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Chapter 1

A cuntability

Accountability

Background

Accountability framework set
out in 1993

Our 1994 Report further
defined accountability

reporting

1.1 Since 1993 the focus of this chapter of our Report has been on
accountability, its successes and shortcomings. This mirrors the mission
we have adopted for our Office which states:; “We promote accountability
by providing objective information to the people of New Brunswick
through the Legislative Assembly.”

1.2 What is accountability? Last year our Report answered that by
using the definition provided by the Department of Health and Community
Servicesin its July 1995 document entitled “Hospital Corporation
Accountability,” namely: “ Accountability is defined as the obligation to
answer for authority and responsibility that has been conferred.”

1.3 In our opinion, this obligation to be answerable requires a
systematic framework. In our 1993 Report, we proposed one such
accountability framework. We are repeating those comments below.

1.4 Prior to deciding what programs or services will be offered each
year, there must exist in each department or Crown agency clear
management direction. The organization must recognize and have the
ability to measure on aregular basis the relevance and appropriateness of
each program or service, and whether it is achieving the intended results.

1.5 The Members of the Legidlative Assembly will want to know
whether each program or service has been accepted by those it serves;
whether there have been positive or negative secondary impacts; and
whether the department or Crown agency can be responsive to change (for
example changes in funding or technology).

1.6 If all government departments and Crown agencies were to
develop such an accountability framework for all programs and services,
then the Members of the Legislative Assembly could more easily deal with
the difficult choices that have to be made.

1.7 Itis essential, if all departments and Crown agencies are to be
accountable, that they monitor their performance and report it to the
Legislative Assembly through annual financial and departmental reports
delivered on atimely basis.

1.8 In our 1994 Report we divided accountability information into two
types, namely: financial stewardship and performance reporting. Members
of the Legislative Assembly need both types to make informed decisions.
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A aountability

Chapter 1

Our 1995 Report - expanded
focus on accountability

Earlier release of
provincial financial
statements

1.9 On the issue of financial stewardship, we reported a significant
improvement as the government recorded the full pension liability in their
financial statements for the first time. However, this accomplishment was
marred by the delay in the public release of the financial statements. The
financial statements were issued on 22 December 1994, three months |ater
than in the previous year.

1.10  Turning to performance reporting, we recognized in 1994 that
performance reporting was not well developed by government. We
examined the annual reports of departments and agencies to “ promote
accountability” by measuring compliance with the government’ s annual

report policy.

1.1 We saw government organizations begin to move toward
compliance. For example, a number of organizations presented their goals
and objectives. However, performance indicators, program relevance and
client acceptance were not discussed in any of the annual reports of
departments and agencies.

.12 We commented on the need for one report on economic activity
rather than several as now exist and asked whether there could even be an
amalgamation of entities whose sole focus is economic development.

1.13  The government improved its financial reporting in 1995 by
issuing consolidated financial statements. These were the only audited
statements that were issued in 1995. Once again this major
accomplishment was devalued because of a significant delay in releasing
the financial statements.

1.14 In 1995 we discussed several other specific issues bearing on
accountability. These included an initiative to improve hospital
corporation accountability, a new procurement process initiated by the
government and the accounting treatment of New Brunswick Highway
Corporation.

1.15 In this chapter of our Report we follow up on those issues raised
in 1995. We also discuss some accountability concernsidentified in the
past year.

1.16  Thisyear our audit report on the 1996 financial statements was
dated 20 September which allowed for their release on 8 October, over
two months earlier than last year. In addition, the Board of Management
recently directed the Comptroller to publish audited financial statements
by 31 August, beginning next year. This decision brings us within two
months of our goal for a 30 June release.

1.17  We acknowledge the effort and co-operation that we received
from the Comptroller’s Office and the Department of Finance to
accomplish this 1996 improvement. Audit plans for our staff had to be
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Chapter 1

A aountability

I nitiative to improve
hospital corporation
accountability

altered significantly to accommodate this earlier release date and | am
pleased with their performance in getting the job done.

1.18  The speech from the Throne of 7 February 1995 stated: “During
this session the Minister of Health and Community Services will table a
document outlining the vision and further direction for the health system
over the next five years. As part of this plan, a process will be established
to examine certain aspects of hospital corporation accountability.”

1.19  Toestablish that process“...to examine certain aspects of hospital
corporation accountability”, the Legislative Assembly directed their
Standing Committee on Law Amendments to hold public hearings. To
assist in this process, the Committee used a departmental discussion paper
entitled “Hospital Corporation Accountability.” This discussion paper
essentially gave background to the issue, stating the government’ s role for
funding, for programs or services that can be offered by each hospital and
for the quality and efficiency standards with which they are delivered. The
changes that were made to the health system in 1992, the new board
structures for the regional corporations, uniform by-laws for these boards
and the role and authority which boards have today were also briefly
described.

1.20 A goal of public hearings was to develop an improved reporting
mechanism whereby the Legislative Assembly through its Standing
Committees on Public Accounts or Crown Corporations would be able to
review the performance of each of the regional hospital corporations.

1.21  The Standing Committee on Law Amendments advertised that
public hearings would take place on 12 and 13 June 1996, both to receive
written briefs and to hear presentations. The hearings took place and we
understand that the Committee will table its report in the Legislative
Assembly during the session beginning 26 November 1996.

1.22 Thisisanimportant part of government’s accountability process.
Hospital s spend approximately $600 million each year, about 50% of the
Department of Health and Community Services' spending and 14% of
total provincial spending. The Minister and the officials of the Department
are not able to respond to detailed questions concerning hospital spending
in either the Legislative Assembly or the Standing Committee hearings.
Regional hospital corporations do not appear before the Standing
Committees of the Legislative Assembly to explain their spending nor do
they table areport in compliance with government’ s annual report policy.

1.23  Wereceive copies of the audited financial statements for each of
the regional hospital corporations each year. Thisis arequirement of the
Auditor General Act. We review the various auditors’ working paper files
on arotational basis, as discussed in chapter 13. However, this should not
be seen as a substitute for an appropriate level of accountability by the
regional hospital corporations to the Legislative Assembly.

Repart of the A uditor General - 1996
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Chapter 1

Undisclosed liabilities of
regional hospital
cor por ations

L otteries Commission of
New Brunswick

1.24  The government provides funding to hospital corporations within
which each of the regional boards must operate. The annual audited
financial statementsthat are provided to us each year reflect increasing net
liabilities over the past three years. Chapter 2 contains information on the
net liabilities of $32.7 million as at 31 March 1996. This has increased
from $20.6 million in 1994 and $24.3 million in 1995.

1.25  Despite the importance of thisinformation, it is not reported
directly to the Legislative Assembly.

1.26  Werecommend that the financial condition of the regional
hospital corporations bereported to the Legislative Assembly each
year.

1.27  Chapter 12 continues our discussion of reporting video lottery
operations through the financial statements of Atlantic Lottery
Corporation Inc. (ALC). Video lottery in itself exceeds the aggregate of
all forms of ticket lotteriesin ALC and accordingly deserves better
reporting. We believe the L otteries Commission of New Brunswick and
ALC could work together to develop an improved reporting format. At
|east two other lotteries in Canada provide detailed financial information
on their video lottery operations.

1.28  We have provided a comparison of costs to operate the video
lottery program by contrasting the private sector model of New Brunswick
with the ALC costs to manage the program in Nova Scotia. This
comparison identifies potentially significant cost savingsto New
Brunswick but we recognize that the Province has a contract with the
private sector operators until 2002.

