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Foreword

I am pleased to submit my report on the Audit of the Financial Statements of the Province
for the year ended 31 March 2007. My report on findings from reviews of Departments
and Crown Agencies for the year ended 31 March 2007 was submitted and released on
31 January 2008 pursuant to section 13(2) of the Auditor General Act. My report on the
operations of the Office of the Auditor General for the year ended 31 March 2007 will be
submitted when available.
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Reflections of the Auditor General

The Financial Condition of the Province (Part3.3)

Net Debt

There has been little change in the financial condition of the Province over the last year. The
Province's net debt as at 31 March 2007 was $11.6 billion, down slightly (1%) from the $11.7 billion
reported for 2006. This net debt, on a per capita basis, represents approximately $23,000 for each
Newfoundlander and Labradorian. This is still the highest net debt per capita of any province in
Canada. As well, at45.1% the Province still has the highest net debt as a percentage of GDP of any
province and continues to be included in the lowest credit rating category of any province.

Figure 1 shows the Province's financial position as at 31 March 2007 and emphasizes the difference
between the Province's financial assets of $2.1 billion in relation to its liabilities of $13.7 billion.

The following comments are made further to my audit of the Public
Accounts of the Province for the year ended 31 March 2007. The
Report provides additional information on the financial condition of
Government measured by using indicators issued by the Canadian
Institute of Chartered Accountants. The Report also offers comments
on Government's compliance with generally accepted accounting
principles and adherence to principles of sound financial
accountability.

The difference of $11.6 billion represents the Province's net debt.

Figure 1
Province of Newfoundland and Labrador
Financial Position
Asat31 March 2007
16.0
Liabilities
14.0 s13.7 Nt

Debt
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Financial
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Liabilities - Financial Assets

Accumulated Deficit =
Net Debt - Non-Financial Assets
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Results of Operations

In terms of results of operations, for 2007 Government reported a surplus of $154 million,
down from the reported surplus of $199 million for 2006. Total revenues decreased slightly from
$5.6 billion in 2006 to $5.5 billion in 2007, while total expenses remained virtually the same at
$5.4 billion.

(a) Revenues

Figure 2 shows the total revenues of the Province by source for 1999,2003 and 2007.

Figure?2

Province of Newfoundland and Labrador

Revenues by Source for 1999,2003 and 2007
($000's)

1999 2003 2007

$3,784,649 $4,101,969 $5,521,166

‘ [ Federal B Taxation [JOffshore Royalties [ Fees and Fines B Investment [ Other ‘

As Figure 2 shows, Federal revenues as a proportion of total revenues have decreased from 49.1% in
1999 to 31.6% in 2007, while the proportion of oil revenues has increased significantly from being
immaterial in 1999 to $423 million (7.7%) in 2007.
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Figure 3 shows budget and actual oil revenue from 2004 to 2007, along with budget and revised
forecasts for 2008.

Figure 3
Province of Newfoundland and Labrador
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As Figure 3 shows, while Government budgeted $703 million for oil revenues in 2007, actual oil
revenues totalled only $423 million. The decrease was due to a longer than anticipated shutdown of
the Terra Nova oil production facility - the Floating Production Storage and Offloading vessel.
Conversely, in December 2007, Government increased its oil revenues estimate for 2008 by $562
million to $1.6 billion, in large part as a result of higher oil prices than originally forecast and
production of 5.9 million barrels more than estimated. The $280 million (40%) decrease in budgeted
oil revenues for 2007, along with the $562 million (54%) increase in budgeted oil revenues for 2008,
demonstrate the significant impact that volatility in the oil and gas sector can have on the Province.
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(b) Expenses

The following figures show the total expenses of the Province by sector (Figure 4) and by type
(Figure 5).

Figure 4

Province of Newfoundland and Labrador
Expenses by Sector for 1999,2003 and 2007
($000's)

1999 2003 2007

$4,104,775 $4,792,795 $5,367,081

‘ [ General Government B Resource Sector [1Health and Community Services O Education B Other ‘

As Figure 4 shows, funding for the departments of Health and Community Services, and Education
increased significantly since 1999. Funding for the Department of Health and Community Services
increased from $1,260,697 (30.7% of total expenses) in 1999 to $1,990,479 (37.1%) in 2007, while
funding for the Department of Education increased from $761,010 (18.5% of'total expenses) in 1999
to $1,106,596 (20.6%) in 2007. As the Figure shows, funding for health and education made up
57.7% of the total expenses in 2007.
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Figure 5
Province of Newfoundland and Labrador
Expenses by Type
For the Year Ended 31 March 2007
($000's) )
Operating costs
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Debt expenses
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$5,367,081

As Figure 5 shows, debt expenses for 2007 totalled $777 million (14.5% of total expenses), down
from $947 million (17.7%) for 2006.

Figure 6 shows how much the Province had to pay to service the debt (also known as “interest bite™)
for 1999,2003 and 2007.

Figure 6
Province of Newfoundland and Labrador

Debt Expenses for 1999, 2003 and 2007
(000's)

$ 1,007,997
(24.6%)

$ 978,996
(20.4%)

$776,894
(14.5%)

1999 2003 2007
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As Figure 6 shows, debt expenses decreased from approximately $1.0 billion in 1999 to $777 million
in2007. Likewise, the debt expenses as a percentage of total expenses has decreased from 24.6 cents
ofevery dollarin 1999 to 14.5 cents of every dollar in 2007.

The reduction was primarily related to the impact of the Province, in March 2006, transferring
approximately $2.0 billion of the proceeds from the Atlantic Accord (2005) agreement to reduce the
unfunded liability of the Teachers' Pension Fund. While debt expenses have decreased, the Province
still has the highest interest costs as a percentage of total revenues of any province in Canada at
14.1%, resulting in fewer resources to allocate to programs and services.

Summary

Although the Province has recorded a surplus for the past two years and has budgeted a surplus again
for 2008, the following should be considered:

. The Province must have a surplus of $300 million each year for 40 years to eliminate its
existing net debt of $11.6 billion, i.e. to be debt free.

e  With Federal transfers at 31.6% of total revenues in 2007, the Province is heavily reliant on
the Federal government to help pay for the costs of such programs as health, education, and
social services.

e  Health and education expenses are increasing and accounted for $3.1 billion (57.7%) of
total expenses in 2007.

. The recent annual surpluses have been due in large part to oil revenues, with the mid-year
update for 2008 projecting that oil revenues for the year will increase from $1.0 billion to $1.6
billion. While this is good for the Province, these revenues are generated from non-renewable
resources and are very vulnerable to changes in world oil prices and production levels - factors
which are outside Government's control.

In addition to these factors, there are others which could significantly impact future annual surpluses
or deficits, including an aging infrastructure, an aging population, out-migration, interest and
currency rate fluctuations, changes in GDP, and demand for Government programs and services.

Addressing Current and Future Surpluses (Part3.4)

Now that the Province is receiving higher revenues and is in a surplus position rather than its
traditional deficit position, Government faces a new challenge - how best to use the surplus.
Government is faced with many alternatives and demands in this regard, including: reducing taxes
and fees; using the additional funding for social and other programs; replacing or upgrading its
infrastructure; and reducing its significant debt burden. It is important that Government take a
cautious and informed approach in managing its financial resources.
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A review of other provinces in Canada indicated that most have either balanced budget and/or debt
reduction legislation which provide legislative direction on how budgets would be developed and
how surpluses would be allocated. In addition, some provinces are required to specifically report to
the Legislature on their reduction and management of public debt.

Retirement Benefits - Pensions (Part4.1)

The Province's unfunded pension liability as at 31 March 2007 was $1.9 billion, a decrease of
$276 million or 12.5% from the $2.2 billion reported in 2006 and a decrease of $2.0 billion or
52% from the $3.9 billion reported in 2005. In 2005, Government used approximately $2.0 billion
of the proceeds from the Atlantic Accord agreement to reduce the unfunded pension liability of the
Teachers' Pension Plan. However, the unfunded pension liability continues to be a significant debt
for Government which, in 2007, cost the Province $174.3 million in interest costs.

I note that, although there was a reduction in the Province's overall unfunded pension liability in
2007, the unfunded pension liability related to four of the six pension plans increased by a total of
$54.5 million over 2006, as shown in Figure 7.

Figure7

Province of Newfoundland and Labrador
Unfunded Pension Liability

In Four of the Six Pension Plans
For the Years Ended 31 March 2006 and 2007
($ millions)

$170.6

$ 426.8 $ 481.3

E Teachers' Pension Plan B Uniformed Services Pension Plan
O Members of the House of Assembly Pension Plan [ Provincial Court Judges' Pension Plan
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The unfunded pension liability continues to be a significant debt for Government. Addressing this
liability should remain a priority for Government.

Retirement Benefits - Group Health and Group Life Retirement Insurance Benefits (Part4.2)

The liability for group health and group life insurance retirement benefits has added to the already
considerable debt load of the Province and is expected to increase in each of the next four years. The
net liability as at 31 March 2007 was $1.4 billion (2006 - $1.3 billion). By 2011, the net liability is
expected to total $1.7 billion, an increase of approximately $300 million or 21.4% over 2007, if
action is not taken to address it.

Government should carefully manage its liability relating to group health and group life insurance
retirements benefits.

Reporting under the Transparency and Accountability Act (Part5.2)

Accountability legislation entitled the Transparency and Accountability Act (the Act), came into
force on 15 December 2006. The Actrequires that strategic, business or activity plans (as applicable
for each entity) be tabled in the House of Assembly every three years. It also requires that an annual
report be tabled which compares actual results with the approved plan and explains any variance.

