Illustrative Notes to Consolidated Financial Statements 


MANAGEMENT REPORT 
PS 1200.005-6 (Reference)
Management’s Responsibility for the Financial Statements

The accompanying consolidated financial statements of ____________
 School Division are the responsibility of the Division management and have been prepared in compliance with legislation, and in accordance with generally accepted accounting principles established by the Public Sector Accounting Board of The Canadian Institute of Chartered Accountants. (except for ……..any qualification per auditors’ report……..).  A summary of the significant accounting policies are described in Note ____ to the consolidated financial statements.  
The preparation of consolidated financial statements necessarily involves the use of estimates based on management’s judgment, particularly when transactions affecting the current accounting period cannot be finalized with certainty until future periods. Division management maintains a system of internal controls designed to provide reasonable assurance that assets are safeguarded, transactions are properly authorized and recorded in compliance with legislative and regulatory requirements, and reliable financial information is available on a timely basis for preparation of the consolidated financial statements. These systems are monitored and evaluated by management.
The Board of Trustees of the Division met with management and the external auditors to review the consolidated financial statements and discuss any significant financial reporting or internal control matters prior to their approval of the consolidated financial statements.

The consolidated financial statements have been audited by ___________ independent external auditors appointed by the Board. The accompanying Auditors’ Report outlines their responsibilities, the scope of their examination and their opinion on the Division’s consolidated financial statements.

__________________


____________________

Chairperson 




Secretary-Treasurer
October xx, 200x
(Same date as Auditors’ Report)

___________________ SCHOOL DIVISION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
JUNE 30, ______
PS 1200.007- 8, 1200.012, 1200.014 (Reference)
1.  Nature of Organization and Economic Dependence
PS 1000.18, 1000.21 (Reference)
The School Division (Division) is a public body that provides education services to residents within its geographic location.  The division is funded mainly by grants from the Province of Manitoba (Province), and a special levy on the property assessment included in the Division’s boundaries. The Division is exempt from income tax and is a registered charity under the Income Tax Act (if applicable).
The Division is economically dependent on the Province for the majority of its revenue and capital financing requirements.  Without this funding, the Division would not be able to continue its operations.
2. Comparative Figures 

 PS 2120.13, 2120.20, 1200.018-20 (Reference)
The Division adopted Public Sector Accounting Board (PSAB) standards during the 2006/07 fiscal year.  The standards have been applied retroactively with a cumulative adjustment to the opening accumulated surplus presented as a restatement on the Statement of Revenue, Expenses and Accumulated Surplus.  The 2006 comparative figures have not been restated and are presented in accordance with FRAME, the prescribed method of accounting that the Division followed prior to the implementation of PSAB. 
3.  Significant Accounting Policies

PS 2100.03, 2100.07, 2100.09, 2100.011 (Reference)
The consolidated financial statements have been prepared by management in accordance with Canadian generally accepted accounting principles established by PSAB of the Canadian Institute of Chartered Accountants (CICA).  
a) Reporting Entity and Consolidation

PS 1300.025, 1300.039, 2100.07, 2500.07-8 (Reference)
The consolidated financial statements reflect the assets, liabilities, revenues and expenses of the operating fund, capital fund, and special purpose fund of the Division.  The Division reporting entity includes school generated funds and (if applicable, specify charitable organizations, foundations, and other controlled entities) controlled by the Division.

All inter-fund accounts and transactions are eliminated upon consolidation. 

b) Trust funds (if applicable)
PS 1300.40-45 (Reference)
The Division administers various trust funds.  Trust funds and their related operations are not included in the consolidated financial statements as they are not owned or controlled by the Division.  A schedule of trust funds is attached as part of the notes to the consolidated financial statements. 
Trust funds, under PSAB are properties assigned to a trustee (school division) under a trust agreement or statute; the trustee merely administers the terms and conditions embodied in the agreement, and it has no unilateral authority to change the conditions set out in the trust indenture.    

c) Basis of Accounting 

PS 1000.59, 1000.50 (Reference)
Revenues and expenses are reported on the accrual basis of accounting except when the accruals cannot be determined with a reasonable degree of certainty or when their estimation is impracticable.  The accrual basis of accounting recognizes revenues as they are earned and measurable; expenses are recognized as they are incurred and measurable as a result of the receipt of goods or services and the creation of a legal obligation to pay.  Expenses also include the amortization of tangible capital assets.
d) Fund Accounting 
PS 2700.04, 2700.08, 2700.12 (Reference)
The fund method of accounting is employed by the Division to record financial transactions in separate funds as defined by Financial Reporting and Accounting in Manitoba Education (FRAME) in accordance with the purpose for which the funds have been created.  
The Operating Fund is maintained to record all the day to day operating revenues and expenses.  The Capital Fund is used to account for the acquisition, amortization, disposal and financing of capital assets.  The Special Purpose Fund is used to account for school generated funds and charitable foundations controlled by the Division.
e) School Generated Funds

