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The Office of the Auditor General of Ontario is
committed to promoting accountability, econ-
omy, efficiency, and effectiveness in government
and broader public-sector operations for the bene-
fit of the citizens of Ontario. The Office provides
objective information and advice to the Legisla-
tive Assembly of Ontario on the results of our
independent value-for-money and financial audits
and reviews. In so doing, the Office assists the
Assembly in holding the government, its admin-
istrators, and grant recipients accountable for the
quality of their stewardship of public funds and for
the achievement of value for money in the delivery
of services to the public.

New Auditor General Act

The legislation governing the work of the Office
included in this Annual Report was the Audit Act,
which was passed in 1977 and came into force on
April 1, 1978. The Audit Act was amended with

the passage on November 22, 2004 of Bill 18, the
Audit Statute Law Amendment Act. In addition to the
most significant amendment—the expansion of the
Office’s value-for-money audit mandate to organ-
izations in the broader public sector that receive
government grants—the resulting legislation was
renamed the Auditor General Act, with other cor-
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responding name changes (for example, “Provincial
Auditor” to “Auditor General” and “Assistant Prov-
incial Auditor” to “Deputy Auditor General”).

Other amendments in Bill 18 included:

o assigning the Auditor General the authority to
conduct value-for-money audits of Crown-
controlled corporations and their subsidiaries;

o setting the Auditor’s term of appointment to a
fixed non-renewable period of 10 years (chan-
ging the earlier term of serving up to age 65);

o requiring that the Auditor express his or her
opinion on whether the consolidated financial
statements of Ontario are presented fairly in
accordance with appropriate generally accepted
accounting principles;

o providing for the collection and use of personal
information by the Auditor General.

The effective date of the expanded value-for-
money audit mandate was April 1, 2005. Since this
start date fell in the middle of our ongoing audit
cycle and was not retroactive to cover grants pro-
vided before November 30, 2004, we will not be
reporting on value-for-money work related to the
expanded mandate until our 2006 Annual Report.



The Auditor General is appointed as an officer

of the Legislative Assembly by the Lieutenant
Governor in Council—that is, the Lieutenant
Governor appoints the Auditor General on and
with the advice of the Executive Council (the Cab-
inet). The appointment is made “on the address of
the Assembly,” meaning that the appointee must
be approved by the Legislative Assembly. The Aud-
itor General Act also requires that the Chair of the
Standing Committee on Public Accounts—who,
under the Standing Orders of the Assembly, is a
member of the official opposition—be consulted
before the appointment is made (for more informa-
tion on the Committee, see Chapter 7).

Erik Peters, the former Provincial Auditor,
retired in September 2003. Jim McCarter, the
Assistant Provincial Auditor at that time, became
the Acting Provincial Auditor on Mr. Peters’ retire-
ment. In fall 2004, the Office of the Legislative
Assembly conducted a Canada-wide search for
qualified candidates, and the candidates on a short
list were interviewed by a selection panel. The
panel was chaired by the Speaker of the Legisla-
tive Assembly and included the Chair of the Stand-
ing Committee on Public Accounts, a member from
each of the other two political parties, the Director
of Human Resources for the Office of the Legislative
Assembly, and a retired former managing partner
of a major public accounting firm. The recommen-
dation of the selection committee was put forward,
and on December 15, 2004, the appointment of Jim
McCarter as Auditor General was approved by the
Legislative Assembly.

The Auditor General and staff of the Office are
independent of the government and its administra-
tion. This independence is an essential safeguard
that enables the Office to fulfill its auditing and
reporting responsibilities objectively and fairly.

The Board of Internal Economy—an all-party
legislative committee that is independent of the
government’s administrative process—reviews and
approves the Office’s budget, which is subsequently
laid before the Legislative Assembly. As required
by the Auditor General Act, the Office’s expendi-
tures relating to the 2004/05 fiscal year have been
audited by a firm of chartered accountants, and
the audited financial statements of the Office and
related discussion of results are submitted to the
Board and are subsequently required to be tabled
in the Legislative Assembly. The audited statements
and related discussion of results are presented at
the end of this chapter.