There has been progress in tabling strategic, business or activity plans in the House of Assembly.
However, while Government has been diligent in having annual reports tabled for departments and
Crown agencies, the reports provide only general information on the operations of the department or
agency. The reports do not provide the information necessary to hold each entity accountable for its
performance, including fiscal performance, in relation to its approved plans using established
measurable criteria.

Environmental Liabilities (Part 5.4)

Although the Province's environmental liability relating to remediation costs for contaminated sites
may be a significant amount, only $7.3 million has been recorded as a liability in the Province's
financial statements. A report made public by Government in 2004 referred to an estimated cost of
more than $237 million relating to the remediation of contaminated sites in the Province. The most
significant environmental issue reflected in the report related to regional waste sites.

Government has made little progress in this area since I first reported my concerns in 2002. It should
be more proactive in identifying all contaminated sites in the Province for which it is potentially
liable, determining the estimated liability associated with remediation costs, and recording the
resulting liability in the Province's financial statements.
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Public Accounts

2.1 Introduction

I am often asked questions about the financial statements of the Province
(commonly referred to as the Public Accounts). In this Chapter, I will
address these questions in an effort to provide information, not only about
the Public Accounts and my auditor's report, but also to explain the
purpose the Public Accounts serve and the importance of having an audit
completed.

2.2 What are the Public Accounts?

The Public Accounts contain the annual financial statements of the
Province of Newfoundland and Labrador. They are a representation by
Government, of the Province's financial condition as at the end of a fiscal
year, and the results of'its operations, the changes in its net debt and its cash
flows for that year.

The Financial Administration Act requires that the Public Accounts show:

° the state of the public debt;

° the revenue and expenditure;
° all compromises, remissions, refunds and amounts written off; and
° those other accounts and statements that may under good

accounting practice be required to show the financial position of
the Province at the end of the fiscal year.

2.3 Who Prepares Them?

Government is responsible for providing the House of Assembly with the
Province's financial statements. Under the Financial Administration Act,
Treasury Board prescribes the manner and form in which the Public
Accounts of the Province are prepared, with the actual statements,
schedules and notes being prepared by the Comptroller General.

The consolidated summary financial statements include a Statement of
Responsibility, signed by the Minister of Finance and President of
Treasury Board, and the Comptroller General. The Statement indicates
that “Responsibility for the integrity, objectivity and fair presentation of
the consolidated summary financial statements of the Province of
Newfoundland and Labrador rests with the Government. As required
under Section 59 of the Financial Administration Act, these consolidated
summary financial statements are prepared by the Comptroller General of
Finance in accordance with the applicable legislation and in accordance
with the accounting policies as disclosed in Note I to these consolidated
summary financial statements. These consolidated summary financial
statements are prepared based upon information provided by the various
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Government departments and the noted Crown corporations, boards and
authorities pursuant to Section 19 of the Transparency and Accountability
Act and Section 20 of the Financial Administration Act. The Government
is responsible for maintaining a system of internal accounting and
administrative controls in order to provide reasonable assurance that
transactions are properly authorized, assets are safeguarded and
financial records are properly maintained.”

2.4 Why are they Prepared?

The Financial Administration Act requires that the Public Accounts be
prepared and tabled in the House of Assembly. The Public Accounts
provide an important link in an essential chain of public accountability. In
an era where, in Canada and throughout the world, there is a heightened
need for transparency and accountability, the preparation and audit of
Government's financial statements is of increasing importance. These
statements are the principal means by which Government reports to the
House of Assembly and to all Newfoundlanders and Labradorians on its
stewardship of public funds.

2.5 What are the Public Accounts “Volumes”?

The Public Accounts for the year ended 31 March 2007 were published in
two volumes:

Volume I - Consolidated Summary Financial Statements

This Volume presents the consolidated summary financial statements of
the Province of Newfoundland and Labrador on an accrual basis of
accounting. Information contained in this Volume provides the most
complete information about the operating results and financial position of
the Province and combines the financial activities of the Consolidated
Revenue Fund (which accounts for the financial activities of the 18
Government departments and the Legislature) and the various Crown
corporations, boards and authorities which are controlled by and therefore
accountable to the Government of Newfoundland and Labrador.
Government departments and Crown agencies are accountable for the
administration of their financial affairs and resources through a Minister.

The types of entities included in these financial statements are outlined as
follows:
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Figure 1

Entities Included in the Consolidated
Summary Financial Statements

31 March 2007

Consolidated Summary
Financial Statements

:

Consolidated
Revenue Fund
(18 Departments and
the Legislature)

1 I 1

4 Regional .
Integrated Health 5 School Districts 36 Crown Agencies

Authorities

AsFigure 1 shows, the consolidated summary financial statements include
the financial activities of the Consolidated Revenue Fund as well as 45
other entities (4 regional integrated health authorities, 5 school districts
and 36 Crown agencies). There are 18 other entities which are not
included in the consolidated summary financial statements as their
financial activities are included with either the Consolidated Revenue
Fund or with parent entities already included in the 45 entities, or are not
considered to be controlled by Government.

Volume Il - Consolidated Revenue Fund Financial Statements

This Volume provides information about the operating results and
financial position of the Consolidated Revenue Fund only, comprised of
the 18 Government departments and the Legislature. These statements are
also prepared on an accrual basis of accounting.

2.6 What Statements are Included and what do they Show?

Government's financial statements are intended to reflect a fundamental
difference between financial reporting for a government and financial
reporting for private sector businesses. Governments use public money to
provide services through various programs, with no intent to make profit.
As such, a government's financial statements differ from those of business
by focusing on net debt - not profit or loss. Simply put, net debt represents
the amount Government will eventually have to raise to pay for incurring
past liabilities, and is calculated as total liabilities less total financial
assets.

Auditor General of Newfoundland and Labrador 13



Public Accounts

The consolidated summary financial statements are comprised of five
main statements:

Statement of Financial Position

This statement shows the Province's financial assets, liabilities, net debt,
non-financial assets and accumulated deficit.

Financial assets (such as cash, temporary investments and receivables) are
different from non-financial assets (such as roads, schools and hospitals)
in that they can be used to reduce liabilities. Liabilities include borrowings
as well as liabilities relating to retirement benefits, including the unfunded
pension liability. The difference between liabilities and financial assets is
the Province's net debt. This is the amount which the government of the
day leaves for future governments to either repay or refinance.

Non-financial assets will be used in providing programs and services and
therefore are deducted from net debt in calculating the accumulated
deficit. It is this accumulated deficit which reflects the difference between
past expenses and revenues, i.e. the net accumulation of all annual
surpluses and deficits.

Statement of Change in Net Debt

This statement reflects the change in net debt for the year, calculated as the
annual surplus or deficit, any changes in the net book value of tangible
capital assets and any changes in other non-financial assets.

Statement of Operations

This statement reflects the annual surplus or deficit, along with a
comparison of budgeted and actual revenues and expenses. The surplus or
deficit is calculated as the difference between revenues and expenses for
the year and represents the extent to which Government was able to raise
sufficient revenues to provide for the costs of programs and services, and
servicing the debt.

Statement of Change in Accumulated Deficit

This statement reflects the change in accumulated deficit resulting from
the surplus or deficit for the year.
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Statement of Cash Flows

This statement reflects the change in cash (and cash equivalents such as
temporary investments) and the source and use of cash through operations,
financing and investing activities. It also reflects acquisitions and
disposals of capital assets.

In addition to the five main statements, there are also several schedules and
notes which are an integral part of the statements, and which provide
additional disclosure and explanation regarding significant balances,
transactions and events during the year.

2.7 What Accounting Policies does Government Follow?

The consolidated summary financial statements are prepared on the
accrual basis of accounting in accordance with the accounting standards
established for governments by the Public Sector Accounting Board
(PSAB) of the Canadian Institute of Chartered Accountants (CICA), and
as outlined in the significant accounting policies of the Province.
Revenues are recorded when earned with expenses being recorded when
incurred, in accordance with the applicable significant accounting
policies.

Since PSAB's recommendations relating to financial reporting by
governments are generally accepted within Canada, section 59 of the
Financial Administration Act requires compliance with these
recommendations to properly present the financial position, results of
operations and changes in the financial position of the Province at the end
of'the fiscal year.

Accounting Policies
The accounting policies used by Government in preparing its financial
statements are included in Note 1 to the statements and deal with such

things as the method of consolidation and how assets, liabilities, revenues
and expenses are recognized.

I am pleased to note that the Province fully complies with PSAB
recommendations and standards.
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Use of Estimates

When preparing its financial statements, Government makes significant
estimates, as not all information is available or determinable at the time of
finalizing the statements. In these cases, estimates are based on the best
information available at the time the statements are prepared. Examples of
where estimates are used include the accrual of retirement benefits, the
amortization of foreign exchange gains or losses, and the allowance for
guaranteed debt. As well, estimates have been used in recording some
tangible capital assets given that only limited information is available on
some older assets. These estimates are audited and are provided for under
generally accepted accounting principles.

2.8 Who Audits the Public Accounts?

The Auditor General is responsible for auditing the Public Accounts.
Section 11 of the Auditor General Act requires that the Auditor General
express an opinion as to whether the financial statements included in the
Public Accounts present fairly the financial position, results of operations
and changes in the financial position of the Province in accordance with
Government's disclosed accounting policies and on a basis consistent with
that of the preceding year, together with any reservations the Auditor
General may have.

2.9 Why are they Audited?

The House of Assembly is responsible for overseeing the activities of
Government and holding Government accountable for its handling of
public resources. To assist this process, Government provides information
about how it used public resources entrusted to it. One of the main ways
Government does this is through the annual preparation, and tabling in the
House of Assembly, of the Public Accounts of the Province.