PS 1300.07-8, 2510.05, 2510.07 (Reference)

School generated funds are moneys raised by the school, or under the auspices of the school, through extra curricular activities for the sole use of the school that the principal of each school, subject to the rules of the school board, may raise, hold, administer and expend for the purposes of the school.  
Only revenue and expenses of school generated funds controlled by the Division are included in the Consolidated Statement of Revenue, Expenses and Accumulated Surplus.   To be deemed as controlled, a school must have the unilateral authority to make the decisions as to when, how and on what the funds are to be spent.

Period end cash balances of all school generated funds are included in the Consolidated Statement of Financial Position.  The uncontrolled portion of this amount is reflected in the School Generated Funds Liability account.  Examples of uncontrolled school generated funds are parent council funds, other parent group funds, student council funds and travel club funds.  Revenues and expenses of uncontrolled school generated funds are not included in the consolidated financial statements. 
f) Tangible Capital Assets

PS 3150.05, 3150.14, 3150.17, 3150.22-23, 3150.38, PSG-2 19, 24(c), (Reference)

Tangible capital assets are non-financial assets that are used by the Division to provide services to the public and have an economic life beyond one fiscal year.  Tangible capital assets include land, buildings, buses, other vehicles, furniture and equipment, computers, capital leases, leasehold improvements, and assets under construction.  

To be classified as tangible capital assets, each asset other than land must individually meet the capitalization threshold for its class as prescribed by FRAME.  
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Grouping of assets is not permitted except for computer work stations.
With the exception of land, donated capital assets and capital leases, all tangible capital assets, are recorded at historical cost, which includes purchase price, installation costs and other costs incurred to put the asset into service. 

Buildings are recorded at historical cost when known.  For buildings acquired prior to June 30, 2005 where the actual cost was not known, the replacement value for insurance purposes as at June 30, 2005 was regressed to the date of acquisition using a regression index based on Southam and CanaData construction cost indices.  
Capital leases are recorded at the present value of the minimum lease payments excluding executory costs (e.g. insurance, maintenance costs, etc.).  The discount rate used to determine the present value of the lease payments is the lower of the Division’s rate for incremental borrowing or the interest rate implicit in the lease.      

Donated tangible capital assets are recorded at fair market value at the date of donation.  Deferred revenue is recorded in an equivalent amount, for all donated assets except land.  The deferred revenue will be recognized as revenue over the useful life of the related asset, on the same basis that the asset is amortized.      

All land acquired prior to June 30, 2006 has been valued by the Crown Lands and Property Agency.
All tangible capital assets, except for land, capital leases, and assets under construction, are amortized on a straight-line basis over their estimated useful lives as prescribed by FRAME.  Land is not amortized.  Capital leases with lease terms that have a bargain purchase option or allow ownership to pass to the Division are amortized over the useful life of the asset class.  All other capital leases are amortized over the lesser of the lease term and the useful life of the asset class.  
One-half of the annual amortization is charged in the year of acquisition and in the year of disposal if not fully amortized.  
Assets under construction are not amortized until the date of substantial completion.  Interest on funds used to finance school buildings under construction is capitalized for the periods preceding the date of substantial completion. 
g) Employee Future Benefits

PS 3250.003-4, 011-12, .017-18, .037, 050-59, .083-85, .087, .095-97, .100 (Reference)

The Province of Manitoba pays the employer portion of the Teachers’ Retirement Allowances Fund (TRAF), the pension plan for all certified teachers of the Division.  The Division does not contribute to TRAF, and no costs relating to this plan are included in the Division’s financial statements. 

However, the Division provides retirement and other future benefits to its employees.  These benefits include  FILLIN   \* MERGEFORMAT  (e.g. pension, continuation of benefits for health care, dental or life insurance, long-term disability, supplemental unemployment benefits).  The Division adopted the following policy(ies) with respect to accounting for these employee future benefits:

