd t he risks a ssociat ed wit h  t heir 
deciding t o  go somewhere else a nd lea ve 
everybody kind of high a nd dry is a rea l one a nd 
a lmost imp ossible, I would suggest , t o  p revent . 
Once a ga in I guess I would t hink t hat t here ma y 
not , in fa ct ,  be securit y  t hat one ca n ha ve t o  
p rot ect oneself in t hat ca se. You ma y be a ble t o  
get insura nce, bur it ma y be p rohibit ively 
exp ensive. There should be a clea r under­
sta nding of what t hat risk is a nd how rea l it is 
a nd what could be done in t he event t hat key 
individua ls lea ve a nd what t he impa ct would be. 
All t hat should be t hought a bout before ma king 
t he invest ment .  

Mr. Gerrard: I would like t o  follow up a coup le 
of t he issues which were ra ised in t his 
discussion-o ne is t he dut y-of-ca re concept wit h 
t he Minist er of Fina nce-a nd a sk t he Minist er of 
Fina nce in t erms of lessons learn ed from t his 
kind of exp erience what is current ly being done 
in t erms of due diligence a nd dut y  of ca re. 

Mr. Selinger: As t he Member for River Height s 
(Mr. Gerra rd) might know, t hese ven cap funds 
a re under t he jurisdict ion of t he Minist er of 
Industry, Tra de a nd Mines (Ms. Mihychuk) .  As 
t he rep ort indicat es, t here wa s a recognit ion t hat 
documentat ion a nd a dut y of ca re is pa rt of t he 
resp onsibilit y  of a ny government-app oint ed 
rep resentat ive eit her in t he a ssessment sta ge or 
t he monit oring sta ge. What we need t o  
det ermine, a nd my offi cia ls a re going t o  follow 
up on t his, is whet her t here ha s been a ny 
cha nges since t his rep ort ha s come out or 
whet her t he dut y  of ca re a nd documentat ion t hat 
t hey current ly get is suffi cient t o  reflect t he 
unique resp onsibilit ies of t he p ublic sect or in t hi s  
rega rd t o  t hese funds. 

* (1 1 : 10) 

Mr. Gerrard: Beca use t his is sort of a 
budgeta ry matt er, in t his insta nce we ha ve got 
government ma king invest ment s  int o vent ure 
cap ita l  funds. The va rious pa rtners, it is t o  be 
p resumed, a re wa nt ing a ret urn on t heir invest ­
ment .  From t he Government p ersp ect ive, how is 

t hat ret urn on investment when an d where it 
occurs? What happ ens t o  it ? Does it come ba ck 
t o  genera l revenues? Ha s it got sp ecifi ca lly 
a llocat ed? Does it go ba ck int o t he fund? Where 
is t he Government 's ret urn on t he invest ment t hat 
it is ma king here, and what is happ ening? 

Mr. Selinger: E very yea r, when we p ut 
invest ment int o a fund like t his Ma nit oba Cap ita l  
Fund, t here is a p rovision set up for t he p ot ent ia l 
for losses, a nd t hose p rovisions a re t o  cover t he 
risk p rofi le of a n  invest ment of t his t yp e  in a 
fund. We will ha ve t o  underta ke t o  see whet her 
or not a ll t hose p rovisions were ta ken a dva nta ge 
of. It is my imp ression, a nd I am just going from 
reca ll here, which is risky at best ,  I t hink t hey 
ha ve op erat ed wit hin t he p rovisions t hat were 
p rovided a nd ma y ha ve a ct ua lly exceed ed some 
of t hose. I a m  not sure we ha d t o  use a ll our 
p rovisions. As you know, t his fund is in a wind­
up mode right now, a nd some of t he a sset s a re 
st ill being sold off. Dep ending on how t hose 
a sset sa les go, we will det ermine what we rea lize 
in t erms of a ret urn invest ment .  

During t he life of t he fund, t he cap ita l  gai ns 
a nd ret urns on invest ment sta y  wit h  t he fund. So 
we will see how it goes a s  t hey wind up . They 
ha ve not concluded t heir wind- up yet . I know 
t hey a re in t he p rocess of doing that . I know, in 
t he ca se of at lea st one compa ny t hat wa s pa rt of 
t he wind- up p roceedings, t hey ha d t he a bilit y  t o  
pa y out t he Cap ita l  Fund for t he invest ment t hat 
wa s ma de in t hem. We will a chieve some benefit 
off t hat . So I t hink t hat ha s gone t hrough. That 
a llows t hat compa ny not t o  be a ble t o  sort of 
op erat e freely a nd unencumbered wit h a ny 
requirement s  now, beca use t hey a re free from 
t his Cap ita l  Fund. So where t hose tra nsa ct ions 
occur a nd t here is a benefit t o  government , we 
will rea lize it in t he yea r t hat it occurs. 

Mr. Gerrard: J ust t o  cla rify ,  my understa nding 
of what you were sa ying is t hat bot h Ma nit oba 
Cap ita l  Fund an d t he Vision Cap ita l Fund are in 
t he p rocess of winding up . Is t hat what you sa id? 
When will t hey be wound up by? 

