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Chapter 1 Introductory Comments

Introductory Comments

Volumel Reports 1.1 Thisvolume of our Report deals with matters
' i i arising from our financial audits of the Province and its
\(/)VLgr EI nancial Audit Crown agencies for the year ended March 31, 2013.

Release of financial 1.2  Financid information is most useful if it istimely.

information The government released the Province's March 31,
2013 audited consolidated financia statements on
October 16, 2013. The Province's financial statement
audit opinion was signed on October 4, 2013. This
timing was later than in recent years.

1.3 Thedelay waslargely due to complex accounting
matters pertaining to shared risk pension plans. Given
the unique nature of these plansin New Brunswick as
well as Canada, we had numerous and lengthy
exchanges with government on thisissue. In the end
our audit questions were resolved and | was ableto
express an unqualified opinion on the Province's
financial statements.

Auditor General prefers 1.4  Inanticipation of government’sintent to release the
earlier release of audited Province's audited financia statements 60 days prior to
financial statements every the September 2014 provincia eection, | would like to
year assure the Legidative Assembly every effort will be
made by my Office to deliver on the proposed
timelines. However, thiswill require a collective effort
of many participants throughout government
departments, Crown corporations and agencies.

1.5 1 am hopeful earlier financia statement release
dates will become routine each and every year, not just
when there is aprovincial election.

Auditor General’s 1.6  TheProvince sfiscal situation remains aconcern.

Commentson the The Province's March 31, 2013 audited consolidated

Province s Fiscal Status financial statements show a fifth consecutive deficit. In
fiscal 2013 the Province' s deficit exceeded half a
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Introductory Comments Chapter 1

billion dollars and nearly $1 billion was added to Net
Debt. Net Debt isnow over $11 billion.

1.7 Asl have stated in prior yearsthisis not
sustainable.

1.8 However, | would like to highlight recent
government efforts to control spending. Our analysis
shows New Brunswick's expenses increased from 2011
to 2013 by only 1.6%. This compares favorably to
expense increases in Nova Scotia, Manitoba and
Saskatchewan of 7.1% or higher.

1.9  Although recent government efforts to control
spending are noteworthy, it is not enough. The
Province still has a structural deficit. A structural
deficit is asustained situation where expenses exceed
revenues. It is aso concerning that this fiscal imbalance
persists in atime when our infrastructure such as
buildings, roads and bridges are not being maintained
and renewed at optimal levels. In general, to correct a
structural deficit, expenses or services/programs need
to be reduced, revenues need to be increased, or some
combination of the two need to occur. The solution
chosen is dependent on government policy and decision

making.
Continued diligence is 1.10 Continued fiscal diligenceisrequiredin
needed to improve the government policy and decision making to improve the
financial health of the financial health of the Province.

Province

Need to return to balanced 1.11 Our Province must return to balanced budgetsin

budgets and control growth the foreseeable future. Aswell, our Province must

in Net Debt control Net Debt growth. Both measures, the annual
deficit and change in Net Debt, are important in
assessing the financia health of the Province.

1.12 Chapter 2 of this volume provides further detail,
analysis and commentary of the Province's fiscal status
as at March 31, 2013. The chapter includes historical
trends, financial indicators and an analysis of New
Brunswick’s Net Debt to that of comparable provinces.
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Chapter 1 Introductory Comments

Accounting for Pension 1.13 Thisyear we have highlighted in Chapter 3 two
Plans and NB Power significant and complex accounting areas involved in
auditing the Province's financial statements: Pensions
and NB Power. Each of these elements has alarge
impact on the Province' s financia situation and results.

Pension Plans

1.14 Chapter 3 explains the accounting for pension
plans, some history of the significant impact on the
Province' s finances relating to pension plans, as well as
our assessment of the accounting for the Province's two
pension plans which converted to shared risk pension
plans during fiscal 2013.

1.15 Given the Province' s announced intention to
convert more pension plans to shared risk plans, we
believe the question of appropriate accounting
treatment will be an even more important issuein
future audits.

NB Power 1.16 During fiscal 2013, the newly refurbished Point
Lepreau Generating Station returned to operation after
an outage of over four years. Lepreau refurbishment
costs of $2.4 billion have begun to be recognized in NB
Power's expenses and are expected to continue for the
next 27 years.

1.17 Onesignificant areawe evaluate is NB Power's
model of forecasted operating results. In Chapter 3 we
explain our assessment of the model and evaluate the
sensitivity of major assumptions supporting the model.
The forecast model isimportant given the accounting
decisions impacted by the need for NB Power to
operate as aviable business, maintain its operations and
meet its liabilities primarily from ratepayers.

Other Chaptersin this 1.18 Chapter 4 reports on matters arising from our audit
Volume of the financial statements of the Province.

1.19 Chapter 5 reports on matters arising from our
audits of Crown agencies and Federal Claims.

Office Performance Report 1.20 Chapter 6 includes our performance report of the
Office of the Auditor General and isintended to present
a comprehensive picture of the Office's actual
performance.

Report of the Auditor General - 2013 5
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Acknowledgements 1.21 My Officeisgrateful for the continuing
cooperation we receive from government departments
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Chapter 2

Comments on the Province' s Financial Position

Comments on the Province' s
Financial Position

Fifth Consecutive 21
Deficit

2.2

Significant Changes 2.3
Required

The Province' s 31 March 2013 audited
consolidated financial statements reported a deficit of
$507.7 million and an increase in Net Debt for the
fiscal year of $931.8 million. The Province now has a
Net Debt of over $11 billion.

The $507.7 million annual deficit was higher than
the budgeted deficit of $182.9 million and was more
than double that of the prior year deficit of $245.3
million.

This represents the fifth consecutive annual deficit.
To assist in financing these deficits, the Province has
incurred additional debt. Thistrend isvery
concerning. Significant changes are required to
improve the financial health of the Province.

Exhibit 2.1-  Annual Surpluses (Deficits)
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Province of New Brunswick
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$250
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Asrestated
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Comments on the Province' s Financial Position Chapter 2

Exhibit 2.2-  Annual Surpluses (Deficits) Data

Annual Surpluses (Deficits)

($ millions)
2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
As restated (245.3) (617.7) (695.8) (152.7) 240.3 2752 226.3 2205 (196.7)
ﬁascg:(ijg;ga"y (507.7) (260.6) (633.0) (737.9) (192.3) 86.7 236.8 243.6 2422 (103.2)

2.4 Exhibits 2.1 and 2.2 show the surplus or deficit for
the past ten years. The preceding years amounts have
been restated as per Note 18 of the Province's 31
March 2013 consolidated financial statements.

Continued Growth 2.5 Net Debt is one of the most important measures of
: the financia position of the Province. Exhibits 2.3
In Net Debt and 2.4 show Net Debt for the past ten years.

Exhibit 23-  Net Debt

Province of New Brunswick
Net Debt
11,500
11,000 -
10,500 -
10,000 -
2 9,500 -
S 9,000 -
T 8500 -
s 8,000 -
7,500 -
7,000 -
6,500 -
6,000 -
2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
Fiscal Year
As restated
Exhibit 24 -  Net Debt Data
Net Debt
($ millions)
2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
As restated 10,122.2 9,697.5 8,636.7 7,6159 7,158.8 6,767.7 6,904.9 69482 7,067.2
Afe‘;r(')?('jl‘"’(‘;'y 11,054.0 10,0458 9,480.4 8,353.0 7,387.8 6,942.9 65779 66557 6,836.0 6,816.1
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Chapter 2

Comments on the Province' s Financial Position

Comparison to Other
Similar Sized
Provinces

2.6 Wewould like to draw attention to the following
facts:

e For the year ended 31 March 2013, Net Debt
increased by $931.8 million to $11.1 billion.

e Net Debt has increased $4.3 billion since 2007.

e The 2013-2014 Main Estimates budgets for an
increase in Net Debt of $594.4 million for the year
ended 31 March 2014.

e Based on 2013-2014 Main Estimates, Net Debt of
the Province could be in excess of $11.6 billion for
the year ended 31 March 2014.

2.7 Thiscontinued increase in Net Debt represents a
very disturbing trend. An even higher demand will
exist on future revenue to pay past expenses. Such
continued negative trends impacted the Standard &
Poor’ s decision to downgrade the Province' s bond
rating from AA- to A+ in 2012. Thisrating change
will ultimately result in more expensive borrowing
costs. Aswell, New Brunswick’s increased
borrowing may constrain future borrowing
capacity and affect future provincial operations and
delivery of services. The A+ rating remained
unchanged in 2013.

2.8 Another way to assess the significance of the
size of the Province' s Net Debt isto compareit to
the Net Debt of provinces with similar populations
as New Brunswick in absolute amount, per capita
and as a percentage of GDP. Comparable
provinces include Nova Scotia, Manitoba and
Saskatchewan.

2.9 Inthenext six exhibitsdatais taken from:

e theaudited summary financial statements of the
individual provinces,

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

e GDP figuresare from the financial statement
discussion and analysis attached to the individual
provinces audited summary financial statements.

Report of the Auditor General — 2013
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Comments on the Province' s Financial Position Chapter 2
Exhibit 25-  Net Debt Comparison to Provinces of Smilar Sze
Net Debt
Comparison to Provinces of Similar Size
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Exhibit 2.6 -  Net Debt Comparison to Provinces of Smilar Sze (data)
Net Debt
($ millions)
Increase Increase
Province 2009to  2012to 2013 2012 2011 2010 2009
2013 2013

New Brunswick 45% 9% 11,054 10,122 9,698 8,637 7,616
Saskatchewan 45% 12% 5,109 4,543 3,783 3,560 3,524
Manitoba 39% 9% 15,893 14,550 12,562 11,643 11,413
Nova Scotia 13% 4% 13,953 13,383 12,887 13,045 12,318

2.10 Exhibit 2.6 shows that over the last five years
within this comparable group, New Brunswick has
had one of the highest increasesin Net Debt. New
Brunswick’s Net Debt hasincreased by 45% over the
last five years. The magnitude of thisincreaseis
concerning. The rate of Net Debt growth has also
increased in the past year. New Brunswick Net Debt
grew 9% in fiscal 2013. The overall debt burden for

12
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Comments on the Province' s Financial Position

the Province remains at an elevated level. The 2013-

2014 Main Estimates budgets an increase in Net Debt
of approximately $594 million. We are concerned at

the long term implications and borrowing cost of the

current debt load.

Exhibit 2.7-  Net Debt Per Capita

Comparison to Provinces of Similar Size

Net Debt per Capita
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11,000 -+
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2013
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Fiscal Year

Exhibit 28-  Net Debt Per Capita (data)

Net Debt Per Capita*
$)

Province

2013 2012 2011 2010 2009

Nova Scotia
New Brunswick

Manitoba

Saskatchewan

14,708 14,110 13,634 13,869 13,139
14,623 13,400 12,880 11,516 10,197
12,544 11,624 10,166 9,544 9,466

4,731 4,295 3,622 3,458 3,476

* Using populations from Statistics Canada as of July 1 within the fiscal year (i.e. 2013 uses July 1, 2012 population),
Numbers have been rounded for presentation purposes.

2.11 Information in Exhibit 2.8 shows that New
Brunswick has the second highest Net Debt per capita
in the comparable group. If the debt wereto be
eliminated by way of contributions from New
Brunswickers, each would contribute $14,623. Again,
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Comments on the Province' s Financial Position

Chapter 2

thisisan indicator that has increased significantly
from 2009 at $10,197 to 2013 at $14,623.

2.12 For the year ended 31 March 2009, New
Brunswick’s Net Debt per capitawas 77.6% of Nova
Scotia’ s Net Debt per capita. By 31 March 2013 the

percentage reached 99.4%.
Exhibit 29-  Net Debt as a Percentage of GDP
Net Debt as a Percentage of GDP
Comparison to Provinces of Similar Size
40
35 | ﬁ| M —
30 1
25 1
;C'; ONovaScotia
© 20
o New Brunswick
15 +—
10 B Manitoba
5 || W Saskatchewan
0 T T T T
2013 2012 2011 2010 2009
Years
Exhibit 2.10 - Net Debt as a Percentage of GDP (data)
Net Debt as a Percentage of GDP
(percent)
% Increase
Province 2013 2012 2011 2010 2009 from 2009
to 2013
Nova Scotia 36.7 36.2 35.5 37.4 34.8 5.5%
New Brunswick 33.9 315 31.3 29.8 26.7 26.9%
Manitoba 26.8 25.6 231 22.6 221 21.3%
Saskatchewan 6.6 6.1 5.9 6.0 5.3 24.5%

2.13 Asshown in Exhibit 2.10, New Brunswick had the
highest increase of Net Debt as a percentage of GDP
from 2009 to 2013, and the second highest Net Debt
as a percentage of GDP among comparable provinces
for 2013. For the year ended 31 March 2009, New
Brunswick’s Net Debt as a percentage of GDP was
76.7% of Nova Scotia’'s; for the year ended 31 March

14
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Net Debt Comparison
Summary

Commentson the
Province s Financial
Health

Assumptions Used

2013 it was 92.4%.

2.14 New Brunswick’s Net Debt performance compared
to other provinces remains a significant concern. New
Brunswick’sincrease in Net Debt of $4.3 billion from
2007 indicates the need for continued efforts to
address the level of Net Debt.

2.15 For the past number of years, we included in our
annual Report a historical trend analysis of the
Province' s financia condition by looking at measures
of sustainability, flexibility and vulnerability.

2.16 Starting in 2009, the Province began reporting
some of these measures as part of the section called
Indicators of Financial Health which is reported in
Volume 1 of Public Accounts. Aswe commented last
year, we are pleased to see the Province report this
information, and we are also pleased to see that for
31 March 2013 the Province expanded the historical
timeframe of information provided from nine yearsto
ten years.

2.17 Inthis section, we report on twelve indicators of
financia condition identified by the Public Sector
Accounting Board (PSAB) in a Statement of
Recommended Practice (SORP). Thisanalysisis
intended to give a broader view of the financial health
of the Province as the analysis shows trends. The
analysis expands on the information reported in the
audited consolidated financial statements which only
reflect the Province' s fiscal status at apoint in time.

2.18 We have not audited some of the numbers used in
our indicator analysis; instead, we are using numbers
the Province restated as per Note 18 of the Province's
consolidated financial statements. The Province used
these restated figures in its Management Discussion
and Anaysisin Volume 1 of Public Accounts. We
have not audited the annualized numbers we obtained
from the Province for the years 2004 to 2010. For the
2011- 2013 numbers, we audited the numbersin
conjunction with our 2012-2013 audit work.

2.19 Insome of the Exhibits that follow, we show five
years of comparative figuresinstead of ten. For these
cases, restated numbers for prior years are not

Report of the Auditor General — 2013 15



Comments on the Province' s Financial Position Chapter 2

available because of changesin accounting policies.

Summary of the 2.20 In Exhibit 2.11, we summarize our analysis of
Province s Financial financia indicators. We show the indicators for each
Condition element, the purpose of the indicator, the short-term

(two year) and long-term (five or ten year) trend, as
well as areference within this chapter of where we
discuss the indicator in more detail.

16 Report of the Auditor General - 2013



Chapter 2 Comments on the Province' s Financial Position
Exhibit 2.11 - Summary of Indicators of Financial Condition
Indicator Purpose Short-term Term Long-term Trend Page
Trend
Measures extent that
Assets-to- government finances | a0 rablet 5 year Unfavourable 19
liabilities its operations by
issuing debt
Measures whether
F|n_anc_:|a_| asset- | future revenues will Unfavourablet 5 year Unfavourable 20
to-liabilities be needed to pay for
past transactions
total annual Unfavourable 10 year Unfavourable 21
pay for past
revenue -
transactions
> | Expense by Shows the trend of
= | function-to-total | government Neutral 5 year Neutral 22
g expenses spending over time
=
2 Shows the
= relationship between
@ | Net Debt-to- Net Debt and the Unfavourable 10 year Unfavourable 23
GDP AT
activity in the
economy
Measures the sum of
the current and all
Accumulated prior year operating
deficit-to-GDP results relative to the Unfavourable 5 year Unfavourable 24
growth in the
economy
Shows the trend of
government
Total expenses- | spending over time
to-GDP in relation to the Favourable 10 year Unfavourable 25
growth in the
economy
Measures extent that
Pulicdebr | R8T
charges-to- ability to meet Neutral 10 year Favourable 27
revenues ) .
current financial and
- service commitments
= Measures the
g Net book value estimated useful
@ | of capital lives of tangible
L | assets-to-cost capital assets Neutral 5 year Neutral 28
of capital assets | available to provide
products /services
Own-source Measures extent
revenues-to- income is taken out Neutral 10 year Neutral 29
GDP of the economy
Measures the
Government dependence on
>, | transfers-to- p Unfavourable? 10 year Mixed 31
£ | total revenues another level of
% government
5 Measures the
£ | Foreign government’s
§ currency debt- potential vulnerability Favourable 10 year Favourable 32
to-Net Debt to currency
fluctuations
1last year was“ Neutral”
2|ast year was “ Favourable”
Report of the Auditor General — 2013 17
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Conclusion

Sustainability
Indicators

Assets-to-Liabilities

2.21 Thelong-term trends continue to show a number of

unfavorable financial indicators. The long-term
financia condition of the Province has remained
relatively unchanged since the prior year. In addition,
there have been signs of short term declinesin certain
areas. In particular, we note our assessment of three
short-term indicators has weakened over the prior
year. We are concerned with these signs of weakening
short term indicators.

2.22 Although there are afew favourable financial

indicators, we remain concerned about the level of Net
Debt, now over $11 billion and the fact Net Debt has
increased by 63.3% since 2007. This pace of Net Debt
growth is not sustainable in the long term, and
significant changes are required to address this
problem. It may eventually impact the Province's
ability to meet its existing financia obligations both in
respect of its service commitments to the public and
financial commitments to creditors, employees and
others. We again this year encourage the Province to
set targets for long term net debt control and
reduction.

2.23 Sustainability indicates whether the Province can

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

2.24  The sustainability indicator assets-to-liabilitiesis

presented in Exhibit 2.12.

18
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Exhibit 2.12 - Comparison of Assets-to-Liabilities

Comparison of Assets-to-Liabilities
Year Total assets . T(_)t_a_l TOtaI.aS.S?t.S/
ended ($ millions) I|ab_|I|'t|es total liabilities
(8 millions) (percent) Assets-to-Liabilities
2009 11,765.6 13,4745 87.3% 90%
. 85% 4 —
S 80%
2010 12,045.8 14,485.5 83.1% | 8°°7
5 75%
% 70%
2011 13,646.5 16,744.0 81.5% 65% , , , , .
2009 2010 2011 2012 2013
2012 14,973.9 17,386.9 86.1% Year
2013 15,948.8 18,744.7 85.1%
As restated

* The 2009-2011 amounts are not restated for accounting changes relating to deferred capital
contributions and capitalization of computer hardware and software systems.

2.25 An assets-to-liability indicator below 100%
indicates a government has accumulated deficits and
has been financing its operations by issuing debt. For
the past five years, the Province' s rate was less than
100%. The increases in 2012 and 2013 compared to
previous years relates to increasesin liabilities. The
2009-2011 trend was unfavourable due to continuous
decline. Overall we have assessed the short-term and
long-term trend as unfavourable.

Financial Assets-to- 2.26 Another sustainability indicator, financial assets-to-
Liabilities liabilities, is presented in Exhibit 2.13.

Report of the Auditor General — 2013 19
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Exhibit 2.13 - Comparison of Financial Assets-to-Liabilities
Comparison of Financial Assets-to-Liabilities
Total
. Tota! Total financial
Year financial L
liabilities assets/ total
ended assets il o
($ millions) ($ millions) liabilities . . L
(percent) Financial Assets-to-Liabilities
2009 6,086.7 13,474.5 45.2% 50%
€ 45% -+
2010 6,014.1 14,485.5 415% | $
o 40% —
a.
2011 7,128.3 16,744.0 42.6% 35%
30% t t } } —
2012 7,264.7 17,386.9 41.8% 2009 2010 2011 2012 2013
Year
2013 7,690.7 18,744.7 41.0%
Asrestated

* The 2009-2011 amounts are not restated for accounting changes relating to deferred capital
contributions and capitalization of computer hardware and software systems.

Net Debt-to-Total Annual
Revenue

2.27 When liabilities exceed financia assetsthe
government isin a Net Debt position, and the
implication is that future surpluses will be required to
pay for past transactions and events. The Province's
percentage has decreased dightly since 2011. We
have assessed the short term and long term trend as

unfavourable.

2.28 Net Debt-to-total annua revenue is another

indicator of sustainability and is presented in Exhibit

2.14.

20
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Exhibit 2.14 - Comparison of Net Debt-to-Total Annual Revenue
Comparison of Net Debt-to-Total Annual Revenue
Year Net Debt Total revenue to{\la?trg\?ebrfije
ended ($ millions) ($ millions)
(percent) Net Debt-to-Total Annual
2004 7,067.2 5,512.0 128.2% Revenue
150%
2005 6,948.2 6,043.4 114.9%
140% —
2006 6,904.9 6,387.1 108.1% 130% -
2007 6,767.7 6,756.3 100.2% ‘s‘lzo%
(3]
2008 7,158.8 7,190.3 99.6% Ello% -
2009 7,615.9 7,230.9 105.3% 100%
2010 8,636.7 7,120.5 121.3% 90%
0,
2011 9,697.5 7,542.8 128.6% 80%
04 05 06 07 08 09 10 11 12 13
2012 10,122.2 7,805.9 129.7% Year
2013 11,054.0 7,781.7 142.1%

Expense by Function-to-

Total Expenses

2.29 Net Debt provides a measure of the future revenue

required to pay for past transactions and events. A Net

Debt-to-total revenue percentage that is increasing
indicates that the Province will need more time to

eliminate the Net Debt. The Province' s percentage has
been increasing over the past six years, most

significantly in 2013 due to a continued increasein
Net Debt and declining revenue. The improvements
made from 2004-2008 have now been lost. We have

assessed this trend as unfavourable.

expenses.

2.30 Exhibit 2.15 presents expense by function-to-total

Report of the Auditor General — 2013
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Comments on the Province' s Financial Position Chapter 2

Exhibit 2.15- Comparison of Expense by Function-to-Total Expenses

Comparison of Expense by Function-to-Total Expenses
2013 2012 2011 2010 2009
miII(iins) (%) ($ millions) (%) ($ millions) (%) ($ millions) (%) ($ millions) (%)
Labour and
Employment 100.5 1.2 108.4 1.3 141.7 1.7 141.5 1.8 124.4 1.7
Resources 210.1 2.5 214.6 2.7 215.1 2.7 205.8 2.6 204.2 2.8
Protection
Services 237.3 2.9 229.9 2.9 260.9 3.2 219.7 2.8 233.9 3.1
Economic 270.6 3.3 2573 | 32 328.4 4.0 3437 | 44 2863 | 3.9
Development
Transportation
and 547.7 6.7 527.7 6.6 402.7 4.9 381.4 4.9 380.7 5.2
Infrastructure
Central 633.8 7.6 5423 | 6.7 722.0 8.8 6829 | 87 6849 | 9.2
Government
Service of the
Public Debt 660.3 7.9 661.8 8.2 641.5 7.9 616.6 7.9 602.5 8.2
Social 1,055.6 12.7 1,029.9 12.8 1,037.5 12.8 997.1 12.8 961.0 13.0
Development
Educationand | 4 ;g7 ¢ 216 | 17493 | 21.7| 1,7237| 211 | 16320 209 | 14570 197
Training
Health 2,785.9 33.6 2,730.0 33.9 2,687.0 32.9 2,595.6 33.2 2,448.7 33.2
Total 8,289.4 100.0 8,051.2 | 100.0 8,160.5 100.0 7,816.3 | 100.0 7,383.6 | 100.0
2.31 Theyearsended 31 March 2009 to 31 March 2013
reported deficits. This means that while individual
expense trends may have remained steady, this was
achieved by incurring atotal level of expenses that
was in excess of revenue generated in those years.
Education and Training and Health’ s allocation of
expenses consume over 50% of the total expenses,
consistent with prior years.
2.32 Theallocation of expenses upon comparing 2012
was relatively stable, however, the impact of New
Brunswick’s growing Net Debt will need to be closely
monitored in the future as the interest burden on it
consumes resources that would otherwise be used to
deliver services. We have assessed thisindicator as
neutral.
Net Debt-to-GDP 2.33 Thesustainability indicator, Net Debt-to-GDP is

presented in the Exhibit 2.16. The Province also
reports thisindicator in Volume 1 of the Public
Accounts.
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Exhibit 2.16 - Comparison of Net Debt-to-GDP
Comparison of Net Debt-to-GDP
Year Net Debt GDP Neéggb”
ended ($ millions) | ($ millions) (percent)
2004 7,067.2 22,366 31.6% Net Debt-to-GDP
40%
2005 6,948.2 23,672 29.4%
2006 6,904.9 24,716 27.9% 30%
=]
2007 6,767.7 25,847 26.2% §20%
2008 7,158.8 27,966 25.6% | 9
10%
2009 7,615.9 28,533 26.7%
2010 8,636.7 29,026 29.8% 0% ~+—+—+—+——+——+—+—++
2011 9,697.5 30,941 31.3% 04 05 06 07 08 05 10 11 12 13
Year
2012 10,122.2 32,180 31.5%
2013 11,054.0 32,631 33.9%

Accumulated Deficit-to-

GDP

2.34 Thisindicator compares the Province' s Net Debt,
the difference between its liabilities and its financial
assets, to its GDP. Thisratio declined from 2004 to
2008 indicating that over that time period the level of
the Province's debt became less onerous on the
economy. The ratio increased from 2009 to 2013
because the rate of growth of Net Debt exceeded the
rate of growth in GDP over that time period. In 2013,
the change in the ratio resulted in this indicator being
at its highest point since 2004. This means the Net
Debt of the Province isincreasing faster than the
growth in the economy thus becoming more of a
burden on the economy. We have assessed the trend as
unfavourable.

2.35 Inthe Exhibit 2.17, we present the sustainability

indicator accumulated deficit-to-GDP.
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Exhibit 2.17 -

Comparison of Accumulated Deficit-to-GDP

Comparison of Accumulated Deficit-to-GDP

Accumulated

Accumulated

o | ity | omions | L
2009 978.1 28,533 3.4%
2010 1,669.0 29,026 5.8%
2011 2,157.7 30,941 7.0%
2012 2,413.0 32,180 7.5%
2013 2,795.9 32,631 8.6%

Percent

Accumulated Deficit-to-GDP

10%
8%
6%
4%
2%
0%

2009 2010 2011 2012 2013

Year

Total Expenses-to-GDP

2.36 The accumulated deficit is the extent to which
annual revenues have been insufficient to cover the
annual costs of providing services. Theinformation
above shows that from 2009 to 2013, the accumul ated
deficit has increased faster than the growth of the
economy. This represents an unfavourable trend as the
deficit increased faster than the economy was

expanding.

indicator.

2.37 Exhibit 2.18 presents the total expenses-to-GDP
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Exhibit 2.18 - Comparison of Total Expenses-to-GDP

Comparison of Total Expenses-to-GDP
Total Total
e\r(l?:izrd expenses ¢ n?iﬁisns) expenses/GDP
($ millions) (percent)
2004 5,708.7 22,366 25.5% Total Expenses-to-GDP
2005 5,822.9 23,672 24.6% 30%
2006 6,160.8 24,716 24.9%
2 25% e =

2007 6,481.1 25,847 25.1% g
2008 6,950.0 27,966 249% | & 0%
2009 7,383.6 28,533 25.9%
2010 7,816.3 29,026 26.9% 5%

T ' iy 04 05 06 07 08 09 10 11 12 13
2011 8,160.5 30,941 26.4% Year
2012 8,051.2 32,180 25.0%
2013 8,289.4 32,631 25.4%

2.38 Exhibit 2.18 indicates that for five of the last ten
years government expenses were held to about 25% of
GDP, however, from 2009 to 2011 the percentage was
higher. This represents an unfavourable long-term
trend as expenses are growing faster than the economy
isexpanding. Theratio has decreased in 2012 and
2013, therefore we assess the short-term trend as
favourable.

