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STANDING COMMITTEE ON PUBLIC ACCOUNTS

Tuesday, November 22, 2005

9:00 a.m.

Guests: Colin Younker, Auditor General; Jane

MacAdam, Auditor General’s Office

Jim Bagnall (PC) Vice-Chair:   First of all we’ll

call the meeting to order and welcome Colin

Younker and Mrs. MacAdam, Jane, for attending

today.  Our purpose today is to continue to work

on the KPMG Report and we have gone through,

I think,  the first four recommendations and we’re

working on the fifth at the present time.

Colin Younker (Provincial Auditor):   W e’ve

done all five recommendations basically.  There’s

four other chapters in here.  W e’ve gone over the

recommendations.

Jim Bagnall (PC) Vice-Chair:    So we’re into

page 27.

Colin Younker (Provincial Auditor):   Page 28.

Jim Bagnall (PC) Vice-Chair:    Page 28. Okay

and we’ll continue on page 28.  Thank you.

Colin Younker (Provincial Auditor):   Section 7.2

deals with Sales Decrease in 2003.  Consolidate

summary of financial results for the fiscal years

ended 2002 and 2003 is illustrated in Table 3.  It

shows the sales down to the net income loss for

both 2002 and 2003 on a comparative basis.

Cletus Dunn (PC):    Excuse me, just a question

there, Mr. Chair.

Jim Bagnall (PC) Vice-Chair:    Go right ahead,

Mr. Dunn.

Cletus Dunn (PC):    W as that sale because

inventory was kept aside?

Colin Younker (Provincial Auditor):   There’s

some reasons now in the next couple of pages on

the sales decrease.   In 2003 sales declined by 41

per cent from $158 m illion in 2002 to $93 million.

Our review indicated that the sales decline was

due to a number of factors including the following:

1) The strengthening of the Canadian dollar

against the US dollar

2) The adverse impact on tourism created by

“SARS” and  “9/11"

3) The poor quality of Maine shedders in 2003

4) The slow reaction of the shore price of lobster to

the decline in the US dollar

5) The decline in sales price

6) The withholding of product from the market in

anticipation of increased prices

7) The abnormally high sales in 2002 due to

market conditions in late 2001 and a large     

inventory carry over into 2002. 

Cletus Dunn (PC):    In number 6 there . . .

Jim Bagnall (PC) Vice-Chair:    Mr. Dunn.

Cletus Dunn (PC):    Do you know the percentage

of product being held that they were selling?

Colin Younker (Provincial Auditor):   No.  There

is some discussion on that later on in the chapter,

comments on that.

Wilbur MacDonald (PC):    Mr. Chair.

Jim Bagnall (PC) Vice-Chair:    Mr. MacDonald.

Wilbur MacDonald (PC):     Could you explain (3)

the poor quality of Maine shedders in 2003?

Colin Younker (Provincial Auditor):   W ell they

purchased lobster from Maine and apparently it

was poor quality for shedders which would affect

what they could purchase  in Maine.

Wilbur MacDonald (PC):     They purchased from

Maine.

Colin Younker (Provincial Auditor):   They

purchased from Maine, yes.

Richard Brown (L):   W hat’s shedders?

Colin Younker (Provincial Auditor):   It’s just a

lobster.  I’m not sure.  It’s a terminology.
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Richard Brown (L):   That’s the marketing lobster,

is it?  Come on now, be honest.  The bunch of you

didn’t know what it was. 

Jim Bagnall (PC) Vice-Chair:    Knew you’d ask.

(Laughter)

Richard Brown (L):   You’re all quite smart

(Indistinct)

Colin Younker (Provincial Auditor):   Interview

evidence indicated that the declining US dollar was

the main reason for the decrease in sales. The

foreign exchange component is considered

significant given that a significant portion of sales

were denominated in US dollars.

W e reviewed the Canadian dollar appreciation

from March 2002 to February 2004, effectively

comparing the two twelve months periods.  As

illustrated in Schedule 1 our results indicated that

the Canadian dollar appreciated anywhere from a

low of 6.92 per cent  from March 2002 to March

2003 to a high of 16.56 per cent from November

2002 to November 2003. W e concluded that, while

the sales were impacted by the declining US

dollar, the decline was not solely attributable to the

foreign exchange fluctuation.

Honourable Robert Ghiz (L): Quick question, Mr.

Chair.

Jim Bagnall (PC) Vice-Chair:    Leader of the

Opposition.

Honourable Robert Ghiz (L): Just a quick

comment and I was happy to see the last line here.

I know you didn’t write this but the last line

because you know  I look at companies like

Diagnostic Chemicals, I look at Atlantic Turbines,

I look at a lot of companies in Prince Edward

Island that their main sales are to the US and

they’re still around today. So a company at that

time would have to have been making provisions

to attribute to the US dollar.  I’m glad you put in

that last line.  It was only really a comment.

Jim Bagnall (PC) Vice-Chair:    Okay, continue

Auditor General.

Colin Younker (Provincial Auditor):   Lobster

Prices - W e reviewed the change in the price of

landed lobster on the presumption that the trends

in the price of landed lobster should be a

reasonable indicator of the trends in the market

price, given that lobster is a commodity and 8 of

the top 10 products sold by Polar Foods were

lobster products.

As illustrated on Schedule 2, lobster prices paid to

shore fishermen at dockside, on a per pound

basis, decreased from $9.75 in March 2003 to a

low of $5.13 in August 2003. The price increased

there after to $7.00 in February 2004.  This

analysis indicates that the sales would have been

adversely impacted by a decline in the product

price.  Generally, with respect to commodity items,

demand does not fluctuate directly with price.

Given that the supply is lobster which is a

regulated commodity, the reduction in the price at

the shore would not necessarily result in increased

revenues.  W e also observed that the gross

margin of Polar Foods declined from 6.8 per cent

in 2002 to 5 per cent in 2003,which would be

indicative of the problems experienced in the

adjustment of the shore price to the declining US

dollar.

Honourable Robert Ghiz (L): Quick question.

Jim Bagnall (PC) Vice-Chair:    Leader of the

Opposition and then Cletus Dunn.

Honourable Robert Ghiz (L): W e also heard that

the gross margin - what was the factor that they

came into the government with, where they said it

was like a 9.8 gross, was that the gross margin as

well?

Colin Younker (Provincial Auditor):   That was

the gross margin 9.6.

Honourable Robert Ghiz (L): So why does it say

5 per cent here but it says . . .

Colin Younker (Provincial Auditor):   W ell, 5 per

cent was the actual gross margin for the entire

2003 year.  The 9.6 was the margin reported for

the first six months of 2003 - January to June.

Honourable Robert Ghiz (L): So really like the

second half they like going out - 0.something per

cent - even it out.

Colin Younker (Provincial Auditor):   Yes and

then there’s the question of the 9.6 whether it

should have been a lower margin as well.
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Honourable Robert Ghiz (L):  Okay.

Jim Bagnall (PC) Vice-Chair:    Cletus Dunn.

Cletus Dunn (PC):    I guess the philosophy has

always been the lower the shore price is the more

the packing companies or processors make

money.

Colin Younker (Provincial Auditor):   In this

case it wasn’t.  Their margin didn’t go up.

Cletus Dunn (PC):    But you had $4.60 difference

between August and March type of thing.

W ouldn’t there be a larger profit margin at the

5.13?  9.75 - it’s difficult to make a profit margin

there.

Colin Younker (Provincial Auditor):   W ell, this

would be the blended margin for the year of 5 per

cent.  The margin may have  went up and down

through the year.  That would be the blended

margin.  But overall, even with the shore price

going down that far,  it didn’t go down as much as

say  the sales price or the exchange rate

combination went down during the year.

The management of margins through supply and

demand was cited as a benefit of the Marketing

Agreement.  Interview evidence indicated that this

strategy was one of the reasons for the sales

decline in 2003.  W e reviewed conflicting

information regarding the plausibility of this

explanation and are unable to validate this strategy

as a reason for the decline in sales in 2003.

Selling Expenses 

W e attempted to determine the impact of the

Marketing Agreement on the selling expenses and

ultimately the profitability of Polar Foods. For

financial reporting purposes Polar Foods grouped

selling, general and administrative expenses under

one heading.  Therefore, our analysis was based

on SGA expenses as a whole.

The Marketing Agreement was to have, among

other benefits, two positive impacts on selling

expenses and profitability:

1. Savings in selling, general and

administrative expenses in amounts

sufficient to outweigh the commission

expense. 

2.  Improved profitability by timing the market

better for optimum pricing, increasing

average price due to diversification of the

account base and moving away from less

profitable accounts.

As noted in Table 3, the SGA expenses decreased

from $9.675 million in 2002 to $9.656 million in

2003, representing a nominal 0.2 per cent  decline.

SGA expenses as a percentage of sales were

approximately 10 per cent of sales in 2003.

Comparatively, in 2002 SGA expenses were 6 per

cent of sales. This reflects the increased effort and

cost incurred by Polar Foods to generate

revenues.

Interview evidence indicates that Polar Foods likely

did not have enough time to benefit from any cost

savings attributed with a reduction in the sales

force.  The announcement of the Marketing

Agreement coincided with the 2003 Boston

Seafood Show and Polar Foods committed to

retaining its sales force for a short period in order

to facilitate a smooth transition of customers from

Polar Foods to the Agent.  By July 2003 we were

advised that the marketing staff had been reduced

to two people.  This strategy, save a few

immediate departures, resulted in Polar Foods

incurring transition costs and for a period of time

the commission charges were incremental.

Interviewees also indicated that the commission

costs were likely larger than the sales costs they

were intended to replace.  In addition, we were

advised that there was significant administration

effort required on the part of Polar Foods to

monitor the Marketing Agreement, which reduced

any anticipated cost savings.  Polar Foods

continued to support a sales infrastructure to such

an extent that sometime during 2003 Polar Foods

approached the Agent for reimbursement of select

costs incurred by Polar Foods in order to support

the Marketing Agreement. This claim is addressed

in section 7.7 on Disputed Amounts.

Overall, our review indicated that Polar Foods did

not realize the benefit of reduced selling costs as

anticipated.  The approximate 40 per cent

decrease in sale compounded the problem as

SGA as a percentage of sales increased to 10 per

cent for 2003 fiscal year.

Jim Bagnall (PC) Vice-Chair:    Mr. McKenna.
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Dr. David McKenna (PC):    My question is with

this marketing agreement that they agreed to, was

all the marketing and selling supposed to be done

by FPI?  Is that the way it was supposed to be set

up?

Colin Younker (Provincial Auditor):   FPI had

the right to sell all the products.  They could decide

not to sell something and then Polar would have to

sell it themselves. But it was set up that they had

the exclusive right to sell the products.

Dr. David McKenna (PC):    And they didn’t do

that.

Colin Younker (Provincial Auditor):   There was

some selling by Polar sales staff.  I think in

particular in Europe.  They still had some of the

contacts there.

Jim Bagnall (PC) Vice-Chair:    Mr. MacAleer?

Wes MacAleer (PC): Did you have an opportunity

to look at the customer base that Polar had, who

they were selling to, the percentage of sales to any

one customer?  W as there a significant customer?

Colin Younker (Provincial Auditor):   The

significant customer in 2003 was FPI.  That would

be the bulk of the sales.  They would record it as

an FPI sale, to FPI.

Wes MacAleer (PC): So would you say, when you

say significant would it half or 100 per cent?

Colin Younker (Provincial Auditor):   It would be

more than half.  I would say it would be 80 to 90

per cent.

Wes MacAleer (PC): 80 or 90 percent was to the

one buyer.  And prior to that, FPI, what was their

customer base?

Colin Younker (Provincial Auditor):   I’m not

sure what the customer base was prior to that.

Didn’t go back that far.

Jim Bagnall (PC) Vice-Chair:    Are you done, Mr.

MacAleer?  Mr. Brown who is replacing Ron

MacKinley here today on the committee. 

Richard Brown (L):   Thank you, Mr. Chairman.

Have we calculated the margins in the decision of

Polar Foods to bring American lobsters into PEI

and process them and send them back to the

States?  W hat kind of margins were realized on

that kind of deal?

Colin Younker (Provincial Auditor):   W e didn’t

look at that type of transaction in that type of detail.

