ATLANTIC PILOTAGE AUTHORITY

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL
REPORTING

The accompanying financial statements have been prepared
by the Authority’s management in accordance with generally
accepted accounting principles consistently applied, using
management’s best estimates and judgements, where
appropriate. Management is responsible for the integrity and
objectivity of theinformation in the financial statements and
annual report.

Management is also responsible for a system of internal
control which is designed to provide reasonable assurance that
assets are safeguarded and controlled, transactions comply
with relevant authorities and accounting systems provide
timely, accurate financial reports.

The Authority’s management recognizes the responsibility
of conducting its affairs in compliance with the Pilotage Act
and regulations, the Financial Administration Act and
regulations, and the by-laws of the Authority.

The Authority is responsible for ensuring that management
fulfilsits responsibilities for financial reporting and internal
control. The Authority exercises its responsibilities through its
Audit Committee, which is composed of members who are not
employees of the Authority. The Committee meets with
management and the auditors to satisfy itself that
responsibilities are properly discharged and to review the
financial statements. The financial statements and annual
report are reviewed and approved by the Authority on the
recommendation of the Audit Committee.

The Auditor General of Canada conducts an independent
audit of the transactions and financial statements of the
Authority in accordance with generally accepted auditing
standards, and expresses his opinion on the financial
statements. He has full and free access to the Audit Committee
of the Authority, and his report follows.

R. A. McGuinness
Chairman and Chief Executive Officer

P. L. MacArthur
Treasurer

Atlantic Pilotage Authority

AUDITOR'S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of Atlantic Pilotage
Authority as at December 31, 1997 and the statements of
operations, deficit, and changesin financial position for the
year then ended. These financial statements are the
responsibility of the Authority’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generally accepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financia statements present fairly, in
all material respects, the financial position of the Authority as
at December 31, 1997 and the results of its operations and the
changes in itsfinancial position for the year then ended in
accordance with generally accepted accounting principles. As
required by the Financial Administration Act, | report that, in
my opinion, these principles have been applied on abasis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Authority that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of the Financial Administration Act and
regulations, the Pilotage Act and regulations, and the by-laws
of the Authority.

Donald M. Young, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
February 13, 1998
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BALANCE SHEET ASAT DECEMBER 31, 1997

ASSETS 1997 1996
$ $
Current
Cash and investments (Note 3) 1,445,271 739,278
Accounts receivable, net (Note 3) 1,528,789 1,037,150
Prepaid expenses 25,320 26,056
2,999,380 1,802,484
Capital assets, at cost (Note 4) 2,678,845 2,496,785
Less: accumulated amortization 1,876,959 1,710,864
801,886 785,921
3,801,266 2,588,405
See accompanying notes.
Approved by the Authority:
R. A. MCGUINNESS
Chairman
D. MacALPINE
Member
A-8

LIABILITIES

Current
Accounts payable and accrued
liabilities (NOte 3) .......cevvererreeeerrnicrenne
Current portion of accrued employee
termination benefits...
Deferred rent

Long-term
Accrued employee termination benefits....

Commitments (Note 6)

CONTRIBUTED CAPITAL AND
DEFICIT

Contributed capital...
Deficit

1997 1996
$ $
615,389 736,673
87,997 39,184
6,091
703,386 781,948
910,840 662,099
1,614,226 1,444,047
2,304,546 2,304,546
(117,506)  (1,160,188)
2,187,040 1,144,358
3,801,266 2,588,405

Atlantic Pilotage Authority




STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 1997

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
Operating activities
Cash provided by (used for)
operations
Net profit from operations for the
VA .ot 1,042,682 492,039
Items not requiring cash
Amortization .........ccoceevviiieiinnns 166,095 134,083
Increase in accrued employee
termination benefits 335,861 86,906
Decrease in deferred rent... (6,091) (26,669)
1,538,547 686,359
Cash provided by gain on settlement
Of [BWSUIt ..o 144,315
Cash used for non-cash working
CAPItAl....oi e (612,187) (42,936)
Employee termination benefit
PAYMENES.....coviviiirireiieiereereeeiees (38,307) (14,367)
Cash provided by operating activities....... 888,053 773,371

Investing activities

1997 1996
$ $
Income
Pilotage charges. 9,556,498 7,988,021
Other income 81,254 41,660
9,637,752 8,029,681
Expenses
Pilots’ fees, salaries and benefits........... 4,340,466 3,742,862
Pilot boats, operating COStS...........cccu.... 2,494,651 2,324,708
Staff salaries and benefits 654,946 514,612
Transportation and travel ...... 385,124 341,959
Professional and special services. 199,444 139,783
Utilities, materials and supplies 183,282 157,067
Amortization .. 166,095 134,083
Rentals............ 106,088 116,221
64,974 66,347
8,595,070 7,537,642
Net profit from operations...........ccccceeeenee 1,042,682 492,039
Gain from settlement of
lawsuit (NOLE 7) ....ocveirirrciciririciceis 144,315
Net profit for the year.........cccoovveeccnnne 1,042,682 636,354
See accompanying notes.
STATEMENT OF DEFICIT
FOR THE YEAR ENDED DECEMBER 31, 1997
1997 1996
$ $
Balance, beginning of the year 1,160,188 1,796,542
Net profit for the year .... (1,042,682) (636,354)
Balance, end of the year. 117,506 1,160,188

See accompanying notes.

Atlantic Pilotage Authority

Net additions to capital assets.............. (182,060) (150,051)
Cash used for investing activities............. (182,060) (150,051)
Increase in cash and investments

during the year ..o, 705,993 623,320
Cash and investments, beginning of the

VEAE ..t 739,278 115,958
Cash and investments, end of the year...... 1,445,271 739,278
See accompanying notes.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997

1. Objectivesand activities (c) Employee termination benefits

The Atlantic Pilotage Authority (the "Authority") was
established in 1972 pursuant to the Pilotage Act. The
objects of the Authority are to establish, operate, maintain,
and administer a safe and efficient pilotage service within
designated Canadian waters. The Act provides that pilotage
tariffs shall be fair, reasonable, and sufficient, together
with any revenue from other sources, to permit the
Authority to operate on a self-sustaining financial basis.
According to the National Marine Policy dated December
1995, the Authority no longer has access to parliamentary
appropriations. Bill C-9, currently before the Senate,
proposes amendments to the Pilotage Act whereby no
payment to an Authority may be made under an
appropriation by Parliament to discharge an obligation or
lighility.

The Authority is a Crown corporation listed in
Schedule 1, Part | of the Financial Administration Act and
is not subject to the provisions of the Income Tax Act.

Significant accounting policies
(8 Amortization

Amortization of capital assetsis calculated on a
straight-line basis and is based on the estimated useful
life of the assets as follows:

Pilot boats 10to 25 years
Furniture and equipment 5to 10 years
(b) Pension plan

All employees are covered by the Public Service
Superannuation Plan administered by the Government
of Canada. Contributions to the Plan are required from
both the employee and the Authority. Contributions
with respect to current service are expensed in the
current period. Contributions with respect to past
service benefits are expensed when paid. The
Authority is not required under present legislation to
make contributions with respect to actuarial
deficiencies of the Public Service Superannuation
Account.
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Employees are entitled to specified benefits on
termination as provided for under labour contracts and
conditions of employment. The liability for these
benefitsis recorded as they accrue to the employees.

(d) Investments

Investments are recorded at cost. Write down of
investments to market value would only be recorded
for other than temporary decline in their underlying
value.

Financial instruments

The Authority investsin Government of Canada
Treasury Bills and government guaranteed bonds.

1997 1996
Carrying Carrying
value Yield value Yield
$ % $ %
Maturing within
1 year
Government of
Canada
Treasury Bills...... 309,461  3.235 299,170 2.48
Government of
Canada bonds... 87,906 4171
Provincial bonds....... 145,426 4.108-
4.16
542,793 299,170
Maturing between 1
and 3 years
Government of
Canada bonds....... 265,999 4.548-
4.939
Provincial bonds....... 99,932 4,561
365,931
Maturing beyond
3years
Government of
Canadabond........ 99,321  4.889
Total investments.......... 1,008,045 299,170
Cash...occe 437,226 440,108
Total cash and
investments............... 1,445,271 739,278

The market value of these investments approximates
both their carrying value and fair value.

Accounts receivable and accounts payable are incurred
in the normal course of business. Both are due on demand.
The carrying amounts of each financial instrument
approximate fair values because of their short maturity.
There are no concentrations of accounts receivable with
any one customer.

Atlantic Pilotage Authority




NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

4. Capital assets

1997 1996
Accumulated Accumulated
Cost amortization Net Cost amortization Net
$ $ $ $ $ $

....................................... 450 450 450 450

2,220,202 1,579,986 640,216 2,220,202 1,465,029 755,173

Furniture and equipment 458,193 296,973 161,220 276,133 245,835 30,298
2,678,845 1,876,959 801,886 2,496,785 1,710,864 785,921

5. Related party transactions

The Authority receives services from government
departments and these are provided without charge. These
include pilot dispatching services by the Canadian Coast
Guard, through its Vessel Traffic Service Centres in Nova
Scotia, New Brunswick, and Newfoundland and Labrador.
Pilot dispatch services are a significant aspect of the
Authority’s operations. The cost of these services is not
recorded in thaccounts of the Authority.

6. Commitments

The Authority has entered into contracts for pilot boat
services, office rentals, and wharfage rentals requiring the
following minimum annual payments:

584,365
160,228
120,467

49,963

915,023

7. Lawsuit

The Authority had previously recognized a liability of
$294,315 for a lawsuit and post judgement costs. During
1996, the Authority reached an out-of-court settlement with
the other party. As a result, the Authority recognized the
difference between the original judgement and the
settlement as a gain of $144,315 in 1996.

Atlantic Pilotage Authority A-11




ATOMIC ENERGY OF CANADA LIMITED

THE AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED MARCH 31, 1998
WERE NOT AVAILABLE AT DATE OF PRINTING

A-12 Atomic Energy of Canada Limited




BANK OF CANADA

FINANCIAL REPORTING RESPONSIBILITY

The accompanying financia statements of the Bank of
Canada have been prepared by management in accordance
with accounting principles generally accepted in Canada and
have been consistently applied. The integrity and objectivity of
the data in these financial statements are management’s
responsibility. Management is responsible for ensuring that all
information in the annual report is consistent with the financial
statements.

In support of its responsibility, management maintains
financial and management control systems and practices to
provide reasonable assurance that the financial information is
reliable, that the assets are safeguarded and the operations are
carried out effectively. The Bank has an internal audit
department whose functions include reviewing internal
controls and their application, on an ongoing basis.

The Board of Directors is responsible for ensuring that
management fulfils its responsibilities for financial reporting
and internal control and exercises this responsibility through
the audit committee of the Board. The audit committee reviews
the Bank’s annual financial statements and recommends their
approval by the Board of Directors. The audit committee meets
with management, the internal auditors, and the Bank’s
external auditors appointed by order-in-council.

These financial statements have been audited by the Bank’s
external auditors, Coopers & Lybrand and Caron Bélanger
Ernst & Young and their report is presented herein.

G. G. Thiessen,
Governor

L. T. Requard,
Corporate Secretary

Ottawa, Canada
February 12, 1998

Bank of Canada

AUDITORS’ REPORT

TO THE MINISTER OF FINANCE, registered shareholder of the
Bank of Canada

We have audited the balance sheet of the Bank of Canada as
at December 31, 1997 and the statement of revenue and
expense for the year then ended. These financial statements are
the responsibility of the Bank’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Bank as at
December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

Caron Bélanger Ernst & Young
Chartered Accountants

Coopers & Lybrand
Chartered Accountants

Ottawa, Canada
January 23, 1998
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BALANCE SHEET ASAT DECEMBER 31, 1997

(inmillions of dollars)

ASSETS

Deposits in foreign currencies
U.S. dollars.
Other currencies

Advances to members of the
Canadian Payments Association....

Investments (Note 7)
Treasury bills of Canada.................
Other securities issued or
guaranteed by Canada
maturing within three years........
Other securities issued or
guaranteed by Canada not
maturing within three years........
Other investments..........ccccocvrrenene

Bank premises (Note 4) ..

1997 1996
383.1 235.0
3.2 4.0
386.3 239.0
363.3 553.8
14,065.0 17,416.5
4,165.7 2,328.3
8,799.7 5,635.2
3,434.1 3,942.4
30,464.5 29,322.4
189.0 198.2
346.1 271.0
31,749.2 30,584.4

LIABILITIES

Capital paid up (Note 5)....
Rest fund (Note 6)......
Bank notes in circulation....
Deposits
Government of Canada...
Chartered banks

Other members of the Canadian Pay

Association
Other deposits

Liabilitiesin foreign currencies

Government of Canada...........cccoevererieererennenn
Other 1iabilitiES....c.vueeeeeeeeceeeeeee e

ents

1997 1996
50 5.0
25.0 25.0
30,542.0 29,109.1
40.6 110
539.0 945.5
24.6 14.6
278.3 347.8
882.5 1,318.9
231.2 91.0
63.5 354
31,749.2 30,584.4

See accompanying notes to the financial statements.

G. G. THIESSEN
Governor

D.D. LUSBY
Chief Accountant

On behalf of the Board:

W. DUBOWEC, FCA
Chairman, Audit Committee

J MAXWELL
Lead Director
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STATEMENT OF REVENUE AND EXPENSE

YEAR ENDED DECEMBER 31, 1997
(in millions of dollars)

1997 1996
Revenue
Revenue from investments, net of
interest paid on deposits of
$3.8 million ($9.8 millionin
1996) ....oviiiiii s 1,578.6 1,648.8
Expense by function (Notes 1 and 3)
Monetary policy.......ccccoeeveeerernennnens 374 35.0
Central banking Services.............ccov... 255 22.8
CUITENCY ..o 65.7 69.6
Debt-management services
Market debt services...........cccovunee. 84 9.9
Retail debt services..........cocccvvvunee. 47.7 41.7
184.7 179.0
Less retail debt recoveries.................. (28.9)
155.8 179.0
Other expenses (revenue) .................... (11.6) 34.7
144.2 2137
Net revenue paid to Receiver General
for Canada.........cccoveeeeeeeeececeeeeeene 1,434.4 1,435.1

See accompanying notes to the financial statements.

Bank of Canada

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1. Bank functions

The Bank of Canada’s primary responsibilities are set
out in theBank of Canada Act and can be grouped into four
broad functions which are described below. Net operating
expense in the Statement of revenue and expenses are
reported on the basis of these four corporate functions. Net
operating expenses by major objects of expenditure are
presented in Note 3.

Monetary policy

The Bank’s most important responsibility is monetary
policy. Monetary policy is concerned with managing the
rate of monetary expansion in a way that is consistent with
preserving the value of money.

Central banking services

The Bank carries out a variety of activities thegulate
and support Canada’s principal systems for clearing and
settling payments and other financial transactions. The
Bank also provides a number of central banking services
and advice to the federal government, financial institutions,
and the general public.

Currency

The Bank is responsible for issuing bank notes in
Canada. This responsibilityvolves note design (including
anti-counterféing features) as well as the printing and
distribution of bank notes and their eventual replacement.

Debt-management services
Market debt services

As fiscal agent, the Bank advises the federal
government on matters relating to the public debt and
is responsible for issuing debt, maintaining
bondholder records, and making payments on behalf
of the government for interest and debt redemption.

Retail debt services

As fiscal agent, the Bank provides administrative,
systems and operational support services to the
Canada Investment and Savings Agency in support of
the federal government’s retail debt program and is
responsible for issuing debt, maintaining bondholder
records, and making payments on behalf of the federal
government for interest and debt redemption. Effective
Junel997, as a result of amendments toBaek of
Canada Act, the Bank began charging the Department
of Finance with the full cost of retail debt operations.
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997—Continued

2. Significant accounting policies (f) Deposits

The financial statements of the Bank are in accordance
with generallyaccepted aaunting principles and conform
to the disclosure and accounting requirements oBém&
of Canada Act and the Bank’s by-laws. As all material
changes in financial piti®n are evident from the financial
statements, a separate statement of changes in financial
position has not been prepared as it would not provide any
additional useful information. The significant accounting
policies of the Bank are:

(a) Revenues and expenses

Revenues and expenses are accounted for on the
accrual basis, except for interest on advances to a bank
ordered to be wound up which is recorded as received.

(b) Translation of foreign currencies

Assets and liabilities in foreign currencies are
translated to Canadian dollars at the rates of exchange
prevailing at the year-end. Foreign currency assets and
liabilities covered by forward contracts are converted

to Canadian dollars at the contracted rates. Gains and
losses from translation of, and transactions in, foreign
currencies are included in revenue.

(c) Advances

Advances to members of the Canadian Payments
Association are liquidity loans for which the Bank
charges the Bank Rate. These loans are fully

collateralized and generally overnight in duration.

(d) Investments

Investments, consisting mainly of Government of
Canada treasury bills and bonds, are recorded at cost
and are adjusted for amortization of purchase
discounts and premiums. The amortization, as well as
gains and losses on disposition, are included in
revenue.

(e) Bank premises

Bank premises, consisting of land, buildings,

computer hardware/software, and other equipment, are
recorded at cost less accumulated depreciation.
Computer software is capitalized only when its cost
exceeds $2 million. Depreciation is calculated using
the straight-line method and is applied over the
estimated useful lives of the assets, as shown below.

Buildings
Computer hardware/software
Other equipment

25 to 40 years
3to 7 years
5 to 15 years

A full year of depreciation is charged against assets in
the year of acquisition, except for projects in progress
which are depreciated from the point of substantial
completion. No depreciation is taken on assets in the
year of disposal.
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The liabilities within this category are generally
Canadian dollar non-interest-bearing demand deposits.

(9) Insurance

The Bank does not insure against direct risks of loss to
the Bank, except for potential liabilities to third parties
and where there are legal or contractual obligations to
carry insurance. Any costs arising from these risks are
recorded in thaccounts at the time they can be
reasonably estimated.

Expense by object of expenditure
1997 1996

(in millions of dollars)

SAlaries.....cccvvec 72.3 71.3
Benefits and other staff expenses....... 17.7 234
CUITENCY COSES ...vvrviiieiirireisieicins 18.4 16.8
Premises maintenance, net of rental
income 26.1 28.0
Services and supplies... 30.7 19.5
Depreciation..........cccccuuvee 223 234
187.5 182.4
Recoveries
(28.9)
(2.8 (34
155.8 179.0
Other expenses (revenue)
Settlement Cost........cocvvrriinnnnns 22.3
Workforce adjustment (Note 8)...... 25 50
Miscellaneous ..........ccuvvevririeiennnnns (14.1) 7.4
TOtal e 144.2 2137

Salaries and benefits of Bank staff engaged in premises
maintenance are not included in the Salaries or Benefits
and other staff expenses categories, but rather as part of
Premisegxpenses.

Recoveries represent the fees charged by the Bank for a
variety of services. Effective June 1997, the Bank began
recovering the cost of retail debt operations from the
Canada Investment & Savings Agency on a full cost basis.

Miscellaneous expenses (revenue) for 1997 include a
net book gain of $10.1 million related to the sale of four
Bank buildings outside of Ottawa, namely Halifax, Regina,
Calgary and Vancouver. As well, the Bank received
payment for out-of-pocket expenses of $4.0 million
incurred in connection with the liquidation of the Canadian
Commercial Bank (Note 10).

Certain comparative figures have been reclassified to
conform with the financial statement presentation adopted
in the current year.

Bank of Canada




NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997—Continued

4. Bank premises

1997 1996
Accumulated Net Accumulated Net
Cost depreciation book value Cost depreciation book value

(in millions of dollars)

Land and buildings 201.0 88.2 112.8 224.0 97.6 126.4
Computer hardware/software 36.1 24.0 121 39.1 26.3 12.8
Other equipment 1325 83.0 495 138.7 85.7 53.0
369.6 195.2 174.4 401.8 209.6 192.2
Projectsin progress..........cueenenienneennenns 14.6 14.6 6.0 6.0
384.2 195.2 189.0 407.8 209.6 198.2

5. Capital paid up

The authorized capital of the Bank is $5.0 million
divided into100,000 shares with a par value of $50 each.
The shares are fully paid and, in accordance witiB#n&
of Canada Act, have been issued to the Minister of
Finance, who is holding them on behalf of the Government
of Canada.

6. Restfund

The rest fund was established in accordance with the
Bank of Canada Act and represents the general reserve of
the Bank. The rest fund was accumulated out of net
revenue util it reached the stipulated maximum amount of
$25.0 million in 1955.

7. Investments

This category includes Government of Canada treasury
bills and bonds as well as other investments which are held
under short-term foreign currency swap arrangements with
the Exchange Fund Account of the Government of Canada
as described in Note 11 (b).

The Bank typically holds its investments in treasury
bills and bonds uil maturity. The amortized book values
of these investments approximate their par values. At the
year-end, the average yield on the Bank’s holdings of
treasury bills which average three months to maturity was
3.9 per cent (3.6 per cent in 1996), while the average yield
for bonds maturing within three years was 6.6 per cent
(7.5 per cent in 1996), and for those maturing in over three
years was 7.8 per cent (9.1 per cent in 1996).
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

8.

10.

Workforce adjustment

Following extensive reviews of its activities, the Bank
has been streamlining a number of its operationdtiregu
in an expected total reduction of about 650 of its staff
positions. The position reductions are being accomplished
through early retirements, voluntary departures andfigyo
and will be completed in 1998. To record termination
costs, the Bank made provisions for $33 million in its
accounts in 1995, $5 million in 1996 and $2.8iom in
1997. As at December 31, 1997, $31.4 million of the
provision of $40.5 million has been paid.

Pension plan

The Bank sponsors a defined-benefit pension plan for its
employees which is registered under Fieasion Benefits
Sandards Act. The plan provides pension benefits based
on length of service and rates of pay.

Actuarial valuations of the pension plan are made
periodically by an independent actuary using the projected
benefit method prorated on service. Market-related values
are used to value pension plan assets. Based on the latest
actuarial valuation as at December 31, 1995, the estimated
present value of the accrued pension benefits as at
December 31, 1997 was $423.6 million ($418.8 million in
1996), and the estimated market-related value of the
pension plan assets was $508.8 million ($468.9 million in
1996).

Pension expense for 1997 was in a credit position of
$1.3 million ($7.0 million expense in 1996). These
amounts comprise the actuarially computed cost of pension
benefits in respect of current year service and the
amortization of past service costs and experience gains and
losses. Amortization is calculated on a straight-line basis
over the average remaining service life of the plan
members, currently 12 years.

Legal matters

On September 3, 1985 and January 20, 1986
respectively, winding up orders were issued for the
Canadian Commercial Bank and the Northland Bank. At
those dates, the Bank of Canada had liquidity advances
outstanding of $1.3 billion to the Canadian Commercial
Bank and $0.5 billion to the Northland Bank.

At December 31, 1997, the residual balance of the
advance outstanding was $1 million to the Northland Bank
(unchanged from 1996). On the basis of the available
information, it is the opinion of the Bank of Canada that it
will be fully repaid from the prageds of the liquidation of
Northland Bank.
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11.

As a result of a court order issued in December 1997
concerning the Canadian Commercial Bank, the Bank of
Canada received payment of the residual balance of the
advance outstanding of $45.3 million together with interest
of $43.9 million and out-of-pocket expenses of
$4.0 million. This brings the total amount received by the
Bank of Canada in satisfaction of its claim as a secured
creditor of the Canadian Commercial Bank to $1.5 billion.

An amount of $13.8 million remaining to be paid to the
Bank of Canada as part of the settlement with unsecured
creditors of the Canadian Commercial Bank is reported
under Other assets on the Balance sheet. The Bank of
Canada expects to receive $10 million of this amount
before the end of March 1998.

Commitments
(a) Bank premises

As at December 31, 1997, outstanding commitments
under contracts for new computer systems and
equipment purchases totalled $9.0 million

(%$9.1 million in 1996). These contracts call for
payments over the next year.

Foreign currency contracts

In the ordinary course of business, the Bank enters
into commitments involving the purchase and sale of
foreign currencies. In particular, the Bank enters into
short-term foreign currency swap arrangements with
the Exchange Fund Account (EFA) of the Government
of Canada as part of its cash management operations
within the Canadian banking system. These
transactions, which are made with the concurrence of
the Minister of Finance under a standing authority,
involve the temporary acquisition by the Bank of
foreign currency investments from the EFA. These
investments are paid for in Canadian dollars at the
prevailing exchange rate with a commitment to reverse
the transaction at the same rate of exchange at a future
date. The fair values of these investments are not
materially different from their book values. At the
year-end, the average yield for these investments was
6.1 per cent (6.1 per cent in 1996).

As well, the Bank of Canada is a participant in two
foreign currency swap facilities with foreign central
banks. The first, amounting to U.S.$2 billion, is with
the U.S. Federal Reserve. The second, amounting to
Can. $1 billion, is with the Banco de México. There
were no drawings under either facility in 1996 or
1997.

Bank of Canada




NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

A summary of outstanding commitments follows.
1997 1996

(in millions of dollars)

Foreign currency contracts
—PUrchases........ccocuveenieeeiinnenns 95.8 75.4
—SalES ..ot 3,573.8 4,080.5

As at December 31, 1997, outstanding foreign
currency contracts included sale commitments of
$3,476.2 million ($4,005.1 million in 1996) under
swap arrangements with the EFA.

12. Year 2000

In April 1997, the Bank completed an internal
Y ear 2000 impact assessment. Based on the results of this
study, the Bank has devel oped a business plan to ensure
that its critical interna systems will function properly, to
co-ordinate testing with business partners of shared
systems, and to ensure that appropriate contingency plans
arein placein the event of disruption or system failure.

The plan is designed to ensure continued and proper
functioning of the payments and settlement systems,
monetary policy operations, bank note operations and
debt-management services. A dedicated team has been
formed to provide overall management, direction and
support of the Year 2000 initiatives.

The Bank’s plan is to have internal systems completed
by the end of 1998. In 1999, the Bank will focus on testing
shared systems with its business partners and developing
the necessary contingency plans. The Bank estimates that
the total cost of external and internal resources for this
initiative will be approximately $14.0 millioaver the
period from 1997 to 1999, with $2.0 million of this amount
incurred in 1997.
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BUSINESS DEVELOPMENT BANK OF CANADA

MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL
INFORMATION

The financial statements of the Business Development Bank
of Canada were prepared and presented by management in
accordance with generally accepted accounting principles on a
basis consistent with that of the preceding year. The
information contained therein normally includes amounts
requiring estimation which have been made based upon
informed judgment as to the expected results of current
transactions and events. The financial information presented
elsewhere in this annual report is consistent with the financial
statements.

