New m}gﬁland i Redt il o AN
Department af Finance
Labrador Office of the Minister

September 21, 2009

MWr. William MacKenzie
Clerk
House of Assembly

Dear Mr. MacKenzie:

On September 26, 2008 the 2007-08 Annual Report for the Newfoundland and
Labrador Government Sinking Fund was tabled in accordance with the Transparency and

Accounitability Act. At that time the audited financial statements had not been finalized and
therefore unavailable for inclusion in the Annual Report.

The Board has made it a practice to produce audited financial statements on an
annual basis as a means of demonstrating accountability for the management and operation
of Government's sinking funds. It should be noted however that this is not a legislative
obligation.

| therefore wish 1o table the amended version of the 2007-08 Annual Report for the

Newfoundland and Labrador Government Sinking Fund. The only change in this report is
the addition of the audited financial statements. The performance information reported in

the original document has not been altered.
@ sincerely,
&d\'. Q .

.l"trnme P.Ke
Minister of Finance

| trust this is satistactory.

P.O; Box 5700, St John's, NL, Canodn A1B 418 + TOO.T29.3775 f T08.729.6791
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September 14, 2009

Message from the Board

Fam pleased 1o present the revised Annual Performance Report for the Newfoundland
and Labrador Government Sinking Fund for the 2007-08 fiscal vear, which includes the

audited financial statements of the Fund for March 31, 2008.

The Newloundland and Labrador Government Sinking Fund administers the sinking
funds established by the Provinee of Newfoundland and Labrador for the repayment of
the Province's debenture debt. The effective investment and control of these funds is
consistent with the Department's responsibilities with respect 1o stewardship of public
money and management of the funded debt and supporis the Department’s strategic

direction and commitment of sound financial management.

This performance report provides an overview of the New foundland and Labrador
Government Sinking Fund and identifies key issues and results for the Board of Trustecs
during the fiscal vear 2007-08. A report on the investment strategy of the Sinking Fund
was completed during the year and consideration of this report by the Board is ongoing,
It is anticipated that 1l changes to the investment strategy are approved, they would be
implemented by the end of 2008-00,

The Board of Trustees is accountable for the preparation of this report and for the results

reported thdyein.

Terry Paddon
Charrman




1.0 Overview

The Newfoundland and Labrador Government Sinking Fund was created pursuant
to the Financial Administration Acr 10 consolidate and admimster sinking funds
established for the repayment of the Province's debenture debl. The Province has
sstublished sinking funds for most of ils long term debenture issues and the annual
contributions to these sinking funds arc invested by the Board of Trustees of the
Newfoundland and Labrador Consolidated Sinking Funds, appointed by the Licutenant
Governor in Council 10 manage and control the day 1o day operation of the sinking funds.
As at 31 March 2008, the Board of Trustces consists of the incumbents in five senmior

public service positions with the Department of Finance as follows:

Terry Paddon Deputy Minister

Donna Brewer Assistant Deputy Minister

Financial Planning and Benefits Administration

Ronald Williams Comptroller General
Earl Saunders Direetor, Debt Management
Linda Howell Manager of Debt Servicing

& Financial Risk

The New foundland and Labrador Governrent Sinking Fund operates with a
March 31 fiscal year end and the results of its activities are fully consolidated in the

Province's annual ([inancial statements.

2.0  Mandate

The mandate of the Board of Truslees is to manage and control the operational
sctivitics of the Newfoundland and Labrador Government Sinking fFund and the sinking
funds of certain Crown corporations where the Province has guarantced the related debt

(i.c. Newfoundland and Labrador Municipal Financing C orporation and the Eastern
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Regional Integrated Health Authority), These activities include setting investment
policy, investment of funds and the monitoring of such. These funds are invested n
accordance with the Finaneial Administration Aet, primanly in bonds, debentures or
other securities 1ssued or guaranteed by the Government of Canada, the government of a
province of Canada, or a chartered bank, with the goal of earming the maximum return

from investment of the portfolio while ensuring secunity of the funds.