Mr. Selinger: I will ha ve t o  check t he sp ecifi c 
dat es on t hat . I believe t here wa s a n  ext ension in 
one ca se. I t hought t hat t he briefi ng not e  I ha d 
a ct ua lly indicat ed t hat . For t he Ma nit oba Cap ita l  
Fund I believe t hat the wind-up dat e  is Ma y 5, 
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2003. Now this has been extended to December 
3 1 ,  2003. So we have a little time to go on that 
yet, about a year and a half. In respect to Vision 
Capital it has been extended to December 3 1 ,  
2002. So it is in process now. 

Mr. Gerrard: Just along that same line, was it 
the original intention that these be for a pretty 
constrained period of time or that they be 
ongoing instruments? When you are looking at 
long-run investment in Manitoba business it 
would seem that even a period of five or ten 
years is a relatively short period of time. So I am 
just trying to understand what the original intent 
was and when this changed, if that has changed. 

Mr. Selinger: Neither of us were here when 
these funds were launched, but I believe at the 
time they were launched they were seen to last 
for a specific period of time. I think the thinking 
behind that was that that way you could 
specifically evaluate how they performed as ven 
cap funds during that period of time. Now with 
some of the other funds we have I think the 
thinking is evolving that they should not neces­
sarily be time-limited, even though these ones 
were, for the reasons you have mentioned, some 
of these investments, there is some value in 
having longer hold periods and there is certainly 
value in having venture capital available on an 
ongoing basis to build the Manitoba economy. 

The member might know that there has been 
some discussion in the papers lately about the 
flight of head offices out of certain Canadian 
cities to the United States with the acquisition, 
for example, in Calgary of many of the oil and 
gas companies out there, that they are pulling 
head office positions back to the States. 

One of the things that I have concluded is 
that having ven cap funds in Manitoba that 
invest in Manitoba companies with Manitoba 
owners and head offices is that we may be a bit 
ahead of the curve in this regard and sort of 
growing our own businesses and growing the 
ability for those businesses to remain located in 
Manitoba through these types of arrangements, 
whereas some of these larger companies now are 
seeing decisions made out of Texas and other 
places. 

There has been a real impact that I have 
picked up in discussions with the corporate 

community on the loss of some head offices and 
talent, not so much in Winnipeg, but in some of 
the other cities across Canada. 

Mr. Gerrard: Just to take the issue of the wind­
up a step further, in a sense, I can understand 
that from the government perspective that there 
may be some desirability of doing this for a 
finite period of time, but it may be that the 
private sector partners are finding such a venture 
capital successful where the private sector 
partner is given the opportunity to continue. Was 
this opportunity available to them? 

Mr. Selinger:: By that, do you mean did they 
have the opportunity to continue to receive 
venture · capital? 

Mr. Gerrard:: No, what I meant was, could the 
Vision Capital Fund have continued without the 
government investment but with the other 
private sector investors continuing on? 

Mr. Selinger: I think these funds, the ones we 
are discussing here as originally conceived, were 
time limited. I think that was also to allow for 
exit strategies to be built, release strategies for 
these companies. I do not think there was the 
opportunity for these specific funds to continue 
on. I am not sure they even wanted to. I think 
that they felt that it was appropriate to start 
winding up what they were doing. 

Now, these were among the first funds ever 
launched in Manitoba. Since then there have 
been new funds come into place which have, 
through labour-sponsored venture capital, for 
example, acquired quite a bit more in the way of 
assets and capital to invest. We are seeing new 
ones being created in the last couple of years. 
We have seen some new ones specializing, for 
example, in the Western Life Sciences Fund, in 
commercializing medical research. Where these 
companies want to continue to put some of their 
ven cap money there are probably opportunities 
in those other funds if they wish. For the 
companies themselves there are other oppor­
tunities to get venture capital invested in them. 
So the context has changed. These were 
greenfield funds in a sense. When they started 
they were entering into new territory with not a 
lot of experience in Manitoba, in particular. 
There is experience in other jurisdictions. 

-

-
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But even 12 years ago ven cap funds were a 
fairly new phenomenon throughout North 
America. There has been a lot of experience 
through the nineties. What we are seeing now is 
that some of that experience is leading to what 
most organizations have as their underlying 
functional objective, strategies for continuity, 
but continuity based around some real value 
being added back to the community in terms of 
the goal they play. 

* (1 1 :20) 

Mr. Gerrard: My interpretation of what you are 
saying is that in this case there does not seem to 
have been a vision for continuity to start with. 
There does not seem to have been a keen interest 
from the private sector partners in continuing the 
fund, presumably because it was not nearly as 
successful as people perhaps had hoped initially. 

I mean, one would think that if you had a 
very robust fund which was doing great things 
that there would be a lot of people wanting to 
continue with them. The fact that people are very 
happy, it would seem to be, in winding it up 
would suggest that the fund never really kind of 
achieved what it might have been hoped to begin 
with, you know, a successful and ongoing 
mechanism for investing in Manitoba. 