In discharging its responsibility for the integrity, fairness
and quality of the financial statements and for the accounting
systems from which they are derived, management maintains a
system of internal control designed to provide reasonable
assurance that transactions are authorized, assets are
safeguarded and proper records are maintained. The system of
internal control is augmented by audit and inspection staff who
conduct periodic reviews of different aspects of the Bank's
operations. In addition, the Vice-President, Audit and
Inspection and the independent auditors have full and free
access to the Audit Committee of the Board of Directors which
is responsible for overseeing and reviewing management's
internal control and reporting responsibilities. The Board of
Directors, through the Audit Comttee which is comprised of
Directors who are not employees of the Bank, is responsible
for reviewing and approving the audited annual financial
statements.

The Bank's independent auditors, KPMG, Chartered
Accountants and the Auditor General of Canada have audited
the Bank's financial statements and their report indicates the
scope of their audit and their opinion on the financial
statements.

Francois Beaudoin
President and Chief Executive Officer

Alan B. Marquis
Vice-President, Finance
and Chief Financial Officer
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AUDITORS’ REPORT
TO THE MINISTER OF INDUSTRY

We have audited the balance sheet of the Business
Development Bank of Canada as at March 31, 1998 and the
statements of income, changes in sharelsléguity and
changes in financial piten for the year then ended. These
financial statements are the responsibility of the Bank's
management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Bank as at
March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in our opinion, the transactions of the Bank that
have come to our notice during our audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&usiness Devel opment Bank of Canada Act
and the by-laws of the Bank.

The financial statements for the year ended March 31, 1997
were audited by the Auditor General of Canada and Raymond,
Chabot, Martin, Paré, General Partnership who expressed an
opinion thereon, without reservation in their report dated
May 23, 1997.

KPMG
Chartered Accountants

Montréal, Canada
May 22, 1998

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
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BALANCE SHEET ASAT MARCH 31

(in thousands of dollars)

LIABILITIESAND SHAREHOLDER'S

ASSETS 1998 1997 EQUITY 1998 1997
Cash and short-term investments Accounts payable and accrued
(Note 3) 498,999 426,946 liabilities 40,388 30,316
Securities (Note 4) 58,106 117,475 Accrued interest on borrowing; 74,237 77,090
557,105 544,421 114,625 107,406
Loans, net of allowance for credit
losses (Notes5and 7) ......ceeveeererereeeecnene 3,838,305 3,386,356 Borrowings (Note 9)
Venture capital investments, net of Short-term notes.... 2,462,973 1,206,631
allowance for losses (Notes 6 and 7)......... 70,046 41,444 Long-term notes.... 1,375,532 2,164,339
3,908,351 3,427,800 3,838,505 3,370,970
Capital assets, net of accumulated Other liabilities (Note 10).........ccevveireerinne 127,801 83,835
depreciation..... 26,454 19,033
Other assets (Note 8) 96,079 38,551 SHAREHOLDER'S EQUITY
122,533 57,584
Share capital (Note 11). 403,400 403,400
Retained earnings 103,658 64,194
507,058 467,594
TOtal 8SSELS.....coiviveiiiricie e 4,587,989 4,029,805 Total liabilities and shareholder’s equity...... 4,587,989 4,029,805
The accompanying notes to financial statements are an integral part of this statement.
Approved by the Board:
TERRY B. GRIEVE
Director
FRANCOIS BEAUDOIN
Director
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STATEMENT OF INCOME

FOR THE YEAR ENDED MARCH 31

(in thousands of dollars)

Financial services
Loans division
Interest income.
Interest expense (Note 12)

Net interest income.........cccovveeeeeene
Provision for credit losses

Net interest income after
provision for credit losses.........

Operating and administrative
expenses (Note 13) .......ccceeuenene

Income from loans division...........

Venture Capital division
Investment income..........cccoeeueee.
Provision for losses on

investments (Note 7)

Net investment income after
provision for losses.....

Operating and administrative
expenses (Note 13) ...

Income from Venture Capital
AIVISION ..o

Income from financial services...............

Consulting group
Revenue....
Operating and administrative

expenses (Note 13) .......ccoeveeinins

Loss from consulting group....................

Net income (excluding parliamentary
apPropriation) ........cocceveevrneeenrinens

Parliamentary appropriation
(NOtE 14) ..

Net income (loss) by division
(excluding parliamentary
appropriation)

Loans....
Venture capi
Consulting group....

Net income (excluding parliamentary
aPPropriation).......ccceeeeeereereeneerennns

STATEMENT OF CHANGES IN SHAREHOLDER'S

EQUITY FOR THE YEAR ENDED MARCH 31

(in thousands of dollars)

Preferred shares (Note 11)
Balance at beginning of year
Issue of preferred shares.

Balance at end of year.........cccccovuenee

Common shares (Note 11)
Balance at beginning of year ..............

Balance at end of year.........cccccovueuee
Total share capital .........coeeveinierircecnnn,

Retained earnings
Balance at beginning of year
Net income......
Dividend on preferr

Balance at end of year...........cc.coeuenee

Total shareholder’s equity...........ccccocvneee

1998 1997
100,000 50,000
50,000
100,000 100,000
303,400 303,400
303,400 303,400
403,400 403,400
64,194 16,928
45474 50,668
(6,010) (3,402)
103,658 64,194
507,058 467,504

1998 1997
348,390 326,508
129,742 134,637
218,648 191,871

51,300 39,041
167,348 152,830
116,611 104,406

50,737 48,424

11,364 16,385

1,920 2,393
9,444 13,992
5,227 4,044
4,217 9,948

54,954 58,372

21,458 19,758

30,938 34,410

(9,480) (14,652)

45,474 43,720

6,948

45,474 50,668

50,737 48,424

4,217 9,948
(9,480) (14,652)
45,474 43,720

The accompanying notes to financial statements are an integral part of this

statement.
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The accompanying notes to financial statements are an integral part of this

statement.
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STATEMENT OF CHANGES IN FINANCIAL POSITION NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED MARCH 31 MARCH 31, 1998
(in thousands of dollars) (in thousands of dollars except as otherwise indicated)
1998 1997 1. Act of incorporation, objectives and operations of the
Corporation

Cash flows from operating activities

Net income....._.._ .................................... 45,474 50,668 The Business Devel opment Bank of Canada (BDC) isa
Items not requiring an outlay of cash

rovisi " Crown corporation which was established by an Act of
ovision for credit losses and . X
losses on venture capital Perliament on December 20, 1974 asthe Federal Business
INVESIMENES. ...vovorvvvoerriesssrirseeees 53,220 41,434 Development Bank, and continued under its current name
Depreciation of capital assets 5,980 4,434 by an Act of Parliament on July 13, 1995. The Bank is
Ch?gagﬁs'“ interest receivable on (w225 (368) wholly owned by the Government of Canada and is exempt
Change in accrued interest on ’ from income taxes.
DOrTOWINGS ... (2,853) 33,326

Net change in other assets and ofher The ObJeC'[IVGS of the Bank areto promote and assistin
0 IIHES oo 14,485 (15,458) the establishment and devel opment of business enterprises

in Canada, especially small and medium-sized businesses,

o o by providing a wide range of financial and consulting

Cash flows used in investing activities services tailored to meet the current needs of those

D'ﬁ;ﬂ?};&!;@“ and venture (1181002) (923765 businesses and to earn an appropriate return on investment

115,081 114,036

Repayments of loans and venture capital, which is used to expand the |oan portfolio.
capital investments.........c.cccceeeeverenes 649,446 598,096 i
Net acquisition of capital assets .......... (13,401) (8.358) The Business Development Bank of Canada Act

expanded and extended the mandate of the Bank, enabling

(545.947) (334,027) it to more effectively respond to the needs of Canada’s

Calsh f'o"‘ﬁfm”‘t”"a“"itng activities J5701 607 408 small and medium-sized businesses. The Bank offers to
Ssue of ong-term NOteS...........uvvveeenens , K . . .
Repayment of long-term not (1.064.694) (680,034) Canadlan_ companies services cor_nplementary_to those of
Net change in short-term notes. ) 1,256,342 108,441 commercial financial institutions: financial services,
Net change in SeCurities ............oc.eee.. 59,369 46,977 venturecapital, and consulting services.
Proceeds from issue of preferred . o .
50,000 To finance these objectives, the Bank issues debt
(6,010) (3,402 instruments which are secured by the Government of
502,919 419,390 Canada. Th8usiness Development Bank of Canada Act
Net increase in cash and also_allows the issuance of hybrid ce}pltal mstrum_ents to
SOt M INVESIMENS .o 72,053 199,399 provide the capital required for meeting the growing
Cash and short-term investments financial needs of Canadian small and medium-sized
at beginning of year...........cccooovuinennees 426,946 227,547 businesses. The Crown would not be liable for payment of
Cash and short-term investments amounts owing under such capital instruments.
at end Of Year.......covvvveeninnrcciiicnins 498,999 426,946 o i .
- — - - 2. Significant accounting policies
The accompanying notes to financial statements are an integral part of this
statement. The financial statements have been prepared in

accordance with generally accepted accounting principles.
As such, the preparation of financial statements requires
that management make estimates and assumptions that
affect reported amounts and disclosures in these
statements. Actual results could differ from those
estimates. The significant accounting policies used in the
preparation of these financial statements are summarized
below.

Securities

Debt securities are carried at amortized cost with
premiums and discounts amortized over the period to
maturity. Where there has been a decline in value of a
security that is other than temporary, the carrying value of
the security is appropriately reduced. Interest revenue,
gains and losses on disposal and adjustments to record any
impairment in value that is other than temporary are netted
against interest expense.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

Loans and allowance for credit losses

Loans are stated at principal amounts including accrued
interest receivable, net of allowance for credit losses.

The allowance for credit losses is maintained at a level
considered adequate to absorb credit losses existing in the
Bank’s portfolio. The allowance is increased by an annual
provision for credit losses which is charged against income
and is reduced by write-offs, net of recoveries.

A loan is considered to be impaired as a result of a
deterioration in credit quality to the extent that the Bank no
longer has reasonable assurance that the full amount of
principal and interest will be collected. When a loan is
considered impaired, the carrying amount of the loan is
reduced to its estimated realizable value by discounting the
expected cash flows at the effective interest rate inherent in
the loan, or if cash flows cannot be reasonably estimated,
the fair value of any underlying security, net of expected
realization costs, is used. The amount dfahimpairment
and any subsequent changes are recorded through the
provision for credit losses as an adjustment to the specific
allowance.

In addition to specific allowances against identified
impaired loans, the Bank maintains a group allowance to
cover impairment attributable to the deterioration of credit
quality in the total loan portfolio for which specific
allowances cannot yet be determined. Group allowances
are estimated based upon historical loss experience and
prevailing economic conditions.

Venture capital investments and allowance for losses

Venture capital investments are reded at cost net of
allowance for losses. The allowance for losses on these
investments is established by a management review of
individual investments.

Revenue recogtion

Interest on loans is recorded as income on an accrual
basis except for loans which are considered impaired.
When a loan becomes impaired, redtign of interest
ceases.

Any interest payments on impaired loans are applied to
the carrying amount of the loan unless the loan is fully
secured and does not require a specific allowance, in which
case interest income is recognized on a cash basis.

For impaired loans measured on the basis of expected
future cash flows, as explained under Loans and allowance
for credit losses, the increase in present value attributable
to the passage of time is reported as interest income.
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Capital assets and depreciation

Capital assets are recorded at cost and depreciated over
their maximum estimated useful lives, using the straight-
line method as follows:

Computer equipment and software 3-7 years

Furniture and fixtures 5 years

Leasehold improvements over the term of the lease
maximum 15 years

Premiums, discounts and debt issue expenses

Premiums, discounts and expenses related to the issue of
debt are amortized on a straight-line basis over the term of
the obligations to which they pertain and are charged to
interest expense.

Translation of foreign currencies

Assets and liabilities denominated in foreign currencies
are translated into Canadian dollars at rates prevailing on
the balance sheet date. Revenues and expenses
denominated in foreign currencies are translated into
Canadian dollars at average exchange rates for the year.

Derivative financial instruments

The Bank enters into derivative financial instruments to
manage the interest rate, foreign exchange rate and equity
market exposures arising from on-balance sheet positions.
These financial instruments are used as hedges for the sole
purpose of matching assets and liabilities. These
derivatives are accounted for on an accrual basis with the
related revenue or expense recognized over the life of the
hedged position as an adjustment to interest expense.

Premiums paid or received with respect to derivative
financial instruments are deferred and amortized to interest
expense over the lives of the derivative contracts.

Post-employment benefits

The Bank maintains a defined benefit pension plan for
eligible employees. Periodic valuations are performed by
independent actuaries to determine the present value of the
accrued pension benefits. The costs of the plan, which are
included with salaries and staff benefits, are comprised of
the cost of pension benefits in respect of current service,
and the amortization over the expected average remaining
service life of the employees of experience gains or losses
in respect of the plan, and any adjustments arising from
changes to the plan or the plan assumptions.

The Bank also provides post-employment benefits, other
than pensions, consisting of life insurance and health care
benefits for eligible retirees and specified benefits for
eligible former employees, which are accrued annually
based on actuarial valuations and are recorded in “Other
liabilities”.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

3. Cash and short-term investments

Cash and short-term investments comprise bank account
balances, net of cheques outstanding, and short-term bank
deposits for terms less than 90 days.

4. Securities

Term to maturity

Within 1to3 1998 1997
1year years Total Total
Debt securities issued or guaranteed by
Canada
Carrying value 26,830 26,830 42,036
Yield (%) .... . 6.75 6.75 6.28
Fair value 27,694 27,694 42,791
Provinces
Carrying value. 26,276 26,276 65,414
Yield (%) ... . 7.13 7.13 5.90
Fair value 27,483 27,483 67,921
Other
Carrying value. 5,000 5,000 10,025
Yield (%) 7.60 7.60 7.48
FaIT VBIUB ......eoooneeeeeese et 5,000 5,000 10,285
Total
Carrying value 5,000 53,106 58,106 117,475
Yield (%) 7.60 6.94 6.99 6.17
Fair value 5,000 55,177 60,177 120,997
Swap contracts
Notional amount 5,000 52,001 57,001 115,346
Adjusted yield (%) @ 5.00 4.94 4.95 325
@ After adjusting for the effect of related derivatives
All securities held as at March 31 wereuisd in Canada
at fixed rates. Yields are based upon carrying values and
contractual interest rates adjusted for amortization of
premiums and discounts. Term to maturity classifications
are based upon the contractual maturity of the security. Fair
value is based on market quotes when available and may
not be realized on sale. If quoted market prices are not
available, fair values are estimated using quoted market
prices of similar securities. Where appropriate, the Bank
has entered into interest rate swaps to adjust the interest
rate risk associated with the above sii@s:
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

5. Loans

The following table summarizes the repricing or
maturity dates, whichever is earlier, and the effective

interest rates of loans outstanding as at March 31. The
effective interest rates are computed on a weighted average

basis.

Performing - floating..

Performing - fixed
Under oneyear .......
1lto2years...
2to 3years...
3to4years...
4to5years...
Over 5 years

Performing....
Impaired.

Total loans..

Allowance for credit
losses

Loans, net of
allowance
for credit losses......

The concentrations of the total loans outstanding by
province and territory as at March 31 are set out in the

1998 1997
$ % $ %
2182820 924 1648756  7.39
621,770 897 634771 922
228518 964 376748 971
272,662 1000 197,546 10.07
182272 976 264325 1033
176,488 929 163947  9.89
179018 944 92617 1011
3,843,548 3,378,710
228,806 232,123
4,072,354 3,610,833
(149,342) (135,754)
(84,707) (88,723)
(234,049) (224,477)
3,838,305 3,386,356

table below. The Bank believes it does not have any

significant concentrations in any individual or group of

clients.

Geographic distribution

Newfoundland..............
Prince Edward Island....
Nova Scotia.
New Brunswick

Total loans
outstanding...............
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Northwest Territories....

1998 1997
$ % $ %

130,345 3.2 109,130 3.0
35,880 0.9 30,818 0.9
88,875 22 82,820 23
145,752 3.6 130,772 3.6
1,532,511 376 1343169 37.2
1,038,119 255 884,281 245
98,251 24 86,468 24
95,917 24 88,323 25
253,386 6.2 224,420 6.2
592,095 14.5 571,047 158
31,203 0.8 29,409 0.8
30,020 0.7 30,176 0.8
4,072,354 100.0 3,610,833 100.0

6. Venture capital investments

The Bank maintains a portfolio of venture capital
investments which is focused on companies having
promising competitive positions in their respective
marketplaces and strong growth potential. The
concentrations of venture capital investments are listed
below. The Bank believes it does not have any significant
concentrations in any individual industry sector or client.

Industry sector 1998 1997
COMPULET ...oveeeeeeeeneneneneeeeeeeens 24,833 13,569
Communications.... 2,420 2,270
Electronics 11,304 7,643
Biotechnology/
Medical/Health.. 21,960 10,415
ial. e 2,793 5,061
3,189 3,489
14,356 12,489
80,855 54,936
Allowance for losses
ON iNVESIMENES ......c.covvvireereecinnn (10,809) (13,492)
Venture capital
investments, net
of allowance for losses
ON INVESIMENES ....c.ovveviicriiiriiis 70,046 41,444

Investments are generally held 4 to 7 years. Divess
are made through listings of investee shares on public
markets or the sale of the Bank’s shares to other existing
shareholders or to third parties. Investment yields vary
from year to year due to dividend and interest income
received and divestitures made. Below is a summary of the
venturecapital portfolio by type of investment.

1998 1997
Common shares.. 46,046 31,907
Preferred shares 22,092 12,718
Debentures 12,717 10,311
80,855 54,936

Allowance for losses on
INVESEMENES......ccveiereeieerereeieerees (10,809) (13,492)

Venture capital investments,
net of allowance for losses
ON INVESLMENES......ccvveeveeeeeneeereennes 70,046 41,444
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

7. Allowance for credit losses and losses on venture capital
investments

The following table summarizes the changes in the
allowance for credit losses and losses on venture capital
investments as at March 31.

1998 1997
Venture Venture
capital capital
Loans investments Total Loans investments Total
Balance at beginning of year 224,477 13,492 237,969 217,965 12,627 230,592
WIite-OffS. .o (39,014) (4,603) (43,617) (28,629) (1,529) (30,158)
Interest income due to accretion (4,331) (4,331) (6,154) (6,154)
Recoveries. 1,617 1,617 2,254 1 2,255
182,749 8,889 191,638 185,436 11,099 196,535
Provision for credit losses and losses on venture
capital iNVESIMENES ... 51,300 1,920 53,220 39,041 2,393 41,434
Balance at end of Year ..........cccvvvieecinininicieens 234,049 10,809 244,858 224,477 13,492 237,969

8. Other assets
1998 1997

Accrued interest and foreign

currency adjustments on

derivative financial instruments... 88,438 28,607
Unamortized debt issue expenses

on long-term notes. 479 2,048
7,162 7,896
96,079 38,551

9. Borrowings

The Bank issues debt instruments in world capital
markets to fund its loan portfolio All foreign exchange risk
is hedged through the use of derivatives. Intamg where
appropriate, the Bank enters into interest rate, cross
currency interest rate and equity-linked swap contracts to
hedge the related interest rate and equity market risks. The
table below shows the outstanding notes as at March 31.

Nominal
Maturity date Effective rate Currency amount 1998 1997
% $ $ $
Short-term notes
1998 ... 2.51-4.53 Swiss francs 75,000
DM 64,500
USdollars 292,300
GB pounds 10,000
HK dollars 25,000
THAI Baht 40,000
CDN dollars 655,574
1,206,631
1999... 3.74-5.11 DM 318,000
USdollars 498,000
GB pounds 55,000
CDN dollars 1,404,370
2,462,973
Total Short-terM NOLES ........eeveeeeeereeeeecee e 2,462,973 1,206,631
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

Nominal Effective Principal
Maturity date rate rate* Currency amount 1998 1997
% % $ $ $
Long-term notes
Within a year
1998 ..o 2.77-6.00 USdollars 182,673
CDN dollars 420,000
669,036
1999.... 1.80-7.00 Yen 2,256,031
USdollars 56,500
CDN dollars 388,500
471,286
Longer than a year
June 19, 1998... 7.45 2.83 16,500
June 30, 1998 415 311 Yen 1,690,000 20,517
July 25, 1998. 7.00 2.90 26,000
July 29, 1998..... 6.00 9.27 Yen 1,100,023 18,717
August 27, 1998 450 2.86 140,000
October 6, 1998.... 7.00 7.00 125,000
October 15, 1998 Zero coupon 2.79 USdollars 35,000 46,830
November 6, 1998 Zero coupon 2.80 11,000
November 25, 1998.. 8.78 1.57 50,000
March 5, 1999 ... Zero coupon 2.78 USdollars 10,000 13,680
April 8,1999. Zero coupon 4.46Y 10,000 10,000
May 21, 1999 6.38 6.83 USdollars 100,000 141,980 136,650
June 4, 1999 6.00 4.59@ 15,000
July 15, 1999 4.26 4510 5,000 5,000
September 17, 1999.. 5.40 4.93% USdollars 3,000 4,428
December 1, 1999..... 6.00 4,69 10,000
January 14, 2000 .. Zero coupon 4,890 USdollars 10,000 12,619
March 16, 2000. Zero coupon 4519 25,000 25,000
June 19, 2000..... 6.00 5.38" 15,000
September 25, 2000.. 7.43 7.43 75,000 75,000
November 24, 2000.. 6.89 4500 USdollars 12,024 17,071 21,809
November 6, 2001 13.99 470 USdollars 105,000 149,079 143,600
June 24, 2002 Zero coupon 5139 23,000 16,000
October 4, 2002.... Zero coupon 468119 12,000
July 8, 2003... Zero coupon 5379 56,261 64,000
July 11, 2003. Zero coupon 46310 20,000
August 27, 2003 Zero coupon 42940 14,000
June 27, 2005 .... 8.00 457 20,000 20,000
August 15, 2005 Zero coupon 47242 33,322 25,000
October 18, 2005 8.52 3.04 67,000
October 18, 2005 8.33 463 23,000
November 2, 2005 8.00 4778 25,000 25,000
December 12, 2005 .. 7.73 47449 20,000 20,000
December 12, 2005 .. 7.76 45449 58,000 58,000
January 5, 2006 .... 8.26 371 115,000
March 1, 2006.... 7.55 553 60,000
April 19, 2006 8.13 6.20%9 25,000 25,000
December 2, 2006 6.40 463 26,486 35,000
August 8, 2007 ..... 6.40 46819 5,000
August 28, 2007 6.23 5.04%7 31,000
October 20, 2007.. 6.00 45149 30,000
March 18, 2008 . 8.35 2.90 32,000
June 17, 2008 7.10 450119 25,000 25,000
Total long-term notes..........cceeevnene 1,375,532 2,164,339
Current portion of long-term
notes with maturity date
longer thanayear ........c.ccceeveuenene 5,616 13,764

* The effective rates on long-term notes are after giving effect to swap contracts when applicable. Information as to the repricing dates of the interest rate swap
contracts is included in Note 16.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued
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BDC will pay the nominal amount at maturity plus variable
interest related to the performance of the S&P 500 Index.
The noteholder may elect to receive the variable interest
from time to time prior to maturity date.

Interest is payable annually. BDC may, at its option, on the
initial maturity date and each extended maturity date
thereafter on which the note is outstanding, extend the
maturity date by one year to the next extended maturity date
at predetermined rates up to June 4, 2007.

Interest is compounded quarterly and payable at redemption
or maturity date. BDC has the option to redeem the note
annually prior to maturity beginning October 17, 1997.

The holder has the option to redeem this note prior to
maturity date. Notice of early redemption may be given at
any time. The principal amount is linked to the performance
of the GSCI Excess Return Index.

Interest is payable semi-annually. BDC may, at its option on
the initial maturity date and each extended maturity date
thereafter on which the note is outstanding, extend the
maturity date by one year to the next extended maturity date
at predetermined rates up to December 1, 2006.

The payment of principal at maturity is linked to the
performance of the GSCI Total Return Index.

Interest is payable annually. BDC may, at its option, on the
initial maturity date and each extended maturity date
thereafter on which the note is outstanding, extend the
maturity date by one year to the next maturity date at
predetermined rates up to June 2@)7.

Principal and interest amount are payable in uneven monthly
instalments to maturity.

BDC will pay the nominal amount at maturity plus a variable
interest related to the performance of the NIKKEI 225 Index.
The noteholder may elect to receive the variable interest
from time to time prior to maturity date.

BDC will pay the nominal amount at maturity plus a variable
interest related to the performance of the shares of 20 major
Japanese companies. The noteholder may elect to receive the
variable interest from time to time prior to maturity date.

Interest is compounded semi-annually and payable at
maturity. Annually, BDC has the right to redeem the note
prior to maturity starting June 27, 1998.

BDC will pay the nominal amount at maturity plus variable
interest related to the performance of the S&P 500 Index and
the TSE 35 Index. The noteholder may elect to receive the
variable interest from time to time prior to maturity date.

BDC may, at its option, redeem the note annually on each
coupon date at a predetermined rate starting
November 2, 1998.

Interest is compounded semi-annually and payable on
redemption date or at maturity. BDC has the option to
redeem the note starting December 12, 2000.

Business Development Bank of Canada

(15)

(16)

1)

(18)

(9

Interest is compounded semi-annually and payable on the
call date or at maturity. BDC may, at its option, call the note
semi-annually on each coupon date, starting April 19, 1999.

Interest is compounded semi-annually and payable at
redemption or maturity date. BDC has the option to redeem
the note annually prior to maturity beginning

August 8, 2001.

Interest is compounded semi-annually and payable at
redemption or maturity date. BDC has the option to redeem
the note annually prior to maturity beginning

August 28, 2000.

Interest is compounded semi-annually and payable at
redemption or maturity date. BDC has the option to redeem
the note annually prior to maturity beginning

October 20, 1999.

Interest is payable annually. BDC may, at its option, redeem
the note in whole on each coupon date, starting
June 17, 1998.

The preceding table includes $1,150,532 in 1998 and
$1,939,339 in 1997 of long-term notes payable which have
been the subject of interest rate, cross-currency interest rate
and equity-linked swap contracts and options with other
financial institutions. These borrowings fund a portion of
the Bank's floating interest rate loan portfolio.

As at March 31, 1998 the payment requirements and
maturities of bng-term notes are as follows:

476,902
230,586
94,896
149,079
35,000
90,261

1,375,532
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10.

11.

Other liabilities

1998 1997

Deferred incOme ........coeeeeeeeeeeeenens 4,195 3,948
Accrued post-employment benefits.. 57,994 56,327
Unamortized premiums,

accrued interest and foreign

currency adjustments on

derivative financial instruments... 44,085 4,030
Other ..o 21,527 19,530

127,801 83,835

Share capital and statutory limitations
Share capital
Authorized:

(&) An unlimited number of preferred shares without par
value, non-voting, issuable in series;

(b) An unlimited number of common shares, having a par
value of $100 (one hundred dala each.