Richard Brown (L):   W as that a good decision or

was it a bad decision?  That’s what I’m trying to

get at here.  I’m looking at, okay, we’re in an

American market, we bring lobsters up from

Maine, wherever we get them - shedders, now that

I know what it means - and we process them here

and ship them back.  Right off the bat I’m looking

at additional transportation costs, foreign

exchange problems happening on the buying and

selling side of it.  I’m just wondering could there be

anything done in that area to see if that was a

good decision or not or did we do it to - I know

there will be members here saying that, you know,

we did it to create employment - but if that drove

down the company, if a decision was made to,

look, in order to keep people working we’ll bring in

American lobsters, process them and send them

back to the United States even if we lose or

bankrupt the company,  I think that’s a question

that should be answered too.

Colin Younker (Provincial Auditor):   W e didn’t

go into that in detail.

Jim Bagnall (PC) Vice-Chair:    On that question,

when they were bringing in lobster at that time I

had met with Kenny MacDonald because Kenny

and I were friends over the years and the

discussion that we had on the Maine lobster was

that they were, even with the cost of the

depreciation between the American dollar and our

dollar that they were still saving a dollar a pound.

They were getting the Maine lobster into the plants

a dollar a pound cheaper than they were buying

the lobster off our own wharf.  So actually that was

one of the profitable parts they had as far as the

processing was concerned.

Richard Brown (L):   W ith all due respect, Mr.

Chairman, that’s heresy and if we were allowed to

get Kenny MacDonald here at this committee we’d

verify that information yes or no.  You know, when

major losses started occurring with the company it

was around bringing in American lobsters and

sending them back.  You know, I think you bring

up a good opinion, that this CEO told you that this

is a good deal for PEI.  If that’s the case I’d like to
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hear that from Kenny MacDonald directly and to

verify that.  Or maybe you could write him a letter

as chairman to verify that.  Could you?  That he

could give you the information where we could get

that verified.  Because that’s a good . . .

Jim Bagnall (PC) Vice-Chair:    I’m just telling you

what he told me and that’s the comment that was

made.  I’m not here to argue the comment one

way or the other.  I’m just saying what the

comment was.  Mr. Ghiz.

Richard Brown (L):   Thank you.

Honourable Robert Ghiz (L): Just reading here,

the interviewees, refreshed my memory.  Did you

bring back that list?

Colin Younker (Provincial Auditor):   I contacted

them last Thursday to get the list.  It’s in the mail.

I don’t think they’re going to supply the names.

Honourable Robert Ghiz (L): You don’t think

they’re going to supply names.  They have to

supply government bureaucrat names.  

Colin Younker (Provincial Auditor):   I think you

would have to give them a written resolution from

the  committee requesting it.  I think they would

want that or I can send them a copy of the minutes

once we have the minutes.  Right now my

understanding is they’re not going to supply the

names at the current time.

Honourable Robert Ghiz (L): But the Auditor

General of the province of Prince Edward Island,

you wrote and requested them or called them and

requested them to send us a list.

Colin Younker (Provincial Auditor): I made a

request on behalf of the committee.

Jim Bagnall (PC) Vice-Chair:    To whom?

Colin Younker (Provincial Auditor):   To KPMG.

Honourable Robert Ghiz (L): And they’re going

to say no to you.

Colin Younker (Provincial Auditor):   They’re

going to say no to the committee.

Richard Brown (L):   To the Auditor.

Honourable Robert Ghiz (L):   To the Auditor.

Colin Younker (Provincial Auditor):   So once I

have the minutes, if the committee is not satisfied

with the response-which apparently they’re not-

then I’ll send them back a copy of the minutes

showing the request for it.

Honourable Robert Ghiz (L): That’s hard to

believe.

Colin Younker (Provincial Auditor):   I have to

read the response as well. I haven’t seen it yet.

Honourable Robert Ghiz (L): As soon as you get

it you can forward it over to the committee.  Now,

just on this section here, I’ve said all along that the

main mistake with Polar Foods was back in 1997

when it was formed.  By reading through this we’re

kind of saying that what essentially happened was

a lot of the benefits perhaps that could have come

from the FPI deal didn’t have time to get realized.

I’m wondering if they had of had more time to be

realized could the benefits, would they have

happened?

Colin Younker (Provincial Auditor):   That’s a

hard question to answer.  You’re projecting ahead

into the future.

Honourable Robert Ghiz (L): W e are saying here

that, or somebody is telling this report - we don’t

know who it is - that a lot of the benefits that they

thought they would see didn’t have time to be

realized.  Because maybe it was another bad

decision to pull the plug when they did.  W ho

knows?  There was bad decisions all along.

Everybody agrees with that.

Colin Younker (Provincial Auditor):   They had

to maintain their sales force for a certain period of

time but there’s also administrative costs in trying

to monitor the marketing agreement . . .

Honourable Robert Ghiz (L): You got to pay

severance and all that stuff when people leave.

Colin Younker (Provincial Auditor):   W ell, no,

the administrative cost to monitor the marketing

agreement itself, dealing with FPI.  That may have

been an ongoing problem which may have cost

them money in the future.  It depends on what FPI

may have marketed in the future.  There’s a lot . .

.
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Honourable Robert Ghiz (L): If they had a better

agreement they would have had an easier time

with it.

Colin Younker (Provincial Auditor):   There’s a

lot of factors that may have driven the profit or

loss, one way or the other.

Honourable Robert Ghiz (L): Okay.

Jim Bagnall (PC) Vice-Chair:    Mr. Dunn.

Cletus Dunn (PC):    Just further to Mr. Brown’s

comment there, I was of the understanding that all

the plants up W est had service contracts.  They

didn’t buy the product.  They just provided a

service.  They’d send the lobster up, they’d

perform a service, send it back.  I understood

that’s how most of it worked up W est. W hether it

was all across the board I don’t know but most of

them are telling me that they are service contracts.

Richard Brown (L):   W ith the Co-ops.

Cletus Dunn (PC):    No, no.  W ith Polar.

Jim Bagnall (PC) Vice-Chair:    Mr. Brown.

Richard Brown (L):   Thank you, Mr. Chairman.

That just brings me-interview evidence-to me that

says they just talked to people and there wasn’t

much documentation changed hands. But what

concerns me, Mr. Auditor, is that your last page,

page 60, and I may be jumping ahead here but I

don’t think the interview evidence, I question it.

Because if we don’t know their interviewees, we

don’t know the circumstances around these

interviewees, God knows what was said in these

interviews,  and if them interviews are not

available, you know, to the RCMP and that, how

do we verify what was said.   But what concerns

me is on page 60 - Certain of the information in

this report is based on hearsay and may not be

accurate or reliable.  W e have not independently

verified all the information obtained from the

discussions.  Our review does not constitute an

audit. 

Now the general public thinks there was a forensic

audit done but yet we’re hearing here that this was

not an audit.  So is it an forensic audit or was it just

a series of interviews with a series of people and

their opinions and comments were consolidated

into this so-called report. So was it verified?

Colin Younker (Provincial Auditor):   The

engagement letter says forensic audit.  Now if I go

back to page 2 of Appendix 2.

Richard Brown (L):   Schedule 2 or Appendix,

okay, thank you.

Colin Younker (Provincial Auditor):   And if you

go through, you go down here about the fourth

bullet from the bottom.

Richard Brown (L):   Yes, I know,  all the boxes.

Colin Younker (Provincial Auditor):   The boxes

and records.  There’s approximately 80 boxes of

records which would be the financial records and

support documentation for Polar Food the

committee went through.  They went through the

general ledger and they went through the accounts

receivable, sub-ledgers and that. So they did do

the verification work. The way that a forensic-and

I’m not sure completely how a forensic audit is

done-but the way it is done they would interview

various people and go back to the documentation

of the company through the files and try to verify

what they could.  Some of it, they would have

conflicting evidence that one person m ight say

something on a subjective matter and somebody

else m ight say something else.  But they did go

back through the documentation-quite an

extensive amount of documentation gone through.

Richard Brown (L):   But that tells me at the

bottom of the page none of this is verified.

Colin Younker (Provincial Auditor):   W ell, they

would have verified it back to these documents

here.

Richard Brown (L):   But he says does not

constitute an audit.

Colin Younker (Provincial Auditor):   I’d have to

get them to clarify, Richard, the exact definition of

a forensic audit and what they did.  But they did go

through these records here, that are in here, to

verify.  Some interview evidence may be

subjective as to, like the benefit of an agreement

or what was said in conversation saying the

working capital be included in the marketing

agreement.  Somebody might say that, yes, we

understood it was going to be and somebody

might say we understood it wasn’t going to.  It

depends on who you’re talking to.  That’s the type
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of interview evidence they’re talking about there.

But there also was quite a bit of documentation

review and they did review the records and the

general ledger and the accounts receivable and

the sub-ledgers back through that period of time.

Richard Brown (L):    Okay.

Jim Bagnall (PC) Vice-Chair:    Continue Mr.

Auditor.

Richard Brown (L):   Thank you, Mr. Chairman.

Colin Younker (Provincial Auditor):   The next I

guess is page 43 which is the inventory. 

Richard Brown (L):   Lots of discussion

(indistinct) W e had lots of phone calls too.  It will

be an interesting, this section.

Colin Younker (Provincial Auditor):  

Inventory - Background - To track inventory

quantities under the Marketing Agreement, Polar

foods created internally a conceptual warehouse to

represent inventory in  the possession of the

Agent.  Shipments to the Agent’s warehouses

were recorded by Polar Foods as a transfer

between warehouses.

Polar Foods changed it costing methodology from

a standard costing system to the retail method for

interim financial reporting purposes sometime

during its 2003 fiscal year.  It appears that the

decision to change the accounting for inventory

was made independent of the decision to enter

into the Marketing Agreement.  Under the retail

method, Polar Foods estimated inventory by using

the current selling price and used an estimated

gross margin to estimate inventory cost.  The

estimated cost was then applied to the quantities

noted in the inventory management system. 

Inventory continued to be produced and sold in

normal business fashion until the appointment of

the Receiver on February 27, 2004.  The

appointment of the Receiver resulted in the

cessation of the marketing Agreement with the

Agent.  The Receiver entered into its own

marketing agreement with the Agent and the sale

of certain inventory continued.  A settlement

agreement in respect of the termination penalty

associated with the Marketing Agreement was

negotiated between the Agent and the Receiver.

Richard Brown (L):   Mr. Chairman.

Jim Bagnall (PC) Vice-Chair:    Mr. Brown.

Richard Brown (L):   Thank you very much, Mr.

Chairman.  This is interesting.  To track inventory

quantities under the Marketing Agreement Polar

Foods created an internally conceptual warehouse

to represent inventory in the process of being in

the position of the agent.  That conceptual

warehouse, would that be like, okay, we’re going

to take this room and half of its going to be my

warehouse and half of its going to be your

warehouse.  Is that the kind of conceptual

warehousing that was done?

Colin Younker (Provincial Auditor):   I think

what they would do is, FPI had a number of

warehouses.  I think they had two or three

warehouses.  So they would probably just track in

their own records some stuff that was sent from,

say one of the plants here to one of the FPI

warehouses and then they would track it in there,

track it in that warehouse and then when FPI

advised them that there was a sale to a customer

then they would show that inventory being moved

at that time.  

Richard Brown (L):   So was the conceptual

warehouse, like I’ve seen these kind of concepts

before too and I used to shake my head because,

you know, one side of the aisle was one owner

and one side of the other aisle was another owner

and you could throw the boxes back and forth.  So

what you’re saying, by KPMG saying conceptual

warehouse, really it wasn’t in the same

warehouse.  They had separate warehouses and

physically inventory moved from one warehouse to

the other.  So why would he call it a conceptual

warehouse?  W hy wouldn’t he just say

warehouse?

Colin Younker (Provincial Auditor):   I’m not

sure why it wouldn’t just say warehouse.  My

understanding is that’s how they could track the

transactions for their own records.

Richard Brown (L):   Can you verify that that’s

what it means because I’ve seen this done before.

Colin Younker (Provincial Auditor):   I’ll verify

that.

Jim Bagnall (PC) Vice-Chair:    Mr. Auditor, can
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I just ask a point of view on that before you move

on to the next point, Richard?  W ouldn’t that be

where they had their office or their accounting

system monitoring what products was going into

each warehouse and out through a computer

system through their main office?

Colin Younker (Provincial Auditor):   Yes, that

might be why it might be called conceptual.  So it

would be in Polar’s computer where the inventory

was.

Jim Bagnall (PC) Vice-Chair:    So what would

happen?  Everything in the product went into the

main office and then it was marketed or put out to,

let’s say Beach Point, some were Beach Point,

some were in Souris, some were in Howard’s

Cove and this kept track of where all the product

was.  Isn’t that what that concept meant?

