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Chapter 2

Caomments on Finandal Statements of the Provine

Comments on Financial
Statements of the Province

Background

2.1 The Auditor General Act requires us to examine the financial
statements of the Province of New Brunswick and express an opinion asto
whether they fairly present information in accordance with the stated
accounting policies of the Province.

2.2 The Province's audited financial statements are included in
Volume 1 of the Public Accounts. Volume 2 provides supplementary
unaudited financial information. The financial statements of Crown
agencies and trust funds are contained in Volume 3.

2.3 We have three primary goalsin this chapter of the Report:

To help thereader form an opinion on how thefinancial resour ces
of the Province have been managed.

We do this by reporting a series of indicators of the Province’s financial
condition, providing year to year comparisons where possible.

To help thereader interpret the Province' sfinancial statements.
We explain key changesin the financial statements since the previous
year. We also present additional information from an objective view-
point which provides a clearer picture of matters reported in the finan-
cial statements.

To focus on important issuesrelated to the financial statements.
There may be situations where we agree with the presentation followed
but we feel there are other relevant facts which the reader should con-
sider. In other cases, we may disagree with how an event isreflected in
the financial statements. We will explain our point of view.

2.4 From time to time the Province makes mgjor changesin
accounting policies. For example there was a major change in 1994-95
with the introduction of consolidated financial statements for the first
time. These changes make year to year comparisons of financial results
difficult. Because it is not always possible to restate previous years' data,
comparisons to that data could be misleading and as a result should be
done very carefully. We will attempt to make it clear when we have used
data from previous years that was not restated for consistency with
subsequent changes in accounting or disclosure.

Repart of the A uditor General - 1996
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Scope

Resultsin brief

2.5 In fulfilling our responsibility to carry out the audit of the
financial statements of the Province of New Brunswick, we conduct audits
in accordance with generally accepted auditing standards. Based on the
results of our audits, we issue an opinion on the financial statements of the
Province. This chapter of the Report presents an overview of the main
issues arising from the 1996 audit of the financial statements. Matters that
have arisen during the financial statement audits that relate specifically to
departmental operations, government programs, Crown agencies and
trusts are discussed elsewhere in this Report.

2.6 The Provinceissued its audited financial statements earlier
than last year.

2.7 The Province made a commitment to issue future financial
statements by 31 August.

2.8 We haveissued an unqualified audit opinion on the financial
statements of the Province for the year ended 31 March 1996.

2.9 Disclosur e of the debt incurred by the Province for NB Power
Corporation has been improved.

2.10  The government met its commitment to balanceitsordinary
account revenue and expenditures over athreeyear period.

2.1 Major new leases are being signed by the Province which
could have a significant impact on the annual surplus or deficit.

2.12  Pension liabilities and pension expenses continueto fall.

2.13  The Members Superannuation Plan shows a liability of $27.7
million after itsfirst valuation in eighteen years.

2.14 A dlight risein thelevel of borrowing is offset by increasesin
sinking fund investments.

2.15  Expressed in terms of the amounts attributable to each New
Brunswicker, the net debt has declined to $7,244 from $7,335,
borrowing cost has declined to $781 from $849 and thereisa surplus
of $67 compared to a 1995 deficit of $90 per per son.

2.16  Net debt asa percentage of grossdomestic product declined in
1995-96.

12
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Chapter 2

Caomments on Finandal Statements of the Provine

Highlights of the 1995-96
financial statements

Disclosure of NB Power
Corporation debt has been
improved

Adjustments to opening
balance of net debt

Comments on the legislation
for balancing revenue and
expenditure

2.17  Borrowing for the NB Power Corporation (the corporation) has
been reflected differently in the Province' s financial statementsin each of
the past four years. In 1992-93 the amount was shown as both an
investment and aliability. In the 1993-94 financial statements, the
corporation’s borrowing was shown as a deduction from the total
borrowings of the Province. Last year, the first year of consolidated
reporting, the borrowing for the corporation was not shown on the
statement of financial position at all.

2.18  The 1995-96 financial statements show the total funded debt of
the Province ($9,421.2 million). The borrowing for the corporation
($3,113.4 million) is then shown as a deduction from the total to arrive at
the funded debt for provincial purposes ($6,307.8 million). Thisis aclear
disclosure of not only the total borrowing activity carried on by the
Province, but also the borrowing for the corporation.

2.19  Thischange to the disclosure of the debt satisfies the concerns we
expressed in last year's Report.

2.20  Under certain circumstances it is acceptabl e to restate the
balances reported in the financial statements of a previous year. Either a
change in accounting policy or the correction of an error in a previous
year could result in aretroactive restatement of the results of previous
years. As described in Note 2 to the financial statements, the opening
balance of the 1995-96 net debt was increased by $46.1 million over the
amount previously reported at 31 March 1995. Changes in accounting
policies resulting in the reclassification of two Crown agencies and the
recording of the recently estimated actuarial liability under the Members’
Superannuation Plan accounted for the increase.

2.21  The 1995-96 year was the end of athree-year period in which the
government committed to balance its ordinary revenue and expenditure
accounts. Note 5 to the financial statements presentsthe final results of the
three year initiative. The final figures show a cumulative surplus of $228.2
million.

2.22  Consolidated financial statements were prepared for the first time
in 1994-95. At that time the Province' s financial statements began to
include, as ordinary account revenue, the net revenue from all government
enterprises. Prior to this time only revenue from certain enterprises (e.g.
New Brunswick Liquor Corporation and Lotteries Commission of New
Brunswick) was included in the Province' s revenue. The major result of
this change was to bring in revenue from New Brunswick Power
Corporation and the Workplace Health, Safety and Compensation
Commission of New Brunswick.

2.23  Last year we commented that the change in accounting for
government enterprises had a significant impact on the calculation of the
ordinary account surplus for the purposes of the balanced budget

Repart of the A uditor General - 1996
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Exhibit 2.1

Cumulative ordinary account
surplus 1994 to 1996
(millions of dollars)

Major new leases are being
signed by the Province

legislation. The reported results of the ordinary account were a surplus of
$136.1 million. Without the benefit of the revenue generated by the
government enterprises, the surplus would have been $70.5 million for
1994-95.

2.24  Thefollowing exhibit reports the impact of the revenue from
government enterprises on the ordinary account results for both the
1994-95 year and the 1995-96 year.

Adjusted surplus (deficit) used in the calculation
1993-94
1994-95 (137.7)
1995-96 136.1
229.8
Cumulative surplus reported in Note 5 228.2
Less: Revenue from New Brunswick Power Corporation
and Workplace Health, Safety and Compensation
Commission
1994-95 (65.6)
1995-96 (50.1)
Cumulative surpluswithout government enter prises 1125

2.25  Over the two-year period, ordinary account surplus was increased
by $115.7 million as aresult of the accounting change ($50.1 million from
1995-96 and $65.6 from 1994-95). Since the reported cumulative surplus
exceeded this amount, we conclude that the change in accounting for
government enterprises did not determine whether the requirements of the
legislation were met.

2.26 A new balanced budget period beginsin 1996-97. The
amendments to the balanced budget legislation describe the next fiscal
period as beginning 1 April 1996 and ending four years later on 31 March
2000. The wording of the new legislation focuses on all revenue and
expenditure rather than just ordinary account revenue and expenditure.
The annual and the cumulative results are required to be disclosed in the
Public Accounts.

2.27  During the 1995-96 year, the Province signed an agreement which
will see a private company construct and own a public school facility.
Subsequent to the year end, the Province signed a lease agreement with
another company which will construct and own a correctional facility. In
both cases the properties will be leased back to the Province for a twenty-
five year period and are renewable at the Province's option for a further
ten year period. Thereis an option for the Province to purchase the
properties at the end of the twenty-five year period.

