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CHAPTER 10
Reporting for Public Sector Entities



EXERCISES


EXERCISE 10-2
The following table summarizes the solution based on the facts provided.
	Question Part
	Relationship
	Accounted for by Town

	1. 
	Controlled
	Consolidated

	2. 
	Not controlled
	

	3. 
	Controlled
	Consolidated

	4. 
	Jointly controlled
	As a government business partnership, the Town would use the modified equity method to account for its 25% interest

	5. 
	Not controlled
	

	6. 
	Controlled
	Consolidated

	7. 
	Jointly controlled
	As a government partnership, the Town would use the proportionate consolidation method to account for its interest

	8. 
	Controlled
	As a government business enterprise, the utility would be accounted for by the modified equity method

	9. 
	Controlled
	Consolidated.  As there is no indication the transit commission is self-sustaining it would be consolidated

	10. 
	Not controlled
	





EXERCISE 10-4
a) The interest rate of 2% being charged by the government is concessionary in relation to the market rate of 6.5%. The 4.5% discount on the principal of $10 million (being $450,000 per year) over a five year term is $2,250,000 should be expensed as a grant when the loan is recorded.
b) Until a loss on the loan guarantee is likely, no liability would be recorded by the government agency.  However, the government agency would evaluate its loan guarantees as contingent obligations and make disclosures where material.
c) Historical treasures are not recognized as assets under the CICA PSA Handbook.
d) Although described as an investment, no interest or dividend is indicated.   As one would expect the theatre company to undertake the production, a $10,000 grant expense is recorded. The investment will not be returned at all if this condition is met.  
e) As it is known that the contamination exists and exceeds environmental standards, the matter requires investigation.  As the property owner, the City will need to consult with specialists to determine what remediation is required and the cost of that remediation.  The City records a liability, discounted by the time value of money if activities are expected to occur over a long period.





PROBLEMS
PROBLEM 10-2
a) Adjusting entries:
i) No entry is required, operating expenses exceed $3,000 per month.
ii) No entry required, as the grant did not have stipulations it is appropriate to include the amount in revenue.
iii) 
Grants received	$1,160
	Deferred grant		$1,160
To defer grant from Veterans Services for counselling services not yet provided.
iv) No entry is required, although a request was made for funding to support a specific program, the contributor did not stipulate how they were to be used.  As there is no indication FHC has a liability, the amount is revenue.
v) 
Grants received	$500
	Deferred grant		$500
To defer grant for new medical equipment that has not yet been purchased.
b) 
Grant receivable	$15,000
	Grants revenue		$15,000
To accrue construction grant for work completed as at March 15, 2013.
c) 
Deferred grant	$5,325
	Grants revenue		$5,325
To account for final year of multi-year funding grant for specialized cancer care in current year’s grant revenue.  $21,300/ 4 = $5,325













PROBLEM 10-2 (Continued)

d) 
No entry is made as a grant cannot be recorded as revenue by a recipient until it has been authorized.  Grant recipients do not accrue grants authorized in a stub period.
Financial statements
	Financial Assets
	
	

	   Cash and cash equivalents
	
	$3,634

	   Fees receivable
	
	1,158

	   Grant receivable
	
	   21,692

	
	
	   $26,484

	Liabilities
	
	

	   Bank indebtedness
	
	$18,477

	   Accounts payable
	
	7,294

	   Employee future benefit obligations
	
	2,179

	   Deferred revenue
	
	435

	   Deferred grants
	
	     1,660

	
	
	   $30,045

	Net debt	
	
	   $(3,561)

	Non-financial assets
	
	

	   Inventory of supplies
	
	$ 2,315

	   Tangible capital assets, net
     of accumulated amortization
	
	   67,263

	
	
	   69,578

	Accumulated net assets
	
	$ 66,017



[Note: the CICA PSA Handbook does not require any specific ordering of items on the Statement of Financial Position so long as both the measures of net debt and accumulated surplus/deficit are evident.  The approach shown is in common use and consistent with the illustrative financial statements in the chapter.]


	PROBLEM 10-2 (Continued)

FRONTIER HEALTH CENTRE
Statement of Operations

	For the year ended March 31, 2013

	Grant revenue
	
	$62,825 1

	Patient fees
	
	3,694

	Donations
	
	        828

	     Total revenues
	
	   67,347

	Compensation and benefits
	
	29,249

	Supplies
	
	6,962

	Contracted Services
	
	3,267

	Amortization
	
	3,486

	Fundraising
	
	161

	Other
	
	      1,989

	     Total expenses
	
	   45,114

	Surplus for the year
	
	$22,233

	Accumulated surplus, beginning of year
	
	   43,784

	Accumulated surplus, end of year
	
	$ 66,017





	FRONTIER HEALTH CENTRE
Statement of Changes in Net Debt

	For the year ended March 31, 2013

	Surplus for the year
	
	$22,233

	Amortization of capital assets
	
	3,486

	Additions to capital assets
	
	(21,350)

	Increase in inventory of supplies
	
	     (309)

	
	
	(18,173)

	Decrease in net debt
	
	4,060

	Net debt, beginning of year
	
	    (7,621)

	Net debt, end of year
	
	$  (3,561)




1 Revenue is calculated as follows:  44,160+15,000+5,325-1,160-500 



PROBLEM 10-4

CAPITAL REGION
	Statement of Financial Position

	as at December 31, 2013

	(in 000’s)

	

	Financial Assets
	
	