Colin Younker (Provincial Auditor):   This would

be for what was in the possession of FPI though.

Jim Bagnall (PC) Vice-Chair:    Yes.

Richard Brown (L):   Thank you, Mr. Chairman.

I agree, with you being a retail sales person would

know the concept of conceptual warehouses and

warehouse locations.  And then we have here

where under the retail method Polar estimated

inventory by using current selling price and used

an estimated gross margin to establish inventory.

Now, correct me if I’m wrong, but the retail method

- so they’re saying this lobster’s worth $5.00, okay,

we’re saying we’re making a dollar  on that lobster.

That’s our gross margin.  Now, we don’t know it

but we’re going to say we’re making a dollar

because we determined that’s the gross margin.

So we’ll back it off and we’ll establish our inventory

based on that level.

Colin Younker (Provincial Auditor):    It’s

explained a little further here.

Richard Brown (L):   So really, you know, that’s

when you really cook the books because you

determine what the margin is, you know, the owner

of the company determines the margin.

Jim Bagnall (PC) Vice-Chair:    That’s the same

as any company though.  I mean when you’re in

business you put on a figure that you think is the

gross margin and you work with it regardless of

whether it’s right or wrong.  If you were in any kind

of retail that’s how it works. It’s no different than

any other company.

Colin Younker (Provincial Auditor):   Yes, it’s

used a lot in the retail clothing business.

Richard Brown (L):   In clothing, yes.  Is it used a

lot in this business?

Colin Younker (Provincial Auditor):   W ell, I

think if we go on here we talk about the system

that they did have in place.

Richard Brown (L):   It’s lucky to have the benefit

of a good old retailer here.

Colin Younker (Provincial Auditor):   Standard

costing is a costing method that traces direct costs

to inventory and allocates indirect costs on the

basis of budgeted amount.  Differences in actual

costs from standard costs create favourable or

unfavourable variances that are then proportionally

applied to inventory and cost of goods sold to

determine the actual cost of inventory at any given

point in time.

Standard costs can be described as an estimate of

actual costs.  Variances can be described as a

measure of the difference between actual costs

incurred and estimated costs.  Usually, standard

costs are adjusted periodically to reflect changes.

Description of Retail Method

In certain business operations taking a physical

inventory is impossible or impractical, especially

where a perpetual inventory tracking system is not

used.  In such a situation the retail method is used

to estimate the inventory cost.  The retail costing

method is widely used by retail businesses,

particularly department stores.

The retail inventory method uses a cost to retail

price ratio (cost of the merchandise for sale to the

retail price of the same merchandise).  The

physical inventory is valued at retail and it is

multiplied by the cost  ratio to determine the

estimated cost of the ending inventory.

Limitations of Retail Method

Given that Polar Foods  already had a perpetual

inventory and standard costing process in place,

we attempted to determine why this change in
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accounting policy was implemented. W e were told

that the reason for the conversion was simplicity.

W e identified certain problems and risks

associated with the retail method which would

have impacted the margin calculations provided to

BDI.

1. There is an inherent assumption in the

retail method of inventory costing that the

composition of the ending inventory is

comparable to the entire stock of

m erchand ise ava ilab le  fo r  sa le .

Accordingly, the retail method should only

be used with a uniform pricing strategy or

with a consistent sales mix.  For example,

it is unlikely that the retail price of every

item is composed of exactly 95 per cent

cost and 5 per cent gross profit.  This

blending of gross profit rates may

overstate cost for those inventory items

with a gross margin higher than the

blended rate of 5 per cent.  Ideally, gross

profit rates and the cost percentages

should be developed separately for each

class of inventory.

This problem appears not to have

addressed when reporting inventory costs

to BDI in the margin reports.  Polar Foods

internal records indicate that its various

products had different estimated gross

margins.  A single gross margin rate

would appear to be inappropriate.

2. The retail method is often adopted when

the cost and effort of performing a full

inventory count is unreasonable.  Polar

Foods had already previously established

a perpetual inventory system that included

standard costs.  The system already in

use by Polar Foods should have provided

the information required for interim

financial reporting.  Accordingly there

appears to be no overriding reason to

switch from standard cost to the retail

method due to deficient accounting

systems.

3. Under certain circumstances valuation of

inventories based on cost is impractical.

If the market price of a good drops below

the purchase price, the lower of cost or

m ark e t m ethod  o f  va lua tion  is

recommended.  W hen inventory can only

be sold for below purchase prices it

should be recorded at net realizable value.

The retail method does not account for

those items whose cost exceeds its

expected sales price and therefore should

be written down to its net realizable value,

therefore potentially overstating inventory.

 Our review of the inventory sub-ledger for

processed product disclosed that the

standard cost exceeded the market price

of individual products by approximately

$1,215,000 at December 27 , 2003.  W eth

have not been able to determine if this

potential overstatement of the inventory

had been accounted for in the records or

disclosed to BDI for monitoring purposes.

4. Empirical studies have disclosed . . .

Richard Brown (L):   Mr. Chair.

Jim Bagnall (PC) Vice-Chair:    If you would just

let the Auditor General go to the bottom of the next

page and we’ll entertain any questions on this

section because he may address your questions

before we get there.

Colin Younker (Provincial Auditor): 

  

4. Empirical studies have disclosed that

companies in financial distress or

governed by debt covenants often choose

a costing policy that provides for the

highest amount of leverage.  W e

attempted to determine if the change to

the retail was motivated by a bias to

increase leverage through the inventory

costing policy.

Evidence obtained from a review of select

corporate records and interview evidence

does not indicate that the inventory

costing methodology was changed for any

other reason, other than to simplify the

costing process for purposes of monthly

reporting.

5.  The estimated rate of gross profit is

ordinarily based on the actual rate

adjusted for any changes made in the

cost and sales prices during the period.

The gross margin for Polar Foods was not

stable from month to month or year to

year.  Discussions with interviewees
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indicated that the gross margin rate used

by Polar Food to estimate inventory cost

was based on prior period gross margins.

In addition, the impact of the Marketing

Agreement appears not to have been

factored into the estimation methodology.

Polar Foods charged the commission

expenses to selling, general and

administrative expenses and appears to

not have factored this expense into its

calculation.

Overall what to include in determ ining the cost of

goods and related expenses in acquiring  the

goods is an issue applicable to all inventory

costing methodologies.  Consideration must be

given as to whether discounts and rebates are

offset against sales or are charged to expenses.

In addition, there are many events that impact

gross profit which removes precision from even

the best system.  The key factor is to ensure that

the methodology is applied consistently and the

methodology is understood by the users.

Interview evidence indicated that BDI may not

have been fully aware of the implications of the

change in costing methodologies and relied on

Polar Foods management to provide reasonable

and accurate information as regards to the

inventories.

Jim Bagnall (PC) Vice-Chair:    Okay, the Leader

of the Opposition, you had a question.

Honourable Robert Ghiz (L): On that No. 3 there

- have not been able to determine - the last line,

sentence, I mean - W e have not been able to

determine if this potential overstatement of the

inventory had been accounted for in the records or

disclosed to BDI for monitoring purposes.  So do

we know if BDI just didn’t have the files left over or

if they’re saying we don’t know what happened to

the files?

Colin Younker (Provincial Auditor): I think or

this particular item at the end of the year they

couldn’t determine that, what was reported to BDI.

There was the gross margin reporting from June

03 on which was reported on this basis which BDI

did have the records of, which we talked about

there last week when we were talking about

reporting to BDI on the gross margin.   This is

where they got all the gross margins for those

reports.

Honourable Robert Ghiz (L): Now, in the last

sentence here - Interview evidence indicated that

BDI might not have been fully aware of the

im plicat ions o f  the change in costing

methodologies and relied on Polar Foods

management.  W hy wouldn’t BDI have been fully

aware?

Colin Younker (Provincial Auditor):   I think BDI

was aware and I would have to go and check.

They were aware that the method had been

changed but whether or not they were aware of the

impact or the possible impact. I’m not sure why.

I’d have to find out the background around that

question.  

Honourable Robert Ghiz (L): Like we’re talking a

huge amount of dollars.  W e’re talking, at the time,

deals that the government was being advised not

to allow to go through and they didn’t understand

what was going on with the costing methodologies.

Colin Younker (Provincial Auditor):   I’ll have to

double check the background around it.

Honourable Robert Ghiz (L): But wouldn’t any

prudent person who was investing money want to

know how the costing methodologies worked?

Colin Younker (Provincial Auditor):   Yes and I

think it goes back to the reporting itself where the

reporting to BDI was supposed to be the same as

the  reporting to the bank.  That would be the

overriding concern.

Honourable Robert Ghiz (L): So is there two

different reports going out?

Colin Younker (Provincial Auditor):   Apparently

there was two different-BDI got one number and

the bank got another report.

Honourable Robert Ghiz (L): So they’re like

sitting back saying okay, well the bank they’re out

there to make money.   They’re going to foreclose

on us if we’re not doing well.  And then you’ve got

basically Mike Currie and Pat Binns - saying we

can take advantage of these guys because we

know there’s an election coming up and they’ll do

anything for us.  Let’s go show them a different set

of numbers.

Colin Younker (Provincial Auditor):   Apparently

there was two sets of margin reports done.  I’ll



11

double check that.

Honourable Robert Ghiz (L): Okay.

Jim Bagnall (PC) Vice-Chair:    Mr. Brown.

Richard Brown (L):   Thank you, Mr. Chairman.

So the retail method-would W almart use the retail

method?

Colin Younker (Provincial Auditor):   I don’t

know if W almart does.  I know Holmans used to

use it.

Richard Brown (L):   Yes and that went bankrupt.

Jim Bagnall (PC) Vice-Chair:    You mean on the

gross margins?  They use the retail. 

Colin Younker (Provincial Auditor):   I’m not

sure of W almart.

Jim Bagnall (PC) Vice-Chair:    Just like we did.

Richard Brown (L):   Now in the retail method

you’re buying from a supplier a given commodity of

a given class and you know your price.  You’re

taking that product, you’re taking it into your

warehouse and you’re putting it onto your shelf

and selling it.  That retail method, like the supplier

says this is $5 and it’s going to be $5 for the year

and that’s why it’s standard cost-it can be used

because . . .

Colin Younker (Provincial Auditor):   Two

different-standard and retail are two different

things.

Richard Brown (L):   In the lobster business

there’s another step there.  Like, I’m just not

buying the lobster at the wharf and putting it . . . I

have a process that I have to go through in order

to get it on the shelf, into the can or into the freeze

pack and if I’m wrong I know the member from up

W est will correct me what I’m saying here.  But

there’s other processes in place here whereas the

retail method you get the end product, you put it on

the shelf and you sell it which is pretty easy to

calculate standard gross margin or retail margin.

There’s a big cost factor in between in the

manufacturing here and I’d call it manufacturing or

processing, manufacturing and there’s a lot of cost

variation that can occur there.  W ould you not

agree?

Colin Younker (Provincial Auditor):   They had

that system in place for a number of years-the

standard cost system.

Richard Brown (L):   But I mean when they went

on to the retail system saying, you know . . .

Colin Younker (Provincial Auditor): It’s just for

simplicity purposes.  The argument here is they

had a standard cost system which they developed

over a number of years and they also had

perpetual inventory records which means that they

were updating their inventory  on an ongoing basis

and at any time could look up and see if they had

inventory.

Richard Brown (L):   So how many times a year

in the retail business, and the member can correct

me, how many times a year would they take a

physical inventory in order to check their variances

and to have a look at these variances to say, okay,

on the retail method they said they had this much

inventory and when we went and did a physical

count and did some analysis on it . . .

Colin Younker (Provincial Auditor):   Most

places would only do a count once a year, physical

count. Some places would do a spot check on

their perpetual records on an ongoing basis.

Jim Bagnall (PC) Vice-Chair:    Like grocery

stores do one once a month, correct?

Colin Younker (Provincial Auditor):   I’m not

sure what they all do.  They might do some spot

checking.

Richard Brown (L):   So what kind of variances

were occurring here?  Did we look at variances

reports?  You know, on the physicals compared to

retail, you know, at year end.

Colin Younker (Provincial Auditor):   The

variances reports had the dollar amounts.

Richard Brown (L):   Yes.

Colin Younker (Provincial Auditor):   No, I think

they just look at the standard costs versus the

margin price.