But what assurance do Members of the House of Assembly have that the
information provided in the Public Accounts is appropriate, credible and
complete? How can Members know that the information they receive
accurately reflects the results of the activities of Government? The answer
1s that the House of Assembly uses the services of the Auditor General to
assistitin carrying out its oversight responsibilities.

Consequently, the Auditor General's fundamental role in auditing the
Public Accounts is to bring an independent audit and reporting process to
bear upon the manner in which the financial statements are prepared and
presented.
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An audit provides reasonable, but not absolute, assurance that the
Province's financial statements are free of material misstatement. Material
misstatement refers to an item or group of items that if omitted or
misstated, would alter the decisions of reasonably knowledgeable
financial statement users. The tolerable level of error or misstatement is a
matter of judgment.

We obtain reasonable assurance on the financial statement figures because
it would not be cost effective to obtain absolute assurance - we cannot
audit every transaction. By applying audit procedures to test the accuracy
or reasonableness of the figures appearing in the financial statements, we
achieve our desired level of assurance. We use audit procedures such as
tracing samples of transactions to supporting documents, testing the
effectiveness of certain internal controls, confirming year-end balances
with third parties and reviewing the reasonableness of estimates.

We also obtain assurance on the financial information of Crown agencies
which are consolidated in the Province's financial statements, by
reviewing the agencies' audited financial statements and, in the case of
agencies which are not audited by the Auditor General, by obtaining and
reviewing information from the auditors of the agencies.

2.10 What does the Auditor's Report Show?

The Auditor's Report on the consolidated summary financial statements of
the Province for the year ended 31 March 2007 reads as follows:

To the House of Assembly
Province of Newfoundland and Labrador

I have audited the consolidated statement of financial position of the
Province of Newfoundland and Labrador as at 31 March 2007 and the
consolidated statements of change in net debt, operations, change in
accumulated deficit and cash flows for the year then ended. These
financial statements are the responsibility of Government. My
responsibility is to express an opinion on these financial statements based
onmy audit.

I conducted my audit in accordance with Canadian generally accepted
auditing standards. Those standards require that I plan and perform an
audit to obtain reasonable assurance whether the financial statements are
free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles
used and significant estimates made by Government, as well as evaluating
the overall financial statement presentation.
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In my opinion, these consolidated summary financial statements present
fairly, in all material respects, the financial position of the Province of
Newfoundland and Labrador as at 31 March 2007 and the results of its
operations, the changes in its net debt and its cash flows for the year then
ended in accordance with Canadian generally accepted accounting
principles and, pursuant to section 11 of the Auditor General Act, in
accordance with the accounting policies of the Provincial government as
disclosed in Note I to these financial statements applied on a basis
consistent with that of the preceding year.

JOHNL. NOSEWORTHY, CA
Auditor General

St. John's, Newfoundland and Labrador
19 November 2007

2.11 How do our Financial Statements Compare to other Jurisdictions?

The consolidated summary financial statements are the principal financial
statements of the Province and are in full compliance with the
requirements of Canadian generally accepted accounting principles for
government. In my opinion, the Province's financial statements are as
good as the financial statements of any jurisdiction in Canada.
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Financial Condition of the Province

3.1 Introduction In this Chapter, I present key financial information contained in the Public
Accounts. I also present information on the financial condition of the
Province, including a discussion of financial indicators in the
Newfoundland and Labrador context. These financial indicators are
intended to assist the reader in interpreting the financial information
contained in the Public Accounts and to more completely understand the
significance of the information provided.

3.2 Key Balances in the Public Accounts

There are five key balances in Volume I of the Public Accounts, i.e. the
consolidated summary financial statements - net debt, accumulated
deficit, surplus (deficit), revenue and expense.

Net Debt

Net debt as at 31 March 2007 was $11.6 billion (2006 - $11.7 billion).
This is the amount by which the Province's liabilities of $13.7 billion
(2006 - $13.8 billion) exceeded its financial assets of $2.1 billion
(2006 - $2.1 billion). It is also considered to be the amount which the
government of the day leaves for future governments to either repay or
refinance.

Accumulated Deficit

The accumulated deficit as at 31 March 2007 was $9.2 billion (2006 -
$9.4 billion). This is the total net amount of all annual surpluses and
deficits experienced by the Province. Adjustments to the opening
accumulated deficit balance are made each year to reflect changes in prior
year's amounts for certain entities.

Surplus (Deficit)

The consolidated surplus for the year ended 31 March 2007 was
$154 million (2006 - surplus of $199 million). The $154 million surplus
for 2007 is the amount by which the Province's total revenue of
$5.5 billion exceeded total expense of $5.4 billion. The $199 million
surplus for 2006 is the amount by which the Province's total revenue of
$5.6 billion exceeded total expense of $5.4 billion.
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Revenue

Total revenue for the year ended 31 March 2007 was $5.5 billion (2006 -
$5.6 billion). Revenues consist of:

° own source revenues generated by the Province e.g. through taxes
and fees;

° revenues received from the Government of Canada including
equalization transfers; and

° net income of Government business enterprises (considered as

organizations which carry on business and sell goods and services
to individuals and non-government organizations as their principal
activity and source of revenue - in the Newfoundland and Labrador
context, these consist of Newfoundland and Labrador Liquor
Corporation and Newfoundland and Labrador Hydro).

Expense

Total expense for the year ended 31 March 2007 was $5.4 billion (2006 -
$5.4 billion). Expenses include:

° salaries and employee benefits;

° debt expenses;

° operating costs;

° grants and subsidies; and

° other costs to Government of providing programs and services.

Expenses are summarized in the statements by the three sectors - general
government sector, resource sector and social sector.

A summary of key balances contained in the consolidated summary
financial statements is provided in Figure 1.
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Figure 1

Consolidated Summary Financial Statements

Key Balances
Years Ended 31 March
($ Billions)

Balance 2004 2005 20006 2007
Statement of Financial Position
Financial Assets 1.399 1.845 2.118 2.104
Liabilities 12.886 13.733 13.802 13.662
Net Debt 11.487 11.888 11.684 11.558
Non-Financial Assets 2.176 2.135 2.289 2.316
Accumulated Deficit 9.311 9.753 9.395 9.242

Statement of Operations

Revenue 4219 4.483 5.556 5.521
Expense 5.133 4972 5357 5367
Annual Surplus (Deficit) (0.914) (0.489) 0.199 0.154

Source: Consolidated Summary Financial Statements

3.3 The Financial Condition of the Province

While Government's financial condition has improved somewhat, its net
debt of $11.6 billion is still quite high, with net debt per capita of
approximately $23,000 as at 31 March 2007, still the highest in the
country.

Also, while the Province's economic growth has been positive, its ability to
raise its own source revenue remains vulnerable to changes in the
economy, including changes due to fluctuations in oil prices and
production levels, the Canadian dollar and interest rates.

With regards to oil revenues, the Province is becoming increasingly reliant
on these revenues due to growth in this revenue source in recent years.
Actual oil revenue in 2004 was $127 million and increased by
$296 million to $423 million in 2007. These revenues are generated from
non-renewable resources and are very vulnerable to changes in world oil
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prices and production levels - both outside the control of Government. As
aresult, there can be significant variances between Government estimated
revenue and actual revenue which can have significant impacts on fiscal
performance. To illustrate, in December 2007, Government increased its
oil revenue estimate for the 2008 fiscal year by $562 million. This had a
significant impact on the expected fiscal outlook and was a major factor in
changing the projected surplus of $261 million to a projected surplus of
$882 million for the 2008 fiscal year.

Government has committed to addressing past annual deficits, and for
2007 reported a surplus of $154 million. However, it is important that
Government continue with efforts to spend within its means and consider
a reasonable plan to reduce the Province's substantial net debt of
$11.6billion.

In order for Government to eliminate or reduce its net debt, it will be
necessary to have continued annual surpluses. The Province has had an
annual deficit each year from 1995, with the exception of 1998, 2006 and
2007. There has to be a substantial improvement in Government's results
of operations in order to support a reasonable plan to address the
substantial net debt. By way of illustration, consider that the Province
would require a surplus of nearly $300 million each year for almost 40
years to eliminate its current net debt of $11.6 billion.

Maintaining a significant net debt means incurring significant annual costs
to service that debt. It also means that these annual costs could change
significantly due to changes in interest rates. Debt expenses for the year
ended 31 March 2007 totalled $777 million, which represents 14% of total
revenues. This means that the Province spent $777 million to pay
financing costs associated with past accumulated deficits and, as a result,
that amount was not available to spend on programs and services.
Furthermore, the Province reported a Canadian dollar amount of
$991 million relating to its U.S. debt (net of sinking fund assets) and
therefore has exposure to currency fluctuations. For example, a 1 cent
change in the Canadian dollar has an impact of $11.5 million on the
Province's debt.

The Province is also heavily reliant on transfers from the Federal
government in order to fund its programs and services. To illustrate, of the
Province's total revenue of $5.5 billion for the year ended 31 March 2007,
$1.7 billion or 32% resulted from Federal transfers, including
$687 million for equalization.
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Figure 2

Aside from the risk of fluctuating revenues, Government faces continued
demand for expenditures, especially in health and education. Expenses in
these two departments over the last six years increased by $1.1 billion (or
55%) from $2.0 billion for 2001 to $3.1 billion for 2007, and accounted for
58% of'total Government expenses for the year ended 31 March 2007.