3.0 Sources of Funding

For debenture issues which have smking fund requirements, the Provinee makes
the required sinking fund contributions to the Board of Trustees. In 2007-08, these
sinking fund pavments amounted to $41.5 million. Simking fund contributions are
invested and the interest earnings, less an amount to cover administrative costs, are re-

invested.

The Newfoundland and Labrador Government Sinking Fund's day-to-day
activities are managed by employees of the Department of Finance and the Sinking Fund
is invoiced quarterly by the Province for reimbursement of these expenses on a cost-

recovery basis,

4.0 Highlights and Accomplishments
e During the year 2007-08 the Sinking Fund paid $224.0 million to the Province

1o assist in the retirement of debenture debi.

50  Financial Statements
The audited financial statements of the Sinking Fund for the year ended March
31, 2008 are attached.  These statements refleet a net income for the year of 5314

million, which includes a foreign currency translation loss of $17.6 million.

6.0 Issue
The Newloundland and Labrador Government Sinking Fund supporis the
Department of Finance in its responsibilities related to stewardship of public money and

fiscal management by the investing of funds in accordance with parameters set out in the




Financial Administration Act and the Department’s mandate and mission statement. The
investment strategy of the fund has not been reviewed lor some time and a review was

undertaken during 2007-08,

Objective

By March 31, 2008, the Newfoundland and Labrador Government Sinking Fund
will have completed a review of the current investment strategy of the Sinking Fund, with
a view to determining if the legislative parameters and operating policies are overly

restrictive, therchy impacting investment activities and retums.

Measure: Report on Investment Strategy of Sinking Fund
Indicalor: Review of the report completed.
Progress: A report on the investment strategy of the Sinking Fund

was completed during the year, an initial review ol the
report was completed and further consideration of the
report by the Board is ongoing, Itis anticipated that if
changes 1o the investment strategy are approved, they
would be implemented by the end of 2008-09.




NEWFOUNDLAND AND LABRADOR
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FINANCIAL STATEMENTS

31 MARCH 2008

VT ool B Winidshiis o oima') ol




CFFICE OF THE AUVDITOR GENERAL
S Jobm s, Newtoundlnod and Lol

AUDITOR'S REPORT

' the Board of Trustees
Newfoundland and Labrador Government Sinkmg Fund
51 John's. Newtoundland and Labrador

| have sudited the balanee sheet of the Newfoundland and Labrador Government Sinkmg Fund os at 31 March
0% and the statcments of statulory contributions, retained samings, revenues and expenses. and cush Mows
for the vear then ended. These financial statemenis are the responsibility of the Boad's management. My
responsihility s to express un opinion on these financial statements based on my audit

| conducted my audit i accordance with Canadun generally accepted ouditing standards.  Those standards
require that | plan and perform an sudit W obtan reasonable ussurance whether the financial statements are
free of matenal misstatement.  An nudit includes examining, on a fest basis, evidence supporting the amounts
and disclosures i the financial statements. An awdit also includes assessing the accounting principles used
and sigmificant cstimates made by management, as well as evaluating the ovenll financial statement
presentation

In my upinion, these financial statements present fairly. in all material respects. thie finsncial posiion of the
Fund as at 31 March 2008 and the results of its operations and is cash flows for the yem then ended n
sceordunce with Canadian generally aceepted accounting principles.