We audit the financial statements of the province
and the accounts of many agencies of the Crown.
However, most of our work relates to our value-for-
money audits of the administration of government
programs. Commencing with our 2005/06 value-
for-money audit year, that work will also include
broader public-sector activities involving govern-
ment grants and carried out under government poli-
cies and legislation. Our responsibilities are set out
in the Auditor General Act (reproduced in Exhibit 4).
The Office reports on its audits in an Annual
Report to the Legislative Assembly. In addition, the
Office may make a special report to the Assembly
at any time on any matter that in the opinion of the
Auditor General should not be deferred until the



Annual Report. We also assist and advise the Stand-
ing Committee on Public Accounts in its review of
the Office’s Annual Report.

It should be noted that our audit activities
include examining the actual administration and
execution of the government’s policy decisions as
carried out by management. However, the Office
does not comment on the merits of government
policy, since the government is held accountable
for policy matters by the Legislative Assembly,
which continually monitors and challenges gov-
ernment policies through questions during legisla-
tive sessions and through reviews of legislation and
expenditure estimates.

We are entitled to have access to all relevant
information and records necessary to the perform-
ance of our duties under the Auditor General Act.
Out of respect for the principle of Cabinet privilege,
the Office does not seek access to the deliberations
of Cabinet. However, the Office can access virtually
all other information contained in Cabinet submis-
sions or decisions that we deem necessary to fulfill
our auditing and reporting responsibilities under
the Auditor General Act.

The Auditor General, under subsection 9(1) of
the Auditor General Act, is required to audit the
accounts and records of the receipt and disburse-
ment of public money forming part of the Con-
solidated Revenue Fund, whether held in trust or
otherwise. To this end, the Office carries out an
annual attest audit to enable the Auditor General to
express an opinion on whether the province’s con-
solidated financial statements are fairly presented.
As well, the Office carries out cyclical value-for-
money audits of programs and activities funded
by taxpayers (see the “Value-for-money Audits”

and “Attest Audits” sections later in this chapter for
details on these two types of audits).

The Auditor General, under subsection 9(2) of
the Auditor General Act (Act), is required to audit
those agencies of the Crown that are not audited by
another auditor. Exhibit 1, Part 1 lists the agencies
that were audited during the 2004/05 audit year.
Public accounting firms are currently contracted
by the Office to audit the financial statements of a
number of these agencies on the Office’s behalf.
Exhibit 1, Part 2 and Exhibit 2 list the agencies of
the Crown and the Crown-controlled corporations,
respectively, that were audited by public account-
ing firms during the 2004/05 audit year. Subsec-
tion 9(2) of the Act requires that public accounting
firms that are appointed auditors of certain agencies
of the Crown perform their audits under the direc-
tion of the Auditor General and report their results
to the Auditor General. Under subsection 9(3) of
the Act, public accounting firms auditing Crown-
controlled corporations are required to deliver to
the Auditor General a copy of the audited financial
statements of the corporation and a copy of their
report of their findings and recommendations to
management (contained in a management letter).

Under section 16 of the Auditor General Act
(Act), the Auditor General may, by resolution of
the Standing Committee on Public Accounts, be
required to examine and report on any matter
respecting the Public Accounts.

During the period of audit activity covered by
this Annual Report (October 2004 to September
2005), the Office was involved in the following
assignment under section 16: on April 8, 2004, the
Standing Committee on Public Accounts directed



the Auditor General to examine the government’s
Intensive Early Intervention Program for Children
with Autism, including addressing three specific
issues raised in the motion, and to report his find-
ings and recommendations to the Committee.

The report on this work was submitted to the
Committee in early November 2004, and the Com-
mittee held a public hearing on the subject on
November 18, 2004.

Section 17 of the Act requires that the Auditor
General undertake special assignments requested
by the Assembly, by the Standing Committee on
Public Accounts (by resolution of the Committee),
or by a minister of the Crown. However, these spe-
cial assignments are not to take precedence over the
Auditor General’s other duties. The Auditor General
can decline an assignment referred by a minister if,
in his or her opinion, it conflicts with other duties.

Value-for-money, attest, and compliance audits are
the three main types of audits carried out by the
Office. The Office generally conducts compliance
audit work as a component of its value-for-money
and attest audits. The following are brief descrip-
tions of each of these audit types.