Exhibit 2.19 - Trendsfor Sustainability Indicators

Sustainability Indicator Trends
Sustainability indicator Short-term trend Long-term trend

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

Net Debt-to-GDP Unfavourable Unfavourable
Accumulated deficit-to-GDP Unfavourable Unfavourable
Total expenses-to-GDP Favourable Unfavourable
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Summary of
Sustainability
Indicators

Flexibility Indicators

Public Debt Charges-to-
Revenues

2.39 Exhibit 2.19 presents a summary of the Province’'s

sustainability indicators. While we are aware
significant effort has been exercised in achieving the
one favourable short term sustainability indicator, five
of seven sustainability indicators are unfavourable in
the short term, and therefore our overall assessment of
the long-term trends remains unfavourable. This
negative sustainability trend should be of concern to
New Brunswickers.

2.40 Flexibility isthe degree to which the government

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

2.41 One of the most publicized factors which affects the

flexibility of governmentsis the cost of servicing the
public debt. Thisis considered to be an indicator of
flexibility, since the Province' sfirst payment
commitment isto service its debt, leaving no
flexibility in the timing of these payments.

2.42 The cost of servicing the public debt is comprised

mainly of interest on the funded debt of the Province.
It also includes foreign exchange paid on interest and
maturities during the year, the amortization of foreign
exchange gains and losses, and the amortization of
discounts and premiums which were incurred on the
issuance of provincial debt. It does not include
principa repayments on the funded debt of the
Province.

2.43 In Exhibit 2.20, we present the public debt charges-

to-revenues. The Province also reports this indicator in
Volume 1 of Public Accounts.
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Exhibit 2.20 - Comparison of the Public Debt Charges-to-Revenues
Comparison of the Public Debt Charges-to-Revenues
Cost of Cos_t .Of
servicing servicing
Year bli Revenue public
ended p(;‘eb'tc ($ millions) debt/
($ millions) revenue Public Debt Charges-to-Revenues
(percent)
2004 581.8 5512.0 | 10.6% 12%
10% %
2005 579.6 6,043.4 9.6%
o 8% e et
0, [
2006 590.3 6,387.1 9.2% 3 6%
2007 558.0 6,756.3 8.3% & 4%
2008 575.7 7,190.3 8.0% 2%
2009 601.4 7,230.9 8.3% 0% i
04 05 06 07 08 09 10 11 12 13
2010 607.2 7,120.5 8.5%
Year
2011 641.5 7,542.8 8.5%
2012 661.8 7,805.9 8.5%
2013 660.3 7,781.7 8.5%

Net Book Value of Capital
Assets-to-Cost of Capital

Assets

2.44 Exhibit 2.20 shows that the cost of servicing the
public debt as a percentage of the Province’s total
revenues is significantly lower in the year ended 31
March 2013 than it was in the year ended 31 March
2004. This means that the Provinceis spending
proportionately less of its current year revenue to
cover debt charges resulting in more current year
revenue available to cover servicesto the public. For
the past four years, the ratio has remained the same
and we are assessing the short-term trend as neutral.
We are assessing the long-term trend as favourable as
the current year’ sratio is less than the ratio in 2004.
Although we are ng thisindicator as
favourable, caution is needed when looking at this
indicator. The cost of servicing the Province s debt is
increasing in atime when interest rates have declined
and the Province' s debt isincreasing significantly.

245 We present the net book value of capital assets-to-
cost of capital assetsin the Exhibit 2.21.
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Exhibit 2.21 - Comparison of Net Book Value of Capital Assets-to-Cost of
Capital Assets
Comparison of Net Book Value of Capital Assets-to-Cost of Capital Assets
Net book . Net book
eﬁﬁj value C(gpr):]tiﬁ:ocncgt value/ capital
($ millions) cost (percent)
Net Book Value-to-Cost of
2009 6,394.0 10,341.5 61.8% .
Capital Assets
65%
2010 6,706.0 10,959.3 61.2%
€ 60%
S
[
2011 7,241.7 11,733.2 61.7% a 55%
50% t } : t —
2012 7,452.5 12,221.3 61.0% 2009 2010 2011 2012 2013
Year
2013 7,977.6 13,065.3 61.1%

Own Source Revenues-to-

GDP

2.46 Thisdataindicates that the Province' s inventory of

capital assetsas at 31 March 2013 has 61.1% of its
average useful life remaining. Thisroughly means
that on average any Provincia assets that were
originally expected to be useable for ten years il
had just over six years of remaining useful life at 31
March 2013, and assets with original useful lives of
twenty years were still considered useable for just
over twelve years on average. As the ratios have
remained relatively the same over the past five years,
we are assessing the short-term and long-term trends
as neutral.

2.47 We present own source revenues-to-GDPin

Exhibit 2.22. The Province also reports this indicator
in Volume 1 of Public Accounts.
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Exhibit 2.22 - Comparison of Own Source Revenues-to-GDP

Comparison of Own Source Revenues-to-GDP
Oown
Year | O eS| oD | e
ended (& millions) ($ millions) GDP
(percent Oowns R GDP
2004 3,594.1 22,366 16.1% wn Source Revenues-to-
20%
0,
2005 3,688.6 23,672 15.6% 18%
2006 3,994.2 24,716 16.2% 516% D -
(8]
2007 4,225.4 25,847 16.3% E 14%
2008 4,469.7 27,966 16.0% 12%
0,
2009 4.467.4 28,533 15.7% 10% ———————+—+—+—
04 05 06 07 08 09 10 11 12 13
2010 4,179.7 29,026 14.4% Year
2011 4,612.5 30,941 14.9%
2012 4,931.7 32,180 15.3%
2013 4,781.2 32,631 14.7%

248 The own source revenues-to-GDP indicator
measures the extent to which the Provinceisraising
its revenue through extracting it from the provincial
economy. If the ratio increases, more of the
Province' s revenue is generated from the provincial
economy. For example, an increase in thisratio could
result if the Province increased taxes. If theratio
decreases, less of the Province' s revenue is generated
from the provincia economy. A decreasing ratio
increases the Province' s ability to raise taxes, thus,
making the Province more flexible in how it can
generate revenue. Generally, thisratio has stayed the
same over the long-term and we have assessed this
indicator as neutral.

249 Therewas adecreasein the year 2010 mostly asa
result of alarge loss by the New Brunswick Electric
Finance Corporation (EFC). In that year, the
reduction in own source revenue was not as a result of
lower fees or taxes.

2.50 In 2013, own source revenue decreased by
$150.5 million. The most significant source of this
decrease was EFC having a surplus of $17.8 million
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Indicators

as reported in the Province' s 2013 audited
consolidated financial statements, compared to the
surplus of $145.0 million in 2012.

251 A note of caution should be taken when looking at
thisindicator for the last five years. The Province
incurred deficits which meansit did not generate
enough revenue in any of those yearsto cover
expenses.

Exhibit 2.23 - Trendsfor Flexibility Indicators

Trends for Flexibility Indicators

Flexibility indicator Short-term trend Long-term trend
Public debt charges-to-revenues Neutral Favourable
Net book value of capital assets-to-cost of
. Neutral Neutral
capital assets
Own source revenues-to-GDP Neutral Neutral

Vulnerability Indicators

Government Transfers-to-
Total Revenues

2.52 Assummarized in Exhibit 2.23, our overall
assessment on flexibility in the short term and long
termislargely neutral. However caution should be
used in interpreting these results as this was achieved
in a period where the Province incurred its fifth
consecutive deficit and as the cost of servicing the
Province' s debt isincreasing in atime when rates are
decreasing and the Province’ s debt load is increasing.

2.53 Vulnerahility isthe degree to which a government
is dependent on sources of funding outside its control
or influence.

2.54 By comparing the proportion of total revenue that
comes from the federal government to the total
revenue of the Province, we get a measure of the
degree to which the Province is dependent on the
federal government. If that dependence increases, the
Province is more vulnerable to funding decisions
made by the federal government. This indicator
highlights the degree to which one indicator can be
impacted by another indicator. For example, if the
Province were in a position to reduce its dependence
on the federal government by generating more own
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Exhibit 2.24 -

source revenue, the Province' s vulnerability position
might improve, but its sustainability position might
become worse.

2.55 Exhibit 2.24 presents the comparison of
government transfers-to-total revenues. The Province
also reports thisindicator in Volume 1 of Public

Accounts.

Comparison of Government Transfers-to-Total Revenues

Comparison of Government Transfers-to-Total Revenues

Federal
Federal government
Year government Total transfer
ended transfer revenue revenue/
revenue ($ millions) total
($ millions) revenue
(percent)
2004 1,917.9 5,512.0 34.8%
2005 2,354.8 6,043.4 39.0%
2006 2,392.9 6,387.1 37.5%
2007 2,530.9 6,756.3 37.5%
2008 2,720.6 7,190.3 37.8%
2009 2,763.6 7,230.9 38.2%
2010 2,940.8 7,120.5 41.3%
2011 2,930.3 7,542.8 38.8%
2012 2,874.2 7,805.9 36.8%
2013 3,000.5 7,781.7 38.6%

45%
40%
£35%

(3]
@ 30%
a

25%
20%

Government Transfers-to-Total
Revenues

04 05 06 07 08 09 10 11 12 13

Year

Foreign Currency Debt-to-
Net Debt

2.56 Exhibit 2.24 shows that the Province' s reliance on
federal government transfers decreased from 2010 to
2012. For the 2013 year, revenues decreased in part
due to alower surplus of $17.8 millionin EFC as
reported in the Province' s 2013 audited consolidated
financia statements, compared to $145.0 millionin
the prior year. Thisincreased reliance on federa
transfersin 2013. Thus we are assessing the short-
term trend as unfavourable and the long-term trend as

mixed.

2.57 Theforeign currency debt-to-net debt indicator
measures the Province' s potential vulnerability to
currency fluctuations and is presented in Exhibit 2.25.
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Exhibit 2.25- Comparison of Foreign Currency Debt-to-Net Debt
Comparison of Foreign Currency Debt-to-Net Debt
Foreign
Foreign Foreign | currency Foreign Currency Debt-to-Net

currency | debt/ Net
Year currency Net Debt debt/ Net Debt Debt
ended debt ($ millions) | 94€BV N€ e 25%

o Debt after
($ millions)
(percent) hedge 20%
(percent)
-
2004 1,088.9 7,067.2 15.4% 8.7% S 15% 7
(3]
2005 717.5 6,948.2 10.3% 4.1% & 10%
2006 512.9 6,904.9 7.4% 4.2% 5% _
2007 403.5 6,767.7 6.0% 3.9% 0% . L
2008 937.0 7,158.8 13.1% 0.7% 04 05 06 07 08 09 10 11 12 13
2009 1,304.8 7,615.9 17.1% 0.8% Year
0, 0
2010 1,255.8 8,636.7 14.5% 0.7% Foreign Currency Debt/Net Debt
2011 1,247.3 9,697.5 12.8% 0.6%
2012 1,986.8 | 101222 |  19.6% 0.0% Foreign Currency Debt/Net Debt
After Hedge

2013 1,888.5 11,054.0 17.1% 0.0%

2.58 The above information shows that the Province's
foreign currency debt has increased over the years,
however decreased in 2013. Therisk of exposure to
foreign currency fluctuations is offset by the
Province' s hedging strategy. The Province uses
several aternatives to reduce (hedge) risk associated
with debt repayable in foreign currencies:

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

e entering into debt swap agreements which alows
repayment of the debt in Canadian dollars; and

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

2.59 From Exhibit 2.25, we see the risk of exposure to
foreign currency fluctuations has decreased
significantly over time. Because of the effectiveness
of the Province' s hedging strategy, we assess this
indicator as favourable.
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Summary of
Vulnerability Indicators

Exhibit 2.26 - Trendsfor Vulnerability Indicators

Trends for Vulnerability Indicators
Vulnerability indicator Short-term trend Long-term trend
Government transfers-to-total revenues Unfavourable Mixed
Foreign currency debt-to-net debt Favourable Favourable

2.60 Assummarized in Exhibit 2.26, the Province's
vulnerability exposure is mixed. In years when EFC
generates income through itsinvestment in NB
Power, the Province's reliance on federa revenue
decreased and thisindicator improves. Overall, the
Province is doing a good job at managing and
controlling its exposure to fluctuations in foreign

currency.

Commentson 2.61 Inthis section, we discuss significant trends we
S gn ificant Trends have observed in the Province' s consolidated
Observed in the fi nar)C|aI stat.ements. We have highli ghted th@e trends

. , to raise public awareness and to provide legislators
Province's with an independent assessment of the areas we
Consolidated believe should be a focus for the government.
Financial Statements
Deficit 2.62 For the year ended 31 March 2013, the Province

reported a deficit of $507.7 million. Thisisan
increase of $262.4 million from the $245.3 million
deficit reported for the year ended 31 March 2012.

2.63 Exhibit 2.27 shows, at a high level, the reasons for
the change in the deficit from 31 March 2012 to

31 March 2013.
Exhibit 2.27 - Analysis of Deficit Increase
Analysis of Deficit Increase

(millions)

2012 Deficit $245.3

Decrease in provincial source revenue 150.5

Increase in federal source revenue (126.3)

Increase in expense 238.2

2013 Deficit $507.7
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2.64 Decreasesin provincia source revenue are mainly
attributable to a decrease in earnings of New
Brunswick Electric Finance Corporation (EFC) of
$127.2 million as reported in the Province' s 2013
audited consolidated financia statements.

2.65  Therewasareduction of $34.9 million in fiscal
equalization payments, due to a narrowing of fiscal
disparities between New Brunswick and the national
average. There was also an increase of $28.5 million
in unconditional grant revenue primarily due to the
legislated growth in the federal cash funding for the
Canada Health Transfer and the Canada Social
Transfer.

2.66 A changein the accounting policy for deferred
capital contributions occurred during the 2013 year,
where the recognition of transfer revenuesis only
deferred when and to the extent that the transfer gives
rise to an obligation that meets the definition of a
liability. Assuch, there was an overall increasein
federal source revenue of $126.3 million attributable
to aone-time capital revenue related to Route One
Gateway Project. Also, adecrease in the accumulated
deficit of $881.2 million has been reported as of
March 31, 2013 regarding this change in accounting

policy.

2.67 Tota expenses have increased by $238.2 million.
Thisis attributable to an increase in expenses by most
departments, the most significant being an increase of
$91.5 million by Central Government primarily due to
increased pension expense as aresult of updated
actuarial information. The next significant isan
increase of $55.9 million by the Department of
Health. The overall increase in expenses was offset
by a decrease in expenses for Labour and
Employment of $7.9 million, Resources of $4.5
million and Service of the Public Debt of $1.5
million.

Expenses 2.68 Exhibit 2.28 shows the one year growth rate and
the average growth rate for the past three years.
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Exhibit 2.28 - Expense Trends by Function (percentage)

Expense Trends by Function

Average 2013 2012 2011
growth Function growth | growth | growth

rate rate rate rate
3.1 Education and training 2.2 15 5.6
2.4 Health 2.0 1.6 35
23 Service of the public debt (0.2) 3.2 4.0
20 Social development 25 (0.7) 4.1
s | esoonsd | gs | @uo| s
34 Protection services 3.2 (11.9) 18.8
0.7 Resources (2.2) (0.2) 45
(0.8) Central government 16.9 (24.9) 5.7
(20.2) Labour and employment (7.3) (23.5) 0.1
(7.0) Economic development 5.2 (21.7) (4.5)
0.9 Total 2.6 (4.5) 4.7

2.69 Exhibit 2.28 shows the Province’ s expense growth

rate has increased compared to 2012 by 2.6%. In
fiscal 2013, seven out of ten functions showed an
increase in growth rate. Three of ten function areas
show a negative growth which implies cost reductions
were realized. The average three year expense growth
rate for 2013 was 0.9%. Thisis an improved result
over the prior year three year expense growth rate
which was 3.0%.

2.70 We noted the 2013 expense growth rate has slowed

in Health and Education and training, the largest
expense function areas, compared to the 2011 growth
rate.

2.71 However, Exhibit 2.28 shows Central Government

experienced the largest one year growth rate in 2013,
primarily due to an increase in pension expense, with
Protection Services experiencing the second largest
growth. In comparing the three year average growth
rate, Transportation and Infrastructure experienced the
largest growth rate with Protection Services
experiencing the second largest growth. These
growth rates are concerning as they illustrate the
inflexibility of these particular expensesin aperiod
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where, as Exhibit 2.28 shows, government was
attempting to reduce or restrain spending in other
expense functions. It also illustrates that regardless of
the current restraint efforts of government, past deficit
financing continues to have afiscal impact. Interest
costs may grow if debt continues to increase or, upon
refinancing, interest rates rise.

Revenue 2.72  Exhibit 2.29 shows the one year growth rate and
the average growth rate of revenue for the past three
years.

2.73 Tota revenues have decreased by $24.2 million.
Thisis attributable to decreased revenue from
provincia sources of $150.5 million and an offsetting
increase in revenue from federal sources of $126.3
million.
Exhibit 2.29 - Revenue Trends by Source (percentage)
Revenue Trends by Source!
NS Source G?g\%vs;h G?g\}vzth G?g\}vlth
SR (TS Rate Rate Rate
2.8 Taxes (0.9) 4.2 5.1
3.9 Licenses and Permits 4.2 3.3 4.2
13.0 Royalties (3.6) 2.1 40.4
7.4 Other Provincial Revenue 2.0 15.3 4.9
0.7 Sinking Fund Earnings (2.2) 0.9 3.3
(1.8) Fiscal Equalization Payments (2.1) (1.8) (1.6)
3.6 Unconditional Grants 3.3 3.9 3.7
9.3 Conditional Grants 35.3 (11.3) 3.9
4.9 Totalt 4.5 2.1 8.0

1 Excludes income from government business enterprise. Figures used in calculation from: Province
of New Brunswick, Public Accounts for the fiscal year ended 31 March 2013 (2013 and 2012
comparative revenue figures), page 8, Public Accounts for the fiscal year ended 31 March 2012
(2011 comparative revenue figure), page 8, and Public Accounts for the fiscal year ended 31 March

2011 (2010 compar ative revenue figure), page 8.

2.74  Exhibit 2.29 shows the Province' s 2013 revenue
growth rate was 4.5% with an average growth rate of
4.9% (excluding income from Government Business
Enterprises). The 2013 growth rate shows a notable
increase in conditiona grantsrelating to a one-time
capital revenue for Route One Gateway Project.
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2.75 Exhibit 2.30 shows the trend of gross revenues and
gross expenses within comparable provinces. Data

Other Provinces—
Revenue and Expense

Comparison from other provincesis taken from the audited
summary financia statements of the individual
provinces.

Exhibit 2.30 - Revenue and Expense (Comparison to other provinces)

Revenue & Expense (Comparison to other provinces)

($ millions)
Gross Revenues Gross Expenses
% %
2013 2012 2011 f'rréﬁ:e?osfl 2013 2012 2011 f'rréﬁ:e?osfl

to 2013 to 2013
New Brunswick 7,781.7 7,805.9 7,542.8 3.2% 8,289.4 8,051.2 8,160.5 1.6%
Nova Scotia 10,101.9 9,760.3 9,919.2 1.8% 10,404.4 10,019.3 9,333.8 11.5%
Saskatchewan 13,203.0 12,817.0 12,327.0 7.1% 14,285.0 13,711.0 13,310.9 7.3%
Manitoba 13,786.0 13,688.0 13,240.0 4.1% 14,366.0 14,689.0 13,419.0 7.1%

2.76 We note that over the last three years within this

comparable group, New Brunswick shows the lowest
increase in gross expenses of 1.6% compared to

7.1%-11.5% elsewhere. Thiswould appear to be a

reflection of government restraint measures intended
to limit expense growth in various departments.
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Province of New Brunswick
Audit: Accounting for
Pensions and NB Power

I ntroduction

Provincial Pension
Plans

Pension Expense Growth
and Volatility

3.1  Astheaccounting for pensions and NB Power is
material to the Province' s consolidated financial
statements and invol ves complex accounting issues, we
have presented our observations on these topicsin a
separate chapter of our Report.

3.2  Inprior years market fluctuations and other
pension related issues have exposed the Province to
volatility inits financial reporting. 1n 2013 pension
expense of $435 million was recorded. In addition,
complex accounting issues for Shared Risk Pension
Plans have been encountered in the past year. The
following paragraphs illustrate these trends, as well as
discuss other issues associated with the plans.

3.3  Exhibit 3.1 provides details of the Province's total
pension expense for the past ten years. For purposes of
illustrating the potential volatility of thisfigure, a
longer term approach of ten years has been provided.
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Exhibit 3.1 -

Components of Pension Expense

Components of Pension Expense

($ millions)

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004

Employer’s share of
pension benefits

earned

Net interest expense
(revenue)

Plan amendments

Amortization of
adjustments

Change i

n valuation

adjustment

177.4 1489 1374 1316 146.1 1338 126.1 117.0 1241 96.1

62.7 320 529 1182 206 (9.1) 0.4 30.9 176 854

1949 10655 99.7 87.1 159.7 303 (31.2) (40.3) (31.8) (55.3)

- - - (155 (33) (05 (1) 23 (1.5 (2.0

Total pension

435.0 287.4 290.0 321.4 3231 1545 1011 1099 1084 124.2

expense

3.4  Exhibit 3.1 highlights the significant increase in the
annual pension expense over the ten year period as
well asthe volatility of the expense. In the year ended
31 March 2004, the pension expense was $124.2
million. By way of contrast, in the year ended
31 March 2013, the pension expense was $435.0
million, an increase of $310.8 million when compared
to 2004. The pension expense increased in 2013
primarily due to a change in actuarial assumptions for
mortality rates.

3.5  Exhibit 3.2 compares the annual pension expense
to the amount of contributions made by the Province to
the various pension plans.

Exhibit 3.2-  Pension Expense and Contributions
Pension Expense and Contributions
($ millions)
2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
Pension
expense 4350 287.4 290.0 321.4 3231 1545 101.1 1099 1084 1242
Employer
contributions 350.8 327.0 313.3 307.8 2886 272.8 257.7 2364 2232 2148
Excess
(deficiency) of
employer
contributions
over pension
expense (84.2)  39.6 233 (13.6) (34.5) 1183 156.6 1265 1148  90.6
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3.6

3.7

3.8

Pension Contributionsfor 3.9

the Province's Two Largest
Plans

Exhibit 3.2 shows that for three of the past five
years, the Province' s contributions to its various
pension plans have been less than the annual pension
expense, whereas for seven of the past ten years the
amount of employer contributions exceeded the
amount of the pension expense.

The year to year differences are largely due to the
legidlated and actuarial funding requirements of the
plans being different than the measurement of pension
expense as required by the Public Sector Accounting
Standards. Funding requirements are intended to
ensure there will be sufficient funds in the plans to
payout pensioners while the pension expense is
intended to measure the net cost of pension benefits
earned by employees during the year.

We aso review the change in the employer’ s share
of pension benefits earned (as noted in Exhibit 3.1).
The employer’ s share of pension benefits earned has
increased at an average rate of 7.6% per year. Thisis
the core component of pension expense the Province
incurs to provide pension benefits earned by
employees during the year.

Further details on pension contributions from 2008
to 2013 for the Province stwo largest plans, the Public
Service Superannuation Plan (PSSA) and the Teachers
Pension Plan (TPA) are found in Exhibit 3.3.
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Exhibit 3.3-  Pension Contributions for PSSA and TPA Plans
Pension Contributions for PSSA and TPA Plans
(millions)
Employer Contributions?* Total Ratio of
Employee . Total Employee and Employer to
Contributions Normal Pi)rjr?%ﬁlts Employer Employer Employee
Contributions | Contributions Contributions
2013 PSSA 70,910 92,128 67,852 159,980 230,890 2.26
TPA 47,877 46,139 98,627 144,766 192,643 3.02
2012 PSSA 71,463 89,385 64,931 154,316 225,779 2.16
TPA 47,847 46,367 94,380 140,747 188,594 2.94
2011 PSSA 71,235 84,272 63,223 147,495 218,730 2.07
TPA 47,302 45,105 91,898 137,003 184,305 2.90
2010 PSSA 69,596 92,762 60,968 153,730 223,326 2.21
TPA 45,871 41,907 88,619 130,526 176,397 2.85
2009 PSSA 68,569 83,632 58,510 142,142 210,711 2.07
TPA 42,686 39,897 85,047 124,944 167,630 2.93
2008 PSSA 64,550 80,036 56,367 136,403 200,953 211
TPA 40,606 36,702 81,934 118,636 159,242 2.92
Total PSSA $416,323 $522,215 $371,851 $894,066 $1,310,389 2.15
22%%%- TPA $272,189 $256,117 $540,505 $796,622 $1,068,811 2.93

1 PSSA Employer contributions include contributions from the Province, Crown Corporations and other

participants.

Special Payments

3.10 We note since 2008 the employer share of pension
contributions for the PSSA plan increased
approximately $23 million or 17%. We further noted
on average the employer contributes 2.15 times what

the employees contribute. Also, since 2008 the

employer share of pension contributions for the TPA
plan increased approximately $26 million or 22%. We
noted on average for the TPA plan, the employer
contributes 2.93 times the employee contribution
amounts.

3.11 Dueto large unfunded pension liabilities of the
PSSA and TPA pension plans, in the early 1990’ s the
Province made legidlative changes to require special
payments be made to these plans. Specia payments the
Province made to the PSSA pension plan and the TPA
pension plan since 2008 are also detailed in Exhibit
3.3. Pension plan special payments are made each
fiscal year asrequired by legislation until the benefits
under the act are fully funded as determined by an
actuarial valuation. Specia payments are paid in
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addition to the normal employer contribution for
current service cost. In each subsequent fiscal year the
additional amount paid will be the amount paid in the
previous fiscal year increased (or decreased) by the
aggregate of 2% plus the average percentage changein
the Consumer Price Index.

Exhibit 3.4-  Employer Contributions — Special Payments for PSSA and TPA Plans
Snce 1992

Employer Contributions - Special Payments
for PSSA and TPA Plans Since 1992

($ millions)
PSSA TPA
Plan Plan Total

2013 67,852 98,627 166,479
2012 64,931 94,380 159,311
2011 63,223 91,898 155,121
2010 60,968 88,619 149,587
2009 58,510 85,047 143,557
2008 56,367 81,934 138,301
2007 53,941 78,406 132,347
2006 51,816 75,318 127,134
2005 49,968 72,630 122,598
2004 47,453 68,975 116,428

2003* 0 0 0
2002* 0 0 0
2001* 0 0 0
2000 40,489 58,852 99,341
1999 39,233 57,027 96,260
1998 37,797 54,940 92,737
1997 36,413 52,928 89,341
1996 35,318 51,336 86,654
1995 34,290 49,841 84,131
1994 33,066 48,063 81,129
1993 31,432 45,688 77,120
1992 23,000 42,500 65,500
Total $2,183,076

*Plans were fully funded from 2001 to 2003 therefore no special payments were made.

3.12 Asshownin Exhibit 3.4 annual special payments
of over $2.1 billion have been made by the employer
since 1992. The annua amounts have increased $100
million since 1992 or approximately 154%. Even with
these specia payments included in employer
contributions a funding deficiency still existsin 2013.
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3.13 Specific to the PSSA plan, the April 1, 2012
actuarial valuation for funding purposes shows an
unfunded liability of approximately $1 billion
(2011 = $507 million). The April 1, 2012 TPA plan
actuaria vauation for funding purposes shows an
unfunded liability of approximately $595 million (2011
= $458 million). Asat April 1, 2012, the PSSA plan
actuarial valuation for funding purposes indicates the
plan is 83.6% funded (2011 = 90.9%). Asat April 1,
2012 the TPA plan actuarial valuation for funding
purposes indicates the plan is 87.5% funded (2011 =
89.8%).

Pension Assets Ratesof 3.14 The net interest component of the pension expense

Return depends primarily on the rate of return earned on
pension fund assets. These returns are volatile, as
illustrated in Exhibit 3.5 which reports the rates of
return for the New Brunswick Investment Management
Corporation (NBIMC) sinceit diversified the pension
funds on 31 March 1997. The NBIMC manages the
trust funds for the Province' slarger pension plans
including the PSSA plan, the TPA plan and the Judges’
Superannuation Fund (Judges’) plan.