Outstanding 1998 1997
Number Number
of shares  Amount of shares Amount
Preferred shares
Class A
—Series 1.... 500,000 50,000 500,000 50,000
—Series 2.... 500,000 50,000 500,000 50,000
100,000 100,000
Common shares.......... 3,034,000 303,400 3,034,000 303,400
Total outstanding
share capital .......... 403,400 403,400

Class A Preferred Shares, Series 1 have a fixed,
preferential and cumulative dividend of 6.805% per
annum, commencing April 1996 until March 31, 1999, and
thereafter, to March 31, 2002 and for each subsequent
three-year period, the rate shall be adjusted as at the
beginning of the period, so asto equal the consolidated
revenue fund’s three-year term lending rate published by
the Minister of Finance for the month of March last
preceding the period plus $%f 1%. Such shares are
exchangeable at the option of the holder, with the approval
of the Minister of Finance, for fully-paid common shares
on the basis of one common share for each Class A
Preferred Share, Series 1. All dividends accumulated or
declared and unpaid as at the date of exchange are payable
by the Bank on a pro rata basis, as if such dividends had
accrued from day-to-day.
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Class A Preferred Shares, Series 2 have a fixed,
preferential and cumulative dividend of 5.215% per
annum, commencing April 1997 until March 31, 2000, and
thereafter, to March 31, 2003 and for each subsequent
three-year period, the rate shall be adjusted as at the
beginning of the period, so as to equal the consolidated
revenue fund’s three-year term lending rate published by
the Minister of Finance for the month of March last
preceding the period plus $%f 1%. Such shares are
exchangeable at the option of the holder, with the approval
of the Minister of Finance, for fully-paid common shares
on the basis of one common share for each Class A
Preferred Share, Series 2. All dividends accumulated or
declared and unpaid as at the date of exchange are payable
by the Bank on a pro rata basis, as if such dividends had
accrued from day-to-day.

On July 13, 1995, the existing capital of $590,000 paid
in by Canada was converted into 5,900,000 common shares
of the Business Development Bank of Canada on the basis
of one common share for each $100 (one hundred dollars)
of capital paid in by Canada.

Effective March 31, 1996, the Board of Directors, with
the approval of the Governor in Coilpauthorized the
cancellation of 2,866,000 of those common shares and a
corresponding reduction of $286,600 in paid-in capital,
thus eliminating $286,600 of the accumulated deficit.

Statutory limitations

The aggregate of borrowings and contingent liabilities
of the Bank in the form of guarantees given by it may not
exceed twelve times the equity of the Bank.

Moreover, the paid-in capital of the Bank, the
contributed surplus and any proceeds that have been
prescribed as equity, must not at any time exceed
$1.5 billion.

Interest expense

1998 1997
Interest on borrowings........oeeeeeerrenienens 151,176 154,731
Security and short-term investment
INCOME ... (21,434) (20,094)
129,742 134,637

Business Development Bank of Canada
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13. Operating and administrative expenses

1998 1997
Consulting Consulting
Financial services group Financial services group
Venture Venture
Loans capital Loans capital
division division division division
Salaries and staff benefits 59,839 2,999 20,538 50,119 2,223 22,104
Premises and equipment 15,559 686 2,516 14,516 418 3,093
Other expenses 41,213 1,542 7,884 39,771 1,403 9,213
116,611 5,227 30,938 104,406 4,044 34,410

14. Parliamentary appropriation

During the six-month period, from April to
September 1996, Parliamentary appropriations totalling
$6,948 were received by the Bank. In September 1996, the
Bank decided to fund the operations of the Ctiimgu
Group entirely from internal resources. Accordingly, with
effect from that date, BDC will no longer receive funding
from the Government of Canada.

15. Fair value of financial instruments

The amounts set out below represent the fair values of
on- and off-balancehget financial instruments held or
issued by the Bank using the valuation methods and
assumptions referred to below. The estimated fair value
amounts represent approximate amounts at which the
instruments could be exchanged between willing parties,
however many of the financial instruments lack an
available trading market. Therefore, fair values are
estimated using present value and other valuation
techniques which are extensively affected by the
assumptions used. As such, the derived fair value estimates
should not be interpreted as realizable values in an
immediate settlement of the instruments.
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The carrying values are not adjusted to reflect increases

or decreases in fair values resulting from fluctuations in
interest rates, as it is the Bank’s intention to realize the
value of these financial instruments over time by holding
them to maturity.

1998 1997
Fair value Fair value
over over
(under) (under)
Carrying Fair carrying Carrying Fair carrying
value value value value value value
Balance sheet
Assets
Cash and short-term investments. 498,999 498,999 426,946 426,946
Securities (Note 4) 58,106 60,177 2,071 117,475 120,997 3,522
Loans......ccovverecnnn, 3,838,305 3,857,678 19,373 3,386,356 3,418,283 31,927
Venture capital investments.. 70,046 104,179 34,133 41,444 75,867 34,423
Other assets 7,162 7,162 7,896 7,896
4,472,618 4,528,195 55,577 3,980,117 4,049,989 69,872
Liabilities
Accounts payable and accrued
liabilities 40,388 40,388 30,316 30,316
Accrued interest on borrowings. 74,237 74,237 77,090 77,090
Short-term notes..... 2,462,973 2,462,973 1,206,631 1,206,631
Long-term notes.. 1,375,532 1,459,131 83,599 2,164,339 2,322,489 158,150
3,953,130 4,036,729 83,599 3,478,376 3,636,526 158,150
(28,022) (88,278)
Off-balance sheet
Derivative financial instruments
(Note 16).... (4,554) 50,826 55,380 (41,953) 80,408 122,361
27,358 34,083

and assumptions which are as follows:
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Fair values are based on a range of valuation methods

Financial instruments valued at carrying value—The
estimated fair value of the following assets and liabilities is
assumed to approximate carrying value as the items are
short-term in nature:

» Cash and short-term investments

Other assets

Accounts payable and accrued lidtieb

Accrued interest on borrowings

Short-term notes

Securities—The fair value of securities is provided in
Note 4 to the financial statements.

Business Development Bank of Canada
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16.

Loans—For performing variable rate loans, estimated
fair value is assumed to equal carrying value. For
performing fixed rate loans, estimated fair value is
determined using a discounted cash flow calculation that
uses market interest rates currently charged for similar new
loans at March 31 to expected maturity or repricing. For
impaired loans, fair value is equal to carrying value in
accordance with the valuation methods described in Note 2
under Loans and allowance for credit losses.

Venture capital investments—For venture capital
investments made during the current year, estimated fair
value is assumed to equal the carrying value. For
investments in publicly traded companies, fair value is the
guoted share price at March 31. The fair value of other
investments is estimated using established earnings
multiples.

Long-term notes—The fair value of long-term notes is
based on quoted market prices for similar issues, or current
rates offered to the Bank for notes of the same remaining
maturity.

Derivative financial instruments—The fair value of
derivative financial instruments is provided in Note 16 to
the financial statements.

Derivative financial instruments

The Bank enters into derivative financial instruments as
hedging transactions for the sole purpose of matching its
assets and liabilities atmdging market risk exposure.
These transactions are designed to reduce the Bank’s
exposure to mismatches in revenue and expensdsmgsu
from fluctuations in interest rates and foreign exchange.

Depending on the circumstances, these transactions may
include interest rate swap contracts, forward rate
agreements, interest rate option contracts, cross-currency
interest rate swap contracts, currency swap contracts,
foreign exchange forward contracts, foreign currency
option contracts, and equity-linked contracts.

Interest rate swap contracts

Interest rate swap contracts are agreements between two
parties to exchange interest flows on a specific notional
amount for a predetermined period, based on agreed fixed
and floating rates.

Forward rate agreements

Forward rate agreements are contracts negotiated
between two parties to buy or sell financial instruments at
future dates and at specified rates.

Interest rate option contracts

Interest rate option contracts are agreements granting
the purchaser the right to either purchase from or sell to the
writer of the option a specified financial instrument on
agreed terms. In consideration of the interest rate risk, the
seller receives a premium from the purchaser.

Business Development Bank of Canada

Cross-currency interest rate swap contracts

Cross-currency interest rate swap contracts are
agreements between two parties to exchange both
currencies and interest rates on a specific notional amount
for a predetermined period.

Currency swap contracts

Currency swap contracts are agreements between two
parties to exchange currencies at specific prices and at
predetermined dates.

Foreign exchange forward contracts

Foreign exchange forward contracts are commitments to
exchange two currencies at a predetermined date and at a
rate agreed upon by the parties at the transaction date.

Foreign currency option contracts

Foreign currency option contracts are agreements
granting the right to buy and sell specified amounts of
foreign currencies at fixed prices on specified future dates.

Equity-linked contracts

Equity-linked contracts are agreements to pay or receive
cash flows based on the increase or decrease in an
underlying equity index.
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The following table represents the notional amount and
replacement cost of the derivative financial instruments as

at March 31.
1998 1997
Notional Replacement Notional Replacement
amount* cost** amount* cost**
Interest rate contracts
Interest rate swap and equity-linked swap CONtracts .........c.coeevevirinieneee 1,383,973 54,759 2,638,256 73,138
Forward rate agreements.......... 355,000 92 1,839,000 599
Interest rate option contracts....
Cross-currency interest rate swap contracts... 422,571 58,188 772,087 73,831
Foreign exchange contracts
Currency swap contracts
Foreign exchange forward contracts 1,483,982 10,368 730,160 10,530
Foreign currency option contracts...
3,645,526 123,407 5,979,503 158,098
29,036 46,552
3,645,526 94,371 5,979,503 111,546

*  The notional amount represents the amount at which arate or price is applied in order to calculate the exchange of cash flows
** Replacement cost represents the cost of replacing, at current market rates, all contracts in an unrealized gain position.

Credit risk

The notional amounts of financial instruments held by
the Bank are not indicative of the credit or market risk
exposure associated with the contracts. The risk of loss is
related only to the possibility that a counterparty to a
transaction does not perform as agreed. In the event of
default by a counterparty, the risk to the Bank in these
transactions would be limited to the prevailing currency
and/or interest rate differentials as represented by the
positive fair values of transactions that are in an unrealized
gain position. The Bank limits its exposure to this type of
risk by dealing only with financial institutions having
credit ratings in accordance with the Department of
Finance guidelines, and believes it does not have any
significant concentrations in any individual financial
institution. The Bank continually monitors its position and
the credit ratings of its counterparties and seeks to limit its
credit exposure by entering into master netting agreements
with counterparties. The credit risk associated with
contracts in a favourable position is eliminated by a master
netting agreement only to the extent that contracts in an
unfavourable position with the same counterpaiitynet
be settled before the favourable contracts. The Bank’s
overall exposure to credit risk on derivative instruments
can change substantially within a short period since it is
affected by each transaction subject to the arrangement.
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Counterparty credit risk exposure

Counterparty ratings

AAA AA+ AA AA- A+ A
Gross positive replacement Cost ...........oveirrieene 58,757 7,529 5,353 51,598 105 65
Impact of master netting agreements................ (4,560) (3,727) (20,644) (105)
Replacement cost (after netting agreements) ... 58,757 2,969 1,626 30,954 65
Replacement cost (after netting agreements)
1997 .o 59,671 3,306 7,521 40,707 322 19
Number of counterparties
March 31, 1998 4 4 3 6 1 1
March 31, 1997 8 1 4 11 1 1
The following table provides the fair value of the
Bank’s derivatives portfolio as at March 31 as presented by
unrealized gains or losses.
1998 1997
Net Net
Positive Negative amount Positive Negative amount
Derivative financial instruments
Interest rate swap and equity-linked swap
contracts 54,759 49,082 5,677 73,138 42,492 30,646
Forward rate agreements.. 92 15 7 599 813 (214)
Interest rate option contracts...
Cross-currency interest rate swap contracts..... 58,188 6,567 51,621 73,831 23,365 50,466
Foreign exchange contracts
Currency swap contracts
Foreign exchange forward contract: 10,368 16,917 (6,549) 10,530 11,020 (490)
Foreign currency option contracts..
Total fair value.... 123,407 72,581 50,826 158,098 77,690 80,408
Less impact of master n 29,036 29,036 46,552 46,552
Tt 94,371 43,545 50,826 111,546 31,138 80,408
The fair value of derivatives is determined using various
methodologies including quoted market prices, where
available, prevailing market rates for instruments with
similar characteristics and maturities, and net present value
analysis or other pricing methodologies as appropriate.
Business Development Bank of Canada A-35




NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

The following table summarizes the repricing or
maturity dates on derivative financial instruments and
weighted interest rates paid and received on interest rate

contracts:
Term to maturity or repricing 1998 1997
Within Over Notional Notional
1year % 1to3years % 3to5years % 5years % amount amount
Interest rate contracts
Interest rate swap
contracts
$CDN payable -
fixed.... 138,017 521 257,911 5.63 23,000 5.13 3,514 6.40 422,442 751,672
227,500 5.26 45,000 5.81 269,000 7.22 541,500 1,137,500
16,989 6.89 16,989 83,774
105,000 na 105,000 155,000
Equity-linked and other
CONEractS.....ccuevrveernnes 87,478 na 84,564 na 35,000 na 91,000 na 298,042 510,310
452,995 404,464 163,000 363,514 1,383,973 2,638,256
Forward rate
agreements..........c....... 355,000 na 355,000 1,839,000
Cross-currency interest
rate swap contracts...... 106,768 na 172,203 na 143,600 na 422,571 772,087
Total interest rate
CONLracts......ccoevvvverines 914,763 576,667 306,600 363,514 2,161,544 5,249,343
Foreign exchange
contracts
Foreign exchange
forward contracts......... 1,483,982 na 1,483,982 730,160
Total foreign exchange
CONEractS.......cerevevenee 1,483,982 1,483,982 730,160
Total.ocicieieiin 2,398,745 576,667 306,600 363,514 3,645,526 5,979,503

n.a. - not applicable as weighted rates are not significant.

The rates represent the weighted average interest rates
that the Bank has contracted to pay or to receive up to
maturity or repricing. The floating side for almost all of the
Canadian dollar swap contracts is based on one- or three-
month Canadian Bankers’ Acceptance. All amounts in U.S.
dollars are converted into Canadian dollar equivalent.
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17.

18.

19.

Contingent liabilities and commitments
As at March 31, 1998:

(a) various legal proceedings arising from the normal
course of business are pending against the Bank.
Management considers that the aggregate liability
resulting from these proceedingglwot be material.

(b) the undisbursed amounts on loans authorized total
$389,057. These loan commitments are for an average
period of three months ($110,237 in fixed, $278,820 in
floating). The effective interest rates on these loan
commitments vary from 6.55% to 18.50%. The
undisbursed amounts on venture capital investments
authorized total $43,817.

(c) the future minimum lease commitments under
operating leases related to the rental of Bank premises
are as follows:

11,054
10,206
9,841
9,468
8,826
112,094

161,489

Employee pension benefits

Based on the latest actuarial valuation prepared as at
December 31, 1997, the present value of the accrued
pension benefits and the actuarial value of the assets of the
Pension Plan for the Employees amounted to $283,661 and
$356,309, respectively. Employee pension benefits credits
in the amount of $5,018 are included in the Statement of
Income for the year ended March 31, 1998 ($1,209
expense in 1997). The cumulative difference between the
amounts expensed and the funding contributions is
recorded in the Balance Sheet under “Otherlitads".

Cultural Industries Development Fund

The Bank administers on behalf of the Department of
Canadian Heritage (DOCH), the Cultural Industries
Development Fund (CIDF). The CIDF was developed to
provide, under certain conditions, flexible financing and
management courlfiag to businesses involved in the
Canadian cultural industries. As at March 31, 1998, a
cumulative amount of $31,809 was received by the Fund,
part of which covered the administration and delivery of
the program. This fund is not accounted for in the financial
statements of the Bank.

Business Development Bank of Canada

20. Related party transactions

The Bank is related in terms of common ownership to
all Government of Canada created departments, agencies
and Crown corporations. The Bank entered into
transactions with these entities in the normal course of
business.

21. Comparative financial data

Certain comparative figures have been reclassified to
conform with the presentation adopted in 1998.
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CANADA COUNCIL

MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL
REPORTING

The accompanying financial statements of the Canada
Council for the Arts and all the information in this annual
report are the responsibility of Management and have been
approved by the Council.

The financial statements have been prepared by
Management in accordance wgbnerallyaccepted accounting
principles. When alternativeccounting methods exist,
Management has chosen those it deems most appropriate in the
circumstances. Financial statements are not precise since they
include certain amounts based on estimates and judgements.
Management has determined such amounts on a reasonable
basis in order to ensure that the financial statements are
presented fairly, in all material respects. Management has
prepared the financial information presented elsewhere in the
annual report and has ensured that it is consistent with that in
the financial statements.

The Canada Council for the Arts maintains systems of
internal accounting and administrative controls of high quality,
consistent with reasonable cost. Such systems are designed to
provide reasonable assurance that the financial information is
relevant, reliable and accurate and that the organization’s
assets are appropriately accounted for and adequately
safeguarded.

The Council is responsible for ensuring that Management
fulfils its responsibilities for financial reporting and is
ultimately responsible for reviewing and approving the
financial statements. The Council carries out this responsibility
principally through its Audit and Finance Committee.

The Audit and Finance Committee is appointed by the
Council and its members are Council members. The
Committee meets periodically with Management, as well as the
external auditor, to discuss internal controls over the financial
reporting process, auditing matters and financial reporting
issues, to satisfy itself that each party is properly discharging
its responsibilities and to review theraal report, the
financial statements and the external auditor’s report. The
Committee reports its findings to Council for consideration
whenapproving the financial statements.

The independent auditor, the Auditor General of Canada, is
responsible for auditing the transactions and financial
statements of the Canada Council for the Arts, and for issuing
his report thereon.

Approved by Management:

Director
Shirley Thomson

Secretary-Treasurer
Camille Guérin
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AUDITOR’S REPORT

TO THE CANADA COUNCIL AND
THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the Canada Council as at
March 31, 1998 and the statements of operations, changes in
equity and cash flows for the year then ended. These financial
statements are the responsibility of the Council’s management.
My responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generadigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Council as at
March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 29, 1998

Canada Council




BALANCE SHEET ASAT MARCH 31, 1998

(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
(Restated (Restated
Note 3) Note 3)
Current assets Current liabilities
Cash and short-term deposits (Note 4) ...... 11,068 14,227 Grants payable.........cccoerreenineenneeeeienes 19,328 16,593
Accrued investment income...... 3,298 874 Accounts payable and accrued liabilities
Accounts receivable... 1,153 893 (NOLE 8) .. 2,660 3,377
Deferred charges 1,541 1,252 21,988 19,970
17,060 17,246 Deferred credits (Note 9) 3,493 4,122
Deferred contributions (Note 10) 4,972 3,964
Total l1abilities. ... 30,453 28,056
Investments (NOte 5).........oeveerniiciniiininins 235,165 221,092
Works of art and musical instruments
(Note 6) 18,496 18,605 PRIVATE ENDOWMENTS (Note 11) .......... 63,311 62,281
Other capital assets, net (Note 7) 2,199 2,433
EQUITY
Endowment
Original contribution... 50,000 50,000
Appropriated surplus.. 96,770 94,770
146,770 144,770
Surplus
Works of art and musical instruments.. 18,496 18,605
Operating... 13,890 5,664
32,386 24,269
Total equity ... 179,156 169,039
Total liabilities, private endowments
TOtal @SSELS ..vvvvvvvvvvvveveveeeeeeeeeeeeeeese s 272,920 259,376 AN @QUILY covvrrrrrrrr 272,920 259,376
See accompanying notes to the financial statements.
On behalf of the Council:
JEAN-LOUIS ROUX
Chair
FRANCOIS COLBERT
Vice-chair
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STATEMENT OF OPERATIONS
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
(Restated
Note 3)
Revenue
Parliamentary appropriation
(Note 12) 113,968 91,093
Net investment income (Note 13)......... 14,485 14,982
(07111 SN 827 846
Total revenue............cccoveuunee. 129,280 106,921
Expenses
Programs
Grants (Schedule 2) .... 103,866 87,083
Administration (Schedule 3) . 5,519 6,479
Services 1,360 1,658
110,745 95,220
Canadian Commission for
UNESCO (Note 14) ........cccoueuene 929 1,304
General administration
(Schedule 3)........... 6,917 7,619
Net Art Bank costs (Note 463 603
Total EXPENSES.....cvrvreeeeerereeieeriresieereea 119,054 104,746
Excess of revenue over
expenses (Note 12) before
the following.........coeeviveeeenecnnns 10,226 2,175
Restructuring expenses (Note 15)......... (1,312)
Net gains related to the new
investment strategy, reinvested
(NOte 13) .. 33,508
Excess of revenue over expenses
fortheyear .......cccovveennccennecees 10,226 34,371

See accompanying notes to the financial statements.
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1998 1997
(Restated
Note 3)
Endowment
Original contribution.... 50,000 50,000
Appropriated surplus
Balance at beginning of the year-....... 94,770 60,199
Appropriated from surplus
duringtheyear.........cccveevninnenene, 2,000 34,571
Balance at the end of the year ........... 96,770 94,770
Balance of Endowment at end
of theyear ..o, 146,770 144,770
Surplus
Works of art and musical
instruments
Balance at beginning of year as
previously stated ..........ccccoveuenene 17,676 17,876
Transfer of musical instruments
from Special Funds’ equity
(NOte 3)..eeiiiiiicii e 929 929
Balance at beginning of the year, as
restated.......cccvveeeeeeeiiiiieeee e 18,605 18,805
Net disposals and adjustments
during the yee ........cceviveeiiienicee (109) (200)
Balance at end of the year..................... 18,496 18,605
Operating
Balance at beginning of the year ........... 5,664 5,664
Excess of revenue over expenses
forthe year........ccooooevviiiiiiciinnee 10,226 34,371
Net disposals and adjustments
during the year 200
Appropriated during the year (2,000) (34,571)
Balance at end of the year............ccccoeueee 13,890 5,664
Balance of surplus at end of the year......... 32,386 24,269

See accompanying notes to the financial statements.
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STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars)

1998 1997
(Restated
Note 3)
Operating activities
Excess of revenue over expenses
for theyear.........ccoveecnrcrninceenne 10,226 34,371
Items not affecting cash
Amortization—other capital
ASSELS ..ot 710 1,099
Amortization—other capital
assets—Art Bank...........cc.ocoeee. 117
Net gains related to new investment
strategy, reinvested .................... (33,508)
10,936 2,079
Change in non-cash operating assets
and liabilities.........cccooeoeeiiieiiiees (574) 4,870
Cash provided by operating
ACHVILIES ..o 10,362 6,949
Financing and investing activities
Endowment contributions received ..... 263
Investment income credited to
private endowments ...........ccceeennee 766 11,218
Net gains related to new investment
SHALEGY. .o 33,508
Net increase in investments . (14,073) (36,566)
Acquisition of other capital assets....... (477)
Cash applied to investment activities ...... (13,521) 8,160
Increase (decrease) in cash...................... (3,159) 15,109
Cash position at beginning
ofthe year ........cccocevviiiiiiciiiice 14,227 (882)
Cash position at end of the year .............. 11,068 14,227

See accompanying notes to the financial statements.

NOTES TO FINANCIAL STATEMENTS

MARCH 31, 1998
1. Authority, operations and objectives

The Canada Council, established by the Canada

Council Actin 1957, is not an agent of Her Majesty and is
deemed to be aregistered charity for the purposes of the

Income Tax Act. In accordance with Section 85 of the
Financial Administration Act, the Canada Council is

exempt from Part X of this Act. The Canada Council isa
national organization whose objectives are to foster and

promote the study, enjoyment and production of worksin
the arts. These objectives are achieved through the giving

of grantsto professional Canadian artists and arts

organizations. The Council has been assigned the functions
and duties for the Canadian Commission for UNESCO.

Canada Council

2. Significant accounting policies

@

(b)

(©

(d)

()

The most significant accounting policies are:
Investments

Investments are recorded at cost and are written down
to market value when the loss in value is considered to
be other than atemporary decline.

Capital assets

Equipment and leasehold i mprovements are recorded
at cost and amortized over their estimated useful lives
using the straight-line method as follows:

Office equipment
Leasehold improvements

5 years
term of the lease

Works of art and musical instruments are capitalized
at cost and no amortization is recorded.

Employee termination benefits

Employees are entitled to specific termination benefits

as provided for under the Council’s policy and
conditions of employment. The cost of these benefits
is expensed in the year in which employees become
eligible.

Parliamentary appropriation

Parliamentary appropriation is m@nized as revenue

in the year for which it is approved by Parliament.
Parliamentary appropriations @mtded for future years
received or approved by Parliament before the end of
the year are recorded as deferred parliamentary
appropriations.

Contributions

The Canada Council follows the deferred contribution
method of accounting for contributions.

Annual contributions are recognized as revenue in the
year received or in the year the funds are cittachto

the Canada Council if the amount can be reasonably
estimated and collection is reasonably assured.

Unrestricted net interest and dividends, unrestricted

net realized capital gains or losses, Art Bank rental
fees and other revenues are recorded as revenue in the
year they are earned. Externally restricted investment
income is recorded as deferred contributions and is
recognized as revenue in the year in which the related
expenses are incurred. Capital gains in the Killam
Endowments are restricted by the donor and are added
directly to the endowment.

Endowment contributions are recognized as direct
increases to private endowments.

Contributions received in a form other than cash are
recorded at their fair value at the date they are
received by the Canada Council.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

(f) Pension plan

Employees participate in the Public Service
Superannuation Plan administered by the Government
of Canada. The employees and the Council contribute
equally to the cost of the Plan. This contribution
represents the total pension liability of theu@cil.

The Council is not required to make contributions with
respect to actuarial deficiencies of the Public Service
Superannuation Account.

(g) Post retirement benefits

Retired employees are entitled to participate in the
Council’'s dental, medical and life insurance benefit
programs. The Council expenses a maximum one-half
of the cost of the medical benefits for retired
employees on a pay-as-you-go basis. The costs for the
remaining benefits are borne entirely by the retired
employees.

(h) Grants

Grants are recorded as an expense in the year for
which they are approved by Council. Cancelled grants
and refunds of grants approved in previous years are
shown as revenue.

Change in accounting policy and financial statement
presentation

In 1998, the Council changed its methocgo€ounting
for restricted contributions and related investment income.
As disclosed in note 2 (e), restricted contributions and
related investment income are recorded as deferred
contributions and recognized as revenue in the year in
which the related expenses are incurred. Previously, all
contributions and revenue were recorded when received or
earned. This change in accounting policy has been applied
retroactively and the financial statements of the prior
period have been restated. The allocation of the 1997
investment income is described in note 13.