	     Cash and cash equivalents	
	
	$865

	     Portfolio investments
	
	4,600

	     Taxes receivable
	
	12,796

	     Investment in government business
       Enterprise 1 
	
	      1,363

	
	
	    $19,624

	Liabilities
	
	

	     Accounts payable
	
	$6,216

	     Deferred revenue
	
	8,235

	     Employee future benefit obligations
	
	16,308

	     Debenture payable
	
	    62,500

	
	
	    93,259

	Net debt
	
	  $(73,635)

	Non-financial assets
	
	

	     Inventory of supplies
	
	$893

	     Tangible capital assets, net
         of accumulated amortization
	
	  180,935

	
	
	  181,828

	Accumulated surplus
	
	$108,193



[Note: the CICA PSA Handbook does not require any specific ordering of items on the Statement of Financial Position so long as both the measures of net debt and accumulated surplus/deficit are evident.  The approach shown is in common use and consistent with the illustrative financial statements in the chapter.]

	1 Calculated using the profit from Crisp - closing investment balance per financial statements $63 + 1,300 = $1,363

	PROBLEM 10-4 (Continued)

CAPITAL REGION
Statement of Operations

	For the year ended December 31, 2013

	(in ‘000s)

	Tax revenue
	
	$52,800

	Service and fees levied
	
	37,986

	Grants
	
	14,544

	Income from government business enterprise
	
	       1,300

	     Total revenues
	
	   $106,630

	Protection and community services
	
	46,680

	Public works
	
	31,928

	Property and development services
	
	8,654

	Finance and administrative services
	
	6,336

	General government
	
	4,211

	Amortization
	
	12,000

	Interest
	
	       2,785

	     Total expenses
	
	   112,594

	Deficit for the year
	
	$(5,964)

	Accumulated surplus, beginning of year
	
	   114,157

	Accumulated surplus, end of year
	
	$ 108,193




	CAPITAL REGION
Statement of Changes in Net Debt

	For the year ended December 31, 2013

	Deficit for the year
	
	$ (5,964)

	Amortization of capital assets
	
	12,000

	Additions to capital assets
	
	(22,250)

	Increase in inventory of supplies
	
	         (50)

	
	
	  (10,300)

	Increase in net debt
	
	(16,264)

	Net debt, beginning of year
	
	 $ (57,371)

	Net debt, end of year
	
	$ (73,635)






WRITING ASSIGNMENTS


WRITING ASSIGNMENT 10-4
The following table indicates the two key measures and measure of operating surplus or deficit as reported in the illustrated financial statements:
	Key measure
	City of Winnipeg
(thousands)
	Yukon Housing
(thousands)

	Net financial assets (net debt)
	48,603
	(12,093)

	Accumulated surplus (deficit)
	4,518,714
	—

	Operating surplus/deficit
	169,218
	—


A useful answer should comment on the need to understand the variance between the change in net financial assets (net debt) and operating surplus or deficit.  For example, Yukon Housing’s net debt increased but notwithstanding it had a nil deficit.  Similarly, Winnipeg’s operating surplus was much greater than the increase in its net financial assets.  Both changes can be explained by reviewing amounts reported in the statement of changes in net financial assets (net debt).  The response should also comment on changes in the cash and cash equivalents being reported, making reference to the four activity classes reported on in the statement of cash flows.  Beyond this a response may also identify trends in relation to the comparative figures and variances in relation to budget.











CASES
CASE 10-1
 (a)
The most appropriation classification for Marine Atlantic Inc. (MA) is other government organization.  It is not a government business enterprise as the significant annual parliamentary appropriation made to it indicates that it is unable to maintain its operations and meet its liabilities from revenues received from sources outside of the government reporting entity.  In a few words, it is not financially self-sustaining. It would be a stretch to describe MA as a not-for-profit organization, and the not-for-profit standards were not designed for use by organizations such as MA with quasi-commercial operations.

(b)
MA should be consolidated on a line-by-line basis in the financial statements of the Government of Canada (Canada).  It is controlled by Canada as it reports to Parliament through the Minister of Transport.

(c) 
To prepare its own financial statements, the Introduction to Public Sector Accounting Standards provides management the option of applying either: the CICA PSA Handbook or CICA Handbook, Part I (IFRS).  
Actually both frameworks are a reasonable and defendable choice for MA, accordingly in grading answers, the emphasis should be on the reasons given. 
Reasons to favour use of the CICA PSA Handbook:
· The set of standards designed for use by government and public sector entities.
· Presentation framework includes the net debt measure, useful in highlighting the financial capacity and sustainability of the entity.
· Supports comparability with other public sector entities in Canada.
· The standards are in widespread use in the public sector, as such knowledgeable users will be familiar with their application by government organizations, and financial professionals within government have experience in applying the standards.
· Although MA’s operations are quasi-commercial, it is not expected that  reporting on its revenue and expenses involve complex issues.
· Accounting policies would not have to be conformed (as they would if IFRS were adopted) when results are consolidated into the accounts of the Government of Canada.

Reasons to favour use of CICA Handbook, Part I (IFRS):
· Although dependent on parliament for a significant subsidy, MA operates a marine transportation system.  Users of its financial statements may seek to compare results (and assess performance) against international operators of marine transportation systems.
· MA’s operations are primarily commercial in their nature.  IFRS contains more extensive detailed standards addressing the reporting of revenues and expenses associated with commercial activities.
· IFRS has broad application by publicly accountable entities accessing the capital markets.  This may be of benefit if MA seeks financing or enter into an agreement with a private sector operator.
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