14

Repart of the A uditor General - 1996



Chapter 2

Caomments on Finandal Statements of the Provine

Explaining the impact of
surpluses or deficitson
borrowing activities

2.28  Thesize of the two projectsis significant. The total interest and
principal payments over the twenty-five yearsis $67.7 million. A further
$8.3 million will be paid should both projects be extended to the full term
of thirty-five years. L ease payments begin on the school lease in the 1996-
97 year while the correctional facility payments start in 1997-98.

2.29  Funding the costs of these capital facilitiesis very different from
that seen in the past. Traditionally such assets were constructed, financed
and owned by the Province and the amounts recorded in the financial
statements were the costs incurred in the year.

2.30  There are accounting implications to these new arrangements. |If
these leases are to be recorded as capital |eases, accounting rules require
the value of the property to be expensed at the commencement of the lease
term. If on the other hand the |ease was considered to be an operating
lease, the cost of using the facilities for the term would be recognized over
the twenty-five or thirty-five year period.

2.31  Thelatter treatment would result in a far lower expenditure in the
initial year. It would also result in either alower deficit or higher surplus
than would have been reported if the transaction were recorded as a capital
lease. The costs would be recorded over the term of the lease.

2.32  Sincethe Province charges its capital costs to expense in the year
they are incurred, obtaining capital assets through operating leases would
be a significant change in the way costs are recorded in the Province's
financial statements.

2.33  Wewill examine the accounting treatment and financial statement
presentation for the leases during the current year.

2.34  Thereisan important distinction between the surplus or deficit
experienced in ayear and the change in the level of borrowing which takes
place during the same period. To highlight this distinction a new note was
added to the Province' s financial statements. Note 16 istitled, “changein
provincial borrowing”. This note reconciles the surplus of the past year to
the decrease in borrowing, showing the major components of the
differences between the two figures.

2.35  Last year we discussed thisissue in the accountability section of
our Report under the heading “ despite a balanced budget, borrowing may
still be required.” We pointed out the importance of recognizing that even
though the net debt may decrease in any given year, the total interest
bearing debt may still have to increase to finance the cash requirements of
government.

2.36  Our interest in clarifying this relationship between surplus or
deficit and borrowing has been satisfied through the introduction of this
note.

Repart of the A uditor General - 1996
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Modificationsto the 2.37  The statement of changesin financial position has been renamed
statement of changesin the statement of cash flow. The reason for the new nameisto give the
financial position statement atitle which better describes the purpose of the statement and

the information it provides.

2.38  Thegeneral purpose and content of the statement remain the same
with the exception of the introduction of information on the purchase and
disposal of capital assets. In the past the capital items were included with
the operating activities and were not shown separately as investing
transactions. The results from 1994-95 have been restated and are on the
same reporting basis as the current year.

Timing of therelease of the 2.39  Inlast year's Report we raised three issues with respect to the
financial statements release of the Province' s financial statements.

We repeated our comment that a realistic goal would be to release the
audited financial statements within three months of the year end.

We expressed our concern that there was no commitment by the
Province to complete its financial statementsin atimely manner. Late
financial information becomes less useful and less relevant to
legislators and the public.

We pointed out the negative impact of referring to different versions
of the draft information during the delay. Thisis something that could
lead to confusion and misinterpretation on the part of the users of the
financial information.

2.40  There have been changes during the past year which impact on
each of these three comments.

Earlier release of the 2.41  TheProvince saudited financial statementsfor theyear ended 31

financial statements March 1996 were released on 8 October 1996. This compares to a date of
21 December 1995 for the 1994-95 financial statements. Thisis an
improvement over last year and is an improvement on the 1993-94 year as
well.

2.42  Therelease dates of the audited financial statements and the
means by which they became available to the public over the past
five years are as follows.

Exhibit 2.2

1992 24 September (Royal Gazette)
Release dates of audited financial 1993 30 September (Royal Gazette)
statements

1994 22 December (Public Accounts)

1995 21 December (Tabled with the Clerk of the Legidlative
Assembly)

1996 8 October (Tabled with the Clerk of the Legidlative
Assembly)
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Caomments on Finandal Statements of the Provine

Commitment to early release
in future years

Commentson the
composition of the
provincial reporting entity

Changesin the reporting
entity

2.43  We held several discussions with the Comptroller and the Deputy
Minister of Finance concerning the issue date for the financial statements.
Early indications to our Office were that the Minister of Finance was
committed to make all information available to us by 31 October 1996 to
allow completion of the audit. However in July we were informed of the
possibility of not only an earlier preparation of the financial statements
but also a potential earlier release date.

2.44  Theaudit of the Province of New Brunswick financial statements
is a major component of the annual work schedule for the staff of our
Office. This schedule involves many audits in addition to the financial
statement audit of the Province and is not easily altered in such a major
way without significant effort on the part of our staff. In some cases such a
change comes at the expense of other audit work which we are expected to
complete on atimely basis.

2.45  Therewaslittle time to prepare for the alterations to the original
deadlines. Nevertheless, the financial statements were completed and
issued much earlier than last year, as aresult of good cooperation between
staff of our Office and the Comptroller’s Office.

2.46  We have talked with the Department of Finance and the
Comptroller concerning the release date of the financial statementsin the
future. We were informed that there was serious interest in releasing the
financial statements even earlier in future years.

2.47  Subsequent to these meetings the Board of Management approved
acommitment to issue audited financial statements by the end of August
each year. Complying with this would result in an improvement of more
than one month over 1996.

2.48  Our Office plans to work with the Office of the Comptroller to
explore ways to improve the efficiency of the year end process through
which the financial statements are prepared and audited. With cooperation
between the two offices we expect that both the final draft of the financial
statements and the audited copy can be completed in time to meet the
August deadline.

2.49  Theterm provincial reporting entity is used to describe the total
number of organizations that are accountable for the administration of
their financial affairs and resources either to a minister of the government
or directly to the legislature and are owned or controlled by the
government. Note 1 to the financial statements lists the organizations
included in the reporting entity.

2.50  Algonquin Properties Limited is no longer classified as a
government enterprise. This change takes place in 1995-96 and results
from aredefinition of the term government enterprise by the Public Sector
Accounting and Auditing Board. It is now accounted for on the

Repart of the A uditor General - 1996
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Mental Health Commission

New Brunswick Highway
Corporation

New Brunswick School
Boards

consolidated basis. The opening balance of net debt has been adjusted to
reflect the retroactive application of this change.

2.51  The New Brunswick Investment Management Corporation has
been added to the list of organizations included through consolidation.
This organization was formed during the year and as disclosed in

Note 4 (e) it operated as a special operating agency up to 11 March 1996,
at which time it was incorporated.

2.52  TheKingsbrae Horticultural Garden and The New Brunswick
Biotechnology and Technological Innovation Centre of Excellence Inc.
were both added to the list of organizations included through
consolidation. These organizations are recorded as special purpose funds
and their financial information is summarized in Note 7 to the financial
statements under the Department of Agriculture.

2.53  Last year we reported that the accounts of the Mental Health
Commission had been recorded incorrectly in the financial statements. We
explained that based on the criteria set by the Province for the preparation
of consolidated financial statements, the Mental Health Commission
should have been consolidated. The 1994-95 expenditures reported for the
Province would have been higher by $4.3 million and the net debt would
have been $8.3 million higher had the Commission’ s accounts been
recorded correctly.

