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Chapter 2 Comments on the Province' s Financial Position

Comments on the Province’s
Financial Position

Three Consecutive 2.1 The Province’s 31 March 2011 audited
. financial statements reported a deficit of
Years of Deficits $633.0 million and an increase in Net Debt for
the fiscal year of $1.0 billion. The Province
now has a Net Debt of $9.5 billion.

2.2 After four years of surpluses, the Province
has incurred three consecutive years of deficits.
To assist in financing these deficits, the
Province has incurred additional debt. This
trend is very concerning. Significant changes
are required to improve the financial health of
the Province.

Province of New Brunswick
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Annual Surpluses (deficits)

($ millions)

As restated

2011 2010 2009 2008 2007 2006 2005 2004
(633.0) (722.3) (175.9) 1121 2465 2411 2353 (182.0)

As originally
ortod (633.0) (737.9) (192.3) 86.7 236.8 2436 2422 (103.2)
2.3 The above table shows the surplus or deficit
for the past eight years. The preceding year’s
amounts have been restated as per Note 18 of
the Province’s 31 March 2011 financial
statements.
Rapid Growth in Net 2.4 Net Debt is one of the most important
Debt measures of the financial position of the
Province. The table below shows Net Debt for
the past eight years.
Province of New Brunswick
Net Debt
$10,000
$9,500 -
- $9,000 -
S 48500 -
= $8,000 -
E $7,500 -
— $7,000 -
I=a il
$6,000 L T T T T . T T T
2011 2010 2009 2008 2007 2006 2005 2004
Fiscal Year
Asrestated
Net Debt
($ millions)
2011 2010 2009 2008 2007 2006 2005 2004
As restated 9,4804 88,4714 75014 17,0582 6,680.4 6,809.2 6,918.6 7,052.4
As originally 9,480.4 8,353.0 7,387.8 6,942.9 65779 6,655.7 6,836.0 6,816.1
recorded

2.5 We would like to draw attention to the
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Comparison to Other
Similar Sized Provinces

following facts:

For the year ended 31 March 2011, Net Debt
increased by $1.0 billion to $9.5 billion.

Net Debt has increased $2.8 billion since 2007.

The 2011-2012 Main Estimates budgets for an
increase in Net Debt of $630.3 million for the
year ended 31 March 2012.

Based on 2011-2012 Main Estimates, Net Debt
of the Province could be in excess of $10.0
billion for the year ended 31 March 2012.

2.6  This significant increase in Net Debt

represents a very disturbing trend. An even
higher demand will exist on future revenue to
pay past expenses. Such rapid negative trends
are likely to impact the Province’s bond rating
which will ultimately result in more expensive
borrowing cost. As well, current increased
borrowing may constrain future borrowing
capacity and affect future provincial operations
and delivery of services.

2.7  Another way to assess the significance of the

2.8

size of the Province’s Net Debt is to compare it
to the Net Debt of provinces with similar
population sizes as New Brunswick in absolute
amount, per capita and as a percentage of GDP.
Comparable provinces include Nova Scotia,
Manitoba and Saskatchewan.

In the next three tables, Net Debt is taken
from:

the audited summary financial statements of
the individual provinces,

information about population is taken from
the Statistics Canada website, and

GDP figures are from the financial statement
discussion and analysis attached to the
individual provinces’ audited summary
financial statements.

Report of the Auditor General - 2011
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Net Debt
$14.000 Comparison to Provinces of Similar Size
$13,000
$12,000
$11,000
__$10,000 O Nova Scotia
E $9,000 H Manitoba
T 48,000 — New Brunswick
< $7,000 SEm— — m Saskatchewan
$6,000 —] —
$5,000 —] —
$4,000 e — |
$3,000
2011 2010 2009
Years
Net Debt
($ millions)
Province 2011 2010 2009
Saskatchewan 3,783 3,560 3,524
New Brunswick 9,480 8,471 7,501
Manitoba 12,837 11,810 11,480
Nova Scotia 12,827 13,045 12,318

2.9 For the year ended 31 March 2009, New
Brunswick’s Net Debt was 60.0% of Nova
Scotia’s Net Debt. By 31 March 2011 the
percentage reached 73.9%. For
31 March 2011, New Brunswick had the
highest percentage increase in Net Debt over
the previous year of the comparable provinces.
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$14,000
$13,000
$12,000
$11,000
$10,000

= $9,000
= $8,000
$7,000
$6,000
$5,000
$4,000
$3,000

Net Debt per Capita

Comparison to Provinces of Similar Size

O Nova Scotia
New Brunswick
B Manitoba

M Saskatchewan

2011 2010 2009

Fiscal Year

Net Debt per Capita
$)

Province 2011 2010 2009
Saskatchewan 3,576 3,410 3,424
Manitoba 10,265 9,567 9,416

New Brunswick 12,574 11,269 10,011

Nova Scotia 13,610 13,907 13,146

2.10  For the year ended 31 March 2009, New
Brunswick’s Net Debt per capita was 76.2% of
Nova Scotia’s Net Debt per capita. By
31 March 2011 the percentage reached 92.4%.
For 31 March 2011, New Brunswick had the
highest percentage increase in Net Debt per
capita over the previous year.
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Net Debt as a Percentage of GDP
Comparison to Provinces of Similar Size
40 —
35 ]
30
w= 25
§ 20 O Nova Scotia
& 15 New Brunswick
10 B Manitoba
5 W Saskatchewan
0 T
2011 2010 2009
Years
Net Debt as a Percentage of GDP
(percent)
Province 2011 2010 2009
Saskatchewan 6.2 6.2 5.4
Manitoba 24.0 23.2 225
New Brunswick 33.2 30.8 27.4
Nova Scotia 35.7 38.1 36.2
2.11 For the year ended 31 March 2009, New
Brunswick’s Net Debt as a percentage of GDP
was 75.7% of Nova Scotia’s; for the year ended
31 March 2011 it was 93.0%. For
31 March 2011, New Brunswick had the
highest percentage increase in Net Debt to GDP
over the previous year.
Net Debt Comparison 2.12  In summary, Net Debt comparisons of
Summary similarly populated provinces show New

Brunswick had the highest percentage increase
in Net Debt, Net Debt per capita and Net Debt
per GDP from fiscal 2010 to fiscal 2011.
Therefore, with respect to Net Debt, New
Brunswick’s declining fiscal situation is
outpacing that of comparable provinces.

14

Report of the Auditor General - 2011



Chapter 2

Comments on the Province' s Financial Position

Comments on the
Province’s Financial
Health

Assumptions Used

2.13  For the past number of years, we included

in our annual Report a historical trend analysis
of the Province’s financial condition by looking
at measures of sustainability, flexibility and
vulnerability.

2.14  Starting in 2009, the Province began

reporting some of these measures as part of the
section called Indicators of Financial Health
which is attached to the audited financial
statements. As we commented last year, we are
pleased to see the Province report this
information, and we are also pleased to see that
in Volume 1 of the 31 March 2011 Public
Accounts the Province expanded the historical
timeframe of information provided from seven
years to eight years.

2.15 In this section, we report on twelve

indicators of financial condition identified by
the Canadian Institution of Chartered
Accountants (CICA) in a Statement of
Recommended Practice (SORP). This analysis
is intended to give a broader view of the
financial health of the Province as the analysis
shows trends. The information augments the
audited financial statements which only reflect
the Province’s fiscal status at a point in time.