Mr. Selinger: I do not know if I would conclude 
that they were unhappy with their experience in 
this fund and therefore wanted to exit for that 
reason. I think because the context changed 
these private sector investors had other oppor­
tunities, perhaps under different terms of 
reference, that built on the experience they had 
in these funds. 

I think there have been some strategic 
choices made about whether it makes sense to 
extend a fund that was always designed to wind 
up or to reload in a new fund with different 
terms of reference. There are more opportunities 
for private investors now. So I do not think I 
would conclude that they were uphappy. I think 
people tried to respect the original terms of 
reference of using these ven cap funds to see 
what could be done and to take that experience 
and then use that experience to build other 
opportunities within the Manitoba context. There 
have been several others in the last 1 0 years that 

have been launched. Even in the last couple of 
years there have been some new opportunities as 
well. 

So I do not see anybody saying that these 
funds were a failure. I think the experience has 
been that they have provided some very valuable 
investments to some companies. There have 
been some very valuable learnings that have 
come out of this. Those learnings have been 
shared broadly within the investment and private 
sector community and have created other 
opportunities in other venues to further this kind 
of work. I think there is a general recognition 
that venture capital is an important component of 
growing the Manitoba economy and we need to 
have a certain critical threshold of venture 
capital to ensure those opportunities can see the 
light of day. 

Mr. Gerrard: One of the issues that we talked 
about was where you have got public sector 
instruments and investment from more than one, 
in this case, venture capital fund, it may be in a 
sense historical interest because these funds are 
closing, but there may well be other instances in 
the future where you want to be looking at 
public sector involvement and what are the 
limits to public sector involvement. 

Is that an issue that you will look at in terms 
of what is happening now and making sure that 
there is an appropriate environment where public 
interest is going to be protected adequately? 

Mr. Selinger: Yes, I think what I have noticed, 
as I have seen the new funds come into being, is 
that the Government is becoming more strategic 
on how it invests in these funds. I think they had 
more exposure in the early days. There money 
was up front and not necessarily in the first 
position for any paybacks as things went 
forward. 

I have seen now when I, T and M comes 
forward with recommendations to participate in 
ven cap funds, they are much more careful in 
how they place their money and much more 
shrewd in how they protect their investments and 
rank them in terms of their ability to recapture 
the investment made vis-a-vis the other partners 
in the funds. So I think there has been quite a bit 
of learning there. 
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You may wish to participate in those 
estimates directly in I, T and M, but there are 
some officials in there that have been involved 
in this accounting, officials with accounting 
designations, but they have gained a lot of 
experience over the last 12 years. As I listen to 
them, they have taken that experience and they 
have recast the role of public money in these 
funds to provide greater security, more leverage, 
and better outcomes. I think there has been quite 
a bit of learning on the part of the I, T and M 
officials involved in this area. 

I am not going to mention a name right now. 
I will let you pick up on that in the I, T and M 
Estimates, but there is one person in particular 
who I have had contact with who seems to have 
learned quite dramatically how to improve our 
position in these funds to get outcomes and 
reduce exposure. 

Mr. Gerrard: Just one further question in terms 
of the issue of the public interest and the private 
interest and conflicts of interest of people who 
are appointed by public bodies. What sort of 
steps are being taken in this new environment 
where government gets into situations with 
arm's-length projects like this? 

Mr. Selinger: As I have just indicated, I think 
the terms under which we enter into these 
relationships are much clearer, much more 
focussed now, with better protection for capital 
and probably clearer guidelines for the due 
diligence required and the reporting procedures 
required. Even last year, when we made some 
legislative improvements to the labour-spon­
sored venture capital funds, we also tightened 
and set a higher bar for reporting in those funds 
as well. 

Sometimes the people on the other side do 
not necessarily want to comply with that, but if 
we are putting money in, putting tax dollars in, 
we have a responsibility and a right to give out 
the information on a timely basis. We did up the 
threshold there in those changes. So, every time 
we go through another iteration of these kinds of 
public-private relationships, I think our officials 
do act. I think they act very intelligently in the 
public interest to ensure that we can grow the 
economy and get the proper accountability and 

the minimum risk on government money put into 
these funds. 

You also might know that under our new 
provincial now Auditor General Act we have 
expanded the ability of the Auditor General to 
investigate government money invested in 
anything that the Government of Manitoba is 
involved in. Our Auditor General now can fol­
low the money to see how it is being used and 
whether it is being used responsibly. That is an 
improvement we have made under The Auditor 
General Act, a provision that was not previously 
there. I think it reflects some of the evolution of 
government relationships with private partners in 
ven cap funds in part. That was part of my 
thinking in expanding that legislation, to allow 
for that accountability after the fact. So I think 
that there is more going on on the front end. I 
think there is more potential for scrutiny and 
accountability on the back end now. 

Mr. Jim Penner: I would like to make a brief 
comment on this issue of the Shamray Group, 
and then I have some questions. The Schmidtke 
family that operated the cabinet factory lost their 
lead investor when Mr. Schmidtke died, and the 
business had at that point been very successful. 
Mr. Chair, today that business is once again very 
successful. 