There are other factors which could also result in changes to the annual
surplus or deficit including an aging infrastructure, an aging population
and out-migration.

Figure 2 provides details of the Province's liabilities, annual surplus
(deficit), net debt and debt expenses for the years 1995 to 2007 as reported
in the consolidated summary financial statements of the Province.

Consolidated Summary Financial Statements
Liabilities, Annual Surplus (Deficit), Net Debt and Debt Expenses
Years Ended 31 March

($ Millions)
Group
Health and
Net Group Life
Borrowing Unfunded Insurance Annual
and other Pension Benefits Total Surplus Debt
Year Liabilities Liability Liability Liabilities (Deficit) Net Debt Expenses
1995 6,535 2,686 9,221 (374) 6,831 1,004
1996 6,725 2,739 9,464 (190) 7,121 822
1997 6,730 2,943 9,673 (107) 7,254 819
1998 6,373 3,134 9,507 133 7,301 865
1999 6,758 3,352 10,110 (187) 7,851 1,008
2000 6,689 3,309 9,998 (269) 8,087 883
2001 6,801 3,348 10,149 (350) 8,437 951
2002 7,270 3,392 10,662 (468) 8,932 942
2003 7,581 3,557 985 12,123 (644) 10,616 979
2004 8,073 3,746 1,067 12,886 914) 11,487 982
2005 8,640 3,934 1,159 13,733 (489) 11,888 940
2006 10,336(1) 2,201 1,265 13,802 199 11,684 947
2007 10,334(2) 1,925 1,403 13,662 154 11,558 777
Total (3,506) 11,919

(1) Includes deferral of $1.678 billion Atlantic Accord (2005) money.
(2) Includes deferral of $1.459 billion Atlantic Accord (2005) money.
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As Figure 2 shows, the Province has had substantial deficits and interest
costs and an increasing net debt each year, with the exception of slight
decreases in 2006 and 2007. The total deficit reported over the 13 year
period is $3.506 billion, with total debt expenses over the same period of
$11.919billion.

Although for 2007 the Province had budgeted a surplus of $6.2 million, it
actually had a surplus of $154 million. Figure 3 provides details on the
budget forecast compared to actual results for the year ended 31 March

2007.
Figure 3

Consolidated Summary Financial Statements

Actual Compared to Budget
31 March 2007

($ 000's)
Original Impact on % of
Actual Estimates Surplus Impact
Revenue
Provincial
Taxation 2,389,312 2,207,506 181,806 122.9%
Investment 261,148 221,516 39,632 26.8%
Fees and fines 224342 214,392 9,950 6.7%
Offshore royalties 423,041 703,100 (280,059) -189.3%
Other 299,584 361,770 (62,186) -42.0%
Government of Canada 1,742,589 1,777,427 (34,838) -23.6%
Net income of government
business enterprises 181,150 177,012 4,138 2.8%
Total Revenue 5,521,166 5,662,723 (141,557) -95.7%
Expense
General Government Sector 1,376,186 1,373,373 (2,813) -1.9%
Resource Sector 212,726 236,615 23,889 16.2%
Social Sector 3,778,169 4,046,580 268,411 181.4%
Total Expense 5,367,081 5,656,568 289,487 195.7%
Surplus 154,085 6,155 147,930 100.0%
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Figure 3 shows the significant increases in taxation revenue ($182 million)
and a reduction of expense in the resource and social sectors ($292
million) were major factors in why the projected surplus of $6 million
became an actual surplus of $154 million.

There is a sense of optimism about the potential prosperity for the Province
and the resulting improvements to the Province's financial condition. The
most significant area relates to the receipt of the $2 billion advance
payment from the Government of Canada in July 2005 relating to the
Atlantic Accord (2005), and the future revenues to be recognized resulting
from this advance payment along with reductions in pension debt
expenses. Another notable area is oil revenues. These revenues have had
an immediate impact on the Province's financial position and are expected
to have a significant impact on the Province's results of future operations.
However, it has to be recognized that oil revenues are volatile and oil is a
non-renewable resource with a limited life.

While it is encouraging that Government has made some progress
regarding past annual deficits, prudent fiscal management and spending
within its means has to remain a priority for Government if it is to make
progress in improving the Province's financial position. As well, a debt
reduction plan has to be developed and followed before the financial
condition of the Province can be considered to have turned around.

3.4 Addressing Current and Future Surpluses

Now that the Province is receiving higher revenues and is in a surplus
position rather than its traditional deficit position, Government faces a
new challenge - how best to use the surplus. Government is faced with
many alternatives and demands in this regard, including: reducing taxes
and fees; using the additional funding for social and other programs;
replacing or upgrading its infrastructure; and reducing its significant debt
burden.

We reviewed the legislation of other provincial jurisdictions to determine
whether each had legislation or policy dealing with similar situations. Our
review disclosed that most other jurisdictions had either balanced budget
and/or debt reduction legislation which provided legislative direction on
how budgets would be developed and how surpluses would be allocated.
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The following summarizes these findings:

° Six provinces (British Columbia, Saskatchewan, Manitoba,
Ontario, New Brunswick, and Nova Scotia) have some form of
balanced budget legislation. It was noted that Nova Scotia used its
Offshore Offset Funding to pay down its debt and that this funding
revenue is not considered revenue for purposes of its annual
balanced budget calculation.

° Four provinces (British Columbia, Ontario, Quebec and New
Brunswick) have legislative direction or policy to reduce their debt
to GDP ratio. Quebec is specifically directed to reduce its
percentages to 38% by 2013, 32% by 2020 and 25% by 2026.

Three provinces (Manitoba, Quebec and Nova Scotia) have debt
retirement funds.

In addition, four provinces (British Columbia, Alberta, Saskatchewan and
New Brunswick) are required to specifically report to the Legislature on
their reduction and management of public debt.

3.5 Financial Indicators - Interpreting the Financial Information

An important role for my Office is to provide Members of the House of
Assembly with information on the state of Government's finances. This
information is necessary in order to have an informed debate about the
issues that Government has to address. Issues include the ability of
Government to fund programs and services, where the revenues will come
from and the impact of surpluses, deficits and debt.

The Canadian Institute of Chartered Accountants (CICA), through the
Public Sector Accounting Board (PSAB), is the professional body that
approves standards for financial reporting and accounting in the public
sector. Italsoissues research studies on public sector accounting matters.

CICA issued a Research Report in 1997 entitled Indicators of Government
Financial Condition. That report identified financial indicators which it
felt best describes the financial condition of a government. These
indicators were categorized in terms of three elements of financial
condition:
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Sustainability - whether a government is living within its means;

Flexibility - whether a government can meet rising commitments by
expanding its revenues or increasing its debt; and

Vulnerability - the extent to which a government relies on money from the
Federal government or other outside sources to pay for existing provincial
programs.

In this section, these indicators are discussed in the Newfoundland and
Labrador context. Each indicator can and should be analyzed in detail,
combined with other information and monitored over time.

Sustainability Indicators

Sustainability is the degree to which a government can maintain existing
programs and meet existing creditor requirements without increasing the
debtburden on the economy. Important sustainability indicators include:

° government's annual surplus or deficit; and

° government's net debt and a province's gross domestic product
(GDP) inrelation to net debt.

Each of these indicators provides useful insight into the sustainability of a
government's revenue raising and spending practices.

(a) Government's annual surplus or deficit

The annual surplus or deficit shows the extent to which a
government spends less or more than it raises in revenues in one
fiscal year. It is an indicator of whether a government is living
within its means.

For the year ended 31 March 2007, the annual surplus reflected in
the Province's consolidated summary financial statements was
$154 million. Figure 4 provides details as to the annual surplus or
deficit each year from 1998 to 2007.
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Figure 4

Consolidated Summary Financial Statements

Annual Surplus (Deficit)
Years Ended 31 March
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As Figure 4 shows, with the exception of 1998, 2006 and 2007,
Government has had an annual deficit each year. In 1998, there
was a reported surplus of $132.6 million which resulted from a
one-time payment of $348 million received from the Government
of Canada related to the Labrador ferry service transfer. The
Figure also shows that Government's annual deficit grew each year
from 1998 to 2004, with the deficit of $913.6 million in 2004,
representing the largest annual deficit recorded by the Province.
Government also had an annual deficit in 2005; however, it had
decreased from the record deficit in 2004, to $488.8 million. For
2006, Government had an annual surplus of $199.3 million, which
was due in large part to an increase in oil revenue and an increase in
Government of Canada revenue.
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(b)

For 2007 the amount of Government of Canada revenue which the
Province received decreased by $137 million compared to 2006.
This was offset by an increase in Provincial government revenues
(including net income from Government business enterprises) of
$103 million. During the year, salaries and other operating
expenses increased by approximately $181 million. This was
offset by the savings in interest expenses of $170 million largely
due to the payment of $1.9 billion on the unfunded pension
liability of the Teachers’ Pension Plan in 2005. As a result of
the $34 million decrease in revenue and the $11 million increase
in expenses, the Province’s annual surplus was reduced by
$45 million from $199 million in 2006 to $154 million in 2007.

Net debt and a province's gross domestic product (GDP) in
relation to net debt

Users of a province's financial statements should look at long-term
trends such as net debt to GDP and net debt as a percentage of GDP.
Such trends are further indicators of whether a government is
living within its means.

Netdebt s the total of all liabilities reduced by financial assets (e.g.
cash, temporary investments and receivables). It is the amount
which the government of the day leaves for future governments to
either repay or refinance. As at 31 March 2007, the net debt
reflected in the Province's consolidated summary financial
statements was $11.6 billion.