2.16 We have not audited some of the numbers

used in our indicator analysis; instead, we are
using numbers the Province restated as per
Note 18 of the Province’s financial statements.
The Province used these restated figures in its
Management Discussion and Analysis in
Volume 1 of Public Accounts. We have not
audited the annualized numbers we obtained
from the Province for the years 2004 to 2009.
For the 2010 and 2011 numbers, we audited the
numbers as part of our 2011 work.

2.17 In some of the tables that follow, we show

four years of comparative figures instead of
eight. For these cases, restated numbers for
prior years are not available because of changes
in accounting policies.

Report of the Auditor General - 2011
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Summary of the 2.18 In the following table, we summarize our
analysis of financial indicators. We show the
indicators for each element, the purpose of the
indicator, the short-term (two year) and long-
term (four or eight year) trend, as well as a
reference within this chapter of where we
discuss the indicator in more detail.

Province’s Financial
Condition
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Indicator Purpose SR Term Long-term Trend Page
Trend
Measures extent that
Assets-to- government finances Unfavourable 4 year Unfavourable 18
liabilities its operations by
issuing debt
Measures whether
Flnanglgl asset- | future revenues will Unfavourable 4 year Unfavourable 18
to-liabilities be needed to pay for
past transactions
total annual Unfavourable 8 year Mixed 19
revenue pay for past
transactions
> | Expense by Shows the trend of
= | function-to-total | government Neutral 4 year Neutral 20
g expenses spending over time
=
= Shows the
2 relationship between
@ | Net Debt-to- Net Debt and the Unfavourable 8 year Unfavourable 22
GDP Lo
activity in the
economy
Measures the sum of
the current and all
Accumulated prior year operating
deficit-to-GDP results relative to the Unfavourable 4 year Unfavourable 23
growth in the
economy
Shows the trend of
government
Total expenses- | spending over time
t0-GDP in relation to the Unfavourable 8 year Unfavourable 23
growth in the
economy
Measures extent that
Puicdent | f8 TS
charges-to- ability to meet Neutral 8 year Favourable 25
revenues current financial and
- service commitments
= Measures the
g Net book value estimated useful
@ | of capital lives of tangible
L | assets-to-cost capital assets Neutral 4 year Neutral 26
of capital assets | available to provide
products /services
Own-source Measures extent
revenues-to- income is taken out Neutral 8 year Neutral 27
GDP of the economy
Government | {0 oo
> | transfers-to- p Unfavourable 8 year Unfavourable 30
2 | total revenues another level of
% government
& Measures the
£ | Foreign government’s
S | currency debt- potential vulnerability Favourable 8 year Favourable 31
to-Net Debt to currency
fluctuations
Conclusion 2.19 The short and long-term trends show the financial

condition of the Province has worsened. Only two of

Report of the Auditor General - 2011
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Sustainability
Indicators

Assets-to-Liabilities

the twelve financial indicators show favourable results.
If the Province continues in this manner, the financial
health of the Province will continue to deteriorate. This
will have an impact on the Province’s ability to meet
its existing financial obligations both in respect of its
service commitments to the public and financial
commitments to creditors, employees and others. This
illustrates the immediate need for the Province to
develop a viable plan to improve the financial health of
the Province. The current path being followed by the
Province is not achieving greater financial success.
Interim 2011-12 projections indicate a worsening
trend. There are limited signs of the significant change
required to deliver improved fiscal health for the
Province.

2.20 Sustainability indicates whether the Province can

maintain programs and meet existing creditor
requirements without increasing the debt burden on the
economy.

2.21 The sustainability indicator assets-to-liabilities is

presented in the following table.

Financial Assets-
to-Liabilities

Comparison of Assets-to-Liabilities
Total Total assets/
vear | Total assets | . iiies | total liabilities Assets-to-Liabilities
ended (8 millions) $ millions ercent
( ) (percent) 85%
80%
2008 7,476.7 8,895.4 84.1 = °
g 75% e
(4 )
2009 7,705.9 9,428.2 81.7 a 70%
65%
2010 7,852.9 10,292.6 76.3 2008 2009 2010 2011
2011 8,595.5 11,557.7 74.4 Year
2.22  An assets-to-liability indicator below 100% indicates

a government has accumulated deficits and has been
financing its operations by issuing debt. For the past four
years, the Province’s rate was less than 100%. It has
declined in both the years ended 31 March 2010 and

31 March 2011. This trend is unfavourable.

2.23

Another sustainability indicator, financial assets-to-

18
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liabilities, is presented in the following table.

Comparison of Financial Assets-to-Liabilities

Total
Total . .
Year financial . T(.)t.gl financial ) ) iabiliti
liabilities | assets/ total Financial Assets-to-Liabilities
ended assets - R
5 ($ millions) liabilities
($ millions)
(percent) 20%
2008 1,837.2 8,895.4 20.7 c
3 15%
[
2009 1,926.8 9,428.2 20.4 o
10%
2010 1,821.2 10,292.6 17.7 2008 2009 2010 2011
Year
2011 2,077.3 11,557.7 18.0
2.24 When liabilities exceed financial assets the

Net Debt-to-Total
Annual Revenue

government is in a Net Debt position, and the
implication is that future surpluses will be required to
pay for past transactions and events. The Province’s
percentage declined significantly in the year ended

31 March 2010 because of the large increase in Net
Debt incurred in that year. The percentage did show a
slight improvement in 2011. The overall trend,
however, is unfavourable.

2.25 Net Debt-to-total annual revenue is another
indicator of sustainability and is presented in the
following table.

Report of the Auditor General - 2011
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Comparison of Net Debt-to-Total Annual Revenue
Year Net- D-ebt I’e-l\-/(;t:lLE toi\fljtreDve:r:{Je
ended | ($millions) ($ millions) (percent) Net Debt-to-Total Annual
2004 7,052.4 5,487.0 1285 Revenue
140%
2005 6,918.6 6,019.0 114.9
2006 6,809.2 6,362.9 107.0 L 120%
[
()]
2007 6,680.4 6,689.1 99.9 S 100%
a
2008 7,058.2 7,021.8 100.5
80%
2009 7,501.4 7,166.1 104.7
04 05 06 07 08 09 10 11
2010 8,471.4 7,047.9 120.2
Year
2011 9,480.4 7,496.7 126.5
2.26 Net Debt provides a measure of the future revenue
required to pay for past transactions and events. A Net
Debt-to-total revenue percentage that is increasing
indicates that the Province will need more time to
eliminate the Net Debt. During the past two years the
Province’s percentage has increased significantly;
however, it is still less than the 128.5% in 2004. If the
Province continues in the same manner, the
improvements made over the last eight years will be
lost. The short-term trend of this indicator is
unfavourable, however, we have assessed the long-
term trend as mixed.
Expense by

Function-to-Total

Expenses

2.27 The following table presents expense by function-

to-total expenses.