JOHN L. SOSEWORTHY, CA
Auditor General

st dohn s Mewtoundland and Labradar
fi Fehruary 2000




NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
INDEX TO FINANUCIAL STATEMENTS
31 March 2008

Balance Sheet Statement |
Statement of Statutory Contnbutions ™2
Statement of Retiwimed Enmings 3
Statement of Revenues and Expenses L
Statement of Cash Flows w5
Schedule of Investments Cehedule 1
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NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND

STATEMERNT |

BALANCE SHEFT
A1 March 2004 2007
(000"s) (Ui sj
ASSETS
LCurrent
Cash 3 155 S o
Term deposits and short-term investments. at cost 107,352 65,931
Interest and other receivables
Provinee of Newfoundland and Labrador - guaranteed 9,213 1,459
~ Dher 1,569 3,707
118,289 $1,277
Investments, at amortized cost (Schedule 1)
Cosl 521011 TT2ANS
B6,960 01478
608,971 63,161
§ 727260 § Udo.A38
LIABILITIES AND SINKING FUND EQUITY
Current
Accounts pavable and accrued liabilities 5 10 s 12
Due 1w Provinee of New foundland and Labuador 421 14
- 431 M
Sinking fund cquity
Sratutory contributions (Statement 2) 408,558 440,820
Rerained curnings (Staterment 3) 318,271 449,543
726,829 Q46,417
$ 727260 § 946,438

See werump I fng men

M-iﬁ
Signed on behall of the Bosrd: k! —_—
Chalrpersan
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STATEMENT 2

NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND

STATEMENT OF STATUTORY CONTRIBUTIONS

For the Year Ended 31 March 2008 207
(000°s) (O0U°s)
Balance, beginning of yvear 5 496,829 § 454,350
Statutory contnbutions far the year 41.5158 S 348
531834 JUR HUR
Statutory contributions applicable
o matured/redecimed debentures (108.,827)
Fureipn currency ransiation adiustiment (Note 5) 120,959) (1 R4
Balance, end of vear % 408,558 S 406,820

Sev Groomponiing NS
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STATEMENT 5

NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
STATEMENT OF RETAINED EARNINGS

Faor the Year Ended 31 March 28 M7
(IHID 5D {OHY %)

Balance, beginning of year § 449,583 5 04730

Excess of revenues oVel CXpenses 11,381 55,400
480,904 430y, 134

Retained earmngs applicable (o matured redecmed debentures (159.339)

Foreign curreney translation adjustment (Note 5) (3,354) {3300

Balance, end of year § 31%,271 449,553

Nre gecompunping polds
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STATEMENT 4

NEWFOU NDLAND AND LABRADOR GOVERNMENT SINKING FUND

STATEMENT OF REVENUES AND EXPENSES

Fur the Year Ended 31 March pATIIE 7
(U0 s) (LW 5]

REVENLES

Interest o

Dehentures $ 34,576 S 45204
Term deposits and short-term investiments 4,089 I.541
Cflhl.'i 05 7
39360 ah 76T
Foreign currency translation gains and losses | Note §) (17.602) (BAi1
Amortization of discounts and prenjiums 10,670 9,734
= 32434 53051
EXPENSES
Loss on redemptionysales K3l .
Salaries and henefits 19 125
General 103 2y 117
- 1,053 242
Excess of revenues over expenses 5 31,381 % 55400

N aneeanmaryiang eafes
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NEWFOUNDLAND AND LABRADOR GOVERNMENT SIN KING FUND

STATEMENT OF CASH FLOWS

STATEMENT 5

For the Year Ended 31 March 2004 2007
(000" s) (%)
Cash flows from operating activitics
Excess of revenues Over expenses § 313381 5 85400
Adjustment for non-cash ilems
amortization of discounts and premiums {10.676) 14,7341
Foreign currency translation gains and losses (Note §) 17,602 L5
Lapss wi redempliciesales B3l
39,138 16,525
npe 1n non-cash working capital 4,879 (633
44,017 43,872
Cash Aows from Tinancing activitics
Statutory coninbutions 41,515 44,348
41,515 ohed AAN
Cash Mows from investing activities
IMurchase of vestiments 153,708) (4321100
Proceeds from redempiion and sale of investments 241,230 1,549
Fayiments to redemption bank necounts (221.061) -
Pavments of excess o Proving: upon matunng de (2,980 -
{36.519) 136661
Sef increase in cash and cash eguivalents 49,013 A3,5540
Fffect of foreign currency translation adjustment (Note 5) (7,527) 208
Cash and cash equivalents, beginning of vear 2 | 12,254
Cash and cash equivalents f vear § 107,507 5 B2l
Cash and cash eguivalents include;
Cush 5 155 5 W
_Tenn deposits ayd short-term investments 107,352 LRI
5 107,507 5 0h 2]