The Province's GDP is a measure of the total value of all goods and
services produced in Newfoundland and Labrador in one year. Itis
the number most often used to indicate the size of a provincial
economy. Government must manage its revenue raising and
spending practices in the context of the economy of the Province.

Figure 5 provides details as to the net debt in relation to the GDP
from 1998 to 2007. For purposes of this report, GDP for 2007 is
reported at $25.6 billion, based on information obtained from the
Provincial Department of Finance.
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Figure 5

Consolidated Summary Financial Statements
Net Debt in Relation to GDP
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As Figure 5 shows, the GDP of Newfoundland and Labrador
increased substantially from 1998 to 2007. The 2007 GDP of
$25.6 billion is an increase of $15.1 billion (144%) from the 1998
GDP of $10.5 billion. Figure 5 also shows that, with the exception
0f' 2006 and 2007, the Province's net debt has increased each year
since 1998.

The financial demands placed on the economy by Government's
spending and revenue raising practices can be assessed for
sustainability by comparing Government's net debt to the
Province's GDP. The thinking behind this measure is that the
larger the GDP the more debt Government can afford to carry. As
Figure 5 shows, the Provincial GDP has been increasing and as a
result, Figure 6 shows that the net debt as a percentage of GDP has
decreased since 2003.
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Figure 6

Consolidated Summary Financial Statements
Net Debt as a Percentage of GDP
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As Figure 6 shows, the net debt of the Province as a percentage of
GDP in 2007 was 45.1%, a significant decrease from the 70.2% in
1999. Although this is an improvement, the Province still has the
highest net debt to GDP ratio of any province in Canada.

Flexibility Indicators

Flexibility is the degree to which a government can increase its financial

resources to respond to rising commitments, by either expanding its
revenues or increasing its debt. Important flexibility indicators include:

° interest costs as a percentage of total revenue; and

° own source revenues to GDP.
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Together with a government's net debt and a province's GDP, these
indicators provide insight into a government's flexibility in responding to
rising commitments. For example, when a government has a large net debt
and high interest costs, it has fewer resources to allocate to programs and
services.

(©)
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Interest costs as a percentage of total revenue

Government incurs interest costs on its borrowings, as well as on
its liabilities relating to retirement benefits. At 31 March 2007,
Government's long-term debt net of sinking funds was $6.6
billion, its unfunded pension liability was $1.9 billion and its
unfunded group health and life insurance retirement benefits
liability was $1.4 billion. In 2007, Government's interest costs
(debt expenses) totalled $777 million. The significance of debt
expenses is that this money is not available to fund programs and
services.

Interest costs as a percentage of total revenue, sometimes called
the “interest bite”, is an important indicator of the state of a
government's finances. This indicator shows the extent to which a
government must use revenue to pay interest costs rather than to
pay for programs and services. Figure 7 provides information on
debt expenses as a percentage of total revenue from 1998 to 2007
and shows that the “interest bite” in 2007 was 14 cents per dollar of
total revenue.
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Figure 7

Consolidated Summary Financial Statements
Total Debt Expenses as a Percentage

of Total Revenue
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While Figure 7 indicates a significant decrease in debt expenses as
a percentage of total revenue, these costs continue to be a
substantial burden for Government. With 14 cents of every dollar
going to debt expenses, Newfoundland and Labrador continues to
have the highest debt expenses as a percentage of total revenue of
any province in Canada.

Continued reductions in the interest bite would allow Government

to use more of its revenues to pay for programs and services, and
use less of'its revenues to pay for debt expenses.
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(d)

Figure 8

Own source revenues to GDP

The Government of Newfoundland and Labrador raises revenue
from two general sources. The first revenue source is from within
the Province. This source is called “own source revenue”. The
second source of revenue is transfers from the Federal
government.

Government's own source revenue to GDP reflects how much
revenue Government can raise from the Provincial economy e.g.
through taxes and fees. It shows the extent to which Government
obtains its revenues from the Provincial economy as opposed to
transfers from the Federal government, and the flexibility it has in
increasing its financial resources through own source revenues if
faced with decreases in Federal government revenue.

Figure 8 provides information on own source and Federal revenues
from 1998 to 2007.

Consolidated Summary Financial Statements

Revenue by Source
Years Ended 31 March
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Figure 9

As Figure 8 shows, although a substantial portion of our total
revenue continues to come from the Federal government, with the
exception of 2006 and 2007, Federal contributions have been on a
decline since 2001. At the same time, Provincial revenues have
increased. As a result, Federal revenues as a percentage of total
revenues have declined from 44% in 2001 to 32% in 2007.

Another important factor to consider is the comparison of the
change in a government's own source revenue to the size of the

economy as indicated by the GDP.

Figure 9 provides information on this indicator from 1998 to 2007.

Consolidated Summary Financial Statements
Own Source Revenue as a Percentage of GDP
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As Figure 9 shows, revenue raised from sources within the
Province, as a percentage of GDP, has declined each year since
1998 except for 2005 and 2006. In 1998 the percentage was 20.0%
while in 2007 it was 14.8%. This means that the Province is now
taking less income out of the economy than it was in 1998.

Vulnerability Indicators

Vulnerability is the degree to which a government becomes dependent on,
and therefore vulnerable to, sources of funding outside its control or
influence. This indicator measures the extent to which a government can
manage its financial affairs without having to rely on others. Important
vulnerability indicators include:

(e)
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Federal government revenues compared to own source revenues;
foreign currency debt to total government debt; and
oil revenues as a percentage of own source revenues.

Federal government revenues compared to own source
revenues

A significant portion of Government's revenue in this Province
consists of transfers from the Federal government such as
equalization, Health and Social Transfers and cost-shared
programs.

In the case of equalization, the Federal government calculates the
amount of these transfers by comparing the ability of a province to
raise revenues with a set standard for other provinces in Canada.
As a result of this calculation, the annual amount of equalization
transfers due to Newfoundland and Labrador is significantly
affected by the performance of other provincial economies.

A comparison of Federal government revenues to own source
revenues reflects how dependent Government is on transfers from
the Federal government and how vulnerable Government is to
changes in these transfers in its ability to finance its programs and
services.

Figure 10 provides information on the percentage of Federal
revenues compared to the Province's total revenues from 1998 to
2007.
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Figure 10

Consolidated Summary Financial Statements
Federal Revenues as a Percentage of Total Revenues
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As Figure 10 shows, Federal revenue as a percentage of total
revenue has generally declined since 1998. This decline is due in
large part to decreases in the Province's entitlement relating to
Federal government equalization payments. These decreases in
entitlement are impacted by factors including decreases in the
Province's population.

As indicated in Figure 10, over the past ten years, Federal revenue
as a percentage of total revenue ranged from a high of 48.9% in
1998, which resulted from a one time payment of $348 million
related to the Labrador ferry service transfer, to a low of 31.6% for
2007.

The lower the percentage of Federal revenues as a percentage of

total revenues, the less potential impact, i.e. the vulnerability the
Province has related to any change in these revenues.
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® Foreign currency debt to total government debt

Of the $6.6 billion in total borrowings (net of sinking fund assets)
asat31March2007,$991 million was foreign (U.S.) debt.

A comparison of a government's foreign debt to its total debt
reflects the degree to which it is vulnerable to currency swings.

Figure 11 provides information on the Province's foreign currency
debt as a percentage of'its total debt from 1998 t0 2007.

Figure 11
Consolidated Summary Financial Statements
Foreign Currency Debt as a Percentage

of Total Debt (Net of Sinking Funds)
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(@

As Figure 11 indicates, over the last ten years, foreign currency
debt as a percentage of total debt has been steadily decreasing from
ahighof42.4%in 1998 toalow 0f 14.9% in 2007.

As indicated in the notes to the consolidated summary financial
statements, subsequent to 31 March 2007, a significant, favourable
change in the US dollar exchange rate occurred. As at 25 October
2007 (date of substantial completion of Consolidated Revenue
Fund financial statements), the foreign exchange rate for one US
dollar was $0.9674, an increase of $0.1872 over the $1.1546 rate at
year end. If as at 31 March 2007, the foreign exchange rate had
been $0.9674, there would have been an increase in foreign
exchange gains of $160.8 million.

While Government is still vulnerable to currency swings, this risk
has been minimized given the decline in the amount and
percentage of foreign currency debt held. An increase/decrease of
one cent in the foreign exchange rates at 31 March 2007 would
have resulted in an increase/decrease in foreign borrowings of
$11.5 million.

Oil revenues as a percentage of own source revenues

There is a growing reliance by Government on oil revenue to fund
its programs and services. This revenue source as a percentage of
Provincial revenues has increased substantially in recent years. To
illustrate, in 2004 oil revenue was $127 million (4.7% of own
source revenue) while in 2006, oil revenue was $533 million
(14.5% of own source revenue).

However, world oil prices are highly volatile and production levels
relating to such non-renewable resources can vary significantly.
Therefore, changes in these factors can result in significant
differences between budget forecasts and actual. As a result,
Government's financial position can be significantly impacted by
factors outside of its control. Figure 12 shows budget and actual
oil revenue from 2004 to 2007 along with budget and revised
forecasts for 2008.
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Figure 12

Consolidated Summary Financial Statements

Oil Revenues: Budget, Actual and
Percentage of Own Source Revenues
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Figure 12 outlines differences between the budget forecasts and
actual oil revenues from 2004 to 2007 (and forecasted for 2008)
which, for the most part, are attributable to changes in oil prices
and/or production levels. For example, in 2007, while oil revenue
was budgeted at $703 million, actual oil revenue was $423 million,
adecrease of $280 million or40%. This change could have been in
either direction and highlights the vulnerability associated with
this revenue source. In fact, the opposite occurred in 2006 when
oil revenue was budgeted at $215 million, with actual revenues of
$533 million representing an increase of $318 million or 148%.
Furthermore, although oil revenue was budgeted for 2008 at
$1.04 billion, in December 2007, Government increased its oil
revenue estimate by $562 million to $1.6 billion in large part as a
result of higher oil prices than originally forecast and production of
5.9 million barrels more than estimated.