Richard Brown (L):   So like, we’re saying the

inventory was overstated or understated by $1.2

million.
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Colin Younker (Provincial Auditor):   The

market price was actually lower than the cost.

Richard Brown (L):   So would that drive up

revenue or decrease the income statement.

Colin Younker (Provincial Auditor):   In that

case that would . . .

Richard Brown (L):   W ould that show a better

income or less?

Colin Younker (Provincial Auditor):   Show less

because you’d be writing that cost off.

Jim Bagnall (PC) Vice-Chair:    The problem I

see, Mr. Auditor, and correct me if I’m wrong on

this, is that they seem to be working on a 5 per

cent gross but they weren’t watching their costs on

product coming in.  So they were taking the 5 per

cent gross on all product that was coming in and

some of it was coming in at a higher cost than

what they projected.  And it doesn’t look like their

monitoring was very close on that part of it.

Colin Younker (Provincial Auditor):   Yes, they

used a flat . . . 

Jim Bagnall (PC) Vice-Chair:    They used a flat

margin.

Colin Younker (Provincial Auditor):   Flat margin

across the board.

Jim Bagnall (PC) Vice-Chair:    Yes and they

were running on that all the time but they weren’t

watching their costs of each truckload of product

that was coming in.

Colin Younker (Provincial Auditor):   Some of

their products had different margins.

Jim Bagnall (PC) Vice-Chair:    Mr. McKenna.

Dr. David McKenna (PC):    So how many actual

products did they actually carry?  Do you have any

information on that?

Colin Younker (Provincial Auditor):   I can get

you that information.

Jim Bagnall (PC) Vice-Chair:    W hat was that?

Dr. David McKenna (PC):    How many actual

products did they carry?  Can’t be that many.

Colin Younker (Provincial Auditor):   There

would be a number of inventory pages.

Jim Bagnall (PC) Vice-Chair:    There would be

probably a hundred at least.  All the different

product that they’re marketing.  Continue Mr.

Auditor.  Mr. Ghiz and then Mr. Brown.

Honourable Robert Ghiz (L): I want to go back to

this two sets of cost-outs provided and one was for

the bank and one was for basically . . . 

Colin Younker (Provincial Auditor):   I want to

verify that for you.  I want to ask the KPMG if that

was actually the case.

Richard Brown (L):   If we had them here we’d

get the answer.

Colin Younker (Provincial Auditor):   I

understand that there was templates for the bank

margin calculation on file and there was also these

margin calculations . . .

Honourable Robert Ghiz (L): W ell, that would

help explain why the banks said no to more money

and the province said yes.

Colin Younker (Provincial Auditor):   I’ll double

check that and get that in writing for you.

Honourable Robert Ghiz (L):   To me it seems .

. . 

Jim Bagnall (PC) Vice-Chair:    W ill you have that

available for us at the next meeting?

Colin Younker (Provincial Auditor):   Yes, I’ll try

to get that right away.

Honourable Robert Ghiz (L): I’m not done here.

That seems very important.

Colin Younker (Provincial Auditor):   It is an

important item because we talked about that in the

report, we talked  about that in the reporting to

BDI.

Honourable Robert Ghiz (L): And the part that I

find amazing though is at the time the head of BDI

was sitting on the board of directors for Polar

Foods.
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Colin Younker (Provincial Auditor):   Those

reports may not have got to the Board.  I’m not

sure if they did or not.

Honourable Robert Ghiz (L): So they weren’t

even following the board of directors.  Isn’t the

board of directors supposed to run the company?

Colin Younker (Provincial Auditor):   W ell, it

depends what information the board of directors

was getting.  They might have just got the monthly

financial statement.

Honourable Robert Ghiz (L): It’s all interesting. 

You figure we would have been on the Board to

protect taxpayers’ dollars.  It seems we were

missing that as well.  I’m looking forward to

hearing that report back.

Jim Bagnall (PC) Vice-Chair:    Mr. Brown.

Richard Brown (L):   So is this where the

potential fraud comes from that, you know,

different reports were sent to different people?

Colin Younker (Provincial Auditor):   That’s the

background and that’s what they’re looking for, the

recommendation is on the dividend payments as

the margin reporting.  In particular the 9.6 per cent

margin reported in June, 03.

Richard Brown (L):   But wouldn’t you consider it

fraud if this chief financial officer was giving a set

of books to the bank and a different set of books to

the other bank?

Colin Younker (Provincial Auditor):   The

recommendation is to get a legal opinion on it.  So

they’ll have to look at . . .

Richard Brown (L):   I’m not talking about the

business . . .

Jim Bagnall (PC) Vice-Chair:    (Gavel) Mr.

Brown.  You asked-let him answer the question

and then you can respond please.

Richard Brown (L):   Okay.

Colin Younker (Provincial Auditor):   The

recommendation is to get a legal opinion on that,

Richard, as to, you know.  I’d  have to look at what

was reported and I’d have to look at the evidence.

I’d have  to get that evidence from KPMG. I

haven’t seen it so first of all l’d have to get your

answer to the question that Mr. Ghiz had and then

the legal opinion, that’s what the legal opinion

would tell you is what that evidence shows or what

that information shows.

Richard Brown (L):   Can I talk now, Chairman?

The legal opinion is for the payment of the

dividends under the Company Act.

Colin Younker (Provincial Auditor):   No, legal

opinion is on the report of the information which

resulted in the payment of the dividend.

Richard Brown (L):   Okay-which resulted in the

payment of the dividend. Okay, let’s say fraudulent

information is given for the payment of the

dividend but if the chief financial officer or the

shareholders of this company indicate it was giving

a set of books to the bank and giving another set

of books to government, is that fraud?

Colin Younker (Provincial Auditor):   That’s

what they’re - in recommendation number 3, go to

page 6, the top of page 6 and what KPMG is

saying is - W e noted an irregularity in the reporting

of the gross margin to BDI.  W e recommend that

the Province seek legal advice in order to

determine if remedies exist for recovery due to the

contravention of the Companies Act of PEI.

Richard Brown (L):   If-yes, that’s the Companies

Act.  But I’m still saying . . .

Colin Younker (Provincial Auditor):   That’s the

Act to determine if that giving of the information

constitutes fraud.  If it does then they can take

action under the Companies Act.

Richard Brown (L):   So what is being done in

order to verify that by KPMG right now?  W hat is

the process that’s going to happen to verify

whether . . .

Colin Younker (Provincial Auditor):   The

recommendation is to get a legal opinion on that.

Richard Brown (L):   So what will the lawyers do?

Colin Younker (Provincial Auditor):   The

lawyers will go back and look at the documentation

and make a legal opinion to determine if it’s fraud

as described under the Companies Act.
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Richard Brown (L):   To pay the dividends.  So

they come back and say . . . so the lawyers, what

lawyers are looking at that?  Government lawyers?

Colin Younker (Provincial Auditor):   I don’t

know if any lawyers–this is the recommendation.

I don’t know if government has acted on the

recommendation.

Honourable Robert Ghiz (L): W ell, they said they

were going to.  One would hope so.

Colin Younker (Provincial Auditor):   I’m not

sure of their timing of it.  They said they were

going to act on the recommendation.  I’m not sure

of their timing on it.

Richard Brown (L):   So no one has been

appointed yet to look . . .

Colin Younker (Provincial Auditor):   I don’t

know if they have or not, Richard.  I haven’t got

that answer for you.

Richard Brown (L):   No, but you’re the Auditor

General.  Like, I would assume that you would

take this case forward in order to see it-like,

according to the Audit Act you were supposed to

determine if fraud occurred and report it back to

the Legislature.  Is that not correct?  I know other

places say that this much money was stolen from

government or this and these kind of things were

done and I’m  reporting on this.  Are you to report

on it for us?

Colin Younker (Provincial Auditor):   The

recommendation’s made here.  Government said

they were going to follow up on the

recommendation.  They haven’t directed me to

follow up on the recommendation but this is the

recommendation that’s made and they said they

were going to follow with the recommendations.

Richard Brown (L):   But shouldn’t it be directed

through your office?  I’m just getting a problem

here.  Like you’re the Auditor General of the

Province of Prince Edward Island.  You have a

specific Act.  If you see some wrongdoing within

government itself you just report it and let

government handle it after that.  Is that the way it

works here or do you pursue it further?  Like,

there’s an issue here that says, you know,

government we believe or we think there’s fraud

and that’s a recommendation.  Now we’re hearing

today that recommendation . . . 

Jim Bagnall (PC) Vice-Chair:    W hy don’t we ask

the Auditor General to check with the department

and see if they’re getting legal advice into it and

report back to us next committee to answer your

question.

Richard Brown (L):   So what department will be

looking into it, Mr. Chairman?

Jim Bagnall (PC) Vice-Chair:    W ell, I would

think that BDI probably.

Richard Brown (L):   BDI.

Jim Bagnall (PC) Vice-Chair:    W ould probably

or the Treasury.  I’m not sure.  Apparently Mr.

Murphy, Provincial Treasury,  has been put in

charge of following up the recommendations of the

report so why don’t we ask the Auditor General to

direct a letter to Mr. Murphy and find out if the

recommendations are being acted on at this time.

That would answer your question.

Richard Brown (L):   No, it wouldn’t because my

personal opinion is that I think the Auditor General

is the one that should be following up on this and

this report went to him and went to the Audit

Committee.  My comment would be there that the

Audit Committee would be the one that says, hold

it now, there’s potential fraud here.  There’s

potential cooking of the books.  There’s potential

wrong information going back and forth.  There’s

allegations being made on both sides.

Government is saying we’re giving wrong

information.  They’re like George W . Bush now,

you know, I was given wrong information so don’t

blame me.  So, you know.

Jim Bagnall (PC) Vice-Chair:    The only thing I

would say there is that Mr. Murphy is on the Audit

Committee also.

Richard Brown (L):   So is it the Audit committee

that’s going to direct this investigation or is it going

to be BDI, who is the partner in this-they’re the

ones that are going to be investigated.  You know,

who’s going to direct the investigation there

because it’s crucial here that we determine who is

the one, who is the committee or who is

responsible for this investigation.  This

investigation has to be done.  This information has

to be disclosed to the public of Prince Edward
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Island and if anybody is found to be fraudulent we

should be  prosecuting them to the limit here

because this is $31 million here.   That’s all I’m

saying, Mr. Chairman.

Jim Bagnall (PC) Vice-Chair:    That’s great.

W hat I would say there is that also that that Audit

Committee, this report I think went to the Audit

Committee before it came to our committee and

Mr. Ghiz is on that Audit Committee from the

Opposition .  I don’t know, you’re on the Audit

Committee, maybe we should ask you the

question, Mr. Ghiz.  Have you made any direction

or your committee made any recommendation that

you’re to follow up on this report?

Honourable Robert Ghiz (L): Can I ask you a

question then?

Jim Bagnall (PC) Vice-Chair:    I just asked you

a question.

Honourable Robert Ghiz (L): I’m here to ask

questions.

Jim Bagnall (PC) Vice-Chair:    So obviously you

haven’t.  Okay, continue.

Richard Brown (L):   Thank you, Mr. Chair.

Honourable Robert Ghiz (L): W ell, I’ll answer

that.  I believe what happened was, you don’t have

a budget, we’d have to approve more of a budget

for you to do an RCMP invest -or launch lawyers to

do an investigation to see the problem.  But it was

the province of Prince Edward Island that was

perhaps defrauded here, was it not? So it is up to

the province of Prince Edward Island whether or

not they take legal recourse.  So the person who

drops the ball here is whether or not the province

goes out and tries to get their money back similar

to another court case that’s going on right now as

well–anyway we’ll get into that another day.  

I just want to try and get a few things clear here

and it has to do with the share transfers and I think

you were talking about what happened was when

they gave these margins, it made it look like they

were making money therefore the share transfers

could go ahead.  Is that what you were trying to

indicate earlier?

Colin Younker (Provincial Auditor):   No, the

margin, the reporting of margins was in June 2003.

The share transfers had already occurred at that

time.  They occurred in March, 2003.  You’re

talking about the sale of the shares.

Honourable Robert Ghiz (L): No, I’m talking

about the dividends because the shares,

remember, they had to be changed from a certain

class to another class so that a dividend could be

paid out.

Colin Younker (Provincial Auditor):   That was

back in 2002.

Honourable Robert Ghiz (L): 2002 and paid out.

W hat shares were transferred in September of 03?

Do you know?

Colin Younker (Provincial Auditor):   I’d have to

check and see which ones were transferred

September 03.