1.29  Wealso looked at the Lotteries Act and its regulations. The
government appoints three commissioners under provision of the Lotteries
Act to be responsible for its enforcement. We looked for the process by
which the commissioners assure themselves of compliance with the
regulations governing video lotteries. Atlantic Lottery Corporation has
been given the responsibility to manage the video lottery program. We
therefore believe that the Lotteries Commission should request that ALC
provide a letter of representation and supporting documentation to give
assurance that all relevant regulations have been complied with. This
should be done each year.

1.30  Having ALC provide thisinformation seemslogical and
reasonable, however it raises a question of conflict. Two of the three
commissioners of the Lotteries Commission are also directors of ALC. It
does not seem proper that they, as commissioners, can regulate the
activities that, as directors of ALC, they also manage.
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A aountability

Accountability can be
obscured through creative
accounting

Human Resour ces
Development - Andersen
Consulting

Cash requirementsfor the
Province

1.31  Weare concerned about any restructuring of government activities
which results in significant expenditures of government not being
recorded in the financial statements of the Province. Last year we reported
the government created a new Crown agency called the New Brunswick
Highway Corporation and that the Corporation “purchased” $30 million
of land from the Province. The government initially treated the
Corporation as a business enterprise, effectively removing $30 million in
expenditures from the financial statements of the Province.

1.32  Asnoted in our 1995 Report, we objected to this treatment as the
government did not have a business plan which could demonstrate the
Corporation was a viable business enterprise. The government reversed
the transaction in November 1995. Thisyear, it further clarified the issue
by disclosing the Corporation as an entity which is fully consolidated in
the financial statements of the Province.

1.33  Weintend to continue to review various restructuring activities of
government which could effectively remove expenditures from the
financial statements. For example, in chapter 2, our Report speaks of two
new public private partnerships for constructing facilities. We want to
ensure that when the facilities are complete, the financial statements of the
Province properly reflect the substance of the arrangements.

1.34  Wereported last year that....”all of the undertakings with
Andersen Consulting should have been set out in a contract prior to the
firm commencing this work.”

1.35 A contract was sighed by the Department of Human Resources
Development and Andersen Consulting on 20 December 1995. The
contract contained nine separate schedules (A to I). These schedules were
not all completed at the time of signing.

1.36  Chapter 7 provides details of our initial review of this contract and
the current status of the project.

1.37  Last year we reported that the Province had to borrow $362.2
million even though the net debt had only increased by $64 million (the
1994-95 deficit). In presenting this information in our Report we used a
narrative to explain the content of the Statement of Changesin Financial
Position (now entitled Statement of Cash Flow in the 1996 statements).

1.38  Thisyear the financial statements include a note (No. 16) entitled
“Changein Provincial Borrowing”. This note is an improvement to the
note disclosure and will draw the readers’ attention to the issue we
commented on last year.

1.39  The note shows adecreasein total borrowing of $101 million after
recording afavourable gain in foreign exchange of $145.7 million.
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Chapter 1

Mental Health Commission
1994-95 deficit

Disclosur e of total funded
debt of the Province

Acknowledgements

1.40  Last year wereported that the Mental Health Commission was not
properly accounted for in the financial statements of the Province. This
resulted in an understatement of the Province's 1995 deficit by $4.3
million (the Commission’s loss for 1994-95), and the net debt by $8.3
million (the cumulative losses of the Commission to 31 March 1995).

1.41 Chapter 2 shows full details of what took place and reports that
the 1994-95 deficit of $4.3 million will never be recorded as a provincial
expenditure as it was adjusted through net debt.

1.42  In 1995 thetotal funded debt of the Province was not clearly
disclosed in the provincial financial statements. In 1996, however, the
Statement of Financial Position clearly shows the total funded debt of the
Province. The borrowing for NB Power Corporation is then shown as a
deduction from the total to arrive at the funded debt for provincial
purposes. Note 10 to the statements provides a detailed segregation for
each of the debenture issues for both the Province (for provincial
purposes) and NB Power Corporation. This change in presentation has
satisfied the concerns we expressed in 1995.

1.43  We appreciate the cooperation we received from the management
and staff of the departments and agencies we audited.

1.44 | acknowledge, with thanks, the effort and professionalism of my
staff. It was their teamwork and dedication that enabled me to issue this
Report. Although this Report reflects the collective work of the Office, the
responsibility for its content is mine alone.

Ralph W. Black, FCA
Auditor General
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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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Caomments on Finandal Statements of the Provinee Chapter 2

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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Caomments on Finandal Statements of the Provinee Chapter 2

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
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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.
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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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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
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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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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.
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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.
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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

Repart of the A uditor General - 1996



Chapter 2

Caomments on Finandal Statements of the Provine

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

Repart of the A uditor General - 1996

23



Caomments on Finandal Statements of the Provinee Chapter 2

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.

24
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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
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Public Debt
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Justice
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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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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

2,250

2,000

2,077

1,750

1,771

1,931

1,899

1,500

1,601

1,250

Dollars

1,000

750
500 A
250 A

633

713

10092

10072

10041

100K

1006

B Cost per person in NB  OCost per employed NB'er

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
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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.

Repart of the A uditor General - 1996

41



Comments on Finandal Statements of the Provinee Chapter 2
Exhibit 2.20
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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.

42

Repart of the A uditor General - 1996



Chapter 2

Caomments on Finandal Statements of the Provine

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
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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

Summary
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Note: 1996 GDP estimate and historical GDP information obtained
from N.B. Statistics Agency

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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Chapter 3

Audits of Crown A gendes

Audits of Crown Agencies

Background

3.1 We audit the Crown Corporations, Boards, Commissions and
other Agencies which are listed below. We expect that by the date this
Report is released we will have issued audited financial statements of all
of these agencies for the year under review.

3.2 Agencies included in the Public Accounts:

Advisory Council on the Status of Women
Algonquin Properties Limited

Kings Landing Corporation

L otteries Commission of New Brunswick

Mental Health Commission of New Brunswick

New Brunswick Credit Union Deposit Insurance Corporation
New Brunswick Crop Insurance Commission

New Brunswick Municipal Finance Corporation
New Brunswick Research and Productivity Council
New Brunswick Transportation Authority

Premier’s Council on the Status of Disabled Persons
Provincial Holdings Ltd.

Regional Development Corporation

Youth Council of New Brunswick

3.3 Other agencies:

Le Centre communautaire Sainte-Anne
Legal Aid Fund
New Brunswick Women's Institute

3.4 We were also appointed auditors of the New Brunswick Highway
Corporation under the New Brunswick Highway Corporation Act which
received Royal Assent on 29 March 1995. The Corporation did not
prepare financial statements for audit for its fiscal year ended 31 March
1995. Since there was no activity in the Corporation intheyear ended 31
March 1996, it is unlikely to prepare financial statements for that year.

3.5 The Board of Directors of the New Brunswick Investment
Management Corporation has appointed us auditors of the Corporation for
the years ended 31 March 1996 and 1997. The Corporation was
established on 11 March 1996 to act as trustee for the Province’s major
pension funds and to provide investment counselling services for the
Province's sinking funds. At the time of writing this Report, the
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Scope

Resultsin brief

New Brunswick Crop
I nsurance Commission

Field inspections

Corporation had not prepared 1996 financial statements for the twenty-
day period.

3.6 The Mental Health Commission of New Brunswick was dissolved
effective 1 April 1996. Its operations will now be included with those of
the Department of Health and Community Services.