I believe it is involved with Grow Bonds at 
this time, but in between there was Michael 
Shamray. A number of questions have been 
asked about whether or not there should have 
been a holding company that was supported 
instead of subsidiaries. I would like to ask the 
Auditor General: Were those wholly owned 
subsidiaries by the holding company? 

Mr. Singleton: I do not have the information as 
to whether they were wholly owned or not. 

Mr. Jim Penner: Mr. Chairman, I was 
wondering if the Auditor General has infor­
mation as to the involvement of the Schmidtke 
family with the Shamray Group and the bank 
involvement with the Shamray Group. 

Mr. Singleton: I do not believe that we do. The 
focus that we were taking in reviewing the 
Manitoba Capital Fund's investment in the 
Shamray group holding company was to assess 

-
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whether or not the Manitoba Capital Fund had 
used appropriate due diligence practices in 
deciding whether or not to invest in the fund or 
in the holding company. 

* (1 1 :30) 

So, to that extent, we would not have gone 
out and reperformed those due diligence prac­
tices ourselves in terms of going out and visiting 
and trying to understand all the intricacies of the 
operations of the particular companies, so there 
will be limits on how much information I can 
provide in terms of that next level of detail 
because our focus was on the Capital Fund itself. 

Mr. Jim Penner: Thank you for that answer. I 
believe that the former Minister of Finance, Mr. 
Eric Stefanson, requested this audit on January 
27, 1999. Was the Shamray Group at that time 
completely in bankruptcy like all of the com­
panies under the holding company? 

Mr. Singleton: You are correct that the Minister 
of Finance, the Honourable Eric Stefanson, 
asked us to conduct a special audit of both the 
Manitoba Capital Fund and the Vision Capital 
Fund, which we agreed to do. 

The request came about as a result of 
knowledge that a bankruptcy was underway. In 
terms of the completeness of that bankruptcy and 
whether the extent to which all the companies 
were bankrupt or were not bankrupt, clearly the 
holding company was not in a position to repay 
the monies that had been invested. I think it was 
out of a concern on the part of the minister as to 
whether or not appropriate due diligence prac­
tices were in place that he asked us to conduct 
that special audit. 

Mr. Jim Penner: Mr. Chairman, I know from 
personal business experience that a holding 
company increases the level of security over a 
variety of holdings because now part of the 
holding could suffer while another part of the 
holding would survive. This, it seems to me, 
would be information an auditor would want. 

An auditor would also want to know how 
the risk levels were determined, and certainly the 
investments by the Schmidtke family and the 
investments by the bank would determine the 

risk levels and who had first call on the disposal 
of assets in the event of a bankruptcy. 

Did the provincial auditor or the Auditor 
General at this time review the way the bank­
ruptcy was managed? 

Mr. Singleton: No, we did not do a review of 
how the bankruptcy was being managed at the 
time, and I would like to make one additional 
comment. 

One of the concerns that both the Manitoba 
Capital Fund and the Vision Capital Fund made 
clear to us when we were meeting with them to 
start this audit was the need to protect the 
privacy of various organizations in which they 
had invested. Of course, their files contained a 
lot of private commercial information which 
those organizations would be perhaps a little 
nervous about having a legislative auditor have 
access to, but we felt that we needed to have at 
least a reasonable amount of access to that in 
order to assess from our point of view whether 
or not appropriate due diligence was in place. 

So, for example, an income statement or a 
financial forecast which would normally be 
private information of the organization that 
prepared it and should not be made public, they 
would have had to provide that, we assume, to 
the Manitoba Capital Fund and the Vision 
Capital Fund as support for their request for an 
investment. Our position was, well, we needed 
to see that, too, just at least to know that it 
existed and that the fund had reviewed and 
accessed those documents. But, when we were 
writing the report, we were very careful not to 
disclose any of that private information of those 
organizations, and I am not really in a position to 
provide more information on the individual 
companies than we have already disclosed in this 
particular report. 

So I do not think it would be appropriate for 
me to go any further than we do in our report in 
terms of disclosing information about the 
individual companies in the Shamray Group. 

Mr. Jim Penner: The purpose for my 
questioning was that I would like to see careful 
involvement by governments through loan 
guarantees, et cetera, to spur on the Manitoba 
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economy. I think our current Minister of Finance 
(Mr. Selinger) has more or less expressed that. 
He is wishing, too, that we would be home to a 
lot of growing businesses, and, obviously, when 
we do a post-mortem, we want to know what we 
can do better. 

I am going to go right back to the early 
sixties. When I was a beneficiary of loan 
guarantees, the loan was with a bank, but the 
Government guaranteed the loan for small 
business, and I was able to pay a lower rate of 
interest as a result of loan guarantees. I think it 
was a healthy program. I think it has helped to 
spawn businesses in the province. At the time, 
we had one grocery store, and it turned out to be 
a group of stores after awhile. I think that the 
Government's involvement was legitimate and 
proper and healthy, and I would like to see some 
kinds of programs. 