Subclauses 12(2) (f) (iv) and 12(2) (f) (v) of the
Auditor General Act require that the Auditor Gen-
eral report on any cases observed where money was
spent without due regard for economy and efficiency
or where appropriate procedures were not in place
to measure and report on the effectiveness of pro-
grams. In other words, our value-for-money work
assesses the administration of programs, activities,
and systems by management, including major infor-

mation systems. This value-for-money mandate is
exercised through the auditing of various ministry
and Crown-agency programs, and starting in the
2005/06 audit year, the mandate will also include
value-for-money audits of selected grant recipi-
ents’ activities. We refer to the government bodies
and publicly funded entities that we audit as our
auditees. Value-for-money audits constitute about
two-thirds of the work of the Office. The results of
our value-for-money audits performed between
October 2004 and September 2005 are reflected in
Chapter 3.

It is not part of the Office’s mandate to meas-
ure, evaluate, or report on the effectiveness of
programs or to develop performance measures or
standards. These functions are the responsibility
of the auditee’s management. However, the Office
is responsible for reporting instances where it has
noted that the auditee has not carried out these
functions satisfactorily.

We plan, perform, and report on our value-for-
money work in accordance with the professional
standards for assurance engagements, encompass-
ing value for money and compliance, established
by the Canadian Institute of Chartered Account-
ants. These standards require that we employ
adequate processes to maintain the quality, integ-
rity, and value of our work for our client, the Legis-
lative Assembly. Some of these processes and the
degree of assurance they enable us to provide are
described below.

Major programs and activities administered by a
ministry, an agency, a corporation, or a grant-recipi-
ent organization are audited at approximately five-
to-seven-year intervals. Various factors are consid-
ered in selecting programs and activities for audit
each year. These factors include the results of previ-
ous audits and related follow-ups; the total revenues
or expenditures at risk; the impact of the program
or activity on the public; the inherent risk due to
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the complexity and diversity of operations; recent
significant changes in program operations; the sig-
nificance of possible issues that may be identified

by an audit; and the costs of performing the audit in
relation to the perceived benefits. Possible issues are
identified primarily through a preliminary survey of
the auditee and its programs and activities.

We also consider the work completed or planned
by the auditee’s internal auditors. The relevance,
timeliness, and breadth of scope of work done
by internal audit can have an impact on the tim-
ing, frequency, and extent of our audits. By hav-
ing access to internal-audit work plans, working
papers, and reports, and by relying, to the extent
possible, on internal-audit activities, the Office is
able to avoid duplication of effort.

The objective of our value-for-money work is to
meet the requirements of subclauses 12(2) (f) (iv)
and 12(2) (f) (v) of the Auditor General Act by iden-
tifying and reporting significant value-for-money
issues. We also include in our reports recommenda-
tions for improving controls, obtaining better value
for money, and achieving legislated objectives.
Management responses to our recommendations
are reproduced in our reports.

The specific objective(s) for each audit or
review conducted are clearly stated in the “Audit
Objective(s) and Scope” section of each audit
report—that is, each value-for-money section of
Chapter 3.

In almost all cases, our work is planned and per-
formed to provide an audit level of assurance. An
audit level of assurance is obtained by interviewing
management and analyzing the information it pro-
vides; examining and testing systems, procedures,
and transactions; confirming facts with independ-
ent sources; and, where necessary, obtaining expert
assistance and advice in highly technical areas.

An audit level of assurance is the highest reason-
able level of assurance that the Office can provide

concerning the subject matter. Absolute assurance
that all significant matters have been identified is
not attainable for various reasons, including the
limitations of testing as a means of gathering infor-
mation from which to draw conclusions; the inher-
ent limitations of control systems (for example,
management/staff often have some ability to cir-
cumvent the controls over a process or procedure);
the fact that much of the evidence available for
concluding on our objectives is persuasive rather
than conclusive in nature; and the need to exercise
professional judgment in, for example, interpreting
information.

Infrequently, for reasons such as the nature of
the program or activity, limitations in the Auditor
General Act, or the prohibitive cost of providing a
high level of assurance, the Office will perform a
review rather than an audit. A review provides a
moderate level of assurance, obtained primarily
through inquiries and discussions with manage-
ment; analyses of information it provides; and only
limited examination and testing of systems, proced-
ures, and transactions.