Kie decampaiing noles
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SCHEDULE )

NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
SCHEDULE OF INVESTMENTS

11 March 0K 2007
Face Value Amortized Face Value Amortized
or P'ar Cost or [ar il
(000"s) {000°s) (000" 5} (000" 5)
Canadian
Provinee of Newfoundland and Labrador
= pguarainteed
Provinee of Newfoundland and Labrador §F 1218709 $ 137004 5 (460946 S 106964
Newfoundland and Labrador Municipal
Financing Corporation 24. 790 24,787 50,773 0,787
Coupons aid ressduals 290,128 158,310 324613 181 M
443,787 120,1m 562331 A28 958
Chther securities S4.,008 55.526 BY.U87 85,302
Cither coupons and residuals 44,207 32,749 58,507 4l 802
54'&..,“_{1] Hm.dgl_ﬁ 3085 555 123
LS.
Province of Newfoundland and Labhrador
- puaranieed
Provinee of Newfoundland and Labrador 122,298 139,704 155,534 | Te .00
Other securilies 44977 51.95] 114,767 124271
Other coupons and residualy 14,543 T,R46 17:5]12 9350
181818 200,505 287 813 J10.04]
Total invesiments 3 717820 5 608971 S OnLTUd % BG5S 16

Nt e e NP FRAE FEEH
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NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
NOTES TO FINANCIAL STATEMENTS
31 March 2008

Authority

The Province of Newfoundland and Labrador issues debentures, most of which have snking fund
requirements. For debentures which have sinking fund requirements, the Provinee makes the required sinking
fund payments (statutory contributions) o the Board of Trustees of the Newfoundland ond Labrado
Government Sinking Fund, This is an unincorporated body formed under the Financial Admimistraiion Act
All members of the Board are full-time employees of the Province and are appointed by the Lacutenunt-
Govemor in Council.

1. Basis of accounting

These financial statements have been prepared i accordance with Canadian uenerally accepied
accounting principles. Outlined below are the significant policies followed

(a) Cash and cash equvalents

Caslhi and cash equivalents include balances with banks. and ferm deposits and  short-tenm
investments with ongimal matunities of three months or less.

(b Investment ransactions
i Purchaoses: Investments ore iatially recorded al cost

(i) Amenization;  Discounts and prenuums are amortized on a strayght-hine basis from the date
of purchase until matunty.

liny  Sules: Sales of invesiments are at a negotiated selling price. Sales are recordiad at
the proceeds less the nvestment’s average amortized cost, with any
resulting gain or loss also recorded.

tiv)  Redemptions:  On occasion. investments held in the Fund will be called tor redemption by

the issuer. In such instances, a gain is recorded equal to the redemption
proceeds less the investment’s average amortized cosi

iiaw ol B & asbior = proes &




NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
NOTES TO FINANCIAL STATEMENTS

31 March 2008

I. Basis of accounting (cont.)

{c)

(d)

Matunty of a Province of Newfoundland and Labrador debenture issue lor which a sinkng fund has
been provided

(1)

Liil

Crencral

Provision is made for redemption al debenture maturity by investing statutory contahutions
in interest beaning securinies and other investments.  Both the contributions and the interest
are used 10 pay debenture holders when debentures mature

A record is maintained of statutory contnbutions received on account of cach 1ssue il ot
income allocated 1o each issue (retained eamings). The dollar total of an issue’s statutory
contributions and allocated income is called its Sinking Fund Value.