Exhibit 3.5 - NBIMC Rates of Return

NBIMC Rates of Return

Year Percentage Year Percentage
2013 9.08 2005 8.51
2012 5.00 2004 25.27
2011 10.42 2003 (6.95)
2010 19.94 2002 3.45
2009 (18.34) 2001 (5.23)
2008 0.79 2000 20.57
2007 8.68 1999 (0.62)
2006 15.87 1998 18.68
1997 10.17

17 year annualized return 6.79

3.15 Thereturns earned by the NBIMC have ranged
from a high of 25.27% in the year ended 31 March
2004 to alow of (18.34)% in the year ended 31 March
2009. Over the seventeen fiscal years the annualized
rate of return of the NBIMC has been 6.79%, whichis
dlightly above the 6.60% rate of return currently
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Pension Accounting

required by the Province' sindependent actuary. The
rate of return for accounting purposes assumed by the
Province on the significant plans in the 2012-13
consolidated financial statements was 6.96%. The
accounting required for the Province's pension plans
remains subject to estimates and the consolidated
financia statements continue to remain exposed to
volatility, although as seen in Exhibit 3.5 less volatility
in NBIMC rates of return has been experienced in the
last three years.

3.16 Wenote for the 2011-12 consolidated financia

statements the Province changed the assumed rate of
return used for accounting purposes on the significant
portion of plansto 6.96%. For a significant portion of
the pension plans, thisisthe first changein thisrate
since the 31 March 2010 financia statements when a
rate of 7.12% was used.

3.17 Exhibit 3.6 provides the history of the Province's

Adjustments pension balance for accounting purposes and the
important components involved in the calculation over
the past ten years.
Exhibit 3.6 -  Components of the Pension Balance for Accounting Purposes
Components of the Pension Balance for Accounting Purposes
($ millions)
2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
Estimated
accrued benefit 10,146.6 9,318.3 8,895.7 8,570.2 86425 8,289.3 7,8655 7,3245 6,719.6 6,380.9
obligations
Z:‘;‘éfso‘cp'a” 9,293.9 8,674.7 83870 7,703.1 6512.4 80241 80305 74493 6521.7 6,086.5
Pension
position before 852.7 6436 5087  867.1 21301 2652 (165.0) (124.8) 197.9  294.4
accountlng
adjustments
Accounting
adjustments (1,002.2) (903.1) (728.6) (1,063.7) (2,340.3) (509.9) 386 155.0 (41.2) (22.9)
Pension
balance for
accounting (149.5) (259.5) (219.9) (196.6) (210.2) (244.7) (126.4) 302 1567 2715
purposes
3.18 The pension balance for accounting purposesis
calculated by comparing the market value of plan
assetsto the actuarial estimate of accrued benefit
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obligations owing to present and future pensioners.
From this difference an adjustment is made for
accounting purposes. The purpose of the accounting
adjustment is to reduce year to year pension expense
volatility by allowing actual results achieved on plan
assumptions to be reported over time and not al in one
year. Exhibit 3.6 provides the details of these
components of the pension balance.

3.19 Exhibit 3.6 shows that the Province' s pension
position before accounting adjustments declined in the
year ended 31 March 2013 from $643.6 million to
$852.7 million. The value of the estimated pension
obligations before accounting adjustments exceeded
the value of plan assets for the past six years.

Accounting Deferralsand 3.20  The accounting adjustment row isacritical part of

Adjustments are Permitted pension accounting because it assumes along term
under Public Sector view, that the pension plan will be in existence over
Accounting Standards the long term and there will be volatility from year to

year. Therefore, accounting standards permit for the
smoothing of thisvolatility. Such adjustments for
accounting purposes are allowed to be deferred and
amortized into operating results in future years.
Because the accounting adjustments are due to
experience deferrals, the pension balanceisin a
negative liability position (presented in the Province's
consolidated financia statements as a net pension
liability) of $149.5 million at 31 March 2013.

3.21 Asat 31 March 2013 the balance of accumulated
experience adjustments (losses) for accounting
purposes that were deferred and required to be
amortized in future years totalled $1,002.2 million.
Such deferral balances from experience adjustments
are common in public sector pension accounting.
While the cause of the experience adjustments results
primarily from changes in mortality assumptions and
changes to the assumed rate of return, it isageneral
indication that assumptions used in pension
calculations did not match actual events. This
accounting adjustment balance is also an indicator of
the magnitude of the amount that must be recognized
as an expense over timein future years.
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Shared Risk Pension
Plan Model

Accounting for the
Province's Shared Risk
Pension Plans

Persuasive Arguments for

Multiple Accounting
Options

3.22 During fiscal 2012-2013 two pension plans

converted to the new Shared Risk Pension Plan model:
the pension plan for CUPE Employees of New
Brunswick Hospitals (H-CUPE) and the pension plan
for Certain Bargaining Employees of New Brunswick
Hospitals (H-CBE).

3.23 Changes were made to the previous H-CUPE and

H-CBE plans including increasing retirement age,
introducing conditional indexing and establishing
contributions at alevel to create a high probability that
plan goals will be met.

3.24 The conversion to the Shared Risk Pension Plan

model was a complex process for accounting purposes
as the Public Sector Accounting Standard on pensions
(PS 3250 - Retirement Benefits) was last updated in
August 2007 and does not contemplate unique
arrangements such as shared risk pension plans.

PS 3250 does indicate that in some circumstances a
benefit plan may include both defined benefit and
defined contribution elements and PS 3250 also states
that "because benefit plans are often complex, careful
analysis and professional judgment are needed to
determine whether the substance of particular plan
makes it a defined benefit or a defined contribution
plan."

3.25 After reviewing the details of the shared risk

pension plan arrangements and reviewing the
accounting standards, we determined persuasive
arguments could be made for both defined benefit and
defined contribution accounting treatment based on the
present accounting standards. It isimportant to note
that this accounting decision is significant, as a defined
contribution accounting treatment generally involves
recording no employer obligation on the financial
statements, whereas a defined benefit plan generally
involves recording an obligation on the statement of
financial position for the pension liability which
accumulates as services are rendered by employees.
Both the H-CUPE and the H-CBE pension plans had
been reported in the Province' s consolidated financial
statements as defined contribution pension plans prior
to their conversion to Shared Risk Pension Plans.

3.26  Our assessment involved a complex evaluation of
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Province Advocates
Defined Contribution

Pension Plan Accounting

H-CUPE and H-CBE

Provincial Pension
Expense

the plans' legislation and plan provisions. We caution
that pension plan legislation and specific pension plan
provisions may differ between pension plans (and
different jurisdictions), and an assessment on a plan by
plan basisis required to determine the appropriate
accounting treatment of any pension plan conversion.
Each pension plan must be assessed on its own merits.
A high degree of professional judgment was exercised
in the accounting model determination for 2013.

3.27 A significant question in the accounting analysis

pertained to which party bears the risk in the pension
arrangement: the employer or employee. The
Province's position was that the shared risk plans
should be accounted for as defined contribution plans
given therisksinherent in the plans are largely borne
by the employees. Thisis dueto plan provisions
where the employer has a defined level of contribution
with limited variability, thereis alegal separation of
the Province from the assets and liabilities of the plans
and the fact that benefits, including base benefits,
indexing and other ancillary benefits, are not
guaranteed under the terms of the plans.

3.28 Exhibit 3.7 shows the provincia expense for

pensions for the H-CUPE and H-CBE plansin the past
fiveyears.

Exhibit 3.7-  Pension Expense ($ millions)
Pension Expense
($ millions)
2013 2012 2011 2010 2009
H-CUPE 27.5 14.1 13.2 12.3 15.5
H-CBE 32.7 26.5 25.4 24.2 19.5
Total 60.2 40.6 38.6 36.5 35.0

3.29 Weadso note changes occurred in fiscal 2012-2013

to pension contribution rates at the time of conversion
to the shared risk pension plan model as noted in
Exhibit 3.8.

50

Report of the Auditor General - 2013



Chapter 3

Province of New Brunswick Audit: Accounting for Pensions and NB Power

Exhibit 3.8-  Pension Contribution Rates as a Percentage of Payroll
Pension Contribution Rates as a Percentage of Payroll
(percentage
Prior to Prior to
Shared Risk Shared Risk Shared Risk Shared Risk
Model Model Model Model
(Employee) (Employee) (Employer) (Employer)
1
H-CUPE 9.0 % 6.17 % 10.1 %: Employee
Matched
) 6.04 % - Employee?
H-CBE 7.8% 7.46 % 7.8%2 Matched

Funding Policy Details for
H-CUPE and H-CBE

1 Employer portion paid by General Government
2 Employer portion paid by the related employer entity

3.30 Inaddition, certain part time employees, many of
which participated previously in the Province's Part
Time and Seasona Pension Plan (a defined
contribution plan), are now included in the new shared
risk pension plan. In some instances this had lead to
part time employee pension contribution rates
increasing from at least 4.50% to 7.8%. These
contributions are matched by the employer.

3.31 Thechangesinincreased pension contribution rates
as seen in Exhibit 3.8 and increased members (with the
inclusion of part time employees) have lead in part to
the increased provincial pension expense noted in
Exhibit 3.7 in 2013 of $19.6 million for the H-CUPE
and H-CBE plans. This represents an increasein
provincial expenses for these two plans of
approximately 48% in 2013.

3.32 A key clausein the funding policy indicates in the
event the open group funded ratio, as defined by the
Pension Benefits Act, falls below 100% for two
successive year ends, the employer contribution
increaseis limited to ¥z of 1% of the payroll of the
active members of the plans. In 2013 this would have
amounted to $1.63 million for H-CUPE and $2.8
million for H-CBE.

3.33 The pension plansinclude afunding deficit
recovery plan designed to ensure the sustainability of
the plans as well as funding excess utilization plans
which outline actions that may be taken when the open
group funded level exceeds 105%.

3.34 These plans, under the Shared Risk Pension Plan
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Defined Contribution
Accounting Accepted for
H-CUPE and H-CBE

Future Accounting
Standards Changes May
I mpact Accounting
Decision

models are governed by the Board of Trustees and
therefore the Province has no claim to any assets or
surpluses of the plan, nor does it have any legal
obligation beyond the contributions required under the
plan’s funding policy.

3.35 Anincreasein contributionsisthe first mechanism

of afunding deficit recovery plan, which is designed to
ensure the sustainability of the plans. Other
mechanisms include changes to early retirement rules,
reductions in benefit accruals for future service, and as
alast step, the reduction of base benefits for al
members for both past and future service. The funding
deficit recovery plan specifies the order of priority that
these mechanisms be applied.

3.36 TheH-CUPE and H-CBE plans a so have funding

excess utilization plans that outline actions that may be
taken when the open group funded level exceeds
105%. Mechanismsinclude the reversal of any
previous ancillary and base benefit reductions, the
provision of indexing, the establishment of reserve
funds, benefit improvements, and contribution
decreases limited to 1% of the payroll of the active
members for both the employer and employees. The
funding excess utilization plan specifies how much of
the excess funds can be utilized and the order of
priority.

3.37 Theadditional contributions on the part of the

Province are defined and limited with minimal
variability expected from one year to the next. In
substance then, we concluded employees bear key risks
in the shared risk pension plans for H-CUPE and
H-CBE, and therefore defined contribution accounting
treatment for these plansis appropriate at thistime.

3.38 Itisimportant to note accounting standards arein

the process of evolving and there have been changesin
pension accounting standards internationally. In
addition, pension accounting standards in Canada may
also change to better reflect the emerging structures of
new pension plan models. We will continue to monitor
accounting standards as they evolve, and our
conclusion on the appropriate accounting treatment for
the H-CUPE and H-CBE plans may change in future
depending on the changes in accounting standards.
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3.39 Given the Province's announced intention to
convert more pension plans to shared risk pension
plans we believe the question of appropriate
accounting treatment will be an even more important
issue in future audits.
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Accounting for NB 340 The Province's consolidated financial statements
Power and NB include the results of many Crown corporations and

Electric Finance

agencies. One of the largest and most complex isthe
NB Power group of companies (NB Power). NB Power

Corporation isincluded in the Province' s consolidated financial

statements through the New Brunswick Electric
Finance Corporation (NBEFC). This company was
established in 2004 under the authority of the
Electricity Act, Chapter E-4.6. The NBEFC holds and
manages the debt and debt related assets and liabilities
of NB Power.

341 Some key principles used in accounting for these
companies in the Province' s consolidated financial
statements are noted below:

e NB Power is aviable business which can, in the
normal course of its operations, maintain its
operations and meet its liabilities from revenues
received from sources outside of the government;

o the NBEFC will be able to receive sufficient
payments from NB Power to repay the debt taken
on by the NBEFC; and

¢ the operation of an independent rate setting
Process.

3.42 We have decided to provide an analysis of the
operating results of the NBEFC and NB Power dueto
the complexity and uncertainty of the underlying
accounting issues, particularly rate regulatory
accounting, and because these entities’ financial results
have a significant impact on the Province.

3.43 Net earnings of the NBEFC and NB Power for
the past five years are provided in Exhibit 3.9.

Exhibit 3.9-  NB Electric Finance Corporation and NB Power Net Earnings (10ss)

NB Electric Finance Corporation and NB Power
Net Earnings (loss)
($ millions)
2013 2012 2011 2010 2009
NBEFC 214 145 11 (212) 35
NB Power 69 173 67 (117) 70

Source: NB Power audited financial statements
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3.44 Each year NB Power’s earnings or lossis
included in the NBEFC year end results. Then the
NBEFC earnings, in turn, are included in the
Province's consolidated financial statements.

3.45 The NBEFC’ s primary source of revenue and
cash generation is from NB Power. Since the NBEFC
manages the debt of NB Power it is dependent on
payments from NB Power to service its debt.

3.46 To interpret the results of NB Power’s
operations, it is necessary to understand how rate
regulatory accounting impacts their results.

NB Power and Rate 3.47 Rate regulatory accounting allows NB Power to

Regulatory Accounting recognize regul atory assets which represent the right to
collect future revenues associated with certain costs
incurred in current or prior periods. The costs are
expected to be recovered from customersin future
periods through the rate-setting process.

3.48 Asat 31 March 2013, NB Power had regulatory
assets of $1,072 million ($1,020 million for the
refurbishment of the Point Lepreau Generating Station
(PLGS) and $52 million related to the lawsuit
settlement with Petrdleos de Venezuela S.A.). With
respect to the PLGS regulatory deferral asset, these
costs are already incurred in current and prior periods.
In other words, these costs would have been recorded
as expenses in the statements of earnings of
corresponding years, if NB Power did not apply rate
regulatory accounting.

3.49 Our anaysisin this section focuses on the
regulatory deferral asset associated with the
refurbishment of PLGS, since it represents 95% of
total regulatory assets of NB Power.

3.50 Theregulatory deferral asset associated with the
refurbishment of PLGS accumulated during the
construction period includes:

e the normal period costs (net of any revenues)
incurred by NB Power Nuclear Corporation
(Nuclearco);

e the costs of replacement power incurred by NB
Power Generation Corporation (Genco), during the
refurbishment period;
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e lesscostsincluded in current rates; and
e interest on the regulatory deferral asset.

3.51 Theseamounts are to be recovered from ratepayers
over 27 years, the refurbished station's estimated
operating life.

3.52 Period costs are costs and expenses incurred by
Nuclearco during the out of service period, other than
those costs and expenses recorded as capital costs of
the project.'Typical period costs are:?

e fransmission services;

e Operations, maintenance and administration to
maintain reliable operating systems, licensing
requirements, and ensure safer reliable operation
post refurbishment;

e amortization and decommissioning;
e taxes on the buildings and property; and

e interest charges on long term and short term debt
(excluding debt for the capital project and the
regulatory deferral asset) and debt portfolio
management fees.

3.53 The cost of replacement power represents Genco’s
fuel and purchased power cost it incurred to provide
the energy that would have been produced by PLGS to
serve in-province load. Part of this cost is offset by the
current existing electricity rates which reflect the cost
of purchased power that would normally have been
produced by PLGS.

3.54 Exhibits 3.10 and 3.11 provide the details of the
PLGS deferral.

! Electricity Act Section 143.1(2)
2 New Brunswick Energy and Utilities Board. Matter 171: PLGS Deferral Account. “Attachment A —
Detailed Explanation of Nuclear Non-Capital Costs’ pages 14-17
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Exhibit 3.10 -

Breakdown of PLGSregulatory deferral asset ($ millions)

Breakdown of PLGS regulatory deferral asset ($ millions)

2008 2009 2010 2011 2012 2013 Total
Costs of replacement power $ $ 267 $ 223 | $ 239 | $ 200 100 | $ 1,029
Period costs 2 176 176 164 189 132 839
Interest on deferral 4 16 27 37 44 128
Offset for costs included in current rates (209) (206) (206) (209) (123) (953)
Amortization of deferral 3 3 3 3 (23) (23)
Total $ 2| $ 238 $ 209 | $ 224 | $ 217 130 | $ 1,020

Source: NB Power audited financial statements

Exhibit 3.11 -

3.55 Theregulatory deferral asset started to accumulate
in 2008. The balance has grown rapidly from

$2 million in 2008 to $1 billion as of 31 March 2013.

3.56 Notethat amortization of the deferral asset of $23
million commenced in 2013 given the return to service

of Point Lepreau in November of 2012. The deferra
account isintended to be recognized as an expense to
NB Power over the 27 year operating life span of the
nuclear generating station.

Paint Lepreau Generating Sation Regulatory Deferral Asset

$1,200
$1,000
S800
S600
$400
$200

Point Lepreau Generating Station

Regulatory Deferral Asset
as of 31 March 2013
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/

e

e

— Regulatory
Deferral Asset

e

e

2008

2009 2010

2011

2012

2013

Source: NB Power audited financial statements

NB Power’s Recent

Earnings or Loss?

3.57 Exhibits 3.12 and 3.13 provide information about
NB Power’s earnings for the past four years. The
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Exhibit 3.12 -

effects of rate regulatory accounting are factored out to
reflect financial performance from operations.

NB Power earnings (loss) adjusted to remove the effects of rate

regulatory accounting

NB Power earnings (loss) adjusted to remove the effects of rate regulatory accounting

(millions)
2013 2012 2011 2010
Net earnings (loss)! - rate regulatory accounting $ 102 $231 $99 $(170)
Less regulatory deferral adjustment to earnings (82) (175) (216) (147)
Less interest on deferral (47) (40) (30) (16)
gztu?;?:;%se f(écr)rsaﬁ)sl adjusted to remove the effects of $27) $16 $ (147) $ (333)

Source: NB Power audited financial statements

1Before special paymentsin lieu of taxes calculated based on net earnings to the NBEFC in accordance
with Regulation 2008-9 of the Electricity Act.

Exhibit 3.13 -

NB Power earnings with and without rate regulatory accounting

NB Power earnings with and without rate

regulatory accounting
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5250 //
-5300
/7
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Year

Source; NB Power audited financial statements

NB Power’s current use of
rate regulatory accounting
is accepted under
Canadian GAAP

3.58 Expensesthat would ordinarily be deducted in
calculating net earnings have been deferred to future
years under rate regulatory accounting. Rate
regulatory accounting is an accounting framework
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commonly used by utilities and other regulated entities
across North America. Whilethis practiceis currently
acceptable under Canadian generally accepted
accounting principles (GAAP), it creates the
appearance of profitability, however if rate regulatory
accounting had not been applied, this would not have
been the result, and NB Power would have recorded
reduced profitability as shown in Exhibits 3.12 and
3.13. The impact of the deferral adjustments on the
reported financial performance of NB Power is
significant.

3.59 Inaddition to the $1 billion regulatory deferral
asset, NB Power has invested $1.4 billion as of
31 March 2013 in capital costs toward the
refurbishment project. In total, NB Power invested
$2.4 billion as of 31 March 2012 on the Point Lepreau
refurbishment project before returning to service
during the year.

Wereviewed NB Power’'s  3.60 Aspart of our work, we examined the model which

model of future financial supported NB Power’ s ability to charge ratesin the

results future at asufficient level to fully collect the amount of
the regulatory asset.

3.61 Thismodeling, as supplied by NB Power, projected
positive net earnings in the range of $66 to $159
million over the next 30 years. Our work did not focus
on the validity of the model to accurately reflect NB
Power’ s operations. Rather we examined the NB
Power model and manipulated critical inputsto
evaluate the impact on projected net income. Our
objective was to evaluate both the plausibility of
existing inputs used, as well as the impact on the
model if more conservative inputs were substituted.

3.62 Asshown in Exhibit 3.14, inputs, when changed,
would not independently turn the model into a deficit
position:

Report of the Auditor General - 2013 59



Province of New Brunswick Audit: Accounting for Pensions and NB Power

Exhibit 3.14 -

Impact of Input Changes on NB Power’s Financial Model

Model Input
Manipulated

NB Power Model
Input

OAG change Input

Model Impact

Point Lepreau load
factor

Load factors
ranging from a high
of 93% to a low of
82%

Load factors
reduced by 1%

A $2.2 million unfavourable
impact to net earnings annually
for each percentage load factor

not achieved

Interest rates

Long term rate of
5.95%
Short term rate of
4%

Increased long term
and short term rates
to 10%

Unfavourable impact to net
earnings between $39 million
and $51 million annually over

the next 10 year period.

Consumption
growth

Increasing year
over year in-
province
consumption load

Constant in-
province load at
2013 amount

Unfavourable impact to net
earnings between $2 million
and $7 million annually.

Projected inflation
rates for expenses
independent of
revenue rate
changes.

Constant inflation
rate of 2%

Constant inflation
rate changed to 5%

Initial unfavourable impact of
$10 million in year one, and if
sustained greater than 7 years
profitability would be fully
deteriorated.

Rate increases

Rate increases
annually of 2%
starting in 2014

Rate increase
changed to 0%

First year net income reduced
by $24 million. In three years
projected net income surpluses
turn into a deficit.

Chapter 3

3.63 Theonecritical model input that, by itself, could
put projected net income into a deficit position was
rate increases. NB Power projected rate increases of
2% in each year starting in 2014. Should these rate
increases not be realized, the initial year’s net income
would be reduced by $24 million. If no rate increases
were to be compounded year over year and assuming
all other factors stay constant, it would take three years
for al projected net income surplusesto turn into a
deficit.

Model input that would
shift NB Power into a
deficit

3.64 Wedid not find any model input as forecasted by
NB Power to be implausible. With the exception of
rate increases, we did not find any single input to be
significant enough to jeopardize the modeled
profitability.

3.65 Wewould like to highlight the following points:

Modeling Conclusion

e Modeling isaprojection of future events: Should
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NB Power’s modeling not accurately reflect actual
operations then projected surpluses may not be
realized as modeled. Additionally, should some of
the less than optimistic assumptions highlighted
above happen in combination or other unforeseen
events come to pass then projected surpluses may
not be realized as modeled.

e Redized rateincrease: as highlighted above, the
rate increase assumption is the one input that would
by itself put the model into adeficit. Given the
historic government involvement in NB Power’s
rate setting process, these rate increase
requirements for future profitability should be of
particular relevance to stakeholders.

Regardless of the 3.66 Itisimportant to note, regardless of the accounting
accounting, the PLGS for the PLGS regulatory deferral asset, the fact
refurbishment cost ($2.4 remains, the PLGS refurbishment cost ($2.4 billion as
billion asat 31 March of 31 March 2013 including $1.4 billion construction
2013) must be recovered cost and $1 billion deferral) will have to be collected
through rates from ratepayers over time.

3.67 Inaddition, if the Province wishes to continue to
account for NB Power as a viable business on the
Province' s consolidated financial statements, NB
Power’ s financia results must demonstrate viability.
That is, NB Power must maintain its operations and
meet its liabilities (including debt repayments) from
sources outside of government (ratepayers).

3.68 Currently, NB Power’s $4.7 hillion debt is not
included in the Province s Net Debt. The NB Power
amounts reported in the Province’ s consolidated
financial statements are limited to net income and net
assets included in the NBEFC. If NB Power wasto
have significant recurring losses and become an
investment loss for the Province, it would be an
indication NB Power is not viable on its own. At that
time, al debts, assets, liabilities, revenue and expenses
of NB Power would be included in the Province's
consolidated financia statements.

History of government 3.69 TheEnergy and Utilities Board (EUB) isan
involvement in the NB independent, quasi-judicia board charged with
Power rate setting process regulating public utilities. The EUB regulates aspects

of electricity and natural gas utilities to ensure that
customers receive safe and reliable service at
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reasonabl e rates. To fulfil its mandates and
responsibilities, it isimportant for the EUB to remain
independent.

3.70 However with respect to NB Power, successive
governments have played arolein the rate setting
process by imposing rate increase caps or freezes. Four
recent occasions include:

e In 2006, under the authority of the Electricity Act,
Chapter E-4.6° cabinet overturned a decision by
the EUB to allow an increase of rates by an
average of 9.64%. Government reduced the
increase to an average of 6.57 %.

e In 2008, the government issued a policy directive
to NB Power "barring unforeseen circumstances,
the maximum average power rate increase for
each of the next three years through 2010 will not
surpass three per cent."

e In 2010, the government committed to implement a
three-year electricity rate freeze for NB Power
ratepayers. NB Power implemented the freeze in
October 2010.

e Thenew Electricity Act, 2013 Chapter 7, which
came into force on October 1, 2013 includes the
option for NB Power to change rates without
application to the EUB on October 1, 2013 and
October 1, 2014, to a maximum of 2% annually.
Future rate changes will require an application to
the EUB for approval.

3.71 Guidance under GAAP is not broad enough to be
applied outside of very specific events and
circumstances, therefore other sources of GAAP
needed to be considered, such as guidance from the US
Financial Accounting Standards Board (FASB). Using
Accounting Standards Codification 980-Regulated

3 Electricity Act 105(1), Chapter E-4.6, The Lieutenant-Governor in Council may, within 30 days after thefiling
of the order or decision of the Board with the Clerk of the Executive Council under section 104, on the
Lieutenant-Governor in Council’s own motion, modify or reverse an order or decision made by the Board
respecting the charges, rates and tolls to be charged by the Distribution Corporation, and such modification or
reversal isbinding on the Board and on all parties, and the decision of the Lieutenant-Governor in Council.
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Operations (formerly referred to as FASB’ s Financial
Accounting Standards 71— Accounting for the Effects
of Certain Types of Regulation) NB Power supports its
use of rate regulatory accounting.

3.72  When rate regul atory accounting was first used for
the PLGS refurbishment in fiscal 2007-2008 a
conclusion on NB Power’ s appropriate use of rate
regulatory accounting was performed by the OAG. As
the PLGS has now returned to service on November
23, 2012, and other events have evolved since this
initial conclusion, the OAG revisited the issue during
the year.

3.73 One of the criteria an enterprise that has regulated
operations has to meet to be able to use rate regulated
accounting, under this guidance, is:

“The enterprise'srates for regulated services or
products provided to its customers are
established by or are subject to approval by an
independent, third-party regulator or by its own
governing board empowered by statute or
contract to establish rates that bind

customers.” *

3.74 We have determined that NB Power continuesto
meet this criterion, based on the determination that the
Province and the EUB are considered to be empowered
by statue or contract to establish the rates that bind
customers.

3.75 Other criteriarelateto if the rates charged to
customers are designed to recover the enterprise’s
costs of providing the regulated services and if the
rates are set at areasonable level. We have determined
that NB Power continues to meet these criteria, given
their projected recovery model asreviewed in
paragraph 3.64.

* Financial Accounting Sandards Board, Statement of Financial Accounting Standards No.71, paragraph 5 (a).
Canadian generally accepted accounting principles do not include an explicit rate regulatory accounting
framework and therefore, additional guidance may be consulted such as the United States of America Financial
Accounting Standards Board (FASB).
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NB Power’s adoption of 3.76  NB Power was expected to convert to International
| FRS may be delayed to Financial Reporting Standards (IFRS) as required by
2015/16 changes in accounting standards. However, dueto a

decision of the Accounting Standards Board (February
2013) NB Power can elect to defer IFRS
implementation until the fiscal year ended 31 March
2016.

3.77  Currently, IFRS does not recognize regulatory
deferred assets or liabilities. Therefore, once adopted
NB Power may have to decide how to account for the
PLGS regulatory deferral asset in a different manner.
To date we have had preliminary discussions with NB
Power regarding possible accounting treatments of the
regulatory deferral asset.

Conclusion 3.78 Given thisimpacts a future audit year, we will
follow relevant decisions of the Accounting Standards
Board and assess NB Power’ s transition plan to IFRS
as events unfold.