In accordance with professional standards for
assurance engagements, work is planned and per-
formed to provide a conclusion on the objective(s)
set for the work. A conclusion is reached and obser-
vations and recommendations are made by evalu-
ating the administration of a program or activity
against suitable criteria. Suitable criteria are identi-
fied at the planning stage of our audit or review by
extensively researching sources such as recognized
bodies of experts; applicable laws, regulations,
and other authorities; other bodies or jurisdictions
delivering similar programs and services; manage-
ment’s own policies and procedures; and applic-
able criteria successfully applied in other audits or
reviews.

To further ensure their suitability, the criteria
being applied are fully discussed with the senior



management responsible for the program or activ-
ity at the planning stage of the audit or review.

To help ensure the factual accuracy of our observa-
tions and conclusions, staff from our Office com-
municate with the auditee’s senior management
throughout the audit or review. Before beginning
the work, our staff meet with management to dis-
cuss the objective(s) and criteria and the focus

of our work in general terms. During the audit or
review, our staff meet with management to review
progress and ensure open lines of communica-
tion. At the conclusion of on-site work, manage-
ment is briefed on the preliminary results of the
work. A draft report is then prepared and discussed
with senior management. Management provides
written responses to our recommendations, and
these are discussed and incorporated into the final
draft report. The Auditor General finalizes the
draft report (on which the Chapter 3 section of the
Annual Report will be based) with the deputy min-
ister or head of the agency, corporation, or grant-
recipient organization responsible, after which the
report is published in the Annual Report.

Attest (financial statement) audits are designed to
permit the expression of the auditor’s opinion on
a set of financial statements in accordance with
generally accepted auditing standards. The opin-
ion states whether the operations and financial pos-
ition of the entity, as reflected in its financial state-
ments, have been fairly presented in compliance
with appropriate accounting policies, which in most
cases are Canadian generally accepted accounting
principles. The Office conducts attest audits of the
financial statements of the province and of numer-
ous Crown agencies on an annual basis.

With respect to reporting on attest audits of
agencies, agency legislation normally stipulates

that the Auditor General’s reporting responsibil-
ities are to the agency’s board and the minister(s)
responsible. Our Office also provides copies of the
audit opinions and of the related agency financial
statements to the deputy minister of the associated
ministry, as well as to the Secretary of the Treasury
Board.

In instances where matters that require improve-
ments by management have been noted during the
course of an agency attest audit, a draft manage-
ment letter is prepared, discussed with senior man-
agement, and revised as necessary to reflect the
results of the discussion. Following clearance of the
draft management letter and the response of the
agency’s senior management, a final management
letter is prepared and, if deemed necessary, issued
to the agency head.

Subsection 12(2) of the Auditor General Act also
requires that the Auditor General report observed
instances where:
accounts were not properly kept or public money
was not fully accounted for;
essential records were not maintained or the
rules and procedures applied were not sufficient
to safeguard and control public property or to
effectively check the assessment, collection, and
proper allocation of revenue or to ensure that
expenditures were made only as authorized; or
money was expended other than for the pur-
poses for which it was appropriated.
Accordingly, as part of our value-for-money
work, we:
identify provisions in legislation and authori-
ties that govern the programs, activities, agen-
cies, corporations, or grant-recipient organiza-
tions being examined or that the management is
responsible for administering; and
perform such tests and procedures as we deem
necessary to obtain reasonable assurance that
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management has complied with legislation and
authorities in all significant respects.

Under sections 16 and 17 of the Auditor General
Act, the Auditor General has additional reporting
responsibilities relating to special assignments for
the Legislative Assembly, the Standing Committee
on Public Accounts, or a minister of the Crown. At
the conclusion of such work, the Auditor General
normally reports to the authority that initiated the
assignment.

In the course of our reporting activities, we prepare
draft audit reports and management letters that
are considered to be an integral part of our audit
working papers. It should be noted that these work-
ing papers, according to section 19 of the Auditor
General Act, are not required to be laid before the
Assembly or any of its committees. As well, because
our Office is exempt from the Freedom of Informa-
tion and Protection of Privacy Act, our reports and
audit working papers, which include all informa-
tion obtained during the course of an audit from
the auditee, cannot be accessed from our Office,
thus further ensuring confidentiality.