Financial Condition of the Province

Given its lack of control over oil prices and production levels, and
its increasing dependence on this revenue source, Government has
to carefully consider the degree to which it relies on this revenue
source to fund its programs and services.
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Comments on Selected Financial Information

4.1 Retirement Benefits - Pensions

Figure 1

Pensions Administered under the Newfoundland and Labrador Pooled
Pension Fund

Prior to 1967, public service salaries and pension benefits were paid under
the authority of the Civil Service Act. Under that legislation there were no
employee or employer contributions to a pension plan and pension
benefits were paid out of the Consolidated Revenue Fund. In 1967,
legislation was enacted which required that employees contribute to a
pension plan. Employees' pension premiums were paid into the
Consolidated Revenue Fund and pension benefits continued to be paid out
ofit.

In 1981, legislation was enacted which created the Province of
Newfoundland and Labrador Pooled Pension Fund and required that
employee and employer pension premium contributions be paid into the
Fund. Subsequent to the establishment of the Fund, pension benefits were
paid by the Fund irrespective of whether the employee had contributed
pension premiums to it. Figure 1 provides historical data for the Fund
relating to pensioners and active members for the past 12 years.

Province of Newfoundland and Labrador Pooled Pension Fund
Population History: Pensioners and Active Members
Years Ended 31 December
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Figure 2

As at 31 December 2006, the Province of Newfoundland and Labrador
Pooled Pension Fund was comprised of the following five pension plans:

° Public Service Pension Plan;

° Teachers' Pension Plan;

° Uniformed Services Pension Plan;

° Members of the House of Assembly Pension Plan; and
° Provincial Court Judges' Pension Plan.

All employee and employer contributions are deposited into the Fund and
pension benefits to plan members and other pension payments are made
fromit.

For the year ended 31 December 2006, approximately 32,900 employees,
Members of the House of Assembly, and the employer paid pension
contributions totalling $2.3 billion into the Pension Fund under the five
pension plans. During the same period, the Fund provided benefits
totalling $395.5 million to approximately 21,000 retirees. Figure 2
provides historical data for the Fund relating to pension benefits paid and
pension contributions received for the past 12 years.

Province of Newfoundland and Labrador Pooled Pension Fund
Pension Benefit Payments and Contributions
Years Ended 31 December
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Memorial University of Newfoundland Pension Plan

Commencing with the year ended 31 March 2006, the Province included
Memorial University of Newfoundland (MUN) in its reporting entity.

MUN's plan is a defined benefit pension plan for its full-time employees
and is administered separately from the plans administered under the
Province of Newfoundland and Labrador Pooled Pension Fund.

As at 31 March 2007, the MUN plan had 3,203 active participants and
1,042 pensioners. For the year ended 31 March 2007, the employer and
employees paid pension premiums totalling approximately $36 million,
and provided benefits to pensioners of approximately $30 million.

Unfunded Pension Liability

The unfunded pension liability as at 31 March 2007, including the
unfunded liability of the MUN plan of $17.4 million, totalled
$1.925 billion. This is a decrease of $2.009 billion from the balance of
$3.934 billion as at 31 March 2005. The main reason for the decrease in
the unfunded pension liability was the decision by Government to use
$1.953 billion of the proceeds from the Atlantic Accord (2005) agreement
to reduce the unfunded pension liability of the Teachers' Pension Plan.

The $1.925 billion unfunded pension liability continues to represent a

significant debt for Government. Information on the overall unfunded
pension liability from 1998 to 2007 is outlined in Figure 3.
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Figure 3

Consolidated Summary Financial Statements
Unfunded Pension Liability

As at 31 March
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Figure 4 provides details of the Province's $1.925 billion unfunded
pension liability as at 31 March 2007.
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Figure 4

Consolidated Summary Financial Statements
Unfunded Pension Liability by Plan

As at 31 March

($ Millions)

Unfunded Current Unfunded

Liability | Contributions | Contributions | Special Service Current Interest Other Liability

Plan 2006 Employees Employer Payments | Costs | Amortization | Expense | Adjustments 2007

PSPP 1,755.6 (81.4) (65.9) (445.0) 122.1 11.2 129.8 1,426.4
TPP 200.1 (36.1) (32.9) 53.4 25.1 25.0 2.8 237.4
USPP 170.6 2.5) (1.9) - 4.8 0.5 13.0 184.5
MHAPP 52.1 0.4) (4.6) - 1.9 2.3 3.5 54.8
PCJPP 4.0 0.2) 0.1) - 0.8 0.1) 0.2 - 4.6
MUNPP 18.8 (14.7) (15.7) (6.9) 29.6 3.5 2.8 17.4
2,201.2 (135.3) (121.1) (451.9) 212.6 42.5 174.3 2.8 1,925.1

Although the total unfunded pension liability decreased from 2006, the
liability increased by a total of $54.5 million in four of the pension plans
included in Figure 4 - the Teachers’ Pension Plan ($37.3 million), the
Uniformed Services Pension Plan ($13.9 million), the Members of the
House of Assembly Pension Plan ($2.7 million) and the Provincial Court
Judges' Pension Plan ($0.6 million).

Special Payments

(@)

Public Service Pension Plan

Commencing during the 1998 fiscal year, Government started to
make special payments to the Public Service Pension Plan to
address the Plan's unfunded liability. Government contributed $30
million in each of the fiscal years 1998 and 1999, $40 million in
each 0f2000, 2001 and 2002, $45 million in 2003, and $60 million
in each of 2004, 2005 and 2006. Pursuant to the applicable
pensions legislation, the Province had agreed to make special
payments of $60 million annually into the Plan as long as it
remains unfunded. The Agreement was amended during the year
to replace this annual funding as a result of the commitment of the
Province to make a one time total contribution of $982 million to
the Plan to help address the unfunded liability. Of the additional
$982 million contribution, $400 million was made as at 31 March
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(b)

(©)
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2007 with the remaining $582 million being paid by 30 June 2007.
As at 31 March 2007, the net unfunded liability for the Public
Service Pension Plan was $1.426 billion (2006 - $1.756 billion).

Teachers' Pension Plan

During the 1999 fiscal year, Government negotiated a collective
agreement with the Newfoundland and Labrador Teachers'
Association which included provisions to address the unfunded
liability of the Teachers' Pension Plan. In accordance with the
agreement, Government agreed to contribute up to $815 million to
the Plan over a 14 year period. Government paid $166 million
towards this commitment in 1999 and 2000, and paid $76 million
in each fiscal year from 2001 to 2005. Additional annual payments
were to be made in installments of $76 million until the remaining
balance of an initial obligation of $815 million, plus interest, had
been paid.

However, in March 2006, Government reached an agreement with
the Newfoundland and Labrador Teachers' Association and
contributed a total of $2.019 billion for the 2006 fiscal year. This
amount was comprised of $1.953 billion Atlantic Accord (2005)
money, special payment of $56 million and a transfer of $10
million from the Members of the House of Assembly Pension Plan.
There are no more planned special payments after fiscal 2006. As
at 31 March 2007, the net unfunded liability for the Teachers'
Pension Plan was $237.4 million (2006 - $200.1 million).

Uniformed Services Pension Plan

During the 2002 fiscal year, the Province agreed to a five-year
commitment to provide an annual payment of $20 million to the
Uniformed Services Pension Plan. As at 31 March 2007, the net
unfunded liability for the Uniformed Services Pension Plan was
$184.5 million (2006 - $170.6 million).
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(d)

(e)

®

Members of the House of Assembly Pension Plan

During the 2002 fiscal year, the Province agreed to a five-year
commitment to provide an annual payment of $7.5 million to the
Plan. However, these payments will only be allowable under the
Federal Income Tax Act to the extent that they fully fund the
registered component of the Plan. There were no special
payments made during 2006 or 2007. Asat31 March 2007, the net
unfunded liability for the Members of the House of Assembly
Pension Plan was $54.8 million, an increase of $2.7 million over
the 2006 unfunded liability of $52.1 million.

Provincial Court Judges' Pension Plan

No special payments have been made to the Provincial Court
Judges' Pension Plan since its inception in fiscal 2004. As at
31 March 2007, the net unfunded liability for the Provincial Court
Judges' Pension Plan was $4.6 million, an increase of $0.6 million
over the 2006 unfunded liability of $4.0 million.

MUN Pension Plan

During the 2006 fiscal year, MUN made a special payment of
$7 million as the first of a series of planned special payments to the
MUN Pension Plan. As at 31 March 2007, the net unfunded
liability for the MUN Pension Plan was $17.4 million, a decrease
of $1.4 million from the 2006 unfunded liability of $18.8 million.
(MUN was included in the consolidated summary financial
statements for the first time in 2006).

Interest Costs

The interest costs relating to the pension plans each year from 1998 to
2007 are outlined in Figure 5.
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Figure 5

Consolidated Summary Financial Statements
Interest Costs on the Unfunded Pension Liability
Years Ended 31 March
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Figure 5 indicates that from 2001 to 2006 there was a significant increase
in interest costs associated with the Province's unfunded pension liability.
In 2001, interest costs amounted to $225.2 million while in 2006, interest
costs were $335.4 million, an increase of $110.2 million or49%. In2007,
there was a large decrease to $174.3 million due primarily to the impact of
the additional special payment of $1.953 billion to the Teachers’ Pension
Plan in March 2006.