2.54  Inthe 1995-96 financial statements the Mental Health
Commission has been consolidated. Its losses from previous years were
added to the opening balance of net debt. Because of the misstatement in
recording the activities of the Commission last year, the $4.3 million loss
incurred in 1994-95 will never be recorded as an expenditure of the
Province.

2.55  There has been no change in the status of the New Brunswick
Highway Corporation since our last Report. The corporation islisted in
Note 1 to the financial statements as an organization consolidated in the
provincial reporting entity. Its existence however has no impact on the
financial position and results of operations reported in the consolidated
financial statements of the Province.

2.56  Property was transferred to, and is owned by, the corporation.
Financial statements have not been prepared for the corporation at
31 March 1996.

2.57  Note 1to the financial statements explains that New Brunswick
School Boards are reflected in the financial statements using the
transaction method. School Board operations are represented in the
statement of revenue and expenditure by the grants paid to them by the
Department of Education. The reporting format has not changed from the
previous year.

18
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Caomments on Finandal Statements of the Provine

Hospital corporations

2.58  The nature of the relationship between the schools and the
Department of Education has recently changed significantly. Reporting on
the financial operations of the schoolswill change aswell. Beginning with
the Province' s 1996-97 financial statements, the accounts of the schools
will be combined with the accounts of the provincial reporting entity
using the consolidation method. The impact will be to replace the grant
expense, previously recorded by the Province, with the actual school
expenditures. All school expenditures and revenues will now be included
in the Province' s financial statements under this new format.

2.59  Although the effective date of the changes to the school boards
was 1 March 1996, the administrative and financial structure of the
dissolved school boards was retained and continued until 30 June 1996 as
specified in the legislation. For this reason the timing of the changein
reporting the school board accounts does not take effect until the 1996-97
year.

2.60  No change has taken place to the definition or classification of the
hospital corporations within the Provincial reporting entity. They continue
to belisted in Note 1 and, as described in the note, are recorded only to the
extent that there are transactions between the Province and the
corporations.

2.61  Because of the way in which the hospital corporations are
reflected in the financial statements, any deficits or surpluses (and the
related borrowings or surplus funds) are not shown in the Province's
financial statements.

2.62  Thereareanumber of differencesin the way in which the hospital
corporation financial statements are prepared from that of the Province.
For example, unlike the Province's financial statements where capital
costs are charged to expense as incurred, the hospital corporations record
such purchases as assets and amortize the cost to expenditure each year.
Another difference isin the area of vacation entitlements. The hospital
corporations have recorded vacation entitlements in an amount of $20.5
million at 31 March 1996. The Province does not include vacation
entitlements as liabilities in its financial statements.

2.63 A review of the corporations’ financial statements shows total
current liabilities exceed current assets by $22.8 million. In addition there
istotal long term borrowing of $7.1 million and capital |ease
commitments of $2.8 million. These net liabilities, amounting to $32.7
million, are not recorded or reflected in the Province's financial
statements or notes. There are long term investments of $23.7 million
contained in three of the corporations’ financial statements. We
understand they have restrictions on their use.

Repart of the A uditor General - 1996
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1995-96 approved spending

Ordinary account spending

Capital account spending

2.64  Anappropriation is defined as an amount that is approved by vote
of the Legislature. The appropriation for the 1995-96 year has several
components. These components combine to show the total allowed level
of spending for departments and agencies for the year. The components
include:

the main estimates;
supplementary estimates; and
special warrants.

2.65  Ordinary account spending is voted on a departmental basis, with
the exception of proposed expenditures of General Government and the
Legislative Assembly which are voted by program. Appropriations for
loans and advances are also voted on a program-by-program basis.

2.66  For the past four years departments have had the flexibility to
move their approved funding among ordinary account programs without
seeking a supplementary appropriation. This means that individual
ordinary account programs may now be overspent so long as the total
departmental spending on ordinary account falls within the budget.
However, in some cases transfers between programs must receive prior
approval of the Board of Management (BOM). According to
administrative policy, cumulative transfers of $1,000,000 or 15% of the
budget of the program, whichever is the lesser, require such prior
approval.

2.67  Last year we reported that BOM approval had not been provided
prior to transfers between programs which exceeded the allowable
cumulative limits set by this administrative policy. The transfers involved
seven departments and totalled approximately $4.4 million. Following the
issuance of last year’s Report, the Department of Finance explained that
the policy, as written, was not being followed at the time because plans
were in place to change the approval requirements.

2.68  We have since been advised by the Budget and Financial
Management Division of the Department of Finance that the policy
regarding transfers between programs has been revised to incorporate the
approval of such transfers into the departmental quarterly reporting
process. Formal BOM approval will not be required under the new policy.
The only exception will be fourth quarter transfers where the decision on
the need for BOM approval is left to the BOM Chairman.

2.69  Inthe past, appropriations for capital account spending were
voted on a program-by-program basis. Beginning in the 1995-96 fiscal
year, capital account spending is voted on a departmental basis. This
allows departments similar flexibility for moving funds between programs
asisavailable for ordinary account spending.

20
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Total spending

Exhibit 2.3

Expenditure appropriations
(millions of dollars)

Net budgeting

Carry over of unspent
appropriations

2.70  Fund transfers between programs must receive BOM approval.
This approval is achieved for the first three quarters of the year through
the quarterly reporting process. Transfers of funds in the fourth quarter
having avalue of 5% or more of the approved third quarter projection may
not be made without formal BOM approval.

2.71  All transfers of capital funds in the fourth quarter were found to
fall within the limits not requiring formal BOM approval.

2.72  Thefollowing exhibit shows the components of the year's
expenditure appropriations on a comparative basis.

1996 1995 1994 1993

Main estimates 4,365.6  4,284.1 4,297.1 4,487.4
Supplementary estimates 45.6 43.9 63.5 31.1
Special warrants 81.3 0.2 0.3 23.5

Total expenditures appropriated 44925  4.328.2 4,360.9 4,542.0

2.73  Last year we reported that year end amounts totalling $32.2
million had not been approved either by way of a special warrant or
supplementary estimates. These 1994-95 expenditures have since been
approved through supplementary estimates dated 25 April 1996.

2.74  TheFinancial Administration Act givesthe Board of Management
the authority to allow net budgeting. Net budgeting allows more flexibility
in managing programs where services are provided on a cost-recovery
basis. Departments are permitted to budget for the net amount of
expenditure or revenue for those revenue-generating programs that have
received Board of Management approval. Net budgets are approved as part
of the annual budget process and are monitored on a quarterly basis. At
the 31 March 1996 year end there were seven approved net budgeted
government programs. These were administered by the Executive Council
Office and the Departments of Advanced Education and Labour,
Economic Development and Tourism, Natural Resources and Energy and
Solicitor General.

2.75  TheFinancial Administration Act gives authority to the Board of
Management to approve the carry-over of unspent appropriations from
one fiscal year to the next without further authorization by the Legislature.
Departments are eligible to apply for approval to spend their unused fiscal
year budget in the following fiscal year.

Repart of the A uditor General - 1996
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Special operating agencies

Concessionary loans

2.76  During the year the Department of Transportation received
approval to carry forward $4.2 million of the 1995-96 approved capital
budget.

2.77 A Specia Operating Agency (SOA) was first included in the
provincial reporting entity in 1993-94. The number of SOAs increased to
four during 1995-96, although this was reduced to three when the
investment management SOA became the Investment Management
Corporation just prior to year end. Note 4 (e) to the Province' s financial
statements identifies each agency’s main purpose as well as the revenue
and expenditure amounts for the year.

2.78  The SOA represents a new structure within which public policy

objectives are achieved. The structure removes and/or alters some of the
traditional legislative and administrative policy restrictions surrounding

government program administration.