3.7 Our work in Crown agenciesis usually aimed at enabling us to
give an opinion on their financial statements. During the course of this
work, we may note errors in accounting records or weaknesses in
accounting controls. We bring these matters to the attention of the agency,
together with any recommendations for improvement. In the majority of
cases, we do not consider the issues raised to be significant to the
members of the Legislative Assembly, and accordingly do not include
them in this Report.

3.8 The Mental Health Commission of New Brunswick was
dissolved effective 1 April 1996.

3.9 We are auditors of the New Brunswick Investment
Management Cor poration. The Corporation has not yet prepared
financial statementsfor audit.

3.10  The Department of Economic Development and Tourism
could better administer certain investments of Provincial Holdings
Ltd.

3.11  TheNew Brunswick Transportation Authority hasforgiven its
outstanding loan of $19.7 million to the Port of Saint John.

3.12  Following our audit for the year ended 31 March 1995 we wroteto
the Commission identifying a number of weaknesses and errorsin
indemnity calculations. These are detailed in the following paragraphs.
The Commission indicated it has taken action to address most of our
concerns. During our 1996 audit we noted that the Office of the
Comptroller had seconded one of their staff to improve the Commission’s
financial systems.

3.13  The Canada/New Brunswick Crop Insurance Agreement states
that the insured must request and receive written permission from the
Commission to abandon all or any portion of his crop. Commission staff
are, at the same time, responsible to ensure crop production said to have
been “dumped” by the farmer actually was. In eight cases we could find
no evidence which proved that the crops were, in fact, dumped. In one of
the eight cases this resulted in a $52,281 indemnity overpayment. As
indemnities paid to farmers are based on crop loss it is important that the
Commission obtain, and document, adequate evidence that these figures
are accurate.

50
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Indemnity calculations

Agriculture Canada review
of operations

KingsLanding Corporation

Provincial Holdings L td.

Interest receivable

3.14  Werecommended the Commission ensure field procedures
verifying abandoned or dumped crop production are adequate to
ensur e an accur ate measur ement of crop loss. Thisevidence should be
documented in the appropriatefile.

3.15  Crop production to count calculations normally include sales
figures for crops sold prior to the physical count. The term “crop
production to count” refers to the measurement of the farmer’s harvested
crop adjusted for low quality crop. The Commission relies on sales figures
supplied to it by the farmer. In one case tested, the production to count
calculation did not include all sales reported to the Commission. The
result was a $5,226 overpayment. This indicates the need for amore
careful review of information used in the calculations.

3.16  Intwenty-four cases, indemnities were adjusted due to grade
defects. These adjustments were not done on claim release forms. In two
of these cases, the indemnity adjustment was incorrectly calculated,
resulting in overpaid indemnities totalling $5,236.

3.17  Werecommended all calculations be checked and approved to
ensureerrorsdo not occur. Where calculations arerevised, the
adjustments should bereflected on the proper form.

3.18  The Management Control and Audit Unit of Agriculture Canada
issued areport on the Commission’s gross revenue and crop insurance
programs in March 1995. While it concluded that overall financial and
management controls were adequate, the report detailed many places
where improvement was required. Management of the Commission
agreed, in most cases, with the recommendations.

3.19  Wereported to the Corporation a number of weaknesses in
internal controls which came to light during our 1996 audit. These
included bank reconciliations not being prepared for several months,
employee time sheets not being approved and employees not signing to
indicate goods were received in good condition.

3.20  The Corporation responded positively to our recommendations
and indicated staff had taken action to address all the weaknesses noted.

3.21  Inperforming our 1996 audit, we noted that the balance of interest
receivable nearly doubled during the 1995/96 fiscal year. We also noted
that among the fourteen clients for whom interest was accrued for the year
ended 31 March 1996, only four actually made payments of interest. Upon
further discussion we determined there is no established process for
billing clients or informing them when interest becomes payable on their
loans. A lot of the interest currently being accrued relates to venture
capital loans advanced in the late 1980s. Unless a process for hilling
interest is developed, the balance in interest receivable will continue to
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Administration of current
Provincial Holdings Ltd.
investments

Investment in joint venture

New Brunswick
Transportation Authority

grow as more venture capital loans pass their seven-year interest-free
period.

3.22  Werecommended a process be implemented to inform clients
when theinterest-free period on their loans has expired. Further, they
should be billed for accrued interest on aregular basis and steps
should be taken to follow up on cases where billed interest remains
unpaid.

3.23 In response to our letter of 20 October 1993, in reference to the
Venture Capital Support program, direct equity investments and the Self-
Start Program, the Corporation stated “it is our intention to move...the
above-mentioned programs to departmental administration as soon as
possible.” During our 1996 audit we noted that some venture capital and
equity investments are still being made by the Corporation. Furthermore,
thereisalarge pool of older investments which now fall within the bounds
of the Economic Development Act which are still being administered by
Provincial Holdings Ltd. We feel that these investments could be better
administered using departmental resources. This would facilitate, for
example, the timely billing and collection of interest as previously
discussed.

3.24  Werecommended consideration be given to limiting future
investmentsto those investment vehiclesthat fall outside the
Economic Development Act. Consideration should also be given to
transferring those existing investments which may now be legally
handled by the Department to departmental administration.

3.25 In March 1996, an initial payment of $1,260,000 was made to an
escrow agent pursuant to ajoint venture-capital project with the other
three Atlantic Provinces and various banking institutions. However, we
were unable to find an escrow agreement signed by all parties to the
agreement.

3.26 Werecommended a copy of the escr ow agreement signed by
all parties be obtained to safeguard the investment of Provincial
Holdings Ltd. in thisventure.

3.27  On 12 July 1996 the Board of Management approved the deletion
of aloan of $19.7 million owed to the Province by the Authority. This
action recognizes the Authority’ s forgiveness of the outstanding loan of
$19.7 million owed to it by the Port of Saint John in respect of the
construction of the Rodney Terminal Complex.

3.28  Theresolution of this|long-outstanding issue means that the
Authority now has no assets or liabilities, and isinactive.
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Department of Education
School Board Administration

Background

Scope

4.1 In the 1992-93 Budget Speech, the government announced that
“amalgamation of the School Boards will save $5.0 million annually
beginning in 1993-94.” Effective 1 July 1992 forty-two school districts
were amalgamated to become eighteen districts.

4.2 Our Office had an interest in monitoring this major change
initiative. We were able to achieve this through our annual review of the
school board audit files of the Office of the Comptroller.

4.3 Aspart of our review of the Comptroller’s audit files we compared
the actual administrative expenditures of the school boardsto the proposed
$5.0 million in savings. We noted an increase, not areduction, in the
actual administrative expenses of the boards as reflected in their audited
financial statements. Our analysis of the “ School District Office”
component of school board expenses showed that district office expenses
in total increased from $22.8 million in 1992 to $24.8 million in 1994,

4.4 We discussed this apparent increase in district office expenses,
and the difficulty the Department had in analyzing the differences, in our
1995 Report. (See paragraphs 4.104 - 4.108) We noted that the
government had established and announced a target for administrative cost
savings arising out of the amalgamation of school boards. We found it
surprising that the Department was not able to provide us with a clear and
detailed analysis of where these savings were actually realized.

4.5 Our 1995 Report was issued in February 1996. There was
significant subsequent media attention despite the very short nature of this
five paragraph section. Shortly after our Report wasissued, the Minister of
Education made a public statement on the administrative cost savings and
noted the Department’ s willingness to work with us to provide better
information.

4.6 The administrative costs issue was also discussed at the Auditor
General’ s appearance before the Public Accounts Committee. At that
meeting, the Auditor General informed the Committee of hisintention to
report further on this matter.