20
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Comparison of Expense by Function-to-Total Expenses
2011 2010 2009 2008
($ millions) (percent) ($ millions) | (percent) | ($millions) | (percent) ($ millions) (percent)
Labour and 141.7 1.7 1415 1.8 124.4 1.7 119.1 1.7
Employment
Resources 215.1 2.7 205.8 2.7 204.2 2.8 203.3 2.9
Protection
Services 250.6 3.1 209.5 2.7 223.8 3.1 187.5 2.7
Economic
Development 328.4 4.0 343.7 4.4 286.3 3.9 226.8 3.3
Transportation 402.7 5.0 381.4 4.9 380.7 5.2 364.0 5.3
Central
Government 725.5 8.9 677.7 8.7 671.7 9.1 609.4 8.8
Service of the
Public Debt 642.6 7.9 616.6 7.9 602.5 8.2 576.9 8.4
Social 1,080.8 13.3 984.4 12.7 947.7 12.9 916.5 13.3
Development
Educationand | gqp 4 20.4 1,621.7 209 | 11,4520 19.8 1,430.9 20.7
Training
Health 2,687.2 33.0 2,587.9 33.3 2,448.7 33.3 2,275.3 329
Total 8,129.7 100.0 7,770.2 100.0 7,342.0 100.0 6,909.7 100.0
Expense by Function-to-Total Expenses
50%
45%
40%
35%
30% m 2008
-l
5 w2009
g 25% 2010
)
a 2011
20%
15%
10%
5%
0%
&
(\6
>
&
&
Function

2.28 Itis not easy to identify any significant trends from
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Net Debt-to-GDP

four years of data when comparing expenses by
function-to-total expenses. It is important to remember,
however, that the years ended 31 March 2009,

31 March 2010 and 31 March 2011 reported deficits.
This means that while individual expense trends may
have remained steady, this was achieved by incurring a
total level of expenses that was in excess of revenue
generated in those years. We have assessed this
indicator as neutral.

2.29 The sustainability indicator, Net Debt-to-GDP is

presented in the following table. The Province also
reports this indicator in Volume 1 of the Public
Accounts.

Comparison of Net Debt-to-GDP
Year Net Debt GDP Net Debt/ GDP
ended ($ millions) ($ millions) (percent)
Net Debt-to-GDP

2004 7,052.4 22,366 31.5 40%
2005 6,918.6 23,672 29.2 30%
2006 6,809.2 24,716 27.5 -

S 20%
2007 6,680.4 25,847 25.8 e

a
2008 7,058.2 27,044 26.1 10%
2009 7,501.4 27,376 27.4 0%
2010 8,471.4 27,497 30.8 04 05 06 07 08 09 10 11
2011 9,480.4 28,597 33.2 Year

2.30 This indicator compares the Province’s Net Debt,

the difference between its liabilities and its financial
assets, to its GDP. This ratio declined from

31 March 2004 to 31 March 2007 indicating that over
that time period the level of the Province’s debt
became less onerous on the economy. The ratio has
increased each of the past four years because the rate
of growth of Net Debt has exceeded the rate of growth
in GDP over that time period. This ratio’s current
growth trajectory is concerning as the ratio of Net
Debt-to-GDP is greater than the level of the ratio for
the year ended 31 March 2004. This means the Net
Debt of the Province is increasing faster than the
growth in the economy thus becoming more of a
burden on the economy. We have assessed the long-

22
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term trend for the Net Debt to GDP indicator as
unfavourable as the percentage has been steadily
increasing over the last five years and now exceeds the
percentage reported in 2004.

Accumulated 2.31 In the next table, we present the sustainability
Deficit-to-GDP indicator accumulated deficit-to-GDP.

Comparison of Accumulated Deficit-to-GDP

Year Accumulated GDP Accumulated .
ended deficit (s millions) deficit/GDP Accumulated Deficit-to-
($ millions) (percent) GDP

15%
2008 1,418.7 27,044 5.2
§ 10% >
2009 1,722.3 27,376 6.3 o
a
5% +—
2010 2,439.7 27,497 8.9
0%
2008 2009 2010 2011
2011 2,962.2 28,597 10.4
Year

2.32  The accumulated deficit is the extent to which
annual revenues have been insufficient to cover the
annual costs of providing services. The information
above shows that the accumulated deficit is increasing
faster than the growth of the economy. This represents
an unfavourable trend as spending rates are increasing
faster than the economy is expanding.

Total Expenses-to-

GDP 2.33  The following table presents the total expenses-to-

GDP indicator.
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Comparison of Total Expenses-to-GDP

Year Total GDP Total
ended éﬁgﬁﬂ:ﬁ; ($ millions) eXp(igffesn/gDP
2004 | 5,669.0 22,366 25.4
2005 | 5,783.7 23,672 24.5
2006 | 6,121.8 24,716 24.8
2007 | 6,442.6 25,847 24.9
2008 | 6,909.7 27,044 25.6
2009 | 7,342.0 27,376 26.8
2010 | 7,770.2 27,497 28.3
2011 | 8,129.7 28,597 28.4

Percent

30%

25%

20%

15%

Total Expenses-to-GDP

04 05 06 07 08 09 10 11

Year

Summary of
Sustainability
Indicators

2.34 This indicates that after five years of holding

government expenses to about 25% of GDP, the past
three years have seen the ratio increase. This represents
an unfavourable trend as expenses are growing faster
than the economy is expanding.

2.35 This year, we have reported on the two-year trend

for seven sustainability indicators.

Two-year Trend for Sustainability Indicators

Sustainability indicator

Two-year trend

Assets-to-liabilities

Unfavourable

Financial assets-to-liabilities

Unfavourable

Net Debt-to-total annual revenue

Unfavourable

Expense by function-to-total expenses

Neutral

Net Debt-to-GDP

Unfavourable

Accumulated deficit-to-GDP

Unfavourable

Total expenses-to-GDP

Unfavourable

2.36

We can also assess long-term trends for the

sustainability indicators. We have reported the long-
term trend over eight years, and four years where prior
year comparative numbers are not available.

24
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Long-term Trend for Sustainability Indicators

Sustainability indicator Long-term trend

Assets-to-liabilities

Unfavourable

Financial assets-to-liabilities Unfavourable
Net Debt-to-total annual revenue Mixed
Expense by function-to-total expenses Neutral

Net Debt-to-GDP

Unfavourable

Accumulated deficit-to-GDP Unfavourable

Total expenses-to-GDP Unfavourable

2.37 In summary, our overall assessment of the

sustainability indicators is unfavourable. This negative
trend should be of concern to New Brunswickers.

Flexibility 2.38 Flexibility is the degree to which the government

Indicators

can change its debt or tax burden on the economy to
maintain programs and meet existing creditor
requirements.

2.39  One of the most publicized factors which affects

Public Debt
Charges-to-
Revenues

the flexibility of governments is the cost of servicing
the public debt. This is considered to be an indicator of
flexibility, since the Province’s first payment
commitment is to service its debt, leaving no flexibility
in the timing of these payments.

2.40 The cost of servicing the public debt is comprised

mainly 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, and the amortization of
discounts and premiums which were incurred on the
issuance of provincial debt. It does not include
principal repayments on the funded debt of the
Province.

2.41 In the following table, we present the public debt

charges-to-revenues. The Province also reports this
indicator in Volume 1 of the Public Accounts.