Recommendation

Government should continue to closely manage the Province's unfunded
pension liability.
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4.2 Retirement Benefits - Group Health and Life Insurance

Active and retired public sector employees are eligible to participate in
group health and group life insurance plans. Plans for active and retired
Government employees, Members of the House of Assembly and
Provincial Court Judges are managed by Government. Plans for teachers
are managed by the Newfoundland and Labrador Teachers' Association
and plans for employees of Memorial University of Newfoundland are

managed by the University.

Figure 6

Province of Newfoundland and Labrador
Group Health and Group Life Insurance

Net Liability
As at 31 March
($ Billions)

As at 31 March 2007, the plans provided benefits to a total of 17,577
retirees. Obligations for retirement benefits result from a commitment by
Government to provide benefits to employees on retirement in return for
their current services. Extended health care and life insurance benefits are
a form of compensation offered for current services rendered by
employees and accrue over the years employees work. The fundamental
accounting task is to determine the amount of the total obligation for future
retirement benefits and to determine the cost of future benefits for each
year of employee service (current service cost).

Anetliability as at 31 March 2007 of $1.403 billion (2006 - $1.265 billion)
isrecognized in the Province's consolidated summary financial statements
relating to group health and group life insurance retirement benefits.

Figure 6 provides information regarding the net liability as extrapolated to
31 March2011.
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The liability for retirement benefits other than pensions has added to the
already considerable debt load of the Province and, as Figure 6 shows, is
expected to increase in each of the next four years. By 2011 the net
liability is expected to total $1.706 billion, an increase of $721 million or
73% over 2003, if action is not taken to address it.

Figure 7 shows graphically the steady increase in the net liability.

Figure 7

Group Health and Group Life Insurance
Net Liability

As at 31 March
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Recommendation

Government should carefully manage its liability relating to group health
and group life insurance retirement benefits.

52 Auditor General of Newfoundland and Labrador



Comments on Selected Financial Information

4.3 Debt

As at 31 March 2007, borrowings were reported in the Consolidated
Statement of Financial Position at $6.6 billion, which represents total
borrowings of $7.6 billion less sinking fund assets of $963 million. Total
borrowings consist of general debentures, amounts borrowed from the
Government of Canada and its agencies, as well as other notes and loans
payable by the Province. The total borrowings of the Province, net of
sinking fund assets for various debentures, is comprised of $6.013 billion
in debt reflected in the Consolidated Revenue Fund, $198 million in
Newfoundland and Labrador Municipal Financing Corporation debt,
$198 million in Student Loan Corporation of Newfoundland and
Labrador debt, $184 million in health care organization debt, $30 million
in Newfoundland and Labrador Housing Corporation debt, and other
miscellaneous debt of $24 million.

The net borrowings of $6.6 billion do not include the borrowings of
Newfoundland and Labrador Hydro. This accounting policy is consistent
with the recommendations of the Public Sector Accounting Board
(PSAB) of the Canadian Institute of Chartered Accountants which
require that the net equity position of a government business enterprise
such as Newfoundland and Labrador Hydro be recorded in the
consolidated summary financial statements of the Province. In the audited
financial statements of Newfoundland and Labrador Hydro for the year
ended 31 December 2006, the Corporation reported debt of $1.5 billion
(31 December 2005 - $1.5 billion).

Figure 8 shows the total borrowings as at 31 March for each year from
1998 to 2007 as disclosed in the Consolidated Statement of Financial
Position. The Figure provides a breakdown of Canadian and foreign
currency debt.

Auditor General of Newfoundland and Labrador 53



Comments on Selected Financial Information

Figure 8

Consolidated Summary Financial Statements
Borrowings

As at 31 March
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As Figure 8 shows, there were only Canadian and U.S. denominated
borrowings as at 31 March 2007. The Canadian denominated borrowings
totalled $6.3 billion and accounted for 83% of total borrowings.

Sinking Funds

Many of the debentures held by the Province have sinking fund
requirements. Sinking funds are a pool of cash and investments
accumulated during the life of the debentures to repay the debt at maturity.
Figure 9 is a summary of sinking funds as at 31 March 2007 along with the

related debenture debt outstanding and the net amount left after reducing
the debt by the amount of the sinking funds.
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Figure 9

Consolidated Summary Financial Statements

Borrowings and Sinking Funds

As at 31 March 2007

($ Millions)
Debt Sinking Fund | Balance net of
Outstanding Balance Sinking Fund
Total Debt with Sinking
Funds 4,621 963 3,658
Total Debt without Sinking
Funds 2,989 0 2,989
Total 7,610 963 6,647
As Figure 9 shows, Government had approximately $963 million in
sinking funds at 31 March 2007.
Figure 10 shows borrowings net of sinking funds for each of the past ten
years.
Figure 10

Consolidated Summary Financial Statements
Borrowings and Sinking Funds
As at 31 March

($ Millions)
1998 | 1999 [ 2000 | 2001 | 2002 | 2003 | 2004 | 2005] 2006 | 2007
Borrowings 6,093 | 6,654 6909 | 7384 | 7464 | 7398 | 7501 | 7,612 | 7,393 | 7610
Sinking Funds 1,042 | 1,007 | 1210 | 1284 | 1,007 819 724 775 864 963
Net Borrowings 5051 | 5557 5699 | 6100 6457 | 6579| 6777 6837| 6529 6,647
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Figure 11

Debt Expenses

The Province's debt expenses for 2007 as recorded in the consolidated
summary financial statements totalled $776.9 million, which consists of
$174.3 million for the unfunded pension liability, $71.4 million for the net
liability for group health and life insurance retirement benefits, and
$531.2 million for the Province's borrowings. Total debt expenses for the
Province each year from 1998 to 2007 is outlined in Figure 11.

Interest costs as a percentage of total revenue, sometimes called the
“interest bite”, is an important indicator of the state of a government's
finances. The “interest bite” in 2007 was 14 cents per dollar of total
revenue (2006 - 17 cents per dollar).

Consolidated Summary Financial Statements
Debt Expenses
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Figure 12

Credit Rating

The Province's credit rating will affect the debt servicing costs over time
because the interest that the Province will have to pay on its borrowing will
decrease as the credit rating improves, and conversely, the interest costs
will increase as the credit rating declines.

The Province's credit ratings as established by the three most recognizable
rating agencies are outlined in Figures 12, 13 and 14.

Province of Newfoundland and Labrador
Credit Ratings Established by
Dominion Bond Rating Service
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Figure 13

Province of Newfoundland and Labrador
Credit Ratings Established by
Moody's Investors Service
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Figure 14

Province of Newfoundland and Labrador
Credit Ratings Established by

Standard & Poor's
A
A-
h I:l I
1973 1985 1994 1999 2006

Although this information shows that the Province's credit rating set by
each of the three rating agencies has improved, as Figures 15, 16 and 17
show, this Province is still included in the lowest credit rating category of
any province in Canada.
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Figure 15

Credit Ratings Established for Canadian Provinces by
Dominion Bond Rating Service
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Figure 16

Credit Ratings Established for Canadian Provinces by
Moody's Investors Service
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Figure 17

Credit Ratings Established for Canadian Provinces by
Standard & Poor's
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Comments on Government’s Financial Reporting

5.1 Introduction  The Public Sector Accounting Board (PSAB) of the Canadian Institute of
Chartered Accountants prescribes generally accepted accounting
principles (GAAP) for the public sector in Canada. @ PSAB
pronouncements represent the consensus of senior government officials,
legislative auditors and other experts in public sector accounting across
Canada. They represent minimum standards for governments and are the
benchmark for acceptable financial reporting.

Government in this Province has made significant progress by preparing
financial statements that provide information about the operating results
and financial position of the Province in accordance with GAAP.
However, there are still issues that should be addressed which would
improve its overall financial reporting.

5.2 Reporting under the Transparency and Accountability Act

On behalf of the taxpayers of the Province, Members of the House of
Assembly approve legislative appropriations of approximately $5 billion
annually for Government departments. These appropriations are provided
through the various supply acts. An additional amount of approximately
$0.6 billion is allocated annually through statutory expenditures,
primarily for debt expenses. Funding for most Crown agencies is
provided, in turn, by the departments.

The allocation of funding to departments is provided each year through the
Estimates process. Government's annual Estimates document represents
the financial plan of the Province for a fiscal year, and outlines the
estimated expenditures and revenues for that year. The Estimates reflect
the policies, programs and priorities of Government.

A fundamental principle of accountability is that an entity cannot be
accountable to itself. True accountability requires that an entity be held
accountable to those who provide the resources for its operations. To be
truly accountable, these entities (i.e. departments and Crown agencies)
would be required to table strategic and annual operational plans in the
House of Assembly as well as table annual performance reports. Strategic
plans outline the long-term goals and objectives of an entity while
operational plans are prepared annually and include the allocation of all
resources, including financial, to further the goals and objectives
contained in the strategic plan. Annual performance reports provide
information on the results of activities in comparison with these plans,
using measurable criteria and providing explanations for areas where
performance varies from that expected.
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Legislative Requirements

In previous Reports to the House of Assembly, my Office expressed
concern over the lack of performance information being provided to the
House of Assembly by departments and Crown agencies. As a result, my
Office recommended the implementation of a legislated accountability
framework for all Government departments and Crown agencies which
would include the requirement to provide an annual performance report.