At muturity, statutory contributions are reduced by the total amount of statutory contributions
received over the life of the issue  Retained eamimgs are reduced by the excess of the
debenture’s Sinking Fund Value over statutory contributions received.

Caxsh low

At maturity, cash is paid into @ redemption bank account in an amount equal to the lesser of
the total face value of the 1ssuc or the Simking Fund Value of the issue, less the face value of
the issue held in the Fund's investments, 1f the issue’s Sinking Fund Value exceeds the woral
face value, the excess 15 paid 1o the Consolidated Revenue Fund of the Province of
Newfoundland and Labrador. I the issuc's Sinking Fund Value is less than the total Face
value, the difference is paid into the redemption bank account by the Frovinee

Cancellation of Province of Newtoundland and Labrador debentures held by the Sinking Fuod upon
related sinking fund debentures becoming fully funded

When the value of a sinking fund for a debenture issue equates to the outstanding principal amount
of thit issue, the Sinking Fund will retum to the Provinee tor cancellation any debentures of thi
issue held by the Sinking Fund  The cancellation of sinking fund assets resulis in a corresponding
reduction in sinking fund eguity. nterest income continues 1o be allocated w the sinkmg fund untilf
maturity of the related debenture ssue and 15 returned Lo the Provinee annually,

Interest mcoane

Inlerest incomse 15 recorded on an peerial basis

A MTaE ml s A et s Wl




NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
NOTES TO FINANCIAL STATEMENTS
31 March 2008

¥

=

Basis of accounting (cont.)
ify  Foreign currency trunslation

Assots, labilities. revenves and expenses denomnated in LS. currency are translated as follows

i) assets and liabilitics are ranslated m the rate of exchange 1 effect o the balance sheet dote:
and

(i) revenues and expenses are franslated at the rate of exchange in effect on the datex on which
such wems are recognized (n income duning the year, or an average of such.

Met sinkmpe fund assels of $726,829.000 Canahion ai 31 March 2008 includes $224.658.000 LIS
tranglated 1o $230,612.000 Canadian,

Met sinking fund assets of $946.412,000 Canadian at 31 Mareh 2007 mcludes $39) 292 000 1.5
translated to $336,325.000 Canadan

Accounting policy change

In prior finuncial reporting periods, the financial statements of the Newfoundland and  Labrador
Giovernment Sinking Fund were not prepared in accordance with Canadian generally aceepied aceountimg
prinviples because the impoet of foreign currency transiation adjustments ansing trom the translation of
L1 5. denominated investments was not recognized in income during the year. Translation pams and losses
resultung due to currency fluctuations were ncluded in retained earmings rather than amortized o
meome &%t was not the intention of the Sinking Fund that these investrments, which are held in US funds,
would ever be converted into Canadian dollars.

Beginning on | Apnl 2007, the Sinking Fund changed its accounting policies and recognized its foreign
currency translation paing and losses, by amontizing them on a stroight-line basis over the remaiming life
of the jssue’s sinking fund.  For purposes of these statements and for comparability, the prior vear results
have been restated 1o show the impact of amotizing these gains or losses in the period

The impact of these changes o the financial stslements was o reduce the excess of revenues over

expenses on the Statement of Revenues and Expenses by $17.602,000 (2007 - $850.000) due tw the
recognition of the foreign currency translation gains/losses

P ol ahiv b G ol




NEWFOUNDLAND AND LABRADOR GOVERNMENT SINKING FUND
NOTES TO FINANCIAL STATEMENTS
31 Murch 2008

1

Related party fransactions

The Mewfoundland and Labrador Government Sinking Fund and the Province absorb all of the operating
costs, with 1he exception of banking and custodial fees, of the Newfoundland and Labrador Municipal
Financing Corporation Sinking Fund, which 15 adnunistered by the same Board as the Newfoundland aid
Labiador Government Sinking Fund