Report of the Auditor General - 2011
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Comparison of the Public Debt Charges-to-Revenues
Cost of Cost .Of
servicing R servtlj_mg
Y : .
ended | Public | STIEE | R Public Debt Charges-to-Revenues
debt
($ millions) revenue 12%
(percent)
10% <
2004 582.9 5,487.0 10.6
. 8% s
2005 580.9 6,019.0 9.7 S 6%
g (]
2006 591.4 6,362.9 9.3 & 4%
2007 559.4 6,689.1 8.4 2%
0,
2008 576.9 7,021.8 8.2 0%
04 05 06 07 08 09 10 11
2009 602.5 7,166.1 8.4
Year
2010 616.6 7,047.9 8.7
2011 642.6 7,496.7 8.6
2.42  This table shows that the cost of servicing the
public debt as a percentage of the Province’s total
revenues is significantly lower in the year ended
31 March 2011 than it was in the year ended
31 March 2004. This means that the Province is
spending less of its current year revenue to cover debt
charges resulting in more current year revenue
available to cover services to the public. For the past
two years, the ratio has remained relatively stable thus
we are assessing the short-term trend as neutral. We
are assessing the long-term trend as favourable as the
current year’s ratio is less than the ratio in 2004.
Although we are assessing this indicator as favourable,
caution is needed when looking at this indicator. The
cost of servicing the Province’s debt is increasing in a
time when interest rates have declined and the
Province’s debt is increasing significantly.
Net Book Value of 2.43 We present the net book value of capital assets-to-

Capital Assets-to-
Cost of Capital
Assets

cost of capital assets in the following table.

26
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Comparison of Net Book Value of Capital Assets-to-Cost of Capital Assets
. Net book
e, | Nale | Sepieost | valuescapa
($ millions) cost (percent) Net Book Value-to-Cost of
Capital Assets
2008 6,261.9 9,947.8 62.9
60% —
€
2009 6,429.5 10,387.7 61.9 S 40%
&
20% : : : —
2010 6,706.0 10,959.3 61.2
2008 2009 2010 2011
Year
2011 7,241.7 11,733.2 61.7
2.44 This data indicates that the Province’s inventory of
capital assets as at 31 March 2011 has 61.7% of its
average useful life remaining. This roughly means that
on average any Provincial assets that were originally
expected to be useable for ten years still had just over
six years of remaining useful life at 31 March 2011,
and assets with original useful lives of twenty years
were still considered useable for just over twelve years
on average. As the ratios have remained relatively the
same over the past four years, we are assessing the
short-term trend as neutral.
Own Source 2.45 We present own source revenues-to-GDP in the

Revenues-to-GDP

following table. The Province also reports this
indicator in Volume 1 of the Public Accounts.
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Comparison of Own Source Revenues-to-GDP
Own
Year | O eS| oD | e
ended | & illions) | ($millions) GDP Own Source Revenues-to-GDP
(percent) 17%
2004 3,569.1 22,366 16.0
15%
2005 3,664.2 23,672 15.5 e
S 13%
2006 3,970.0 24,716 16.1 s
11%
2007 4,201.7 25,847 16.3 ?
9%
2008 4,444.1 27,044 16.4
04 05 06 07 08 09 10 11
2009 4,439.4 27,376 16.2
Y
2010 4,146.9 27,497 151 ear
2011 4,577.4 28,597 16.0

2.46 The own source revenues-to-GDP indicator

measures the extent to which the Province is raising its
revenue through extracting it from the provincial
economy. If the ratio increases, more of the Province’s
revenue is generated from the provincial economy. For
example, an increase in this ratio could result if the
Province increased taxes. If the ratio decreases, less of
the Province’s revenue is generated from the provincial
economy. A decreasing ratio increases the Province’s
ability to raise taxes. Thus, making the Province more
flexible in how it can generate revenue.

2.47 Generally, this ratio has stayed the same over the

long-term. There was a decrease in the year 2010
mostly as a result of a large loss by the New
Brunswick Electric Finance Corporation (EFC), so the
reduction in own source revenue was not as a result of
lower fees or taxes.

2.48 1In 2011, own source revenue increased as a result

of the EFC having a surplus of $10.8 million resulting
in an increase in own source revenue of approximately
$223 million. The prior year loss was largely due to
the write down of the Dalhousie Generating Station.
Also, taxes increased by $141 million, the majority of
which results from an increase in HST revenue of
$120.8 million. We have assessed both the long-term
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and short-term trend as neutral.

2.49 A note of caution should be taken when looking at

this indicator for the last three years. The Province
incurred deficits which means it did not generate
enough revenue in any of those years to finance its
expenses.

2.50 This year, we have reported on the two-year trend

for three flexibility indicators from the SORP.

Two-year Trend for Flexibility Indicators

Flexibility indicator

Two-year trend

Public debt charges-to-revenues

Neutral

Net book value of capital assets-to-cost of
capital assets

Neutral

Own source revenues-to-GDP

Neutral

2.51 We can also assess long-term trends for three of the

indicators.

Long-term Trend for Flexibility Indicators

Flexibility indicator

Long-term trend

Public debt charges-to-revenues

Favourable

Net book value of capital assets-to-cost of
capital assets

Neutral

Own source revenues-to-GDP

Neutral

Vulnerability

Indicators

2.52 The cost of servicing the public debt as a

percentage of revenues is lower than it was in the year
ended 31 March 2004, resulting in a favourable long-
term trend, while own source revenue as a percentage
of GDP was higher in the year ended 31 March 2011
than in the year ended 31 March 2010. The increase in
the percentage was because of the return to an annual
surplus position for the New Brunswick Electric
Finance Corporation (EFC) from a deficit in 2010 and
the increase in taxation revenue in 2011. Therefore, we
have judged the long-term trend to be neutral.

2.53  Vulnerability is the degree to which a government

is dependent on sources of funding outside its control
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or influence.

2.54 By comparing the proportion of total revenue that
comes from the federal government to the total
revenue of the Province, we get a measure of the
degree to which the Province is dependent on the
federal government. If that dependence increases, the
Province is more vulnerable to funding decisions made
by the federal government. This indicator highlights
the degree to which one indicator can be impacted by
another indicator. For example, if the Province were in
a position to reduce its dependence on the federal
government by generating more own source revenue,
the Province’s vulnerability position might improve,
but its sustainability position might become worse.

2.55 The following table presents the comparison of
government transfers-to-total revenues. The Province
also reports this indicator in Volume 1 of the Public
Accounts.

Comparison of Government Transfers-to-Total Revenues

Year
ended

Federal
government
transfer
revenue
($ millions)

Total
revenue
($ millions)

Federal
govern ment
transfer
revenue/ Government Transfers-to-Total

total Revenues
revenue 45%
(percent)

2004

1,917.9

5,487.0

35.0 40% -

2005

2,354.8

6,019.0

€ 35%
39.1 g ="

r

2006

2,392.9

6,362.9

2 30%

2007

2,487.4

6,689.1

37.6 e
25%

20%

37.2

2008

2,577.7

7,021.8

36.7 04 05 06 07 08 09 10 11

2009

2,726.7

7,166.1

38.0
Year

2010

2,901.0

7,047.9

41.2

2011

2,919.3

7,496.7

38.9

2.56 The above table shows that the Province’s reliance
on government transfers has been steadily increasing
over the years. The decrease in 2011 from the prior
year was mostly the result of the decrease in total
revenue in 2010 from the EFC loss and should not be
factored into the analysis of this indicator. For the

30

Report of the Auditor General - 2011




Chapter 2

Comments on the Province' s Financial Position

Foreign Currency
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2011 year, revenues increased because of the surplus
of $10.8 million in EFC, compared to a loss of
$212.2 million in the prior year, as well as an increase
of $120.8 million in HST revenue. Thus we are
assessing both the long-term and short-term trend as
unfavourable.

2.57 The foreign currency debt-to-Net Debt indicator

measures the Province’s potential vulnerability to
currency fluctuations and is presented below.