I was pleased, therefore, when Government enacted new accountability
legislation in the House of Assembly. This legislation, entitled the
Transparency and Accountability Act, came into force on 15 December
2006.

The Act requires that strategic, business or activity plans (as applicable for
each entity) be tabled in the House of Assembly every three years. Italso
requires that an annual report be tabled which compares actual results with
the approved plan and explains any variance.

Current Reporting

There has been progress in tabling strategic, business or activity plans in
the House of Assembly. However, while Government has been diligent
in having annual reports tabled for departments and Crown agencies, the
reports provide only general information on the operations of the
department or agency. The reports do not provide the information
necessary to hold each entity accountable for its performance, including
fiscal performance, in relation to its approved plans using established
measurable criteria. The Transparency and Accountability Act requires
that all departments and entities be fully compliant with the Act by 1 April
2008. It is expected that entities will be in a position to develop
performance based reports one year after they have tabled their initial
performance based plan.

Government has established a Transparency and Accountability Office
within Executive Council to monitor accountability efforts by
departments and agencies, and to provide direction and advice relating to
the preparation of plans and reports. The Office continues to work with
departments and agencies to develop performance based plans and reports
which will meet the requirements of the Act.

Recommendation

Government should continue its efforts to ensure that all departments
and Crown agencies are fully compliant with the Transparency and
Accountability Act by 1 April 2008.
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5.3 Government Reporting Entity

Under the standards established for governments by the Public Sector
Accounting Board (PSAB) of the Canadian Institute of Chartered
Accountants, the Province's consolidated summary financial statements
are required to include all organizations that are controlled by
Government. A detailed listing of organizations and enterprises included
as part of the government reporting entity is presented in a schedule to the
statements.

Government considers the Workplace Health, Safety and Compensation
Commission to be a form of trust and has disclosed information on
the Commission's net fund deficiency ($8.3 million) and accumulated
operating deficit ($131.4 million) for the year ended 31 December 2006
in a note to the Schedule of Trust Accounts in the consolidated summary
financial statements. Accounting for entities similar to the Workplace
Health, Safety and Compensation Commission continues to evolve, with
variations among jurisdictions in Canada.

Recommendation

Government should continue to monitor how other jurisdictions in
Canada account for entities similar to the Workplace Health, Safety and
Compensation Commission.

5.4 Environmental Liabilities

There are many sites in the Province which have environmental
contamination resulting from such things as PCBs, old fuel storage tanks
and solid waste landfills. These sites include, for example, the old
Harmon airforce base, Octagon Pond, Buckmaster's Circle, Marystown
Shipyard and abandoned mining properties.

In my 2002 Annual Report to the House of Assembly, I concluded that:
“There is no central inventory of contaminated sites ... The lack of a
central inventory makes it more difficult for Government to determine the
nature and extent of contaminated sites in the Province, the extent of
progress of remediation efforts, and estimated future remediation costs to
be incurred by Government.” Although Government has started to
capture information on contaminated sites, there is still no complete
central inventory of such sites.
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Government will ultimately have involvement with all contaminated sites
in the Province; however, the extent of the involvement and resulting
financial costs may vary. Costs associated with remediation are usually
significant - for example Government spent approximately $18.9 million
to complete remediation at the former Hope Brook Gold Mine property.
While it is possible that the Province may be able to recover some of the
remediation costs from other parties, the remaining remediation costs
associated with contaminated sites would likely be significant.

Generally accepted accounting principles require that, if a reasonable
estimate of the costs of the environmental remediation of Government-
owned sites can be determined and it is likely that the Province will be
liable for these costs, this amount should be recorded in Government's
financial statements. Note 8.(c)(vi) to the statements indicates that “...
while the Province is aware of a number of contaminated sites, the full
extent of the remediation costs for these known sites is not readily
determinable”.

Although the Province's environmental liability relating to remediation
costs for contaminated sites may be a significant amount, only $7.3
million has been recorded as a liability in the Province's financial
statements. A financial report made public by Government in January
2004 indicated that “The Province is facing environmental issues
requiring more than $237 million for compliance with legislation and for
remediation....” The report indicated that the issues were spread across
several departments and agencies, each of which had indicated an inability
to handle remediation costs within the current expenditure levels. The
most significant environmental issue reflected in the report related to
regional waste sites.

Government has made little progress in this area since I first reported my
concerns in 2002.

Government should be more proactive in identifying all contaminated
sites in the Province for which it is potentially liable, determining the
estimated liability associated with remediation costs, and recording the
resulting liability in the Province's financial statements.

Recommendation

Government should continue with its efforts to identify all contaminated
sites in the Province for which it is potentially liable, determine the
estimated liability associated with remediation cost, and comply with
generally accepted accounting principles by recording any resulting
liability in the Province's financial statements.
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5.5 Periodic Financial Statements

Periodic financial statements, while not specifically required by generally
accepted accounting principles, are considered to be an important
component of any financial accountability framework. These statements
are important to effectively monitor and control Government's financial
operations.

Since September 2002, Government has been preparing quarterly
financial statements to show the Province's results of operations and
financial position. However, officials of the Department of Finance
indicated that these financial statements are only distributed to the
Minister of Finance/President of Treasury Board, other Treasury Board
Ministers, the Deputy Minister of Finance, the Comptroller General,
various officials of the Department of Finance, and the Auditor General.

While I commend the Office of the Comptroller General for preparing
such financial statements; in my opinion, these financial statements
should be more widely distributed. Ideally, these financial statements
should be part of accountability information provided on an on-going
basis to all Members of the House of Assembly and senior Government
officials.

Recommendation

Periodic financial statements should be provided to Members of the House
of Assembly and senior Government officials as part of Government's
accountability framework.

5.6 Accounting for Federal Revenues

Government currently records Federal revenues based on regular
entitlements received for the current year, with adjustments made against
future years' revenues when known. These revenues include equalization
transfers, health and social transfers, personal income taxes, corporate
income taxes, and Harmonized Sales Taxes (HST). Financial reporting
would be improved if Government provided a reasonable estimate of
future revisions, rather than wait until actual adjustments become known.
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Recommendation

Government should develop a reasonable basis for estimating future
revisions to entitlements, which could be used as a basis for recording

Federal government revenues.
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Accrual basis

Accumulated surplus/deficit
Annual surplus/deficit
Atlantic Accord (2005)

Agreement

CICA

Consolidated Revenue Fund

Consolidated Summary
Financial Statements

Environmental liability

Federal transfers

Financial assets

Generally accepted auditing
standards (GAAS)

A method of accounting whereby revenues are recorded when
earned and expenses are recorded when incurred.

This equals the net accumulation of all annual surpluses and deficits
experienced by the Province.

The difference between Government's annual revenues and
expenses.

During 2005-06, enabling legislation was passed by the Federal
Government for the Agreement which provides 100% clawback
protection for offshore revenues for the eight year period from 2004-
05t02011-12. Following the passing of the Agreement, the Province
received a $2 billion advance payment in July 2005.

The Canadian Institute of Chartered Accountants.

All revenues over which the Legislature has power of
appropriation form one Consolidated Revenue Fund. This
currently includes the financial operations of the 18 Government
departments and the Legislature.

Summary financial statements which consolidate the financial
statements of the Consolidated Revenue Fund with the financial
statements of various Crown Corporations, Boards and Authorities
which are controlled by the Government.

An estimate of the cost of remediation that the Province will
have to incur in the future.

Funds received by a province from the Federal government, such as
the Canada Health and Social Transfer (CHST) and Equalization
payments.

Assets of government (such as cash, investments, loans and accounts
receivable) that can be converted to cash in order to pay
government's liabilities or finance its future operations.

This refers to the auditing standards that the Office of the Auditor
General follows in order to be consistent in its auditing

practices with similar organizations. The authority for
GAAS isthe CICA.
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Gross domestic product (GDP) The money value of goods and services produced within a
geographical boundary. It can be reported without adjusting for
inflation (known as market value, current or nominal GDP) or it may
be discounted for the effects of inflation (real GDP). In this report,
GDP is not adjusted for inflation.

Interest bite The extent to which a government must use revenue to pay interest
costs, rather than to provide new or expanded programs and
services, reduce taxation levels or repay debt.

Interest cost Interest on the Province's debt (e.g. borrowings, unfunded pension
liability), as well as other debt-related expenses.

Net borrowings Total borrowings (debentures, treasury bills, etc.) less sinking
funds. Alsoreferred to as Provincial debt.

Net debt Government's liabilities less its financial assets. This is the residual
liability amount that will have to be paid or financed by future
taxpayers.

Non-financial assets Assets consumed in the delivery of government services, but not

intended to reduce existing or future liabilities. Non-financial assets
are primarily comprised of tangible capital assets.

PSAB Public Sector Accounting Board of the CICA. The Board issues
standards and guidance with respect to matters of accounting and
financial reporting in the public sector.

Public Accounts Annual financial accountability document of the Province. It
includes the Volume 1 - Consolidated Summary Financial
Statements and the Volume II - Consolidated Revenue Fund
Financial Statements.

Public debt Borrowings of government. Debt generally consists of debentures,
notes payable, capital leases and mortgages.

Debt expenses Also known as the cost of borrowing, or debt servicing costs, this is
the interest cost incurred by Government on its borrowings.

Tangible capital assets Non-financial assets which are held for use in the production or
supply of goods and services and have useful economic lives
extending beyond an accounting period. Examples include
buildings, roads, infrastructure, marine vessels and heavy
equipment and machinery.

Unfunded pension liability The total unpaid pension benefits earned by existing/former
employees and retirees less the value of assets set aside to fund the
benefits.
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