NB Power uncertainties 3.79 Inconclusion, uncertainty regarding the Province' s
accounting for NB Power, includes:

e accuracy of assumptionsin thelong term
projections,

e accuracy of the forecasted model for the
recovery of the PLGS deferral asset; and

e theability to demonstrateitisaviable
business that can maintain operations, repay
debt and liabilities from non-government
Sources.

3.80 Waewill continue to monitor relevant events and
hold discussions with NB Power and government to
review these issues.
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Matters Arising from our
Audit of the Financial

Statements of the Province

I ntroduction

On October 4, 2013 our Office signed an
unqualified audit opinion on the consolidated financial
statements of the Province of New Brunswick. The
opinion indicates the Province's consolidated financial
statements are fairly presented in accordance with
Canadian public sector accounting standards.

To reach an opinion on the consolidated financial
statements of the Province, we carry out audit work on
the mgjor programs and activities in departments. In
addition, we audit major revenue items and a sample of
expenditures chosen from departments. We aso
examine internal controls of significant computerized
systems.

In almost every audit, there are audit findings to be
discussed with management. While significant, the
findings from our March 31, 2013 audit are not
sufficiently large in dollar terms to affect our opinion
on the consolidated financial statements. It is our
practice to report these matters to senior officials of
the departments concerned, and to ask for a response.
Our significant findings and recommendations from
the audit of the Province's consolidated financial
statements with departmental responses are presented
in this chapter. In Chapter 3 we also presented our
significant findings on pension plans and NB Power.

It should be noted though that not all findings are
included in our Report, because in some instances we
do not consider them to be of sufficient importance to
bring to the attention of the Legidlative Assembly, or
because public attention to internal control
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weaknesses, before they are corrected, could possibly
result in loss of government assets. For further
background on our audit objectives refer to
Appendix I.

4.5 We had several findings from the March 31, 2013
audit of the Province's consolidated financial
statements. We review the findings identified to
determine which findings from our work are
significant. When considering which findings are
significant we assess.

e dollar magnitude of the item;

e therisk thefinding could result in alarge loss
or error in future;

e the number of instances the finding has
occurred;

e if thefinding has occurred in multiple
departments;

e if thefinding was reported in aprior year; and

e if webelievethefindingisoverall significant in
nature.

Highlightsand 46  Highlights of our significant findings and recurring
Recurring Themes themes are presented in Exhibit 4.1.

63 Report of the Auditor General - 2013



Chapter 4

Matters Arising from our Audit of the Financial Statements of the Province

Exhibit 4.1 - Highlights of our significant findings and recurring themes

Prior

— Finding Page
ITEME Alelie addressed to F_Yegr Number
inding
Pension accounting 70
Government transfers ) 77
Accounti ng Standards Environmental liabilities 0O0C No 73
Consolidation of the 76
Government Reporting Entity
Tax revenue Finance No 83
Future Considerations Audit timelines ooct No 71
Pension plan calculations No 75
Provision for loans 0/0)e:! No 72
) Injured workers' liability No 76
Documentation
Deficiencies Allowance for doubtful ' '
accounts — loans, accounts OOC?t, Finance Partial 77,85
receivable, property tax
Property assessment road SNB? Yes g7
reviews
T .
[ Taw
Information Segregation of duties NBISA? SNB'Z Partia 95, 95,
Technology Finance 95
Security and other findings Various Partial 82
Review of service organization 0OCE, NBISA? Yes 74,95
reports
Economic Development loans ooct No 72
M onitoring/Review Fraud Risk Assessment oot No 78
Property Tg)_( Account Finance Yes 83
Reconciliations
Audit Committee ooct Yes 79
Information technology OCIO* Yes %5
security policy
Approval of payments 79
Poli i i2/ ooct Yes
Iy Purchase card policy 80
Update/ Compliance . .
Long-term care financial 88
assessments Social Partial
Socia assistance and long- Development 89
term care reviews
1 Office of the Comptroller, Department of Finance
2 Service New Brunswick
3 New Brunswick Internal Services Agency
40ffice of the Chief Information Officer
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Details of Significant
Findings

Pension Accounting
Observation

4.7 We are concerned that a number of these findings
were observed across different departments. Asa
result of the sameissue arising in different
departments we saw recurring themes emerge over
the course of our work. Exhibit 4.1 shows the
departments where we noted these recurring themes.
Due to the significance of the issues and/or the
number of instances observed, we have chosen to
highlight these recurring themes in this chapter.

4.8 We are concerned at the trend of findings not being
corrected by departments in advance of the next
year's audit cycle. Exhibit 4.1 shows which recurring
themes represent repeat findings.

4.9 Ingenera, the responses from the departments
were in agreement and they intend to address the
concerns in the coming year.

4.10 Whilewe have not noted any significant fraud,
theft or error as discussed in Appendix |1, the
existence of the findings noted in Exhibit 4.1
increases the risk of loss or mistake in the Province's
consolidated financial statements. These items should
be addressed prior to the next audit cycle.

411  Our observations, recommendations and
departmental responses to our significant findings are
presented in this section of our Report.

Office of the Comptroller
Accounting and Reporting

4.12  During the audit we noted management did not
have aformal plan in place to account for the
implementation of the new shared risk pension plans
(SRPPs). Actuarial and accounting expertise was
obtained directly by management. However, the
accounting expertise was engaged late in the process
and did not appear to fully assess the accounting
treatment for the plans giving consideration to all
applicable accounting standards.

4.13  Aschangesto the structure of the Province's
plans are ongoing, and changes to accounting
standards may occur, the Office of the Comptroller
should engage appropriate expert pension accounting
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resources to evaluate and select accounting options.
Ideally, this work should be completed no later than
February 2014 and options assessed should include a
documented examination of Public Sector
Accounting Standards (PSAS), International
Financial Reporting Standards (IFRS) and other
accounting frameworks as may be appropriate to ded
with the uniqueness of accounting for SRPPs.

Recommendation 414 Werecommend the Department of Finance/
Office of the Comptroller acquire expert pension
accounting resour ces to document an updated
assessment of appropriate accounting treatment
for SRPPs given continued changesto the
Province's pension plansand to allow for
consideration of different accounting frameworks
and new developmentsin pension accounting. A
formal plan should bein placeincluding goals and
timelinesto per mit completion of thiswork ideally
no later than February 2014.

Commentsfrom 415 The Department of Finance/Office of the

Management Comptroller performed an analysis of the pension
plans converted to the Shared Risk Pension Model
during the fiscal year covered by thisaudit. During
thisanalysis, the characteristics of the converted
plans wer e evaluated against existing accounting
standards. This exercise resulted in management
arriving at a proposed accounting treatment for the
converted plans. External expert advice was then
sought to validate the accounting decision made by
management. We acknowledge the uniqueness of
plans under the shared risk model and, as more plans
are converted, the characteristics of each plan will be
analyzed in relation to the applicable accounting
frameworks.

Audit Timelines 416 Therewere delaysin issuing the Province's
financia statements and our audit opinion dueto
complex accounting matters that required significant
time and analysis. It is our understanding that the
planned release date of the Province’' s March 31,
2014 audited consolidated financia statementsisin
late July. In order to achieve this, year end financial
statement preparation processes will need to be
revised. Complex accounting issues, if any, must be
dealt with prior to year end. Our Office would be

Observation
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Recommendation

Comments from
Management

Provision for loans
administered under the
Economic Development
Act

Observation

Recommendation

Comments from
Management

willing to participate in order to add audit
considerations to the streamlining exercise.

4.17 Werecommend the Office of the Comptroller /

Department of Financerevisethe year end
financial statement preparation processes
accor dingly to accommodate the 2014 planned
financial statement release date.

4.18 The Department of Finance and the Office of the

Comptroller is currently undertaking a process
improvement project with the goal of improving the
year-end financial statement preparation process.
We wel come the participation of the Office of the
Auditor General in streamlining the process as the
participation of the Office of the Auditor General is
viewed as essential to the success of this effort.

419 Doubtful loans administered under the Economic

Development Act are provided for on an individual
basis. In addition to these judgmental provisions, a
3% genera provision is applied to each loan, other
than those deemed to have very little associated risk
and loans for which there is aready afull provision.
The rationale for setting this general provision was
determined in 2000 and has not been re-evaluated
since. Therationale for the general provision should
be updated annually, and applicable rates used should
be supported.

420 Werecommend the Department of Economic

Development and the Office of the Comptroller
document therationale for using a general
provision for doubtful loans, updatethis
documentation annually and document support
for ratesused.

421  The Office of the Comptroller will work with the

Department of Economic Development to ensure the
rationale and other factors considered in the
determination of the provision requirement for loans
administered under the Economic Development Act
are documented annually.
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Liability for
Contaminated Sites

Observation

Recommendations

Comments from
Management

L oan Monitoring
Observation

Recommendation

422  Werequested from the Office of the Comptroller
and the Department of Environment and Local
Government alist of contaminated sites. We
received alist however an amount had not been
determined for each site, therefore no liability could
be audited or evaluated.

4.23 Inaddition, there is a new accounting standard,
PS 3260 — Liability for Contaminated Sites, effective
for the period ending March 31, 2015, which will
require a significant amount of time and effort to
implement. The Office of the Comptroller should
ensure this standard is addressed in the coming year
to allow sufficient time to analyze the Province' s
exposure, hire expertsif necessary, and estimate the
liability to be reported in the consolidated financial
statements. This analysis should include a detailed
list of all contaminated sites under the authority of the
Province.

424 Werecommend the Office of the Comptroller
prepare an analysis of the new standard, including
alist of contaminated sites, and itsimpact on the
financial statements of the Province.

425 Werecommend the Office of the Comptroller
ensurealist of contaminated sitesis prepared
including possible liability amountsto allow for
evaluation and audit on the consolidated financial
statements.

4.26  The Office of the Comptroller will continue to
prepare for the implementation of this standard
effective for the fiscal period ending March 31, 2015.

4.27  During the course of our audit we noted not all
borrowers of loans administered under the Economic
Development Act were meeting their compliance
reguirements as noted in their respective loan
agreements. Certain borrowers did not provide
audited financial statements within the timeframe
prescribed by the agreement.

428 Werecommend the Department of Economic
Development monitor therequirementsin each
loan agreement to ensure compliance with criteria
and required documentation for loan monitoring
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Comments from
Management

Service Organization
Reports

Observation

Recommendation

Commentsfrom
Management

isreceived in the specified time frame.

429  The Office of the Comptroller will discusswith

the Department of Economic Development the
importance of continued monitoring of compliance
with loan agreements.

430 Inprior year findings we reported there were

several external service organizations used by the
Province. It isimportant for management to be
assured that the service organizations have proper
controlsin place to safeguard transactions that are
processed on behalf of government. This assuranceis
provided through a service organization internal
control report. Management should review the
report, follow up on exceptions and document their
findings as to whether the proper controls are present
to ensure management can rely on the service
organization. If weaknesses are noted in service
organization reports, compensating controls at the
Province may need to be implemented. There was no
evidence of documented review of such reports
available during our audit.

431 Inaddition, the Province entered into athird party

service level agreement for payment processing
services where there were no third party assurance
reports made available to the Province to provide
comfort over the adequacy of effective internal
controls outsourced to the third party service
provider. In response, the Province contracted
services externally to perform this at an additional
Cost.

432 Werecommend the Office of the Comptroller

annually review the service organization reports,
follow up on exceptions and document their
findings asto whether the proper controls, and
any necessary compensating controls at the
Province, ar e present.

4.33 The Office of the Comptroller receives and

reviews service organization internal control reports.
This process resulted in the contracting of an
external party to review the internal controls of one
service provider to ensure controls were adequate.
The Office of the Comptroller will document this
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review process as well as the results of the reviews.

Recommendation 434 Werecommend the Office of the Comptroller
advise departments that when entering into
service provision agreementswith third partiesfor
significant transaction streams, a clause be
included in the agreement to ensurethird party
assurancereportsare provided to the Province to
provide comfort over the design and operating
effectiveness of internal controlsimplemented by

the provider.
Commentsfrom 435 The Office of the Comptroller will communicate
Management to departments the importance of including a clause

in their service provision agreementsrequiring a
third party assurance report be provided to the
department annually.

Support for Key Pension 4.36  We noted documentation used in the calculation

Plan Calculations to determine and isolate NB Power's portion of the
b . Public Service Superannuation Plan net pension
Observation liability has not been updated since 2001 and iis till

referred to in the actuarial valuation. This
documentation should be reviewed and updated to
determine the information provided in it is still
correct and relevant.

Recommendation 437 Werecommend the Office of the Comptroller /
Department of Finance ensure documentation
used in pension calculations, such asthe basisfor
separating NB Power's shar e of the pension
liability, bereviewed and updated to ensurethe
assumptions and information contained therein
arestill correct and relevant.

Commentsfrom 4.38  The Office of the Comptroller believes that the

management method used for separating NB Power’ s portion of
the Public Service Superannuation Plan is correct
and relevant. A starting point was determined in
2001 and that starting point is adjusted annually for
contributions made by NB Power aswell as benefit
payments for which NB Power isresponsible. In
addition, balances are adjusted for NB Power’s
proportional share of administrative expenses and
investment income. The Office of the Comptroller
has discussed this matter with our external actuarial
consultants to confirm that the methodol ogy being
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New Brunswick
Agricultural Insurance
Commission

Observation

Recommendation

Comments from
Management

Injured Worker’'s
Liability
Observation

applied and the assumptions contained therein are
still correct and relevant for accounting purposes.

4.39  During our audit it was noted New Brunswick
Agricultural Insurance Commission was included in
the consolidated financial statements through the
transaction method. This entity isrequired to be
consolidated as per PS 2500 - Basic Principles of
Consolidation.

4.40 In addition, the Province has reported aloan
receivable from the New Brunswick Agricultural
Insurance Commission in the amount of $7.1M. Due
to the entity not being consolidated and the history of
losses, we believe there is a high risk of non-
collection for the resulting asset, therefore the asset
should be written down.

441 Werecommend the Office of the Comptroller
consolidate New Brunswick Agricultural
Insurance Commission asrequired per PS 2500 —
Basic Principles of Consolidation. If such
consolidation does not occur, the loan balance
should befully provided for.

4.42  The Office of the Comptroller commitsto
reviewing PS2500 — Basic Principles of
Consolidation and its applicability to the New
Brunswick Agricultural Insurance Commission.

4.43  Aspart of year end processes, the Office of the
Comptroller reviewed an actuarial assessment
prepared in 2011 which indicated that NBAIC is till
self-sustaining. Discussions with NBAIC
management confirmed that no significant events
have occurred since the date assessment which would
not be reflected in the assessment or would
significantly impact the assessment. The Office of the
Comptroller will continue to monitor the allowance
requirement in relation to thisloan as part of its year
end processes.

4.44  Management’s estimate of the injured worker’s
liability reported on the consolidated financial
statements is derived from documentation provided
by WorksafeNB. The liability calculated by
WorksafeNB is prepared based on International
Financial Reporting Standards, not the same basis of
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Recommendation

Commentsfrom
Management

Allowance for Doubtful
Accounts— L oans and
Accounts Recelvable

Observation

Recommendation

Comments from
Management

Government Transfers
Observation

accounting as used by the Province.

4.45 Management should perform an analysis of the
valued amounts to ensure the amounts reported by the
Province are an accurate estimate of the Province’'s
liability. They should analyze the impact of the
valuation being prepared under a different basis of
accounting to ensure differences are not material to
the consolidated financial statements of the Province.

446 Werecommend the Office of the Comptroller
complete a documented analysis of the injured
worker’sliability and analyze theimpact of the
different accounting framework.

4.47  The Office of the Comptroller will conduct a
documented analysis of the injured workers' liability
amount, including any impact on the valuation of the
liability due to its preparation based on International
Financial Reporting Standards.

4.48 Caculation of alowance for doubtful accounts
(AFDA) in certain departments is not based on past
collection history and actual results are not compared
after year end to ensure the estimate was accurate. In
some cases, we noted no review or formal approval
of the AFDA estimate. AFDA estimates should be
formally reviewed, documented and compared for
accuracy subsequent to year end to ensure the
estimate process is thorough and robust.

4.49 Werecommend the Office of the Comptroller
advise departmentsthat AFDA estimates should
be formally reviewed, documented and compared
to actual resultsfor accuracy subsequent to year
end.

450 The Office of the Comptroller will continue to
work with Departments to ensure the methodology for
calculating allowance for doubtful accountsis
updated, appropriate and approved.

451 During the course of our audit we noted there was
no documented analysis available prior to year end on
the adoption of PS 3410 — Government Transfers
with respect to transfers made by departments of the
Province of New Brunswick to certain other entities.
Payments made should be analyzed by departments
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Recommendation

Comments from
Management

Fraud Risk Assessment
Observation

Recommendation

Comments from
Management

with the assistance of the Office of the Comptroller as
required, to determine whether PS 3410 -
Government Transfersis applicable.

452 We noted instances with grants (government
transfers) in the Department of Social Development
and Post-Secondary Education, Training and Labour
where we believe the new standard applied.

453 Werecommend Departments, with the
assistance of the Office of the Comptroller,
prepare a documented analysis of Province of New
Brunswick paymentsto determineif PS 3410 -
Government Transfersis applicable to payments
made.

454  \We seethe merit of obtaining a documented
analysis of the application of PS 3410 — Government
Transfers from each department asit relatesto
transfersit issues and receives. We will endeavour to
develop and obtain such documentation for the
2013/2014 audit.

455 The Office of the Comptroller prepared a
documented analysis of the application of PS 3410 —
Government Transfers for certain grants. This
analysis supported the accounting treatment of these
payments.

456 We obtained reasonable assurance about whether
the consolidated financial statements as awhole are
free from material misstatement, whether due to fraud
or error. Our procedures included reviewing
management’ sinternal control risk assessment;
however we noted no documented fraud risk
assessment was completed. Documenting afraud risk
assessment would assist management and internal
auditorsto focus control and monitoring efforts on
key risk areas. The absence of thisrisk assessment is
an indication of adeficiency in internal control.

457 Werecommend, on an annual basis, the Office
of the Comptroller complete or update a
documented fraud risk assessment as part of
continuous monitoring.

458 The Office of the Comptroller recognizes the
benefit of a fraud risk assessment and will investigate
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alternatives for establishing a process which provides
adequate coverage and can be updated on a regular
basis.

Audit Committee 459 Canadian auditing standards require auditorsto
communicate to those charged with governance of an
entity (e.g. audit committees or boards of directors)
certain matters that may assist them in their
governance roles and in overseeing management’ s
financia reporting and disclosure processes. Matters
that require communication include but are not
limited to:

Observation

e Significant audit adjustments and/or deficiencies
in financial statement disclosures;

e Significant weaknessesin internal control;
e Disagreements with management;

e Significant issues discussed, or subject to
correspondence, with management;

e Significant difficulties encountered during the
audit; and

e Fraud andillega acts.

4.60 Asnotedin prior year management letter, the
Province of New Brunswick has no formal audit
committee.

Recommendation 461 Weagain recommend the Department of
Finance establish an audit committeefor the
Province of New Brunswick.

Commentsfrom 4.62 The Department of Finance agrees with this
Management recommendation.

Administration Manual 4.63 Asnotedin prior year, the process used by
Policy AD-6402 NBISA for making payments does not comply with
administration manual policy AD-6402 — Approval of

Observation payments. This policy isout of date for processes
used by the shared services environment, aswell as
other payment system interfaces used by various
government departments.

Recommendation 464 Werecommend the Office of the Comptroller

consult with the New Brunswick I nternal Services
Agency with regard to administration manual
policy AD-6402 and revisethe policy to reflect
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current payment approval requirementsfor
processing gover nment transactions.

Commentsfrom 4.65 The Office of the Comptroller agreeswith the
Management recommendation and targets bringing forward a
revised policy to Board of Management in 2014.

Purchase Card Policy 466  We noted the Province does not currently have a
policy in place regarding the use of purchase cards.
Annual purchase card transactions total over $30
million. A draft policy from 2005 does exist,
however, it has never been finalized. In our work, we
noted some departments have increased the purchase
card limit from the default limit of $1,500. While the
increase was approved by a departmental manager,
without a documented policy we cannot determine if
thisisthe appropriate level of approval for such
exceptions.

Observation

Recommendation 4.67 Werecommend the purchasecard policy be
finalized as soon as possible.

Commentsfrom 4.68 The Office of the Comptroller agreeswith the
Management recommendation and targets bringing forward a
revised policy to Board of Management in 2014.
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Segregation of Duties—
Developers’ Accessto
Production Data

Observation

Recommendation

Comments from
Management

Recommendation

Office of the Comptroller

Oracle System

4.69 During our review of Oracle R12 application

system administration security, we noted the
developers had full accessto the production
application and were also assigned transaction
processing capability. This segregation of duties
conflict allows users with powerful access privileges
to override/circumvent the designed system controls.
We further noted no monitoring process was in place
to monitor and control access to the transaction
processing responsibilities granted to the devel opers.
Effective monitoring controls are critical given

devel opers have access to the production application.

470 Werecommend developer accesstothe

production environment berestricted. Where
accessisrequired based on valid business reasons,
it should be logged and appropriate monitoring
controls should beimplemented to cap therisk to
an acceptable level.

471  To provide the necessary system support, FIS

Support Team member s share responsibility for
operational and functional support, help desk support
and development. The current structure necessitates
access to the production environment.

4.72  Inrecognition of therisk of this structure, a

weekly security report has been created which
outlines the last update date for responsibilities
assigned to FIS support team members. Thisreport
is sent to the Director of Accounting Services and the
Managers of Financial System Support. Review
procedures for thisreport and procedures for
assigning responsibilitiesto FIS support team
members are being formalized and documented.
These procedures will include documenting the
business reason for granting access and end dating
access when it isno longer required.

473 Werecommend the access of financial

information support (FIS) team membersto the
Oracle R12 application berestricted to System
Administration functions and any functional
Oracleresponsibilitiesthat provide transaction
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Comments from
Management

Recommendation

Commentsfrom
Management

Recommendation

Commentsfrom
Management

processing capability be end-dated unlessthey are
required for valid businessreasons (in which case
the access should be monitored to ensure no
unauthorized transactions or changes are donein
the production environment).

4.74 A monthly process will be implemented to report
all responsibilities assigned to FISteam members.
Thisreport will be reviewed and responsibilities end-
dated as necessary.

475 Werecommend, if FISteam members
functional accessisrequired for avalid business
reason, appropriate monitoring controls be
established as compensating controlsto log, track
and review changes made by FIS team members.

4.76  The Department has implemented auditing at the
formslevel for FISteam member and SYSADMIN
accounts. Procedures for reviewing these audit logs
will be devel oped and documented.

477 Werecommend theuseof privileged system
accounts be adequately controlled and monitor ed
asthese provide enhanced levels of access and
could be used to circumvent the system security.

478 SYSand SYSTEM accounts are accessed only by
the DBA. The APPSand SYSADMIN accounts are
accessed by the FIS Support Team only when
necessary. The passwords are secured in a password
protected spreadsheet to which only the FIS Support
Team has access.

4.79  The Department will investigate the possibilities
for monitoring and controlling access for these
accounts.
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Department of Finance

Property Tax System
Accounting for Tax 480  Public Sector Accounting Standards section 3510
Revenue Tax Revenue came into effect during the current fiscal

year. The section provides guidance on accounting for
and presentation of tax revenue. In our work, we noted
the Department performed an analysis of the
classification of itstax programs to determine the
accounting treatment recommended by the handbook
section. We noted, however, some cases where the
recommendations in the section were not properly
treated and/or applied by the Department prior to our
audit. For example, revenue adjustments for some
concessions and penalties with an absolute val ue of
$7.3 million were not in accordance with the guidance
provided in the section. We also noted interest and
penalty revenue of $15.1 million was incorrectly
reported on the same financial statement line as the
related tax revenue. The Department corrected both of
these situations.

Observations

Recommendation 481 Werecommend the Department review itstax
accounting practices and follow all the guidance
recommended in Public Sector Accounting
Standar ds section 3510 Tax Revenue when
accounting for property tax and itsrelated
accounts.

Commentsfrom 4.82 The Revenue and Taxation Division will work with
Management the Office of the Comptroller to ensure all
requirements under PS 3510 are met in the future.

Account Reconciliations 4.83  During our audit, we noted several cases where
incorrect amounts were used by the Department when
preparing account reconciliations. One case resulted in
staff of the Department and the Office of the
Comptroller expending significant effort during our
audit process to resolve the matter. This situation
related to Local Service District revenue and resulted
in an adjustment of approximately $10.1 million. Two
other cases resulted in minor adjustments to account
balances.

Observations

4.84  From our work we note the following:

+ Detailed review of account reconciliationsis
required. The Department indicated property tax
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Recommendation

Commentsfrom
Management

Recommendation

Commentsfrom
Management

Recommendation

account reconciliations were reviewed by the manager
and/or the executive director responsible. Given the
errors encountered in our testing, however, the level of
review for these accounts should be increased.

* Property tax accounting staff at the Department of

Finance should continue to receive training to increase
their knowledge and understanding of the property tax
accounting process.

» The Department should continue to review the
various entries posted to the 1121 account (municipal
revenue suspense) as these entries have adirect impact
on the amount of provincia revenue recorded.

* The Department should also review the entriesto
the 0666 account (accrued municipal property taxes
payable) as this account has had significant errorsin its
ending balance for the past two years. This year a
correcting adjustment of $14.2 million was posted to
this account during the audit.

4.85 Werecommend the Department managers
perform a detailed review of property tax account
reconciliationsin atimely manner so that any
errorsor omissions are detected and corrected
prior tothestart of the audit. Evidence of this
review should be documented.

4.86 The Department of Finance agrees with the
recommendation and will review the current process
and continue to make necessary improvements to the
reconciliation review currently in place.

4.87 Werecommend property tax accounting staff
continueto increase their understanding of the
property tax accounting process and receive
additional training on the preparation of year end
account reconciliationsto reducetherisk of errors
in theyear end account balances.

4.88  The Department of Finance agrees with the
recommendation and will continue to build on the
training and knowledge transfer to the property tax
accounting staff.

489 Werecommend the Department perform a
detailed analysis of the entriesmadeto the
municipal revenue suspense account and the
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Comments from
Management

Supporting
Documentation for
Property Tax Reserve,
Provision and
Allowance for L oss
Accounts

Observations

Recommendations

Commentsfrom
Management

accrued municipal property taxes payable account.
Thiswill help eliminate posting errorsto the
accounts.

490 The Department of Finance agrees with the

recommendation and will implement a procedure for
the review of the municipal revenue suspense account.

491 The Department has three main accounts where

estimates are used as a basis for determining account
balances. In the past, we recommended the Department
document the rationale used to calcul ate the estimates.
During our audit, we noted the Department has made
some progress in implementing this recommendation,
however, more work is needed. In particular, the
Department should compare actual results with its
estimates to determine the reasonableness of the
estimate and it should provide support to illustrate how
risk factors and percentages are determined.

492 Wealsofound the Department’ s documentation for

the various accounts and accounting practices should
be improved. The documentation provided by the
Department was out-of-date and incomplete. At a
minimum the documentation should include definitions
and appropriate use of each account.

493 Werecommend the Department clearly

document the stepsrequired and therationale used
to calculatethe provision, reserve and allowance for
loss accounts. In particular, the Department should
compar e actual resultswith its estimatesto

deter minethe reasonableness of the estimates and it
should provide support to illustrate how risk
factorsand percentages are deter mined.

494 Werecommend the Department improveits

documentation of thereserve, provision and
allowance for loss accounts.

4.95 The Department of Finance agrees with the

recommendation and will improve the documentation
related to the calculations for the provision, allowance
for loss and reserve accounts.

496 However, the Revenue and Taxation Division

currently doesn’t have the resources and data to
perform an exhaustive review of its current
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assumptions and will approach the Office of the
Comptroller to jointly review these assumptions and
the rational e used.
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Service New Brunswick
Property Tax Assessment System (EVAN)
Road Review 4.97 Wenoted in the property assessment process
Documentation for documentation deficiencies in the road review
Property Assessment performed for property assessment purposes. A road
Changes review is conducted by the assessor and the office
_ manager to verify methodology used and evaluate the
Observations

Recommendation

Commentsfrom
Management

equitable level of property tax assessments. We found
some evidence of road reviews being kept on file,
however, this documentation should be improved.
Currently, if aroad review resultsin a change to an
assessment value, anew value is written on the road
review report. No evidence is recorded on the report to
show who proposed the change and whether or not the
change was input into the system. If aroad review
results in no change to an assessment value, the
reviewer does not record anything on the report to
show the road review was performed. Strengthening
the documentation surrounding this processis
important as road reviews serve as akey control in
verifying the accuracy of assessment data.