Comparison of Foreign Currency Debt-to-Net Debt

. Foreign
Foreign C:ﬁ?i'.?f currency Foreign Currency Debt-to-
Year currency Net Debt debt/ Ne); debt/ Net
ended |  debt | (millions) Debt after 30% Net Debt
($ millions) ( eDril()e:]t) hedge 25;
P (percent) °
T 20%
2004 1,088.9 7,052.4 15.4 8.7 3]
;d) 15%
2005 7175 6,918.6 10.4 4.1 o 10% N
2006 512.9 6,809.2 7.5 4.2 % = =
0% — = — H
2007 403.5 6,680.4 6.0 4.0
04 05 06 07 08 09 10 11
2008 937.0 7,058.2 13.3 0.7 Year
2009 1,304.8 7,501.4 17.4 0.8 .
Foreign Currency Debt/Net
2010 1,255.8 8,471.4 14.8 0.8 Debt
2011 1,247.3 9,480.4 13.2 0.6

2.58 The above information shows that the Province’s

foreign currency debt has increased over the years. The

risk of exposure to foreign currency fluctuations,
however, is offset by the Province’s hedging strategy.
The Province uses several alternatives to reduce
(hedge) risk associated with debt repayable in foreign
currencies:

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

entering into debt swap agreements which allows
repayment of the debt in Canadian dollars; and
entering into forward contracts (which allows the
Province to purchase foreign currency at a stipulated
price on a specified future date).

2.59 From the table above, we can see the risk of

exposure to foreign currency fluctuations is very low at
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less than 1% for the last three years. Because of the
effectiveness of the Province’s hedging strategy, we
assess this indicator as favourable.

2.60 We are able to assess the short-term two-year trend
for both indicators:

Two-year Trend for Vulnerability Indicators

Vulnerability indicator Two-year trend

Government transfers-to-total revenues

Unfavourable

Foreign currency debt-to-Net Debt

Favourable

2.61 We can also assess long-term trends for the two
indicators.

Long-term Trend for Vulnerability Indicators

Vulnerability indicator Long-term trend

Government transfers-to-total revenues

Unfavourable

Foreign currency debt-to-Net Debt

Favourable

Comments on
Components of
the Province’s
Financial
Statements

Deficit

2.62 In summary, the Province’s vulnerability exposure
is mixed. Over the last few years the Province’s
reliance on federal revenue has increased. The
Province is doing a good job, however, at limiting its
exposure to fluctuations in foreign currency.

2.63 In this section, we discuss significant trends we
have observed in the Province’s financial statements.
We have highlighted these trends to raise public
awareness and to provide legislators with an
independent assessment of the areas we believe should
be a focus for the government.

2.64 For the year ended 31 March 2011, the Province
reported a deficit of $633.0 million. This is a decrease
of $89.3 million from the $722.3 million deficit
reported for the year ended 31 March 2010.

2.65 The following table shows, at a high level, the
reasons for the change in the deficit from
31 March 2010 to 31 March 2011.
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Analysis of Deficit Decrease
(millions)
2010 Deficit $722.3
Increase in provincial source revenue (430.5)
Increase in federal source revenue (18.3)
Increase in expense 359.5
2011 Deficit $633.0

Expenses

2.66 Increases in provincial source revenue are mainly
attributable to an increase in Harmonized Sales Tax of
$120.8 million and an increase in earnings of New
Brunswick Electric Finance Corporation (EFC) of
$223.0 million.

2.67 The largest increases in expenses are in Health of
$99.3 million and in Social Development of $96.4
million.

2.68 The results for the year and major variance analysis
contained in Volume 1 of the Public Accounts explain
the reasons for the variances:

e Harmonized Sales Tax revenue is higher mainly due to
the strengthened economy.

¢ Investment income is higher because the EFC reported
a positive net income of $10.8 million in 2011, after
recording a loss of $212.2 million in 2010, due
primarily to NB Power’s write-down of the Dalhousie
Generating Station.

e Health expenses were higher due to increased expenses
under the Medicare and Prescription Drug programs, as
well as increased expenses in the Regional Health
Authorities associated with wages, energy costs,
medical supplies and drugs.

e Social Development expenses were higher due to
increases in Nursing Home Services, Long Term Care,
Social Assistance, and Housing Services.

2.69 The following table shows the one year growth rate
for the past three years.
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Growth of Expenses by Function
(percent)

puerage . 2011 2010 2009

growth Function growth growth  growth
rate rate rate rate
5.0 Education and training 2.1 11.7 15
5.7 Health 3.8 5.7 7.6
5.7 Social development 9.8 3.9 3.4
10.2 Protection services 19.6 (6.4) 194
131 Economic development (4.5) 20.0 26.2
6.0 Labour and employment 0.1 13.7 4.5
1.9 Resources 4.5 0.8 0.4
34 Transportation 5.6 0.2 4.6
6.0 Central government 7.1 0.9 10.2
3.7 Service of the public debt 4.2 2.3 4.4
5.6 Total 4.6 5.8 6.3

2.70 This table shows that the Province’s expenses have
been growing at a significant rate over the past three
years. The annualized growth rate for 2011 was 5.6%.
This increase in expense growth is concerning given
the Province’s budget reduction initiative that was in
place for the 2010-2011 fiscal year. From the table
above, we can see expenses increased from prior year
in nine of ten function areas.

2.71  We noted the growth rate has slowed down over
the past two years in health, the largest expense
function area. This trend is encouraging as health
accounts for 33% of total expenses. We also noted a
large decrease in the growth rate in education and
training. This decrease is deceiving as the
31 March 2010 expenses were higher than usual due to
grant payments to the Maritime Provinces’ Higher
Education Commission.

2.72 We noted a number of expense function areas had
growth increases from prior years. The large growth
rate of 19.6% in protection services was a result of
increased expenses associated with the December 2010
flood and storm surges, as well as an increase in the
provision for losses expense. We noted that the growth
rate of 9.8% in social development was caused by
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increased expenses in the areas of long term care,
social assistance, nursing home services and housing
services. This trend could continue given the aging
population of New Brunswickers.

2.73  Another concerning growth rate increase is for the
service of the public debt. This growth rate for 2011

was 4.2% with an annual average growth rate of 3.7%.

These costs will continue to increase if the Province’s
Net Debt continues to increase.

2.74 Our focus on receivables, advances, loans, and
allowances go hand in hand. There are significant
amounts of money owed to the Province by taxpayers,
businesses, and the federal government. As shown in
the table below at 31 March 2011, over $1.5 billion

was owed to the Province, gross of allowances that had

been set up for receivables, advances, and loans.
There was an additional $1.1 billion in taxes

receivable.
Amounts Owed to the Province
($ millions)
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
Accounts
;Cde"’ab'e 690.0 733.0 6227 607.7 522.8 590.5 543.0 476.3 439.3 382.8
advances
Loans 858.5 822.4 736.8 626.0 560.6 5129 262.7 255.6 292.3 291.2
Total A/R,
advances, 15485 11,5554 11,3595 1,233.7 1,083.4 1,103.4 805.7 7319 731.6 674.0
loans
Taxes
- 1,1446 1,112.0 1,122.9 954.2 1,046.6 5549 488.9 553.2 507.0 471.9
Receivable

Receivables and

Advances

2.75 We continue to believe the management of the
amounts owed to the Province is critical to reducing
interest costs. Assuming an interest rate of 5%, we
calculate interest cost associated with the balances of
receivables, advances and loans to be approximately
$77.0 million annually.