The effect of this change is as follows:
1998 1997

(in thousands of dollars)

Effect on operations
Decrease in investment income...... 1,753 11,360
Decrease in other income............... 21
Decrease in excess of revenues
OVEX EXPENSES ....c.cveveirieirirrnes 1,774 11,360
Effect on balance sheet
Increase in private endowments..... 766 11,218
Increase in deferred
CONtribULIONS......ccveveeericiie 1,008 142
(Decrease) in surplus at end
(o] /= (1,774) (11,360)
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In 1998, the Council also changed the financial
statement presentation from separate disclosure of
endowment and private endowments to a combined basis.
The equity of the private endowments, previously
presented as equity in the Special Funds’ balance sheet as
at April 1, 1996, is now allocated to private endowments,
deferred contributions and equity.

The impact of these chges has increased opening
equity as at April 1, 1996 by $929,000.

Cash and short-term deposits

The Canada Council invests temporary surplus cash in a
short-term pooled fund managed by Lancaster Investment
Counsel. All instruments held in the pooled fund are rated
R1(low) or A(low) or better by a recognized bond rating
agency. Except for federal and federally guaranteed
instruments, no more than 10% of the short-term portfolio
is invested with one issuer.

The net book value of short-term deposits as at
March 31, 1998 and March 31, 1997 approximated the
market value.

Investments
1998 1997
Market Market
Cost value Cost value
(in thousands of dollars)

Canada Council

and other

endowments

Pooled funds ............ 148900 188,990 145,678 153,135
. 29,658 30,188 28,468 28,354

35 35 396 396
178,593 219,213 174,542 181,885

Bonds...... 31,446 31,895 21,872 21,668
Pooled funds 14586 18213 14,200 14,649
Equities....... . 10519 12311 10419 11,023
Mortgages............... 21 21 59 59
56,572 62,440 46,550 47,399

Total investments......... 235165 281,653 221,092 229284

Pooled funds are in units of two global equity pooled
funds, 49.8% in the Brinson Global Equity with Canada
Fund for Canadian Charitable Trusts and 50.2% in the
Templeton Master Trust—Series 2.

All bonds are rated “BBB” or better by a recognized
bond rating agency. Except for federal and federally
guaranteed instruments, no more than 10% of a manager’'s
portfolio may be invested with one issuer. As at March 31,
1998, the Canada Council and other endowments and the
Killam endowments have invested $27,428,000 and
$29,083,000 in Government of Canada bonds with an
average duration of five and one half years.

Canada Council




NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

The investment in equities represents a diversified
Canadian common equity portfolio made up of companies
listed on the Toronto Stock Exchar@@0 Index.

Works of art and musical instruments

The Canada Council Art Bank has the largest number of
contemporary Canadian works of art in Canada. It includes
18,000 paintings, sculptures, drawings, photographs and
prints by over 2,500 artists. The Canada Council Art Bank
rents the art works to interested parties and presently has
about 7,000 works on rental to federal government
departments and agencies, associations, hospitals, schools,
municipalities and private corporations.

The Canada Council created the Musical Instrument
Bank in 1985 and it presently owns two quality musical
instruments. The first instrument, a Tecchler cello, was
acquired through the fundraising efforts of W.I.M. Turner
and cellist Denis Brott. The Brott-Turner-Tecchler cello is
currently on loan to Denis Brott for the duration of his
career. The second, the Windsor-Weinstein Stradivarius
violin, was acquired through the generous transfer of the
instrument to the Canada Council by the Ontario Heritage
Foundation. The Windsor-Weinstein Stradivarius is
currently on loan to James Ehnes for a period of three
years.

Other capital assets

1998 1997
Accumulated  Net book  Net book
Cost amortization value value
(in thousands of dollars)
Office
equipment.. 3,097 2,729 368 330
Leasehold
improve-
ments......... 4,473 2,642 1,831 2,103
7,570 5371 2,199 2,433
Accounts payable aratcued liaklities
1998 1997
(in thousands of dollars)
Accrued liabilities..... 692 641
Accrued termination by 664 749
Accounts payable..............c...... 432 802
Accrued restructuring expenses. 383 651
Accrued vacation pay........... . 299 306
Accrued payroll expenses..........c....... 190 228
2,660 3,377

Canada Council

10.

Deferred credits

1998 1997
(in thousands of dollars)
Deferred lease inducement ... 2,994 3,542
Deferred rent........ccoeevevineicenicninns 120 240
Art-Bank—rentals of works of art...... 349 298
Other......coooiiiiiiii 30 42
3,493 4,122

The deferred lease inducement represents an
inducement payment received from the landlord and is
being amortized against rental accommodation expense
over the term of the lease. Deferred rent represents an
amount received from another federal government agency
to cover the rental of spacefor the next year.

Deferred contributions

Deferred contributions represent unspent externally
restricted investment income on endowments received by
way of bequest and donations that have been restricted for
specific purposes. The funds of the endowments have been
included with the Canada Council’s investment portfolio
and a proportionate share for each endowment is calculated
based upon the market value of the investment portfolio at
the time the endowment was received. The externally
restricted net income includes investment income
calculated annually as the proportionate share of each
endowment applied to the interest, dividend and net capital
gain or loss of the Canada Council’s investment portfolio
for the year plus any other sources of revenue received by
each endowment. Grants and administration expenses are
the actual expenses incurred in order to meet the specific
purpose for each endowment.
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Externally Grants and
Balance at restricted administration Balance at
beginning of year net income expenses end of year

(in thousands of dollars)

Deferred contributions

Killam Fellowships and Prizes.. 192 2,669 1,934 927
Molson prize 121 166 8 279
Lynch-Staunton.... 282 171 86 367
John G. Diefenbaker 20 113 7 56
Joseph S. Stauffer.... 61 28 8 81
67 76 40 103

10 63 51 22

50 35 15

Frances Elizabeth and J.P Barwick.. 12 8 26 (6)
Japan-Canada Literary Prize . 8 21 2 27
York Wilson Prize................. 18 11 7
Duke and Duchess of York Prize. 20 11 8 23
John Stephen Hirsch.... . 39 9 14 34
John B.C. Watkins...... . 185 15 5 195
Ronald J. Thom Award .. 9 8 12 5
2 1 3

46 4 10 40

Glenn Gould Prize Fund. 890 61 5 946
Japan Canada Fund ............ 1,504 49 223 1,330
Visiting Foreign Artists Program ... 16 1 17
Canadian Commission for UNESCO .. 480 116 95 501
3,964 3,658 2,650 4,972

11. Private endowments

Private endowments consist of the restricted donations
received by the Council. The endowment principal is
required to be maintained intact. The investment income
generated from endowments must be used in accordance
with the various purposes established by the donors. Also,
the Council may internally restrict to private endowments a
portion of the income earned. In dtitth, the Killam
bequests require that all net capital gains or losses be
applied to the principal.

Changes in private endowments are as follows:
1998 1997

(in thousands of dollars)

Balance, beginning of year as

. 62,281 51,063
Add donations received during the
year
York Wilson Prize... 250
14
264

Add investment income credited

to private endowments................. 766 9,612
Add investment income of the

Special Funds internally

restricted to private
endowments...........cocevvurucerenunnnnns 1,606
766 11,218

Balance at end of year
(Schedule 1) .....ccccoevevviriciniiinnes 63,311 62,281
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

12. Parliamentary appropriation

The government approved additional funding for the
Canada Council of $25ittion for this year and for each of
the next four years. During the year, Council recognized
the $25 million as reveie and expensed approximately
$18 million in grants to individual artists and arts
organizations. The remaining balance is to be expensed
during the next year.

13. Net investment income

1998 1997

(in thousands of dollars)

Net gains on disposal of

INVESIMENES........cccooveviniiiiiiiiiinne 6,188 50,943
Interest and dividends....................... 11,675 9,839
Transferred to deferred

CONtHDULIONS.......cveeieieiiicieae (987) (56)
Investment portfolio management

COSES oot (1,625) (1,018)
Investment income credited

directly to private endowments.... (766) (9,612)
Investment income of the Special

Funds internally restricted to

private endowments.............o..... (1,606)
Net gains related to new investment

strategy, reinvested...........cooee.e. (33,508)

14,485 14,982

During the year ended March 31, 1997, pursuant to a
new investment strategy to generate greater returns and
preserve the future value of the Endowment Fund, the
Canada Council changed the nature of its holdings in the
Funds’ investment portfolios. To accomplish this, the
Council sold the major part of its investment portfolios and
reinvested the proceeds in the respective funds. Capital
gains realized as part of normal investment activities were
included with revenue on the statement of operations,
whereas the net gains related to the new investment
strategy were disclosed separately on this statement.

14. Canadian Commission for UNESCO and Net Art Bank costs

1998 1997

(in thousands of dollars)

Canadian Commission

for UNESCO
294 461
635 843
929 1,304
Net Art Bank costs
Rental revenue. (1,128) (1,161)
Other income..... (90) (59)
Administration .. 1,681 1,706
Amortization 117
463 603

Canada Council

15. Restructuring expenses

On March 1, 1995, the Canada Council released its
Strategic Plan entitled The Canadau@dl: A Design for
the Future. The plan called for the Council to undertake a
major restructuring of its program and administrative
sections over the next three years. In 1997, as outlined in
the Plan, the Council further restructured and streamlined
the organization in order to reduce administrative costs by
1998. This was achieved by reducing the salary costs
through retirements and la®. The cost of the severance
packages and related expenses for the year ended
March 31, 1997 was $1,312,000. These restructuring
expenses were partially offsetoligh receipt of a
supplementary parliamentary appropriation of $292,000.

16. Commitments

17.

18.

(a) Payments of grants extending into future years are
subject to the provision of funds by Parliament. Future
year grants approved prior to March 31, 1998 are
payable as follows:

(in thousands
of dollars)

(b) The Council is party to long-term leases with respect
to rental accommodation. The net minimum annual
rental is as follows:

(in thousands
of dollars)

3,743
2,973
2,586
2,586
2,586
1,509

For the year ended March 31, 1998, the annual rentals
have been reduced by $2,847,000 (1997—%$2,425,000) as a
result of sub-leases with Public Works and Government
Services Canada and The Encon Group.

Related party transactions

In addition to those related party transactions disclosed
elsewhere in these financial statements, the Council enters
into transactions with Government of Canada departments,
agencies and Crown corporations in the normal course of
business, at the same trade terms applicable to all
individuals and enterprises.

Comparative figures

Certain of the 1997 figures have been reclassified to
conform to the 1998 presentation.
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SCHEDULE OF PRIVATE ENDOWMENTS

ASAT MARCH 31, 1998

(in thousands of dollars) SCHEDULE 1
1998 1997
Killam Fellowships and Prizes..... 53,569 52,803
Molson Prize.......... 2,288 2,288
Lynch-Staunton.. 2,118 2,118
John G. Diefenbaker .. 1,504 1,504
Coburn Fellowship 1,276 1,276
VidaPeene......... 600 600
Jean A. Chalmers. 500 500
Joseph S. Stauffer-...... 400 400
Japan-Canada Literary 250 250
York Wilson Prize................ 250
Duke and Duchess of York Prize. 170 170
John Stephen Hirsch........coccoeoieiiinnne 134 134
Frances Elizabeth and
i 113 113
Ronald J. Thom Award.. 107 107
Other ... 32 18
63,311 62,281

SCHEDULE OF GRANT EXPENSESBY SECTION
FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars) SCHEDULE 2
1998 1997
Arts programs (Note 10)
Music 21,127 17,689
Theatre.... 20,047 16,571
Writing and publishing . 17,812 15,296
Visual arts....... 13,087 10,924
Dance...... 12,152 10,365
Mediaarts... 8,257 6,393
Public Lending Right Commission.... 8,033 5,981
Other ... 1,140 1,475
Killam Program
Killam Research Fellowships............ 1,489 1,561
|zaak Walton Killam Memorial
PriZES...c.ooviriciiicnceece 150 150
Other prizes and awards
Japan-Canada Fund .............ccccoeeinne 223 169
Victor Martyn Lynch-Staunton
86 107
John G. Diefenbaker Award .... 75 75
Jean A. Chalmers Fund
for the Crafts.......ccovvecnnciicnnn, 50 41
Canada Council Molson Prizes 100
Glenn Gould Prize.........cccovvvinnnne. 50
Other prizes and awards <$50,000..... 138 136
103,866 87,083
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SCHEDULE OF ADMINISTRATION EXPENSES
FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars)

Employee benefits.........
Office
accommodation.........
Amortization .................
Professional and
special services.........
Printing, publications
and duplicating
Communications.
Staff travel
Meeting expenses
including members’
honoraria
Information
management..............
Office expenses
and equipment ..........
Miscellaneous................

SCHEDULE 3
General
adminis- 1998 1997
Program tration Total Total
3,841 2,025 5,866 6,792
684 367 1,051 1,287
74 2,074 2,148 1,819
710 710 1,099
323 361 684 857
24 416 440 462
158 272 430 427
303 48 351 429
45 230 275 298
8 230 238 364
18 174 192 195
41 10 51 69
5,519 6,917 12,436 14,098

Canada Council




CANADA DEPOSIT INSURANCE CORPORATION

MANAGEMENT RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The accompanying financial statements of the Canada
Deposit Insurance Corporation and the information related to
thefinancia statementsin this annual report are the
responsibility of management. The financial statements have
been prepared in accordance with generally accepted
accounting principles. The financial statements include some
amounts, the most significant ones being the loans and claims
receivable, the provision for guarantees and the provision for
insurance losses, that are necessarily based on management'’s
best estimates and judgement.

The financial statements have begproved by the Board
of Directors. Financial information presented elsewhere in the
annual report is consistent with that contained in the financial
statements.

In discharging its responsibility for the integrity and fairness
of the financial statements, management maintains financial
and management control systems and practices designed to
provide reasonable assurance that transactions are duly
authorized, assets are safeguarded and proper records are
maintained iraccordance with thinancial Administration
Act and regulations as well as tBanada Deposit Insurance
Corporation Act and by-laws of the Corporation. The system
of internal control is augmented by internal audit, which
conducts periodic reviews of different areas of the
Corporation’s operations. In addition, the internal and external
auditors have free access to the audit committee of the Board,
which oversees management’s responsibilities for maintaining
adequate control systems and the quality of financial reporting
and which recommends the financial statements to the Board
of Directors.

The financial statements have been audited by the
Corporation’s auditor, the Auditor General of Canada, and his
report is included herein.

Jean Pierre Sabourin
President and Chief Executive Officer

Bert C. Scheepers
Vice-President, Corporate Services,
Acting Vice-President, Finance and
Chief Financial Officer

Canada Deposit Insurance Corporation

AUDITOR’'S REPORT
TO THE MINISTER OF FINANCE

| have audited the balance sheet of the Canada Deposit
Insurance Corporation as at March 31, 1998 and the statements
of income and deficit and changes in financial position for the
year then ended. These financial statements are the
responsibility of the Corporation’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generadigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Deposit Insurance Corporation Act
and the by-laws of the Corporation.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 1, 1998
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BALANCE SHEET ASAT MARCH 31
(in thousands of dollars)

LIABILITIES

Accounts payable
Provision for guarantees (Notes 5 and 7)
Provision for insurance losses
(NOtES6.aNd 7) ..o
Loans from the Consolidated
Revenue Fund (Notes 3 and 8)

DEFICIT

1998 1997
5,922 12,596
614,227 645,941
400,000 500,000
401,890 865,047
1,422,039  2,023584
(538927)  (1,176,180)
883,112 847,404

ASSETS 1998 1997

Cash and short-term investmens (Note 3) 501,507 148,716

Premiums and other accounts receivable 7,789 3,996

Capital assets. 971 1,569
510,267 154,281

Loans and claims receivable

(NOtES4 AN 7). 372,845 693,123

883,112 847,404

See accompanying notes.

Approved by the Board:

GRANT L. REUBER

Director

H. GARFIELD EMERSON

Director

A-48

Canada Deposit Insurance Corporation




STATEMENT OF INCOME AND DEFICIT
FOR THE YEAR ENDED MARCH 31

(in thousands of dollars)

Revenue

Expenses
Interest on loans from the
Consolidated Revenue Fund ............
Recovery of amounts previously
written off...
Operating expenses.
Intervention expenses..
Other interest

Income before adjustment to allowance
and provisons for [0SS........c.eieeniens

Adjustment to allowance and
provisions for loss (Note 7) ..................

Deficit, beginning of year ...
Deficit, end of Year ........cccoveeereereereniineeens

1998 1997
531,069 546,293
15,507 10,433
5927 4192
552,503 560,918
45,863 84,835

(5,677)

15,647 13,881
3812 3,402
10 294
59,655 102,412
492,848 458,506
144,405 (333,713)
637,253 124,793
(1,176,180)  (1,300,973)
(538927)  (1,176,180)

See accompanying notes.

Canada Deposit Insurance Corporation

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31

(in thousands of dollars)

1998 1997
Operating activities
NELINCOME......ooiiiiiis 637,253 124,793
Non-cash items included in net
income
Adjustment to allowance and
provisionsfor loss..... (144,405) 333,713
(07137 S 970 590
Net purchase of capital assets.. (371) (504)
Payment of guarantees.... (31,714) (66,680)
Loans disbursed.... (73,238)
Loans recovered 208,450 180,946
Claims paid .. (170 (42,133)
Claims recovered.. 156,403 181,462
Decreasein working capitd ... (13,625) (11,218)
Cash provided by operating activities.... 812,791 627,731
Financing activities
Loans from the Consolidated
Revenue Fund
100,000
(460,000) (872,000
Cash used in financing activities........... (460,000) (772,000
Cash and short-term investments
Increase (decrease) during the yeer ....... 352,791 (144,269)
Balance, beginning of year............c.c... 148,716 292,985
Balance, end of Year ...........coevveeereernnns 501,507 148,716
See accompanying notes.
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NOTESTO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority and objective » The extent to which the Corporation will be called upon

The Corporation was established in 1967 by the Canada
Deposit Insurance Corporation Act (the CDIC Act). Itisa
Crown corporation named in Part | of ScheduleI1l to the
Financial Administration Act.

The objects of the Corporation are to provide insurance
against theloss of part or al of depositsin member
institutions, to beinstrumental in the promotion of
standards of sound business and financial practices for
member institutions, and to promote and otherwise
contribute to the stability of the financial system in Canada.
These objects are to be pursued for the benefit of
depositors of member institutions and in such manner as
will minimize the exposure of the Corporation to loss.

The Corporation has the power to do dl things
necessary or incidental to the furtherance of its objects,
including acquiring assets from, and providing guarantees
or loans to, member institutions. Among other things, it
may make or cause to be made inspections of member
institutions, make standards of sound business and
financial practices, and act as liquidator, receiver or
inspector of a member institution or a subsidiary thereof.

Significant accounting policies
Basis of preparation

These financial statements have been prepared in
accordance with generally accepted accounting principles.
These financial statements do not reflect the assets,
liabilities or operations of failed member institutionsin
which the Corporation has intervened.

Use of estimates

The Corporation’s financial statements are prepared in
accordance with generally accepted accounting principles
and necessarily include estimates and assumptions that
affect the amounts reported in the financial statements and
accompanying notes. The more significant areas requiring
the use of estimates are: (i) the allowance for loss on loans
and claims receivable, (ii) the provision for guarantees, and
(iii) the provision for insurance losses.

The Corporation reviews these estimates annually.
Actual losses, in the near term, could differ significantly
from those estimates depending upon certain events and
uncertainties including:

 The ability of the Corporation to recover its loans and
claims receivable based on prevailing economic trends
and expectations as to future developments.

» The Corporation’s ability to recover its loans and claims
receivable either by maximizing net recoveries from the
sale of assets held by liquidators and agents, or through
successful lawsuits as appropriate against relevant
parties of failed member institutions.

A-50

to honour guarantees provided to member institutions
and others.

* The timing and extent of losses the Corporation will
incur as a result of future failures of member
institutions. The provision for insurance losses is based
upon an assessment of a wide variety of possible
outcomes. These include historical experience, market
perceptions, legal and regulatory developments,
prevailing economic trends and expectations as to
future developments, and accordingly involve
considerable judgement.

The risk of deviation from the Corporation’s estimates
varies in proportion to the length of the estimation period
and the potential volatility of the underlying assumptions.
In the event that ultimate losses do vary from the current
estimates, the Corporation could recommend to the
Governor in Council that the annual premium charged to
member institutions be increased or decrease@ndimg
on the situation. Also, the Corporation has authority to
borrow funds from the capital markets or from the
Consolidated Revenue Fund, subject to Board of Directors
and ministerial approval. CDIC can borrow up to $6 billion
or such greater amount as may be authorized by Parliament
under an appropriation Act.

Short-term investments

The Corporation maintains sufficient liquidity in its
investment portfolio to meet general operating
requirements as well as borrowing obligations. These
investments, consisting of marketable securities and term
deposits, are carried at cost as they are intended to be held
to maturity.

Loans receivable

The Corporation may make loans to member institutions
and others. The main purpose of providing these loans is to
facilitate a resolution of the financial difficulties of
member institutions. The terms arwhditions of these
loans provide for repayment of principal and, as recovery
of the cost of providing loans, the Corporation charges
interest. To the extent interest revenue is recorded in the
accounts, it is included in other revenue.

Claims receivable

Claims against member institutions arise from the
subrogation of the rights and interests of depositors to the
extent of the amount of the payment made by the
Corporation to insured depositors. In addition, the
Corporation asserts claims in respect of loans made to
member institutions in liquidation. The Corporatibres
not accrue and/or record any interest revenue on its claims
receivable.

Canada Deposit Insurance Corporation




NOTESTO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

Allowance and provisions for loss

In its financial statements, the Corporation records the
following allowance and provisions for loss:

Allowance for loss on loans and claims receivable—
The allowance for loss on loans and claims receivable
reflects the Corporation’s best estimate of losses in
respect of loans and claims receivable. The allowance
is established by assessing the anticipated results of
the asset disposition strategies and forecasted
payments to creditors based on information received
from the liquidators of failed member institutions and
from other parties acting on behalf of the Corporation.

Loans and claims receivable are written off against the
allowance, in full or in part, when there is no
reasonable expectations of realization. When the
Corporation recovers amounts previouslytien off,

these are recorded as a recovery of amounts previously
written off.

Provision for guarantees—In order to facilitate the
resolution of financial difficulties of member
institutions, the Corporation may provide guarantees.
The provision for guarantees is determined by
estimating the future cash payments required under
these guarantees.

Provision for insurance losses—The provision for
insurance losses represents the Corporation’s best
estimate of losses it will incur as a result of insuring
deposits of member institutions.

The provision is established by: (i) assessing the
aggregate risk of member institutions based on the
Corporation’s specific knowledge of its members,

(i) providing for the risk of loss relating to insured
deposits by using a market-based composite risk-
weighting system, and (iii) applying the loss
experience, discounted to present value basis, to past
member institution failures during the preceding eight
years.

The market-based composite risk-weighting system is
affected by two factors: (i) the credit ratings of
member institutions; and (ii) the market spreads
between corporate bond issues and benchmark bond
issues of the Government of Canada for comparable
terms.

Changes in the allowance and provisions for loss that
result from annual estimations for financial reporting
purposes are recognized as an adjustment to the allowance
and provisions for loss in the period in which the changes
occur.

Canada Deposit Insurance Corporation

Premium revenue

Premiums are based on the amount of insured deposits
held by member institutions as at April 30 of each year.
Premiums are recorded annually based on a Return of
Insured Deposits from member institutions, which is due
July 15 of each year. Premiums are payable in two equal
instalments on July 15 and December 15.

Other revenue

The Corporation charges interest on loans made to
member institutions and others. Interest curgs to accrue
on loans but is not recognized in the accounts when, in the
Corporation’s opinion, there is reasonable doubt as to
collectibility of the interest. In such cases, interest
payments received are recognized as a reduction of the
loan balance until such time as the loans are retired.
Subsequent payments are recognized as other revenue on a
cash basis.

In some cases, amounts recovered from the estates of
member institutions (claims receivable) ead the amount
claimed. These amounts are also recorded as other revenue
on a cash basis.

Cash and short-term investments

March 31 March 31
1998 1997

(in thousands of dollars)
Bankers’ acceptances............ccccoeueene 337,542 102,201
Bearer deposit notes.. 111,025 22,197
Term deposits ........ 6,900 11,118
Commercial Papt......ccccevvveeriiiiennnns 45,796 12,668

501,263 148,184

Cash......cccciiiii, 244 532
Total .o 501,507 148,716

A significant portion of the cash and short-term
investments will be used to repay the Consolidated
Revenue Fund loans maturing in July 1998. Prepayment of
these loans before July 1998 would incur significant
penalty costs. The short-term investments have a weighted
average effective yield of 4.81% (1997—3.11%) and have
a weighted average term to maturity of 44 days (1997—
25 days).
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4. Loans and claims receivable The nominal amount of outstanding guarantees provided

March 31 March 31
1998 1997

(in thousands of dollars)

225,433 433,883
(9,200) (18,100)

216,233 415,783

Claimsreceivable... . 173,412 333,740
Allowance for loss...... . (16,800) (56,400)

156,612 277,340
TOtE oo 372,845 693,123

Loans

The loans receivable are repayable on demand and bear
interest at floating rates determinechiztordance with
formulas based either on prime rate or the rate for 90-day
Treasury Bills. No interest revenue was recorded on
existing loans receivable as the criteria for interest revenue
recognition on the loans were not met. No new loans were
made during the year.

Claims
No new claims were asserted during the year.
Provision for guarantees

In the course of business, the Corporation provides
various guarantees to member institutions and others.

In order to facilitate the resolution of member
institutions in financial difficulty, the Corporation provided
deficiency coverage guarantees. These guarantees provide
for payment of a portion of the principal and income losses
incurred on eligible assets acquired by third parties. The
guarantees will remain in force on a diminishing basis until
the year 2002.

The Corporation also provided collaterized guarantees
to the investors of distress preferred shares issued by
Adelaide Capital Corporation, a former member institution.
These shares are to be redeemed on or before December
1999, at which time the Corporation may be called upon to
honour its guarantees.
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by the Corporation is $1.8 billion as at March 31, 1998
(1997—%2.4 billion) and the provision for guarantees as at
March 31, 1998 is $614.2 millior1997—$645.9 iiflion).

The nominal amount represents the maximum exposure of
the Corporation with respect to the guarantees provided.
The nominal amount is not representative of the amount
the Corporation expects to pay to third parties to meet its
obligations under these guarantees.

Provision for insurance losses

During the 1996/97 fiscal year, the Corporation
enhanced its methodology for estimating the amount of the
provision for insurance losses. This enhancement is part of
the continuing process of estimating and accounting for
insurance losses that the Corporation will incur.

The provision for insurance losses is $400 million as at
March 31, 1998 (1997—$500 million).