498 Werecommend adocumented sign off of the

road review by the assessor and manager who
conduct theroad review and by the employee who
inputsthe updated assessment data in the EVAN
system. Thisdocumentation should be recorded
and retained for all road reviews conducted,

regar dless of whether or not they result in changes
to the assessment data

499 SN\Bwill ensureroad reviews are signed off by the

Assessor and Manager upon compl etion.

The documentation will be recorded and retained for
all road reviews conducted, regardless of whether or
not they result in changes to the assessment data.

Report of the Auditor General - 2013

87



Matters Arising from our Audit of the Financial Satements of the Province Chapter 4

NBFamilies— Financial

Assessments/Client
Contributions

Observations

Recommendation

Department of Social Development
Long-term Care and Social Assistance

4.100 Aspart of our testing, we determine whether the

financial assessments are up-to-date in accordance with
departmental policy and whether the calculation of
client contributions is correct. The amount of the client
contributions affects the Department’ s payments to
service providersfor clients' care.

4.101 During our testing, we found two out of fifteen

cases (13%) where the financial assessments were not
up-to-date. The assessments had been completed in
2004 and 2008 for these cases.

4.102 Wealso found six out of fifteen cases (40%) where

client contributions were incorrect. In thefirst case, the
last financial assessment had been completed in 2004.
The assessment was incorrectly completed and
insufficiently documented. This resulted in the client
overpaying at least $3,900 for their services. The
Department isin the process of correcting this issue.

4.103 Inthe second case, the client was assessed

properly, however, the contribution was not entered
into the system, which resulted in the Department
overpaying the vendor by approximately $1,740. This
overpayment has since been recovered by the
Department.

4.104 Intheremaining four cases, the clients were

receiving Old Age Security and Guaranteed Income
Supplement benefits. The amount of these benefits
increases quarterly. Even though the clients' financial
assessments were within the two-year timeframe, as
required by departmental policy, the client
contributions were not adjusted for quarterly benefit
increases ranging from two to four quarters.

4.105 Werecommend the Department of Social

Development:

complete financial reassessmentsfor clientswithin
atwo-year timeframe asrequired by policy;
properly document financial assessmentsand client
contribution calculations and enter this
information into the system on a timely basis,
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e implement controlsto verify the accuracy of client
contribution calculations and client contribution
data entry; and

e implement a process whereby client filesare
updated with rateincreasesfor Old Age Security
and Guaranteed Income Supplement benefits
wher e applicable.

Commentsfrom 4.106 Work has been done to incorporate the financial
Management calculation directly into NBFamilies. Thus, no time
delay in entering data.

4.107 A Lean 6 Sgma project has been completed on the
client contribution process. It is expected this will
enable assessments on an annual basis. 1t will allow
for immediate rate increases for Old Age Security and
Guaranteed Income Supplement in the NBFamilies

system as well.
Client Reviews — 4.108 During our testing of transactions for the
NBFamilies and NBFamilies and NBCase systems, we noted cases
NBCase where client reviews were not performed in accordance
. with departmental policy. In our sample of fifteen
Observations NBFamiliesitems, four case reviews were not up to

date. In our sample of twelve NBCase payments, one
client review was not up to date. Regular case reviews
and client contact help to confirm clientsremain
eligible to receive the level of care or benefits they are
provided.

Recommendation 4.109 Werecommend the Department of Social
Development perform client reviewsin the
timeframe required by policy.

Commentsfrom 4.110 We agree with your recommendation. The

Management Provincial Program Consultant will reiterate this
requirement during the next meeting with Long Term
Careregional supervisors and will reinforce the
necessity of documenting thiswork in NBFamilies. A
degree of the non-compliance with policy has to do
with workload and case load size of the front-line
managers.

NBCase—Expense Cut- 4.111 We examined twelve payments processed by the
Off NBCase system as part of our testing. One of the items
related to the prior fiscal year, however, it was not
accrued by the system. From discussions with the
Department, we determined the NBCase system is not

Observations

Report of the Auditor General - 2013 89



Matters Arising from our Audit of the Financial Satements of the Province Chapter 4

properly recording daily pay runs which need to be
allocated between fiscal years. We understand the time
required to diagnose and fix the problem is not known.
In the meantime, the Department should review the
accounting for the pay runs and appropriately allocate
the amounts to the proper fiscal year.

Recommendation 4.112 Werecommend the Department of Social
Development improveitsyear end cut-off process
for NBCase daily payments so that expensesare
recorded in the proper fiscal year.

Comments from 4.113 We agree with your recommendation.
Management
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Department of Economic Development
Nortridge L oans System

Segregation of Duties 4.114 During our audit, we noted a number of
observations relating to segregation of duties. We
found one individua isthe primary user of the system.
Thisindividual isresponsible for receiving cheques,
entering transactions, preparing system reconciliations
to the Oracle genera ledger, preparing bank deposits
and performing system administration functions.
Having one individual responsible for performing all
of these functions resultsin a segregation of duties
conflict

Observations

4.115 We aso make the following observations:

e We noted no oneis reviewing the work of the primary
user to verify the accuracy of the input or the accuracy
and compl eteness of the Oracle general ledger
reconciliations.

e The primary user has been assigned the role of system
administrator and is responsible for performing
administrator functions, such as creating users and
assigning system access. An activity report is available
which identifies all transactions and functions performed
by auser. Currently, no oneis printing and reviewing
this report to determine the appropriateness of the
transactions and functions being performed by the
primary user.

e We noted the lack of a consistent process for the receipt
of client loan repayments. All cheques should be
received in a consistent manner, logged and stamped at
the original point of origin. The log should then be
forwarded to the accounting officer for input into the
system. The accounting officer should not be receiving
the cheques and preparing the bank deposit. Having a
consistent process for receiving payments reduces the
risk of fraud and/or cheque loss.

Recommendations 4.116 Werecommend the Department review the
processin placefor the Nortridge L oans system and
ensurekey functions are appropriately segregated
so that oneindividual isnot responsiblefor entering
transactions, reconciling the system and preparing
the bank deposits.
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Commentsfrom
Management

4.117 Werecommend the Department have a separate

individual review and verify the accuracy of the
data entered into the Nortidge L oans system and
the accuracy and completeness of the reconciliation
of the system to the Oracle general ledger. These
reviews should be performed on aregular basis(i.e.
monthly), appropriately documented and
maintained for audit purposes.

4.118 Werecommend the Department have an

independent individual review the transactions
completed by all Nortridge usersto determinethe
appropriateness of thetransactions. We also
recommend the Department assign the
administrativerolefor the Nortridge L oan system
to an individual who isnot responsible for
processing transactions.

4.119 Werecommend the Department implement a

consistent processfor receiving client loan
repayments whereby cheques arereceived and
logged by oneindividual. The cheque log should
then be forwarded to the accounting officer for
input into the system.

4120 Dueto the size of the Financial Services officein

the past, segregation of duties was more difficult to
assure. With the recent restructuring, we are now able
to incor porate segregation of duties where necessary.

4.121 While we acknowledge the lack of segregation, we

fedl that the following compensating controls reduce
our risk.

e The Accounting Officer ensures deposits are
done weekly and on the last day of each month.
If a deposit is greater than $500,000, it is done
immediately. All deposits and related journals
are signed off by the Manager of Accounting
Services.

e Monthly statements are sent to loan recipients

e The Account Assistant distributes every two
weeks a Past Due report to the Financial
Officersto review.
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4.122 We have instituted the following recommendations:

e The Manager verifies the accuracy of new
loans and guarantees entered into the NLS and
reviews the reconciliation of the NLSto the
Oracle general ledger on a monthly basis as
evidenced by signature.

e Another individual logs all incoming cheques
and forwards the log to the Accounting Officer
for input into the system.

4.123 The administrative role for the NLS has been
reassigned to the Information Technology Section.
Once this responsibility has been reassigned, we do
not feel it is necessary to review transactions
completed by all NLS users as only two employees will
have the ability to enter transactions.
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Information Technology (IT) Findings
Background 4.124 In order to express an opinion on the Province's

financial statements, we document controls and test
transactions processed by significant financial 1T
systems. Some of thiswork is performed on acyclical
basis. We also document the controls associated with
the Province soveral IT infrastructure. Exhibit 4.2
liststhe IT systems we examined.

Exhibit 4.2 — 1T Systems Examined

Department

Audit

Education and Early Childhood
Development (EECD)

Teachers' Payroll

Economic Development (ED)

Nortridge Loans

Finance

Property Tax System

New Brunswick Interna Services
Agency (NBISA)

HRIS Payroll System

Oracle Input System (1IPM)

IT Infrastructure

Office of Chief Information

Officer (OCIO) Policy Review
Office of the Comptroller (OOC) Oracle R12 Financials (R12)
Service New Brunswick (SNB) Property Tax Assessment
System
i NBFamiliest
Socia Development (SD) NBCass

L Long-Term Care System (NBFamilies)

2 Social Assistance System (NBCase)

Key Themes

4.125 Weare not publishing the details of al of our IT

system work given the technical nature of many of our
findings, and as noted previoudly in this chapter, the
risk of possible loss of government assetsif the details
of such findings are reported. Exhibit 4.3 presents key
themes of our findings summarized by the responsible
department.
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Exhibit 4.3 Information Technology Findings — Key Themes

Theme

IT Segregation of Duties

Finding Finding addressed to
Developers' accessto production 0O0C (R12)
Segregation of duties ED

Excessive permissions

SNB, NBISA (HRIS), OOC (R12),
NBISA (IT Infrastructure)

Corporate payroll reconciliation NBISA (HRIS)
Change management Finance (Property Tax)
Property tax system Finance
SELUGG dE e Teachers payroll system EECD

IT Security

Encryption of data

SNB, NBISA (Infrastructure)

Monitoring — Administrators,
Third-party service, Logs

OOC (Cracle R12), SNB, NBISA
(IT Infrastructure), SD (NBFamilies)

Compliance with government’ s
security policy

NBISA (HRIS), SD (NBFamilies),
ED, NBISA (Infrastructure), NBISA
(IPM)

Approval of Access

SNB, NBISA (HRIS)

Review/Confirmation of Access

SNB, NBISA (HRIS), NBISA (IPM)

Management of network access

NBISA (IT Infrastructure)

Disaster Recovery /

Disaster recovery plan

SNB, OOC (R12)

Backup of key personnel SNB, ED
Backup of Key Staff
P & Outdated backup policies NBISA (IT Infrastructure)
' Security policy update OCIO
IT Policy Security monitoring policy OCIO
Assessment system to property
SNB
A tax system
Reconciliations Departmental payroll
reconciliations e (IR,
e Assessment data SNB
Verification of Data Inputs Review of datainputs EECD
Spending and payment authority D
not provided
Approvals Approval of firewall changes NBISA (IT Infrastructure)
Spending authority in excess of D
authorized limit
Client review Compliance with policy SD (NBFamilies & NBCase)

Application Testing

Change management

EECD

4.126 Weare not aware of any loss of government assets
or errors which resulted from the findings noted in
Exhibit 4.3, however, we are concerned about the
potential for future loss of assets or error aswell as
potential for loss of confidentiality and privacy
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| T Segregation of Duties

System Replacement

inherent in the above noted findings if they remain
uncorrected.

4.127 It should be noted this work was performed with a
focus on the financial statement audit impact. Risks
arising as aresult of operational or
confidentiality/privacy concerns are noted where
observed but were not the main focus of our work.

4.128 Given the significance of certain findings and that
similar findings occurred across multiple departments,
additional information on the key themes noted in
Exhibit 4.3 is provided below.

4.129 We noted five segregation of duties findingsin our
work. We discuss, in detail, two significant findings
relating to Oracle R12 and the Nortridge loans system
in paragraphs 4.69 and 4.114. Proper segregation of
dutiesis necessary to reduce the risk of fraud and error
in the accounting records.

4.130 Allowing users excessive access to systems and
data increases the risk of segregation of duties conflicts
and of individuals gaining unauthorized access to
financial information or system functionality. These
circumstances increase the risk of fraud or error in the
accounting records.

4.131 Inour work, we recommended two out-dated IT
systems be replaced or modernized. In the case of the
Property Tax system, we found the system iswrittenin
an out-dated programming language making it difficult
to change and we question the reliability of the system
as we noted a number of large system errors occurring
during the year. The Department of Financeisin the
process of replacing this system and expects the first
release to be complete by 2014.

4.132 Inthe case of the teachers’ payroll system, we
found access security is extremely weak, support is
provided by a single contractor with no backup and the
system runs on old, out-dated hardware. The system is
over 20 yearsold and is at arisk of failure. EECD
noted NBISA is responsible for determining a new
teachers' payroll system and the replacement date is
not known. In the interim, we recommended EECD
review the teachers' payroll system to determine if any
new risks exist and to implement an appropriate risk
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response to address any identified risk.

I T Security - Encryption of 4.133 We noted findings relating to encryption in both

Data SNB and NBISA (IT Infrastructure). Given the
confidential nature of the information involved,
encryption is recommended to help safeguard
information and reduce the risk of a breach of
confidentiality.

I T Security —Monitoring 4.134 Intwo systems, we noted alack of monitoring of

of Administrators, Service system administrators' activity. See paragraph 4.73, for

Providers, Access Logs adiscussion of the Oracle R12 system. In the case of
SNB, the database administrator’s activity is logged
but the log is not reviewed.

I T Security - Compliance  4.135 We found multiple instances where departments

with Security Policy did not comply with the guidelines recommended in
the Province' s I'T security policy. Violations were
mostly around restricting the limit of failed login
attempts and complying with the password
reguirements, such as password complexity, password
change frequency, password length, password expiry,
and password reuse settings.

I T Security - Approval of 4.136 We had findings in two systems relating to the

Access approval of system access. We noted in the NBISA
(HRIS) system, the same person was creating and
approving system access. We noted in the SNB system,
the access requests were bypassing the I T service desk
and thus the requests were not approved by the system
owner. Proper controls relating to creating system
access are required so only authorized employees
obtain access to the system.

I T Security — 4.137 We had findingsin three systems relating to access:
Review/Confirmation of SNB, NBISA (HRIS) and NBISA (IPM). We also
Access noted issues with the annual review/confirmation of

user accounts. An annual review of user accounts
reduces the risk of unauthorized system access by
limiting the number of usersto only those who require
accessin order to fulfill their job responsibilities.

Disaster Recovery and 4.138 In our work, we noted two key systems where

Backup Support disaster recovery plans either do not exist or are not
up-to-date. The new SNB EVAN assessment system
does not have a disaster recovery plan and the OOC
Oracle R12 system has a disaster recovery plan but it is
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out-of-date. An up-to-date, documented and tested
disaster recovery plan is necessary so that
organizations can recover operationsin atimely
manner in the event of a disaster.

4.139 Wealso noted alack of backup personnel for the

SNB EVAN assessment system and the ED Nortridge
loans system. Trained backup of personnel is necessary
to help ensure transactions continue to process when
personnel are absent or terminate employment, and to
help reduce the risk of fraud.

I T Policy — Security Policy  4.140 In our work, we noted the Province' s information

Update

Reconciliations

technology security policy has not been updated since
November 2006. This policy provides guidance,
directives and requirements for all employees and
other stakeholders within the Province. Without an
updated policy, controls may not be consistently
applied resulting in deficiencies in processes such as
user termination, password setting and data encryption.

4141 Inour SNB work, we noted the reconciliation

between the SNB EVAN assessment system and the
Finance property tax system is not being completed on
aregular basis. Reconciliations should be completed
on aregular basis, such as weekly, to verify the data
transfer between the systems is complete and accurate.

Verification of Data Inputs 4.142 In our work, we found three cases where the data

input into applications is not being verified or
approved. We found thisin SNB where thereis no
review of assessment data entered into the system and
in EECD where datainput and approval controls
should be strengthened for leave tracking, teachers
summer pay accrual and commencement information.
Having data input reviewed and verified reduces the
risk of inaccurate information being recorded in the
financial accounting records.
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Appendix 1 - Audit Objectives

4.143 Our examination of the mattersincluded in this
chapter of our Report was performed in accordance
with Canadian generally accepted auditing standards,
including such tests and other procedures as we
considered necessary in the circumstances. The matters
reported should not be used as a basis for drawing
conclusions as to compliance or non-compliance with
respect to matters not reported.

4.144 We obtain reasonable assurance on the financial
statement figures because it would not be cost effective
to obtain absolute assurance - our auditors cannot test
every transaction.

4.145 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.

4.146 Because of the limited objectives of this type of
audit work, it may not identify matters which might
cometo light during a more extensive or special
examination. However, it often reveals deficiencies or
lines of enquiry which we might choose to pursuein
future audit work.

Responsibilities 4.147 The government is responsible for the preparation
Pertaining to the Audit and the content of the Province's financial statements.
Process The Statement of Responsibility at the front of Volume

1 of Public Accountsis signed by the Minister of
Finance on behalf of the government. The Comptroller
isresponsible for preparing the financia statementsin
accordance with Canadian public sector accounting
standards. When preparing the financial statements, the
government must make significant estimates, as not al
information is available or determinable at the time of
finalizing the statements. Examples of areas where
management has made estimates in the financial
statements are: provision for loss on loans and
accounts receivable, contingencies, employee future
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benefits and tangible capital assets.

4.148 Our Officeisresponsible for auditing the
Province' s financia statements. An audit provides
reasonabl e, but not absolute, assurance that the
Province sfinancia statements are free of material
misstatement. Material misstatement refersto 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.
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Appendix Il - Lossthrough Fraud, Default or Mistake

4.149 Section 15(2) of the Auditor General Act requires
us to report to the Legislative Assembly any case
where there has been a significant deficiency or loss
through fraud, default, or mistake of any person.

4.150 During the course of our work we became aware
of the following losses. Our work is not intended to
identify all instances where losses may have occurred,
so it would be inappropriate to conclude that all losses
have been identified.

Department of Education and Early Childhood Development $11,032
Missing equipment in various school districts

Department of Justice and Attorney General $7,543
Missing cash

Service New Brunswick $5,048
Missing bank deposit

Department of Natural Resour ces $2,020
Missing equipment from various regions

Department of Health $ 1,500
Missing laptop

Department of Transportation and Infrastructure $ 600
Missing diesel fuel

Department of Environment and L ocal Gover nment $311
Missing cash

4.151 Losses reported by our Office only include
incidents where there is no evidence of break and
enter, fire, or vandalism.

4.152 The Province reportsin Volume 2 of the Public
Accounts the amount of lost tangible public assets
(other than inventory shortages).

4.153 In 2013, the Province reported lost tangible public
assets in the amount of $27,954 compared to aloss of
$49,172 reported in 2012.
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Matters

Audits of Crown Agencies
and Federal Claims

Arising from our

I ntroduction 5.1

In this chapter we discuss our significant findings and

recommendations relating to our audits of Crown agencies
financia statements and Federa claims.

5.2

We audit the following Crown corporations, Boards,

Commissions and other agencies:

5.3

Centre communautaire Sainte-Anne

College communautaire du Nouveau-Brunswick
Energy Efficiency and Conservation Agency of New
Brunswick

Economic and Social Inclusion Corporation

Financial and Consumer Services Commission (formerly
New Brunswick Securities Commission)

Invest New Brunswick

Kings Landing Corporation

New Brunswick Agricultural Insurance Commission
New Brunswick Community College

New Brunswick Electric Finance Corporation

New Brunswick Highway Corporation

New Brunswick Immigrant Investor Fund (2009) Ltd.
New Brunswick Internal Services Agency

New Brunswick Legal Aid Services Commission
New Brunswick Lotteries and Gaming Corporation
New Brunswick Municipal Finance Corporation
New Brunswick Research and Productivity Council
Premier’s Council on the Status of Disabled Persons
Provincial Holdings Ltd.

Public Trustee - Trusts administered

Regional Development Corporation

We aso audit the following Federal claims:

Agreement on Labour Market Devel opment
Agreement on Targeted Initiative for Older Workers
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Agreement on the Transfer of Federal Gas Tax Revenues
Agreement Respecting Lega Aid and Court-Ordered
Counssel

Agreement for Saint John Harbour Bridge Rehabilitation
Agreement on the Transfer of Federal Public Transit
Funds

Building Canada Fund— Communities Agreement
Building Canada Infrastructure Plan — Base Funding
Agreement

Labour Market Agreement

Municipal Rural Infrastructure Fund Agreement
Strategic Infrastructure Agreement for Improvements to
the National Highway System

5.4  To reach an opinion on the Crown agencies financial
statements and Federal claims, we carry out audit work on
the major programs and activities in Crown agencies or
departments. In addition, we audit major revenue items,
sample expenditures and examine internal controls of
significant computerized systems.

55 Inamost every audit, matters arise that need to be
discussed with management. Except in cases where an audit
opinion is qualified, these matters, although significant, are
not sufficiently large in dollar terms to affect our opinion on
thefinancia statements. It is our practice to report these
matters to senior officials of the agencies/departments
concerned, and to ask for aresponse. Some of these findings
may not be included in this Report, because we do not
consider them to be of sufficient importance to bring to the
attention of the Legidative Assembly, or because public
attention to internal control weaknesses, before they are
corrected, could possibly result in loss of government assets.
For further background on our audit objectives refer to
Appendix I.

56  Wearereporting significant audit findings from the fiscal
years ended 2013, 2012, 2011 or 2010. The findings reported
depend on the timing of the completion of our audit work
relative to the printing of our annual report.

5.7  Wehad several findings from our audits of Crown
agencies financia statements and federal claims. We review
the findings identified to determine which findings from our
work are significant. When considering which findings are
significant we assess:

e dollar magnitude of the item;
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Highlightsand >8
Recurring
Themes

e therisk thefinding could result in alarge loss or error
in future;

the number of instances the finding has occurred;

if the finding has occurred in multiple entities;

if the finding was reported in aprior year; and

if we believe the finding is overall significant in
nature.

Highlights and recurring themes of our significant

findings are presented in Exhibit 5.1.
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Exhibit 5.1- Highlights and Recurring Themes
Theme Finding addressed to PEgE
Number
New Brunswick Lotteries and Gaming Corporation 133
Need for Improved Financial and Consumer Services Commission 121
Management of Agreements or New Brunswick Internal Services Agency 130
Third Party Arrangements TIOW! 152
LMAZ 151
College communautaire du Nouveau-Brunswick 114
Centre Communautaire Sainte-Anne 112
New Brunswick Community College 129
Energy Efficiency and Conservation Agency of New 115,
Accounting Weaknesses Noted Brunswick 117-119
New Brunswick L otteries and Gaming Corporation 133
Public Trustee — Trusts administered 139
BCRF 145,146
LMDA* 148
New Brunswick Community College 128
_ Invest New Brunswick 123
Lack of Documentation New Brunswick Agricultural Insurance Commission 125
Eneo?igllgt%dclgg:ilg of Interest New Brunswick Internal Services Agency 130
Premier’s Council on the Status of Disabled Persons 140
New Brunswick Research and Productivity Council 137
Energy Efficiency and Conservation Agency of New 117
Brunswick
New Brunswick Legal Aid Services Commission 132
Lack of Documentation for New Brunswick Research and Productivity Council 136
Management Estimates College communautaire du Nouveau-Brunswick 114
New Brunswick Community College 127
LMA?2 150
LMDA* 149
Invest New Brunswick 124
Energy Efficiency and Consgrvati on Agency of New 116
Brunswick
Financial and Consumer Services Commission 120,122
New Brunswick Agricultural Insurance Commission 125
. . Public Trustee — Trusts administered 139
Lack of Segregation of Duties Collége communautaire du Nouveau-Brunswick 113
New Brunswick Community College 128
Centre Communautaire Sainte-Anne 112
New Brunswick Legal Aid Services Commission 132
New Brunswick Lotteries and Gaming Corporation 135
New Brunswick Research and Productivity Council 136

1 Department of Post-Secondary Education, Training and Labour - Targeted Initiative for Older Workers
2 Department of Post-Secondary Education, Training and Labour - Labour Market Agreement
3 Regional Development Corporation - Canada - New Brunswick Provincial-Territorial Base Funding Agreement
“ Department of Post-Secondary Education, Training and Labour - Labour Market Development Agreement
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5.9 We are concerned that a number of these findings were
observed across different agencies/departments. Asaresult
of the sameissue arising in different entities we saw
recurring themes emerge over the course of our work.
Exhibit 5.1 shows the agencies/departments where we noted
these recurring themes. Due to the significance of the issues
and/or the number of instances observed, we have chosen to
highlight these recurring themes in this chapter.

5.10 Wehave significant concerns with the need for improved
management of agreements or third party arrangements most
notably in the New Brunswick Lotteries and Gaming
Commission (NBLGC) and its participation in the Roboreus
investment. During our audit we noted there was no
documented evidence of due diligence procedures performed
by NBLGC before NBLGC decided to proceed with
participating in the Roboreus investment. Also we noted
there was no signed agreement between NBLGC and the
Atlantic Lottery Corporation supplied to our office pertaining
to thisarrangement. These matters are described later in this
chapter.

5.11 In addition there were several accounting weaknesses
dealt with in our Crown agency audits. Accounting
weaknesses should be resolved in advance of our audit and to
ensure the Board or oversight body of the Crown agency is
receiving accurate and complete financial information during
the year. These concerns are presented throughout this
chapter.

5.12 Weadso have concerns regarding the numerous instances
where we noted a lack of documentation regarding conflict
of interest and related parties. The Province’ s Administration
Manual states that some positionsin the public sector are
more susceptible than others to conflicts of interest and
therefore it isimportant to have annual documented
disclosure of conflicts of interest by staff. Thiswill ensure
management is aware of possible related parties and can put
measures in place to mitigate any risks noted.

5.13 Weareaso concerned about trends in claims or cost
shared agreement management. In addition to the findingsin
Exhibit 5.1, we noted in the Labour Market Devel opment
Agreement, for the year ended March 31, 2013, $16.3
million of available federal funding was not utilized and
cannot be carried forward to future years. We also noted in
the case of the Labour Market Agreement, $1.6 million of
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federal funding was not utilized. This amount, however, can
be carried forward to the next fiscal year. Funding
accessible through the federal programsis an important
source of revenue for the Province and provides
opportunities for the Province to increase programs and
services delivered to New Brunswickers. Proper claims
management isimportant to ensure available funding is
maximized and swiftly received.

5.14 While we have not noted any significant fraud, theft or
error, the existence of the findings noted in Exhibit 5.1, such
asthe lack of segregation of duties increases the risk of loss
or mistake in the agency’ s/department’ s financial reporting.
These items should be addressed prior to the next audit

cycle.
Details of 5.15 Our observations, recommendations and
Significant agency/departmental responses to our significant reportable
T findings are presented in this section of our Report. Refer to
Findings Exhibit 5.2 for further information.
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Exhibit 5.2 - Agencies and Departmental findings reported in this Chapter

2o - . Paoe
Matters Arising from our Audits of Crown Agencies | \imber
Centre Communautaire Sainte-Anne 112
College communautaire du Nouveau-Brunswick 113
Energy Efficiency and Conservation Agency of New Brunswick 115
Financial and Consumer Services Commission 120
Invest New Brunswick 123
New Brunswick Agricultural Insurance Commission 125
New Brunswick Community College 126
New Brunswick Internal Services Agency 130
New Brunswick Legal Aid Services Commission 132
New Brunswick Lotteries and Gaming Corporation 133
New Brunswick Research and Productivity Council 136
Public Trustee — Trusts administered 138
Premier’s Council on the Status of Disabled Persons 140
Matters Arising from our Auditsof Federal Claims | 2%
Claim Agency / Department
Agreement on the Transfer of 141
Federal Gas Tax Revenues
Xunlm pal Rural Infrastructure Fund Regional Development Corporation 143
greement
Building Canada Infrastructure Plan
: 145
— Base Funding Agreement
Agreement on Labour Market
148
Development
Department of Post-Secondary
Labour Market Agreement Education, Training and Labour 150
Agreement on Targeted Initiative for 150
Older Workers
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Centre Communautair e Sainte-Anne (2013)

5.16 | Revenue and expense cut-off

During our audit, we found errors in the revenue and expense cut-off. The cut-off must be accurate
so there are no significant errors between fiscal years. Thisis very important to ensure the amounts
presented in the financial statements are complete and accurate.