(i) Defined contribution/ insured benefit plans  
Under these plans, specific fixed amounts are contributed by the Division each period for services rendered by the employees. No responsibility is assumed by the Division to make any further contribution:
Provide a general description of the defined contribution benefit, contribution formulae and funding policy for the pension plan, and other employee future benefits (e.g. long-term disability, continuation of benefits for health care, dental or life insurance).  
The employee future benefits liability is the difference between the contribution owing for the period and what has been paid; while the employee future benefits expense is the Division’s fixed contribution for the period including interest accrued for late remittance (if applicable).
(ii) Defined benefit/self-insured employee future benefit plans
Under these plans, benefits to be received by employees or the method for determining those benefits have been specified by the Division. The actuarial risk (with respect to the amount of the benefit that each employee will receive) and the investment risk (with respect to the investment returns on any assets set aside to pay for the cost of these benefits) are assumed by the Division.
Provide a general description of defined benefit/self-insured pension plan as determined by the actuarial valuation, its basis, formula and funding policy. Disclose the market value of the pension plan assets, if any or known, and any unamortized actuarial gains and losses. Plan assets are made up of the Division and employee contributions to date and related earnings.  These are assets set aside to meet benefit payments to current and future retirees. 

 If the Division has the ability to withdraw assets from the plan, disclose any accrued benefit asset (net of valuation allowance).  Record the net accrued benefit asset, if any, as a prepaid expense on the Statement of Financial Position.  
For self-insured employee future benefits other than pension plans, that are vesting and accumulating over the employees’ length of service (e.g. vesting sick days; continuation of benefits for health care, dental or life insurance), the benefit costs are accounted for on a full accrual basis determined using (actuarial valuation or management’s best estimate) of salary escalation, accumulated sick days, insurance & health care costs trends, long-term inflation rates.   

For those self-insured benefit obligations that are event driven (e.g. supplemental unemployment benefits; non-vesting parental leave), the benefit costs are recognized and recorded only in the period when the event occurs.   

The employee future benefits liability is the total accrued benefit obligation, less pension plan assets (if any or known), plus or minus any unamortized actuarial gains and losses as at the end of the period.  The employee future benefits expense includes the Division’s contribution for the period, any amortized actuarial gains or losses and interest on unpaid accrued benefit obligation.  
h) Capital Reserve 

PS 3100.28, 3100.30, PSG-4.2-4, PSFB Capital Reserve Policy-May 28, 2004 (Reference)
Certain amounts, as approved by the Board of Trustees and the Public Schools Finance Board (PSFB), have been set aside in reserve accounts for future capital purposes.  These Capital Reserve accounts are internally restricted funds that form part of the Accumulated Surplus presented in the Consolidated Statement of Financial Position.  

i) Use of Estimates
PS 2130.12-13 (Reference)

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period.  
j) Financial instruments
PS 1000.60, 1000.63 (Reference)

There are no significant terms and conditions related to financial instruments (cash, accounts receivable, investments, bank indebtedness, accounts payable and long-term debt) that may affect the amount, timing and certainty of future cash flows.  The Division is exposed to credit risk from the potential non-payment of accounts receivable.  However, the majority of the receivables are from local, provincial and federal governments, and therefore, the credit risk is minimal.  The carrying amounts of the financial instruments approximate their carrying values, unless otherwise noted.  
4. Conversion to PSAB
PS 2120.002, 2120.13, 2120.20 (Reference)

Commencing with the 2006/07 fiscal year, the Board has adopted generally accepted accounting principles established by PSAB.  As explained in Note 2, the comparative figures included in these financial statements have not been restated to conform to the accounting standards adopted for the current year.
The following changes have been implemented to comply with the PSAB standard:
(i)
Tangible capital assets were restated and amortized over their useful lives to reflect net book value. Amortization of tangible capital assets and gain or loss on disposal of capital assets are recorded in the Statement of Revenue, Expenses and Accumulated Surplus.
(ii) The Operating Fund, Capital Fund and Special Purpose Fund are consolidated in the financial statements.  The Special Purpose Fund was created to include school generated funds and charitable foundations controlled by the Division.  
(iii) The Employee Future Benefits Liability was established to account for the Division’s commitment to pay vested future benefits to its employees. 
(iv)Accrued Interest Payable was established to account for accrual of interest on Debenture Debt and Other Borrowings from the last payment date.  An equal amount is set up as due from the Province to offset the accrued interest payable on debenture. 
5.    Overdraft
PS 1200.042, 1200.044 (Reference)
The Division has an authorized (e.g. revolving demand facility or line of credit) with (financial institution) of $_________ by way of overdrafts and is repayable on (e.g. demand at prime less .5%; interest is paid monthly).  If applicable- Included in the overdraft are capital projects totaling approximately $_________ which will be submitted to PSFB for debenture funding. Overdrafts are secured by (e.g. demand promissory note, borrowing by-law or banking documents).
6. Short Term Investments
PS 3030 (Reference)
Short term investments consist of (brief description of type- i.e. treasury bills, deposit certificates, guaranteed investment certificates that mature within one year).  Short term investments are recorded at the lower of cost or market.  As at June 30, 200X, the cost of short term investment was $_______ (last year $____); investment income earned during the year was $______ (last year $____). 
7. Employee Future Benefits 
PS 3250.003-4, 011-12, .017-18, .037, 050-59, .083-85, .087, .095-97, .100 (Reference)