The Office has a Code of Professional Conduct to
encourage staff to maintain high professional stan-
dards and ensure a professional work environment.
The Code is intended to be a general statement of
philosophy, principles, and rules regarding conduct
for employees of the Office, who have a duty to con-
duct themselves in a professional manner and to
strive to achieve the highest standards of behaviour,
competence, and integrity in their work. The Code
provides the reasoning for these expectations and

further describes the Office’s responsibilities to the
Legislative Assembly, the public, and our audit enti-
ties. The Code also provides guidance on disclosure
requirements and the steps to be taken to avoid
conflict-of-interest situations. All employees are
required to complete an annual conflict-of-interest
declaration.

The Office is organized into portfolio teams—a
framework that attempts to align related audit enti-
ties and to foster expertise in the various areas of
audit activity. The portfolios, which are loosely
based on the government’s own ministry organiza-
tion, are each headed by a Director, who oversees
and is responsible for the audits within the assigned
portfolio. Assisting the Directors and rounding out
the teams are a number of audit Managers and vari-
ous other audit staff (see Figure 1).

The Auditor General, the Deputy Auditor Gen-
eral, the portfolio Directors, and the Manager of
Human Resources make up the Office’s Senior Man-
agement Committee.

This year, Ontario hosted the 33rd annual meet-
ing of the Canadian Council of Legislative Auditors
(CCOLA) in Niagara-on-the-Lake, Ontario, from
August 21 to 23, 2005. This was only the second
time that the conference was not held in the cap-
ital city of the hosting jurisdiction. This annual
gathering has, for a number of years, been jointly
held with the annual conference of the Canadian
Council of Public Accounts Committees. It brings
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together legislative auditors and members of the
Standing Committees on Public Accounts from the
federal government and the provinces/territories
and provides a useful forum for sharing ideas and
exchanging information. This year’s conference was
an overwhelming success, with a record number of
attendees from across Canada.

As an acknowledged leader in value-for-money
auditing, the Office periodically receives requests
to meet with delegations from abroad to discuss the
roles and responsibilities of the Office and to share
our value-for-money and other audit experiences
with them. During the audit year covered by this
report, the Office received delegations of legisla-
tors/parliamentarians and auditors from the Rus-
sian Federation and the Republic of Korea (com-
monly known as South Korea).

The following highlights and financial statements
outline the Office’s financial results for the 2004/05
fiscal year.

In the face of increased market demand and com-
pensation for professional auditors in the private
and broader public sectors, it was a challenge to
maintain our value-for-money output and the qual-
ity of our work. Nevertheless, the hard work and
dedication of our staff resulted in 14 value-for-
money sections in this year’s report—the same
number as in last year’s—as well as successful per-
formance of attest audit responsibilities that, given

the adoption of accrual accounting for the first time
by many government agencies and offices, required
substantially more audit time.

Our overall expenses increased by less than
2% over last year and were almost 11% under
budget. The combination of difficulties retaining
and replacing experienced staff and the later-than-
anticipated passage of the Government Advertising
Act, 2004 and the Audit Statute Law Amendment
Act, 2004 contributed to our spending about
$1.2 million less than planned. This continued the
historical trend of under-spending our approved
budget. Over the past 10 years, the Office has
returned over $5.4 million in unspent appropria-
tions due almost entirely to challenges in hiring and
retaining a sufficient pool of qualified professional
staff in the extremely competitive Toronto job mar-
ket. Even though our approved staff complement
was increased to 95 from 90 for the 2004/05 fiscal
year, we were unable to fill all positions or to begin
to increase our staff numbers to meet our expanded
value-for-money audit mandate. In fact, this year’s
average number of staff (87) remained about the
same as in 2004. Consequently, our salary and bene-
fit expenses were almost 14% under budget.

In recent years, the market value of qualified,
experienced accountants and auditors has increased,
partly because several high-profile corporate failures
resulted in new accounting, auditing, and quality-
control standards, which in turn created a greater
demand for professional accountants and auditors.
Our ability to successfully recruit staff in such a mar-
ket is severely hampered by the requirement of the
Auditor General Act that the salary ranges we can
offer must be comparable to the salary ranges of
similar positions in the government. They therefore
remain uncompetitive with the salaries that the pri-
vate sector and the broader public sector can offer
for professional accountants. Having the flexibility
to offer salaries that are competitive relative to those
offered in the marketplace will be even more critical