2.76  Through the following analysis, we note there
have been decreases in both the amounts owed to the

Province and the related allowances. This was mostly

due to the authorization by the Board of Management
to delete the assets of the Province that were no
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longer considered collectible.

2.77 The following table provides details of the
Province’s receivables and advances:

Receivables and Advances
($ millions)

2011 2010 2009 2008 2007 2006 2005 2004

Total accounts receivable
and advances before
allowance for doubtful
accounts

690.0 733.0 622.7 607.7 522.8 526.4 543.0 476.3

Less receivables from the

federal government (216.7)  (204.5) (182.0) (205.0) (169.7) (164.0) (141.6) (132.3)

Less advances of grants (10.7) (37.6) (13.0) (12.7) (21.9) (51.5) (55.2) -

Subtotal 462.6 490.9 427.7  390.0 331.2 375.0 346.2  344.0

Allowance for doubtful (250.2) (306.0) (244.0) (201.3) (155.7) (140.7) (132.9) (118.5)

accounts
Allowance percentage 54.0% 623% 57.0% 51.6% 47.0% 37.5% 38.4% 34.4%

2.78 The total amount of accounts receivables and
advances at 31 March 2011 was $690.0 million, a
decrease of 5.9% over the amount owing at the end
of the previous year.

2.79 The amount receivable from the federal
government increased by $12.2 million during the
year ended 31 March 2011. Details of the amounts
due from the federal government are found in the
following table.

Receivables from the Federal Government
($ millions)

2011 2010 2009 2008 2007 2006
Central
Government 76.4 50.4 69.1 45.2 46.4 39.9
Services
[E)‘;‘\’/re‘forg'ncqem 69.8 45.1 32.8 21.9 26.1 19.8
Education 24.6 28.7 49.5 63.8 47.2 49.9
HST Rebate 22.7 24.4 12.6 14.2 16.1 17.3
Transportation 135 46.0 6.6 16.6 22.8 25.7
Health 0.5 0.7 1.3 315 1.2 45
Other 9.2 9.2 10.1 11.8 9.9 6.9
Total 216.7 204.5 182.0 205.0 169.7 164.0
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2.80 One of the larger components of the receivable

from the federal government is for Economic
Development. The amount owing for Economic
Development increased by $24.7 million to $69.8
million at 31 March 2011. This receivable relates to
federal-provincial cost shared agreements. Most of
these agreements require the Province to submit a
claim to the federal government for reimbursement of
expenses. The collectability of the amounts due from
the federal government should not be in question;
however, this receivable still needs to be managed to
ensure timely collection. It is imperative that the
Province prepare and submit claims on a timely basis
so that the Province is not bearing the interest costs
with the outstanding amounts.

Loans 2.81 The following table provides details of the

Province’s loans receivable.
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Loans Receivable

Development
Act

($ millions)
2011 2010 2009 2008 2007 2006 _ 2005 2004 2003 _ 2002
Loans to 4151 3910 369.2 3364 2960 2583 0.2 0.2 0.2 0.2
students
Economic

314.3 303.6 246.3 169.8 146.0 1355 135.8 1241 155.7 144.0

New
Brunswick
Housing Act

33.8 35.9 35.5 34.0 34.8 34.5 33.6 32.7 31.8 30.9

Energy
efficiency
upgrade
loans

14.3 111 7.3 3.6 2.3 0.2 - - - -

Fisheries
Development
Act

29.4 35.2 36.4 40.1 39.2 40.1 42.6 48.8 54.4 56.9

Agricultural

Development 9.8 11.2 5.4 4.4 4.2 18.1 21.3 21.7 20.3 18.1

Act

iftaéilrg&o" 7.6 6.6 6.6 45 45 1.0 1.0 - - -

"mouan';;:)%mies 16 3.4 5.4 73 9.2 1.0 16 16 1.9 17

Fundy Trail

Endowment 35 3.3 3.1 2.9 2.8 2.6 4.0 3.8 3.6 3.2

Fund

jﬁjjgsgztr'jgﬁfs 9.4 95 95 95 95 95 95 95 95 95

L'Office de

Stabilisation 4.0 41 41 4.0 ) ) ) ) ) )

La Fondation

du quotidien 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0

francophone

Egl):j/::;?lud 7.6 2.6 2.9 4.1 6.2 6.0 6.5 6.7 8.1 8.5

Other loans 4.1 0.9 1.1 1.4 1.9 2.1 2.6 2.5 2.8 3.1

Subtotal 8585 8224 7368 6260 560.6 5129 2627 2556 2923  280.1

Allowance for

%%”nbstf“' (269.1) (313.3) (297.9) (229.3) (207.2) (192.9) (142.6) (129.3) (143.9) (133.7)

receivable

Total 589.4  509.1 4389 3967 3534 320.0 120.1 1263 1484 146.4
(percent)

Percentage

I‘z)fadnosumf”' 31.3 380 404 366 370 376 541 506 492 477

receivable

2.82 The increase in loan balances is concerning.
Since 31 March 2006, the year the Province added
student loans to its loan portfolio, total loans have
increased over 67%, an average increase of over 13%
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per year.

Allowances 2.83 The following table accumulates all of the
different allowances for losses to provide a
comprehensive picture.

Allowances
($ millions)
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
Allowance for losses 165.3 955 101.8 103.1 958 84.0 67.1 758 50.2 447

Allowance for doubtful

. 269.1 313.3 297.9 229.3 207.2 1929 1426 129.3 1439 1337
loans receivable

Allowance for doubtful
taxes receivable

Allowance for doubtful

43.8 61.8 565 551 770 854 969 866 895 895

receivables and 250.2 306.0 244.0 201.3 155.7 140.7 1329 1185 113.3 97.7
advances
Total 728.4 776.6 700.2 588.8 535.7 503.0 4395 410.2 396.9 365.6

2.84 The total of all of the Province’s allowances
continues to be concerning. The balance decreased at
31 March 2011, after the Board of Management’s
authorization to write-off uncollectible accounts of
$155.1 million.

2.85 The following table analyzes the total allowance
for the past four years.

Allowance Summary
($ millions)
2011 2010 2009 2008
Opening balance 776.6 700.2 588.7 535.7
New allowance 109.6 103.8 108.3 59.0
Write offs (155.1) (16.3) (7.5) (5.6)
Adjustment 2.7 (11.1) 10.7 (0.4)
Closing balance 728.4 776.6 700.2 588.7

2.86 We are pleased collectability of provincial
receivables is being reviewed with required allowances
and write offs assessed. We hope this process
continues annually. However, it is troubling to see
$155.1 million written off as unrecoverable. We
understand this amount is generated from several years
of not writing off old amounts previously allowed for.
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Overall, it is concerning that this magnitude of write
off is required, especially when the Province is
experiencing financial difficulty.

NB Electric 2.87 The Province’s financial statements include the
Finance results of many Crown Agencies. One of the largest
Corporation and most complex is the NB Power group of

companies (NB Power). These companies are included
in the Province’s financial statements through the New
Brunswick Electric Finance Corporation (EFC). This
company was set up to hold the debt of NB Power and
to some degree controls the strategic long-term
operations of NB Power. The accounting for these
companies in the Province’s financial statements is
based on the principle that EFC will be able to receive
sufficient income from the NB Power group to repay
the debt taken on by the EFC. We have decided to
provide an analysis of the operating results of the EFC
and NB Power group due to the complexity of the
underlying accounting issues and because these
entities’ financial results can have a significant impact
on the Province.