Honourable Robert Ghiz (L): Because there was

shares that were transferred around - I’ll just read

an email that I have here - Last week you faxed

Jim Travers a letter that I received from McInnes

Cooper asking if we agreed to a share transfer

within Polar.  I’ve heard back from  Jim and he

doesn’t see any issues with us signing it so please

send it back to me for my signature - And that’s

dated September 30  so there was still sharesth

being transferred around.

Colin Younker (Provincial Auditor):   That was

03.

Honourable Robert Ghiz (L): Yes.

Colin Younker (Provincial Auditor):   W e’d have

to double check. 

Unidentified Committee Member:   (Indistinct)

Colin Younker (Provincial Auditor):   No, that

was in March.

Honourable Robert Ghiz (L): September.

Colin Younker (Provincial Auditor):   That was

in March 03.

Honourable Robert Ghiz (L): W hat’s that?

Wayne Collins (PC):       W ho’s that from?
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Honourable Robert Ghiz (L): Kent Scales.

Wayne Collins (PC):     To the department.

Honourable Robert Ghiz (L): To Cheryl Kerry.

She must work for . . . Cheryl Kerry.

Unidentified Committee Members: She works

as a secretary for BDI.

Colin Younker (Provincial Auditor):   W e’d have

to double check and see.

Honourable Robert Ghiz (L): I’d like to know

which shares those are.

Jim Bagnall (PC) Vice-Chair:    Okay, continue

Mr. Auditor.  Oh, Mr. MacDonald, sorry.

Wilbur MacDonald (PC):     I’d like to go back to

the reporting.  You indicate that there was a

different reporting to the bank and then to the

province.

Colin Younker (Provincial Auditor):   I’m going

to verify that in writing.  I’m going to verify that.

Because it’s an important issue, it should be

verified in writing.

Wilbur MacDonald (PC):     And the issue would

be that there’s a different criteria from the bank

and from the province.

Colin Younker (Provincial Auditor):   No, the

province’s loan–letters of offer on the loans said

that the report should be the same.  One that went

to the bank,  BDI should get.

Wilbur MacDonald (PC):     And it wasn’t.

Colin Younker (Provincial Auditor):   I’m going

to verify that.

Wilbur MacDonald (PC):     Okay.

Colin Younker (Provincial Auditor):   Page 47 -

Standard Costs at February 27, 2004

The review undertaken by the Auditor General

disclosed that the standard costs used to cost the

inventory as at December 27, 2003 were higher

than the standard costs used  at February 27,

2004. The implication of a higher standard cost at

December 27, 2003 is a potential overstatement of

inventory which would, in turn, overstate the

borrowing base and the financial position of Polar

Foods at that time.  

The magnitude of the difference in standard costs

was approximately $1.2 million if the February 27 ,th

2004 standard costs were applied to the impacted

product quantities existing at December 27, 2003.

Our calculations are illustrated on Schedule 5.

W e attempted to ascertain the reason for the

February 27, 2004 reduction in standard costs Our

review of the records indicated that standard costs

had decreased by a percentage which ranged

from 0 per cent to 27 percent,  depending on the

product.

Interview evidence indicated that Polar Foods had

adjusted its standard costs usually in the spring of

each year based on known external factors at that

time and the results of the year end external audit

and adjustments for variances between actual

costs and estimated costs.  Accordingly, the

standard costs set in the spring of 2003 would

have been used throughout the year and in the

first two months of 2004.  Our review also

indicated that due to the resulting qualification in

the external audit report, the standard costs may

not have been adjusted for the results of the 2003

year.  Interview evidence suggests that  the

difference was attributable to the fact that the

February 27,  2004 standard costs did not include

an allocation for variable overhead.  However our

review indicated that the variable overhead

allocation should have included therein as the

standard costs were the same as those set in the

spring of 2003, except for the reductions made in

February, 2004.  Our review indicated that given

there would have been no production in January

and February 2004 there would be no overriding

reason to reduce the standard costs.   However,

we were not able to conclude if the reduction in

standard costs was due to a write down in the

inventory to net realizable value.

As a result of our review we concluded that the

inventory at December 27, 2003 could have been

overstated by approximately $1.2.  Alternatively, if

the reduction was not appropriate then the

February 27, 2004 inventory could have been

understated by $600,000 if the December 27, 2003

standard costs are applied to the product

quantities existing at February 27, 2004.  This

could result in a potential overstated gross margin

or a reduced realized amount on the inventory if
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the Receiver used the lower standard cost in its

decision making.  Our calculations are illustrated

on Schedule 5. The Receiver indicated that it was

unaware of the reason why Polar foods amended

its standard cost for inventory items during the

period December 2003 to February 27, 2004.

The next page then is 59.

Richard Brown (L):   Just one question, Mr.

Chairman, if I may?

Jim Bagnall (PC) Vice-Chair:    Mr. Brown, yes

you may.

Richard Brown (L):   Thank you, Mr. Chairman.

I know you and I graduated about the same time,

didn’t we Jane, or we at the same time in Cost

Accounting.

Honourable Robert Ghiz (L): She looks much

younger than you.

Richard Brown (L):   She’s a lot smarter too.

Jim Bagnall (PC) Vice-Chair:    W hat are you

saying?  She made it and you didn’t.

Richard Brown (L):   No, I got my degree.  I

wasn’t on the Dean’s list but I was on the Pub list -

  As a result of our review we concluded that the

inventory could have been overstated by $1.2

million.  So that means inventory was overvalued

by $1.2 million.  So would that not mean that cost

of goods sold was understated?

Colin Younker (Provincial Auditor):   Right.

Richard Brown (L):   So would that not bring up

the gross margin.

Colin Younker (Provincial Auditor):   Right,

increases it.

Richard Brown (L):   So earlier what you told me

- I’d have to go back and verify this with Stan

MacPherson, he’s done his Cost Accounting.  So

my earlier thing was saying that by overstating

inventory they reduced cost of goods sold which

increased their profits which made the books look

good.

Colin Younker (Provincial Auditor):   But then

you asked me if the market was less than the cost

price would that - record the market, that would

reduce the profit.

Richard Brown (L):   But by overstating inventory

they made their books look better.

Colin Younker (Provincial Auditor):   Inventory,

yes.  If your inventory is higher it increases your

profit by overstating your inventory.

Richard Brown (L):   But obviously the bank didn’t

accept that higher inventory value at the time

because they started squeezing them.

Colin Younker (Provincial Auditor):   This was

at the end of December.  This was before even

their statements were done.

Richard Brown (L):   Okay.  Thank you.

Colin Younker (Provincial Auditor):   Next is

page 59 which is the Other section.

 Other - page 59.  During our review, the Auditor

General received certain information from a third

party alleging possible diversion of Polar foods’

products, equipment, and information on or prior to

the appointment of the Receiver.  It is alleged that

certain employees, while in the employ of Polar

Foods, operated companies with competing

interests, often using Polar Foods’ product and

equipment to operate that business.  W e have not

investigated this allegation nor quantified the

magnitude of the alleged diversion.  W e

understand that the Auditor General has turned

this matter over to the Office of the Attorney

General of PEI who have referred this matter to

the RCMP.

Cletus Dunn (PC):    Mr. Chairman.

Jim Bagnall (PC) (Vice-Chair): Mr. Dunn.

Cletus Dunn (PC):    It alleges that certain

employees, is there any allegations there that it

could be certain shareholders?

Colin Younker (Auditor General): I don’t know if

I can disclose that or not, Cletus.  I’d have to know

of whether I can disclose that or not, anything

relating to a RCMP investigation.  Do you know,

Marian?

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz.
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Marian Johnston (Committee Clerk):    I’d have

to get advice on that as well.  If it’s a question from

the committee, I would believe so but I will get

advice.  

Richard Brown (L):    That’s a great question.

Honourable Robert Ghiz (L):    I think it’s a great

question too, but I’m not sure it should be the type,

if it interferes with a RCMP investigation, I would

not want to see our committee interfering with a

RCMP investigation.

Jim Bagnall (PC) (Vice-Chair):   W e can’t, legally

we can’t.

Honourable Robert Ghiz (L):    W ell technically,

we could because we have privilege here in this

committee.

Marian Johnston (Committee Clerk):    This kind

of . . .

Honourable Robert Ghiz (L):    But just because

we have privilege, we could interfere with it

because we are essentially shielded from the law

and I think it’s a common sense decision that we

have to make - do you want to jeopardize a

potential court case by using our shield against the

law really of this committee.  Myself, I’m not sure

if I’m really willing to do that.  Anyway, that’s for the

committee to. . .

Jim Bagnall (PC) (Vice-Chair):   You had a

question?

Honourable Robert Ghiz (L):    I did.  W hen it

comes down to the - when was the first complaint

made that you received?

Colin Younker (Auditor General): I think it was in

August sometime.

Honourable Robert Ghiz (L):    August of this

year?

Colin Younker (Auditor General): Yes.

Honourable Robert Ghiz (L):    And once you

received it, I guess you can tell us, was it a letter,

or a telephone call or did somebody drop by your

office?  

Colin Younker (Auditor General): It was a

telephone call.

Honourable Robert Ghiz (L):    A telephone call

and then you said–call the Attorney General’s

Office or did you call the Attorney General’s

Office?  

Colin Younker (Auditor General): W e contacted,

we talked to the individual and then we sent some

information over to the Attorney General’s Office.

Honourable Robert Ghiz (L):    So this person

provided you with information was on the phone?

Colin Younker (Auditor General): W e sent a

summary over to the Attorney General’s Office.  

Honourable Robert Ghiz (L):    So did they

provide – I’m just going to ask questions that I

don’t think are going to - no names will be

mentioned.  Did they provide you with documents,

the person who called you on the phone?

Colin Younker (Auditor General): No, no

documents. 

Honourable Robert Ghiz (L):    But you basically

took down the synopsis of what the person said

and then provided that synopsis with the. . .

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz, may I

just interrupt for a sec?  Are we not getting into an

investigation that’s taking place at the present

time?  I think that our committee should leave that

questioning alone until RCMP have given us an

indication on whether there is anything dealing with

that issue.

Honourable Robert Ghiz (L):    I’m not looking for

any information and it was almost why I said it

earlier. . .

Jim Bagnall (PC) (Vice-Chair): And that’s why I.

. .

Honourable Robert Ghiz (L):    . . . is that - I just

want to finish here - is that I’m not going to say

anything that’s going to jeopardize a RCMP

investigation.  I’m just looking for details on how

we got to the RCMP investigation.  I’m not looking

for who’s involved, what they’re alleging, any of

that stuff.  I just want to know the process that got

us to the RCMP investigation.  So I have privilege

within the committee to protect. . .
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Jim Bagnall (PC) (Vice-Chair): No, I’m just

saying–are we getting into the issue that you just

brought up a couple of minutes ago?  That’s all I’m

asking.

Honourable Robert Ghiz (L):    I don’t think so by

my question and if the Auditor doesn’t want to

answer any, he surely doesn’t have to answer any.

I’m just asking some basic questions here.  So you

provided the documents or you received a

telephone call, you recorded the documents,

recorded a document basically of what the

allegations were and then you put it over to the

Attorney General’s Office?

Colin Younker (Auditor General): Yes, basically.

Honourable Robert Ghiz (L):    And then that’s

basically.

Colin Younker (Auditor General): That’s

basically what we did.  

Honourable Robert Ghiz (L):    That’s really all I

wanted to know.

Jim Bagnall (PC) (Vice-Chair): Thank you. Mr.

Auditor General, continue.  

Colin Younker (Auditor General):  That covers

basically the meat of the report.  Back on page 9,

there’s just some background information which I

think we covered in our own report pretty well.

And then there’s the Mandate on page 13.  On

page 14, there’s the Access to Documents

discussion there.  That pretty well covers the

report part.  If there’s any questions on those

sections?

Jim Bagnall (PC) (Vice-Chair): Okay, Mr. Brown.

Richard Brown (L):       Thank you, Mr.

Chairman.  I just want to - we’re on cleanup mode

now.  Page 53 - W e have requested the

documentation from BDI regarding the disclosure

of the professional relationship of Ernst & Young

LLP with the Agent.  There was a - why was that

requested?

Jim Bagnall (PC) (Vice-Chair): W hat was the

question?  I am sorry.

Richard Brown (L):    W e requested the

documentation from BDI regarding the disclosure

of professional relationship of Ernst & Young LLP

with the Agent.  I’m thinking here that it was Ernst

& Young the auditor for both FPI and for Polar?