if we are to successfully achieve the goals and expect-
ations resulting from our newly expanded mandate.
Overall, our non-payroll expenses were essen-
tially unchanged from the 2003/04 fiscal year, as
increases in the costs of professional services, travel
and communications, and supplies and equipment
were largely offset by reductions in expenses relat-
ing to statutory requirements. Specifically:
Professional services expenses increased over
10% because the costs of acquiring contracted
audit services rose due to the increased demand
and compensation for experienced auditors in
the marketplace.
Travel and communication costs rose 40%, pri-
marily due to the more extensive travel require-
ments of our value-for-money audits in the 2005
audit year relative to those undertaken in 2004,
as well as to the increased cost for enhancing
secure remote access to our network for our
staff.
Statutory expenses were significantly lower
because:

they did not include post-employment bene-

fits paid to retiring Provincial Auditor Erik

Peters; and

the Auditor General’s salary became a statu-

tory expense only upon the official appoint-

ment of the Auditor General on December 15,

2004.

Therefore, statutory expenses in 2005
include only three and a half months of the
Auditor General’s salary, together with some
expert assistance costs associated with imple-
menting our responsibilities under the new Gov-
ernment Advertising Act, 2004.
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Office of the Bureau du
Auditor General vérificateur général
of Ontario de I'Ontario

Box 105, 15th Floor, 20 Dundas Street West, Toronto, Ontario M5G 2C2
B.P. 105, 15¢ étage, 20, rue Dundas ouest, Toronto (Ontario) M5G 2C2
(416)327-2381 Fax: (416) 327-9862

MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The accompanying financial statements of the Office of the Auditor General of Ontario for the year
ended March 31, 2005 are the responsibility of management of the Office. Management has prepared
the financial statements to comply with the Auditor General Act and with Canadian generally accepted

accounting principles.

Management has maintained a system of internal controls including an organizational structure that
effectively segregates duties and provides for appropriate delegation of authority. These controls
provide reasonable assurance that transactions are appropriately authorized, assets are adequately
safeguarded, appropriations are not exceeded and financial information is reliable and available on a
timely basis.

The financial statements have been audited by the firm of Allen & Miles LLP, Chartered Accountants.

Their report to the Board of Internal Economy, stating the scope of their examination and opinion on
the financial statements, appears on the following page.

N, v

Jim McCarter, CA Gary R. Peall, CA
Auditor General Deputy Auditor General

July 22, 2005



ALLEN & MILES LLP, Chartered Accountants

220 Bay Street, 9th Floor, Toronto, Canada M5J 2W4

Tel: (416) 862-8801 + Fax: (416) 862-2136

Email: toronto@allenmiles.ca « Website: www.allenmiles.ca

AUDITORS’ REPORT TO THE BOARD OF INTERNAL ECONOMY
OF THE LEGISLATIVE ASSEMBLY OF ONTARIO

We have audited the statement of financial position of the Office of the Auditor General of Ontario as at
March 31, 2005 and the statements of operations and changes in net assets and cash flows for the year
then ended. These financial statements are the responsibility of the management of the Office of the
Auditor General of Ontario. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Office of the Auditor General of Ontario as at March 31, 2005 and the results of its operations and
the changes in its net assets and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

The budget information is unaudited and not considered as part of the financial statements on which we
have expressed our opinion.

Qlor. € “Blr KX

Chartered Accountants

Toronto, Canada
July 22, 2005

Member: BRAMPTON OFFICE
Accountants Suite 200, 195 County Court Boulevard
Global Brampton, Ontario L6W 4P7

Network Tel: (905) 459-5605 « Fax: (905) 459-2893
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OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Statement of Financial Position
As at March 31, 2005

Assets
Current
Cash
Due from Consolidated Revenue Fund

Capital Assets (Note 3)

Total assets

Liabilities
Accounts payables and accrued liabilities

Net assets
Investment in capital assets

Total liabilities and net assets

Commitment (Note 5)

See accompanying notes to financial statements.