4.7 Our staff met with Department of Education officials on a number
of occasions beginning in February of 1996 to discuss follow-up reporting
on our 1995 Report comments. The Department, with the assistance of
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Resultsin brief

school district staff, prepared reconciliations of the proposed savings to
actual results for four school districts. We reviewed the departmental
analysis for the four districts and prepared summary exhibits. We
discussed the results of the analysisfor the four districts, the limitations of
the data, and the constraints which made it difficult to expand the analysis
to all eighteen districts. We also discussed the departmental approach in
determining the original budgeted savings figure, arevised savings figure
dated 9 December 1992, the “savings achieved” figure provided to the
Board of Management in June, 1995 (which was essentially a
confirmation of the 9 December 1992 savings figure), and the traditional
reliance on budget allocations over actual financial statement results as a
management and reporting tool.

4.8 Prior to 1 March 1996, school district financial results were
not compared to the Head Office budget allocations. The budget to
school districts was essentially a global budget that districtswere
relatively freeto spend as determined by their boards.

4.9 The Department was calculating its proposed savingsin
administration based on the budget it had allocated to the districts.
The Department’s calculations and the related budget speech
announcement did not reflect what districtswereactually spending on
administration. Three of the four districts were overspending their
administration budgetsin 1991-92.

4.10 In December 1992, the Department decreased the announced
savings of $5 million by approximately $400,000. This December 1992
figure for proposed savings was later used by the Department in
reporting “savings achieved” to the Board of Management. The
December 1992 figure formsthe basisfor the analysisin this chapter.

411 While one cannot conclude on all eighteen districts from the
four districts analyzed by the Department, it should be noted that in
these four thetotal planned savings were $1.3 million while the
estimated actual administrative cost reductions were $1.2 million by
1993-94. Two of the districts exceeded the target, most likely dueto
thefact that they were overspending the 1991-92 budget. In other
words, these districts had a larger “cushion” to begin making cuts
from. Simply cutting back to the pre-amalgamation budget would
have saved over $500,000.

4.12 The 1995 Report of the Auditor General, and the exer cise of
preparing the analysis for four districts, hasdrawn the Department’s
attention totheneed to monitor the spending patter nsbeforeand after
the round of change which began implementation effective

1 March 996.
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Budget not compared to
actual prior to1 March
1996

Department intendsto
monitor latest round of
changes

413  Given that the Minister of Education isresponsible for the
oper ations of the schools, the Department of Education now has sole
responsibility to compare actual resultsto budget.

4.14  Inour discussions with the Department and the related work for
this Report, we have formed the opinion that the Department, in a sense,
viewed its financial task as done when the government reduced districts’
budgets by $5.0 million. The Department’s main financial interest has
been in the budget allocated to the districts. Thisis borne out by an April
1995 |etter to us from the Department of Education which, in adiscussion
of the problem identifying the savings, noted “the Department has relied
mainly on budget allocations to districts as a source of financial
information and comparisons.”

4.15 Actual financial results, which came in ayear and a half or more
later, were not routinely compared to budget allocations. The Department
allowed the districts a considerable degree of autonomy in operating and
financial matters. Funds budgeted by the Department for administration
did not necessarily have to be spent by the districts in administration.
There was no systematic analysis by the Department to “learn” from those
districts whose actual spending pattern differed from budget.

416  Thisisillustrated by the example of the four districts chosen by
the Department for analysis. Two of the four districts spent significantly
more than their budget allocation on administration in 1991-92. One
district, on the other hand, underspent its budget for administration in
1991-92 by approximately $400,000. The Department of Education
indicated that this district was already operating near the revised staffing
standard prior to its implementation in 1992-93.

4.17  The Department was calculating its proposed savingsin
administration based on the budget it had allocated to the districts. The
Department’ s cal cul ations and the related budget announcement in
1992-93 did not reflect what districts were actually spending on
administration.

418  The Department is currently in the process of implementing
another round of administrative changes. The eighteen districts presented
their last financial statements as of 30 June 1996. The Department has
begun operating eight administrative units in various regions of the
province although all eighteen of the old district offices will remain open
for various purposes.

419  We understand that the Department isin the process of capturing
before and after pictures of the administrative costs. We commend this
effort. The fact that the eight administrative units operate directly as part
of the Department will make it easier for staff to compare planned
expenditures to actual.
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Recommendation

Summarized analysison
four of the eighteen districts

4.20 Furthermore, we believe that the problems encountered in
determining administrative savings may have been lessened if the districts
had a practice of presenting budget figures in the financial statements.
Had budget figures been presented, it would have been clear in 1991-92
that district spending on administration did not tie directly to the
Department’ s budgeting. We point this out as apractical illustration of the
value of government’s annual report policy requirement to include a
comparison of actual expendituresto the budget, with variance analysis, in
each annual report. Our reading of the policy indicates school boards were
supposed to comply with its requirements.

421  Werecommend the Department provide budget to actual
comparisons of the results of the eight administrative units
constituted under the new administrative structure and include the
resultsin the annual report.

4.22  Asstated in the Scope, the Department analyzed four districts
with the assistance of district staff. We were pleased by the cooperation of
the Department and the four school districts in preparing this analysis.

4.23 It should be noted that the timing of the analysis coincided with
the Department’ s most recent reorganization of school district operations.
Effective 1 March 1996, all school boards and community boards were
dissolved and the operations of the school boards were transferred to the
Minister of Education. Department and district staff faced increased
workloads because of the transition.

4.24  Given this workload, the testing of additional districts had to be
looked at from a cost-benefit basis. That is, would testing of another
fourteen districts yield significantly different results from those apparent
in the first four analyses?

4.25  The Department noted as well that some of the corporate memory
had disappeared since the 1992 district reorganization. That is, given
departures of district financial personnel in the 1992 reorganization, the
Department believed some districts were better prepared than others to
accurately detail the administrative spending patterns as they existed in
1992. The four districts tested were able to supply the necessary data for
the analysis. It is possible that some of the fourteen others may have had
more difficulty in fulfilling the task. In other words, had either our Office
or the Department wished to do all eighteen districts, we may not have
been able to complete the analysis.

426 We discussed these factors with the Department. Under these
circumstances, we advised the Department that we would not ask them for
analysis of additional districts. In addition, we determined it was not cost
effective for us to audit the accuracy of the information provided by the
Department.
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Exhibit 4.1

Proposed savings in districts tested

4.27  The Department provided us with its analysis for the four districts
tested (i.e. # 11 Richibucto, #18 Fredericton, # 5 Campbellton and #8
Saint John). The departmental analysis looked at the administrative costs
for the districts for 1992 and compared them with the results for 1994. A
number of reconciling items were offered as explanations or adjustments
for determining revised figures.

4.28  The most significant adjustment in each district corrects for staff
salaries which the Department believes were charged to the wrong account
in 1991-92 and in 1993-94. The stated cause of the accounting
misclassification is the lack of uniformity between school districtsin
recording expenditures for the salaries of certain groups of employees
(i.e. Supervisors and Coordinators). Many of these employees were
apparently charged as a direct educational expense when they should have
been charged to the “ School District Office”. Recognition of the problem
coincided with a more detailed code of accounts accompanying a new
accounting system.

429  Webelieveit isimportant to distinguish between this accounting
adjustment (i.e. staff charged to wrong account) and various one time
adjustments (i.e. non-bargaining pay increases, rental situations). Exhibits
4.2 and 4.3 show these adjustments in separate columns so the reader can
see the impact of both types of adjustments on the financial results.