Pursuant to the 1996 amendments to the CDIC Act, the
Corporation is developing a Premium By-law which will
establish a system for differential premiums. Member
institutions will be rated by cegory and each category
will have a different premium rate. As a result of
developing the differential premium system, the
Corporation will have better information and analytical
tools with which to assess its overall risk of loss resulting
from insuring deposits in member institutions. Further
enhancements to the methodology for estimating insurance
losses will be made once the system for differential
premiums is implemented.
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7. Allowance and provisions for loss

The following table is a continuity schedule of the
allowance for loss on loans and claims receivable, the
provision for guarantees and the provision for insurance
losses as at March 31, 1998 with corresponding totals as at
March 31, 1997.

March 31 March 31
1998 1997
Loans Claims Insurance
receivable receivable Guarantees losses Total Total

(in thousands of dollars)

Beginning of period . 18,100 56,400 645,941 500,000 1,220,441 984,771
Payments (31,714) (31,714) (66,680)
Write-offs (4,095) (4,095) (31,363)
Adjustment to allowance and provisions for 10SS............ccveuene (8,900) (35,505) (200,000) (144,405) (116,287)
Change in accounting estimate........... 450,000
End of period 9,200 16,800 614,227 400,000 1,040,227 1,220,441

The allowance and provisions for loss are subject to
measurement uncertainty. As such, actual losses may differ
significantly from these estimates.

8. Loans from the Consolidated Revenue Fund

As at March 31, 1998, the Corporation has $402 million
in outstanding loans from the Consolidated Revenue Fund
including accrued interest of $7ltion (March 31, 1997—
$865 million, including acered interest of $10 million).

The Corporation’s risk management policy requires that
a minimum of 80% of the debt portfolio be matched to
future cash flows as to timing and amount. At March 31,
1998, the portfolio is fully matched. The loans bear interest
at various fixed rates ranging from 6.16% to 7.33%
(1997—5.87% to 7.33%) and the principal is repayable in
July 1998.

9. Financial instruments
Credit risk

The Corporation is subject to credit risk from its
holdings of short-term investments. Credit risk is
minimized by investing in high credit-quality financial
institutions or in short-term, high quality debt securities,
and by limiting the amount invested in any one
counterparty.

All of the loans and claims receivable relate to troubled
or failed member institutions. The Corporation’s credit risk
exposure relating to loans receivable is directly impacted
by these entities’ ability to generate cash flows sufficient to
meet their obligations to the Corporation as they become
due. Realizations of claims receivable is largely dependent
on the credit quality or value of assets held by the failed
member institutions. The value of a significant portion of
the remaining assets is dependent on real estate markets.
As such, the Corporation is exposed to significant
concentrations of credit risk arising from the real estate
industry.
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Fair value

No active or liquid market exists in which the
Corporation’s most significant financial assets and
liabilities could be trded. Where no market exists for
financial instruments, fair value estimates are based on
judgements regarding current and future economic
conditions and events, the risk characteristics of the
instruments, and other factors. The estimates of fair value
discussed below are made as at March 31, 1998 and
involve uncertainties and matters of significant judgement.
Changes in assumptions could materially affect the
estimates.

The book value of cash and short-term investments,
premiums and other accounts receivable and accounts
payable approximate their fair value because of their short
term to maturity.

The book value of loans and claims receivable
approximates their fair value as it represents the
Corporation’s best estimate of the amounts to be realized
based on asset disposition strategies and forecasted
repayments on account of loans and claims receivable. The
Corporation’s estimates are based on information received
from the liquidators of failed member institutions and from
other parties acting on behalf of the Corporation.

The fair value of the provision for guarantees is not
readily determinable due to the uncertain timing of future
payments, but in any case, fair value would be less than
book value, which has been determined without reference
to discounting for the time value of money.

The book value of the provision for insurance losses
approximates its fair value as it represents the
Corporation’s best estimate of the future claims to be paid
to insured depositors and related expenses.

The fair value of the loans from the Consolidated
Revenue Fund (Note 8) is $40%llion (1997—
$890 million). The fair value is estimated based on the
present value of contractual cash flows discounted at the
rate currently available to Crown corporations for debt with
similar remaining terms to maturity. No provision has been
made for early repayment penalties as the Corporation
intends to sitle the loans in accordance with their original
terms.

10. Income taxes

The Corporation is subject to federal income tax and has
losses that can be carried forward to reduce future years'
earnings for tax purposes.
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11.

12.

13.

Such losses total $1,042.9 million and expire as follows:

Amount
(in millions

Year of dollars)
1999.. 224.1
2000.. 224.6
2001.. 9.4
2002.. 202.4
2003.. 1255
2004.. 90.4
2005.. 79.5
1,042.9

Contingent liabilities

The Corporation is involved in a number of judicial
actions arising in the normal course of operations.
Although the final outcome with respect to claims and
legal proceedings pending at March 31, 1998 cannot be
predicted with certainty, in the opinion of the Corporation,
none of these, individually or in the aggregate, would result
in liability that would have a significantlaerse effect on
the financial position of the Corporation. Any impact of
such matters will be reflected in the period in which the
matter becomes determinable.

Insured deposits

Deposits insured by the Corporation, on the basis of
returns received from member institutions as described in
Note 2, Premium Revenue, as at April 30, 1997 and 1996,
were as follows:

1997 1996

(inbillions of dollars)

Federal ingtitutions. 306 314
Provincial ingtitutions..... 11 14
317 328

In accordance with paragraph 21(1)(b) of the CDIC Act,
the premium rate for the premium year 1998 was set at
one-sixth of one percent of insured deposits, the same rate
asin 1997.

Comparative figures

Certain of the 1997 figures have been reclassified to
conform with the presentation adopted for 1998.
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CANADA DEVELOPMENT INVESTMENT CORPORATION

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The accompanying consolidated financial statements of
Canada Development Investment Corporation are the
responsibility of management and have been approved by the
Board of Directors.

The consolidated financial statements have been prepared
by management in accordance with generally accepted
accounting principles. When alternative accounting methods
exist, management has chosen those it deems most appropriate
in the circumstances. Financial statements are not precise since
they include certain amounts based on best estimates and
judgments. Management has prepared the financial information
presented elsewhere in this annual report and has ensured that
it is consistent with that in the financial statements.

CDIC maintains systems of internal accounting and
administrative controls designed to provide reasonable
assurance that the financial records are reliable, form a proper
basis for the preparation of financial statements and that
CDIC's assets are properly accounted for and adequately
safeguarded.

The Board of Directors carries out its responsibilities for the
financial statementsin this report principally through its audit
committee, consisting solely of outside directors. The audit
committee reviews CDIC'’s annual consolidated financial
statements and reports its findings to the board for their
consideration and approval. The audit committee also meets
with management and with the sharehol der’s auditors to
discuss auditing matters and financial reporting issues. Due to
its size, and as permitted by Order in Council, CDIC is exempt
from the requirement to carry out internal audits.

These consolidated financial statements have been audited
by the shareholder’s auditors, the Auditor General of Canada
and KPMG, whose report is presented separately.

Benita M. Warmbold
Director

March 11, 1998

Canada Development Investment Corporation

AUDITORS REPORT
TO THE MINISTER OF FINANCE

We have audited the consolidated balance sheet of Canada
Devel opment Investment Corporation as at December 31, 1997
and the consolidated statements of income (loss) and
accumulated deficit and changesin financial position for the
year then ended. These financia statements are the
responsibility of the corporation’s management. Our
responsihility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards reguire that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosuresin the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all materia respects, the financial position of
the corporation as at December 31, 1997 and the results of its
operations and the changes in its financial position for the year
then ended in accordance with generally accepted accounting
principles. As required by the Financial Administration Act,
we report that, in our opinion, these principles have been
applied on a basis consistent with that of the preceding year.

Further, in our opinion, the transactions of the corporation
and of its wholly-owned subsidiaries that have come to our
notice during our audit of the consolidated financial statements
have, in al significant respects, been in accordance with Part X
of the Financial Administration Act and regulations, the
Canada Business Corporations Act and the articles and by-
laws of the corporation and its wholly-owned subsidiaries.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
KPMG
Chartered Accountants
Toronto, Canada
February 23, 1998
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CONSOLIDATED BALANCE SHEET DECEMBER 31, 1997

(with comparative figures for 1996)
(in thousands)

ASSETS 1997

Current assets

Cash and short-term investments........... 13,473
Cash on deposit in the Consolidated
Revenue Fund (Note 4).........ccccueeene 86,000
Cash restricted as to use (Note 7 (f)) ..... 10,000
Receivables.........ccccovieiiiiiiiiceeee 159
109,632
Investments
Non-consolidated subsidiaries
(NOtE 5) .. 10,104
119,736

1996

35,635
73,560

10,000
271

119,466

4,519

123,985

LIABILITIES AND SHAREHOLDER'S

EQUITY 1997 1996
Current liabilities
Accounts payable and accrued liabilities
(Notes 7 (b), (d) and (€)) .....ccovvvevrvriernnnns 7,657 10,535
Notes payable to Atomic Energy of
Canada Limited (Notes 5 (b) and 7 (f)) .... 20,104 14,519
27,761 25,054
SHAREHOLDER'S EQUITY
Capital stock
Authorized—unlimited number of
common shares
Issued and fully paid—101 common
shares................ 1 1
Contributed surplus 743,184 743,184
Accumulated deficit (651,210) (644,254)
91,975 98,931
Contingencies (Note 7)
119,736 123,985

The accompanying notes are an integral part of these consolidated financial statements.

On behalf of the Board:

DON SHAVER
Director

WILLIAM ROSS
Director
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CONSOLIDATED STATEMENT OF INCOME (LOSS)

AND ACCUMULATED DEFICIT
YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)

(in thousands)

CONSOLIDATED STATEMENT OF CHANGES

IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)

(in thousands)

1997 1996 1997 1996
Corporate operations Operations
Interest earned on short-term Cash provided by (used in) corporate
investments...... . 685 1,812 operations (Note 8) (4,722) 3,660
Dividend and other income................. 282 2,874 ) .
Financing
967 4,686 Dividends paid..........cocoeeererenenrnneneens (5,000) (31,250)
Corporate and divestiture expenses...... (2,194) (1,978) Investing
Corporate income (10ss), net ................ (1,227) 2,708 Proceeds from redemption of
Gain on redemption of Varity Varity shares.........ccccoveieiiccnninnn, 31,250
shar_es (Note 6)......_ ........................... 14,075 Increase (decrease) in cash 9.722) 3,660
Provision for waste disposal costs Cash, beginning of year 109,195 105,535
N XA () PR (729) (593) » beginning oty : ,
Net income (10SS) ... (1,956) 16,190 Cash, end of year 99473 _ 10_9’195
Accumulated deficit, beginning of year .... (644,254) (629,194) For purposes of this statement, cash and increase (decrease) in cash includes
Dividends (5,000) (31,250) cash and short-term investments and cash on deposit in the Consolidated
- Revenue Fund and excludes cash transactions relating to cash restricted as to
Accumulated deficit, end of year. (651,210) (644,254) Use.
The accompanying notes are an integral part of these consolidated financial

The accompanying notes are an integral part of these consolidated financial

statements. statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1997
(al dollar amounts are stated in thousands)

1. Thecorporation

Canada Development Investment Corporation (“the
corporation” or "CDIC") was incorporated in 1982 under
the provisions of the Canada Business Corporations Act
and is wholly-owned by Her Majesty in Right of Canada.
The corporation is subject to the Financial Administration
Act and is an agent of Her Majesty. The corporationis
subject to federal and provincia income taxes.

2. Activities of the corporation

CDIC’'s mandate is to wind down its operations by
divesting of its remaining assetsin an orderly fashion and
reducing operating costs to a minimum.

In 1997, the operations of CDIC were reduced to a
minimum level which included the termination of the lease
of the current office space and the termination of all
remaining employees. An accrual of $1,300 was provided
for inthe 1996 statement of income to cover any liabilities
associated with these actions. The Board of Directors will
continue to manage the corporation with assistance of
contract employees and government officials.

The Corporation’s remaining significant assets are its
investments in Canada Hibernia Holding Corporation
("CHHC") and Theratronics International Limited
("Theratronics").

The Corporation also manages contingencies discussed
in Note 7.

The Board of Directors of the corporation is continuing
to develop approaches to the divestiture of the
corporation’s remaining assets and the orderly wind down
of itsremaining obligations.

3. Significant accounting policies
(8) Basisof consolidation

The financial statements of Canada Eldor Inc. ("CEI"),
awholly-owned subsidiary, have been consolidated
with those of the corporation.

(b) Investmentsin non-consolidated subsidiaries

The corporation’sinvestments in subsidiaries acquired
with the intention that they be disposed of or
privatized in the foreseeable future are considered to
be temporary investments and are carried at the lower
of cost and net realizable value. If no reliable estimate
of net redlizable value is available, the investment is
carried at cost. The corporation’s investment in CHHC
is considered to be atemporary investment and is
accounted for in accordance with this policy.
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The corporation’sinvestments in subsidiaries acquired
with the intention that they be disposed of or
privatized in the foreseeable future and for which the
corporation will not benefit from the ultimate gains or
losses on disposition are carried at the corporation’s
proportionate interest in the underlying net book value
of the subsidiaries, offset by aliability reflecting the
corporation’s obligation to forward any proceeds of
disposition to another entity. The corporation’s
investment in Theratronics is accounted for in
accordance with this policy.

Thefinancia statements of CHHC and Theratronics
are attached.

(c) Short-term investments

Short-term investments are valued at cost which
approximates fair value due to the short period to
maturity.

(d) Divestiture costs and recoveries

Divestiture costs are expensed when incurred and
recoveries are recognized when realized. Divestiture
costs and recoveries are included in corporate and
divestiture expenses.

(e) Measurement uncertainties of estimates

The preparation of financial statementsin conformity
with generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the
date of the financia statements and the reported
amounts of revenues and expenses during the year.
Actual results could differ from these estimates.

4. Cash on deposit in the Consolidated Revenue Fund

In 1995 CEI deposited $73,560 in a non-interest bearing
special purpose account in the Consolidated Revenue Fund
("CRF"). In April 1997 CEI deposited an additional
$12,440 in the CRF. Funds can be drawn out of the account
to extinguish any liability of CEl.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1997-Continued

Investments in non-consolidated subsidiaries

The corporation's investments in subsidiaries are as

follows:
December 31
1997 1996
CHHC (a)
Theratronics (b).... 10,104 4,519
10,104 4,519
(@) CHHC

On March 19, 1993 CHHC acquired for no cost an
8.5% working interest in the Hibernia Development
Project and an 8.5% equity interest in the Hibernia
Management and Development Company Ltd.
CHHC's sole purpose is the holding, management,
funding and ultimately, disposal of the 8.5% interest in
the Hibernia Development Project. Pursuant to a
Memorandum of Understanding ("MOU") dated

June 81993 betveen the Government of Canada
("Government"), the corporation and CHHC, the
Government seeks the approval of Parliament to
appropriate the funds necessary for CHHC to honour
its obligations to fund the project costs of the Hibernia
Development Project. CHHC is dependent on
appropriations from the Government to fulfill its
obligations.

Appropriations received from the Government by
CHHC to fund the costs of the Hibernia Development
Project are credited to contributed surplus of CHHC,
but are not reflected in these consolidated financial
statements as the investment in CHHC is carried at
nominal cost. Total appropriations received to the end
of 1997 are $408,598 (1996—%$335,767).

Pursuant to the MOU, the corporation funds the
administrative costs of CHHC and includes them in
corporate and divestiture expenses. The aggregate
costs are reimbursable to the corporation on
commencement of commercial operations from the
Hibernia Development Project production proceeds (if
any such proceeds remain after payment of other

production expenses and charges) or, if applicable, the

proceeds from the sale of the working interest or the
sale of the shares of CHHC in such manner as may be
agreed upon by the corporation and the Minister of
Finance.

Canada Development Investment Corporation

Costs of the Hibernia Development Project to
commercial production start-up are estimated at
$5,819,000, before Government assistance. CHHC's
8.5% share is expected to be approximately $407,000.
Total costs capitalized by CHHC related to the
Hibernia Development Project to the end of 1997 are
$405,152 (1996—$357,724). CHHC's expenditures
incurred after March 23, 1993 do not qualify for
Government contributions or Government guaranteed
limited-recourse loans provided to the other owners of
the project.

The Hibernia Development Project is in the
development stage. Accordingly, CHHC has no
operations until the production stage commences.
Recovery of CHHC's capitalized costs relating to the
Hibernia Development Project depends upon (i) the
sale of the working interest for an amount in excess of
the costs capitalized, or (ii) the successful completion
of construction and achievement of commercial
production of oil at prices sufficient to recover
operating costs and capitalized costs.

The Hibernia Development Project defines
"commercial production" to occur upon the production
of the first three million barrels of ede oil from the
project (CHHC's 8.5% interest is 255,000 barrels).
Upon commencement of production, CHHC will
follow the full cost method odiccounting.

(b) Theratronics

The share purchase agreement between Atomic
Energy of Canada Limited ("AECL") and the
corporation requires the corporation to pay AECL the
fair market value of the shares of Theratronics. The
agreement also specifies that the fair market value will
be estimated as at the date of transfer, but will
subsequently be adjusted to an amount equal to the
price ultimately receied by the corporation in the
subsequent privatization sale of Theratronics.
Furthermore, the agreement specifies that the
corporation is not required to make payment of the
purchase price to AECL until 60 days after the
privatization sale.

Accordingly, AECL will ultimately receive the full
proceeds realized upon privatization of Theratronics,
less the corporation's expenses associated with the
privatization.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1997-Continued

Thus, while the corporation has title to the shares of
Theratronics and executive management control over
its operations prior to its privatization, the corporation
did not acquire the normal risks anernefits

associated with share ownership. Accordingly, the
corporation has recorded its investment in
Theratronics at an amount equal to the net book value
of Theratronics at December 31, 1997 and 1996, with
an off-setting non-interest bearing note payable to
AECL, and has not recognized any income or loss on
this investment.

6. Investment in Varity Corporation

In August, 1996 Varity Corporation ("Varity")

redeemed the 1,250,000 Class Il preferred shares of Varity
held by the corporation for $25.00 per share, plus accrued
dividends.

7. Contingencies

(@)

(b)
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On December 23, 1986 the corporation sold its
investment in Canadair Limited to Bombardier-
Canadair Inc. The corporation and the Government
have agreed to indemnify Bombardier-Canadair Inc.
and Canadair Limited for specified product related
claims for fifteen years from December 23, 1986 for
which insurance coverage is unavailable or
economically impracticable to obtain. Reasonable
estimates of the effects, if any, of this indemnity
cannot be made at this time. Such amounts will be
recognized in future years, as appropriate, when
reasonable estimates can be made as to the likely
amount, if any, which will ultimately be paid pursuant
to this indemnity. No amounts have been paid to date
under this indemnity.

Under the terms of the agreement between CEIl and
Cameco Corporation ("Cameco"), CEl and Cameco
agreed on a formula for sharing any future joint costs,
excluding normal operating costs, related to certain
specified existing wastes accumulated by CEI to
October 5, 1988, the date of transfer of CEl's
operations and assets to Cameco. Cameco assumed
liability for the first $2,000 of joint costs. The next
$98,000 in joint costs will be shared 23/98ths by
Cameco, 75/98ths by CEI. CEl assumed liability for
joint costs in excess of $100,000.

(©

Alternatives for the economic disposal for existing
wastes continue to be pursued by Cameco. The
majority of the joint costs under the indemnity
provisions of the agreement relate to existing waste
material located in two sites which are closed and have
not accepted further wastes since October 5, 1988. The
ultimate magnitude of the joint costs is largely
dependent on the outcome of the Government's
review and determination of where and what type of
facility will be constructed to dispose of the waste,
remediation standards that will be set by the Atomic
Energy Control Board and the technologies that may
be available to meet these standards at the time they
are determined.

CEIl accrues for these costs on anual basis, based

on reliable estimates provided by Cameco. As at
December 31, 1997 Cameco estimates joint costs to be
$12,353 (1996—$12,086) of which CEl's share is
$7,923 (1996—$7,719). Accordingly, CEI has accrued
this amount as its lialify that is subject to reasable
estimation at this time. The balance payable, included
in accounts payable and accrued lisies, is $7,230
(1996—%7,257). It is likely that CEIl will incur further
liability for joint costs to be incurred in the future;
however, the ultimate maguode of this liabdity is not
reasonably estimable at this time. To December 31,
1997 actual total joint costs incurred are $3,783
(1996—$%$3,528) of which CEl's share is $1,365
(1996—%$1,170).

CEl is a co-defendant with Cameco in a lawsuit
brought on behalf of certain members of the Eldorado
Pension Plan. The lawsuit is based on the fact that
approximately $15,500 of plan expenses and employer
contributions were funded from the plan surplus rather
than from the co-defendants.

Affidavits have been exchanged and some cross
examinations have taken place, but the cross
examinations have not yet been completed. As such,
many of the factual and legal issues have not yet been
determined.

The co-defendants have a number of defences which
continue to be vigorously pursued. Management
remains of the opinion, after review of the facts with
counsel, that the outcome of this case will not have a
material financial impact in CEL.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

(d) Under the terms of the agreement between CEI and
Cameco, CEIl agreed to reimburse Cameco for costs
related to the final decommissioning of a former mine
site. CEl accrues for these costs on an annual basis
based on reliable estimates provided by Cameco. The
ultimate magnitude of this liability is not reasably
estimable at this time.

(e) Under the terms of the agreement between CEIl and
Cameco, CEl is responsible for certain costs related to
employees who retired prior to October 1988. CEl
accrues for these costs as incurred.

(f) In November 1991 the corporation sold its investment
in Nordion International Inc. ("Nordion") for proceeds
of $165,000.

As part of the purchase and sale agreement, the
corporation indemnified the purchaser for certain
representations contained in the agreement of purchase
and sale. The indemnity is subject to a deductible of
$1,000 and an aggregate limit of $10,000 and expired
two years after the date of the sale. $10,000 of the
proceeds received from the sale are held in the CRF
and is shown as "Cash Restricted as to use" in these
financial statements, for use in satisfying any claims
made under this indemnity.

Two claims were made under the indemnity provision.
One claim was settled at no cost to CDIC in 1997 and
one claim remains outstanding. Any balance
remaining of the $10,000 vhiteld to cover the
indemnity, net of claims, will be paid to AECL on
settlement of the outstanding claim.

(g) The Government has introduced legislation which if
enacted, would subject the corporation to the Large
Corporation Tax provisions.

The corporation cannot presently estimate thgaich

if any, of the Large Corporation Tax provisions;
however, any amount will be clygd to the statement

of income in the year in which the legislation is passed
by Parliament.

8. Cash provided by corporate operations

1997 1996
Corporate income (10ss), nét .............. (1,227) 2,708
Decrease in receivables.................. 112 250
Increase (decrease) in acco
payable and accrued liabilities
before provision for waste
disposal costs (3,607) 691
1
Cash provided by (used in)
corporate operations............ueeeene (4,722) 3,660
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APPENDIX 1
CANADA HIBERNIA HOLDING CORPORATION
AUDITORS’ REPORT

TO THE SHAREHOLDER OF CANADA HIBERNIA HOLDING
CORPORATION

We have audited the balance sheet of Canada Hibernia
Holding Corporation as at December 31, 1997 and the
statements of operations and deficit and changes in financial
position for the year then ended. These financial statements are
the responsibility of the company's management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the company as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Business Corporation Act and the
articles and by-laws of the Corporation.

KPMG
Chartered Accountants

Calgary, Canada
February 23, 1998

LIABILITIESAND SHAREHOLDER'S

ASSETS 1997 1996 EQUITY 1997 1996
Current assets Current liabilities
Accounts receivable 1,962 Accounts payable and accrued liabilities........ 2,359 3,796
Prepaid expenses 706 Taxes payable.........ccooeoerveinene 111 120
2,668 Current lease obligation 310
Capital assets 2,780 3,916
Hibernia development project............ 405,152 357,724
Crude oil tanker (Note 3).........cccce.... 39,456 Long-term lease obligation (Note 3)...........c.c..... 38,748
444,608 357,724
SHAREHOLDER'S EQUITY
Capital stock
Authorized—Unlimited number of
common shares
Issued and fully paid— 1 common share
Contributed SUrpluS ..........ccccveeiiieiiiiiiiiies 408,598 355,767
DEfICHE ..ot (2,850) (1,959)
405,748 353,808
Commitment and contingencies (Note 6)
447,276 357,724 447,276 357,724

See accompanying notes to financial statements.
On behalf of the Board:

DON SHAVER
Director

WILLIAM ROSS
Director
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APPENDIX 1—Continued

CANADA HIBERNIA HOLDING CORPORATION— Continued
STATEMENT OF OPERATIONS AND DEFICIT
YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)
1997 1996

Expenses

Large corporation taX............coeeeevnnenes 891 760
Loss for theyear........... 891 760
Deficit, beginning of year. 1,959 1,199
Deficit, end of year 2,850 1,959

See accompanying notes to financial statements.
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STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)

1997 1996
Cash provided by (used for)
Operation
Lossfor theyear........ccocoevveeennninnene (891) (760)
Decrease in working capital.................. (4,114) (3/418)
(5,005) (4,178)
Investment
Hibernia development project............... (47,428) (58,155)
Crude 0il tanker .........ccoevvvviiiciinnnnns (39,456)
(86,884) (58,155)
Financing
Parliamentary appropriations
from Canada.......c..cccoeoveeeeeceeeeerens 52,831 62,333
Increase in long-term obligation........... 39,058
91,889 62,333
Changeincash ...,
Cash, beginning of year.
Cash, end of year.........cccvvernneennneens
See accompanying notes to financial statements.
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APPENDIX 1—Continued
CANADA HIBERNIA HOLDING CORPORATION— Continued

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997
(all dollar amounts are stated in thousands)

1. CanadaHibernia Holding Corporation

Canada Hibernia Holding Corporation (the "Company”
or “CHHC") was incorporated under the provisions of the
Canada Business Corporation Act on December 4, 1992.
The Company was acquired by Canada Development
Investment Corporation ("CDIC") in March 1993. Prior to
March 1993 the Company was inactive. The Company is
subject to thérinancial Administration Act.

On March 19, 1993, the Company acquired for no cost
an 8.5% working interest in the Hibernia Development
Project and an 8.5% equity interest in the Hibernia
Management and Development Company Ltd. ("HMDC").
CHHC's sole purpose is the holding, management, funding
and ultimately, disposal of the 8.5% equity interest in the
Hibernia Development Project. Pursuant to a Memorandum
of Understanding ("MOU") dated June 8, 1993 between the
Government of Canada ("Government"), CDIC and CHHC
the Government seeks the approval of Parliament to
appropriate the funds necessary for CHHC to honour its
obligations to fund the project costs of the Hibernia
Development Project. CHHC is dependent on
appropriations from Government to fulfill its obligations.