2.79  During the year we conducted a review of the Vehicle
Management Agency. Details of the review are provided in chapter 8 of
this Report.

2.80  The Public Sector Accounting and Auditing Board (PSAAB) of
the Canadian Institute of Chartered Accountants issues recommendations
designed to improve and harmonize accounting, auditing and financial
reporting in the public sector.

2.81  Last year we reported that PSAAB had issued recommendations
focusing on loans which are considered to be “concessionary”.
Concessionary loans are ones which have low interest rates, extended
repayment terms or forgiveness clauses.

2.82  Thereisacost incurred by governments when aloan is not
required to be fully repaid including interest charged at market rates. The
cost must be recognized and accounted for in the proper accounting period
and the loans must be correctly valued.

2.83  Wereported last year that the Province does not account for
concessionary loans in compliance with PSAAB recommendations. The
Comptroller was reviewing the matter at the time before bringing forward
recommendations to the Board of Management.

2.84  We recently met with the Comptroller and discussed thisissue
once again. He informed us there were issues related to the concessionary
loans which were still unresolved including the calculation of the total
amount of the concessionary |oans outstanding. He said finalizing the
Province's policy at this time would be premature. He assured us that the
issue would be addressed in the upcoming year.

22
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Unresolved issues affecting
accounting policies

Retirement allowances and
vacation entitlements

Liability to injured workers

Accrual of teachers salaries

2.85  Note 1 (b) has been expanded in the 1995-96 financial statements
to include more detail on the present policy for concessionary loans.

2.86  There are anumber of issues with respect to the accounting
policies for liabilities which the Province has yet to resolve. The notesto
financial statements explain that no accrual has been made for retirement
allowances and employee vacations. The notes also refer to the liability
for future benefit payments to workers who are currently injured and
explain that only a portion of the liability has been recorded in the
financial statements. The responsibility for paymentsto injured workersis
administered by the Workplace Health, Safety and Compensation
Commission of New Brunswick.

2.87  Oneliability which is not referred to in the notes to financial
statements will take on greater significance in the 1996-97 year. The
accrual for school teachers' pay earned but unpaid at 31 March should be
recorded as aliability at the 1996-97 year end.

2.88  Retirement allowances represent the most significant of the issues
still outstanding, based on preliminary calculations. Although the
allowances are not directly payable at 31 March, there is a benefit earned
by employees and a liability incurred by the employer each year for the
future allowances to be paid upon retirement. The logic for recording
these allowances is therefore very similar to that for the liability for
employees’ pensions. Pension liabilities are recorded in the Province's
financial statements on an annual basis.

2.89  Government employees earn vacation entitlements for each month
of employment. At 31 March each year there are vacation entitlements
which have been earned but which have not been used by the employees.
Such entitlements have avalue but as explained in Note 1 no accrual of the
expenditure has been recorded. This treatment is unlike that used by the
hospital corporations. As noted earlier in this chapter, the corporations
recorded entitlements of $20.5 million at 31 March 1996.

2.90  The matter of the liability for payment to injured workers was
raised with the Comptroller this year. No action has been taken to record
the difference between the estimated future payments to injured
employees and the amount expensed to date.

2.91  Teachers have an agreement where they are paid every month of
the year despite the fact the school year covers only ten months. Thisis
made possible by dividing the salary earned in the ten months into
amounts which can be paid to the teachers over atwelve month period.

2.92 At 31 March, the Province's year end, the salaries earned by the
teacherswill exceed the amount of salary paid by asignificant amount. As
explained in Note 1 to the financial statements, the consolidation method
of accounting will be used for New Brunswick schools beginning in the
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Comments from the
Comptroller

Pension plan liabilities
Background

Actuarial valuations

1996-97 financial statements. This amount should be recorded as a
liability in the financial statements next year.

2.93  We have discussed the foregoing matters with the Comptroller. He
indicated to us that his staff have started to gather the data needed to
calculate the liability for vacation pay and retirement allowances for
employeesin Part | of the civil service. He indicated that since thiswas a
new calculation, the data would have to be analysed carefully to ensure
completeness and accuracy. Information on Parts |1 and I11 will be
gathered in the near future. Thiswill include the liability for the summer
pay of teachers.

2.94  Once all data has been gathered and verified, a recommendation
for the appropriate treatment will be presented to the Board of
Management.

2.95  With respect to the liability for injured workers, the Comptroller
responded as follows:;

In 1995-96, the Provincereporteditsliability asa self-insured
employer in the notes to the financial statements. Previously,
no disclosure had been made of thisliability. We are confident
that this represents an accurate estimate of the liability. The
increase in the recognized portion of the liability for the year
was $0.5 million.

2.96  Wewill continue to meet with the Comptroller to discuss these
issues and to ensure the Province’ sfinancial statementsinclude reasonable
estimates of all liabilities. It should be noted that the impact of the
foregoing liabilities on the expenditures of an individual year should not
be large. However there would be a significant impact on the net debt
when first recognizing the amounts relating to all preceding years.

2.97  The Province's pension obligation results from a promise to
provide pensions to employees in return for services. The employees’
entitlement to pensionsis earned over the term of their employment.
When the assets of a pension plan do not equal the pension obligation, the
differenceis called the pension liability or pension surplusand it is
calculated through an actuarial valuation.

2.98 The Canadian Institute of Chartered Accountants defines an
actuarial valuation as follows:

... an assessment of the financial status of a pension plan. It
consists of the valuation of assets held by the fund and the
calculation of theactuarial present value of benefitsto be paid
under the plan. The valuation resultsin a calculation of the
required future contributions and the determination of any
gains or losses since the last valuation.
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Under standing theliability

2.99  Thevaluation provides the information needed to determine the
pension liability and related pension expenditures.

2.100  Actuaries utilize several sources of information in arriving at the
estimated surplus or liability at the valuation date. Included are historical
government payroll records, government assumptions affecting the future
revenue and expenditure of the funds and information available to the
actuaries, for example life expectancy estimates of contributors.

2.101  Each time avaluation is conducted, a new estimate of the plan's
liability or surplusis prepared. There are a number of key assumptions
which can result in major changesto the liability or surplus. Note 11 to the
financial statements lists four of the assumptions: rate of return on fund
assets, annual wage and salary increases, inflation and rate of pension
payment escalation. There are other assumptions that are considered such
as mortality rates, retirement ages, percent of members married and rates
of employment terminations.

2.102  Readers of the financial statements are faced with some rather
complex conceptsin the area of accounting for pensions. One which is
worthy of discussion is the difference between the actuarial pension
liability and the pension liability for accounting purposes.

2.103 Inthefinancial statementsthe focusis primarily on the liability
for accounting purposes. However in terms of deciding on the funding
plans for the liability, one would focus on the actuarial liability since it
represents the shortfall in the value of pension fund assets below accrued
pension benefits at a point in time.

2.104 Both liability figures are based on results of actuarial valuations
and they are very much interrelated. It is important, however, to use them
in the proper context. As auditors we refer most often to the liability for
accounting purposes. What makes this value different from the actuarial
liability isthat thereis adelay before the liability for accounting purposes
recognizes any increase or decrease in the estimated amount of the
liability.

2.105 For example, if anew actuarial valuation is completed and it
indicates that the liability is only one half of what was originally
estimated, the liability for actuarial purposes fallsimmediately to the
revised level. For accounting purposes, however, such atreatment is not
correct. By their nature, pension liabilities, as estimates, are prone to
upward and downward adjustments. Because of thistendency, adjustments
are not recognized all at once. Rather, they are recorded over areasonable
period of time. If this was not the case then it would be possible to have a
huge increase or decrease in expenditure in the year of the new estimate of
the liability. This could confuse and mislead users of the financial
statements.
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2.106  The end result of applying the accepted accounting practice for
pension liabilities is to smooth the recognition of the adjustments. This
considers the fact that the amounts are estimates, not certainties.