430  We have summarized the results in Exhibits 4.1 through 4.4.

Adapted from Department of Education Schedule “ School District Reorganization - Comparison of Proposed Savings/Net

Savings’ (9 December 1992).

Campbellton  Saint John Richibucto  Fredericton Total

District 5 District 8 District 11 District 18

Pre-reorganization 1991-92
budget

Deduct post reorganization
1992-93 budget

$1,238,654  $2,387,939 $1,481,806  $2,282,215 $7,390,614

1,004,350 1,973,825 1,230,769 1,899,705 6,108,649

Proposed savings

$ 234,304 $ 414,114 $ 251,037 $ 382,510 $1,281,965

Repart of the A uditor General - 1996

59



Department of Eduation - Schod Board A dministration

Chapter 4

Exhibit 4.2

Estimated administrative expenses in districts tested - before reorganization

District 5 District 8 District 11 District 18

Campbellton Saint John Richibucto Fredericton Total
Expenses per 1991-92
audited statements $1,144,688 $1,882,383 $1,479,125 $1,527,377 $6,033,573
Adjustments proposed by
Department: Add salaries of
supervisors/coordinatorst 438,829 407,498 371,870 382,087 1,600,284
Deduct salaries of
professional support? (72,000) - (159,972) - (231,972
Add salaries of consultants® - 135,350 - - 135,350
Deduct F.H.S. photocopy
costs* - - - (34,030) (34,030)
Revised administrative
expenses $1,511,517 $2,425,231 $1,691,023 $1,875,434 $7,503,205

Salaries of supervisors and coordinatars were dharged inaorreatly to “instruction” instead of “administration.”

2 Salaries of professional suppart staft were dharged incorrectly to “administration” instead of “instruction.”

employed “ansultants’ per the Department.

Fredericton High Schod photoaopy aosts were dharged inaorrectly to “administration” instead of “instruction.”

Salaries of consultants were dnarged incorredly to “instruction” instead of “administration.” District #8 is the only distr ict which
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Exhibit 4.3

Estimated administrative expenses in districts tested - after reorganization implemented.

District 5 District 8 District 11 District 18
Campbellton Saint John Richibucto Fredericton Total

Expenses per 1993-94 audited
statements $ 743,612 $1,859,300 $1,515,490 $2,003,702 $6,122,104
Adjustments proposed by
Department: Add salaries of
supervisors/coordinatorst 400,824 325,617 27,742 - 754,183
Deduct salary rate increases? (26,285) (57,264) (29,071) (33,839) (146,459)
Deduct rent costs charged to
wrong account® - - (257,403) - (257,403)
Deduct rent costs exceeding
budget* - - - (74,485) (74,485)
Deduct costs of F.H.S. review®

- - - (119,547) (119,547)
Revised administrative
expenses $1,118,151 $2,127,653 $1,256,758 $1,775,831 $6,278,393

In 1993-94 some school districts were still charging salaries of supervisors/coordinatorsto “ instruction.”
Salary rateincreases for various district personnel deducted to return salariesto the 1991-92 base year rate.
Rental of the school facilities for a community school board were charged incorrectly to “ administration” instead of “ instruction.”

The December/92 document referred to in Exhibit 4.1 anticipated District 18 would have a rental expense of $103,878 in moving froma
gover nment-owned facility of approximately 8,400 square feet, at no cost to the District, to a leased facility of 11,487 square feet
believed necessary to accommodate the staff of the new consolidated district. Actual |ease expenses exceeded the estimate. Annual lease
expenses for the new facility are $241,227. The Department recommended an adjustment of $74,485 to the actual expensesfor purposes
of this analysis as the lease was in effect for only part of the year.

Cost of one time “ Comprehensive Review of Fredericton High School” is deducted because of its exceptional nature.
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Exhibit 4.4

Estimated actual savingsin districts tested

District 5 District 8 District 11 District 18

Campbellton Saint John Richibucto Fredericton Total
1991-92 revised
administrative expense per $1,511,517 $2,425,231 $1,691,023 $1,875,434 $7,503,205
Exhibit 4.2
Less: 1993-94 revised
administrative expense per
Exhibit 4.3 1,118,151 2,127,653 1,256,758 1,775,831 6,278,393
Revised actual savings $ 393,366 $ 297,578 $ 434,265 $ 99,603 $1,224,812

431  Wewould caution against extrapolating these results to all
eighteen school districts. Nonetheless, our observations from these tables
are as follows:

Exhibit 4.4 shows the total of revised actual administrative costsin all
four districtsreviewed were lower in 1993-94 than in 1991-92. Exhibit
4.1 shows the proposed budget reductions to administration for these
four districts totalled $1,281,965. The estimate of actual savingsin
administrative costs was $1,224,812 by 1993-94 as per Exhibit 4.4.

By comparing the "revised administrative expenses' line in Exhibit
4.2 to the "pre-reorganization 1991-92 budget” line in Exhibit 4.1, one
can see that in 1991-92 Campbellton (#5) and Richibucto (#11) were
spending significantly more than their budget allocation on
administration. Campbellton was overspent by $272,863 and
Richibucto was overspent by $209,217. District #18 - Fredericton, on
the other hand, was underspending its budget for administration in
1991-92 by $406,781 . In the case of Fredericton, it would appear that
most of the proposed reduction of $382,510 in administrative funding
would have had to have come from classroom spending. In effect,
Fredericton was spending at the new budget level prior to its
implementation.

The two districts overspending by the largest amountsin 1991-92 also
achieved the highest estimated actual savings. (See Campbellton and
Richibucto). Thisisto be expected since these districts had the largest
"cushion” in their 1991-92 administrative expenditure. Simply cutting
back to the pre-amal gamation budget would have saved approximately
$500,000 in these two districts.

In relation to the budget cuts imposed by the Department, a
comparison of the "estimated actual savings" in Exhibit 4.4 to the

62

Repart of the A uditor General - 1996



Chapter 4 Department of Education - Schod Board A dministration

"proposed savings' in Exhibit 4.1 shows that two districts exceeded
the target amount while two others reduced their expenditure by less
than the proposed budget reductions.

Departmental response 432 We gave the Department an opportunity to review and comment
to our observations on our observations. The following is an extract from the departmental
response:

The Department is of the opinion that your report outlines, in
a fair manner, the difficulties which were encountered while
attempting to provide to you a clear and detailed analysis of
where savings were actually realized. Thisincludes the
inconsistencies in the reporting of administrative costs and
also the global funding of school district operations which
allowed for the reallocation of funds for administration prior
to the abolition of local school boardsin February 1996.

With the new education structure, district actual spending
patterns ver sus amounts budgeted will be monitored in the
sameway asin other partsof government. Thedistrictswill be
expectedtolivewithinadministrative budgetsandwill not have
the same freedom to take resour ces away from the classroom.
The 1995 Report of the Auditor General, and the exercise of
preparing theanalysisfor thefour districtshashighlighted the
need for this type of accountability so that spending patterns
that result from changes can be monitored and reported.

Repart of the A uditor General - 1996 63



Chapter 5
Department of Finance
Cash Management

Contents

Background ... ... e 67
S0P ottt 67
Results in brief ..o e e .68
Central cash management function ...ttt 68
Banking arrangements .. ... ... 72

Administration of bank acCOUNTS ..ottt ittt e 74




Chapter 5

Department of Finance - Cash Management

Department of Finance
Cash Management

Background

Scope

5.1 The Province of New Brunswick operates nearly 500 bank
accounts. Its annual cash receipts and disbursements exceed $4 billion, an
average of over $16 million each working day. It is essential that the cash
management function be well organized and effectively controlled.