Employee future benefits are benefits earned by employees in the current period, but will not be paid out until future periods.  Provide a breakdown of what comprises the Employee Future Benefits liability account shown in the consolidated financial position.  Indicate if pension plan and other employee future benefits are defined contribution/insured plans or defined benefits/self-insured plans.  For defined benefit plans other than pension plans, indicate whether vesting or event driven.
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The Division sponsors two pension plans, defined contribution and defined benefits.   The defined contribution/ insured plan is provided to clerical employees based on their length of service and rates of pay.  Eligible employees contributed ___% of their earnings to the plan.  The Division contributions equal the employee contributions to the plan.  No pension liability is included in the financial statements other than late payment interest owing for the period.  
The defined benefit plan provided to non-teaching management staff is actuarially valuated every three years using a number of assumptions about future events, including inflation rate (__%), interest rates (___%), wage and salary increases, and employee turnover and mortality to determine the accrued benefit obligation (includes any related interest owing).   The most recent actuarial report was prepared on __________, 200X.  The net unamortized actuarial gain is amortized on a straight-line basis over the expected average remaining service life of the related employee groups (____ years).  Pension plan assets are valued at market values and the expected rate of return is ____%.     
There are _____former employees who are entitled to deferred pension benefits.  At present, the plans provide benefits for _____retirees. 

Long term disability benefits are covered by a defined contribution/ insured plan.  The costs of salary compensation paid to employees on long-term disability leave are fully insured and are not included in the financial statements.

Continuation of benefits for health care, dental or life insurance are defined benefits and vesting to certain employees at or after retirement.  The related benefit costs and liabilities are included in the financial statements.

Supplemental unemployment benefits are defined benefits that are recognized and recorded only in the period when the events occur (e.g. maternity top up).  

The employee future benefit expense is a part of the Employee Benefits and Allowances expense account.  It includes the Division’s contribution and amortized actuarial gains for the period.   Any related pension interest expense is recorded under the Interest and Bank Charges account of the Operating Fund. 

8. Deferred Revenue
PS 3100.07, 3100.09-11 (Reference)

The deferral method of accounting is used for revenues received that, pursuant to legislation, regulation or agreement, may only be used for specific purposes. These amounts are recognized as revenue in the fiscal year the related expenses are incurred or services performed.  The following is a breakdown of the account balance:

[image: image3.png]Reverue
Bulawceasat  Addifors  mcogized  Balmweasat
e 30,2006 intheperiod  inthe perind  June 30, 2007
Manitoba Textbook Burea $ S8 B} B} -
Donated Capital Assets - - - .
Other special puzpose funds - - - -

O T T





9. School Generated Funds Liability
PS 1300.07-8, 2510.05, 2510.07, 2500.20 (Reference)

School Generated Funds Liability includes the non-controlled portion of school generated funds consolidated in the cash and bank balances in the amount of $__________ (may show the breakdown as follows).  
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If applicable- As a transition measure in the implementation of the new accounting policies, school generated funds revenue and expenses reported in the Consolidated Statement of Revenue, Expenses and Accumulated Surplus as at June 30, 2007 covers a period of nine months from July 1, 2006 to March 31, 2007. 
10. Debenture Debt
PS 3230.15, 3230.17-18 (Reference)
The debenture debt of the Division is in the form of twenty-year debentures payable, principal and interest, in twenty equal yearly installments and maturing at various dates from 20__ to 20__.  Payment of principal and interest is funded entirely by grants from the Province of Manitoba, except for the debenture debt on self-funded capital projects (if applicable).  The debentures carry interest rates that range from ___% to ___%.  Debenture interest expense payable as at June 30, 2007, is accrued and recorded in Accrued Interest Payable, and a grant in an amount equal to the interest accrued on provincially funded debentures is recorded in Due from the Provincial Government.   The debenture principal and interest repayments in the next five years are:
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11. Other Borrowings
PS 3230.15, 3230.17-18, 3230.24, PSG-2 24(b) (Reference)
Other borrowings are debts other than overdrafts or debentures.  This includes (specify - short-term financing, loan payable for capitalized energy management system, non-debentured capital loans, contractual obligations related to capital leases,  loans to purchase school buses, non-debentured loans for self-funded capital projects).  Provide a breakdown of the account showing balances, description, maturity date and the interest rate.
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Capital energy management system loan has __% interest per annum, due in 20__ and a monthly payment of $____ principal and interest. This loan is secured by way of a security agreement.
School bus loan has __% interest per annum, due in 20__ and a monthly payment of $____ principal and interest. This loan is secured by way of borrowing resolution.