Changes in the year 2.107  The pension liability for accounting purposes has fallen from
$1,467.7 million at the beginning of the 1995-96 year to $1,386.4 million
at year end.

2.108 The 1996 financial statements disclose the pension liability for
accounting purposes in a slightly different manner from previous years.
Instead of showing one liability figure in the statement of financial
position, it has been broken down into two components. One component
represents the adjustments to be recognized in the future and the other
component is the excess of the accrued pension benefits over the value of
the assets held in the funds at year end (also known as the actuarial
pension liability).

2.109  Actuarial valuations of pension liabilities were completed for two
plans during the past year. The members’ plan received its first valuation
since 1978 and its estimated accrued benefits (and its pension liability)
increased from the $4.3 million reported last year to $27.7 million.
Valuation of the early retirement plan saw its estimated accrued benefits
rise from the $15 million disclosed at 31 March 1995 to $38.8 million at
31 March 1996.

Declining pension liabilities 2.110  Increases and decreases to the pension liability for accounting
purposes are the result of the combined impact of the pension expense and
the employers’ contributions each year. In 1995-96 the pension expense
was $40.9 million. Employer contributions were $145.2 million resulting
in areduction of $104.3 million in the pension liability for accounting
purposes. The situation in the previous year was similar. Pension expense
was $39.1 million and employer contributions were $150 million causing
a$110.9 million decline in the liability.

2.111  Thefollowing exhibit shows the declining pension liability for
accounting purposes recorded in the financial statements for each of the
past five years. It also shows the components of the liability at each year
end. The figures used are those previously published for the respective
years. They have not been restated for subsequent changes due to new
valuations or changes in accounting policies.
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Exhibit 2.4

Components of pension liability
(millions of dollars)

1996 1995 1994 1993 1992
Estimated accrued benefits 4,679.7 4,374.3 4,339.0 4,137.3 3,900.4
Less: Value of assets (4,257.0) (3,701.5) (3,403.1) (2,844.8) (2,250.0)
Actuarial pension liability 422.7 672.8 935.9 1,292.5 1,650.4
Plus: Unamortized adjustments 963.7 794.9 650.2 353.2 -
Pension liability for accounting
purposes 1,386.4 1,467.7 1,586.1 1,645.7 1,650.4

2.112  There has been a steady decline in the pension liability for
accounting purposes from $1,650.4 million in 1992 to $1,386.4 million in
1996. The decline is a product of both growing fund assets and
adjustments to the estimated accrued benefits.

2.113 A continuation of the excess contributions by the Province to the
Public Service and Teachers' Pension Plans have accelerated the increase
in the value of assets.

2.114  The adjustments made to actuarial assumptions adopted in
previous actuarial valuations have reduced pension expense recorded
today and into the future. Adjustments to the estimated accrued benefits
are being amortized over periods ranging up to twenty-one years. Despite
the fact the adjustments are amortized each year, the level of the
unamortized balance (the amount to be amortized in future years) has
increased each of the past four years. It has risen from a zero balance in
1992 to $963.7 million at the end of the 1995-96 year. The following
exhibit shows how the balance has grown.
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Exhibit 2.5

Unamortized pension adjustments

(millions of dollars)

1996 1995 1994 1993 Total

Opening balance 794.9 650.2 353.2 i i
Adjustments for the year

Plan amendments (30.5) (13.9) - - (44.4)

Experience gains 274.1 - 258.3 377.8 910.2

Actuarial assumptions - 215.6 85.7 - 301.3
Less: Amortization for the year (74.8) (57.0) (47.0) (24.6) (203.4)
Changes in the year 168.8 144.7 297.0 353.2 963.7
Closing balance 963.7 794.9 650.2 353.2 -

Pension expense is declining

Exhibit 2.6

Pension expense
(millions of dollars)

2.115  Annual amortization has gone from $24.6 million in 1993 to $74.8
million in 1996. The cause of thisincrease can be seen clearly in the
adjustments for each year. Each of the last four years has seen adjustments
increase by an amount in excess of $200 million.

2.116  The majority of the adjustments result from experience gains.
Experience gains or losses result when the planned performance and the
actual results achieved differ. As demonstrated by the experience gains
shown above, the recent results have been much more favourable than
anticipated in the actuarial assumptions. The other major component in
the adjustments is the impact of changes in actuarial assumptions from
those used in previous periods.

2.117  Changesto the actuarial pension liability are ultimately reflected
in the pension expense through the amortization of the adjustments. The
following exhibit shows the pension expense for the past four years. The
amounts for 1993 and 1994 have been restated on a basis consistent with
that used in 1995 and 1996.

1996 1995 1994 1993

Employet's share of pension

benefits earned 82.2 57.8 66.8 85.3
Plus: Pension interest cost 41.0 45.6 73.8 100.0
Less: Amortization of adjustments (74.8) (57.0) (47.0) (24.6)
Less: Crown agency special payment (7.5) (7.3) (7.1) (6.7)
Pension expense 40.9 39.1 86.5  154.0
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Timing of future actuarial
valuations

Largeincreasein theliability
for the members' plan

2.118  This exhibit shows the components of the pension expense
recorded in the Province's financial statements. It is composed of the
employer’s cost for the year using the actuarial assumptions, the interest
on unfunded amounts, an adjustment to record amortization (of
experience gains or losses, changes to actuarial assumptions and plan
amendments) and a reduction for special payments by certain Crown
agencies.

2.119  Significant amortization adjustments were recorded in the past
three years. Dramatic decreases in pension expense resulted in 1994 and
1995 but this trend was not evident in 1996.

2.120  In 1996 there was alarge increase in the employer’s share of
pensions earned. The foregoing exhibit shows this component rose to
$82.2 million from $57.8 million in 1995.

2.121  Recording the results of arecent actuarial valuation of the early
retirement plan caused the increase in the pension expense. As shownin
Note 11 (e) to the financial statements, pension expense recorded for the
plan in 1996 was $25.9 million. The corresponding amount for the 1995
year was only $1.6 million.

2.122  The Canadian Institute of Chartered Accountants recommends
that “actuarial valuations of pension obligations for accounting purposes
should be done at |east once every three years.” Last year the Department
of Finance indicated no formal plan was in place to regulate frequency of
the valuations.

2.123  However, this year we have been informed that the pension
valuation committee is addressing the issue. They plan to recommend a
policy in the near future.

2.124  An actuarial valuation was completed for the Members'
Superannuation Plan during the 1995-96 year. As aresult of this
valuation, the pension liability recorded for this plan has risen by $23.4
million to alevel of $27.7 million.

2.125 For several years we have expressed our concern that an actuarial
evaluation of the pension liability for the Members' Superannuation Plan
had not been conducted since 1978. Last year we stated in our annual
Report:

Without this valuation, there is inadequate assurance the
liabilities have been reasonably estimated. Accountability is
not served by using out of date and potentially misleading
financial information.

2.126  Theimportance of the valuation isillustrated by the magnitude of
the increase in the pension liability.
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Revenue and expenditure

Sources of revenue

Exhibit 2.7

Sources of revenue

Types of expenditures

2.127  Although the increase in the pension liability was $23.4 million,
only $2.2 million was recorded in the Province's 1995-96 expenditures.
The mgjority of the increase was shown as an adjustment to the opening
balance of net debt. Thisis consistent with the approach used when the
liabilities for the other pension plans were first recorded in the 1993-94
financial statements. The bulk of the adjustment will never be reported as
an expense in the Province’s financial statements as a result of this
retroactive adjustment.