5.2 Sound financial stewardship isthe foundation for reliablefinancial
decisions. Thisreview was designed to help our Office determine whether
existing systems and procedures can support sound decision making, and
whether these decisions are being monitored by senior personnel.

5.3 The study of cash management is not new to governmentsin
Canada. Many provinces have completed studies of the entire function.
These studies have been encouraged and in some cases initiated by
Legislative Audit Offices.

5.4 A complete audit of the cash management process for the
Province would be a very comprehensive project. Such a project would
have to cover a number of areas such as investing, borrowing, cash
receipts, cash disbursements, banking arrangements and the central cash
management structure. The project would involve extensive work
throughout the government.

5.5 Our review was not so wide ranging.

5.6 Following a preliminary examination we decided to focus on three
components of cash management as part of our current audit. They were
the central cash management function, the banking arrangements and the
administration of bank accounts. These components fall under the
authority of the Treasury and Debt Management division of the
Department of Finance.

5.7 Thisreview of cash management occurred at a time of change
within the division. A new Executive Director had just been appointed. He
indicated that areview of accounting systems and internal controls may be
undertaken in the coming months to coincide with the hiring of new staff
in the division.
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Resultsin brief

Central cash management
function

Poor documentation of roles,
responsibilities and
objectives

5.8 Thereislittle documentation of the roles and responsibilities
of the Province's central cash managers. Nor isthere adequate
documentation of the reporting relationships which currently exist
between the central cash managers and other departments and
Crown agencies.

5.9 The Department has not carried out an internal review of its
cash management function in recent memory.

5.10  The Department has not set standards against which it can
measur e the performance of the central cash managers.

5.11  The Department arranges banking servicesthrough informal,
poorly documented negotiations. The Department should consider
tendering for some or all of itsbanking services. The Department is
not ensuring compliance with the provisions of the negotiated
banking agreements.

5.12  Differences continueto exist between the banks' records of
provincial bank accounts and the records maintained by the
Department.

5.13  The objective of this portion of the audit was to determine
whether the role, responsibilities and objectives of the central cash
managers are thoroughly documented and communicated. We also wanted
to determine whether performance of the existing systems, and more
specifically, the central cash managers, is being properly monitored.

5.14  Thefocus of this review was on the short term investing and
financing activities of the Department of Finance. Our review consisted
chiefly of inquiry and discussion with staff of the Department. We also
distributed a questionnaire to other selected Legislative Audit Offices
which had completed studies of cash management during the last ten
years.

5.15 A key objective of the division isto “minimize short term
financing charges’ through its cash managers. This objective appears to
have been adequately documented by the Department in government
initiatives, internal planning documents and the Department’s Annual
Report.

5.16  The Department should also have documents which clearly
describe the regular duties and jurisdiction of the Province’s central cash
managers. |deally, these documents would include internal information
used for employee performance evaluation as well as documents which
would inform departmental and Crown agency staff about the role of the
Province's central cash managers. This could help decrease the
duplication of work within government and increase the possibility of
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Recommendation

Departmental response

voluntary collaboration between other parts of government and the
Treasury and Debt Management division.

5.17  The Director of Treasury Management is charged with providing
reliable cash forecasts for the Province, managing the provincial short
term cash position and supervising the ongoing treasury operations of the
Receiver of Revenue. Our review of documentation from the division
indicated that the Director’ s responsibilities are well defined by internal
documents used in the administration of the government’s Performance
Management System. These documents are not available to parties outside
of the division.

5.18  No formal documentation existed which specifically detailed the
contacts and sources who provide the information used by cash managers
on aregular basis to make short term investing and financing decisions.

5.19  The Department should record the cash managers' practices
and procedures. There should be clear documentation of the
reporting relationships which exist between the central cash
manager s and other parts of government. Clear documentation of the
sour ces of all information used in making the decisionsto either invest
or obtain financing in the short term should also be included.

5.20  The cash managers' practices and procedures are documented in
various forms. Contacts and sources of information are now documented.
Files have been created on the components that make up cash inflows and
outflows. As well, job descriptions and performance appraisal
mechanisms are being established which will result in improved
documentation of the cash managers’ procedures and practices and the
relationship that exists with other parts of the government.

5.21  The prime function of the cash manager is to meet the day to day
funding requirements of the Province. The elements making up the funding
requirements are forecasted on a macro level and adjusted daily at the
micro level. The daily cash requirements, expected cash requirements,
mar ket receptiveness, interest rate levels, etc. all impact on the final
decision-making process. Sources of information are documented within
the cash management function. Regular weekly meetings are held to
discuss issues facing the Division, including cash position, financing
needs and short term investing.

5.22 A Money Market Analyst position was filled at the Treasury and
Debt Management division during the latter portion of 1995-96. The
Money Market Analyst is supervised by the Director. The specific role and
responsibilities of this new position had not been formally defined at the
time of our review. This new position implies a potential change in the
responsibilities previously exclusive to the Director and indicates that any
previous documentation of that position may require adjustment as well.
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Recommendation

Departmental response

Communication with
departments and agencies
should be improved

Recommendation

Departmental response

Accountability and internal
control in central cash
management

5.23  The Department should formally definetherole and
responsibilities of the Money Market Analyst.

5.24  The Money Market Analyst position which was filled in March of
1996 utilized position documentation which is outdated by current
standards. The restructuring of the Treasury and Debt Management
Division, which was underway at the time of the audit, calls for an
updated job description to be put in place this year.

5.25  There are general directivesin the Province' s Administration
Manual related to the timely reporting of cash flows. However, thereis no
specific guidance on the role of individual personnel in departments and
Crowns agencies. Instead, the Director relies on an informal network of
contacts which has been established throughout government.

5.26  Informing departments and Crown agencies of the role and
responsibilities of the central cash managers could help them understand
the expertise available to them in the Department. It could also help
inform other parts of government about their role in cash management.

5.27  The Department should more clearly communicateto all
departments and Crown agenciestherole and responsibilities of the
Province's central cash managers.

5.28  The Department should evaluate the need for additional
instruction and direction to departments and Crown agencies
regarding special reporting and referral of cash flowsto the central
cash managers. Any measur esimplemented should specifically
address offices and districtsin outlying ar eas of the Province.

5.29  Currently central cash managers maintain contact with
department and agency representatives responsible for program delivery
in order that a consolidated cash flow forecast can be made. Contact is
mai ntained throughout the year to track variances frominitial
expectations. The larger revenue/expenditure areas are obviously of most
immediate interest to central cash managers and here contact is frequent.

5.30  Communications with departments could be broadened via the
Province' s Administration Manual. The Department in conjunction with
the Office of the Comptroller will review cash handling procedures
detailed in the Manual.

5.31  In order to ensure accountability for all short term investing and
financing decisions, there should be formal documentation of the
initiation and execution of transactions. Without formal documentation,
adequate monitoring and satisfactory internal controls, thereis an
increased risk that transactions could occur which would not be subject to
the current reporting and reconciling processes. There is also increased
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Recommendation

Departmental response

Performing an objective
review of the cash
management function

Recommendation

Departmental response

Monitoring and evaluating
the performance of the
central cash managers

risk that errors would not be detected or adequately examined on atimely
basis.

5.32 A reasonable approach would be to have the Executive Director
initial the cash management reports which he reviews on aweekly basis.
The weekly reports could be filed to retain evidence of the review.