So to do that, we need to study what 
happened in the late nineties because there were 
some difficulties. Maybe I am too close to the 
situation, having lived in Steinbach most of my 
life and knowing the participants and knowing 
the banker, but I think that there is a level of risk 
that each investor took, and as such, knowing the 
level of risk, as the Member for River Heights 
(Mr. Gerrard) indicated, I think, is very 
important. 

I think the Grow Bonds Program was 
brought in to rural Manitoba because of one 
thing, and that was that it is very hard to finance 
outside of the Capital Region. I have seen 
businesses fold that had a good cash flow, had 
never missed a payment, but they could not 
refinance after a five-year term, so they are gone. 
We need to support businesses that are legiti­
mate and that are healthy but in need of some 
guarantees or encouragement. I believe at this 
point that Michael Shamray may, in fact, be 
facing a court trial in Manitoba. Is that common 
knowledge? 

Mr. Selinger: That is what I read in the papers. 

Mr. Jim Penner: So then if it is before the 
courts, maybe we should leave it till we hear 
from the courts. 

Mr. Chairperson: Any other questions on the 
June 2000 report? If not, shall the Value-for­
Money Audits for the period ending June 2000 
pass? 

An Honourable Member: Pass. 

Mr. Chairperson: The report is accordingly 
passed. 

We will go on to the Provincial Auditor's 
Report on the Operations of the Office of the 
Provincial Auditor for the year ended March 3 1 ,  
2000. That is the small one. Any questions on it? 

Mr. Gerrard: I would like to thank the Auditor 
General for providing an overview of the 
operations of the office and the summary which 
puts it in context, quite a useful context, and 
includes some of the highlights of the year. 

One of the issues, and we have talked a little 
bit about this already, is the reports highlight 
illustrations where practices can be improved. In 
some instances there will be repeat audits of 
those areas to find out if practices have 
improved. Maybe you could give us a little bit 
more background of other mechanisms that there 
are and which you have used to keep an eye on 
and see if in fact practices are improving. 

Mr. Singleton: With respect to our Value-for­
Money Audit reports, it is our practice to follow 
them up approximately three years after each 
report and to provide an update to members of 
the Legislature on progress that has been made 
in adopting our recommendations. Although we 
have only in the last couple of years been 
producing reports specifically on compliance 
with authority issues, I think it would be our 
intention to do follow-ups on those as well for 
the benefit of members of the Legislature. 

* (1 1 :40) 

I guess the other thing that we try to do, and 
I think you alluded to it in your question, is we 
try to construct all our reports now to have 
something like a lessons learned from the report 
so that it takes what sometimes are very unhappy 
or unpleasant situations that we have encoun­
tered or uncovered during our audit processes, 
and, while those are interesting in themselves, 

·-
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from my perspective it is much more interesting 
to think about what general guidelines or rules or 
thoughts can we draw from that that we can 
advise members of the Legislature and members 
of the civil service that might help to prevent 
similar situations in the future. To that end, I am 
receiving quite a few requests to speak to 
different groups about our reports. That is 
always the focus of my presentations, what can 
be learned from our audits that could make 
things work better in the future. 

We are a small office and Government is a 
multibillion-dollar organization, so obviously we 
cannot look at everything and we cannot be 
everywhere. If we take an example such as the 
enrolment issues at the Morris-Macdonald 
School Division, it is my understanding from 
talking to a number of school trustees around the 
province that shortly after our report came out, 
many school boards had discussions with their 
auditors about how do we know that our 
enrolment numbers are correct and what are the 
controls and procedures that we have in place in 
our school division to make sure that we are not 
facing similar kinds of problems. I think there is 
also that kind of sentinel effect where, when we 
identify issues, it can have a broader effect than 
just in the particular organization that has been 
subject to an audit. 

Mr. Gerrard: Just one follow-up which deals in 
general with the approach that you have been 
taking and also refers back to one of the issues 
which we talked about, and that is I know that 
you have been looking more and more at not just 
input but outputs. 

The evaluation of the venture capital and 
Vision Capital Fund, for example, focussed on 
the due diligence practice which is basically an 
input. Clearly, it would be very useful to have, in 
essence, an output analysis-what happened in 
terms of business start-ups and failures; what 
happened in terms of money invested, recouped; 
did it, as one would hope from a venture capital 
fund, enlarge in value or not; how does the 
performance of these venture capital funds 
compare with the performance of other venture 
capital funds, structured private sector-public 
sector way. 

My question is in terms of one of the things 
that you have commented on in other contexts, 
the move to more assessment of outcomes and 
also in the context of these capital funds, as an 
example, where are things going and how do you 
see this output assessment occurring? 

Mr. Singleton: Well, there are two aspects to 
that that I would like to comment on. One is, and 
it harkens back to our last discussion on the 
importance of performance reporting and the fact 
that we will be continuing to push for and 
encourage government to do a better and better 
job of reporting on the performance of various 
programs. 

You are right, the particular audit we did of 
the two capital funds was a limited focus only on 
due diligence, but I am sure members of the 
Legislature would be very interested in a 
performance report on those two funds in terms 
of what did it do in terms of job creation; what 
did it do in terms of retaining or building new 
companies in Manitoba; what did it do in terms 
of what was the return on investment? Did we 
actually make money as well as doing all these 
other good things, or did it cost us? Did we lose 
some money but we are happy with that because 
of all the other benefits that happened? So in that 
vein we will continue to promote good public 
performance reporting to the members of the 
Legislature. 