Colin Younker (Auditor General): No.  Ernst &

Young was the auditor for FPI.

Richard Brown (L):    Yes.

Colin Younker (Auditor General): They were the

receiver appointed.

Richard Brown (L):    So the receiver, okay, I can

understand why you were asking that because. . .

Colin Younker (Auditor General): They were

looking for a written engagement letter which

disclosed that to BDI.  

Richard Brown (L):    And did the government

know that there was - like and did you get that

disclosure letter?

Colin Younker (Auditor General): W e haven’t

received that letter.  W e’re not sure if there was a

letter done.  W e understand that they did know.  

Richard Brown (L):    W ho, the government?

Colin Younker (Auditor General): The

government.

Richard Brown (L):    Knew that the receiver that

they were appointing was the auditor of FPI.

Colin Younker (Auditor General): Yes.

Richard Brown (L):    W ho is. . .

Colin Younker (Auditor General): But there’s no

written. . .

Richard Brown (L):    W ho basically bankrupt this

company, Polar through its marketing agreement.

Colin Younker (Auditor General): . . . but there’s

no written engagement letter.  

Honourable Robert Ghiz (L):    Don’t forget Ernst

& Young also helped monitor what was going on in

Polar for a period of time as well.  

Richard Brown (L):    That sort of concerns me.

W e have the auditor of FPI who’s hired by the
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Province of Prince Edward Island to monitor Polar

Foods and then all of a sudden, when margins are

going bad or something, FPI comes up with this

marketing agreement.  So in your mind, the two

were separated - Ernst & & Young acted in good

faith here.  Like they weren’t using their

information in the monitoring process to tell the

others this company that – none of that was going

on.

Colin Younker (Auditor General): W ell our

concern is that there was no written disclosure.

The concern here is no written disclosure in an

engagement letter, formal engagement letter.  I

don’t know enough information of work between

FPI and the Agent and Polar and BDI.  

Richard Brown (L):    But I know you can go on

the website and see FPI’s financial statements and

their auditors are Ernst & Young so it was a pretty

simple procedure to know that we’re engaging the

same company.

Colin Younker (Auditor General): There is some

recommendations here of a followup by the

receiver on reporting, written reports as to the

resolution of certain disputed items and like that

should be done.  I agree that KPMG recommends

that and I agree that should be done so that there

is no, so that the relationship for the conduct of the

receiver could be. . .

Richard Brown (L):    So who has been hired to

manage that relationship?  Like it’s an important

thing here because the auditor for FPI and the

auditor for closure are one in the same.

Colin Younker (Auditor General): W ell BDI

would have hired the receiver.  BDI was the one

who contracted the receiver to do the work so

there’s certain things, at the end of the day the

receiver has to show BDI that they’ve done the job

and that would include the written report showing

the resolution of the different items mentioned in

here and the final resolution of all the items.

Richard Brown (L):    But who negotiates those

final resolutions?  Because it concerns me here

because the auditor could say–well I’m still

working for FPI here and my partner in

Charlottetown.  The two of them are from the

same company and saying–you know, who’s going

to (Indistinct) are ongoing . . .

Colin Younker (Auditor General): It’s BDI’s at

the end of the day.  The receiver is their

contractee.    It’s BDI’s responsibility to ensure that

they’re satisfied with the report that comes back at

the end of the day on receivership which is. . .

Jim Bagnall (PC) (Vice-Chair): Mr. Collins.

Richard Brown (L):    Just one quick comment.

Jim Bagnall (PC) (Vice-Chair): No, I’ll get back to

you.

Richard Brown (L):    Okay, Mr. Chairman.

Wayne Collins (PC):    Thank you.  Auditor

General, are you aware that the relationship

between the Bank of Nova Scotia and Ernst &

Young?

Colin Younker (Auditor General): Yes.

Wayne Collins (PC):    The Bank of Nova Scotia

actually had Ernst & Young engaged, did they not?

Colin Younker (Auditor General): The Bank of

Nova Scotia had Ernst & Young ready to or

engaged to start the receivership when they called

the loans.

Wayne Collins (PC):    That’s right, so they were

already on the Island and ready to move.

Colin Younker (Auditor General): They’re

already here.  They’re already in place and that’s

the main reason why BDI used them.

Wayne Collins (PC):    And we had a two-month

time line if we’re going to try to rescue some parts

of this operation for the season of 04.  Ernst &

Young - you would consider them to be a rather

large firm, well practiced in receivership, right?  It’s

nothing new to them.  

Colin Younker (Auditor General): No.

Wayne Collins (PC):    And you’re aware of the

Canadian Association of Insolvency and

Restructuring Professionals, right?  They are

members of that, Ernst & Young?  

Colin Younker (Auditor General): As far as I

know.
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Wayne Collins (PC):    And they have some pretty

strict rules.

Colin Younker (Auditor General): They have

rules and guidelines to go by, yes.  

Wayne Collins (PC):    Yes.

Colin Younker (Auditor General): The

recommendation is in here is that there should be

a final report showing a satisfactory resolution of

all the items.  That’s not been done yet so they

recommended that should be done.

Wayne Collins (PC):    And the emphasis on ‘yet’,

not been done yet.

Colin Younker (Auditor General): It has not been

done yet.

Wayne Collins (PC):    But I mean as far as the

integrity of this firm is concerned and its ability to

operate independent files is unquestioned, is it

not?

Colin Younker (Auditor General): I can’t, that’s -

they have their professional responsibility, yes.

Wayne Collins (PC):    Right, and a code to

follow.

Colin Younker (Auditor General): And a code to

follow.

Jim Bagnall (PC) (Vice-Chair): Mr. Dunn.

Cletus Dunn (PC):    I just want to briefly go back

to the agreement.  Government or BDI through

BDI instructed Polar that this wasn’t a good

agreement, right?  The one between Polar and

FDI?

Colin Younker (Auditor General): The marketing

agreement?

Cletus Dunn (PC):    Yes.  Didn’t they not advise

Polar this was a one-sided?

Colin Younker (Auditor General): Yes, it was

legal advice. . .

Cletus Dunn (PC):    Legal advice.

Colin Younker (Auditor General): . . . the

province received which was passed on.

Cletus Dunn (PC):    This is way beyond me, this

whole thing but anyway I’m trying to get a handle

on it.  So government, would you consider

government being in an oversight position?

Colin Younker (Auditor General): As far as the

marketing agreement, the government - there

were certain things around the marketing

agreement the government had agreed to and do.

So to say that there was an oversight in that

situation, I think would be, they were more involved

than in an oversight role because part of the

agreement was the renegotiation of the term debt

at the bank and part of the agreement was, part of

the overall agreement or loan agreement and

marketing agreement was the government

pledged some of their preferred shares.  The

government also had to approve the change in the

capital structure of Polar which was the sale of the

shares.  So the government was, I would say it

would be more than an oversight than involved in

the overall package.

Cletus Dunn (PC):    So you’re saying they were

more than just an oversight position?

Colin Younker (Auditor General):   In this case,

yes.  

Cletus Dunn (PC):    But in relation to the

agreement itself, that’s your opinion, that they’re

more?

Colin Younker (Auditor General): W ell the

marketing agreement that government wasn’t

party to the marketing agreement itself but the

marketing agreement was part of this overall

package.  

Cletus Dunn (PC):    But in relation to the

marketing agreement itself, would they be in an

oversight position?   Just the agreement itself?

Colin Younker (Auditor General): The day to day

operation of the marketing agreement?

Cletus Dunn (PC):    Yes.

Colin Younker (Auditor General): No, they

wouldn’t be in an oversight position, I wouldn’t

think in the day to day operation.  That would be

between FPI and . . .
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Cletus Dunn (PC):    But in the agreement itself

then would they be in that position?  I guess what

I’m trying to find and determine is that if

government said no or could say no, I guess that’s

probably what I should ask you that question.

Could they say no or could they be sued if they did

not support the marketing agreement?  W ould

they be in a position to be sued by Polar if they

said–if they blocked the agreement?

Colin Younker (Auditor General): I think if the

marketing agreement wasn’t signed or that deal

didn’t go through with FPI, then the shareholders

that were selling would have the option to sell to

the original proposal.

Cletus Dunn (PC):    But could government be in

a position to sue if they didn’t agree with the

agreement?

Colin Younker (Auditor General): To be sued?

Cletus Dunn (PC):    To be sued, yes.

Colin Younker (Auditor General): I don’t know if

in that case - that would be a legal question but I

think it would go back to - I think the way the

shareholder’s agreement was worded was that if

there was an offer, an outside offer to

shareholders of Polar which there was at this time,

then the other shareholders had the right of first

refusal which means they could go out and raise

the money themselves and purchase the shares

for the same price.  So I think if they couldn’t do

that, then the original share of purchase would

have been through.  W hether there would be any

legal per se’s, but I don’t know if there would be or

not.

Cletus Dunn (PC):    But I guess what I’m saying

if the shareholders felt that the government

blocked their deal for survival, is government liable

to be sued by taking that action?

Colin Younker (Auditor General): I don’t think

you’re into the, whether it was a survival thing, I

think it was into a share transaction deal that the

other shareholders then would have the right to go

back to the original purchaser and just sell the

shares to them.   They had an offer apparently to

sell the shares for this amount of money.

Cletus Dunn (PC):    W as it just some of the

shares?

Colin Younker (Auditor General): It was 34.5 per

cent so if the current shareholders couldn’t come

up with the money and couldn’t match the deal and

if the shareholders still wanted to sell the 34.5 per

cent holders, they could go back to the original

offer and make the deal.

Jim Bagnall (PC) (Vice-Chair): Okay, I have one

question first.

Richard Brown (L):    Sure, Mr. Chairman.

Jim Bagnall (PC) (Vice-Chair): I want to go back

to what you said just a second ago on the

restructuring and we had some involvement in the

restructuring of the shares and the financial

dealing when that FPI deal took place.  Did not

government have less exposure when that deal

was signed than we did before?

Colin Younker (Auditor General): At that time,

they did and then the other was to. . .

Jim Bagnall (PC) (Vice-Chair): So when it was

signed, actually at that time, government went

from a $14 million exposure to $12 million.

Colin Younker (Auditor General): Twelve million.

Jim Bagnall (PC) (Vice-Chair): So they  -

because I remember in the House Pat Mella got

up and said it was beneficent because we actually

were taken off the hook for a $2 million exposure

that we had before.  Is that right?

Colin Younker (Auditor General): So it was a

reduction at that time.  The two benefits for the

government were the reduction and then the hope

that they wouldn’t be involved in the working

capital anymore and that FPI was going to do the

working capital for the company.  That was the

benefits for the government, the main two.

Jim Bagnall (PC) (Vice-Chair): Okay, Mr. Brown.

Richard Brown (L):    Thank you Mr. Chairman.

I agree at the time there was quite an

announcement that FPI was going to be the

saviour of Polar and this is a wonderful event and

we all should celebrate it.  I was wondering, Mr.

Chairman, did the Treasurer also at that time, did

she disclose the information that she had legal

opinion and legal advice not to sign that deal?  Did

she disclose that at that time?
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Jim Bagnall (PC) (Vice-Chair): No.

Richard Brown (L):    Thank you, Mr. Chairman.

Jim Bagnall (PC) (Vice-Chair): You should have

known that, you were in the House too.

Richard Brown (L):    The Ernst & Young thing

concerns me and I do have respect for the

company here, okay?  But it concerns KPMG

enough in order to get the engagement letter.

Now it’s been two months since this report,

September 30 , have we got the engagement -th

have you got the engagement letter here that this

was all disclosed before the receivership went into

plays and that?

Colin Younker (Auditor General): No, I don’t

know if there is an engagement letter at the time.

W e have the appointment letter of Ernst & Young

as receiver.

Richard Brown (L):    Okay, so I think that this

committee should recommend and I know there

was a concern earlier there that the code of

conduct and everything and I agree there are

standards here and I’m not questioning whether

groups are not abiding by the standards or not.

But in the interest of the taxpayers of Prince

Edward Island, in order to us to be comfortable

with this is that I would recommend that this

committee make sure that the Auditor General

follows up on this and to make sure that any

dispute between BDI or Ernst & Young and Ernst

& Young of FPI and Ernst & Young of the

Government of PEI that we be fully at the table

there to ensure that we’re getting the best deal we

can in any recovery of anything here.  Could you

do that?  

Colin Younker (Auditor General): I can if the

committee recommends it, we can make sure the

report is done and review the report when it’s done

and look at the report, the receiver’s report.