Approved by the Office of the Auditor General of Ontario:

N,

Jim McCarter
Auditor General

2005 2004

$ $
225,864 22,621
340,368 500,126
566,232 522,747
278,435 288,700
844,667 811,447
566,232 522,747
278,435 288,700
844,667 811,447

.0

Gary Peall
Deputy Auditor General




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Statement of Operations and Changes in Net Assets

For the Year Ended March 31, 2005

Revenue
Consolidated Revenue Fund
Voted appropriation (Note 7)
Less: returned to the Province

Net revenue

Expenses
Salaries and wages
Employee benefits (Note 4)
Office rent
Professional and other services
Amortization of capital assets
Travel and communication
Training and development
Supplies and equipment
Transfer payment: CCAF-FCVI Inc.
Statutory expenses: The Auditor General Act

Total expenses

Deficiency of revenue over expenses

Net assets, beginning of year
Net assets, end of year

See accompanying notes to financial statements.

2005 2005 2004
Budget Actual Actual

$ $ $
10,916,800 10,914,000 9,867,800
— (1,200,536) (406,492)
10,916,800 9,713,464 9,461,308
6,723,800 5,986,968 5,804,543
1,552,400 1,146,166 1,138,786
1,020,000 891,105 914,006
873,900 877,415 793,965
187,800 207,234 221,236
188,400 289,964 204,900
155,500 117,509 116,262
48,000 100,016 57,394
50,000 50,000 50,000
117,000 57,352 233,551
10,916,800 9,723,729 9,534,643
— (10,265) (73,335)
288,700 362,035

278,435 288,700




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Statement of Cash Flows
For the Year Ended March 31, 2005

2005 2004
$ $
NET INFLOW (OUTFLOW) OF CASH RELATED TO THE
FOLLOWING ACTIVITIES
Cash flows from operating activities
Deficiency of revenue over expenses (10,265) (73,335)
Amortization of capital assets 207,234 221,236
196,969 147,901
Changes in non-cash working capital
Due from Consolidated Revenue Fund 159,758 (224,130)
Accounts payable and accrued liabilities 43,485 232,982
203,243 8,852
Investing activities
Purchase of capital assets (196,969) (147,901)
Net increase in cash position 203,243 8,852
Cash position, beginning of year 22,621 13,769
Cash position, end of year 225,864 22,621

See accompanying notes to financial statements.




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Notes to Financial Statements
March 31, 2005

1. NATURE OF OPERATIONS

In accordance with the provisions of the Auditor General Act and various other statutes and authorities, the
Auditor General conducts independent audits of government programs, of institutions in the broader public
sector that receive government grants, and of the fairness of the financial statements of the Province and
numerous agencies of the Crown. In doing so, the Office of the Auditor General promotes accountability and
value-for-money in government operations and in broader public sector organizations.

Additionally, under the Government Advertising Act, 2004, the Auditor General is required to review specified
types of advertising, printed matter or reviewable messages proposed by government offices to determine
whether they meet the standards required by the Act.

Under both Acts, the Auditor General reports directly to the Legislative Assembly.

2. SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared in accordance with Canadian generally accepted accounting
principles. The significant accounting policies are as follows:

(a) Accrual Basis
These financial statements are accounted for on an accrual basis whereby expenses are recognized in the
fiscal year that the events giving rise to the expense occur and resources are consumed.

(b) Voted Appropriations
The Office is funded through annual voted appropriations from the Province of Ontario. Unspent
appropriations are returned to the Province’s Consolidated Revenue Fund each year. As the approved
appropriation was prepared on a modified cash basis, an excess or deficiency of revenue over expenses
arises from the application of accrual accounting due to the capitalization and amortization of capital
assets.

(c) Capital Assets
Capital assets are recorded at historical cost less accumulated amortization. Amortization of capital assets
is recorded on the straight-line method over the estimated useful lives of the assets as follows:

Computer hardware 3 years
Computer software 3 years

The cost and accumulated amortization of fully amortized assets is removed from the accounts in the year
after the asset has been fully amortized.

(d) Pension Expense
Pension costs included in these statements consist of employer contributions for current service of
employees during the year and additional employer contributions for service relating to prior years.




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Notes to Financial Statements
March 31, 2005

2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

(e) Net Assets
Net assets represent the accumulated cost of capital assets less accumulated amortization and disposals.
They represent the carrying value of capital assets that will be used to provide services in future years.

(f) Use of Estimates
The preparation of financial statements in accordance with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the financial statements, and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from management’s best estimates as
additional information becomes available in the future.