2.128 TheProvince's revenue comes mainly from taxes on consumption,
income and property and from federal transfer payments. These combine
to account for 84% of total revenue. Other sources of revenue include
investment income from government enterprises, licenses and permits,
sales of goods and services, forestry and mines royalties, interest and
other sundry sources. Also included in provincial revenueis earnings from
sinking fund investments.

2.129  Thefollowing chart shows the main components and their
percentage of total revenue.

Federal
Government
37%

Taxeson Property

Taxeson
Consumption
21%

2.130  The Province spends the bulk of its resources on social services;
namely health, education, income assistance and justice. Spending in this
area accounts for 61% of all expenditures. Aswell, a sizable amount is
spent each year to service the public debt. Other areas of expenditure
include transportation, economic development, municipal affairs and
central government.
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Exhibit 2.8

Types of expenditures

Actual results compared to
the prior year

Exhibit 2.9

Actual results compared

to the prior year
(millions of dollars)

Revenue

2.131  Thefollowing chart shows the main components and their
percentage of total expenditures.

Education

22%

- Income Assistance
Service of the 7%

Public Debt
14%

Justice
2%

2.132  The exhibit below illustrates the year-to-year change in revenue,
expenditure and surplus or deficit.

Surplus

Revenue Expenditure (D eficit)

1996 actual 4,426.7 4,375.6 51.1
1995 actual 4,300.0 4,368.6 (68.6)
Change from prior year 126.7 7.0 119.7

2.133  Actual revenue and expenditure for 1995 has been restated
because of the changes in accounting policy outlined in Note 2 to the
Province's financial statements. These changes consolidate the Mental
Health Commission of New Brunswick and Algonquin Properties Limited
in the Province's financial statements and restate the amount of pension
expense for the Members' Superannuation Plan. In total, the changes
increase the deficit reported last year from $64.0 million to $68.6 million.

2.134  Aspart of our year-end audit of the Province' s financial
statements we have identified and analyzed all large or unusual year-to-
year fluctuations in both revenue and expenditure accounts. We include
here a brief summary of our findings.

2.135 Taxes on consumption and taxes on income increased by $46.2
million and $47.6 million respectively. In addition, conditional grants
from Canadaincreased by $35.1 million while sinking fund earnings went
up by $28.6 million. The increased conditional grants are comprised of an
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additional $48.0 million for highway improvements less net reductionsin
other areas totalling $12.9 million.

2.136  Theseincreases were partially offset by a combined decline in
fiscal equalization and stabilization payments and established programs
financing totalling $36.8 million.

2.137  Thefollowing exhibit provides an illustration of the trend
occurring in three of the main sources of revenue over the most recent four
year period.

Exhibit 2.10

Trends in main sources of revenue

T axes on Income

Taxes on Consumption

Federal Government

0 200 400 600 800 1,000 1,200 1,400 1,600 1,800
Millions of dollars

2.138  Federal government transfers now account for 36.7% of total
revenue versus 43.5% in 1993. Conversely, combined revenue from taxes
has climbed from 42.0% to 47.0% of total revenue in the same period.

Expenditure 2.139  Thelargest increases in spending were on transportation and

health which rose by $46.8 million and $18.4 million respectively. The
increased spending on transportation relates to the additional federal
conditional grant monies referred to above. Declines in the cost of
servicing the public debt of $49.6 million and spending on social services
other than health totalling $17.5 million resulted in a total expenditure
relatively unchanged from last year.
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2.140  The exhibit below shows the trend for social services and service
of the public debt spending over the most recent four-year period.

Exhibit 2.11

Trends in main types of
expenditures

Service of the Public D ebt

Income A ssistance

H ealth

Education

0 200 400 600 800 1000 1200 1400

Millions of dollars

2.141  Overall, spending on social services has remained fairly constant,
averaging about 61.9% of total expenditures over the four year period.
However, the apportionment of that spending has changed such that 49.0%
is now spent on health as compared to 45.0% four years ago. While
service of the public debt has remained at about 13.7% of total
expenditures on average over the past four years, the most recent year
marks areversal of the growth trend previously shown for this expense.

Budgeted results compared 2.142  The exhibit below illustrates the variation in actual revenue,
to actual results expenditure and surplus to budgeted amounts.
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Exhibit 2.12

Budgeted results compared
to actual results
(millions of dollars)

Revenue

Expenditure

Special purpose accounts

Revenue Expenditure Surplus
Budget 4,403.4 4,365.6 37.8
A ctual 4,426.7 4,375.6 51.1
Over budget 23.3 10.0 13.3

2.143  Although federal conditional grants were higher than expected
due to highway funding in excess of budget by $52.5 million, federal
source revenue in total fell short of expected levels by $32.1 million. The
reason for thisis a shortfall of $81.5 million in actual fiscal equalization
payments. This was offset in part by taxes on consumption, investment
income and sinking fund earnings which exceeded budgeted levels by
approximately $18 million each.

2.144  The most significant difference in actual expenditures compared
to budget was for transportation which was overspent by $66.0 million,
due for the most part to spending on highway improvements. Central
government expenses were |less than expected by $32.7 million, mostly as
aresult of pension expense being under budget. In addition, spending on
education and service of the public debt fell below anticipated levels by
$26.2 million and $23.5 million respectively.

2.145 Overall, revenue and expenditure were over budget by $23.3
million and $10.0 million respectively. This resulted in a surplus that was
$13.3 million higher than anticipated.

2.146  Certain accounts of the Province have been designated as special
purpose accounts. A special purpose account is established when activities
are funded by revenues that have been designated for specific purposes by
donor request, legislation or funding agreements. Note 7 to the Province's
financial statements provides a breakdown of the special purpose revenue,
expenditure and equity by account.

2.147  Inthe seven-year period since the inception of special purpose
accounts in 1988-89, the number of accounts has more than tripled
bringing the total at present to twenty-nine. The total annual special
purpose revenue and expenditure has remained fairly constant, inthe $30
- $40 million range, over the six-year period from 1990 to 1996.

2.148  The cumulative balance of the special purpose funds at year end is
$16.8 million. Of the $41.0 million in revenue reported for special
purpose accounts, $10.8 million (26%) is from lottery revenue, $9.6
million (24%) is from contract training fees, $5.0 million (12%) is from
land sales and $4.2 million (10%) is from federal grants.
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Deferral of special purpose
revenue

Sur pluses, deficits,
borrowing and net debt

Definitions

2.149  New specia purpose accounts have been established this year for
the Kingsbrae Horticultural Garden, the Biotechnology Fund,
Redevelopment of the Miramichi Region, Public/Private Partnership
Projects, Renovation of Old Government House and the National Safety
Code Agreement.

2.150  Funding received within two of these special purpose accounts has
not been included in revenue for the year. It has been deferred and will be
recognized as revenue in future periods when the funds are expended for
their intended purpose.

2.151  The Province entered into an agreement, effective 31 March 1996,
with the federal government whereby a payment of $10.3 million was
received to assist in diversifying and assisting the economy of the
Miramichi area upon closure of CFB Chatham. The amount received has
been recorded as deferred revenue in the Province' s financial statements.

2.152  Another agreement between the Province, the Government of
Canada and the City of Fredericton pertaining to restoration of Old
Government House resulted in the receipt of a $4.0 million federal
payment during the year. This too has been recorded as deferred revenue
in the Province' s financial statements.