The MOU also requires CDIC to fund administrative
costs of CHHC. The aggregate costs are reimbursable to
CDIC on commencement of commercial operations from
the Hibernia Development Project production proceeds (if
any such proceeds remain after payment of other
production expenses and charges), or if applicable, the
proceeds from the sale of the working interest or the sale of
the shares of the Company in such manner as may be
agreed upon by CDIC and the Minister of Finance
(Note 2 (c)).

HMDC is a Company formed to act ageat for the
participants in the Hibernia Development Project. All
project expenditures, other than those relating to the
transportation of oil from the project, are charged to the
Joint Account which is owned by the participants in
proportion to their working interest. The Joint Account is
funded directly by the participants and by Federal and
Provincial Government Contributions.

A-64

The Hibernia Development Project is in the
development stage. Accordingly, CHHC has no operations
until the poduction stage commences. Recovery of
CHHC's capitalized costs relating to the Hibernia
Development Project depends upon (i) the sale of the
working interest for an amount in excess of the costs
capitalized, or (ii) the successful completion of
construction and achievement of commercial production of
oil at prices sufficient to recover operating costs and
capitalized costs.

During the latter part of 1997, the Hibernia
Development Project received initialopluction from two
successful wells. One tanker load of crude oil was lifted
and in transportation to delivery point. CHHC's share of
this crude is approximately 71,000 barrels having a gross
sales value of $1,700 (Note 2 (d)).

The Company’s wholly owned subsidiary, CHHC QOil
Limited was incorporated in December 1997 and is
currently inactive.

Significant accounting polices

(a) Investment in the Hibernia Development Project and
Hibernia Management and Development Company
Ltd.:

Investment in HMDC is accounted for using the cost
method.

Development costs charged to the Joint Account
subsequent to the date of acquisition of the working
interest are capitalized. Development costs include
costs of engineering construction and installation of
production fadities comprised of a Gravity Based
Structure and Topsides facilities. All of the Company's
development activities ar@educted jointly with the
other owners.

(b) Contributed surplus

Appropriations received from the Government to fund
the costs of the Hibernia Development Project are
credited to contributed surplus.
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APPENDIX 1—Continued
CANADA HIBERNIA HOLDING CORPORATION— Continued

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Gontinued

(c) Administrative costs

The costs funded by CDIC in connection with the
administration of the Company total $2,629 to date
and have not beacciued as a liability or charged as
an expense in these financial statements because the
method of reimbursement of CDIC for those costs is
contingent on certain future events which are
uncertain.

(d) Commercial production

The Hibernia Development Project defines
"commercial/production” to occur upon the production
of the first three million barrels of ede oil from the
project (CHHC's 8.5% interest is 255,000 barrels).
Until commercial poduction is achieved the Caany

will capitalize all costs of mduction and

transportation net of revenues as pre-production costs.
Such pre-production costs are included as costs of the
project and will be depleted together with other such
costs on a unit of production basis. As at

December 31, 1997 revenue net of operating costs, in
the amount $827 has been capitalized. Upon
commencement of commercial production, the
Company will follow the full cost mabd of

accounting.

(e) Depletion and depreciation

The costs of project facilities will be transferred to the
depreciable pool as proved reserves are established.
Development costs are similarly transferred to the
depletable pool. Upon reaching commercial
production these pools will be depreciated or depleted
on a unit of production basis. The crude oil tanker will
be depreciated on a unit of production basis using
volumes transported over the estimated life of the
Hibernia field.

() Abandonment

A provision for abandonmentilvbe made on a unit
of production basis commencing with commercial
production.

(g) Foreign currency translation

Transactions of the Company that demominated in
foreign currencies are recorded in U.S. dollars at
exchange rates in effect at the related transaction
dates. Monetary assets and lidtgs denominated in
foreign currencies are adjusted to reflect exchange
rates at the balance sheet date.
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3. Crude oil tanker

During 1995, the Company, together with one of the
other participants, entered into agreements providing for
the time charter and operations of a tanker for the
transportation of oil from the project. The Company's share
of annual fixed obligations is approximately $6,000.
Payments commenced in November, 1997 for an initial
term of ten years. The agreement provides for one five-year
and five two-year extensions not to exceed twenty-five
years. The time charter has been treated as a capital lease
for accounting proposes. Accordingly, CHHC's 25.373%
interest in the tanker has been capitalized and is presented
on the balance sheet under capital assets. The long-term
lease obligation represents the present value of the tanker
time charter capital payments discounted at 14.5% over 20
years.

Royalty

Under the Hibernia Royalty Agreement a gross royalty
of 1% to 5% is payable until such time as cumulative net
sales revenue exceeds CHHC's investment in the project
plus 15% compounded, from the date of the expenditure,
per annum. Royaes following reovery of CHHC's total
investment including compounding will be 30%.

Income taxes

The Company has available resource-related deductions
and noneapital losses which may be carried forward and
used in the prescribed manner to reduce taxable income in
future years. At December 31, 1997, resource-related
deductions were approximately $438,300 aad-capital
loss carryforwards and investment tax credits were $31,500
and $50,000 respectively.

Commitment and contingencies

(a) During 1993, the Company acquired an 8.5% interest
in the Hibernia Development Project. The Company's
obligations, in connection with the acquisition, related
only to project costs incurred after January 20, 1993.
Costs of the Hibernia Development Project to the point
of commercial production are expected to be
approximately $5,819,000, before government
assistance and are for production facilities only,
exclusive of costs for drilling of wells and the Hibernia
transportation system. The Company's 8.5% share is
expected to be approximately $407,000. The
Company's expenditures incurred after March 23, 1993
do not qualify for government contributions or
government guaranteed limited-recourse loans
provided to the other owners of the project.
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APPENDIX 1—Concluded
CANADA HIBERNIA HOLDING CORPORATION— Concluded

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

(b) The Company became a patrticipant in the Hibernia
Development Project effective from the day of the first
billion dollars of charges to the Joint Account. The
determination of the first billion dollars of charges to
the Joint Account and required owner contributions
involves interpretations for the treatment of charges,
credits and government contributions under the
Hibernia Owner Agreements. Matters of Interpretation
have yet to be resolved between Gulf Canada
Resources Limited and certain project owners. The
outcome of these matters is presently not determinable
and thus, the potential impact on the Company's
required contributions to the project is presently not
determinable.

(c) The Company commenced legal action against other
Hibernia owners and the Hibernia Management and
Development Company Ltd. in January 1997. CHHC
is seeking resolution in respect of transportation
arrangements in place since February 1995. Extensive
mediation has taken place resulting in an agreement
which has been signed. CHHGllwelease all parties
from the legal action when the Cpany is fully
satisfied that all settlements are acceptable.
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APPENDIX 2
THERATRONICSINTERNATIONAL LIMITED
AUDITORS’ REPORT TO THE SHAREHOLDER

We have audited the balance sheet of Theratronics
International Limited as at December 31, 1997 and the
statements of earnings, retained earnings and changes in
financial position for the year then ended. These financial
statements are the responsibility of the company's
management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the company as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé&inancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

We further report that, in our opinion, the transactions of the
company that have come to our notice in the course of our
examination of the financial statements have, in all significant
respects been in accordance with Part X ofinancial
Administration Act and regulations, the charter and by-laws of
the company and any directives given to the company.

KPMG
Chartered Accountants

Ottawa, Canada
February 5, 1998

LIABILITIES AND SHAREHOLDER'S

ASSETS 1997 1996 EQUITY 1997 1996
Current assets Current liabilities
[ @F=T] o T 4,035 340 Accounts payable and accilitie liab 10,976 9,684
Accounts receivable. 7,388 5,021 Advances and deferred revenue.................. 5,021 4,431
Inventories (Note 2) .. . 8,831 8,480 15,997 14,115
Prepaid eXpenses.........ccevveeeiieeeiiiieeenines 449 380
20,703 14,221 Long-term liabilities (Note 4) ............cccoveeenne 1,279 1,507
SHAREHOLDER'S EQUITY
Capital assets (Note 3) .... . 4,518 3,964 Share capital (Note 6)....... 9,588588 9
In-reactor cobalt inventory ...........cc.ccceeeeien. 2,159 1,956 Retained earnings (deficit) 516 (5,069)
10,104 4,519
Commitments (Note 10) .......cccevvvveriiieenineen.
27,380 20,141 27,380 20,141
See accompanying notes to financial statements.
On behalf of the Board:
WARD PITFIELD
Director
BENITA WARMBOLD
Director
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APPENDIX 2—Continued

THERATRONICS INTERNATIONAL LIMITED—  Continued
STATEMENT OF EARNINGS
YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)
1997 1996
SAlES...erete e 43,467 36,402
Cost of goods SOId.........ceveveririirierininiinens 25,605 27,097
17,862 9,305
Operating expenses
Selling and marketing ...........cceeeevniene 3,938 3,187
Administration 5,604 5,336
Research and development................... 2,735 3,288
12,277 11,811
Net income (I0SS).......cveeevrveireneeieerenenienes 5,585 (2,506)
See accompanying notes to financial statements.
STATEMENT OF RETAINED EARNINGS
YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)
1997 1996
Deficit, beginning of year. . (5,069) (2,563)
Net income (I0SS).......cuevrveueirenieeirenieiens 5,585 (2,506)
Retained earnings (deficit),
end Of YEAIr......ccvveeeerreeerreecs 516 (5,069)

See accompanying notes to financial statements.
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STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(in thousands of dollars)

1997 1996
Cash provided by (used in)
Operations
Net income (I0SS) ......cccoveveueerenenreenenn 5,585 (2,506)
Depreciation........ccoveveienicninicinns 1,043 909
6,628 (1,597)
Change in non-cash operating
working capital (Note 8)................. (1,108) 3,274
5,520 1,677
Financing
Decrease in long-term liabilities.......... (228) (89)
Investments
Net acquisition of capital assets.......... (1,597) (1,060)
Increase in cash 3,695 528
Cash (bank indebtedn:
beginning of year 340 (188)
Cash, end of year 4,035 340

See accompanying notes to financial statements.
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APPENDIX 2—Continued
THERATRONICS INTERNATIONAL LIMITED—  Continued

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)

Theratronics International Limited ("Theratronics") is
incorporated under the Canada Business Corporations Act
and is subject to the Financial Administration Act. The
primary business of Theratronics is the manufacture, sales
and service of radiotherapy and related equipment to
hospitals and medical institutions around the world.

Theratronics was incorporated initially as awholly-
owned subsidiary of Atomic Energy of Canada Limited
("AECL"). The Minister of State for Privatization
announced in 1988 the government’s intention to sell the
Company to the private sector. The Government confirmed
it'sintention to sell the company in the March 1996 Federal
budget.

Assets and liabilities were transferred from AECL to the
Company in exchange for 10,000 common shares. Since
the transaction occurred between companies under
common control, avalue of $9,588 was assigned to capital
stock for accounting purposes representing the net book
value of the assets and liabilities transferred. The effective
date of these transactions was July 1, 1988. As of
September 30, 1988, all of the outstanding common shares
were sold to Canada Development Investment Corporation
("CDIC"). No assessment of the potential impact of
privatization has been made or reflected in the financial
Statements.

. Significant accounting policies
(a) Capital assets

Capital assets are initially recorded at cost and
depreciated on a straight-line basis over the estimated
useful life of the underlying assets, as follows:

Asset Basis
Site service 5to 15 years
Building 20 years
Machinery, equipment and

leased equi pment 3to 10 years

(b) Inventories

Finished goods inventories including service
inventories are valued at the lower of cost and
estimated net realizable value. Raw materials, work in
process, and cobalt 60 are valued at the lower of cost
and replacement cost. Cost is primarily determined on
a standard cost basis and includes material, labour and
manufacturing overhead where applicable.
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(c) In-reactor cobalt inventory

In-reactor cobalt inventory represents primarily
payments for irradiation services performed by AECL
to produce cobalt 60. The amounts classified aslong
term will not be consumed within the next fiscal year.

(d) Pension plan

Employees are covered by the Public Service
Superannuation Plan administered by the Government
of Canada. The Company'’s contributions to the plan
are limited to matching the employees’ contributions
on account of current service and past service buy
back limited to federal government services. These
payments are charged to income on a current basis and
represent the total pension obligations of the
Company.

(e) Employee termination benefits

Employees are entitled to specific termination benefits
defined under collective agreements and conditions of
employment. The charge to income and the liability
are recognized in the accounts based on certain criteria
as to retirements and terminations.

(f) Warranty provision

A provision is recorded for estimated warranty costs at
the time of product sale.

(9) Revenue recognition

Revenue from the sale of radiotherapy units, software
and related equipment is generally recognized upon
shipment. Revenue from field servicesis recognized at
the time services are rendered. Revenue from service
contractsis recognized on a straight-line basis over the
term of the contract.

(h) Foreign currency

Assets and liabilities denominated in currencies other
than Canadian dollars are translated at exchange rates
in effect at the balance sheet date. Revenue and
expense items are trandated at the monthly average
rates of exchange during the year. Trandation gains or
losses are included in the determination of earnings.
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APPENDIX 2—Continued
THERATRONICS INTERNATIONAL LIMITED—

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997—Continued

Continued

Gains and losses on forward exchange contracts used
to manage foreign currency exposures on export sales
arerecognized in earnings in the same period as the
foreign currency revenues to which they relate.

2. Inventories

1997 1996
Service inventory 473 838
Cobalt 60 2,477 2,426
Manufacturing
1,046 1,157
2,217 1,998
2,618 2,061
8,831 8,480
3. Capital assets
1997 1996
Net Net
Accumulated  book book
Cost depreciation  value value
69 69 69
Site service... 1,281 797 484 575
Building 3,767 3,274 493 321
Machinery and
equipment ............. 9,554 6,938 2,616 1,990
Equipment leased
to customers.......... 712 289 423 512
Equipment under
capital lease........... 641 208 433 497
16,024 11,506 4518 3964

Cost and accumulated depreciation were $14,799 and

$10,835 respectively at December 31, 1996.
4. Longtermliabilities

1997 1996
Capital 1€aSe.......cceevereeirirreriens 123 258
Employee termination benefits. . 1,056 931
Deferred revenue.............cooeeeeeveeenncne 100 318
1,279 1,507
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The company has one manufacturing equipment capital
lease. The lease requires an interest payment of 9.6% and

expiresin 1999. Future minimum payments, by year and in
aggregate, consists of the following at December 31, 1997.
1998 . 154
1999..... . 128
Total minimum lease payments . 282
Amounts representing iNterest...........ovveeeennennnns (24)
Present value of net minimum lease

PAYMENES. ... vttt seeeees 258
Less current portion included in accounts

payable and accrued liabilities...........coeverrrencns (135)

123

Financial instruments

@

(b)

(©

Foreign exchange risk management

The company has entered into forward foreign
exchange contracts to hedge its foreign currency
exposure on certain export sales. The contracts oblige
the Company to sell U.S. dollarsin the future at
predetermined exchange rates. The contracts are
matched with anticipated future U.S. dollar sales. At
December 31, 1997 the Company had entered into
contracts to sell U.S. $5,500 in the next eight months
at an average exchange rate of $1.37.

Credit risk

The Company is exposed to credit related lossesin the
event of default by customers and non-performance by
counterparties to financial instruments. Credit
exposure is minimized by dealing with only
creditworthy customers and counterparties or by
obtaining insurance or letters of credit in accordance
with established credit approval policies.

Fair values

The carrying values of cash, accounts receivable, bank
indebtedness, accounts payable and accrued liabilities
approximate their fair value due to the relatively short
periods to maturity of these instruments.

Thefair value of the capital leaseis determined by
discounting the future contracted cash flows under the
lease at current interest rates available to the Company
for the same of similar instruments. As December 31,
1997, the carrying value of the capital lease
approximates its fair value.
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APPENDIX 2—Concluded
THERATRONICS INTERNATIONAL LIMITED— Concluded

NOTESTO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997—Concluded

It is not practical to determine the fair value of the
long-term liability for employee termination benefits
asthe timing of the payments is dependent on future
events.

The Company has letters of guarantee totalling $661
($676 in 1996) relating to performance guaranteesin
specific sales agreements. The letters of guarantee will
fully expire on December 3, 1998. The Company has
accrued $182 ($364 in 1996) in the year for these
guarantees. It is not practica to determine the fair
value of these |etters of guarantee as thereis no market
for the guarantees and they were issued without
explicit cost.

The fair value of the forward exchange contracts at
December 31, 1997 was an unrealized loss of $289
and reflects the amounts the Company would pay on
termination of the contracts at the balance sheet date at
an average rate of $1.42.

6. Sharecapital

The authorized share capita of the Company consists of
an unlimited number of no par value common shares with
issued and outstanding shares totalling 10,000.

7. Incometaxes

As awholly-owned subsidiary of a Federal Crown
Corporation, the Company is not subject to provincial
income taxes.

The Company’s expected income tax rate is the net
Federal statutory rate (including surtax) of 39.12% less the
applicable manufacturing and processing deduction of 7%.
The 1997 effective tax rateis nil due to the utilization by
the corporation of previously unrecognized losses and
investment tax credits. The 1996 effective tax rate was nil
dueto thelossrealized in the year.

The Company has non capital |oss carryforwards for
income tax purposes of Nil ($3,880 in 1996) and net capital
loss carryforwards of $2,448 ($2,448 in 1996) available to
offset taxable capital gains indefinitely. In addition, the
Company has differences between the tax and accounting
values of its assets for which future deductions are
available in the amount of $10,254 ($8,988 in 1996). Of
this amount, $3,162 ($3,248 in 1996) relate to the assets of
the Company at the date it became subject to income taxes.

The Company has unused investment tax credits of
$450 ($900 in 1996) available to reduce taxes payable up
to 2004.

Canada Development Investment Corporation

10.

11

Operating working capital

The changes in non-cash operating working capital are
comprised of:

1997 1996

Accounts receivable.............ccccu.e. (2,367) 2,090
Inventories............ (554) 1,041
Prepaid expenses (69) (78)
Accounts payable and

accrued liabilities ... 1,292 1,784
Advances and deferred

FEVENUE......ooviiiiiiciirecienas 590 (1,563)

(1,108) 3,274

Related party transactions

AECL provides irradiation services to the Company in
the normal course of operations. Total purchases of
irradiation services in the year were $1,899 ($1,688 in
1996) measured at the contracted amount. At December 31,
1997, $297 ($370 in 1996) of these purchases were
included in accounts payable.

Commitment

The Company has a commitment, estimated at
approximately $16,500 to purchase cobalt 60 from AECL
produced at its Chalk River nuclear laboratory to the year
2008.

Sales Agents remuneration

During the year ended December 31, 1997 the Company
has made payments totalling $2,608 to the following
agents. Alatan Teknologi, Malaysia; Alkan Establishment,
Egypt; Aristons, PVT, Sri Lanka; BirlaMedical
Technologies, India; Bureautique Communication, Algeria;
CIS (U.K.), United Kingdom; CIS Germany, Germany;
Dac Imaging, South Africa; Dynamotors, Mauritius; Edson
Costa, Brazil; Gemed Sistemos, Venezuela; General
Electronica Genelectric, Ecuador; General Machinery,
Chile; General Medica, Colombia; Hamco Commercial,
Peru; Institute of Isotopes, Hungary; 1zinta Trading,
Hungary; Mysore Kirloskar Ltd., India; Lactronics S.A.,
Brazil; Mr. Hari Lakshmanan, India; Medikal Teknik,
Turkey; Meditron A.S. de C.V., El Salvador; Med X-Ray,
South Africa; Nairobi X-Ray, Kenya; NCA
Electromedicina, Spain; Parksons International, India;
Promed S.A., Republic of Panama; Radcons Pty.,
Australia; Rimpex SA.R.L., Tunisia; RTA Spolka, Poland.
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CANADA LANDS COMPANY LIMITED

MANAGEMENT RESPONSIBILITY FOR FINANCIAL
REPORTING

The consolidated financial statements of Canada Lands
Company Limited have been prepared by management of the
Corporation in accordance with generally accepted accounting
principles.

Management maintains financial and management reporting
systems which include appropriate controls to provide
reasonable assurance that the Corporation’s assets are
safeguarded, to facilitate the preparation of relevant, reliable
and timely financial information and to ensure that transactions
are in accordance with Part X of thenancial Administration
Act and regulations, th@anada Business Corporations Act
and the articles and the by-laws of the Corporation.

Where necessary, management uses judgement to make
estimates required to ensure fair and consistent presentation of
this information.

The Board of Directors is composed of five directors, none
of whom are employees of the Corporation. The Board of
Directors has the responsibility to review and approve the
financial statements, as well as overseeing management’s
performance of its financial reporting responsibilities. An
Audit Committee appointed by the Board of Directors of the
Corporation has reviewed these statements with management
and the auditor and has reported to the Board of Directors. The
Board of Directors has approved the financial statements.

The auditor is responsible for auditing the financial
statements and has issued a report thereon.

All other financial and operating data included in the annual
report are consistent, where appropriate, with information
contained in the financial statements.

E. Buchholz
President and Chief Executive Officer

B. E. Richardson
Vice President, Chief Financial Officer
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AUDITOR’S REPORT

TO THE MINISTER OF PUBLIC WORKS AND GOVERNMENT
SERVICES

| have audited the consolidated balance sheet of Canada
Lands Company Limited as at 31 March 1998 and the
consolidated statements of income and retained earnings and
changes in financial piton for the year then ended. These
financial statements are the responsibility of the Corporation's
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Corporation as at 31 March 1998 and the results of its
operations and the changes in its financial position for the year
then ended imaccordance witlgenerallyaccepted accounting
principles. As required by tH&nancial Administration Act, |
report that, in my opinion, these principles have tzggplied
on a basis consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
and of its wholly-owned subsidiaries that have come to my
notice during my audit of the consolidated financial statements
have, in all significant respects, been in accordance with Part X
of theFinancial Administration Act and regulations, the
Canada Business Corporations Act and the articles and the by-
laws of the Corporation and its wholly-owned subsidiaries.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 15, 1998
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CONSOLIDATED BALANCE SHEET ASAT MARCH 31
(in thousands of dollars)

LIABILITIES AND SHAREHOLDER'S

ASSETS 1998 1997 EQUITY 1998 1997
Properties Liabilities
Income producing properties (Note 3)..... 137,745 170,370 Mortgages payable (Note 5) .........cccceueennnee. 36,913
Properties under development (Note 3)... 61,036 17,607 Notes payable to the Federal
Land held for development or sale........... 64,016 124,679 Government (Note 6).... 55,800 37,100
262,797 312,656 Bank indebtedness 711
Accounts payable and accrued liabilities
(Note 10) 61,995 78,023
Other assets Prepaid rents and deposits ... 21,017 1,270
Cash and short-term deposits 52,057 20,491 175,725 154,161
Amounts receivable (Note 4) .. 100,993 64,725
Prepaid expenses and other..................... 2,385 5,912 SHAREHOLDER'S EQUITY
155,435 91,128
Capital stock (Note 8)
Contributed surplus (Note 8) 218,317 238,717
Retained earnings 24,190 10,906
242,507 249,623
Commitments and subsequent events
418,232 403,784 (Notes 3, 10,14) ....ccoceriiiiiiiiiiiicciee 418,232 403,784
See accompanying notes to consolidated financial statements.
On behalf of the Board:
JON K. GRANT
Chairman of the Board
CHARLESPELLETIER
Chartered Accountant
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CONSOLIDATED STATEMENT OF INCOME CONSOLIDATED STATEMENT OF CHANGES

AND RETAINED EARNINGS IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31 FOR THE YEAR ENDED MARCH 31
(in thousands of dollars) (in thousands of dollars)
1998 1997 1998 1997
Revenues Operating activities
Property sales 133,956 142,765 Net income.... 13,284 10,391
Rental 33,461 43,072
Attractions, food and beverage 5,937 36,080 114,510 106,623
Interest and other (Note 10) 14,071 7,254 Provision for diminution
187,425 229171 in va_J ue of assetS.......cocvvcvciciciciinns 1,500 15,586
Expenses Expenditures on properties. (53,120) (47,385)
Depreciation................ 5,984 8,718
Cost f IOpery SIES..c 114510 106,623 Do it 3% 431)
Provision for diminution in '
value of assets 1,500 15,586 Other expensss.... 8,161
Rental operating costs. 21,345 30,227 83,548 96,663
Attractions, food and beverage Net change in operating assets
COSES..vvvrerernnne s s 3,406 23,210 and 1iabiliti€S ..o (30,727) (31,303)
Interest and other financing
costs (Note 5) 3,885 4,733 ) )
General and administrative .. 13,364 15,083 Cash provided by operating
DepreCI PUiTe) s P 5,084 8,718 ACHIVITIES . 52,821 65,360
Other 1,236 477 Financing activities
165,230 208,951 Mortgages payable.........ccccovreeiennnnns (244) (23,134)
Notes payable to the Federal
Income before tax.... 22195 20,220 r eﬁj{;\t/i%rr?g;ancééil\tl;t; éi)k .................... 18,700 37,100
Income tax (Note 8,911 9,829 (NOKE ) oo (20,400) (10,900)
NEtINCOME.....cecvriverrierceicieciiaes 13,284 10,391 Amount payable on acquisitions 4,601
Retained earnings,
beginning of year ..., 10,906 515 Cash provided by (applied to)
Retained earnings, end of year.................. 24,190 10,906 financing activities........c.ccccoveireenenene (1,844) 7,667
See accompanying notes to consolidated financial statements.
Investment activities
Acquisitions (Note 12) .........cccceereruneee (18,700) (55,250)
Expenditures on property held
for investment ..........cccoecevivnrccninnne (6,460)
Cash applied to investment activities ....... (18,700) (61,710)
Increase in cash 32,277 11,317
Cash, beginning of year... 19,780 8,463

Cash, end of year.........ccccccocccccccccnnne 52,057 19,780

Cash includes cash and short-term deposits and is net of bank indebtedness.
See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS

1. Authority and activities of the corporation

Canada Lands Company Limited, a non-agent Crown
corporation, originally named Public Works Lands
Company Limited, was incorporated under the Companies
Act in 1956 and was continued under the Canada Business
Corporations Act. It was added to Schedule C to the
Financial Administration Act in 1979 and listed as a parent
Crown corporation in 1984 in Part | of Schedule 11 to the
Financial Administration Act.

The Corporation has full power to acquire, manage,
improve, sell or otherwise deal in or dispose of real or
personal property or any interest therein.

Asaconsequence of the CN Commercialization Act in 1995,
the Corporation acquired effective August 31, 1995 all the
shares of Canada Lands Comp&i(C Limited (“CLC")
and CN Tower Limited (“CNTL"). Prior to that date, the

Corporation was inactive and had only nominal assets and

share capital. CNTL was amalgamated with CLC effective
December 1, 1997.

CLC'’s objective is principally to carry out a
commercially-oriented and orderly disposal program of
certain Federal Government real properties and the
management of certain select properties. In undertaking
this objective, CLC may manage, develop and dispose of
real properties, either in the capacity of owner or as agent
for the Federal Government. It is anticipated that the
disposal program will be completed over a number of
years.