Richard Brown (L):    I’m not questioning, I’m just

saying, I’m sitting across the table from one of my

fellow partners and there’s a dispute going on.

There could be, I just think that it would be prudent

in this committee to say that in this kind of a

dispute, I hope that we - there’s some potential of

recovery of a lot of money here hopefully.

Hopefully there is and that we get a lot of it back

and that we become directly involved in these

disputes with FPI in order to make sure that we’re

getting our money.

Like if FPI didn’t follow the contract or if there’s FPI

saying certain things, well at the end of the day,

the person that’s negotiating for us is - they don’t

have to pay the bill.  W e have to pay the bill and I

would just recommend that we have a great

Auditor General here.  W e have a great Audit

office and I’d like to see them at the table with this.

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz.

Honourable Robert Ghiz (L):    I have a couple of

questions.  Since we’re, I guess, getting close to

the end of this sort of report on Polar, I don’t know

if Polar will ever go away until we finally get some

answers from people who want to testify before the

committee,  especially I believe we need to hear

from the bureaucrats to really find out what was

going on within government and what advice was

being provided to cabinet.  How much did the

report end up costing the taxpayers of Prince

Edward Island?

Colin Younker (Auditor General): I don’t have a

final bill.  I have a bill to the end of September - it’s

132.  

Honourable Robert Ghiz (L):    One thirty-two?

Colin Younker (Auditor General): Yes.

Honourable Robert Ghiz (L):    And what was the

original estimate?

Colin Younker (Auditor General): The original

estimate was around $80,000.  I haven’t reviewed

the bill yet or gone back through and looked at it.

Honourable Robert Ghiz (L):    And what was the

cause for these cost overruns?  

Colin Younker (Auditor General): Again I haven’t

gone back through but in general, there was just

additional time getting some information.  There’s

additional time dealing with FPI.  I can, I’ll

summarize for the Legislative Audit Committee or

this committee, either one, once the bill is done as

to work and why there’s additional cost.  I’m quite

prepared to do that.

Honourable Robert Ghiz (L):    Yes, and I think

part of the problem is here is that we were

requesting information or you were or the auditors
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were at KPMG and some of that information was

being slowed down, withheld.  I know that there

was a letter that went out in March and you were

hoping to get some information and they waited a

month and it was Ernst & Young who was the

government’s receiver which ended up costing us

even more money.  I think we might have to look

at whether or not they should have to pay part of

the bill if they ended up holding up part of the

process.  That’s really what it amounts to is part of

the cost overruns are associated to really the

government through Ernst & Young holding up part

of the process.  

My final sort of question for right now is you’ve

done an incredible job in my opinion, going back to

the first report that you did with your committee or

your staff, the resources that you have, the other

parts of your employment that you also must

undertake with reviewing different departments on

a yearly basis.  I want to commend you for an

incredible job, dedication to ensuring that as much

of the truth as you could find came out here.

I’m still of the belief that we need to hear from

some more people here.  I would specifically like

to hear from people from BDI, perhaps from

deputy ministers.  You know, we’ve got names like

Kent Scales, Paul Jelley, all these people are still

involved in government right now.  W e’ve also got,

from what I’m reading just through the

newspapers, I’m sure the same as you are - we’ve

got shareholders that want to testify that believe

that they deserve the opportunity to be able to say

what happens.

I’m just wondering do you think it would be

beneficial if we could hear from these people

directly at these committees where they are under

oath and have to testify, would that help us, do you

think, find out more of the reasons on what went

wrong here?

  

Colin Younker (Auditor General): I think that, I’ll

defer that to the committee.

Richard Brown (L):    Smart, you’re a smart

Auditor.

Colin Younker (Auditor General): I think, we

found out I think what we wanted to know which

was government’s involvement with Polar

(Indistinct) report, just some items here to be

finalized on this report.  So I think we’ve found

what we got to know, like if you look at the

financial statements for the company as an

example.  The point I’m not interested in seeing

them now, that’s not the point.  The point was is

that when the original negotiations were going on,

the government (indistinct) the financial

statements.  So I’d defer to the committee what

the committee wants to do further.

Honourable Robert Ghiz (L):    You didn’t get to

find out why didn’t they do it because of political,

whether or not it was political reasons.  You didn’t

get to know whether or not or perhaps because I

have respect for Kent Scales, Paul Jelley, these

are professional bureaucrats right now.  I’m sure

they were providing information to cabinet.  W hat

I want to know is were they providing information

that cabinet was in fact overlooking or were in fact,

they were providing bad information to cabinet.  If

I had a guess, I’d say they were providing good

information to cabinet and they had to take into

factor, a lot of the political timing that was going on

at the time but we’ll never be able to know that

unless we get to hear from these people.  

Shareholders, there are some shareholders out

there now that people are perhaps trying to hold

accountable here.  I’m sure that they deserve their

opportunity to be able to be heard before a

committee and I just put it out to the committee.  If

people do want to testify, are we going to say no,

to them if they want to testify or what is the

committee’s feeling on these things?

Jim Bagnall (PC) (Vice-Chair): Mr. Dunn.

Cletus Dunn (PC):    Just to make an initial

reaction to the Leader of the Opposition’s

comments made and I support fully regarding the

work the Auditor General’s department has done

and I think they did a wonderful job.  I guess I was

a little disappointed in KPMG, they didn’t bring any

new information to light than what the Auditor’s

Report had actually done.  It added a little bit and

substantiated some of the issues but this $132,000

we spent I don’t think added anymore than the

Auditor had already given us.

Colin Younker (Auditor General): I’d have to

disagree with that.  There is some additional

information there like the tax realization that we

didn’t know.  

Honourable Robert Ghiz (L):    W e brought that
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up before.

Colin Younker (Auditor General): They went,

yes, but they looked at it.  They went further than

we did on the (Indistinct)

Cletus Dunn (PC):    But the results aren’t a

whole lot different though.

Honourable Robert Ghiz (L):    No, but perhaps

we found $700,000 that we could save or that we

could get back into the Treasury.  I think you’re not

really looking at the whole aspect of it.  

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz, Mr.

Dunn has the floor.

Cletus Dunn (PC):    Anyway I think we have done

a good job on the exercise.  I think the Auditor has

done a wonderful job.  I think we have a process in

place with the Honourable Mitch Murphy has been

asked to take this file through and react on the

recommendations that were given and carry on.  

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz.

Honourable Robert Ghiz (L):    Thank you.  I

think what we’ve really now discovered is there are

some dollars that we can recover from the whole

Polar fiasco and that’s what we discovered out of

this report.  To me, also what we’ve discovered is

everything you said was in fact correct in terms of

processes that were not followed; in terms of

government not protecting the taxpayers’ dollars.

But I think we also found out more on the FPI deal

which led to the demise of Polar Foods which we

also found out more information, in my opinion, on

government at the time failed to protect taxpayers’

dollars there but we didn’t find out why they made

these decisions which I think is the next phase.  

W e found out that there was bad decisions made

by government in your report and then further into

this report.  But the fact what we have not found

out yet though is why these bad decisions were in

fact made and until we get the chance to hear from

the bureaucrats, to hear from perhaps some of the

shareholders that want to testify, I don’t know if we

will ever in fact get to the bottom of that.  

I know this committee and some of the

Conservative members will say–well Pat Binns and

Mike Currie have testified before this committee

but they only give the political answers.  They do

not give the answers that Islanders are looking for

and I think until we can really find out what

happened here, why these poor decisions were

made, we’re never going to get to the bottom of it

and it’s unfortunate.  I know a public inquiry would

cost a lot of money.  Perhaps we have to look at

other means whether or not it’s this committee or

another Legislative committee looking into getting

to the bottom of what happened here.  

The Auditor General has done a phenomenal job

in outlying how government was not accountable

for taxpayers’ dollars but we need to now find out

why they were not accountable.  

Jim Bagnall (PC) (Vice-Chair): Mr. MacAleer.

Wes MacAleer (PC): Just a couple of comments.

One is we’ve learned as a result of this process

that the running of a lobster sales business is a

complex business and there are many factors

involved.  Do we want, as a committee, to get into

the business of running a lobster business?  If we

do, then what we’ve done here has indicated to the

public that government had made some decisions

which we’re going to have to live with.  

The most important issue now I think is there are

recommendations here that have been made with

respect to the way government handles files of this

nature and we should follow up on those

recommendations to ensure and in fact, in future

times that  government handles these files in an

a p p r o p r i a t e  m a n n e r  a n d  i t ’ s  t h o s e

recommendations, I think, that we should be

focusing on and whether or not government is

continuing to improve its handling of these issues.

So I think it is appropriate that we ask and

continue to ask government about how it is in

changing its system to accommodate what the

Auditor has brought forward and I think that would

indicate to us that in fact, the public’s needs are

being better served.  To go back into assessing

whether or not Polar and the decisions made

about Polar at the time in 2003, I think is going to

cost us a lot of time and money and in the end, but

we have to accept the fact that the people that

were involved in this were making the best

decisions that they could of made with the

information they had available and we can’t

change that.

Honourable Robert Ghiz (L):    I don’t believe

that.
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Wes MacAleer (PC): And if we want to start

running a government by looking through a rear

view mirror, I’d say that’s one approach.  I don’t

want to do that.  I want to look at the future.  I want

to look at what we, in fact, can do in the future to

improve government and its approach to problems

like this, investing in business.  And we should be

learning as a result of this process and that’s the

focus that we should take.  

Jim Bagnall (PC) (Vice-Chair): You’re done, Mr.

MacAleer?

Wes MacAleer (PC): Yes.

Jim Bagnall (PC) (Vice-Chair): Okay, you don’t

want a comment from anybody on it?  That wasn’t

a question, just a statement.

Wes MacAleer (PC): And I think the Auditor’s

position on this agrees with this but maybe I’m

wrong.

Colin Younker (Auditor General): As far as we’re

concerned, we’ve got the information we needed

to do our job.  

Wes MacAleer (PC): But you’ve made certain

recommendations which I think should be followed

up on.  

Colin Younker (Auditor General): I hope the

recommendations all will be followed up on.

Wes MacAleer (PC): And as a committee, we

should ensure that in fact those recommendations

are acted on.  Am I correct?  I mean, you would

agree that your recommendations should be that

this committee has an obligation to scrutinize

whether in fact the government has followed up on

your recommendations.

Colin Younker (Auditor General): Yes.  

Wes MacAleer (PC): And I would hope that that

would be something that we would want to do as

a committee.

Honourable Robert Ghiz (L):    W e still do not

know.  I just want to address what he said and I

agree with him.

Jim Bagnall (PC) (Vice-Chair):   Mr. Ghiz, you’ll

get your chance but Mr. Brown has the floor right

now.

Richard Brown (L):    Thank you, Mr. Chairman

and we on the committee have the benefit of

having the minister that was involved in the

creation of Polar and now the m inister says, the

former minister says–we should not get into the

lobster business.  W e all remember this was the

person that got us into the lobster business and

they lost it plus $31 million.  

I have a question for the former minister and we’ve

seen through these reports that there’s conflicting

or BDI has been lied to.  You were the minister at

the time when this report, when Polar was being

put together.  Can you categorically state today

that you felt you were lied to at the beginning of

Polar or that you were given misinformation or that

the information you had at that time was accurate

in this. . .

Jim Bagnall (PC) (Vice-Chair): Mr. Brown.

Richard Brown (L):    W ell we have the benefit of

having the minister that created Polar.

Jim Bagnall (PC) (Vice-Chair): Mr. MacAleer is

not here to answer questions.  He’s here as a

committee member.  W e’re here to question to the

Auditor General.  If you want to make a statement,

that’s fine.

Richard Brown (L):    Mr. Chairman, my

statement is that the former minister has said I’m

here to look forward and I want to move forward.

I think we should know from the former minister,

does he believe he was lied to at the time, that’s

all.

Jim Bagnall (PC) (Vice-Chair): Mr. Ghiz.

Honourable Robert Ghiz (L):    Thank you.  W ell

I only partially agree with some of the comments

by Mr. MacAleer, we on this side of the Legislature

do believe that the best thing that can happen

moving forward is that we’ve learned from the

mistakes that were made and that we make sure

that this never happens again where taxpayers are

put in a situation where they can lose at least $31

million where hundreds of Islanders will lose their

employment.  The only problem is right now, we

don’t know all the details on why this happened.

W as there breakdowns in cabinet?  W hy did Pat

Binns and Mike Currie decide to go ahead with a
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$14 million secret loan six weeks before an

election?  W ere the bureaucrats in fact, giving the

proper advice but Pat Binns and Mike Currie and

the cabinet were not taking their advice?  