Cancellation of debt issue SR

During 2007-08 the value of the sinking fund for the Provinee of Newfoundland and Labrador issue SR
9,375% debentures due 25 February 2010 became vqual to the outstanding principal amount of the issue
(3100 million). At that time, the sinking fund held $44,125,000 in debentures of that issue and these
debentures were retumed to the Provinee and cancelled. As a result of this sinking fund becoming fully
funded, in sceordance with the terms and conditions of the debentures, the Province 15 no longer required
to make an anpusl sinking fund comribution relating to this debenture. This transaction s reflected n
these financial statements through o reduction in investments and a reduction in sinking fund equity in the
amount of $44, 125,000, It is not retlected in the statement of cash Rows because 1l did oot have an impact

on cash and cash equivalents.
Effect of foreign currency translation

At 31 Mareh 2008, the fond held $608.971.000 (2007 - $865,161.000) in investments s shows in
Schedule | These investments include $200,505,000 in LS, investments (2007 - $310,041,000),

The fund assets, liabilities, statutory comributions and retained carnings desonunated i LS. currency are
translated at the rate of exchange in effect at the balance sheet date. The Fund's revenues und expenses are
translated at the mte of exchange in effect on the dates on which such items are recomzed in incume
during the vear, or an average of such, It is not the ntention of the Fund that its LS. assers will be
converted e Canadian dollars

In 2007 and 2008, translation of the LS, assets at year end resulted in a net foreign exchange loss due 1o 8
decline in the value of the LS. doflar. Any gains or losses resulting from foreign corrency translations
will not become realized until such time that U.S. assels should ever actally be converted to Cunudian
iliollurs

2008 e
The effect of the trunslation is as tollows:
Stotutory contributions have been reduced by 5 20,959,000 3 LEoM
Retained earnmys have been reduced by 3354000 550,000
ncome has been reduced by 17,602, BE{.000
Total unpact of forewn cwreney translation 41.915,MH) 1,275,000
The effect of this amount on the Fund Assets is as ollows:
uced by 34,388,000 LI LERELY
Casli and cash equivalents have been reduced tincreissd) by $ 7527004 S (U Ou
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NEWFOUNDLAND AND LABRADOR GOVERNMENT SIN RING FUND
SNOTES TO FINANUIAL STATEMENTS
31 Muarch 2008

5,
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Effect of foreign currency translation (cont.)

The $7.527.000 is reflected in the Statement of Cash Flows becausze of its impact on the Fund’s cash flasw
position. However, the other tansactions did nol impact on the Fund's cash flow position and dre,
therefore. not reflected in the Statement of Cash Flows

Financial instruments

The Newfoundland and Labrador Government Sinking Fund’s short-term financial instruments recognized
on the halance sheet consist of cash, term deposits and short-term investments. interest amd other
receivables, accounts payable and accrued liabilities and due to Province of Newfoundiand and Labrador
The carrying values of these instruments approximate current foir value due to their nature and the short-
term maturity associated with them.

The Fund holds short-term investments with a cost of $107,352,000 (2007 - $65.931,000). The cost
approximates the face value as these investments are made in term deposits and puaranteed bonds with
matunty accurring within 3 months or less after the initial investment, Therefore, their reported value 18
{air value 1o the Fund and there is no rate risk associated with these invesiments

The Fund holds long-term investments which have an amortized cost of S608.9TLO00 (2007 -
S865.161.0000, The face value of these investments 1s $727.820.000 (2007 - $991.798,000). The palicy
and intention of the Board is 1o hold these long-term investments to maturity. Theretore, ther reported
value is current fair value 1o the Fund and there is no rate nsk associated with these investments

Income taxes

The Newfoundland and Labrador Government Sinking Fund is @ Crown entity of the Province of
Newioundland and Labrador and as such is not subject to Provincial or Federal income faxes.
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