2. Summary of significant accounting policies

(&) General

The consolidated financial statements are prepared in

accordance with generally accepted accounting
principles. With respect to real estate activities, the
Corporation’s accounting policies and standards of
financial disclosure are also substantially in

accordance with the recommendations of the Canadian

Institute of Public Real Estate Companies, of which
the Corporation is an associate member.

(b) Consolidation

(i) The Corporation consolidates the accounts of its
principal wholly-owned subsidiary, CLC.

(i) The consolidated financial statements also include

the Corporation’s proportionate share of all
incorporated and unincorporated joint ventures in
which the Corporation has an interest, to the
extent of the Corporation’s interest in their
respective assets, liabilities, revenues, expenses
and cash flows.

Canada Lands Company Limited

(iii) The accounts of the Corporation’s other non-
principal subsidiaries are excluded from
consolidation because the Corporation does not
have continuing power to determine their
strategic operating, investing and financing
policies. These non-consolidated subsidiaries are
Canada Lands Company (Vieux-Port de Québec)
Inc. and Old Port of Montréal Corporation Inc.

The Corporation has one ational subsidiary,
3148131 Canada Limited, which is presently
inactive.

(c) Income recognition
The Corporation recognizes income as follows:
(i) Property sales

When the Corporation has filléd all material
conditions and received a down payment that is
appropriate in the circumstances having regard to
the financial resources of the purchaser.

(ii) Income producing properties under development

When break-even cash flow after debt service is
achieved but not later than one year after
substantial completion.

(d) Properties

(i) Income producing properties are carried at the
lower of cost less accumulated depreciation and
net recoverable amount or, if intended for
disposition, at the lower of cost less accumulated
depreciation and net realizable value.

(ii) Properties under development and land held for
development or sale are carried at the lower of
cost and net realizable value.

(iii) Prior to sale, the Corporation capitalizes all direct
deferred selling costs related to the properties.

(iv) When significant interest costs are incurred
related to development adties, the Corporation
capitalizes such costs to properties.

(e

~

Depreciation

Depreciation is calculated on the straight-line method
using rates based on the estimated remaining useful
lives of the assets, which range from 5 to 40 years.
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NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS—Continued

(f) Asset valuation

In determining estimates of net realizable values and
fair market values for its properties, the Corporation
relies on assumptions regarding applicable industry

performance and prospects, as well as general business
and economic conditions that prevail and are expected

to prevail. Assumptionsnderlying asset valuations
are limited by the availability of reliable comparable
data and the uncertainty of predictions concerning
future events.

The Corporation’s properties are subject to various
government laws and regulations relating to the
protection of the environment. The Corporation has

made, and expects to make in the future, expenditures

to comply with such laws and regulations. Where
estimated costs are reasonably determinable, the
Corporation considers such costs in arriving at
estimates of fair market value of its properties, based
on management’s estimate of such costs. Such
estimates are, however, subject to change based on
agreements with regulatory authims, chages in

laws and regulations, thétimate use of the property,
and as new information becomes available.

Due to the assumptions which must be made in
arriving at estimates of fair market value, such
estimates, by nature, are subjective and do not
necessarily result in a precise determination of asset
value.

3. Properties
(a) Income producing properties

The Corporation’s income producing properties
consist of the CN Tower, office, industrial and mixed-
use buildings.

1998 1997
(in thousands of dollars)
24,980 38,036

128,887 143,714

153,867 181,750
Accumulated depreciation....... 16,122 11,380

137,745 170,370

Buildings

(b) Properties under development

Properties under development consist of industrial
office projects under construction, and commercial,
residential and industrial lands currently being

developed.
1998 1997
(in thousands of dollars)
Income producing properties... 2,170 1,495
Land ..o 58,866 16,112

61,036 17,607
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Capital commitments at March 31, 1998 total
$6,939,000 (1997—$4,165,000).

4. Amounts receivable

Amounts receivable are comprised as follows:
1998 1997

(in thousands of dollars)

Assignment of rents
receivable.........ccovncrinnienene, 35,062 35,067
Mortgages and secured notes

52,653 20,991
13,278 8,667
100,993 64,725

(a) The Corporation has a receivable under an assignment
agreement in respect of rents receivable, which entitles
it to receive rental income during the period ending
2013. At March 31, 1998, the assignment of rents
receivable in the amount of $35 million reflects the
estimated payments to be received during the term of
the agreement, less imputed interest, as follows:

(in thousands
of dollars)

Y ears ending March 31
4,570
4,615
4,758
4,897
5,040
65,710

89,590

Less amounts representing
inputed iNterest.........cocvevveereeerercnennns 54,528

35,062

(b) Mortgages and secured notes receivable bear interest
at various fixed rates ranging from 4.5% to 8.0%
(1997—4.5% to 8%), and are repayable as follows:

(in thousands
of dollars)

Y ears ending March 31
9,039
12,592
4,986
3,405
4,995
17,636

52,653

Canada Lands Company Limited




NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS—Continued

5. Mortgages payable (d) Trade receivables approximate fair value due to the

Mortgages payable are secured by two of the
Corporation’s properties, and have a maturity schedule as
follows:

(in thousands
of dollars)

Y ears ending March 31
157

Interest incurred on mortgages payable amounted
to $3,885,000 (1997—$4,649,000) for the year ended
March 31, 1998, and is payable at a weighted annual
average rate of 10.38% (1997—10.38%).

Notes payable to the federal government

The notes payable are non-interest bearing and
repayable from the proceeds of the sale of the real estate
properties in respect of which the notes
were issued.

Based on the anticipated timing of the sale of the real
estate properties, principal repayments are estimated to be
due as follows:

(in thousands
of dollars)

Y ears ending March 31

13,100

18,900
8,900
7,400
4,400
3,100

55,800

Subsequent years...

Financial instruments

(a) Cash and short-term deposits approximate fair
value due to the short-term nature of these financial
instruments. Short-term deposits are invested
periodically at current market rates.

(b) Assignment of rents receivable approximates fair value
based on discounted cash flow. Payment is dependent
upon the cash flow of certain real estate leased to a
single party.

(c) Mortgages and secured notes receivable approximate
fair value based on discounted cash flow.

Canada Lands Company Limited

short-term nature of these financial instruments.

(e) Mortgages payable have a fair value at March 31, 1998
of $44,000,000 (1997—$43,000,000).

(f) Notes payable to the Federal Government approximate
fair value based on discounted cash flow.

(g) Accounts payable and accrued ligtleis approximate
fair value due to their short-term nature or based on
discounted cash flow, as appropriate.

Capital stock and contributed surplus

The Corporation is authorized to issue three shares
which shall only be transferred to a person approved by the
Minister of Public Works and Government Services. The
three authorized shares have been issued in consideration
of services rendered and are held in trust for Her Majesty
in right of Canada by the Minister of Public Works and
Government Services. Nominal value has been ascribed to
the three issued shares of the Corporation.

During the year ended March 31, 1998, in accordance
with the Canada Business Corporations Act, the
Corporation transferred $20.4 million (1997—
$10.9 million) of its contributed surplus to capital stock
and subsequently reduced its capital stock by this amount
by payment to the Shareholder.

Income tax

The Corporation’s income tax expense differs from the
expected income tax expense using the combined Federal
and Provincial rate, as follows:

1998 1997

(in thousands of dollars)
Combined federal and

provincial rate 45% 45%
Expected income tax expense.... 9,061 9,111
Effect of non-taxable

capital gains (1,721) (593)
Large corporations tax.. 590 524
Other ....cooviercieees 81 787
Actual income tax expense........ 8,911 9,829

10. Other liabilities and commitments

(a) The Corporation has a commitment under an income
deficiency agreement whereby the Corporation is
obligated to fund up to a maximumaproximately
$13 million aanually. The agreement expires in 2083,
subject to earlier termination in 2009 under certain
circumstances. The Corporation’s estimate of this
obligation, which is based on assumptions regarding
future events and economic circumstances, is included
in accounts payable and accrued li¢ies. The anual
change in the obligation is included in interest and
other revenues.
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NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS—Concluded

11.

12.

(b) The Corporation has entered into commitments under
operating leases for land and office premises for terms
up to 92 years, with minimum lease payments as

follows:
(in thousands
of dollars)
Y ears ending March 31
1999 1,313
2000.. 1,281
2001. 1,084
2002.. 474
2003 268
Subsequent years 16,871
21,291

(c) Letters of credit totalling $4,153,000 (1997—
$5,829,000) were outstanding at March 31, 1998.

Joint ventures

The following amounts included in the consolidated
financial statements represent the Corporation’s
proportionate share in joint ventures:

1998 1997
(in thousands of dollars)
48,831 53,322
Liabilities 40,261 41,069
Revenues.. 16,938 49,602
16,335 47,733
603 1,869

Cash provided by operating

ACHVItIES.....cececicrecece 4,909 21,461
Cash applied to financing activities... (245) (23,134)

The Corporation is contingently liable for obligations of
its associates in such joint ventures. In each case, all of the
assets of the joint venture are available for the purpose of
satisfying such obligations.

Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada departments,
agencies and Crown corporations. The Corporation enters
into transactions with these entities in the normal course of
business.

During the year ended March 31, 1997, CLC acquired
an interest in five real estate properties from a Government
of Canada department and a Crown corporation for an
aggregate purchase price of $55.25 million. Consideration
for these assets acquired was the issuance of promissory
notes payable to the Federal Government in the amount of
$37.1 million (Note 6) and an amunt payable to a Crown
corporation of $18.15 million.
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13.

14.

15.

During the year ended March 31, 1998, CLC acquired
real estate properties from a Government of Canada
department for consideration of the issuance of a
promissory note payable to the Federal Government
recorded at a discounted amount of $18ilian
(Note 6).

The Corporation receives audit services without charge
from the Office of the Auditor General of Canada.

Information on non-consolidated subsidiary companies

Canada Lands Company (Vieux-Port de Québec) Inc.
ceased operations effective March 31, 1988 and was
dissolved on April 20, 1998.

Old Port of Montréal Inc. promotes the development of
the lands of the Old Port of Montréal and develops,
administers, manages and maintains Crown property in that
location. As at March 31, 1997, this corporation, in
thousands of dollars, had assets of $1,430, tigsilof
$1,427 and equity of Canada of $3, with revenue of $8,288
and excess of operating expenditures over revenue of
$3,244 for the year then ended.

Subsequent event

On April 21, 1998, the Corporation signed an agreement
to purchase properties from a Crown corporation for a
purchase price of $75.9 million. Consideration for the
purchase will be the issuance of notes payable to the
Crown corporation.

Comparative figures

Certain of the comparative figures have been
reclassified to conform with the presentation adopted in the
current year.

Canada Lands Company Limited




APPENDIX 1
CANADA LANDS COMPANY (VIEUX-PORT DE QUEBEC) INC.

THE AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED MARCH 31, 1998
WERE NOT AVAILABLE AT DATE OF PRINTING
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CANADA MORTGAGE AND HOUSING CORPORATION

MANAGEMENT’'S RESPONSIBILITY FOR
FINANCIAL REPORTING

CMHC management is responsible for establishing and
maintaining a system of books, records, internal controls and
management practices to provide reasonable assurance that:
reliable financial information is produced; the assets of the
Corporation are safeguarded and controlled; the transactions of
the Corporation are in accordance with the relevant legislation,
regulations and by-laws of the Corporation; the resources of
the Corporation are managed efficiently and economically; and
the operations of the Corporation are carried out effectively.

Management is also responsible for the integrity and
objectivity of the financial statements of the Corporation. The
accompanying financial statements for the year ended
December 31, 1997 were prepared in accordance with
generally accepted amenting principles in Canada. The
financial information contained elsewhere in this report is
consistent with that in the financial statements.

The Board of Directors is responsible for ensuring that
management fulfils its responsibilities for financial reporting
and internal control. The Board exercises its respoitgbil
through the Audit Comittee, which includes a majority of
members who are not officers of the Corporation. The
Committee meets from time to time with management, internal
audit staff, and independent external auditors to review the
manner in which these groups are performing their
responsibilities and to discuss auditing, internal controls and
other relevant financial matters. The Audit Committee has
reviewed the financial statements with the external auditors
and has submitted its report to the Board of Directors which
has approved the financial statements.

The financial statements have been audited by the joint
external auditors, Jacques Champagne, CA, of the firm
Mallette Maheu, and L. Denis Desautels, FCA, Auditor
General of Canada. Their report offers an independent opinion
on the financial statements to the Minister of Public Works and
Government Services.

Marc Rochon
President and Chief Executive Officer

Karen A. Kinsley
Vice-President
Corporate Services and Chief Financial Officer
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AUDITORS’ REPORT

TO THE MINISTER OF PUBLIC WORKS
AND GOVERNMENT SERVICES

We have audited the balance sheets of the Canada Mortgage
and Housing Corporation for the Corporate Account and the
Insurance and Guarantee Funds as at December 31, 1997, and
the related statements of operations and reserve fund,
operations and surplus (deficit), and changes in financial
position, and the Minister's Account statement of expenses and
recoveries for the year then ended. These financial statements
are the responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial ptien for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Mortgage and Housing Corporation
Act, theNational Housing Act and the by-laws of the
Corporation.

The financial statements for the year ended December 31, 1995
were reported on by other joint auditors.

Jacques Champagne, CA
Mallette Maheu
General Partnership
Associated with Arthur Andersen

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
March 4, 1998
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CORPORATE ACCOUNT

BALANCE SHEET ASAT DECEMBER 31

(in millions of dollars)

ASSETS 1997 1996 LIABILITIES 1997 1996
Loans and investments (Note 3) 15,455 14,155 Borrowings from the Government
Cash and short-term investments.. 529 228 of Canada (NOte 7) .......ccoeevvvcivinrccnnnes 6,834 7,094
Deferred recoveries from the Minister.......... 176 253 Capital market borrowings (Note 7) ............ 9,273 7,573
Due from the Minister (Note 4) 187 278 Obligation under capital lease (Note 8) ....... 31 33
Assets under capital lease (Note 5)... . 25 27 Accounts payable and accrued liabilities
Business premises and equipment (Note 6) .. 35 34 363 323
Accounts receivable . 118 88 14 24
Future income taxes to recover.. 27 20 11 22
Other assets... 14 15 16,526 15,069
EQUITY
Capital
Authorized and fully paid by the
Government of Canada.... 25 25
Reserve Fund (Note 9) 15 4
16,566 15,098 16,566 15,098
The accompanying notes are an integral part of these financial statements.
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CORPORATE ACCOUNT

STATEMENT OF OPERATIONS AND RESERVE FUND

YEAR ENDED DECEMBER 31
(in millions of dollars)

CORPORATE ACCOUNT

STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31
(inmillions of dollars)

Interest expense...
Net interest income.....

Real estate sales
Cost of real estate sold
Holding costs

Gain (loss) onreal estate...........cc.....

Other iNCOME .....cveveeeieiireieeseeees

Income before operating expenses.......
Operating expenses (Note 10) .............

Income (loss) before taxes.
Taxes (Note 11)

Net income (loss)
Reserve fund, beginning of year...

Reserve fund, end of year..................

1997 1996 1995
1,211 1128 1,022
1,175 1104 1,002
36 24 20
25 17 12
(11) (2 4
9 (20) (6

5 (5) 2

2 1 1

43 20 23
24 29 36
19 ©) (13)

8 ©) @

1 (6) 9

4 10 19

15 4 10

The accompanying notes are an integral part of these financial statements
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1997 1996 1995
Cash flows provided by (used in)
operating activities
Net income (10s3).... 11 @) 9)
Add (deduct)
Amortization...........cccoeevreene. 5 5 5
Future income taxes to
U] (6) (©)
9 ® )
Changes in
Due to/from
the Receiver General for
(10) 17 ©
(11) 26 ()]
the Minister ... 91 23 (49)
Accounts receivable............coeueuene (30) (16) (31)
Accounts payable and accrued
liabilities 40 21 2
Accrued interest payable... 20 7 35
Accrued interest receivable... 3 5) )
Other @SSetS.......cccovvveereeeererieeneniens 1 4 15
113 69 (63)
Cash flows provided by (used in)
investment activities
Loans and investments
Repayments... 564 398 298
Additions (1,867) (2,146)  (2,214)
Change in deferred recoveries
from the Minister ...........c.c....... 7 2 71
Additions to business premises
and equIPMENt........c.ccvevevrrnenene 4 5) ()]
(1,230) (1,751)  (1,848)
Cash flows provided by (used in)
financing activities
Repayments of borrowings from
the Government of Canada........ (257) (410) (447)
Capital market borrowings............. 1,677 1,599 2,515
Repayment of obligation under
capital 1ease.........ccocvvieinicnnans 2 @ ()]
1,418 1,188 2,067
Increase (decrease) in
€ash POSItION........ceeviniriiriiciiins 301 (494) 156
Cash and short-term investments
Beginning of year ..........c.oc..... 228 722 566
End of year .........ccccoeviiininicinne 529 228 722

The accompanying notes are an integral part of these financial statements.

MINISTER'S ACCOUNT

STATEMENT OF EXPENSES AND RECOVERIES

YEAR ENDED DECEMBER 31
(in millions of dollars)

1997 1996
Expenses

Market housing.... 61 57
Social housing . 1,729 1,747
Housing support... 32 11
Fees paid to delivery agents 9 12
Operating expenses (Note 10)..... 69 118
Expenses recoverable (Note 4).............. 1,900 1,945

The accompanying notes are an integral part of these financial statements.
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INSURANCE AND GUARANTEE FUNDS

BALANCE SHEET ASAT DECEMBER 31
(in millions of dollars)

ASSETS (Note 12) 1997 1996 LIABILITIES 1997 1996
2,692 2,187 Unearned premiums and guarantee fees...... 2,104 1,741
264 299 Provision for claims .........ccocoiiiiininnnns 825 742
Securities sold under repurchase
950 BOPEEMENTS. ...ttt 952
15 14 Taxes payable ...... . 2
Accounts receivable and other assets .. 1 1 Accounts payable and accrued liabilities.... 59 17
Future income taxes to recover..... 46 25 3,942 2,500
Due from Corporate Account.... u 22 SURPLUS (NOt 13) ...ooveveveeerrreasssssnn 37 48
3,979 2,548 3,979 2,548
The accompanying notes are an integral part of these financial statements.
INSURANCE AND GUARANTEE FUNDS INSURANCE AND GUARANTEE FUNDS
STATEMENT OF OPERATIONS STATEMENT OF CHANGES
AND SURPLUS (DEFICIT) IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31 YEAR ENDED DECEMBER 31
(inmillions of dollars) (inmillions of dollars)
1997 1996 1995 1997 1996 1995
Revenues (Note 12) (Note 12)
Earned premiums and Cash flows provided by (used in)
guarantee fees.... 425 359 353 operating activities
Application fees 55 42 36 Premiums and guarantee fees
Income frominvestments.............. 184 155 153 788 574 447
Other ..o 1 2 2 55 42 36
665 558 544 174 148 154
(374) (351) (308)
(116) (112) (120)
Expenses = (16) (36) 1
Lossonclaims........c.coevveceneennns 424 386 305 (29) 23) 13
Operating expenses (Note 10) ........ 147 122 120
Government of Canada fee............. 12 482 242 207
Adjustment to provision for Cash flows provided by (used in)
ClaimS...veieeeeceeeee e 97 21 72 investment activities
680 529 497 Investment in securities................ (493) (203) (215)
Assets returned to the
Income (loss) before the undernoted .. (15) 29 47 Government of Canada............ (13)
Adjustment to premium deficiency ... 55 Increase (decrease) in due from
Income (loss) before taxes..... (15) 29 102 (to) Corporate Account ............ (11) 26 ®
Taxes (Note 11) 4 12 9 Due from (to) Corporate
; Account
Net income (I0SS) .....cceevveeenereeeerennnes (11 17 93 L
Surplus (deficit) Beginning of year.. 22 4) 4
beginning of year ..........ccccceeueennee 48 44 (49) End of year..... 11 22 4
Assets returned to the Government - - - -
of Canada.......cccvveeererneerieirirecnnnns (13) The accompanying notes are an integral part of these financial statements
Surplus, end of year ..........ccccccevennns 37 48 44

The accompanying notes are an integral part of these financial statements.

Canada Mortgage and Housing Corporation
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1. Basisof presentation 2. Significant accounting policies

Canada Mortgage and Housing Corporation was
incorporated as a Crown corporation January 1, 1946. The
Corporation is regulated by the Canada Mortgage and
Housing Corporation Act. The Corporation’s mandate, as
stated in théNational Housing Act, is “to promote the
construction of new houses, the repair and modernization of
existing houses and the improvement of housing and living
conditions.” The Corporation is for all purposes an agent of
Her Majesty in the right of Canada.

The Corporation has three separate responsibilities under
its mandate and maintains separate accounting records for
each. Separate financial statements are presented in order to
preserve the separate identities of the assets, liabilities,
capital, reserve fund, surpluses or deficits.

Together, these statements constitute the financial
statements of the Corporation and reflect all of the
transactions of the Corporation for the year ended
December 31, 1997.

Corporate Account

Within this responsibility, the Corporation makes loans
and other investments under various provisions of the
National Housing Act, develops and sells land holdings, and
provides services in housing-related areas. Funding is
provided by borrowings from the Government of Canada
and capital markets.

Minister’s Account

The Corporation administers housing programs under
provisions of théNational Housing Act with funding
provided by the Government of Canada through annual
Parliamentary appropriations. The Corporation is
reimbursed for subsidies and losses relating to these
programs in addition to the related operating expenses.

Insurance and Guarantee Funds

The Corporation administers insurance and guarantee
funds under provisions of ttidational Housing Act. The
Mortgage Insurance Fund provides insurance against
borrower default on residential mortgages. The Mortgage-
backed Securities Guarantee Fund guarantees the timely
payment of the principal and interest for investors of
securities based on insured mortgages.

In total, the Corporation manages:

1997 1996
(in millions of dollars)
ASSELS.....oe 20,534 17,624
Liabilities 20,457 17,548
6,834 7,094
Minister's Account exp
recoverable from parliamentary
appropriations ...........ccvevveenieeenns 1,900 1,945
Operating eXPenSeS ........cccveereeeeeeeen. 240 269
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These financial statements are prepared in accordance
with generally accepted accounting principles in Canada.

(8 Loans
Corporate Account

Loans are carried at cost plus accrued interest. As they
are intended to be held until maturity, their carrying
valueis not adjusted to reflect any temporary decline
infair value.

Losses on insured |oans are recoverable through the
Mortgage Insurance Fund and |osses on uninsured
loans are recoverable from the Government of Canada
through the Minister’s Account.

The Corporate Account is assured full collection of
principal and interest and will not incur any losses on
these loans due to uncollectity. No loss provisions
for loan impairment are made.

If loans contain forgiveness clauses, such forgiveness
is recorded and recovered from the Government of
Canada through the Minister’s Account when the
loans are advanced.

Loans under certain programs contain interest rate
clauses that are lower than the related Borrowings
from the Government of Canada. Accordingly, related
interest earnings losses are recoverable through the
Minister’s Account.

Insurance and Guarantee Funds

Mortgages are carried at cost less a provision for
estimated loss based on market property values.

(b) Federal-provincial agreements

Loans and investments in housing projects were made
under various cost-sharing agreements with the
provinces and territories to encourage the development
of rental housing, land assembly, co-operative
housing, rural and native housing and housing
rehabilitation.

The Corporation’s share of costs plus capitalized
interest are reflected in these statements. The
Corporation’s share of subsidies and losses related to
these agreements is recovered from the Government of
Canada through the Minister's Account.

Gains on the sale of land assembly projects are
recognized in the Corporate Account.

Canada Mortgage and Housing Corporation




NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

(c) Real estate (e) Amortization

Corporate Account Assets under Capital Lease, Business Premises and
Equipment are amortized on a diminishing balance
basis over the estimated useful life of the asset.
Leasehold improvements are amortized on a straight-

Real estate is comprised of: vacant land, direct
acquisitions, property acquired tlugh default of
uninsured loans and capitalized costs for fee-for-

; . line basis.
service projects undertaken on behalf of the Canada
Lands Company Limited. (f) Derivative financial instruments
All real estate is recorded at acquisition cost plus any The Corporation enters into interest rate and foreign
modernization and improvement costs incurred. exchange transactions in order to manage its exposure

to both interest rate and currency fluctuations. The
Corporation uses accrual accounting for derivatives
transactions used for its own on-balance sheet asset
and liability management purposes. Gains and losses
resulting from termination of these contracts are
deferred and amortized on a straight-line basis to
interest income or expense over the term of the

Holding costs, including interest, on vacant land and
direct acquisitions by the Corporation, excluding
Social Housing projects, are capitalized up to market
value after which the costs are expensed in the
Corporate Account. Gains or losses on disposal are
recognized in the Corporate Account.

Holding costs, including interest, on properties underlying exposure.

acquired as the resu_lt of de“?”'t on uninsure.d loans, (g) Short-term investments/investment in sé@s

and for directly acquired Social Housing projects, are

capitalized. Gains or losses on the disposal of these The Corporation has a policy of matching the maturity
properties are paid to or recovered from the structure of its Corporate Account assets with that of
Government of Canada through the Minister’s its liabilities. In those cases where the funds are raised
Account. All net operating losses, including in advance of the investment in loans and where the
amortization on buildings calculated on a straight-line Corporation holds Short-term Investments as hedges,
basis over the remaining term of the corresponding gains and losses on such investments are deferred and
debt, are recovered from the Government of Canada amortized on a straight-line basis to interest expense
through the Minister’s Account. over the term of the debt issue that generated the

monies for investment. Deferred gains and losses are

All costs incurred related to the projects administered included in Other Assets.

for the Canada Lands Company Limited on a fee-for-

service basis are capitalized and netted against Investments are purchased with the original intention
proceeds from disposal, with all excess monies to hold them to maturity. Such investments are carried
returned directly to the Canada Lands Company at amortized cost plus accrued interest. Investments
Limited. are written down to their fair value when declines in

value are other than temporary. Premiums and

Insurance and Guarantee Funds discounts on investments are amortized to income over

Real estate acquired upon the payment of a claim the_ period to maturity _of the relgted inves@ments.
resulting from a loan default is carried at the lower of Gains and losses realized on disposal of investments
cost or net realizable value. Net realizable value is and write downs to reflect other than temporary
calculated as the current market value of the property, impairment in value are included in interest earned
as determined by the Corporation, less the discounted from the investments in the year in which they occur.
value of estimated holding and disposal costs. Gains and losses on disposal are based on the average
Amortization is not recorded on the real estate. cost of the securities sold.