5.33  The cash management reports do not explicitly indicate which
central cash manager (the Director or the Money Market Analyst) made
the investing or financing decisions and undertook the related
transactions.

5.34  Thedivision should consider the foregoing issues of
accountability and internal control when undertakingitsreview of the
accounting systemsrelated to the cash management function.

5.35  Asindicated in the Auditor General’s commentary respecting this
recommendation, cash position and transaction records are submitted and
reviewed by the Executive Director. As evidence of this examination a file
is maintained by the Executive Director. The Division is continuing to
review proceduresin this regard.

5.36  Given the dramatic changes in technology in recent years, our
Office would expect the Department to periodically review its practices,
procedures and information systems for efficiency and effectiveness.,
However, our discussions indicated the Department has not carried out an
internal review in recent memory.

5.37  The Department should formally and objectively review the
cash management function, itsinformation requirements and its
related reporting systems.

5.38  Coincident with the reorganization of the Division, a review of
functions, information and reporting systems will be undertaken to ensure
continued efficiency and effectiveness in cash management operations.

5.39  Considerable autonomy is given the central cash managers. They
make short term investment or financing decisions based on available
information and professional judgment. In such an environment, the
Department should have away of evaluating the central cash managers’
activities.

5.40  This does not appear to be the case. The Department has not set
specific performance standards for the central cash managers. Therefore,
itisvery difficult for the Department to measure performance and monitor
the achievement of objectives. A strong performance appraisal process
could partly compensate for this weakness if it required that personal
goals be consistent with those of the Department. It would also require a
means of measuring the achievement of those goals. Clear and realistic
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Recommendation

Departmental response

Banking arrangements

Lack of written proposals

performance standards for the central cash managers were not in effect at
the time of our review. Means of measuring the achievement of goals had
not been determined.

5.41  The Department should ensure adequate performance
standards are established and implemented for the evaluation of the
central cash managers. These perfor mance standards should support
the achievement of the Department’s obj ectives.

5.42  Performance standards and benchmarks will be devel oped over
the course of the year. Thisinitiative is consistent with the overall
objective of enhanced performance in the public service.

5.43  The objective of this portion of the audit was to ensure that
banking arrangements are managed responsibly, documented clearly and
monitored regularly.

5.44  The Department of Financeis responsible for negotiating banking
arrangements with the major banks. These agreements commonly cover
periods ranging from two to five years. The Province currently deals with
six major chartered banks. As stated earlier, this involves approximately
500 separate bank accounts at various branches throughout the Province.

5.45  Banking services are not formally tendered. The arrangements
that are currently in place with each of the major banks were negotiated
separately in response to requirements at that time. These negotiations are
handled by the Director of Treasury Management. The Director analyzes
the banking proposal's and makes recommendations which are then subject
to final approval by the Executive Director of Financial Policy and Debt
Management.

5.46  We expected to find copies of each proposal supporting the
analysis upon which the current banking agreements are based. However,
we could only find one written proposal and it covered a four-year period
which expired in 1996. Therefore it was not possible to evaluate the
proposals or to assess the adequacy of the analysis supporting the
decisions taken.

5.47  Wereviewed the analysis of alternative proposals which was
prepared to support the decision regarding banking services made in 1994.
We found the analysis difficult to follow and unclear as to exactly how it
tied into the recommended action. Aswell, while we were informed of the
criteria upon which the decision was based, the analysis did not contain all
of the important elements.

5.48  Thelack of aperiodic formal review of the Province's banking
arrangements, including costs, on aregular basisis also a concern. A
formal review and tendering for banking services should be considered.
Tendering for banking services need not cover the whole range of service
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Recommendation

Departmental response

Compliance with banking
agreements

requirements. Tendering for certain portions of service requirementsisa
practice which some large organizations follow and one which the
Province could consider. Our concern is that the current practice of
dealing with several major banks may not be cost efficient due to service
and cost differences as well as the possible increased administrative costs
of maintaining so many accounts.

5.49  Wereviewed the Public Purchasing Act and regulations to assess
whether there are any legislated requirements surrounding the purchase of
financial services. Our review determined that the regulations under the
Public Purchasing Act exclude financial services from the provisions of
the legislation. This does not prevent the tendering of financial servicesif
the Department believes such a practice can reduce costs.

5.50  The Province's negotiated banking arrangementswith
financial institutions should be supported by written proposals
together with clearly documented analysesin support of the final
decision. The signed agr eements should be kept on filein the
Department.

5.51  The Department should consider an alter native to the current
procurement of banking arrangements, such astendering for banking
services. All decisionsregarding banking arrangements should be
based on a formal and thor ough cost-benefit analysis.

5.52  While banking services and fees were approved within the
Treasury and Debt Management Division of the Department, most
proposals were not retained. In the future, the Division will retain on file
all proposals and working papers for decisions made in regard to banking
arrangements as well as all signed agreements.

5.53  All arrangements for banking services have been made within the
terms of the Public Purchasing Act. The department satisfies its banking
requirements by using competitive methods to acquire specific services.
This approach recognizes that factors such as branch locations, credit
considerations, cost constraints, the quality of execution on transactions,
etc. play a role in the selection process. Under the current practice, the
Province chooses from the various banks those services which can, most
cost effectively, be delivered by that bank while ensuring a broad range of
banking services to the Province and its clients.

5.54  Decisions regarding banking arrangements have been made on
the basis of an assessment of the merits and costs of the respective
proposals. In the future this will be more completely documented in the
files.

5.55  Although we could not locate written agreements with each of the
major banks, the Department told us such agreements specify per unit
costs of various cash management activities as well as rates of interest to
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Recommendation

Departmental response

Administration of bank
accounts

Prior years
recommendations

be paid on daily cash balances. It is the combination of these and other
factors that largely determines with which bank the Province conducts its
business.

5.56  Several years ago, the Province made a change in banking
arrangements to take advantage of alower rate for processing cheques, an
increased line of credit and ahigher rate of interest on daily cash balances.
The analysis supporting the decision to change banks indicated dollar
savings as well as an increase in credit lines.

5.57  Wereviewed bank service charges and interest credits for a period
following the implementation of the new arrangement. Our review
indicated the Province was not receiving interest credits in accordance
with the provisions of the banking agreement. This was due to an error in
the calculation method of the bank. The total shortfall in interest received
over the period examined was approximately $14,000. The error was not
noticed by Treasury and Debt Management staff as at present only a
cursory check for reasonableness is made. Asadirect result of our review,
the error has been corrected and the Province has received payment of the
amount owing.

5.58  Thistype of problem could be avoided through an insistence on
written agreements and an organized approach to periodic monitoring of
the banks' compliance. This approach would not require alarge
investment in time and, as has been shown, could result in cost savings to
the Province.

5.59  TheProvince's negotiated banking arrangementswith
financial institutions should be monitored on aregular basisto ensure
compliance with the provisions of the agreements.

5.60  The Department monitors banking arrangements by checking
monthly charges and credits as to their reasonableness using current
volumes and rates. However in the future, the Department will monitor its
banking arrangements on a formal and regular basisto ensure
compliance with the provisions of the agreements.

5.61  Inthe 1987-88 year we conducted an audit to examine the bank
accounts of the Province. We found that although a number of
departments kept detailed listings of their bank accounts, there was no
central listing maintained by the Department of Finance.

5.62  Following this audit we made several recommendations to the
Department:

« the Department should prepare and maintain an ongoing record of all
bank accountsin use;

- thelist of bank accounts should be reconciled to the records of
departments on a periodic basis;
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Results of our work

the names of all provincial accounts should begin with “Province of
New Brunswick;” and
all accounts should be given an identification code.