The members of the committee may also be 
interested to know-and you may have noticed 
this in the last couple of value-for-money audit 
reports that we are trying to shift the focus of 
those to be more of a results-oriented report to 
assess whether or not the program is actually 
achieving the results that it wants to achieve, to 
put ourselves in a position to comment on that, 
and in cases where results are not being achieved 
to do as good a job as we can of trying to 
identify what the root causes for that might be 
and what some practical approaches to changing 
operations or improving controls might be in 
order to provide a better opportunity to achieve 
the results that are intended. 

Mr. Gerrard: You alluded to a potential interest 
in performance reports on these two funds. Is it 
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yo ur in ten t to do perfo rman ce repo rt in g  on these 
two fun ds? 

Mr. Singleton: No , t hat it no t presen tly part of 
o ur plans, but I wo uld thin k  it wo uld be. Let me 
just th ro w  o ut a suggestion t hat t his co mmittee, 
which spen t quite a bit of time this mo rnin g  
talkin g  abo ut t ho se two fun ds, might wish to ask 
that it be presen ted wit h a perfo rman ce repo rt on 
tho se two fun ds in due co urse, aro un d t he time 
when they are wo un d up. 

Mr. Gerrard: J ust in terms of fo llo win g  t hat up, 
I mean it wo uld seem to me that no w wo uld be 
the right kin d of time to be in itiatin g  t hat 
because if yo u did it after they wo un d up, the 
access to do cumen tation an d all sor ts of thin gs, 
an d peo ple, may be quite diffi cult. Is t hat right? 

Mr. Singleton: The issue of auditin g  the fun ds 
after t hey were wo un d up wo uld be po ten tially 
pro blematic because t here might no t be an yon e  
aro un d to ask question s of, but there are t wo 
separate thin gs there. In t he fi rst place, the on us 
is on the Go vernmen t  to pro vide a perfo rman ce 
repo rt themselves on the effectiven ess of tho se 
two pro grams. The issue of whether o r  no t t hat 
perfo rman ce repo rt n eeds to be audited o r  no t is 
a separate question. Because we canno t po ssibly 
audit every perfo rman ce repo rt t hat the Go vern­
men t might pro duce, o ur fo cus has been on 
en co uragin g  go vernmen t  to pro duce mo re an d 
bet ter public perfo rman ce repo rt s an d that we 
wo uld audit tho se where there was a part icular 
in terest on the part of members of t he Legis­
lature o r  the public to validate a part icular 
perfo rman ce repo rt such as is po ten tially hap­
pen in g wit h  the healt h  care repor ts t hat the 
Go vernmen t  is com mitted to pro duce fo r n ext 
fall. 

Mr. Gerrard: To the Min ister of Fin an ce: Is the 
Min ister of Fin an ce go in g to en sure that there is 
a perfo rman ce repo rt on these two fun ds? 

Mr. Selinger Which on es are yo u referr in g to? 

Mr. Gerrard: Well, the Audito r  Gen eral said 
that it is up to the Go vernmen t to make sure. 
" The on us is on the Go vernmen t," was the 
phra se, I thin k, to en sure t hat there is a perfo r­
man ce repo rt pro duced on the two vent ure 
capital fun ds. 

The discussion also cen tred a ro un d  the fact 
that, if it were to be in itiated, no w is the time to 
do it, because the peo ple in the reco rds are there, 
an d it might be quite diffi cult to do after the 
fun ds are co mp letely clo sed do wn , altho ugh they 
may well in co rpo rate so me of the thin gs that 
happen ed at t he time of clo sure but that the 
impo rtan ce wo uld be to in itiate such an effo rt 
no w. 

Mr. Selinger: We have reviewed perfo rman ce 
of the fun ds as part of the win d-up pro ceedin gs, 
an d we have been satisfi ed t hat t he fun ds have 
played a valuable ro le in so rt of develo pin g  the 
vent ure capital mo dels that we have in Man ito ba 
no w. 

If yo u wan t so me specifi c repo rt o ver an d 
abo ve that, I wo uld have to discuss that with my 
co lleague the Min ister respon sible fo r In dustry, 
Trade an d M in es. Of co urse, Mr. Chair, the 
pro vin cial audito r co uld, if he wished, he co uld 
review them again fo r perfo rman ce fo r t he 
Audito r  Gen eral. 

Gen erally, the experien ce has been that 
these fun ds have fi lled a ven ture capital gap in 
the Man ito ba co mmun ity an d have pro vided 
so me valuable: in vestmen ts, an d so me of tho se 
in vestmen ts have gen erated so me reason able 
ret urns. As I men tion ed earlier, as these fun ds go 
th ro ugh win d··U p phase, we will see what the 
fin al n et co st is to Man ito ban s, just on the act ual 
mon ey in vested directly. Then ,  of co urse, 
depen din g on ho w yo u an alyze the perfo rmance 
of these fun ds, there is t he amo un t of jo bs t hey 
created, the addition al in vestmen t  they have 
attr acted, the taxes t hey have paid. I thin k the 
gen eral feelin g  is that the multiplier effect of 
t hese in vest men ts has been pre tt y subst antial in 
so me of these co mpan ies an d has pro vided 
Man ito ba with a bro ader an d deeper econo mic 
base. 