2.153  The purpose of this section isto provide readers with useful
information and analysis on which to draw their own conclusions about
the status of the Province's surplus or deficit, borrowing and net debt. It is
not the purpose of this section to provide a conclusion about the financial
stability or solvency of the Province or any of the other organizations
which make up the provincial reporting entity.

2.154  The following definitions explain terms used in the Province's
annual financial statements. These terms together with the corresponding
balances constitute important financial information. Our annual Reports
attempt to place some of this datain perspective by providing comparative
information. Such comparisons are useful in that the reader may better
understand the Province’s financial history, current status and future
goals.

2.155 To understand the current financial situation of the Province, it is
necessary to be familiar with the terminology often used: sur plus(deficit),
cost of servicing the public debt, funded debt, bank advances and
short term borrowing, sinking fund and net debt.

2.156 Thesurplusin afiscal year isthe excess of the Province's total
revenue over itstotal expenditure. (A deficit isthe excess of total
expenditure over total revenue.) Total revenue consists mainly of taxes
and federal transfer payments. Total expenditure includes the cost of
administering the government and its programs, the acquisition of assets
which will provide benefits over future periods and the cost of borrowing.
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2.157 Thecost of servicing the public debt isamajor component of
annual expenditure. It is mainly comprised of interest on the funded debt
of the Province. It also includes foreign exchange paid on interest and
maturities during the year, the amortization of foreign exchange gains and
losses which have not yet been realized, and the amortization of discounts
and premiums which were incurred on the issuance of provincial debt.

2.158 Funded debt isthe total long-term borrowing by the Province.
Funded debt for provincial purposes excludes borrowing on behalf of
NB Power Corporation and usually occurs when the Province's cash
inflows are not sufficient to meet its obligations. Long term borrowing
usually takes the form of provincial bonds, but it may also include debt
issued to the Canada Pension Plan. The debt issued to the Canada Pension
Plan accounts for sixteen percent of the Province’' s debt. Thislevel is
consistent with prior years.

2.159  The Province must often incur another form of debt to meet its
current obligations. Bank advances and short term borrowing are a
form of financing used when the Province’ simmediate cash requirements
do not coincide with its current cash inflows.

2.160  The Province plans for the future repayment of its funded debt
through the use of asinking fund. This fund is a separate accounting
entity which is maintained by the Minister of Finance. The sinking fund
receives annual cash instalments from the Province with which it
purchases investments. The value of the investments, plus future earnings,
is expected to be sufficient to repay the principal portion of the funded
debt when it matures or is redeemed.

2.161  Annual surpluses and deficits accumulate in the account called
net debt. It isimportant to understand the difference between net debt and
funded debt. Funded debt refers to the gross amount of long-term
borrowing undertaken by the Province. Net debt is comparable to an
accumulated deficit balance which private sector companies would
disclose in the owners’ equity section of their balance sheet. Net debt is
the funded debt and other liabilities of the Province minus assets which
can be used by the Province to fulfil its obligations. Therefore, net debt
shows the shortfall in resources should all the liabilities of the Province
come due at the fiscal year end. It represents the amount of future revenue
required to pay for past transactions.

2.162  This chapter of our Report provides the following financial
indicators on a comparative basis:
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Surplus (Deficit) per person and employed person in New Brunswick;
Cost of borrowing per person and employed person in New
Brunswick;

Proportion of Provincial revenue consumed by cost of servicing the
public debt;

Comparison of the level of funded debt to the level of sinking fund
investments;

Comparison of New Brunswick’s foreign borrowing activity
compared to that of the other Atlantic provinces; and

GDP as a proportion of net debt.

Surplusfor theyear ended 31 2.163 The Province had a surplus for the year ended 31 March 1996 of

March 1996 $51.1 million. This was the first such surplusin the last five years. This
amount includes the surpluses and deficits of the government enterprises
described in Note 1 of the Province' s financial statements. Exhibit 2.13
shows the amount of the Province's surplus or deficit for each of the last
five years. The prior years' figures have been restated to conform with the
current year’s presentation.

Exhibit 2.13

1992 1993 1994 1995 1996
Provincial surplus or deficit for the

last five years

100

Millions of dollars

-400

2.164  The 1995-96 surplus translates to a $67 share for each person
living in New Brunswick®. Thisisin contrast to last year's (restated)
deficit of $90 per person?.

2.165 Examining the surplus from the perspective of an average
employed New Brunswicker might provide a better measure of its size.
Exhibit 2.14 shows the amount of the surplus or deficit per person and per
the average number of employed persons in each of the last five years.

1. Population as at 31 March 1996 per N.B. Statistics Agency.
2. Population as at 31 March 1995 per N.B. Statistics Agency.
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Exhibit 2.14
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Cost of servicing the public 2.166  Since the Province has not always had sufficient funds from
debt revenue to cover all expenditures, including the interest incurred on public

debt, funds had to be borrowed to ensure the Province's obligations were
met. Essentially, interest on prior borrowings becomes part of the current
debt and compounding occurs. For each year that this occurs, the cost of
servicing the public debt will tend to rise.

2.167  Exhibit 2.15 shows the cost of servicing the public debt by year
for the last ten years.

Exhibit 2.15
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2.168  During this period the cost of servicing the public debt has risen
from alow of $395 million to a high of $645 million in 1994-95. This
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Exhibit 2.16

Portion of provincial revenue
consumed by the cost of the public
debt for the last five years

represents an increase of 63.3% over nine years. For thefirst timein ten
years, the cost of servicing the public debt has decreased. It fell to $595
million in 1995-96, a decrease of 7.7% from 1994-95.

2.169  Exhibit 2.16 shows the portion of provincial revenue consumed by
the cost of the public debt for the last five years.
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2.170  The decrease from 15.0% in 1994-95 to 13.4% in 1995-96 is the
net result of a decrease in borrowing costs of $50 million combined with
an increase in revenue of approximately $127 million. The lower
borrowing costs resulted chiefly from a decrease in foreign exchange
expense. The higher revenue was mostly due to an increasein
consumption tax and income tax revenue. If 1995-96 revenue had
remained at the prior year’s level, the percentage consumed by the cost of
borrowing would still have decreased to 13.8%.

2.171  Thisyear’'s cost of borrowing translates to $781 for each person

living in New Brunswick®. Expressed another way, the Province’s cost of
borrowing for 1995-96 averages $1,899 for each employed New

Brunswicker?. Exhibit 2.17 shows this rel ationship for the last five years.

1. Population as at 31 March 1996 per N.B. Statistics Agency.
2. Employment figures based on annual average for fiscal 1996. Data supplied by N.B.
Statistics Agency.
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Exhibit 2.17

Provincial cost of borrowing per
person for the last five years

Exhibit 2.18

Provincial surplus or deficit for the
last five years excluding cost of
servicing the public debt and
sinking fund earnings
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2.172  If the Province had not been required to borrow funds in previous
years, then there would not exist either the significant cost of servicing the
public debt nor interest revenue from the Province's sinking fund. If these
items were excluded (other factors remaining the same), the current year

would have shown a surplus of approximately $460 million.

2.173  Exhibit 2.18 demonstrates that the Province would have shown
significant surplusesin four of the past five years had there been no cost of
servicing the public debt or sinking fund earnings.
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Funded debt for provincial
pur poses

Sur pluses and repayment of
long and short-term
borrowing

Long-term borrowing activity
in the current year

Exhibit 2.19

Funded debt for provincial
purposes for the last five years

2.174 Thereis not always a direct relationship between the level of
annual surpluses or deficits and the ability of the Province to repay or
incur debt. Surpluses and deficits are accounting terms used to describe
the difference between a current year’s revenue and expenditure. Revenue
is recorded in the financial statements when earned, expenses when the
obligation arises. However, the related cash receipts or payments may not
occur in the same fiscal period.