3. CAPITAL ASSETS

2005 2004
Accumulated Net Book Net Book
Cost Amortization Value Value
($) ($) ($) ($)
Computer hardware 629,630 422,451 207,179 201,596
Computer software 223,812 152,556 71,256 87,104
853,442 575,007 278,435 288,700

The Office’s other major capital assets, including furniture and fixtures and leasehold improvements, were
acquired many years ago and consequently were fully amortized and written off in prior years.

4. OBLIGATION FOR EMPLOYEE FUTURE BENEFITS

Although the Office’s employees are not members of the Ontario Public Service, under provisions in the Audit
Act, the Office’s employees are entitled to the same benefits as Ontario Public Service employees. The future
liability for benefits earned by the Office’s employees is included in the estimated liability for all provincial
employees that have earned these benefits and is recognized in the Province’s consolidated financial
statements. These benefits are accounted for as follows:

(a) Pension Benefits
The Office provides pension benefits for its full-time employees through participation in the Public
Service Pension Fund (PSPF), which is a multi-employer defined benefit plan established by the Province
of Ontario. The Office’s participation in this plan is accounted for as a defined contribution plan as the
Office has insufficient information to apply defined benefit plan accounting. The pension expense
represents the Office’s contributions to the plan during the fiscal year. The Office’s contributions related
to the pension plan for the year were $472,729 (2004 - $493,169) and are included in employee benefits in
the Statement of Operations and Changes in Net Assets.




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Notes to Financial Statements
March 31, 2005

4. OBLIGATION FOR EMPLOYEE FUTURE BENEFITS (CONTINUED)

(b) Non-Pension Post-Employment Benefits
The costs of any severance and unused vacation entitlements earned by employees are recognized when
payments are required for eligible employees upon termination of their employment. These costs for the
year amounted to $22,147 (2004 — $76,857) and are included in employee benefits in the Statement of
Operations and Changes in Net Assets. The cost of other non-pension post-retirement benefits was funded
by the Ontario Management Board Secretariat and accordingly is not included in these financial
statements.

5. COMMITMENT

The Office has an operating lease to rent premises for an 11-year period, which commenced November 1, 2000.
The minimum rental commitment for the next five years is as follows:

$
2005-06 493,100
2006-07 517,300
2007-08 527,600
2008-09 527,600
2009-10 527,600

6. PUBLIC SECTOR SALARY DISCLOSURE ACT, 1996

Section 3(5) of this Act requires disclosure of Ontario public-sector employees paid an annual salary in excess
of $100,000 in calendar year 2004.

i Salary Taxab_le
Position ) Benefits
(%)

McCarter, Jim Auditor General 172,424 293
Peall, Gary Deputy Auditor General (Acting) 128,674 221
Amodeo, Paul Director 113,221 195
Bordne, Walter Director 112,838 195
Cheung, Andrew Director 113,432 195
Fitzmaurice, Gerard Director 112,838 195
McDowell, John Director 112,717 195
Mishchenko, Nicholas | Director 112,432 195
Klein, Susan Director (Acting) 101,523 173




OFFICE OF THE AUDITOR GENERAL OF ONTARIO

Notes to Financial Statements
March 31, 2005

7. RECONCILIATION TO PUBLIC ACCOUNTS VOLUME 1 BASIS OF PRESENTATION

The Office’s Statement of Expenses and Assets by Program presented in Volume 1 of the Public Accounts of
Ontario was prepared on a basis consistent with the accounting policies followed for the Province’s financial

statements, under which purchases of computer hardware and software are expensed in the year of acquisition
rather than being capitalized and amortized over their useful lives. A reconciliation of total expenses reported

in Volume 1 to the total expenses reported in these financial statements is as follows:

2005 2005 2004
Budget* Actual Actual
($) ($) (%)
Total expenses per Public Accounts Volume 1 10,914,000 9,713,464 9,461,308
Less: purchase of capital assets (185,000) (196,969) (147,901)
Add: amortization of capital assets 187,800 207,234 221,236
Total expenses per audited financial statements 10,916,800 9,723,729 9,534,643

*The Office’s budget was originally submitted and approved at $11,101,800 ($10,729,000 for operating
expenses, and $372,800 for capital expenses) which included an amount for amortization of capital assets
of $187,800. Actual expenditures are presented on the modified cash basis in Volume 1.
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