5.63  The Department agreed with these recommendations.

5.64  Twice since theinitial work was completed, we conducted follow
up audit work. In 1992 we reported that the Department was making
progress both in preparing the master listing and in standardizing the
account names. In 1993 we compared the master list prepared by the
Department to the lists kept by the other departments. We found
differences between the two listings. We brought these differences to the
attention of the Department and made the following recommendations:

all accounts operating in the name of the Province should be identified
and controlled:;

the Department should initiate an annual reconciliation with the bank
accounts held by all departments; and

procedures should be established to ensure inactive, unused and
unauthorized accounts are identified and cancelled on atimely basis.

5.65  Again the Department agreed with these recommendations and
indicated it would take action to deal with the concerns expressed.

5.66  The objective of our audit work this year was to evaluate the
actions taken by the Department to implement our past recommendations.

5.67  We based our work on the assumption that the Province needs
central administration and control over the bank accountsit utilizes.

5.68  We obtained Province-wide bank account records from two major
financial institutions. We also obtained lists of the accounts maintained at
the Fredericton branches of four other banks. We compared these accounts
to the records maintained by the Department of Finance.

5.69  Thefocus on this audit was on the compl eteness of the master
listing and not the individual departmental records. Accordingly, we did
not examine the records maintained by other government departments.

5.70  Since our 1988 recommendations, the Department has made an
effort to reconcile the accounts on the master listing to the accounts on the
departmental listings. Each year, a copy of the master listing is sent to
individual departments. They are asked to inform the Department of any
out-of-date or missing information on the master list.

5.71  All of the bank accounts on the Department’s master listing are
named “ Province of New Brunswick”, “Minister of Finance” or both. The
names on the banks' listings were not always referred to in such a
consistent manner.
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Departmental response

Exhibit 5.1

A aounts appearing only on the bank
reaords

5.72  All bank accounts on the master listing are identified with a
unique coding assigned by the Department. This coding is used in
communication between the Department and other government
departments. The banks do not use this coding in their own account
identification process.

5.73  According to arecent copy of the Department’s master list of the
Province' s bank accounts, there were 488 bank accounts in the name of
the Province. These accounts are distributed among the branches of seven
different banks. In comparing the Department’s master listing to the
banks' listings, we found numerous differences.

5.74 A number of possible reasons for these differences were
anticipated. These include timing differences, unclear account
identification and differences in the definition of which accounts are to be
included in the listings. However, we were surprised at the number of
differences.

5.75  Wegavethe Department alist of accounts for which the records of
the bank and the Province did not agree. We asked them to examine the
differences and report to us on the reasons for the disagreement.

5.76  Upon examination of the reason for discrepancies between the
listings it was found that improper designation as Province of NB
accounts and timing differences for the opening and closing of accounts
accounted for the majority of the variance.

5.77  The Department’s response provided further information. A
review of thisinformation together with the Department’ s supporting
documentation on all banks can be summarized as follows:

Reason for difference Number of accounts
did not belong to the Province 34
recently opened or closed accounts (timing difference) 11
accounts used only by the bank 14
incorrect account number on Department records 5
left off Department records in error 8
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A aounts appearing only on the
Department records

Recommendation

Departmental response

Reason for difference Number of accounts
recently opened or closed accounts (timing differences) 24
incorrect account number on Department records 5

(same accounts as above)

bank listing was assumed to be incomplete 41

5.78 There are several conclusions that can be drawn from the results
of this work.

«  There are still some existing bank accounts that the Department of
Finance did not have in their records. We found eight in our sample.

- Bank account listings supplied to us by the banks did not include all
Province of New Brunswick accounts operating at those institutions.
The Department of Finance indicated the accounts were presumably
omitted from the list because of limitations or constraintsin the
banks' systems.

« There are asignificant number of accounts that the banks believed to
be Province of New Brunswick accounts that are not. The definition
established by the Department of Finance says inclusions are limited
to government departments and do not include Crown agencies. The
banks included municipal and Crown agency accounts.

5.79  The Department should request that the banks adopt uniform
core names and classifications for Province of New Brunswick bank
accounts. Thiswill improve control over theaccountsfrom the banks'
per spective and facilitate identification and reporting when dealing
with the Province.

5.80  Thisconcernis primarily a bank issue and not a departmental
one. The Province has no direct control over the banks' internal
accounting systems. However, the Department has and will continue to
use uniform core names and classifications for Province of New
Brunswick bank accounts whenever accounts are updated and through all
external communications.

5.81  Weagreethisis abank responsibility. However, encouraging the
use of standard account names for the Province’s accounts will facilitate
communication and control. As evidenced by the results of the
comparison of accounts, the banks are not certain which accounts are
those of the Province of New Brunswick and that is likely the result of
inaccurate naming.
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Departmental response

5.82 Finally, we would like to note that our audit results do not cover
all banking operations in the Province. For audit purposes, we selected a
sampl e of the banksfor review. Additional differencesarelikely to existin
areas not covered by thisreview.

5.83  The Department should ensure that reconciliations of the
gover nment recordsto the bank records be completed for all banks.
Differences should beresolved.

5.84  Treasury and Debt Management authorizes the opening of new
accounts to ensure consistency in banking arrangements and to be aware
of cash flow implications which may be significant to the Province.
However, the day to day operation of the accounts (for example, accounts
opened in remote areas to handle DNR license revenues, Justice fees, etc.)
is the responsibility of the respective department. Treasury and Debt
Management does confirm annually the status of accounts with
departments.

5.85  Itisthe Department’s opinion that central administration and
control over bank accounts is most effectively accomplished through the
departments. However, the Division will discuss the recommendations for
account reconciliation with the Comptroller’s Office.
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Department of Health and
Community Services
Ambulance Services

Background

6.1 The Ambulance Services program of the Department of Health
and Community Services has been, and continues to be, the subject of
considerable study. Due to the attention given to ambulance services by
the Legislative Assembly and the Department we decided to carry out an
operational review of the program.

6.2 On 5 May 1988 two key planning documents on ambulance
services were tabled in the Legislative Assembly. One was the
departmental “ Green Paper” entitled Discussion Paper on Ambulance
Services. The other was the Applied Management Consultants’ (AMC)
report A Review of Ambulance Services in New Brunswick.

6.3 These two documents were forwarded to the Legislature’ s Special
Committee on Social Policy Development (Legislative Committee). The
L egislative Committee reviewed these documents, invited written
submissions and held public hearings on ambulance services. The

L egislative Committee received thirty-four submissions and had
twenty-six organizations submit briefs and appear before it. In 1989 the

L egislative Committee published its findings and recommendationsin a
report entitled Ambulance Servicesin New Brunswick. These studies, with
accompanying discussions and debate, led to the Legislative Assembly
assenting to the New Brunswick Ambulance Services Act (Act) in 1990.

6.4 In 1992 the new Act was proclaimed with the exception of Section
11. This Section requires that all attendants be certified by the
Department, establishes responsibility with the Department for training
standards and limits the actions of attendants to those within the scope of
their certificate.

6.5 The Act gives the Department responsibility for the devel opment
throughout the Province of a balanced and effective system of ambulance
services. This recognizes that effective and efficient ambulance serviceis
an essential serviceto all New Brunswickers. The Department contractsto
provide this service to the public through a network of hospital
corporations, non-profit organizations (e.g. St. John Ambulance) and
privately-run businesses.
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Scope

Resultsin brief

6.6 One of our responsibilities under the Auditor General Actisto
en