2.175 These actual cash flows, as disclosed in the Province' s Statement
of Cash Flows, dictate the extent to which the Province is able to repay
funds during the year. Note 16 to the Province's financial statements
focuses on both long and short-term borrowing. It explains that the
Province was able to reduce borrowing by $101 million in 1995-96 despite
asurplus of only $51.1 million.

2.176  The components of this $101 million decrease in borrowing are
bank advances and short term borrowing (which increased by $40.3
million), long-term borrowing (which increased by $19 million) and
sinking fund investments (which increased by $160.3 million). Stated
another way, the decrease in borrowing is due to the growth in sinking
fund investments which exceeded and offset the growth in the long and
short-term borrowing of the Province in the year.

2.177  Inthe past year, provincial bonds were sold for periods ranging
from two to twenty years. Exhibit 2.19 summarizes the activity in the
funded debt for provincial purposes account during the last five years.

1996 1995 1994 1993 1992

Opening balance 6,288.8 5887.6 53585 47587 45747
Borrowed duting the year 6981 7080 6343 9491 6437
Debt redeemed (543.9)  (412.1) (2782) (427.6)  (473.6)

Adjustment for the
(135.2) 105.3 173.0 78.3 13.9

63078 62888 5887.6 53585 4758.7

change in exchange rates

Closing balance

2.178 Theincrease in total funded debt for provincial purposes during
the year is offset by the increase in investments of the sinking fund.
During the year ended 31 March 1996 debt increased by $19 million while
the compensating increase in the sinking fund investments was $160.3
million.

2.179  Exhibit 2.20 shows the relationship between funded debt for
provincial purposes and sinking fund investments for the last five years.
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Exposureto foreign currency
exchangerate fluctuations

Exhibit 2.21

Debt payable in foreign currencies
for the last five years

2.180 Debt repayable in foreign currenciesis denominated in US
dollars, Japanese yen and Swiss francs. Between 1 April 1995 and

31 March 1996 the Canadian dollar increased in value against all of these
currencies. The net result was a favourable adjustment of $135.2 million.
Thisgain will be recorded in the accounts of the Province asareductionin
expenditures over the remaining life of the related debt. The adjustment
for the change in exchange rates has reduced the amount of the provincial
debt thisyear. In contrast, the adjustment for change in exchange rates has
increased the amount of the provincial debt in each of the previous four
years.

2.181  Exhibit 2.21 summarizes the exposure of the Province to foreign
exchange rate fluctuations over the past five years.

1996 1995 1994 1993 1992

Debt payable in foreign
cutrencies 1,904.4 1,953.7 1,555.6 1,307.5 1,135.0

Less: Foreign issues with
fixed exchange rates 23.3

Less: Investment in foreign
currencies 242.0 117.7 85.5 56.0 222.1

1,662.4 1,836.0 1,470.1 1,251.5  889.6

Percentage of total debt 26.4% 29.2% 25.0% 23.4% 18.7%

2.182  Exhibit 2.22 demonstrates the change in the Province' s exposure
to foreign currencies, and the components of that exposure, for each of the
last five years.
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Exhibit 2.22

Changesin debt payablein foreign
currencies for the last five years
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2.183  Exhibit 2.21 shows that exposure to gains and losses due to
foreign currency exchange rate fluctuations at 31 March 1996 has
decreased by $173.6 million from 31 March 1995.

2.184 The Province has several alternatives to reduce the risk associated
with debt repayablein foreign currencies. Each of the following will act as
a hedge to fluctuations in foreign currencies:

purchasing assets denominated in foreign currencies for the Province's
sinking fund,;

entering into debt swap agreements (which in most cases allows
repayment of the debt in Canadian dollars); and

entering into forward contracts (which allow the Province to purchase
foreign currency at a stipulated price on a specified future date).

2.185 Note 10 of the financial statements of the Province discloses the
debt that is repayable under swap agreements. This debt is excluded from
the above exhibits except where the debt was payable in US dollars under
a swap agreement.

2.186 At 31 March 1996, the Province had one outstanding forward
contract which fixed exchange rates on an exposure of approximately
$8 million.

2.187  Exhibit 2.23 compares the total foreign currency borrowing of the
Province to the other Atlantic Provinces at 31 March 1995. (The two
preceding illustrations focused on net exposure after considering foreign
currency investments.) Thisisthe latest year for which all information is
available. The Province' s borrowing as at 31 March 1996 is also provided
in this exhibit for comparative purposes.
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Exhibit 2.23

Canadian and foreign currency

borrowing of Atlantic Provinces at

31 March 1995

Net debt at 31 March 1996
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2.188  Asnoted previously, net debt decreased by $51.1 million during
the 1995-96 year. The amount of net debt at 31 March 1996 stands at

$7,244 per person® living in New Brunswick or approximately $17,617
for each employed person? in New Brunswick. The average wage of a
New Brunswicker was $26,4933 during 1995-96.

2.189  Net debt as a percentage of gross domestic product (GDP) is
frequently used to measure a government’ s ability to sustain its debt. GDP
is a measure of the current market value of all goods and services
produced in the Province during a year. The market value used in the
calculation includes taxes (less subsidies) which make up part of the
market price. A decreasing ratio of net debt to GDP would indicate that
the Province’ s economy is growing at a greater rate than the debt. This
implies that the Provincial economy has more resources available with
which it can maintain its debt. The Province’s current net debt to GDP
ratio is approximately 34%.

2.190 The following exhibit shows the relationship between the
Province's net debt and its GDP for the last five years:

Population as at 31 March 1996 per N.B. Statistics Agency.

Employment figures based on annual average for fiscal 1996. Data supplied by N.B.
Statistics Agency.

3. Average wage figures based on annual average for fiscal 1996. Data supplied by N.B.
Statistics Agency.

N
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Exhibit 2.24

Provincial net debt and GDP for the
last five years

Eliminating the net debt
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2.191  The net debt to GDP ratio showed a modest decrease in 1995-96.
Our Office reported a net debt to GDP ratio of 35% in last year's Report.
Thisisthe second consecutive year that the ratio has decreased. This
indicates that growth in the provincial economy occurred at a rate greater
than the growth of the Province' s net debt.

2.192  All levels of government in Canada are trying to come to terms
with the problems raised by years of deficits. The Province of New
Brunswick is no exception.

2.193  The government would need surpluses of $276 million per year
for a period of twenty yearsto eliminate its existing net debt.

2.194  Asdiscussed elsewhere in this Report, the Province has met its
balanced budget | egislation by achieving an overall surplusin the ordinary
account over three years. However, balancing the ordinary account is only
part of the solution. On 13 April 1995, Royal Assent was granted to an
amendment to the balanced budget legislation. This amendment requires
the Province to ensure that total expenditure, including the capital
account, does not exceed total revenue during each four year period
subsequent to 31 March 1996.

2.195  Exhibit 2.25 summarizes the impact of the Province’s current
financial results from the perspective of aresident of the Province of New
Brunswick.
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Exhibit 2.25

Sjmmary of pI'OVi ncial financial Per person in N.B. Per employed person in N.B.

results 1996 1995 1996 1995
Borrowing Cost 781 849 1,899 2,077
Surplus (Deficit) 67 (90) 163 (221)
Net Debt 7,244 7,335 17,617 17,952

2.196  Wewill continue in our attempt to provide understandable
information on the Province's surpluses, deficits, borrowing and net debt
on a consistent basis in our annual Reports. This will help the reader to
understand the issues surrounding the management of the Province's
finances.
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