Recommendation

Comments from Management

We recommend invoices paid and amounts deposited
after the end of thefiscal year bereviewed in order
to determinetherelated fiscal year for revenue and
expenses. Theamountsrelated to the previousfiscal
year should berecorded in the appropriate year.

[Trandation.] At the end of its fiscal year,
the CCSA will conduct a review of
invoices paid and amounts deposited so
that the amounts related to the fiscal year
are recorded in the appropriate year.

5.17

Segregation of duties regarding deposits

We noticed weaknesses with respect to the segregation of duties related to revenue, accounts
receivable, and the collection of funds. One individual is responsible for recording, reporting, and
safekeeping assets. This could lead to arisk of possible inappropriate activity if effective

compensation measures are not put in place.

Recommendations

Comments from M anagement

We recommend management review the assigned
dutiesto determineif task realignment would allow
for better segregation of dutiesor if compensation
measur es could be implemented to strengthen the
control environment.

[Trandation.] The General Manager will
review the assigned duties to determine if
a better segregation of dutiesis possible
or if compensation measures could be
implemented.
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College communautaire du Nouveau-Brunswick (2013)

5.18 Undocumented Review

We noted during our documentation of controls that there is no review or approval of bank
reconciliations and journal entries to record campus bank deposits.

Recommendation

Comments from Management

We recommend that a second per son review
and approve the bank reconciliations and

journal entries, and that thisapproval should

be documented with a signature.

[Trandlation.] This recommendation was put in
place by the manager of financial services
supervisors.

5.19 | Management of Accounts Receivable

Details concerning accounts receivable come from many subsidiary accounts on the campuses and

certain accounts are very old.

Given the centralization of other processes at the CCNB, we believe the consolidation of accounts
receivable would enable better monitoring of these accounts. Moreover, because of their age, we
believe the old accounts receivable should be written off CCNB’ s accounts.

Recommendation

Comments from Management

Werecommend the subsidiary accounts
receivable be consolidated and that the old
accountsreceivable bewritten off.

[Tranglation.] With the new version of SIMS
students’ accounts receivable will be managed
centrally. The other accounts will remain and
will be managed by the financial services
supervisors on the campuses.

With respect to writing off the old accounts
receivable, in 2013-2014, the CCNB will
conduct an evaluation of them and submit
recommendations for approval by the Board
of Governors.
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Collége communautair e du Nouveau-Brunswick (2013) (continued)

5.20

Management Estimates — Calculation and Approval

Management estimates are used to calcul ate the allowance for doubtful accounts. The estimates are
based on the method used by the Department of Post-Secondary Education, Training and Labour for
its general accounts receivable for the 2011-2012 fiscal year. We noted there is no documented
review or approval process for the allowance for doubtful accounts or its calculation.

Recommendation

Comments from Management

Werecommend the CCNB review and approve
the allowance for doubtful accountsaswell as
all other significant estimatesincluding
deferred revenue, and that these steps be
documented.

[Tranglation.] The allowance for doubtful
accounts is calculated in accordance with the
standards established by the Province of N.B.
It is understood that in the calculations, the
CCNB adjusts the allowance in terms of all of
its accounts receivable, not by campus.

The approval measures are already in place
and will be better documented to meet the
auditors' needs.

5.21 Deferred revenue

The CCNB has projects for which the deferred revenue is recorded at the end of the fiscal year since
the project has not been completed, but the funds have been received. An estimate of the deferred
revenue for these projects was prepared, but the estimate was not always documented as being
reviewed, e.g., for theinternational project in Mali. We were provided with areconciliation of
deferred revenue related to this project, but we detected some differences. Although the differences
were not significant, we believe an in-depth and detailed reconciliation should be prepared and

reviewed for each project.

Recommendation

Comments from Management

Werecommend the CCNB complete a detailed
reconciliation of the project balances with
deferred revenuerecorded at the end of the
fiscal year and that thisreconciliation be
reviewed and approved.

[Tranglation.] The CCNB already has control
mechanisms in place to review the revenue
and expenses associated with each project. An
evaluation of these mechanisms will be done
in 2013-2014, and any necessary changes to
meet the needs of the CCNB will be made.
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Energy Efficiency and Conservation Agency of New Brunswick (2012)

5.22 | Reconciliation of the financial statementsto the Provincial Oracle system

Asnoted in our 2011 audit results report, thefinancia statements of the Agency do not easily
reconcile with some of the Oracle accounts of the Province, specifically the loans receivable balance
aswell asthe Due to and Due From the Province line items. We note management had not prepared
a documented reconciliation during the audit year.

Recommendation Comments from Management
Werecommend thefinancial statement The loans receivable balance on the financial
amounts be reconciled by management to the | statements did not balance to the Oracle account
Oracle accounts periodically but at a asa result of prior year adjustments that were
minimum annually. Differences should be never booked, however the Auditor General’s
corrected as needed on a go forward basis. office was provided with a reconciliation both

during the audit of Province' s financial
statements as well as during the Efficiency NB
audit reconciling the differences between the two
accounts. Asfor the Due to and Due fromthe
Province line items, these two accounts do not
exist in the Oracle system. It has been flagged as
an item that should be addressed and that these
two accounts should be created in Oracle
however dueto limited resources and competing
priorities both at Efficiency NB and the Office of
the Comptroller this has not happened.
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Energy Efficiency and Conservation Agency of New Brunswick (2012) (continued)

523 L ack of Segregation of Duties—Journal Entries, Financial Reporting, Key

Calculations

During our audit, we noted manual journal entries were recorded in the accounting records, but
there was no evidence of consistent review and approval of the entries by the Agency’s
management. We also noted there was no documented review of financia reporting information
indicating someone other than the preparer had reviewed financial reports, bank reconciliations,
payroll reports and key financia calculations such as the alowance for doubtful accounts.
Segregation of preparation and approval functions reduces risk of fraud and error in the financial

statements.

Recommendations

Comments from Management

Werecommend management
(a second person other than the
preparer) document review
and approval of manual
journal entries, financial
reports, bank reconciliations,
payroll reportsand key
calculations (eg. allowance for
doubtful accounts).

Efficiency NB is a very small Agency with only one staff person
dedicated to preparing all of its financial information. During
the audit period 2011-2012 Efficiency NB was receiving
financial support from the Department of Finance, Financial
Services Branch. Although thereis no paper trail showing the
review and approval of manual journal entries for this period
the Director of Finance at Efficiency NB did not have access in
Oracleto upload journal entries. Assuch, all journal entries
were prepared by [the director] and sent to the Financial
Services Manager to be reviewed and uploaded to Oracle. The
majority of these journal entries are directly associated with
year end and the backup information and cal culations were
provided to the Financial Services manager including key
financial calculations such as the allowance for doubtful
accounts.

It istrue that some financial calculations and reports are not
reviewed by anyone other than the Director of Finance at
Efficiency NB. When the Agency moved under the Department
of Environment and Local Government in June of 2012 we were
no longer being provided with any financial support.
Management agrees that proper segregation of duties reduces
the risk of fraud and errors however we do not feel that simply
having someone else on the senior management team review all
finance related transactions and reports who has no in depth
knowledge of finance and accounting will accomplish the goal
of reducing risk of fraud and errors. We will explore options
with the Department of Environment and Local Government as
well as the Office of the Comptroller to identify someone with a
financial background who could provide the review function to
the Agency going forward to ensure accuracy in calculations
and proper segregation of duties.
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Energy Efficiency and Conservation Agency of New Brunswick (2012) (continued)

5.24 L oans Recelvable - Allowance and Write Offs

Of the $13 million loans receivabl e balance, $261,000 was deemed uncollectable and management
determined this amount should be written off. Write offs cannot occur unless there is Board of
Management approval, which had not occurred by the end of the year. Additionally the allowance
recorded was not sufficient and therefore an audit adjustment was required.

Recommendation

Comments from Management

Werecommend analyzing loans
receivable before year end and
obtaining Board of Management
approval so that write offs can be
adjusted annually. Aswell we
recommend a thorough review of
loansreceivable so that an
appropriate allowanceis booked to
reflect the futureloan collectability
prior to the audit.

Management will ensure that amounts deemed to be
uncollectible will be taken to Board of Management prior
to year end so that the write off can be adjusted annually.
The loans receivable are thoroughly reviewed so that an
appropriate allowance is booked annually. For the 2011-
2012 fiscal year it was deemed that current allowance was
sufficient and that it did not need to be increased. This
calculation was reviewed by the Financial Services
Manager at the Department of Finance who also agreed
that no adjustment needed to be booked in 2011-2012.
Based on the assessment of the Auditor General’ s office we
will review our process for determining the proper
allowanceto ensurethat it is correct.
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Energy Efficiency and Conservation Agency of New Brunswick (2012) (continued)

5.25 | Bank Reconciliations and Deposits

Bank reconciliations were only performed at year end, increasing the risk that more substantial
errors could go unnoticed in the bank account throughout the year. In addition we noted some
cheques received to be deposited remained undeposited for a period of three months in some cases.

Recommendation Comments from M anagement

We recommend bank Due to limited staff and resources bank reconciliations
reconciliationsbe performed ona | wereonly being performed at year end. Since the only
monthly basisto reducetherisk of | transactions that go through this account are related to

errors. Aswell werecommend loan repayments that are all automated through the Oracle
deposits be madeto the bank AR system is was thought that the risk of substantial errors
account on atimely basis (weekly happening would be minimum. With that being said the

or daily depending on deposit Director of Finance is now performing the reconciliations
volume). monthly when time permits but quarterly at a minimum.

Normally the Agency only receives cheques when we offer
training using a cost recovery model. It was the practice of
the administrative staff to hold on the cheques received for
this these courses until all of the payments had been
received. Also prior to April 2012 all deposits were sent to
Fredericton and the deposits were made by the Financial
Services Branch causing another delay in cheques being
deposited. Sarting in April 2012 [ a staff member] has
been doing our own deposits locally in Saint John. We
have also changed the practice of holding cheques and
have asked administrative staff to give themto [that staff
member] as soon asthey arereceived. That [member of
staff] prepares bank deposits every two weeks depending on
the volume and weekly if required.
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Energy Efficiency and Conservation Agency of New Brunswick (2012) (continued)

5.26 | Non Sufficient Fund (NSF) Amounts Not Updated to Receivables Subledger

Review of the NSF process and respective follow up was not performed during the year ended

March 31, 2012. The Agency was not updating the accounts receivable subledger for paymentsin
default and therefore receivables were overstated. An adjustment was made at the end of the year to
reconcile such accounts, however this should be monitored throughout the year to ensure the

recelvable balance is accurate.

Recommendation

Comments from Management

We recommend the NSF changes
bereviewed and reconciled on a
monthly basis and appropriate
entriesmadeto ensurethe

During the March 2012 year end process it was discovered
that the employee responsible for the accounts receivable
and NSF process was not doing her job and was not
contacting clients who were not making their monthly loan

receivable balanceisaccurateand | payments and also not reversing their missed paymentsin

complete.

the receivable subledger. This employee resigned shortly
after the discovery was made and a plan was put in place to
rectify the situation. Since that time all NS- payments have
been reversed in the system and all subledger accounts are
correct. The clients who werein default have all been
contacted and the majority of them have either paid off
their arrears or have made arrangements to pay them off
over a specific period of time. All NSFs are now reviewed
on a monthly basis and at a minimum are reconciled
guarterly with the bank and Oracle.
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Financial and Consumer Services Commission (2013)

5.27 | Segregation of Duties— Accounting System

During our audit, we noted the administrative user rights of the accounting system, which include
modifying access controls of users and the ability to post entriesinto the general ledger, are not
regularly reviewed.

Recommendation Comments from Management

Werecommend a log of staff with The accounting system (Sage 50) isa
administrator access be documented. Wealso | commercial off-the-shelf book-keeping package
recommend a log showing all modificationsto | and is not subject to programming or

system access and entries made into the modification at the user-level. The

general ledger by the administrator have Administrative User rights reside with the CFO.
documented review by theadministrator and | A User log will be maintained which identifies
executive director on aregular basis. the set-up and alteration of users and their

rights will be performed. No accounting entries
will be performed by “ SysAdmin” , which isthe
name of the system administrator.
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Financial and Consumer Services Commission (2013) (continued)

5.28 | Service Organization Reports

When using a service organization it isimportant for management to be assured that the service
organization has the proper controlsin place to safeguard transactions that are processed on their
behalf. Management should review the report, follow up on exceptions and document their findings
asto whether the proper controls are present, and complimenting controls at NBSC are
implemented, to ensure management can rely on the service organization.

Recommendation

Comments from Management

We recommend management review the
report, follow up on exceptions and
document their findings asto whether
the proper controls, and complimentary
controlsat NBSC, are present.

The Service Organization reports pertain to the two
national revenue systems — the System for Electronic
Document Analysis and Retrieval (SEDAR) and the
National Registration Database (NRD). Both systems
are actively managed by the Canadian Securities
Administrators (CSA) and are subject to numerous
agreements. The Commission participatesin the
management of the national systems asthe
representative of non-principal administrators arising
from the Non-Principal Administrator Participation
Agreement for SEDAR, SEDI [ Social and Enterprise
Development Innovations| and NRD. Therole and
nature of the Commission and the CSA with respect to
the service organization is fundamentally different
than the common arms — length arrangement with 3
party service providers. The oversight and control
exceeds the norm.

The Commission receives a CSAE 3416 report for
both SEDAR and NRD. Thereport is reviewed.
Consistent with other reports, it identifies a series of
control objectives and a management assertion. The
auditor states an opinion on these factors. The
opinion, since we have received these reports, has
been unmodified and unqualified, which would seem
to preclude exception management processes.

The process that is undertaken in practice (at the CSA
level) exceeds the recommendation.
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Financial and Consumer Services Commission (2013) (continued)

5.29 | Segregation of Duties— Revenue

During our audit we noted the staff member performing certain accounting functions, such as bank
reconciliations and manual journal entries, also makes manual depositsinto NBSC' s bank account.
These functions should be segregated within the accounting department.

Recommendation Comments from M anagement

We recommend accounting and bank With the transition to the Financial and Consumer

deposit functions be segregated. Services Commission this, and other, segregation of
duty issues will be reviewed.
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Invest New Brunswick (2013)
5.30 | Strategic Assistance Payroll Rebates

During our audit we noted no formal processisin place for calculating strategic assistance
payments to ensure they meet the terms of the respective agreement. We also noted no documented
processisin place for confirming the T4 data submitted by funding recipients in order to receive the

rebate.

Recommendation

Comments from Management

Werecommend INB develop a formal processto
prepare and review payroll rebate calculationsto
ensuretherebateisin accordancewith the
agreement. Wefurther recommend INB document
results of itsverification of T4 data submitted by
payroll rebate recipients.

Management agrees with the observation.
A documented process will be established
to prepare and review payroll rebate
disbursements.

5.31 Conflict of Interest Disclosure

During our audit we noted INB management did not have documentation of potentia conflicts of
interest for employees. The Province of New Brunswick Administration Manual AD-2915 states
that some positions in the public sector are more susceptible than others to conflicts of interest.
Annual, documented disclosure of conflicts of interest by staff would help ensure management is
aware of conflicts and can put measures in place to mitigate risks.

Recommendation

Comments from Management

Werecommend all INB employees, on an annual
basis, disclose a listing of potential or actual
conflicts of interest. Conflictsof interest should be
assessed by management and appropriate action
taken if necessary.

Management agrees with the observation.
An annual conflict of interest reporting
mechanismwill be developed as part of the
annual performance evaluation of

empl oyees.
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Invest New Brunswick (2013) (continued)

5.32 | Segregation of Duties

During our audit we noted there was no documented evidence of review and approva by
management of the financial statements. Asthe year end financial statements of INB are compiled
by one individual, with no documented management review, thereis arisk of lack of segregation of

dutiesin the financia reporting functions.

Recommendation

Comments from M anagement

We recommend management document their
review and approval of thefinancial statements.
Thisreview should be completed by a per son who
has not prepared thisinformation.

Management agrees with the observation.
Future year draft financial statements and
notes will be reviewed before submission
to the auditors.
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New Brunswick Agricultural Insurance Commission (2012)

5.33 Documentation — Conflict of I nterest Declar ations

During our audit, we noted there was no documentation available for our review respecting
declarations of conflicts of interest for Commission members or employees. We are aware from
prior audit experience with the Commission conflicts may arise which need to be disclosed,
mitigated and documented. Obtaining annual signed declarations of independence from
Commission members and staff would reduce the risk of conflicts not being identified.

Recommendation

Comments from M anagement

We recommend signed declarations of conflicts
of interest be obtained from each Commission
and staff member annually.

NBAIC staff, through the annual performance
appraisal process, are required to identify any
conflict of interest in accordance with the
Government of New Brunswick Corporate
Policy 2915 of the Administration Manual
System.

Management agrees with the recommendation
for Commission members and will endeavor to
collect signed declarations of conflicts of
interest from each Commission member at the
commencement of their term.

5.34 | Segregation of Duties

During the course of our audit, we noted areas where, due to staff turnover and alimited number of
employees, segregation of duties for key accounting functionsis lacking. These areasinclude
journal entry and financia statement approval, and dual signature approval of indemnity producer

reconciliation reports.

Recommendation

Comments from M anagement

We recommend the Commission implement and
maintain proper segregation of dutiesfor key
accounting functions.

Management agrees with the recommendation
and, although challenged by human resource
constraints and a small administrative staffing
complement, will endeavor to ensure proper
segregation of duties for key accounting
functions when possible.
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New Brunswick Community College (2013)

5.35 | Capital Assets

We noted NBCC did not have afinalized version of a capital asset policy to support the accounting

treatment of capital activity throughout the year.

We noted NBCC' s draft capital asset policy is not in compliance with PSAS 4230 in the following
areas: the capitalization of computer hardware and software has not been addressed, the cost of
renovations to PNB buildings has not been addressed, as well as the first time equipping of

buildings has not been addressed.

We aso noted NBCC occupies several buildings that are owned by the Province of New Brunswick.
There is no agreement in place that outlines the terms of this arrangement.

Recommendations

Comments from Management

We recommend management review PSAS
4230 to ensurethe NBCC’s capital asset policy
isin compliance. The policy should be
finalized prior to the next year’sfinancial
statement audit.

We also recommend NBCC clarify, in writing,
the terms surrounding the use of Province of
New Brunswick buildings.

Thefinal capital asset policy will be enhanced
to address the computer hardwar e/software
comments. At present, PS4230 infers

owner ships of buildingsin order to record an
asset as a betterment. NBCC does not own the
buildings and, therefore, the value of
improvements cannot be added to the cost of the
buildings. PSG-2 appliesto leased tangible
capital assets and paragraph 3 states that an
asset must be held under lease in order to be
classified as a leased capital asset. NBCC does
not have any lease with the Province. Although
in principle we agree with the comment on
capitalization of costs, the current arrangement
between NBCC and the Province does not
support either of these cases. NBCC will utilize
this observation in an attempt to formalize
leasing arrangements with the Province in the
coming year. Inour opinion, the $10,000
capitalization threshold addresses the first-time
equipping of the buildings issue.
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New Brunswick Community College (2013) (continued)

5.36 | Management Estimates— Calculations and Approvals

Management estimates are used when cal culating the allowance for doubtful accounts. We noted
there is no documentation to support NBCC’ s methodology in determining the allowance.
Allowance estimates should be supported by historical collection data. Furthermore, there was no
documented evidence of review and approval of the allowance amount or its calculation.

We also noted alack of documentation surrounding management’ s process for determining the
inventory obsolescence amount as well as alack of documented approva of the estimate. We
further note the inventory obsolescence value is not separately tracked in Oracle.

In addition to the lack of review and approval of management estimates related to alowances and
obsol escence noted above, we aso noted there was no documented review and approval of

management estimates of deferred revenue.

Recommendations

Comments from Management

Werecommend NBCC perform an annual
documented review of the allowance for
doubtful accounts and retain documentation
to support the validity of the methodology
used in determining the amount.

We recommend inventory obsolescence be
tracked separately in Oracle. Wefurther
recommend NBCC perform an annual
documented review of theinventory
obsolescence and retain documentation to
support the validity of the methodology used
in determining the amount.

Werecommend estimatesrelated to deferred
revenue bereviewed and approved by
management and that this process be
documented.

A collections policy is being developed to
address the method of cal culating allowance for
doubtful accounts and will take into account
historic collection data.

Inventory obsolescence is being tracked based on
actual amounts written off; therefore, the amount
istracked as an expense as well as a reduction to
the inventory values. Our normal procedureisto
remove obsolete inventory from the ACOMBA
system and dispose of it immediately. Any items
that are declared obsolete, but retained for
resale, will be recorded in Oracle in the future.
Procedural documentation related to the
determination and approval of obsolete inventory
will be distributed to appropriate staff, and
retained in our records.

All estimates are reviewed by the financial
reporting manager and senior accounting
manager; however, they have not initialled the
documents as evidence of thisreview. A process
will be implemented to document this review and
evidence of thisreview will be placed on the
documentation.
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New Brunswick Community College (2013) (continued)

5.37 | Conflict of Interest and Related Party Disclosure

Disclosure of related party transactions and balances is required under PS 4260. To assist usin
auditing related party activity we requested from management alisting of related party transactions
and balances. Management was not able to provide us with thisinformation.

During our audit, we noted NBCC management did not have documentation of potential conflicts of
interest for employees. Annual, documented disclosure of conflicts of interest by staff would help
ensure management is aware of possible related parties and can put measures in place to mitigate
risks.

Recommendations Comments from Management
Werecommend NBCC identify related party A processisin place for staff to advise senior
transactionsand balances. All related party management when they are in conflict of
transactions should be disclosed and accounted | interest. However, the onusison the

for in thefinancial statementsin accordance employee and may not account for all

with PS 4260. We recommend all NBCC occurrences. A conflict of interest formwill
employees, on an annual basis, disclosealisting | beimplemented as part of a staff orientation
of potential or actual conflicts of interest. and will also be part of the annual
Conflicts of interest should be assessed by performance review.

management and appropriate action taken as

necessary.

5.38 Review of Journal Entries

During our audit we noted journal entries were recorded in the New Brunswick Community College
(NBCC) accounting records by other departments, but there was no evidence of review and

approva of thejournal entries by NBCC management. We also noted NBCC has implemented a
process of requiring review and authorization of standard and non-standard journal entries however,
currently this review is not being documented.

Recommendation Comments from Management

We again recommend NBCC management Aswith item 3, thisreview is currently being

document their review and approval of journal performed, but documentation of the review

entries. ismissing. We will initiate a process that
requires a signaturefinitial of the reviewing
manager .
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New Brunswick Community College (2013) (continued)

5.39 Cut Off Errors

During our audit we noted several errors related to cut off, most notably with regards to accounts
receivable, but also regarding accounts payable and prepaids. The larger cut off errors noted have
been adjusted by management. Some remain on the schedule of unadjusted misstatements.

Recommendation

Comments from M anagement

We again recommend NBCC perform enhanced
cut off proceduresto ensurerevenue and expenses
are allocated to the proper period.

NBCC follows the cut-off procedures set
by PNB as modified for each campus.
Every effort is made to ensure that all cut-
off information is correct. We will
continue to enhance our procedures
around cut-off as we move to an electronic
accounting system. Thiswill allow for
better tracking of commitments. Any
significant errors are booked prior to the
final preparation of the audited financial
statements.
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New Brunswick Internal Services Agency (2013)

540 | Lack of Supporting Documentation for Related Entities

During our audit, we noted a number of cases where the documented evidence was lacking for
Agency decisions and cal culations regarding related entity transactions. In our work we noted lack
of support for key decisions, such as: agreements between Service New Brunswick (SNB) and the
Agency for the sharing of staff, the transfer of a division from Government Services (DGS) to the
Agency, the partial transfer of the amount budgeted in Main Estimatesin DGS to the Agency and in
certain departmental chargeback calculations. Given the related nature of SNB and DGS to the
Agency, documented evidence to support these decisions is essential in validating financial
information. In some instances upon request during our audit, the Agency did create evidence to
support these decisions for our audit, however, these decisions were not documented at the time
they were made.

Recommendation Comments from Management

Werecommend the Agency prepareand maintain | NBISA will ensure management’s
evidenceto support key transactionswith related decisions regarding SNB and DGSare
entities at the time the transactions occur. appropriately documented.

541 | Service Agreements

The Agency does not have signed agreements with all clients authorizing the cost of services
provided to the clients. Without signed agreements, clients may disagree with their charges for the
services provided by the Agency. This could lead to the Agency not recovering the cost of the
services. During the year, the Agency entered into 13 agreements with clients, however, there are
still eight agreements outstanding.

Recommendation Comments from M anagement
Werecommend the Agency prepare service NBISA has ongoing discussions with our
agreementswith all clientsto which it provides clients and is working to address any
serviceslisting the servicesto be charged back. necessary amendments to the agreements,
These agreements should be signed by both the in an effort to achieve sign off. Of the
Agency and theclients. eight clients noted, two recently signed an

agreement, five have draft agreements that
are under discussion and the remaining
oneisunder review to ensure that the
client is not already covered under an
existing signed agreement.
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New Brunswick Internal Services Agency (2013) (continued)

542 | Cost Recovery for Service Delivery Revenue

During our audit, we performed audit procedures on service delivery revenue and its related
expenses. We found, however, the related expenses were not always easily identifiable to specific
revenue items within the accounting records. Preparing cost recovery information for direct costs
would allow management to determine whether or not they are recovering appropriate amounts for

the services provided to departments.

Recommendation

Comments from M anagement

We again recommend management prepar e a cost
recovery analysisfor service delivery revenue.

Work on an analysis of the cost recovery
for NBISA’s various service delivery
revenues began in 2012-2013. Completion
of the analysisis anticipated in 2013-2014.
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New Brunswick Legal Aid Services Commission (2013)

5.43

Evaluation of Estimatesin the Financial Statements

During our examination of management estimates, we noted there was no documented review and
approval of management estimates. Examples of those estimates include sick |eave and retirement

alowance calculations.

Recommendation

Comments from M anagement

Werecommend estimates be reviewed and
approved by management and that this process
isdocumented.

Agreed; NBLASC will ensure there is specific
documentation and executive sign-off of all
estimates used in the preparation of the
financial statements.

5.44

Segregation of Duties— Accounting System

During our audit, we noted the administrative user rights of the accounting system, which include
modifying access controls of users and the ability to post entriesinto the general ledger, are not
regularly reviewed. Aswell, computers are not encrypted.

Recommendation

Comments from M anagement

Werecommend a log of staff with administrator
access be documented and that administrative
access be limited to only those who requireit to
perform their roles. We also recommend a log
showing all modificationsto system access and
entries made into the general ledger by the
administrator have documented review by the
administrator and executive director on a
regular basis. We also recommend laptop
computersbe encrypted to reducetherisk of
potential loss of data.

Agreed; NBLASC will review and limit access
wher e appropriate to any security aspects of
the financial system.

Smply Accounting, being stored on the
network, is already protected by the
government firewall and access controls.

132

Report of the Auditor General - 2013




Chapter 5 Matters Arising from our Audits of Crown Agencies and Federal Claims
New Brunswick Lotteriesand Gaming Cor poration (2012)
5.45 | Participation in Roboreus | nvestment

During the year the board of the NBLGC agreed to participate, through Atlantic Lottery Corporation (ALC),
in a$4 million investment in Roboreus Limited, a UK-based on-line gaming company. We have severa

concerns with the participation in the investment:

o During our audit there was no documentation or agreement between ALC and NBLGC supplied to
our office that outlines NBLGC' sresponsibility for itsrole in the investment; for the interest costs
related to the debt incurred by AL C; withholding of payments in the future to pay for the investment;
or the implications on future payments if the investment isimpaired.

e A condition of the NBLGC board for ALC to proceed with the proposed investment in Roboreus was
that the review by ALC'’s consultants was favourable and validated. Due diligence reports were
prepared by ALC' s consultants. NBLGC did not conduct its own due diligence procedures separately
from ALC. There was no documented evidence of review of the ALC due diligence reports by
NBLGC. We were unable to review appropriate documents to determine if the NBLGC board

condition was met.

e  Themaximum known amount at risk is $4 million plus interest costs on investment financing. For
this year end, this has been presented in the notesto the financia statements of NBLGC.