Those are the issues that are still left to be

answered and I hope that we’ll get support from

the Honourable Member next to me when we try to

look to have some of these bureaucrats and some

of these shareholders testify before the committee.

Because I believe if we do want to get to the goal

of making sure that this never happens again, then

we’re going to have to hear from these people.  

Jim Bagnall (PC) (Vice-Chair): Thank you.  Mr.

MacDonald.

Wilbur MacDonald (PC):    I disagree with my

colleague down there when he said–the previous

minister got us into the lobster business.  The

Province of PEI has been in the lobster business

for many, many years.  Actually I think it was $41

million in the previous government contributed to

the lobster business.  So it’s unfair to say that we

just got into the lobster business.  W e’ve been

there.  W hat is good about this business is that we

may be out of it now, finally get out of the lobster

business by the fact that we have not contributed

any money to the lobster companies or the

fisheries companies in the last two years.  It’s

possible that we have made a turn here and let the

fishing industry take control of itself and that would

be a big step forward if that can happen.  I’m not

saying that it hasn’t for the last two years.  W e

don’t know what’s down the road but I think it’s

very unfair to say that Mr. MacAleer got us into the

lobster business.  W e’ve been there a long, long

time and if it wasn’t for the governments, all

governments of this province, we wouldn’t have an

industry today.

Richard Brown (L):    Oh come on, come on.

Wilbur MacDonald (PC):    It was brought in by

and supported by all the governments for a long

time.  

Wayne Collins (PC):    Look at the percentage of

lobster leaving the Island.

Richard Brown (L):    W e would have lobster

(Indistinct).

Jim Bagnall (PC) (Vice-Chair): Okay, we’ve gone

through this and we’re going, the hassling over this

other thing but we have probably 20 minutes.  W e

scheduled 9:00 to 11:00 today for the Honourable

Leader of the Opposition to work in your schedule.

The Auditor General, are we going to–is it, as long

as we have the Auditor General here. . .

Honourable Robert Ghiz (L):    I actually had a

question that you didn’t answer, Mr. Chair.  Sorry

to interrupt you there.

Jim Bagnall (PC) (Vice-Chair): That I didn’t

answer?

Honourable Robert Ghiz (L):    Yes, I was asking

if the committee was willing, if people did want to

come in and testify before the committee, will we

allow that to happen?

Jim Bagnall (PC) (Vice-Chair): W ell I think that’s

a discussion our committee will have once-when

we go into the-before we leave here today and

we’ll make a decision on who we’re going to bring

in.  The committee will make a decision in what

we’re going to do.  

Dr. David McKenna (PC):    I have a question for

the Auditor.

Jim Bagnall (PC) (Vice-Chair):  Do you have a

question for the Auditor?  Go ahead.

Dr. David McKenna (PC):    This report now has

been out since last spring.  Have you gotten any

feedback from the Provincial Treasurer on some

of the recommendations already?  Have they

acted upon some of the recommendations that

you’re aware of?

Colin Younker (Auditor General): W e’ll be

sending letters shortly to the Treasurer to follow up

on the recommendations and we’ll include those in

our report.

Dr. David McKenna (PC):    Report for next year?

Colin Younker (Auditor General): Yes.

Dr. David McKenna (PC):    Okay.

Colin Younker (Auditor General): I haven’t sent

the letters yet.  

Jim Bagnall (PC) (Vice-Chair): W e had planned,
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we had this on the 2005 report to start on that

today but we’re down to 15 minutes and I would

say that probably the committee wants to make

some discussions on where we proceed from

here.  So Auditor General, I thank you for coming

in today.   Auditor General, before you leave,

would you be available next Tuesday morning

again?  

Colin Younker (Auditor General): To start  the

2005?

Jim Bagnall (PC) (Vice-Chair):   Yes

Colin Younker (Auditor General): As far as I

know, I am.

Honourable Robert Ghiz (L):    From 10:00 to

12:00.

Jim Bagnall (PC) (Vice-Chair): W ell I was

thinking 9:30 to 11:30.  That way it gives. . .

Honourable Robert Ghiz (L):    Most likely - that

is the day after the plebiscite and I might have to

do some shows and things like that in the morning.

Cletus Dunn (PC):    Do you want to do it

Thursday?  

Jim Bagnall (PC) (Vice-Chair): No I think

Tuesday is a better day all around for us.  So yes,

10:00 to 12:00, we’ll agree to that.

Dr. David McKenna (PC):    W hich day?

Jim Bagnall (PC) (Vice-Chair): Tuesday, caucus

starts here at 12:00 so . . .

Honourable Robert Ghiz (L):    No, 10:00 to a

quarter to 12.

Jim Bagnall (PC) (Vice-Chair): Okay, let’s say

9:45 to 11:45.  W e’ll go in between.  Okay - 9:45 to

11:45 and then that will give time for the staff to

get ready for. . .

Dr. David McKenna (PC):    W hat date is that on?

Jim Bagnall (PC) (Vice-Chair): That’s next

Tuesday.  

Dr. David McKenna (PC):    W e’re not going to

start (Indistinct)

Jim Bagnall (PC) (Vice-Chair): Not today.  Now,

number 3 has already been approved by all

members?

Marian Johnston (Committee Clerk):    The

approval of the draft report.  

Jim Bagnall (PC) (Vice-Chair): Okay, so that’s. .

.

Marian Johnston (Committee Clerk):    Could we

have a motion to adopt it?

Dr. David McKenna (PC):    I move that we adopt

that report.

Jim Bagnall (PC) (Vice-Chair): Could I have a

seconder for that?

Cletus Dunn (PC):    Second.

Jim Bagnall (PC) (Vice-Chair): It’s moved and

seconded.  Moved by David McKenna and

seconded by Cletus Dunn.  Shall it carry?  

Honourable Members:  CARRIED

Jim Bagnall (PC) (Vice-Chair): Approved

unanimously.  New business?

   

Dr. David McKenna (PC):    (Indistinct) Ronnie

vote.

Marian Johnston (Committee Clerk):    He

actually gave it. . .

Richard Brown (L):    Did he phone. . .?

Marian Johnston (Committee Clerk):    He gave

it to me before he left, thank you Mr. Brown.

Jim Bagnall (PC) (Vice-Chair): So we have here.

I will go under new business then and we’ll do a

discussion then and I’ll open the floor up.  Does

anybody want. . .?  Mr. Ghiz.

Honourable Robert Ghiz (L):    I believe we

should have some people who want to testify

before the committee.  Also we should have

people from the department that provided most of

the funding for the Polar Foods fiasco, whether or

not it’s - everyone knows the names: Hillard

MacKinnon, Kent Scales, Paul Jelley.  Two of

these gentlemen sat on the board of directors for
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awhile for the Province of Prince Edward Island.

I also believe, we’ll have to wait to see what the

Auditor says but it looks like there could have been

two separate books being provided - one for the

Bank of Nova Scotia, one for BDI.  I wouldn’t mind

hearing from the Bank of Nova Scotia on why they

pulled out when they did.  And I think that by – if

we allow this process to happen, we’ll be able to

find the answers that we’re looking for and it will

help us to save money in the long run which I

believe is important for the taxpayers of Prince

Edward Island.

Jim Bagnall (PC) (Vice-Chair): Okay, anybody

else have any comments?

Richard Brown (L):    Just one quick one.

Jim Bagnall (PC) (Vice-Chair): Mr. Brown.

Richard Brown (L):    Yes, Mr. Chairman.  I think

by having additional people into the committee and

I think that this committee should move itself into

the recovery mode now and I, like the former

minister, I’m not satisfied with just saying–well we

learned some lessons.  Let’s move on.  I’m in the

mode now of saying–is there anyway we can

recover any of this money that was lost here?  Just

to say that let’s forget about it all and let’s move on

and take our loss and go - I think if there’s anyway

that there’s a possibility of recovering some of the

$31 million that this committee should pursue it

and pursue it with both the Auditor General and

KPMG and the other parties involved.  Thank you,

Mr. Chairman.  

Jim Bagnall (PC) (Vice-Chair): Any other

comments?

Wes MacAleer (PC): Is there a motion on the

floor?

Jim Bagnall (PC) (Vice-Chair): There’s nothing

yet.

Honourable Robert Ghiz (L):    W ell I guess I’ll

have to put a motion on the floor.

Jim Bagnall (PC) (Vice-Chair): Okay, but just the

discussion is out there.  I’m just wanting the

discussion to get in place before the motion and

then if you–no other discussion around the table?

Mr. Ghiz.

Honourable Robert Ghiz (L):    I put forward a

motion then to invite people from the department

to testify before the committee and perhaps to

invite anyone else.  I’ve been speaking with fishers

from across Prince Edward Island who were rather

upset with some of the comments that–I’m not

sure who it was–but one of the Conservative

members on the committee made that said–they

were doing Polar Foods for the fishers.  They were

keeping it going for the fishers and they called me

up and they said–we could have sold our product

anywhere.  They would have rather seen the

taxpayers’ money saved.  Some of them want to

testify before the committee.  I think perhaps we

should make sure that we have the bureaucrats

come in and then open it up to whoever else

wishes to testify on this and whoever else might

have some information.

Jim Bagnall (PC) (Vice-Chair): I know you’ve

gone through that but what is your motion?  

Honourable Robert Ghiz (L):    Let’s try this - 

W HEREAS many individuals and groups may

have further insights into the collapse of Polar

Foods; 

AND W HEREAS many of these individuals and

groups may want to appear before the Public

Accounts Committee to offer their insights into the

collapse of Polar Foods; 

THEREFORE BE IT RESOLVED that this

committee approve any individual or group that

signals a desire to appear; 

AND THEREFORE BE IT FURTHER RESOLVED

that this committee make it known publicly through

advertising that the input of groups and individuals

into the collapse of Polar Foods is welcome; 

AND THEREFORE BE IT FURTHER RESOLVED

that we have the bureaucrats from BDI also testify

before the committee.

Jim Bagnall (PC) (Vice-Chair): Do you have a

copy of that motion for our deputy clerk?

Honourable Robert Ghiz (L):    Yes.

Jim Bagnall (PC) (Vice-Chair): Madam Clerk,

would you read the motion one time for the

committee, please?

Marian Johnston (Committee Clerk):    The

Honourable Leader of the Opposition moves the

following Motion:
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W HEREAS many individuals and groups may

have further insights into the collapse of Polar

Foods; 

AND W HEREAS many of these individuals and

groups may want to appear before the Public

Accounts Committee to offer their insights into the

collapse of Polar Foods; 

THEREFORE BE IT RESOLVED that this

committee approve any individual or group that

signals a desire to appear; 

AND BE IT FURTHER RESOLVED that this

committee make it known publicly through

advertising that the input of groups and individuals

into the collapse of Polar Foods is welcome; 

AND BE IT RESOLVED that we invite bureaucrats

from BDI to appear before the committee.

Wilbur MacDonald (PC):    I have a question.

Jim Bagnall (PC) (Vice-Chair): Okay, Honourable

Member, you’re speaking to the resolution?

Wilbur MacDonald (PC):    Yes.

Jim Bagnall (PC) (Vice-Chair): Okay.

Wilbur MacDonald (PC):    I wonder if the clerk

has received any requests for people to appear

before the committee?

Marian Johnston (Committee Clerk):    From

individuals and groups?

Wilbur MacDonald (PC):    Yes.

Marian Johnston (Committee Clerk):    No, I

have not.

Jim Bagnall (PC) (Vice-Chair): Everybody has

heard the resolution brought forth by the Leader of

the Opposition.  It’s open for discussion at the

present time.  Any members like to speak to it?

Wayne Collins (PC):    I just want to briefly say

that we heard the Auditor General say here that he

was charged with investigating government’s

involvement with Polar Foods and based on his

study and on the KPMG study, I heard him say that

he feels quite satisfied that his mandate has been

fulfilled and I agree with him.

Jim Bagnall (PC) (Vice-Chair): Any other

discussion?

Cletus Dunn (PC):    Question.

Jim Bagnall (PC) (Vice-Chair): Are you ready for

the question?  The motion was already read to the

members.  All in favour of the motion, signify by

raising your right hand.  All opposed to the motion,

signify by raising your right hand.  Motion defeated.

Cletus Dunn (PC):    I move we adjourn to next

Tuesday.

Jim Bagnall (PC) (Vice-Chair): So moved.  
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