* (1 1 :50) 

Mr. Gerrard : I won der, sin ce the Min ister of 
Fin an ce in dicates that so me so rt of review o r  
an alysis has been don e, whether it wo uld be 
po ssible fo r members of the co mmittee to have 
access to t he result s. 

Mr. Selinger: This is info rmation pro vided to us 
th ro ugh t he departmen t, an d on ce again I wo uld 

-
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encourage the memb er to ask at those E stimates 
for the specifics on that. I do not have it, b ut 
when we look at the wind-up procedures for 
these funds, they gave us sort of their views on 
how the fund had done historically. 

I cannot imagine that the minister would not 
want to at least discuss that with you at 
E stimates. Mr. Chair, I cannot ab solutely say 
that she should share that information b ecause 
there may b e  information that has commercial 
sensitivity connected to it. These are private 
companies, so I cannot make an unequivocal 
commitment to provide it, b ut I am sure the 
minister will provide everything that does not 
harm the interests of these companies or the 
economy. 

Mr. Chairperson: Report on the Operations of 
the Office of the P rovincial A uditor for the year 
ended March 31 ,  2000- pass. 

Then we will go on the P ub lic Ac counts 
V olume 1 for the year ended March 3 1 ,  2000 . 
A re there any questions? 

Some Honourable Members: P ass. 

Mr. Chairperson: V olume 1 of the P ub lic 
A ccounts for the year ended March 3 1 ,  2000-
pass; V olume 2 of the P ub lic A ccounts for the 
year ending March 31 ,  2000- pass; V olume 3 of 
the P ub lic A ccounts for year ending March 3 1 ,  

2000 . A re there any questions? 

Mr. Gerrard: One question dealing with-

Mr. Chairperson: I b elieve you are dealing 
with N o. 4. We are dealing with N o. 3 at the 
present time. 

Mr. Gerrard: Oh, I am sorry. 

Mr. Chairperson: P erhaps you can ask the 
question when you get to N o. 4. I s  that okay? 

Mr. Gerrard: Yes. Thank you. 

Mr. Chairperson: V olume 3 of the P ub lic 
A ccounts for the year ending March 31  2000-
pass. N ow we will deal with V olume 4. 

Mr. Gerrard: V olume 4, which deals with those 
areas of Crown organizations and their reporting, 

I want to b egin with a sort of general question to 
the Minister of Finance (Mr. Selinger) b ased on 
the reporting of the Crown organizations. What 
is his assessment of how things went during this 
year for which he would have had, I guess, 
partial responsib ility, anyway, whether on the 
b asis of this report he is making or anticipates 
making any changes to management of Crown 
organizations? 

Mr. Selinger: Right. Having read this every 
evening in the first year that I was elected in 
order to get to sleep more rapidly, no, I am just 
kidding. This report just b y  its very size is 
daunting even to those of us who are supposed to 
b e  interested in these topics. I think many of the 
organizations in here or have issues that arise 
under the specific ministries to whom they 
report, if you look th rough here, I think just 
ab out every one of these organizations has had a 
review and scru tiny b y  the minister directly 
responsib le for them. Where there have b een 
issues there has b een action taken. 

J ust to give a couple of examples, RHA s, it 
is a fairly new phenomenon. There has b een a 
real challenge there to try to get them to manage 
within the allocations they are given through the 
b udget process. There has b een quite a b it of 
work done b y  the Department of Health working 
with the RHA s to b oth properly allocate 
resources and then to work with RHA s to live 
within those resources. A s  the memb er will 
know, this is one of the, prob ab ly the single 
largest challenge of any provincial government 
in the country right now. So there is lots of work 
that has b een done with respect to RHA 
b udgeting and reporting. 

B ut those organizations which were cre ated 
b y  the previous government really were created, 
my impression was that the guidelines on how 
those organizations ran were not all that clear at 
the time that they were created. I think that they 
were implemented in a fairly quick fashion. I t  
seemed to b e  a trend across the country to move 
to an RHA model to deliver health services on a 
sort of geographic, population-b ased model. B ut 
there has b een quite a b it of grow th and learn­
ings that have had to occur within those organi­
zations as to how they can manage. 

A nother example might b e  one that the 
Minister of Family Services (Mr. Sale) has acted 
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on. Child and Family Ser vices of Winnipeg has 
had a chronic defi cit pr oblem over the las t 
s ever al years . The member might note that the 
Minis ter of Family Ser vices and Hous ing has 
taken s ome concr ete action to change t he boar d 
governance of that or ganization and then to have 
that new boar d  manage the r es our ces of t hat 
or ganization much mor e  effectively in ter ms of 
outcomes for the childr en t hat ar e in car e but 
als o in ter ms of not s eeing the budget dr ama­
tically go over its allocated amount on an annual 
bas is. So thos e ar e jus t t wo examples . 