Recommendations

Comments from M anagement

Werecommend NBL GC ensure proper
documentation or agreementsarein placeto
support transactions that ar e outside of the normal
cour se of operations. Such documentation should be
availablefor audit purposes.

Werecommend NBL GC perform due diligence
when evaluating whether or not to participatein
new business activities or investments.
Management’s decisions should be supported by
documented evaluation, analysis and due diligence
reports. Documented periodic review of investment
performance should also be performed on atimely
basis.

Werecommend NBL GC management continue to
assess participation in thisinvestment and to ensure
compliance with Canadian public sector accounting
standards.

We agree that appropriate documentation must be
in place to support business decisions and that
they be available for audit purposes. The Board of
Directors feels that the letter fromthe Minister of
Finance addressed to the President and CEO of
ALC, dated April 26, 2012, outlinesthe NBLGC's
responsihility for itsrole in the investment and the
costs associated with the investment.

We agree that Management’ s decisions should be
supported by documented evaluation, analysis and
due diligence reports. While documented evidence
was not available for audit purposes, the results of
the due diligence reports prepared by ALC
consultants were reviewed and discussed by the
NBLGC Board of Directors. It wasfelt that given
the amount of the investment and the risk
associated with the investment, that sufficient due
diligence was done. We commit to better
document this evaluation in the future.

We agree that we will continue to assess
participation in thisinvestment and that the
statements are compliant with Canadian public
sector accounting standards.
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New Brunswick Lotteriesand Gaming Cor poration (2012) (continued)

546 | Risk Management

NBLGC management does not formally assess, document and manage risks. Business activities of
the NBLGC are becoming larger and more complex which increases the need for risk management.
Formal assessments would help management identify risk for which strategies could be
implemented to reduce risk to an acceptable level.

During the year a[Financia Transactions and Report Analysis Centre of Canada] FINTRAC Action
Plan was produced and an audit was performed for Casino NB. Both the FINTRAC Action Plan and
the audit resulted in observations being made in regards to weaknesses or control deficiencies of
Casino NB. Both of these documents were made available to NBLGC management. These
documents, as well as other risk analysis and eval uation, should be considered when assessing
NBLGC risk and documenting responses to risk.

Recommendation Comments from Management

Werecommend NBLGC While we agree with the observation that the NBLGC
management document arisk management does not formally assess and document risk, we feel
management plan including a that informal processes and risk management strategies have
risk analysiswith related risk been implemented within the organization or by service providers
responses. Thiswould allow and monitored by the NBLGC. Examples of these are:

controls, which mitigaterisk, to | ®Receipt of daily, weekly and quarterly financial reports from
beidentified and their effective the casino service provider, which are monitored for trends and
operation to be evaluated on a forecasting purposes, and used to monitor revenue transfers;
regular basis, e Receipt of daily security and surveillance reports from the

casino service provider, where incidents are documented,
tracked and monitored;

e Standards, polices and procedures for casino operations
approved by the NBLGC,;

o Establishment of a responsible gaming information centre
staffed by a third party operator contracted by the NBLGC,;

¢ Enforcement of requirements under the Gaming Control Act
which require an annual casino financial audit by a trusted
third party and an audit of casino internal controls every two
years,

¢ Monitoring of the comprehensive risk management plan
devel oped and implemented by the ALC that is managed by the
Director, Risk and Assurance, who reports to the Chair of the
Audit Committee of the ALC Board of Directors and presents
the Principle Risk report quarterly to the Audit Committee.

To formalize and enhance the risk management strategies, the

NBLGC commits to document and implement a formal risk

management plan.
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New Brunswick Lotteriesand Gaming Cor poration (2012) (continued)

5.47 | Lack of Segregation of Duties

Dueto limited staff resources, NBLGC'’ s financial statements and journal entries are prepared by
one person. There is no documented review of this work which creates alack of segregation of
duties.

Recommendation Comments from Management

We recommend NBL GC management document The majority of transactions of the NBLGC
their review and approval of manual journal arerecorded in the Province' s financial
entries and financial reports. information system. The entriesinto the
system are reviewed by the Director of
Financial Servicesin the Department of
Finance. Results appearing in the
financial statements of the NBLGC are
reviewed by the analyst on staff for
agreement to internal documentation.
NBLGC will document its current
practices of the review of manual journal
entries and financial reportsin order to
formalize the approval process.
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New Brunswick Resear ch and Productivity Council (2013)

5.48

L ack of supporting documentation for certain management estimates

We noted several management estimates carried forward from prior years where we could not locate
supporting documented rationale for the estimate value selected by management. These include a
general non-client specific allowance for doubtful accounts provision of $70,000 and a deferred
revenue value of $70,000 for a specific client arrangement. There were aso other management
estimates recorded in accruals and allowance for doubtful accounts that had no documented current
year support. Management estimates included in financial statements need to be supported by
documented rational e regarding current circumstances and events.

Recommendation

Comments from Management

We recommend management review significant
estimatesincluding the general allowance for
doubtful accounts provision, deferred revenue
amountsfor specific client arrangements, aswell as
other significant estimates, and ensure appropriate
documented support isavailablefor the audit
process.

Supporting documentation was available
for the majority of our significant
estimates. These estimates, determined
using professional judgement, are
impacted by a variety of factors
including: facts and circumstances at
year end, expected trends, and past
experience. Not all of these factors are
easily documented, but when preparing
for future years, we will consider the
need for additional documentation.

5.49

Super user system access

Through our review of journal entry user access, it was observed the CFO has super user access
rights in the Navision [accounting] system software. The CFO also has the signing authority for
disbursements. This creates alack of segregation of duties that could potentially facilitate fraudulent

activities.

Recommendation

Comments from Management

We recommend all employeesin afinancial
reporting role not have access to the system sour ce
code. Only IT programmers should have access to
the system’s sour ce code. Super user access should
beremoved from all usersother than IT
programmers.

We agree with this recommendation and
have removed non-IT personnel accessto
the programming environment.
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New Brunswick Research and Productivity Council (2013) (continued)

5.50 | Annual declaration of independence

During the course of our audit, it was noted that there is no requirement for board members and
employees to sign an annual declaration of independence, specifically relating to identifying and
declaring any potential conflicts of interest.

Recommendation Comments from Management

We recommend board membersand employees be We will consider this recommendation.
required to sign a declaration of independence on an
annual basiswhich clearly statesthe definition of
what would constitute a conflict of interest and
allowsfor an opportunity for board membersand
employeesto declare any known conflicts of interest.
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Public Trustee— Trusts administered (2012)

5.51

Implementation of Investment Policies

We noted OPT [Public Trustee — Trusts administered] client assets under management werein
excess of $7 million at March 31, 2012 and most of the balance represented funds held in a bank
account. Asnoted in our 2011 audit results report, we observed the investment committee, noted in
the OPT Statement of Investment Policies and Objectives, has not been formed. This policy was
approved by the Board of Management on May 20, 2010. Asaresult, OPT client investments are
not receiving the benefit of general strategic advice on long term investment policies and
performance objectives. Additionally, the committee is not monitoring investment performance and
reviewing investment policy objectives as outlined in the Statement.

Recommendation

Comments from Management

We again recommend OPT move
forward with the formation of an
investment committee as specified
in the Statement of I nvestment
Policies and Objectives.

Preservation of capital and protection against erosion of the
purchasing power of capital by inflation are the overriding
performance objectives of the fund. Investing funds with the
Treasury and Debt Management — NB Department of
Finance meets this need in a very convenient and cost
effective manner. Also note that the Public Trustee (PT)
management structure has changed significantly and thereis
sufficient in-house expertise to provide general strategic
advice such as, for example, whether Treasury and Debt
Management remains the appropriate investment vehicle.

5.52

Transition to Canadian Public Sector Accounting Standards (PSAS)

During the audit we noted management did not have aformal plan in place to manage the PSAS
transition, nor was PSAS expert knowledge acquired directly by management or through contract
resources. Appropriate OPT management review of audit adjustments and suggested note
disclosures occurred during the audit, however, OPT should engage PSA S knowledgeabl e staff to
perform financia reporting functions. Given PSAS standards changes are ongoing, and
management is responsible for the preparation of the financia statements in accordance with PSAS,
this circumstance also creates a risk with respect to future year-end financial reporting.

Recommendation

Comments from M anagement

We recommend management
acquire expert PSAS knowledge
to fulfil their responsibilities with
respect toitsfinancial reporting
functions.

This issue has been addressed by management. The
Commission’s [ New Brunswick Legal Aid Services
Commission] Manager of Corporate Services and Manager
of Trust and Guardianship Services are both professional
accountants with knowledge of the appropriate accounting
standards.
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Public Trustee- Trustsadministered (2012) (continued)

5.53 | Approval of Expenditures

In our 2011 audit results report we recommended the Payment and Spending Authority Policy as
detailed in the policy manual be followed. In our sample of 43 expense itemsin the 2012 audit year
we noted two instances where the payment and spending authority policy was not appropriately
applied. In each case the total expense amount was greater than $5,000. The manual requires the
signature of the Public Trustee to approve for payment expenses greater than $5,000. The signature
of the Public Trustee was not present and the expenses were processed for payment.

Recommendation Comments from Management

We again recommend the Payment and Spending | Agreed. Thiswas an oversight for fiscal
Authority policy asdetailed in the policy manual | 2011-2012. Saff has been advised of the
be followed to ensure expenses are appropriately | importance of following policy.

approved in accordance with policies. Additionally, a new policy in regardsto
Payment and Spending Authority has been
put in place during fiscal 2013-2014. This
new policy will help ensure appropriate
approvals are provided.

5.54 | Segregation of Duties

During our audit we noted there was no documented evidence of review and approva by
management of the journal entries and financia statements. Asthe year end financia statements of
the Trust are compiled by the same individua who prepares and records the journal entries, with no
documented management review, thereisarisk of lack of segregation of dutiesin the financial
reporting functions.

Recommendation Comments from M anagement

We recommend management document their Agreed. Commencing with the preparation of

review and approval of journal entriesand the financial statements for the fiscal year

financial statements. Thisreview should be ended March 31, 2013, the Manager of Trust

completed by a person who has not prepared and Guardianship Services will be directly

thisinformation. involved, along with Trust Officers, in the
preparation of the annual financial
statements. Thiswill provide a level of
oversight not previously available.
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Premier’s Council on the Status of Disabled Persons (2013)

5.55 | Management Oversight and Review

During our audit, we noted nine instances, out of 27 items sampled, where there was no documented
review of support for Council expenditures by the Council Member who signed the cheque. Review
of supporting documentation by both signing authorities is an important control to ensure the proper

authorization and accuracy of payments.

Recommendation

Comments from Management

Werecommend Council memberswith
cheque signing authority perform a
documented review of payment support
prior to signing cheques.

We would suggest that supporting documentation
exists for all cheques being signed. When expenses
are paid, in some instances, they pertain to two or
more accounts. In a previous audit, from years ago,
it was recommended to include a cover page for the
expense which indicates the specific file where the
original documentation is being stored. Several
files, after signing, are filed with only the invoice
cover page while supporting documentation is filed
accordingly. This system was explained during the
audit and we would be happy to review it with the
auditors, provide any information that could not be
located at the time of the audit.

5.56 | Related Party Disclosure

We were pleased to see that during the fiscal year, the Council approved a conflict of interest policy
for both its Council members and staff. We did note however, thereis currently no documentation
requirement associated with this policy. Annual, documented sign off will reduce the risk of
undisclosed conflicts of interest and related party transactions.

Recommendation

Comments from Management

Werecommend Council members and
staff complete an annual, signed
declaration of conflict of interest.

Council members and staff will sign the conflict of
interest policy on an annual basis. This practice
began on July 6, 2013.
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Matters Arising from our Audits of Federal Claims

Regional Development Corporation
Agreement on the Transfer of Federal Gas Tax Revenues (2011 and 2012)

557 | Tender Documentation

We noted a number of files relating to Phase |1 of the Gas Tax Agreement did not have any tender
documentation available to verify the contract had been properly tendered. Section 5.6 of the
Agreement states “New Brunswick agreesthat all contracts for the supply of services or materiasto
Eligible Projects awarded in away that is transparent, competitive, and consistent with value for

money principles.”

Recommendation

Comments from M anagement

We recommend the Department ensure
all tender documents are provided by
municipalitiesto comply with the terms
of the Gas Tax Agreement on atimely
basis.

The Department is requesting that this documentation
be provided in different types of correspondence with
municipalities at different intervals each year. The
Department will require that municipalities submit
their tender documentation for all projects under
Phase |1 of the program.
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Regional Development Cor poration
Agreement on the Transfer of Federal Gas Tax Revenues (2011 and 2012) (continued)

5.58 | Average Capital Spending Less Than Calculated Average Base Amount

In 2011, we noted five [2012 = 18] municipalities’ average capital spending on municipal
infrastructure in incorporated areas was |less than the cal cul ated average base amount. Schedule C,
section A.2 of the Gas Tax Agreement, states that incorporated area eligible recipients shall ensure
that spending on Municipa Infrastructure will not fall below its base amount.

Recommendation

Comments from Management

We recommend the Department ensure
all incorporated area project spending be
above the aver age spending base amount
each year to comply with thetermsof the
Gas Tax Agreement.

The Department is currently developing a

methodol ogy on how the Province will handle this
requirement of the Agreement. The concept we are
considering, which is used by some other
jurisdictions, is that each municipality does not need
to reach their base amount individually every year.
All municipalities, in aggregate, should reach an
aggregate base amount set each year. Therefore, as
indicated in our Municipal Base Amount section of
the report, the incorporated areas have met the set
base amount each year. The methodology
documentation will be made available to your staff
when completed.
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Regional Development Cor poration
Municipal Rural Infrastructure Fund Agreement (2013)
5.59 | Completion Certificates

During the course of our audit, we noted numerous projects are complete but project files did not
contain completion certificates. Completion certificates are intended to provide evidence of project

completion and termination of program funding.

Recommendation

Comments from Management

We again recommend the Department of
Environment and L ocal Gover nment collect
completion certificates from municipalities on
atimely basis. Completion certificates should
beretained on filefor each project funded
under the agreement. All completion
certificates should be obtained by the March
31, 2014 file closure deadline.

The Department of Environment and Local
Government has improved the procedure to
obtain the completion certificatesin a timely
basis. New strategies have been put in placein
the new infrastructure agreement, such asa
financial hold back, in order to ensure that the
client provides the necessary documentation in
a timely fashion. Effortswill be made to obtain
completion certificates for all projects by the
program end date of March 31, 2014.
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Regional Development Cor poration
Municipal Rural Infrastructure Fund Agreement (2013) (continued)

5.60 Site Visits

During the course of our audit, we noted several projects did not receive regular site visits. For
example, the most recent site visit for project #12760 was September 28, 2009, when the project
was 80% complete. Management informed usin the prior year that asite visit was planned in the
2012-13 year. We understand the site visit did not occur. Site visits occur at varying stages of
project completion. While there is no requirement under the agreement for the Department of
Environment and Local Government to conduct site visits, regular site visits assist in monitoring
progress and completion in accordance with the terms of the agreement.

Recommendation Comments from Management

We again recommend the Department of The Department will be completing the
Environment and L ocal Government placepriority | Sitevisits for the seven projects

on completing sitevisitsfor the remaining seven mentioned and the files are closed.
projectsthat are still ongoing as of June 2013.
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Regional Development Cor poration
Building Canada I nfrastructure Plan — Base Funding Agreement (2010)

561 | Advancement of Funds

The Fundy Trail Parkway was advanced $9 million between October 2008 and December 2009.
Advancing funds up front rather than reimbursing recipients for eligible expenditures exposes the
Provinceto financial risk. Thisrisk did materialize in the current audit year, as eligible expenses
totalled only $6.1 million. The Province bore the cost relating to ineligible expenses and was unable
to claim aportion of the cost from the Federal government.

Recommendation Comments from Management

Werecommend payments only be made | In recent years, the Regional Development

upon thereceipt and verification of Corporation has implemented a processto limit, and
progress claims submitted by the monitor, the number of advances being approved. The
eligible recipient with supporting copies | Regional Development Cor poration under stands the
of invoices and proof of payment. risk associated with the approval of advances;

however, advances are sometimes necessary,
particularly for non-profit organizations with limited
cash flow, to commence initiatives. Thiswas the case
with respect to the Fundy Trail Parkway initiative.

Also, with respect to the Fundy Trail Parkway
initiative, some costs were deemed ineligible not
because of the nature of the cost but rather dueto the
delayed federal approval of the Annual Capital Plan.
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Regional Development Cor poration

Building Canada I nfrastructure Plan — Base Funding Agreement (2010)

(continued)

5.62 | In€ligible Costs

During our audit we noted ineligible costs were included in the claim amount for projects related to
Fundy Trail, Kings Landing and Acadian Village. The total amount of ineligible costs was
approximately $3 million. Correcting adjustments were subsequently made to the claim to remove

ineligible items.

Recommendation

Comments from M anagement

Werecommend Regional Development
Corporation review the termsof the
building Canada Base Funding
agreement with those employees
charged with preparing and approving
claim submissionsto ensure only
eligible costs are accepted by staff.
Significant inter pretations of the
agreement should be documented in
advance of assessing eligible projects
and expenses.

Saff of the Regional Development Cor poration met
with line departments at the onset of the Agreement
and has communicated with line departments on
numer ous occasions to explain eligible costs under the
Agreement. Departments also were provided with
copies of the Agreement. The two line departments
receiving funding under the Agreement (the
Department of Transportation and Infrastructure and
the Department of Tourism, Heritage and Culture) are
familiar with federal/provincial agreements and are
awar e of the importance of adhering to the conditions
of these agreements.

5.63 Tender Documentation

During the course of our audit, we noted several projects did not include tendering documentation.
Section 5.5 of the Agreement requires that contracts for supply of services or materialsto eligible
plan components shall be awarded and managed in accordance with relevant New Brunswick

policies and procedures.

Recommendation

Comments from Management

We recommend copies of tender
documentation from eligible recipients
beincluded in thefilesfor all approved
projectsto support that contractsfor
supply of services and materials have
been awarded and managed in
accordance with relevant New
Brunswick policiesand procedures.

The Regional Development Cor poration does not
require that copies of tender documentation be
included in files for approved projects since tendering
isa public process. Infrastructure projects typically
have an engineer on staff who is aware of the
province’ s procurement process. Additionally,
including tender documentation would be unnecessary
duplication for projects where a line department isthe
applicant.
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Regional Development Cor poration

Building Canada I nfrastructure Plan — Base Funding Agreement (2011)

5.64 Tender Documentation

During the course of our audit, we noted several projects did not include tendering documentation.
Section 5.5 of the Agreement requires that contracts for supply of services or materialsto eligible
plan components shall be awarded and managed in accordance with relevant New Brunswick

policies and procedures.

Recommendation

Comments from M anagement

We recommend copies of tender documentation
from eligiblerecipientsbeincluded in thefilesfor
all approved projectsto support that contracts for
supply of services and materials have been
awarded and managed in accordance with
relevant New Brunswick policies and procedures.

The Regional Development Corporation
does not require that copies of tender
documentation be included in files for
approved projects since tendering isa
public process. Infrastructure projects
typically have an engineer on staff who is
aware of the province's procurement
process. Additionally, including tender
documentation would be unnecessary
duplication for projectswherealine
department is the applicant.
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Department of Post-Secondary Education, Training and L abour
Agreement on Labour Market Development (2013)

5.65 | Accounting for Contracted Services and Grants

In our testing, we noted a number of expenses relating to contracts with organizations for labour
market research and adjustment services recorded in the wrong period totalling approximately
$529,858. The issue related to the determination of the proper accounting treatment for these items
as grants or services, and then evaluating cut off and authorization for these items to assess whether
expenses should be recorded at March 31, 2013. The Department reviewed the accounting treatment
and adjusted the statement of operations to record these contracts in the proper year.

Recommendation

Comments from Management

We recommend the Department assess each contract
relating to Labour Market Development Agreement
(LMDA) to determineif the contract representsa
grant or a purchase of services. If the contract is
determined to be a grant, an expense should only be
recognized once documented authorization for the
grant has been obtained and any €ligibility criteria
have been met. If the contract representsa service,
the Department should ensure documented
authorization for the service contract has been
obtained, assess when the service will be received,
and then record it in the proper period.

This recommendation relates to the
introduction of a new accounting
standard, which was identified as a
potential issue in the final stage of the
audit. The Office of the Comptroller
(OOC) and the Office of the Auditor
Genera (OAG) have acknowledged that
implementation of this new standard has
implications that extend beyond the
Labour Market Development Agreement
(LMDA). Asinthe past, the Department
will obtain operational clarification from
the OOC and apply the appropriate
accounting treatment.
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Department of Post-Secondary Education, Training and L abour
Agreement on Labour Market Development (2013) (continued)

5.66 | Full Cost Recovery and Estimate Basis

Included in the statement of operationsis an estimate relating to the full cost recovery of community
college tuition amounts for participants of the LMDA program. This estimate is prepared based on
total expenditures of the community colleges to obtain a cost per seat. Thisisapplied to all LMDA
students enrolled in the colleges. In 2000, the Department obtained approval from the Federal
government to include these amounts on the statement of operations. Given the new corporate
structure for the community colleges, the Department should reconfirm with the Federal

government the cal culation method for the full cost recovery is still appropriate.

In addition, the Department uses budget figures to cal culate estimates which form the basis of
amounts included on the statement of operations. Budget figures were used in determining the
amount of full cost recovery, the in-kind percentage calculation and the leasing information. The
Department should compare actual results with budget to ensure the accuracy of the estimates and
ultimately the accuracy of the amounts recorded on the statement of operations.

Recommendation Comments from M anagement

We recommend the Department Thereis a written agreement with the Federal

reconfirm with the Federal government: Government that allows New Brunswick to be

e themethod used for determiningthe | reimbursed for expenses that are not recovered
full cost recovery amount is till through tuition fees for LMDA clients attending
appropriate given the new community | publicly funded institutions. The colleges continue
college cor por ate structure, and to be publicly funded institutions under the

e theuseof budget figuresfor cor porate structure referenced above, which has
calculating various amountsincluded | beenin effect since 2010 and has not been raised as
on the statement of operationsis an issue by our Federal partners.
appropriate given the Department
does not verify the accuracy of the The Department attempted to compare actual
budget figureswith actual amounts. results with budget to verify the reasonabl eness of

estimates. The Office of the Auditor General
(OAG), who was completing the audit of the Crown
corporations concurrently with the Labour Mar ket
Development Agreement (LMDA), indicated that
subsequent audit adjustments had been made to the
figures but staff were not authorized to disclose the
nature/extent of those adjustments. Accordingly, the
Department was unable to complete the comparison
requested by the OAG because the final audited
statements wer e not yet available. Dueto the
deadline for both audit engagements, thiswill likely
be an ongoing timing issue.
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Department of Post-Secondary Education, Training and L abour
Labour Market Agreement (2013)

5.67 | Audit Adjustments— Administration expense estimate

During our work, we noted the Department incorrectly calculated the amount of an administration
expense estimate resulting in an overstatement of administration expenses of $429,668. The
correcting adjustment was made during our audit. When calcul ating estimates, the Department
should review the assumptions and methodol ogy used to calculate the estimate to determine they are
still appropriate for the current year. The Department then should have applied the methodol ogy
when calculating the current year estimate.

Recommendation Comments from M anagement
Werecommend the Department review the The Department agrees with this
assumptions and methodology used for calculating recommendation and will review the
estimates to deter mine they are still appropriate. assumptions and methodol ogy used for
The assumptions and methodology should then be calculating administration expense
used to calculate the amount of the estimate. estimates.
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Department of Post-Secondary Education, Training and L abour
Labour Market Agreement (2013) (continued)

5.68 | Signing of Letter of Offer

During our audit, we noted one case in our sample of 12 community adult learning contracts where
the letter of offer was signed 10 weeks after the start of the program. We also noted funds were
disbursed before the letter of offer was signed. We believe the Department should sign letters of
offer prior to programs’ start dates as the letters of offer outline the conditions associated with the
funding. We also note the Department should only disburse funds once the letters of offer are signed
so that both parties have agreed to the terms and conditions.

Recommendation

Comments from Management

We recommend the Department sign letters of offer
in advance of program start dates and the
disbursement of funds so that recipients ar e awar e of
the conditions associated with the funding.

The Department agrees with this
recommendation. Although recipients
are informed of the conditions and
stipulations associated with the funding
through earlier correspondence, the
process for signing letters of offer will be
reviewed.
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Department of Post-Secondary Education, Training and L abour
Agreement on Targeted Initiative for Older Workers (2013)

5.69 | Signing of Contracts

During our audit we noted five cases in our sample of eight where contracts were signed after the
start date of the contract. While no funds were disbursed until after the contracts were signed, we
believe the Department should sign contracts prior to their start dates as the contracts outline the
conditions associated with the funding.

Recommendation Comments from M anagement

Werecommend the Department sign contractsin | The Department agrees with this
advance of the contract period so that thereis recommendation and will review the
adequate documentation from the start of the process for signing letters of offer.
contract period to indicate recipients are awar e of
the conditions associated with the funding.

5.70 | Project Sponsor Monitoring

During our audit we noted the contract monitoring process and documentation was not consistent
between project sponsors’ contracts. For example, we noted financial statements were sometimes
signed off as reviewed by departmental representatives whereas other times they were not.
Consistency in the monitoring and documentation process would help to ensure only eligible
expenses are claimed by project sponsors. We believe aformalized process should be devel oped
and implemented so that monitoring is consistent between all contracts. This could be
accomplished through the use of a standardized checklist and consistent imaging.

Recommendation Comments from M anagement

We recommend the Department develop and The Department agrees with this
implement a formalized monitoring process so that | recommendation and will review
contracts ar e consistently monitored and monitoring and documentation processes.

documented thereby reducing therisk of ineligible
expenses being claimed.
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Appendix | - Audit Objectives

Responsibilities of
Crown Agencies
and Gover nment

Responsibilities of
the Office of the
Auditor General

5.71  Our examination of the mattersincluded in this chapter

of our Report was performed in accordance with Canadian
generaly accepted auditing standards, including such tests
and other procedures as we considered necessary in the
circumstances. The matters reported should not be used as a
basis for drawing conclusions as to compliance or
non-compliance with respect to matters not reported.

5.72 We obtain reasonable assurance on the financial

statement figures because it would not be cost effective to
obtain absolute assurance - our auditors cannot test every
transaction.

5.73 By applying audit procedures to test the accuracy or

reasonabl eness 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, examining the effectiveness of
certain internal controls, confirming year-end balances with
third parties and reviewing the reasonableness of estimates.

5.74 Because of the limited objectives of this type of audit

work, it may not identify matters which might come to light
during amore extensive or specia examination. However, it
often reveals deficiencies or lines of enquiry which we might
choose to pursue in future audit work.

5.75 The Crown agencies or departments are responsible for

the preparation and the content of the financia statements or
claims in accordance with the applicable accounting
framework. When preparing the financial statements or
claims, significant estimates may be made by the auditee, as
not all information is available or determinable at the time of
finalizing the statements.

5.76  Our Officeisresponsible for auditing the financial

statements or claims listed in paragraphs 5.2 and 5.3. An
audit provides reasonable, but not absolute, assurance that
the financial statement(s) or claim(s) are free of material
misstatement or are in compliance with the relevant
agreement. Material misstatement refers to an item or group
of itemsthat, if omitted or misstated, would alter the
decisions of reasonably knowledgeable financial statement
users. Thetolerable level of error or misstatement is a matter
of judgment.
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Performance Report of the
Office of the Auditor General

Accountability 6.1  Thischapter of my Report reflects the performance of

Statement my Office for the year ended March 31, 2013. It was
prepared under my direction. | am accountable for the
results achieved, for the selection of performance indicators
and for how performance has been reported.

6.2  Thischapter presents a comprehensive picture of the
Office’s actua performance. The chapter includes
estimates and interpretive statements that represent the best
judgment of management. The performance indicators
reported are consistent with the Office’s mission, goals and
objectives, and focus on aspects critical to understanding
the performance of the Office. Refer to Appendix | for
further information on the Office’ s mission and values.