2.88 The New Brunswick Electric Finance Corporation
(EFC) began operations in the fiscal 2005 year. Since
it began, the EFC has shown a total income of $95.6
million. The only year where a loss was recorded was
2010, which was the result primarily of the write down
of the Dalhousie Generating Station. The EFC’s results
for the past seven years are provided in the following

table:
NB Electric Finance Corporation Net Earnings (loss)
($ millions)
2011 2010 2009 2008 2007 2006 2005
EFC 10.8 (212.2) 344 104.5 18.7 131.5 7.8

2.89 The EFC’s only source of income and cash
generation is from the NB Power group of companies.
The EFC is also responsible for the debt of NB Power
and is dependent on income and cash flows from NB
Power to pay down this debt. It is difficult to analyse
the results of NB Power’s operations because of:

e continued recognition of regulatory assets for certain
normal period costs and replacement power costs
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associated with the refurbishment of the Point
Lepreau Generating Station, and for the benefits from
the lawsuit settlement with Petroleos de Venezuela
S.A. (PDVSA); and

mark-to-market accounting for the PDVSA long-term
receivable which the notes to the combined financial
statements of NB Power describe as temporary and
which will reverse when all the related fuel shipments
have been received.

2.90 The following table provides information about NB

Power’s earnings for the past five years. The effects of
rate regulated accounting, mark-to-market adjustments
for the long-term receivable and payments to the EFC
(payments in lieu of tax) are factored out to try to give
as clear a year-to-year comparison of net earnings as
possible.

NB Power
($ millions)

2011 2010 2009 2008 2007

Net earnings (loss) per financial statements 67 (117) 70 89 21

Net earnings (loss) before special payments in lieu of income

taxes

99  (170) 104 138 29

Net earnings (loss) before special payments in lieu of income
taxes adjusted to remove the effects of regulatory accounting

(117)  (317) (282) 211 29

Net earnings (loss) before special payments in lieu of income
taxes adjusted to remove the effects of regulatory accounting
and the effects of temporary mark-to-market adjustments on (95) (366) (137) 118 29

long term receivable

Net earnings (loss) before special payments in lieu of income

taxes adjusted to remove the effects of regulatory accounting,

the effects of temporary mark-to-market adjustments on long (95) (205) (137) 118 29
term receivable, and the write down on the Dalhousie

Generating Station

291 NB Power’s net earnings per financial statements

show surpluses in the years ended 31 March 2007
through 2009 and again in 2011. If one removes the
write down of the Dalhousie Generating Station of
$161 million, the net earnings for the year ended

31 March 2010 would also be positive. The adjusted
earnings figure at the bottom of the preceding table
reflects less favourable results from 2009 to present,
which is what would be expected with the extra costs
incurred during the refurbishment shut down of the
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Point Lepreau Generating Station. The year ended

31 March 2007 provides a good base year comparison
because the Point Lepreau Generating Station was
operational, there was no long term receivable to mark-
to-market, and NB Power was not recording regulatory
assets.

2.92  The next table shows the reasons why NB Power’s

adjusted earnings have changed over the past three
years.

Year over Year Increase (Decrease) in Earnings

NB Power

($ millions)

adjustments on long term receivabl

More (less) transmission revenue

More (less) miscellaneous revenue

(More) less expense for operations
administration

Net earnings (loss) before special payments in lieu of income
taxes adjusted to remove the effects of regulatory
accounting, the effects of temporary mark-to-market (205) (137) 118 29

the Dalhousie Generating Station —in 2010

More (less) revenue from sales of power 60 - 3 72

(More) less expense for fuel and purchased power 13 (18) (284) (25)

(More) less expense for transmission 4) (4) 3 -

2011 2010 2009 2008

e, and the write down on

(8) (14) (26) 32

, maintenance and 31 (32) (18) ®)

adjustments on long term receivabl

(More) less expense for amortization and decommissioning - (13) 30 4
(More) less taxes - 3 - 6
(More) less finance charges 18 8 35 5
Net earnings (loss) before special payments in lieu of income

taxes adjusted to remove the effects of regulatory

accounting, the effects of temporary mark-to-market (95) (205) (137) 118

the Dalhousie Generating Station —in 2010

e, and the write down on

2.93 This table provides information about the year-to-

year changes in NB Power’s core results:

The year 2009 had worse results than the year 2008
because the Point Lepreau Generating Station was
taken off line, resulting in higher costs for
replacement fuel.

The year 2010 had worse results than the year 2009
for a number of smaller reasons: fuel costs increased
but sales of power did not change, miscellaneous
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revenue declined for the second year in a row, and the
cost of operations, maintenance and administration
increased by 7.8%.

The year 2011 showed a more favourable picture,
although there was still a loss for the year. For that
year, the sales of power increased, while the cost of
fuel and purchased power fell.

2.94 While the accounting that NB Power uses for rate

regulated assets is consistent with Generally Accepted
Accounting Principles, the reader needs to understand
what the assets represent. Most of the regulatory assets
represent the right of NB Power to collect revenue
from ratepayers in the future to cover the normal
period costs and replacement power costs associated
with the refurbishment of the Point Lepreau
Generating Station. Therefore, the asset represents a
right to collect the costs of the Point Lepreau
refurbishment from future ratepayers. Normally such a
situation would be considered to be a deficit. The
accounting in the NB Power audited financial
statements does not reflect this view.

2.95 As part of our audit work, we confirmed that NB

Power and their auditors assessed the ability of NB
Power to be able to charge rates in the future at a
sufficient level to fully collect the amount of the
regulatory asset. As part of our work, we had the
opportunity to review NB Power’s model of its future
financial results; this model covers multiple years into
the future. The model forecasts better results than we
expected it to, but we found that the forecast held up
even when various assumptions were changed. Of
course, the forecast is dependent on the Point Lepreau
Generating Station successfully being returned to
service.

2.96 Essentially NB Power’s model forecasts that it can

recover its regulatory asset and generate surpluses,
thereby allowing it to reduce debt, while at the same
time requiring minimal rate increases for the
foreseeable future.

2.97 While the accounting adopted by NB Power is

supported by accounting standards, we believe
significant uncertainty exists for the Province
regarding the accounting for this rate regulated asset.
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Provincial
Pension Plans

2.98 The Province’s pension plans are another
significant component of the Province’s financial
statements. Recent market fluctuations have exposed
the Province to greater volatility in its financial
reporting through required accounting adjustments for
pension plans. The following paragraphs illustrate
these trends, as well as discuss other issues associated
with the plans.

2.99 The following table provides details of the
Province’s total pension expense for the past ten years.
For purposes of illustrating the volatility of this figure,
a longer term approach of ten years has been used in
our data analysis.

Components of Pension Expense

Employer’s share of
pension benefits
earned

Net interest expense
(revenue)

Plan amendments

Amortization of
adjustments

Change in valuation
adjustment

Total

($ millions)
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
137.4 146.1 133.8 126.1 117.0 1241 96.1 90.6 82.9
52.9 20.6 (9.2) 0.4 30.9 17.6 85.4 27.9 3.5
- - - 5.9 - - - - -
99.7 159.7 30.3 (31.2) (40.3) (31.8) (55.3) (26.1) (80.6)
- (155 (3.3) (0.5 (0.1) 2.3 (1.5) (2.0) (2.0) (6.5
290.0 323.1 1545 101.1 109.9 108.4 124.2 90.4 (0.7)

2.100 This table highlights the significant increase in the
annual pension expense over the ten year period as
well as the volatility of the expense. In the year ended
31 March 2002, the pension expense was a credit of
$.7 million; this had the same effect on the Province’s
Statement of Operations in that year as a revenue item
of $.7 million. By way of contrast, in the year ended
31 March 2011, the pension expense was $290.0
million, a decrease of $31.4 million from the
31 March 2010 total of $321.4 million.