Capital lease loans on photocopiers have interest rates ranging from __% to __% per annum, due between 20__ to 20__ and a monthly payment of $____ principal and interest.  These loans are secured by lease agreements.
Principal and interest repayment of total Other Borrowings in the next five years are:
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12.  Net Tangible Capital Assets
PS 3150.40-41, 3150.42, PSG-2 24(a) (Reference)
The Schedule of Tangible Capital Assets (TCA), page 23 of the audited financial statements, provides a breakdown of cost, accumulated amortization and net book value by class.  The amount of interest capitalized in the period included in Assets under Construction was $_____________ (previous year $________).  
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13.  Accumulated Surplus
PSG-4 7-8 (Reference)
The consolidated accumulated surplus is comprised of the following:
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Designated Surplus under the Operating Fund represents internally restricted amounts appropriated by the board or, in the case of school budget carryovers, by board policy.  See page 5 of the audited financial statements for a breakdown of the Designated Surplus.
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Reserve Accounts under the Capital Fund represents internally restricted reserves for specific purposes approved by the Board of Trustees and PSFB.  A Schedule of Capital Reserve Accounts is provided on page 24 of the audited financial statements.
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School Generated Funds and Other Special Purpose Funds are externally restricted moneys for school and (provide details of Other Special Purpose Funds) use. 
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14. Restatement of Opening Accumulated Surplus

PS 2120.020 (Reference)
Restatement of Opening Accumulated Surplus is comprised of:
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Restatements of the above accounts are prior period cumulative adjustments to the opening balance of the accumulated surplus (deficit) of the current period.  These adjustments are the result of adopting PSAB standards.
15.  Municipal Government – Property Tax and related Due from Municipal Government
PS 1200.074 (Reference)
Education property tax or Special Levy is raised as the Division’s contribution to the cost of providing public education for the students resident in the division. The Municipal Government-Property Tax shown on the consolidated revenue and expense is raised over the two calendar (tax) years; ____% from 2006 tax year and ____% from 2007 tax year.  Below are the related revenue and receivable amounts: 
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16.  Interest Received and Paid 
PS 1200.106-7 (Reference)
The Division received interest during the year of $_____ (previous year $_____); interest paid during the year was $______( previous year $_______).  

Interest expense is included in Fiscal and is comprised of the following:
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The pension and other employee benefit interest expenses of $_______ is included under the Operating Fund-Fiscal-short term loan, interest and bank charges. 

The accrual portion of debenture debt interest expense of $_______included under the Capital Fund-Debenture debt interest, is offset by an accrual of the debt servicing grant from the Province of Manitoba.

17.  Allowance for Doubtful Accounts
PS 1200.049-50 (Reference)
All receivables presented on the consolidated statement of financial position are net of an allowance for doubtful accounts (include provision or basis for allowance).  Below is the total allowance for doubtful accounts as at June 30, 2007:
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18. Expenses by object
PS 1200.085; PS 2500.014 (Reference)
Expenses in the consolidated statement of revenue, expenses and accumulated surplus are reported by function as defined by FRAME.  Below is the detail of expenses by object:  
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19. Contractual Obligations (if applicable)
PS 3390.03, 3390.07-09 (Reference)
Agreements respecting student transportation were entered into for terms ranging from one to five years.  The specific costs for these services are approximately $_____________ for 2007-08.
An agreement was entered into with _______________ to improve energy efficiency.  Equipment will be installed at a cost of $_____________.  The cost of this project will be recovered by the savings generated as a result of the changes to the systems.  The project will start on ______and will be completed by _________.  This project will be funded by _______________. 
20.  Contingent Liabilities (if applicable)
PS 3300 (Reference)
A legal action had been initiated against the Division by _________________________.  The legal claim is ____________ and is not included in the consolidated financial statements; any losses sustained will be recorded in the period they become known.
21.  Special Levy Raised for la Division scolaire franco-manitobaine (if applicable)
In accordance with Section 190.1 of The Public Schools Act the Division is required to collect a special levy on behalf la Division scolaire franco-manitobaine. As at June 30, 2007, the amount of this special levy was $__________  (2006 - $          ).  These amounts are not included in the Division’s consolidated financial statements.
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