6.3 | amresponsible for ensuring that the Office's
performance information is measured accurately and in a
timely manner. Any significant limitations in the reliability
of the performance data have been identified and explained.

6.4  Thischapter has been prepared following the guidelines
established in the Statement of Recommended Practice 2
(SORP-2) on public performance reporting issued by the
Public Sector Accounting Board.

%m‘ N/ O'CIO/(M,OM\

Kim MacPherson, CA
Auditor Generd

Per for mance 6.5  Wemeasure our performance annually according to

Hi ghl i ghtS performance targets linked to our strategic plan and to the
regquirements of our legislation. The details of our targets
with linkages to our strategic plan and to the requirements
of our legidation are presented in Appendices |1 and I11.
The details of our performance results are found in Exhibit
6.1.
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Exhibit 6.1 - Office performance

Performance

Current year

indicator results 2013 Prior year Prior year results Details

1. MLA Survey not 2012 96% We periodically survey Members of the Public Accounts and

perception, as conducted in 2009 88% Crown Corporations Committees. The members who

determined by 2013. 2008 87% responded to our 2012 survey indicated a high degree of

survey 2004 87% satisfaction with the work we do. We converted the responses
to anumerical index which produced an overall satisfaction
rate of 96%.

2. Auditee Overal 2012 92% We periodically survey our auditees on arotating basis

perception, as satisfaction rate of 2009 81% following significant audits. The auditees who responded to

determined by 96%. 2007 80% our 2013 survey indicated a high degree of satisfaction with

survey 2006 84% the work we do. We converted the responses to a numerical
index which produced an overall satisfaction rate of 96%.

3. Percentage of 72% of 2009, 2012 65% of 2008, The follow up work we performed in Chapter 8 of Volume 1l

recommendations | 2010 and 2011 2009 and 2010 | of our 2013 Report provides an overview of the

accepted recommendations recommendations | recommendations included in our 2009 through 2011 Reports.

implemented implemented It summarizes the status of our recommendations and focuses

and in particular on those recommendations made in 2009 that have
not been fully implemented. Our work in 2013 showed 72% of

4. Percentage of our recommendations from 2009, 2010 and 2011 had been

recommendations fully implemented. For 2009, the only year subject to full

implemented review by our Office, we noted that 74% of our
recommendations had been fully implemented. Overall, we are
encouraged by the improvement in the three year
implementation percentage. We also believe the government’s
recent focus on the status of our recommendations should
further encourage departments and agenciesto adopt our
recommendations on atimely basis.
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Exhibit 6.1 - Office performance (continued)

Performance Current year
indicator results 2013

5. Employee Survey not conducted in 2013. 2012 65% In 2012 we conducted an employee
perception, as 2010 69% satisfaction survey to gain feedback on
determined by 2007 70% the quality of work life, communication
survey 2004 66% and career development. We converted
the responses into a numerical index
which produced an overall satisfaction
rate of 65%. Satisfaction with
compensation is the weakest survey
area. It may be difficult to see
improvements in the short term on this
item given public sector wage and
spending restraints, however we are
committed to making i mprovements
where possible to increase staff
satisfaction.

6. Completion of Overall 63% successrate. 2012 69% Overal our Office met audit time targets
audits on time 2011 78% in 63% of circumstances. Our largest
audit, the audit of the financial
statements of the Province, was delayed
in its completion due to the resol ution of
complex accounting issues. Thishad a
corresponding impact on the timing of
completion of other audits. Aswell,
some factors that caused us difficulty in
2013 included the adoption of new
standards, lack of staff resources when
auditees were ready for audit, and some
delays from Crown entitiesin receiving
their financial statements.

Prior year Prior year results Details
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Exhibit 6.1 - Office performance (continued)

Performance
indicator

Current year
results 2013

Prior year

Prior year results

Details

7. Use of our time,
focusing on the
percentage of time
spent on audit work

Allocation of working hoursis
broken down as follows:

e Financial and valuefor
money audits - 68%

e Professiona development
and training - 9%

e Audit office admin &
support activities - 23%

2012
2011
2010
2009

66%, 8%, 26%
63%, 7%, 30%
64%, 9%, 27%
65%, 8%, 27%

Overdll, we are satisfied with these
results.

8. Staff cost of our
audits

$1,270,000 represents the
approximate annual staff cost of
significant audit projects as
follows:

* Value for Money Projects
$365,000

* Financia Audits:
¢ Province of New
Brunswick $329,000
e Crown agencies $403,000
e Cost Shared Claims
$80,000

* Annual Report Preparation
$93,000

2012

$1,140,000

$290,000

$370,000
$355,000
$45,000

$80,000

Approximate annual costs to perform

significant audit projects have increased

as expected given theincreasein
volume of work this year and staff
resources.

It should be noted that in addition to
staff costs there are at times additional
externa costs incurred to complete
audit projects, such as use of specialist
and accounting firm resources.
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Key 6.6  Asshown inthe datafrom Exhibit 6.1, it was an

. overall successful year for our Office. In addition to the
Accomplisnments data reported in Exhibit 6.1 our other key
accomplishments included the following items.

Auditing Complex 6.7 A number of accounting changes were required in

Accounting Changes auditing March 31, 2013 financia statements for the
Province and Crown entities. The key accounting
changes included the transition of certain provincial
pension plans to shared risk plans, auditing the
Province's Oracle upgrade to R12 and adoption of the
new government transfers accounting standard. We
resolved all audit issues encountered regarding these
changes, however, the time invested in resolving these
issues was significant. It should be noted our budget,
available staff resources and work plan did not change
to accommodate the increased requirements of the

Office.
Timely Delivery of our 6.8  On-timedelivery for our annual report was again a
Annual Report driving force in our work this year. For the second time

in many years, we are publishing our Annual Report in
December, in advance of our legislated deadline. We
also were able to accomplish this objective with our
2012 annua report. We believe this December
reporting timeline provides more timely information for
legislators and the public, and we will continue to strive
to achieve this delivery date for future reports.

Continued Expansion of 6.9  Wehaveincreased the scope of the work our Office

our Work performs compared to prior years. This was most
notably evidenced in the expansion of our value for
money work, in expanded financial statement audit
work on entities consolidated in the Province's financial
statements, as well as examining government
information systems. We continue to perform a greater
number of audits on federa claims and cost shared
agreements as well asfinancia statement audits of
Crown agencies.

Audit of the Office's 6.10 For the second consecutive year our Office's

Financial Statements financial statements were audited by an auditor external
to government. This year the audit was completed three
months earlier than in 2012. Previously, annual interna
audits had been performed by the Office of the
Comptroller. We are pleased to present our audited
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Quality Assurance,
Practice I nspection and
Peer Reviews

Stakeholder Surveys

Human Resource
Management

financia statementsin Appendix V.

6.11 Our office maintains arobust quality assurance

program. In 2013 this included participating in the
Canadian Council of Legislative Auditors (CCOLA)
Peer Review Committee and participating in the
CCOLA peer review process. Thisrepresents a
valuable learning experience for our office. In 2013,
our Office was also subject to a practice inspection by
the New Brunswick Institute of Chartered Accountants
with successful results achieved. We welcome all
feedback on our Office audit processes and ook
forward to these opportunities to learn and grow.

6.12 We periodically survey our key stakeholders

including legislators, auditees and office staff for
feedback. We believe it isimportant to seek feedback,
and consider ways to continuously improve our
processes and delivery of our work. The summarized
results of the surveys are presented in Exhibit 6.1.

6.13 Overadl, while thereisroom for improvement, we

are satisfied with the results and look forward to the
challenge of further refining our processes to achieve
even greater resultsin the future.

6.14 Werecognize staff are our most important resource

and strive to keep our professionals challenged and
motivated. One of our key challengesislong term staff
retention. This continues to present a significant
challenge in atime when expert resources within
government are shrinking as retirements occur and
more senior positions become available. We believe the
achievement of completing our work plan given
resource challenges is a significant accomplishment
and wish to thank our Office staff for their hard work
and dedicated efforts to achieve thisresult. A list of our
Office staff isfound in Appendix 1V.

6.15 In addition we are very pleased to report one of our

office students, Kathleen Gagnon, successfully
completed the Uniform Final Evaluation for Chartered
Accountants. We are very proud of her
accomplishment. Aswell, we note we are continuing in
the coming year to support other studentsin the Office
as they work toward their professional designations.
Given recent challenges in recruiting experienced audit
personnel, growing our own resources is an important
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Enhanced I nvolvement in

our Professional
Community

|mmediate
Challenges

strategy to plan for the future.

6.16 Aswaell, wefound it challenging in atime of fiscal

restraint to support Office professiona development
activitiesrequired to allow staff to maintain their
professional designations. The fact that we did achieve
this objective is a significant accomplishment for our
Office. Through some innovative means, we provided
relevant and high quality training for staff. However,
we often did not exceed more than the minimum hours
required to maintain the designation.

6.17 Wehavefollowed trends in other legislative auditor

offices to increase participation in networks available to
us through the Canadian Council of Legidative
Auditors (the Council). The Council is comprised of
the provincial Auditors General or Provincial Auditors
of the Canadian provinces and the federal Auditor
General. The Council also has several committees
dealing with avariety of topics common to legidlative
auditor offices in which we encourage our staff to
participate. We believe participation, learning and
information sharing amongst this group of auditorson a
national scale provides exceptional value and is highly
relevant to our work. In addition to our involvement in
the legidative auditor community, the current New
Brunswick Auditor General chairs a committee of the
Public Sector Accounting Board of Canada and serves
on the CCAF (Canadian Comprehensive Auditing
Foundation) Board of Governors.

6.18 Our Office budget constraints remain a growing

concern. We feel our value to the Legidative
Assembly and our ability to adequately fulfill the
legislative mandate is impeded given our budget of
only $2 million. Our budget and actual expenditures
are shown in Exhibit 6.2.
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Exhibit 6.2 - Budget and actual expenditures ($ 000s)
2014 2013 2012 2011 2010 2009 2008 2007
Budget | Budget | Acutal |Budget | Actual |Budget | Actual |[Budget | Actual [Budget | Actual |Budget | Actual |Budget| Actual
Net Budget | 2,078.0| 2,076.6'| 1,986.1| 1,819.6?| 1,661.5| 1,787.0| 1,773.2| 1,842.0| 2,004.3| 1,920.0% 2,653.3}| 1,868.0| 2,156.23| 1,812.0| 1,652.6
L Office budget was $2,104,000 however the Office received an in year spending restraint reguest from gover nment of $27,426.
2 Office budget was $1,845,000 however the Office received an in year spending restraint request from government of $25,424.
3 Funding was supplemented by central government due to the Caisse populaire de Shippagan report
Budget Declines Over Time 6.19  The impact of funding decreases to the office over
and Rebuilding the Office time has been to reduce staff and therefore reduce
discretionary audit projects (mostly value for money
work). In addition, in our efforts to rebuild our team, we
are finding it increasingly difficult to hire experienced,
qualified staff given the condition of the labour market.
Aswell, when we do hire new employees, thereisa
significant amount of training required by existing staff.
These hidden costs reinforce the importance of
maintaining consistent funding and staffing of the Office.
6.20 Further, our funding level 1ags behind other
legislative auditor offices in our region. Exhibit 6.3
provides further details on the disparity across the
Atlantic region in legidlative auditor offices funding.
Exhibit 6.3 - Budget and Staff Comparison for Legidative Auditor Officesin the Atlantic
Provinces
2014 2013 2012 2011 2010
Province
Number Number Number Number
Budget | ofstaff | BUYI9S | ofstaff | BUAGel | ofspan | BUA9Cl | opopar | Budoet
New
Brunswick $2,078,000 25 $2,076,5741 22 $1,819,6002 20 $1,787,000 20 $1,842,000
Nova Scotia | $3,634,000 | 33.6 | $3,634,000 | 33.9 | $3,550,000 | 34.6 | $3,421,000 34 $3,334,000
E:ﬁg Edward | ¢1 709,200 | 18 | $1,770,00 | 18 | $1,707,00 | 18 | $1,682,100 | 18 | $1,682,100
Newfoundland
and Labrador | $3:375,100 40 $3,722,000 39 $3,825,400 38 $3,735,700 40 $3,654,300

1 Original budget was $2,104,000 however, the Office received an in year spending restraint request from government of $27,426.
2 Original budget was $1,845,000 however, the Office received an in year spending restraint request from government of $25,424.

Professional Standards

Changes

6.21 Theimpact of ongoing changes to accounting and

auditing standards remains at an intense pace. Our
ability to address these new demands depends on an
adequate budget for training and acquiring skilled
staff resources. In particular we find our work has
increased regarding auditing of new accounting
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frameworks and auditing of various Crown agencies
consolidated in the Province of New Brunswick
financial statements. Aswell, standards arein the
process of changing for our value for money projects.

6.22 Ingenera, we expect continued impacts from

changesin professional standards both from the
perspective of our increased staff time requirements
and the requirements of our Office budget to ensure
adequate training. This again highlights the need for a
long term funding approach for the Office, with a
commitment to a base level of sustained funding.

Office Budget Decrease 6.23  Through discussions, we understand the

government is committed to providing adequate
funding over time to allow the Office to rebuild and
remain areasonable size relative to our Atlantic
counterparts, however, our Office's 2013-2014 budget
was cut by $26,000. We are concerned at this
circumstance and hope this will not be a continued
trend given the significant cuts already sustained by
our Office, and given our lack of government funding
compared to other Auditor General offices of a
similar size. We look forward to continued
discussions and support for thisinitiative in the year
ahead.

LookingtotheYear 624 Wecontinuetowork with government to update

Ahead

Update the Auditor
General Act

the Auditor General Act whichisover thirty years old
and greatly in need of modernization. The Act was
drafted in 1981 long before some of the situations we
are now faced with were envisioned. Our proposed
changes, if approved, will alow the Office to fulfill
its mandate within the current day environment.

Highlights of Proposed Act 6.25 Many aspects of the proposed changes coincide

Changes

and address recommendations made by Bernard
Richard in his December 2011 report Fine-tuning
Parliamentary Machinery: a Review of the Mandates
and Operations of New Brunswick’s Legidlative
Officers.

6.26 The mgority of the proposed changes also mirror

the Nova Scotia Auditor General Act which received
Royal Assent on December 10, 2010. The Act was
re-written at the Nova Scotia Auditor Genera’s
reguest after researching both Canadian and
Australian jurisdictions, selecting best practices and
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Strengthen the
I ndependence of the Office
of the Auditor General

Clearly Definewho is
Subject to Audit

Clarify Auditor General’s
Accessto | nformation

preparing an initial draft for government’s
consideration. Although there are differences from
province to province, many of the proposed changes
will bring the New Brunswick Auditor General Act in
line with existing Auditor General |egislation and
operating practises in other Canadian jurisdictions.

6.27 Many aspects of the Office of the Auditor General

independence are proposed to be updated.

6.28 Itisproposed that acommittee of the legislature

approve the annual Office of the Auditor General
budget. Current legidlation states the Board of
Management determines the Office of the Auditor
Genera’ s budget. This change would eliminate an
apparent conflict inherent in the Auditor General
negotiating budgetary funding with the organization
the Office of the Auditor Genera audits.

6.29 In addition, our proposed amendment more

broadly defines who is subject to audit and adds new
definitions to fully describe the entities including
government auditable entities, public contractors and
funding recipients.

6.30 Itisbdieved the 1981 Auditor General Act was

intended to give the Auditor General authority to
audit all aspects of government or the “public purse.”
Over the last 30 years the delivery of many
components of government services has been
outsourced to hon-government organizations. In
addition, many current day government programs
include forms of financial assistance such as grants,
subsidies, loans and guarantees.

6.31 Thefundamenta concept isto give authority to

the Office of the Auditor General to follow taxpayers
dollars though to the end point in order to determine if
the funding achieved intended outcomes.

6.32 Another key aspect to the legislation update

involves our access to auditee information. The 1981
Act states the Auditor General is entitled to free
access to information that relates to the fulfillment of
the Auditor Genera’ s responsibilities as he/she
considers necessary. We believe the original intent
was to provide the Auditor General unrestricted
access in order to fulfill the mandate. Clarificationis
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needed so that the Auditor Genera will have
discretion to access necessary auditee information,
including privileged documents in order to express an
opinion. Thiswill avoid unnecessary delays and also
clarify the Auditor Genera’s authority when dealing
with departments and crown agencies.

6.33 Animproved process will align the Auditor
General access with that of other Auditor Generals in
Canada.

6.34 Weare optimistic our new Auditor General Act
will be tabled in the upcoming session of the
legislature.

New Strategic Plan 6.35 In 2013 and early 2014 we will be developing a
new seven year strategic plan for the Office. We are
involving our key stakeholders and staff in this
process. We aim to have a strategic plan to guide the
remaining term of office of the current Auditor
General that will integrate measures to assess the
completion or progress of key strategic goals.
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Appendix I: Mission and Values

6.36 Our missionis:

We promote accountability by providing objective
information to the people of New Brunswick
through the Legidative Assembly.

6.37 Our vaues are:
« accountability, credibility and objectivity in our work;

 open communication with ourselves and our
stakeholders while maintaining confidentiality;

* respect for our client, our auditees and each other;

« an enjoyable workplace that fosters a learning
culture, continuing professional development and an
honest work ethic;

« skilled, efficient and effective staff workingin an
environment that encourages personal responsibility
for their work and for their careers; and

« a commitment to independence that merits the trust
of the public and our colleagues.

6.38 Our mandateis set out in the Auditor General Act.
The Act provides the Auditor General with the
independence needed to carry out her work in afair and
objective manner. The Act requires the Auditor General
to audit the Province' s financia statements, and the
financia statements of certain Crown agencies. It also
requires the Auditor General to report annually on the
results of her work, including whether money has been
expended without due regard to economy or efficiency,
and whether procedures have been established to measure
and report on the effectiveness of programs.

6.39 Appendix Il sets out the specific auditing and
reporting requirements of our legislation, and indicates
how we address each one.

168 Report of the Auditor General — 2013



Chapter 6

Performance Report of the Office of the Auditor General

Appendix I1: Requirements of the L egislation and How They are

Addressed

Requirements of the legislation

How they are addressed

Audit the accounts of the Province as the Auditor
General considers necessary.

Financia audit and VFM project work done
in departments each year; evidenced by the
commentsin our Reports.

Audit the accounts of certain Crown agencies.

Annual audits of financial statements;
evidenced by our auditor’ s reports attached
to the financial statements.

Examine the financia statementsincluded in the
Public Accounts and express an opinion on them.

Evidenced by our auditor’ s report attached
to the Province' s financial statements.

Report annually to the Legidative Assembly on
the work of the Office.

Evidenced by the production of our Annua
Report.

Report annually on whether, in carrying on the
work of the Office, the Auditor General received
al theinformation and explanations required.

We do thisin our annual reports, referring
to instances where we did not receive
information.

Report anything the Auditor General considersto
be of significance and of a nature that should be
brought to the attention of the Legidlative
Assembly.

Evidenced by the production of our Annua
Report.

Report any cases observed where:

(a) any person wilfully or negligently failed to
collect or receive money belonging to the
Province;

(b) public money was not accounted for and paid
into the Consolidated Fund,

(c) an appropriation was exceeded or applied to a
purpose or in amanner not authorized by the
Legidlature;

(d) an expenditure was made without authority or
without being properly vouched or certified;

(e) there has been a deficiency or loss through
fraud, default or mistake of any person;

(f) money has been expended without due regard
to economy or efficiency;

(g) procedures have not been established to
measure and report on the effectiveness of
programs, where, in the opinion of the Auditor
General, the procedures could appropriately and
reasonably be used; or

(h) procedures established to measure and report
on the effectiveness of programs were nat, in the
opinion of the Auditor General, satisfactory.

We report those matters that come to our
attention. We address section (€) each year.
Our value-for-money chapters address
sections (f) and (g) and, where appropriate,
section (h).
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Appendix I11: Measurement Framewor k

Goal Performance indicator Performance indicator #
The Legislative Assembly and the e MLA perception, as determined by survey. 1
public are aware of and value all the
work that we do, and have confidence e Audits are delivered on time. 6
in our ability to provide timely, objective . . .
and credible information. e Auditee perception, as determined by survey. 2
Departments and agencies acceptand | e % of recommendations accepted. 3
implement our recommendations.
* % of recommendations implemented. 4
In carrying out our work we will use ¢ MLA perception, as determine by survey. 1
sound management practices.
o Employee perception, as determined by survey. 5
¢ Auditee perception, as determined by survey. 2
¢ % of staff time spent on audit work. 7
o Office cost of audits. 8
We will provide an attractive work
environment that allows opportunities e Employee perception, as determined by survey. 5

for professional growth.

Performance indicators are numbered according to data presented in Exhibit 6.1.
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Appendix 1V: List of Staff Membersat 31 March 2013

Emilie Chiasson, CA Loriann Keough, CA Susan Mclsaac, CA
Cathy Connors Kennedy, CA Teena Laagland * Audra McKnight, CA
Kim Embleton, CGA Janice Leahy, CA Chris Mitchell, CA
Kathleen Gagnon, CA Adele Levesque, CA Rebecca Stanley, CGA
Nick Hoben, CA Peter MacLeod 2 Yanjun Wang, CA

Eric Hopper, CA Kim MacPherson, CA Heather Webb *

Peggy Isnor, CA Steve Martin 2 Scott Weeks 2

Bill lvey, CGA Jeff Marson, CA Tania Wood-Sussey, CA

Leanne Jeffries 2

(1) Administrative support
(2) Student enrolled in a professional accounting program
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Appendix V: Financial Statements

Office of the Auditor General of
New Brunswick

Financial Statements

March 31, 2013
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328 King Street . Phone (506) 458-9815
PO Box 1051 Nicholson & Beaumont (506) 458-1599
Fredericton, NB Chartered Accountants (506) 459-7575
E3B 5C2

INDEPENDENT AUDITOR’'SREPORT

Tothe Speaker of the L egislative Assembly

Report on thefinancial statements

We have audited the accompanying financial statements of the Office of the Auditor General
of New Brunswick, which comprise the statement of financial position as at March 31, 2013 and the
statement of operations for the year then ended, and a summary of significant accounting policies and
other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Canadian public sector accounting standards, and for such interna
control as management determines is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility isto express an opinion on these financia statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonabl e assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosuresin the financial statements. The procedures selected depend on the auditor’ s judgement,
including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to
the entity’ s preparation and fair presentation of the financial statementsin order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’ sinternal control. An audit aso includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Office of the Auditor General of New Brunswick as at March 31, 2013 and the results
of its operations, for the year then ended in accordance with Canadian public sector accounting
standards.

Fredericton, NB /\AA._;«A—-\ 5 M

June 28, 2013 Chartered Accountants
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Office of the Auditor General of New Brunswick
Statement of Financial Position

March 31
2013 2012
Financial Assets
Petty cash $ 5 $ 50
Working capital advance (Note 4) 157,782 -
Due from Government of New Brunswick - 112,394
Accrued recoveries receivable 81,944 53,024
239,776 165,468
Liabilities
Working capital advance (Note 4) - 65,123
Payables and accrued liabilities 200,839 60,919
Accrued salary and benefits 55,719 48,888
256,558 174,930
Net debt (16,782) (9,462)
Non-financial Assets
Prepaid expenses 16,782 9,462
Accumulated Surplus $ - $ -

See accompanying notes to the financial statements

APPROVED ON BEHALF OF THE OFFICE:

%m‘ !"; 2 wipm

Auditor General
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Office of the Auditor General of New Brunswick
Statement of Operations

Y ear ended March 31
2013 2013 2012
Budget Actua Actua
Expenses
Personnel services $ 1864574 $ 1,690,749 $ 1,573,044
Other services 387,650 446,934 272,081
Materials and supplies 8,850 8,708 6,053
Property and equipment 15,500 32,185 33,025
$ 2276574 $ 2178576 $ 1,884,203
Recoveries (200,000) (192,485) (222,710)
$ 2076574 $ 1,986,091 $ 1,661,493
Government contributions (1,986,091) (1,661,493)
(Note 3)
Surplus/deficit $ - $ -

See accompanying notes to the financia statements
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Office of the Auditor General of New Brunswick
Notes to the Financial Statements
March 31, 2013

1. Nature of Operations
(©

The Office of the Auditor General is an office of
the New Brunswick Legislative Assembly. The
Officeis not subject to income taxes because it
isapublic sector entity. The mandate and
authorities of the Office are provided by the
Auditor General Act.

Summary of Significant Accounting Policies
(d)

These financial statements have been prepared

in accordance with Canadian public sector

accounting standards.

(@) Use of Estimates — The presentation of
financial statementsin conformity with
Canadian public sector accounting
standards requires management to make
estimates and assumptions that affect the
reported amount of assets and liabilities
at the date of the financial statements and
the reported amounts of revenues and
expenditures during the reported period.
Actual results could differ from those
reported.

(€)

(f)

(b) Recoveries— The Office recognizes
recoveries of professional costs when
they are earned; specifically when all of
the following conditions are met:

3.

* Servicesare provided;

» Thereisclear evidence that an
arrangement exist;

» Amounts are fixed or can be
determined; and

 The ahility to collect is reasonably
assured.

Budget 2012-13 as approved

In year spending restraint as requested by government

Revised 2012-13 budget
Unused appropriation
Net government contributions 2012-13

Harmonized Sales Tax — The Office does
not record Harmonized Sales Tax (HST)
initsfinancia statements because the
Federal portion of all HST paid is
reimbursed to the Province of New
Brunswick, and the provincial portion of
HST isnot levied by the Province on its
own entities.

Tangible capital assets— The Office has
adopted the policy of expensing assets
acquired with an individual value of
$10,000 or less. Accordingly, there are
no tangible capital assetsto record or
amortize.

Satement of Cash Flows and Statement of
Changesin Net Debt — A statement of
cash flows and a statement of changesin
net debt are not provided in these
financial statements as disclosuresin the
statements of financial position and
operations are considered adequate.

Cash — Cash consists of the office petty
cash float.

Government Contributions

The Officeis funded through annual budgetary
appropriations approved by the Legidative
Assembly. The appropriation represents the
government contributions which are applied to
expenses of the Office. In addition, there are
reimbursements from government for certain
payroll-related costs. Any unused
appropriation cannot be carried forward for use
in subsequent years. The budget figures
presented in the Statement of Operations have
not been audited.

$2,104,000
(27,426)
2,076,574
(90,483)
$1,986,001
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Office of the Auditor General of New Brunswick
Notes to the Financial Statements
March 31, 2013

4. Working capital advance

The Office, similar to many Crown entities
maintains no separate bank account and uses
instead the Province’ s bank account to receive
funds and pay invoices. The working capital
figure represents the net balance of the Office's
assetsless liahilities. As described in note 3 the
year end surplus or deficit lapses and is not
carried forward to subsequent years.

. Related Party Transactions

The Office of the Auditor General isrelated to
the Government of New Brunswick and its
departments and agencies. The Office’ s sources
of funding are through payment of its expenses
by the government and the recovery of certain
audit work performed. The Office recovered
professional costs and made certain purchases
through other government departments and
agenciesin the normal course of its business.

Trandation, printing, and certain information
technology services are provided by the
government to the Office in the normal course of
operations and are accounted for within these
financial statements at arm’s length amounts.
However, government provides office space,
funds the OAG external auditor fee and absorbs
the Office's employer cost of various retirement
benefit plans, the effect of which has not been
calculated or recorded in these financial
statements.

. Employee Future Benefit Plans

(@) Pension Plan - All permanent employees of
the Office of the Auditor General are
entitled to receive pension benefits under
the New Brunswick Public Service
Superannuation Plan, a multi-employer
defined benefit pension plan. Defined
contribution plan accounting has been

(b)

applied as the Office has insufficient
information to apply defined benefit plan
accounting for the Office's employees. The
plan is funded by employee and
government contributions. The Officeis
not responsible for any unfunded liability
with respect to the superannuation fund.
The Office’s costs and liability related to
this plan are not included as part of the
Office budget and are recorded by
government in its financial statements.

Retirement Allowance Plan — Certain long
serving employees receive aretirement
allowance upon retirement from public
service. The planisfunded by the
government. The Office’s costs and
liability related to this plan are not included
as part of the Office budget and are
recorded by government in its financial
statements.
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