2.101 The employer’s share of pension benefits earned
has increased at an annualized rate of 5.8% per year.
This is the core expense the Province incurs to provide
pension benefits earned by employees during the year.
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This rate of increase is contrasted against the
provincial GDP 2010 growth rate of 2% (as estimated
by the Department of Finance in their June 2011
publication “The New Brunswick Economy: 2010 in
Review”).

2.102 The net interest component of the pension expense

depends primarily on the rate of return earned on
pension fund assets. These returns are volatile, as
illustrated in the following table which reports the rates
of return for the New Brunswick Investment
Management Corporation (NBIMC) since it diversified
the pension funds on 31 March 1997. NBIMC
manages the trust funds for the Public Service
Superannuation Act (PSSA) plan, the Teachers
Pension Act (Teachers’) plan and the Provincial Court
Act and Provincial Court Judges Pension Act
(Judges’) plan.

NBIMC Rates of
Return
(percentage)

2011 10.42
2010 19.94
2009 (18.34)
2008 0.79
2007 8.68
2006 15.87
2005 8.51
2004 25.27
2003 (6.95)
2002 3.45
2001 (5.23)
2000 20.57
1999 (0.62)
1998 18.68

14 year

annuglized 22

return

2.103 The returns earned by NBIMC have ranged from a

high of 25.27% in the year ended 31 March 2004 to a
low of (18.34)% in the year ended 31 March 2009.
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Over the fourteen fiscal years the average annual rate
of return of NBIMC has been 7.22% which is slightly
above the 7.12% rate of return the Province assumes
will be earned on the plan assets over the long term.
However, a 6.22% average annual rate of return was
reported for the prior year (which was below the
Province's assumed rate). The volatility in pension
asset rates of return is highlighted upon review of the
annualized returns in the previous table.

2.104 We note the Province’s assumed rate of return has
remained unchanged since the 31 March 2010 rate at
7.12%. Further, we note that the last difference in rate
was at 31 March 2009 when the rate was previously set
at 6.86%. The accuracy of these rates are particularly
important given that a small variance in rate can cause
a significant effect in the accounting for pension
investment returns and expenses and the reporting of
pension liabilities for accounting purposes.

2.105 As noted in our provincial audit findings, the
assumed rate of return used by the Province should be
subject to thorough review, and supporting analysis for
the approach taken should be well documented.

2.106 The following table provides the history of the
Province’s pension liability balance for accounting
purposes over the past ten years.

Pension Liability (Surplus) for Accounting Purposes
($ millions)

2011 2010 2009 2008 2007 2006 2005 2004 2003 2002

(Psirr‘;:fj’g)"ab'“ty (219.9) (196.6) (210.2) (244.7) (126.4) 30.2 1567 2715 362.1 3726

2.107 The value of the pension liability or surplus for
accounting purposes is calculated by comparing the
market value of plan assets to the actuarial estimate of
accrued benefit obligations owing to present and future
pensioners. From this difference an adjustment is
made for accounting purposes that reduces the
volatility in plan experience. The following table
provides the details of these three components of the
pension liability or surplus.
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Components of the Pension Liability (Surplus) for Accounting Purposes

($ millions)
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
Estimated
ng};“fﬁd 8,8957 85702 86425 82893 7,8655 7,3245 6,719.6 6,380.9 59837 5,603.1
obligations
:)/I?ilr??igsfets 83870 7,7031 65124 80241 80305 7,449.3 6521.7 60865 49263 54451
Subtotal 508.7 867.1 2,130.1 2652 (165.0) (124.8) 197.9 2944 1,057.4  158.0
aAgjic::rTénn%s (728.6) (1,063.7) (2,340.3) (509.9)  38.6 1550 (41.2) (22.9) (695.3) 214.6
Pension
liability (219.9)  (196.6) (210.2) (244.7) (126.4) 302 1567 2715 3621 3726
(surplus)
2.108 The previous table shows that while the Province’s
pension position for accounting purposes has been a
surplus for the past five years, the value of the total
estimated accrued benefit obligations has actually
exceeded the total value of plan assets for the past four
years. The Province’s pension position before
accounting adjustments improved in the year ended
31 March 2011 primarily due to pension plan asset
performance and market recovery.
2.109 The accounting adjustment row in the table above
provides some information about how actual pension
plan experience has compared to assumed plan
performance. A negative amount for accounting
adjustments (in brackets) represents experience in the
past that was worse than assumed experience.
2.110 The following table compares the annual pension
expense to the amount of contributions made by the
Province to the various pension plans.
Pension Expense and Contributions
($ millions)
2011 2010 2009 2008 2007 2006 2005 2004 2003 2002
Pension expense 290.0 321.4 3231 1545 101.1 109.9 1084 1242 904  (0.7)
Employer
contributions 313.3 307.8 288.6 2728 257.7 2364 2232 2148 1009  69.1
Reduction (increase)
in pension liability 23.3 (13.6) (345) 1183 1566 1265 1148 906 105  69.8
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2.111 The previous table shows that for two of the past
three years, the Province has not made enough
contributions to its various pension plans to cover the
annual pension expense, whereas in the previous seven
years the amount of employer contributions exceeded
the amount of the pension expense.

2.112 In addition, it should be noted that the liability data
presented in this section pertains to liabilities
calculated for accounting purposes and should not be
used to assess funding or solvency status.

2.113 We further note that while the pension funds held
through NBIMC are subject to audit, the Province has
ceased to have financial statement audits performed on
the larger pension plans. Our Office performed extra
work this year in an effort to compensate for the
absence of the plans’ audits.

2.114 As aresult of the additional work our office
performed on pension plans this year, we will be
reviewing in the future certain matters pertaining to
pension plans. A list of a few of the items we expect to
examine regarding pension plans follows:

an assessment of the adequacy of disclosure to
provincial pension plan members of the
liability calculated for funding purposes,
funding shortfalls and solvency shortfalls, and
trends over time regarding the funded position
and financial position of the pension plan;

an assessment of the adequacy of disclosure to
pension plan governance committees and plan
members of funding statistics including an
indication of the status of funding normal cost
of the plan (whether the current contributions
are fully funding current service costs);

an assessment of the adequacy of disclosure to
pension committees, plan members and
provincial administrators of the sensitivity of
rates selected in calculating the liability and
other key calculation variables;

an assessment of the adequacy of support
maintained and reviewed by pension
committees and provincial administrators for
differences in key calculation variables selected
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between plans;

e an assessment of the adequacy of the overall
governance and communication to stakeholders
pertaining to plan administration and
membership matters for provincial pension
plans; and

e an assessment of the adequacy of the process to
determine the Province’s financial
responsibilities regarding joint governance or
other pension plans.

2.115 Resources and timing did not permit satisfactory
review of the above items as part of the regular
financial statement audit of the Province. Our intent is
to comment on these items in a future report.
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