Manitoba Lotter ies Cor por ation is another 
one. My deputy jus t points out to me wher e  t her e 
have been s ome s ignifi cant improvements made 
in ter ms of governance and management and 
how even, for example, debt has been handled. 
W hen we came to Government, this was t he 
s ubject of a s epar ate pr ovincial auditor 's r epor t  at 
the time. Ther e  wer e  s ever al iss ues that wer e 
dealt with, one of which I had dir ect involve­
ment with in t he s ens e that the Lotter ies debt 
was being managed s or t  of outs ide The Loan 
Author ity Act. In the view of my offi cials the 
money that was being borrowed was being 
borrowed wit hout legal author ity to do it. We 
have s ince changed t hat pr actice and br ought t he 
debt management procedur es of the Lotter ies 
into the Tr eas ur y Depart ment, wher e  t hey ar e 
being managed by people that do that ever y  day 
wit h a gr eat deal of exper tis e and on a long-ter m  
bas is . We ar e going to st abilize that debt. 

I do not know if t he member wants any 
other infor mation on s pecifi c ones , but t her e is 

jus t a ton of activity in this that is encompass ed 
in thes e fi nancial s tatements . 

Mr. Gerrard: Ther e  is one s pecifi c iss ue with 
r egar d to the RHAs t hat I would like your 
comment. It s eems to me t hat we have moved to 
a s ys tem with the RHAs and budgets as we wer e 
pr ovided her e  the infor mation on thos e  RHAs , 
but ther e  is a pr oblem at the moment. That is that 
when you pr es ent your budget st atements it is 
pr es ented in ter ms of t he old categor ies and not 
the new RHAs . E ven late into the year when I 
made enquir ies about what ar e the RHA budgets 
I was not able to get t his infor mation. So, if in 
fact we ar e going to s witch to an RHA s ys tem, 
as we have done, it means that ther e  s hould be 
budgetar y r epor ting at the time when you deliver 

your Budget i n  ter ms of what ar e t he allocations 
for RHAs . 

Mr. Selinger: Is ther e  a ques tion ther e? 

Mr. Gerrard: I would as k you whether you ar e 
going to r ecognize in your Budget that, in fact, 
we have made this s witch and you ar e going to 
pr es ent in the futur e  the budgets for the RH As s o  
that ther e can be better Es timates and r ecor ding 
and fi nancial accountability. 

Mr. Selinger: We may have to pick this up 
s pecifi cally under t he Health Depar tment Es ti­
mates , but I can s ay t his . Ther e  are competing 
demands for infor mation in the way t he budgets 
ar e pr es ented. As you know t her e ar e budgets 
pr es ented, medical, s pecifi c agencies ,  s pecifi c 
allocations. At the time the budgets ar e pr e­
s ented ther e  ar e es timates as to what the RHAs 
will r eceive, but then ther e is cons ider able 
negotiation t hat goes on between the Health 
Depart ment and the RHAs to fi nalize the fm al 
allocations with adjus tments made to tr y and 
addr ess s pecifi c needs which ar e emer ging. E ach 
RHA has a differ ent confi gur ation of needs that 
they want to addr ess . 

This is an ongoing iss ue: how we art iculate 
mor e  clear ly the allocation pr ocess and the 
budget pr es ent ation pr ocess . If, for example, and 
I am jus t thinking hypothetically, it went to the 
other way ar1 d we jus t did it by RHAs , ther e  
would pr obably be s ign ifi cant demands for 
infor mation about how much doctors wer e going 
to get and how much P harmacar e  was going to 
get, et cetera, et ceter a, et ceter a. So I do not 
think ther e  is a complete r es olution of how this 
wor ks yet. It is an ongoing point of dis cuss ion, 
but the budget pr es entation us ually tr ies to 
r efl ect this year 's allocations vis -a -vis pr evious 
years ' allocations with adjus tments wher e  ther e  
have been changes in the met hod of deliver y  and 
the allocation pr ocess . 

But a r adical trans for mation of the lines that 
exis t  in the healt h  car e  budget to an RHA 
pr es entation would als o los e s omething too. 
Ther e  would not jus t be a net gain in infor­
mation. Ther e  would be a loss of information 
s pecifi c to pr ogr ams that we get s er ious 
ques tions about in the Legis latur e  and in t he 
public. So I do not have a fi nal r es olution to that 
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but I know that the department works actively 
within the budget envelope they get to make an 

allocation to. 

How much time do I have? 

Mr. Chairperson: Our time is up. 

Mr. Selinger: We will pick this up later. 

Mr. Chairperson: What is the will of the 
committee? Do we want to continue to finish 
this report or carry over till next time? 

Mr. Gerrard: Mr. Chairperson, carry over till 
next time. 

Mr. Chairperson: Okay. The hour being twelve 
o'clock, what is the will of the committee? 

An Honourable Member: Committee rise. 

Mr. Chairperson: Committee rise. 

COMMITTEE ROSE AT: 12 p.m. 