(d) Deferred recoveries from the Government of Canada (h) Interest earned
through the Minister's Account Interest earned arising from Loans and Investments,
Effective April 1, 1991, expenditures to modernize Cash and Short-term Investments and Deferred
and improve certain properties are recovered from the Recoveries from the Minister is recognized on an
Government of Canada through the Minister’s accrual basis up to the date that the asset is retired.
Account over a period not exceeding ten years. Certain interest revenue is obtained through the

Minister’s Account.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

@

0)

(k)

o

Capital market borrowing costs

Issuance Costs on Capital Market Borrowings are
deferred and amortized against Interest Expense on a
straight-line basis over the term of the debt.

Premiums and Discounts on Capital Market
Borrowings are deferred and amortized on a constant
yield basis over the term of the debt.

Post-retirement benefits

Post-retirement benefits are expensed as incurred and
are included in Operating Expenses.

Provision for claims

This provision represents the estimated loss on claims
in process of payment and the estimated loss on loans,
where defaults have occurred, but for which claims
have not yet been received by the Corporation.

Premiums

Premiums are deferred and are taken into income over
the life of the related policies according to the risk of
default which is actuarially reviewed.

(m) Premium deficiency

(n)

(0)

(p)
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Annually, the Corporation compares the amount of its
unearned premiums to the discounted costs of claims
that have not yet occurred on insurance policies in
force. Whenever it is determined that the unearned
premiums are inadequate to meet the expected net
costs of future claims, a premium deficiency is
charged to operations. Subsequently, it is taken into
income on the same basis as unearned premiums.

Guarantee fees

Guarantee fees are deferred and are taken into income
over the term of the related Mortgage-backed Security
issue on a straight-line basis.

Application fees

Application fees are recognized as income when
received.

Insurance issuance costs

Issuance costs are expensed as incurred and are
included in Operating Expenses.

(q) Income taxes

("

(s)

Income taxes are accounted for using the future
income taxes method. Under this method, future
income taxes are recognized whenever recovery or
settlement of the carrying amount of an asset or
liability would result in future income tax outflow or
reduction.

Securities purchased under resale and wodtr
repurchase agreements

Securities purchased under resale agreements consist
of the purchase of a security, normally a government
bond, with the commitment by the Corporation to

resell the security to the original seller at a specified
price. Securities sold under repurchase agreements
consist of the sale of a security with the commitment
by the Corporation to repurchase the security at a
specified price. Securities purchasedler resale and
sold under repurchase agreements are carried at cost
on the balance sheet. The difference between the sale
price and the agreed repurchase price on a repurchase
agreement and the difference between the cost of the
purchase and the pre-determined proceeds to be
received on a resale agreement are recorded in Income
from Investments.

Pension cost and obligation

The Corporation provides pensions based on length of
service and final average earnings as classified under
defined benefit retirement pension arrangements.

The cost of pension benefits earned by employees is
determined using the projected benefit method of
actuarial valuation with projected salary increases
where appropriate, pro-rated on services and charged
to operations as services are rendered. This cost
reflects management’s best estimate of the pension
fund’s expected investment yields, and of salary
escalations, mortality of members, terminations and
ages at which members will retire. Adjustments
arising from plan amendments, experience gains and
losses and changes in assumptions are amortized over
the estimated average remaining service life of the
employee group.

The difference between the accumulated pension
expense and the employer’s contributions to the
Pension Fund, the deferred pension liability, is
reflected in the balance sheet.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

3. Loans and investments Accounts Payable and Accrued Liabilities in the

1997 1996

(in millions of dollars)

LOBNS ....coecreicieirecieeeeei e 7,034 6,642
Federal-provincial agreements
LOBNS ...t 6,653 5,666
Investments in housing projects.... 1,632 1,672
Land assembly projects................. 31 48
8,316 7,386
Real estate
Vacant [and..........ccocvvviciiicicininns 39 51
Direct acquisitions 35 30
Acquired through default on
uninsured loans.............c.ccce..... 30 33
Capitalized costs of projects
administered for the Canada
Lands Company Limited.............. 1 13
105 127
Total loans and investments............. 15,455 14,155

Any default or disposal losses incurred relating to 46%
(1996—53%) of the Loans and Investment portfolio are
recoverable through the Minister’s Account. A further 53%
(1996—46%) of the portfolio is insured by the Mortgage
Insurance Fund.

Of the total Loans and Investments portfolio, 90%
(1996—88%) relates to Social Housing programs which are
supported with subsidies from the Government of Canada
through the Minister’s Account.

The amount of interest capitalized on real estate in 1997
was $2 million (1996—$3 million). Holding costs of
$9 million (1996—%$20 million) on land acquired directly by
the Corporation have been expensed in the Corporate
Account.

The following table provides the maturity structure of the
loans:

(in millions
of dollars)
1,680
2,286
2,332
1,684
2,204
3,501
13,687
Due from the Minister
1997 1996
(in millions of dollars)
Receivable, beginning of year ............ 278 301
Expenses recoverable .. 1,900 1,945
Recovered from the Minister .............. (1,991) (1,968)
Receivable, end of year .........cccccceeee 187 278

Canada Mortgage and Housing Corporation

Corporate Account include $264llion (1996—

$229 million) which are also ingtled in the receivable, Due
from the Minister. When paid, recoveryliMbe made from

the Government of Canada through the Minister’s Account.

Assets under capital lease

1997 1996
Accu-
Amor- mulated Net Net
tization amorti- book book
rate Cost zation value value
% (in millions of dollars)
Building.........coo.. 4 30 7 23 23
Leasehold
improvements.... 10 9 7 2 4
Total...oooevererrenne 39 14 25 27

Amortization in 1997 was $2 million (1996—$2 million,
1995—$2 million).

Business premises and equipment

1997 1996
Accu-
Amor- mulated Net Net
tization amorti-  book  book
rate Cost zation value value
% (in millions of dollars)
Buildings................ 4or5 40 12 28 26
Leasehold
improvements.... 20 2 1 1 1
Equip- 8,20
mMeNt.....coeevnnne or 30 36 30 6 7
Total....ovevern 78 43 35 34

Amortization in 1997 was $3 million (1996—$3 million,
1995—$3 million).

Borrowings

The Corporation borrows from the Government of
Canada (Consolidated Revenue Fund) and frapital
markets under provisions of tl@anada Mortgage and
Housing Corporation Act and theNational Housing Act to
finance loans and investments.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

The Corporation has authority to borrow a maximum of
$15 billion from sources other than the government.

Interest
rate Term 1997 1996
(inmillions
of dollars)
Government 2.00% to up to
of Canada.............. 17.96% 2039 6,834 7,094
Capital Market
Commercial average  average
PAPEN ..o 3.76%  3ldays 887 1,228
Medium-term 5.34% to up to
borrowings........ 8.92% 2003 8,386 6,345

16,107 14,667

Capital market borrowings include US $800lion
carried at $1 103 million (1996—US $300 million carried at
$410 million). All foreign exchage exposure risk is fully
hedged through the use of cross currency swaps, for the
interest and principal repayments.

The following table provides the maturity structure of
Corporate borrowings:

Capital Market
Medium-
Government  Commercial term
of Canada paper borrowings ~ Total

(in millions of dollars)

270 887 1,116 2,273
196 1,497 1,693
188 1,906 2,094
194 1,261 1,455
185 2,109 2,294
5,801 497 6,298
6,834 887 8,386 16,107

The interest paid to the Government of Canada in 1997
was $615 million (1996—$640 million).

Obligation under capital lease

The Corporation financed additions and improvements to
the National Office building in 1990 with a long-term lease
that is accounted for as a capital lease. The Corporation
assumes ownership of the building for a cost of one dollar at
the termination of the lease in 2015.

The annual lease payments are $5 million for the first 10
years and $4 million for the remaining 15 years.
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The minimum lease payments are:

Leasehold Building
improvements (25 year
(10 year lease) lease) Total

(in millions of dollars)

Interest rate 11.57% 11.77%
199810 2002......cvvveenees 4 19 23
200310 2015........cccvenee 46 46
Total future minimum

lease payments........... 4 65 69
Lessinterest........c.oeee. 1 37 38
Present value of

minimum lease

payments........c.cceeenen 3 28 31

Interest expense in 1997 was $4 million (1996—
$4 million, 1995—$4 million).

Reserve fund

The Reserve Fund is limited by Order-in-Council to
$25 million.

. Operating expenses

The operating expenses of the Corporation are allocated
on the basis of staff utilization as follows:

1997 1996 1995
(in millions of dollars)
% % %

Corporate

Account............. 24 100 29 110 36 14.3
Minister’s

Account............. 69 28.8 118 438 92 37.1
Insurance

and Guarantee

Funds ......cccceene 147 612 122 452 120 48.6
Total..c.oooviiiie 240 100.0 269 100.0 248 100.0

Included in Operating Expenses are estimated
restructuring costs of $37 million for 1997 (1996—
$56 million, 1995—%$16 million).
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

11. Taxes

Taxes include income tax and Large Corporations Tax
(LCT).

The tax rate on income is 38%. The Large Corporations
Tax levied on certain capital amounts was increased from a
rate of 0.2% to 0.225% effective February 28, 1995.

The Corporation reports income tax expense in the
statement of operations based upon transactions recorded in
the financial statements regardless of when they are
recognized for income tax purposes.

Taxes are:
1997 1996 1995
In- In- In-
come come come

tax LCT Total tax LCT Tota tax LCT Tota
(in millions of dollars)

Corporate

Account..... 8 8 3) ® @ 4
Insurance

and

Guarantee

In 1997, the Corporation changed its accounting policy to
ensure that income tax liabilities and assets are measured
using the tax rates that are expected to apply when the
liabilities are settled and the assets realized. The impact of
this change in accounting policy was minimal for the
Corporate Account and nil for Insurance and Guarantee

Funds.
Details are:
1997 1996 1995
(in millions of dollars)
4 9 5
32 25 1
Increase (decrease)
future income taxes
1O FECOVEN ... 28 16 (4)
Future income taxes
to recover
Beginning of year.............. 45 29 33
End of year..........cccovvurnne 73 45 29

Canada Mortgage and Housing Corporation
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

12. Insurance and Guarantee Funds

BALANCE SHEET AS AT DECEMBER 31
(in millions of dollars)

Mortgage Mortgage-backed
Insurance Securities
Fund Guarantee Fund
1997 1996 1997 1996
ASSETS
2,635 2,140 57 47
264 299
950
15 14
1 1
46 25
1 24 %)
3,922 2,503 57 45
LIABILITIES
Unearned premiums and guarantee fees 2,083 1,726 21 15
Provision for claims 825 742
Securities sold under repurchase agreements 952
Taxes payable 2
Accounts payable and accrued liabilities.... 59 17
3,921 2,485 21 15
SURPLUS..... ettt 1 18 36 30
3,922 2,503 57 45
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

12. Insurance and Guarantee Fun@ortinued

STATEMENT OF OPERATIONS AND SURPLUS (DEFICIT)

YEAR ENDED DECEMBER 31
(in millions of dollars)

Mortgage Mortgage-backed
Insurance Securities
Fund Guarantee Fund
1997 1996 1995 1997 1996 1995
REVENUES
Earned premiums and guarantee fees 417 351 344 8 8 9
Application fees.........ccccoveveinnens 54 41 36 1 1
Income from investments. 180 151 150 4 4 3
1 2 2
652 545 532 13 13 12
EXPENSES
Losson claims 424 386 304 1
Operating expenses....... 145 120 119 2 2 1
Government of Canada fee....... 12
Adjustment to provision for ClaMS...........ccvvieniciisicsceee 97 21 72
678 527 495 2 2 2
Income (loss) before the undernoted (26) 18 37 11 11 10
Adjustment to premium deficiency 55
Income (loss) before taxes.... (26) 18 92 11 11 10
Taxes......c..... 9 8 6 5 4 3
Net income (l0ss) .. 17 10 86 6 7 7
Surplus (deficit), beginning of year .. 18 8 (78) 30 23 16
Surplus, end of year 1 18 8 36 30 23
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YEAR ENDED DECEMBER 31, 1997-Continued

12. Insurance and Guarantee Fun@onreluded

STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31
(in millions of dollars)

Mortgage Mortgage-backed
Insurance Securities
Fund Guarantee Fund
1997 1996 1995 1997 1996 1995
Cash flow provided by (used in) operating activities
Premiums and guarantee fees received...........coocovrreennnnnens 774 570 444 14 4 3
Application fees received....... 54 41 36 1 1
Investment income received 171 146 151 3 2 3
(374) (351) (317)
(114) (111) (119) @) (] @)
(11) (32) 15 ©®) (C] 4
(29) (23) (13)
471 240 197 11 2 1
Cash flow provided by (used in) investment activities
INVESEMENt IN SECUMLIES. .....veveieiecieeiieeee e (484) (216) (202) 9) 4
Increase (decrease) in due from (to) Corporate Account ........ (13) 24 5) 2 2 ?3)

The Rental Guarantee Fund for which no detail is shown
here had minimal activity in 1996 and 1995 which is part of
the rolled up totals carried forward. Significant items are:

1997 1996 1995
Surplus, beginning of year...... 13 13
Surplus, end of year . 13
Net claims................ . 9
Investment in securities.......... 13 9)
Assets returned to the

Government of Canada....... 13
A-92
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YEAR ENDED DECEMBER 31, 1997-Continued

13.

14.

15.

Actuarial valuation of the Mortgage Insurance Fund

An actuarial study of the Fund as at September 30, 1997

disclosed that the Fund had an actuarial deficit of Hém
(September 30, 1996—%$2 million actuarial surplus).

Although the Mortgage Insurance Fund financial position

is determined annually by an independent actuary, changes
in future conditions in the near term could require a material

change in the recognized amounts. It is not possible to

determine the magnitude of any such changes as they relate

to general economic coitins within Canada.
Insurance and guarantees in force
(&) Mortgage Insurance Fund

Under Section 21 of thidational Housing Act, the
aggregate outstanding amount of all loans for which
the insurance policies are issued may not exceed
$200 billion. As at December 31, 1997, insurance
policies in force totalled approximately $164 billion
(1996—$%$131 billion).

(b) Mortgage-backed Securities Guarantee Fund

At December 31, 1997, guarantees in force totaled
approximately $15 billion (1996—$14 billion).

Investments/securities
Remaining term to maturity
Within 1t03 3t05 Over 5 1997 1996
1year years years years Total Total
(in millions of dollars)
CORPORATE ACCOUNT
Securities issued or guaranteed by
1 111 112
406 406 227
407 111 518 227
INSURANCE AND GUARANTEE FUNDS
Securities issued or guaranteed by
75 102 305 1,498 1,980 1,535
5 116 95 176 392 375
127 61 37 95 320 277
207 279 437 1,769 2,692 2,187
Net cumulative unamortized gains of $9 million (1996—
$8 million) on sale of Corporate Account Short-term
Investments used as hedges have been deferred and are
included in Other Assets. They are being amortized over the
term of the assets funded.
Sales to acquire more attractive investments for the
Mortgage Insurance Fund during 1997 resulted in a gain of
$10 million (1996—gain of less than $1 million). These
totals are included in Income from Investments in the
current year.
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16. Interest rate sensitivity

The following table illustrates interest rate sensitivity.
Effective yield represents the fixed weighted average
effective yield based on the earlier of contractual repricing
or maturity date.

Remaining term to repricing or maturity date

Within 1 year 1to5years Over 5 years Total
Effective Effective Effective
Amount yield % Amount yield % Amount yield %
(in millions of dollars)

CORPORATE ACCOUNT
ASSETS

Loans 1,680 7.4 8,506 7.7 3,501 9.2 13,687

Cash and short-term investments.............ccccocovevenne 418 4.2 111 5.2 529
LIABILITIES

Borrowings from the Government of Canada.......... 270 8.9 763 8.9 5,801 8.9 6,834

Capital market DOrrOWINGS..........ccuvviecerrrececinenenees 2,003 51 6,773 7.4 497 5.2 9,273
INSURANCE AND GUARANTEE FUNDS
ASSETS

INVeStMENtS iN SECUNLIES .......c.cveveeieeerireecieereciciene 207 5.6 716 7.8 1,769 7.0 2,692

MOFQAGES ...ttt 1 6.2 2 6.2 12 6.2 15

In 1991, the Government of Canada discontinued the
Corporation’s right to prepayment without penalty on its
borrowings from the Consolidated Revenue Fund. Of these
borrowings, $3 billion funded loans made by the
Corporation prior to 1986 under various sections of the
National Housing Act which haveprepayment without

penalty privileges.

As a result of the revised borrowing arrangements, the
Corporation assumed the interest rate risk from the
Government of Canada. This transfer of risk has resulted in
negative interest margins to the Corporateount. It also
exposes the Corporation to potential losses in future years
which could be material and significant in relation to the
Corporate Account Reserve Fund.

During 1993 and 1994, some borrowers renegotiated
loans at lower interest rates. Minimal renegotiations and
prepayments have occurred since that time. Negative interest
margin resulting from these renegotiati@nsounted to
approximately $6 million in 1997. Upon repricing, given
forecasted interest rates, there would be a further negative
interest margin on these loans of approximately $19 million
per annum.

For those loans that have not been renegotiated, based on
management’s best estimate, the negative interest margin
that could result from the prepayment risk exposure amounts
to approximately $29 million pemaum.
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The Corporation has engaged in a strategy to eliminate a
significant portion of the prepayment risk associated with
these loans and is actively pursuing strategies to reduce the
interest rate risk associated with these loans on repricing.

The Corporation employs derivative contracts to manage
its interest rate risk. These contracts include:

Interest rate basis swaps, in which the Corporation
exchanges the monthly interest receipts on a notional
amount of loans for the receipt of an equivalent
amount of interest determined on a semi-annual basis.
These swaps convert the Corporation’s interest
income on loans to the same basis as the interest
expense on the debt that finances the loans.

Floating-to-fixed and fixed-to-floating interest rate
swaps exchange a fixed monthly payment on a

notional amount in exchange for a floating interest

rate on the same notional amount. These swaps
convert the floating rate portion of debt that finances
fixed rate assets to the same fixed interest rate basis as
the assets.
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17. Derivative financial instruments

Derivative financial instruments are financial contracts,
the value of which is derived from underlying assets, or
interest or exchange rates. Asset/liability management
derivatives are entered into by the Corporation within
guidelines set by the Department of Finance, to manage the
Corporate Account interest rate and foreign currency
exposures arising from on-balance sheet positions in order to
ensure a consistent stream of earnings.

The following table shows the notional amounts of
derivative instruments outstanding by type and maturity.
The notional amounts are used to calculate payments and do
not represent the potential gain or loss associated with the
credit or market risk of such instruments.

1997 1996

Within  1t03 3to5 Over5
lyear years yeas years Tota  Tota

(in millions of dollars)

Interest rate

S o ST 1497 4652 3,043 675 9,867 7,281
Cross currency

S s ST 410 693 1,103 410
Total.ooeeeiciin 1497 5062 3,736 675 10970 7,691

As with on-balance sheet assets, derivative instruments
are subject to credit risk. Credit risk arises from the
possibility that ounterparties may default on their
obligations to the Corporation. The credit risk associated
with derivatives is normally a small fraction of the notional
amount of the derivative instrument. The Corporation strives
to limit credit risk by dealing with creditworthy
counterparties and manages its credit risk for derivatives
through the same credit risk process applied to on-balance
sheet assets. A large amount of the Corporation’s credit
concentration on derivatives is with financial institutions.

The following table summarizes the credit risk exposure
of the Corporation’s derivatives. The amounts do not take
into consideration legal contracts which permit the offsetting
of positions or any collateral which may be obtained.

1997 1996
Notional Credit Notional Credit
amount risk amount risk

(in millions of dollars)

Interest rate swaps.............. 9,867 108 7,281 139
Cross currency swaps......... 1,103 56 410
10,970 164 7,691 139

Canada Mortgage and Housing Corporation

Master netting agreements reduce the Corporation’s total
credit risk exposure by allowing the offsetting ofamts
due to/from the same counterparty. As at December 31,
1997, the potential impact of master netting agreements
reduced credit risk to $132iliion (1996—$121 million).

The above table exatles a $15 iflion exposure which is
fully collateralized.
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18. Fair value of financial instruments

The amounts set out below represent the fair values of
on- and off-balanceh®et financial instruments of the
Corporation using the valuation methods and assumptions as
referred to below. Fair value amounts are designed to
represent estimates of the amounts at which instruments
could be exchanged in a current transaction betwdéngv
parties.

As many of the Corporation’s financial instruments lack
an available trading market, fair values are based on
estimates using present value and other techniques which are
significantly affected by the assumptions used. Because of
the estimation process and the need to use judgment, the fair
value amounts should not be interpreted as being realizable
in an immediate settlement of the instruments.

CORPORATE ACCOUNT
ASSETS

Cash and short-term investments....
Accounts receivable

LIABILITIES
Borrowings from the Government of Canada
Capital market borrowings.......
Obligation under capital lease..
Accounts payable and accrued i
OFF-BALANCE SHEET
Derivative financial instruments
In anet receivable position
In anet payable position
INSURANCE AND GUARANTEE FUNDS
ASSETS
INVESEMENES IN SECUMTIES. ...ttt
Mortgages
Accounts receivable and other assets.
LIABILITIES
Accounts payable and accrued liabilitieS ..o

1997 1996
Book Fair Book Fair
value value value value
(in millions of dollars)

13,687 16,480 12,308 13,944
529 527 228 228
118 118 88 88

6,834 7,736 7,094 7,015
9,273 9,441 7,573 7,892
31 46 33 46
363 363 323 323
178 139

51 114

2,692 2,889 2,187 2,365
15 15 14 14

1 1 1 1

59 59 17 17

Fair values are based on a range of valuation methods and
assumptions.

The estimated fair value of the following assets and liabilities is equal
to book value as the items are short-term in nature:

Corporate Account
® Cash
® Accounts receivable
® Capital market borrowings (short-term)

® Accounts payable and accrued liabilities

Insurance and Guarantee Funds
® Accounts receivable and other assets

® Accounts payable and accrued liabilities
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Fair value of the following assets and liabilities is determined by
reference to quoted market prices:

Corporate Account

®  Short-term investments
®  Capital market borrowings (medium-term)

Insurance and Guarantee Funds

®  Investment in securities

Fair value of the following assets and liabilities is determined by
discounting the contractual cash flows using prevailing market rates on
underlying instruments with similar maturity and characteristics:

Corporate Account
b Loans
b Borrowings from the Government of Canada
b Obligation under capital lease
. Off-balance sheet derivative financial instruments

Insurance and Guarantee Funds

. Mortgages

Canada Mortgage and Housing Corporation




NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

19. Commitments 21. Pension plan

(a) Loans and investments

Commitments outstanding for Loans and Investments
amounted to $63 million at December 31, 1997
(1996—%$126 million).

(b) Operating leases

Minimum rental payments scheduled over the next
five years on business premises and equipment under
long-term non-cancellable leases are:

1998 1999 2000 2001 2002

(in millions of dollars)

Business
premises...... 13 11 9 7 6
i e 12 4 2
Total....covvceene 25 15 11 7 6

Total Operating Lease commitments at the end of 1997
were $64 million (1996—$43 million).

(c) Future contractual obligations

Total financial obligations under contracts for the
Minister’s Account, Social Housing programs, extend
for periods up to 40 years. Uncertainty in forecasting
the economic factors used to calculate the financial
obligations precludes reasonable estimation beyond
five years.

Estimated obligations for the next five years are:

(in millions
of dollars)

1,853
1,813
1,793
1,790
1,790

20. Contingent liabilities

There were legal claims against the Corporate Account of
less than $1 million (1996—$1 million).

There were other legal claims of $3 million (1996—
$3 million), which if successfully held against the
Corporation, could result in charges to the Government of
Canada through the Minister’s Account.

Legal claims of $17 million (1996—$83 million) are
pending against the Mortgage Insurance Fund.

Due to the uncertainty of the outcome of these events, no
provision for loss has been made.

Canada Mortgage and Housing Corporation

The Corporation maintains an indexed, defined benefit
pension plan. Retirement benefits are based on the average
salary in any best five-year period and the number of years
of service. The accrued pension benefits are determined
using the projected benefits method pro-rated on service.

The Corporation’s funding policy is to contribute the
amount required to provide for current benefits attributed
to service and to pay the unfunded pension plan liabilities
over periods permitted by regulatory auities.

Based on an actuarial valuation at January 1, 1998, the
status of the plan is:

1997 1996
(in millions of dollars)

Net assets available for benefits...... 807 733
Actuarial value of accrued

pension benefits...........cccovueeene. 683 631
Excess of net assets over actuarial

value of accrued pension

DENEfitS....c.cvvceereiccrcceee 124 102

Annual pension cost to the corporation
1997 1996 1995

(in millions of dollars)

Current service costs 8 13 11
Restructuring costs 25 17 8
Amortization of experience

gains and 10SSES.......cccverueerieienenine 9) (6) @)
Government pension plans................. 2 2 2
TOta oo 26 26 20

Although the Pension Fund financial position is
determined by an independent actuary, changes in future
conditions in the near term could require a material change
in the recognized amounts.

Underlncome Tax Act Regulations, once the excess net
assets reaches a certain level, employers must suspend
making payments to the Pension Fund (funding holiday).
During this period, the asset is reducedpplying the
employer current service contribution.

The Corporation is liable to provide the additional
funding to the Pension Fund that is required as a result of the
Early Retirement Reduction Waiver allowed as part of the
Corporation’s restructuring initiatives. Because of the
mandatory funding holiday referred to above, the
Corporation cannot make payment of the Early Retirement
Reduction Waiver to the Pension Fund.

The deferred pension liability as at December 31, 1997
amounted to $50 million (1996—%$25 million).
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22. Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with certain of these
entities in the normal course of business. All material related
party transactions are either disclosed below or in relevant
notes.

Losses on Loans and Real Estate, interest earnings, and
the amortization of modernization and improvement
expenditures, relating to certain Corporate Account Assets,
are recovered from the Government of Canada through the
Minister’s Account. The total of such recoveries which are
not considered subsidies to others, amounted to $alldrm
(1996—$%150 million, 1995—%$239 million) of which
$38 million (1996—$44 million, 1995—$51 million) is
included in Interest Earned in the Corporate Account.

The Corporation is required to make an annual fee
payment from the Mortgage Insurance Fund to the
Government of Canada. In 1997, $12 million in fees was
expensed (1996—nil).

In accordance with fee-for-service agreements between
the Corporation and Canada Lands Company Limited, the
Corporation is developing parcels of surplus government
lands for residential housing projects. Development costs are
capitalized and deducted from sales proceeds, the net of
which is returned to the Canada Lands @any Limited,
$1 million in 1997 (1996—nil, 1995—%$1 millionfrees
capitalized in 1997 were minimal (1996—$2 million,
1995—nil).

Subsequent to December 31, a Memorandum of
Understanding between the Corporation and Canada Lands
Company Limited was signed. It provides for the sale of
most of the Corporation’s land portfolio at an agreed upon
market value. The portfolio is carried at the lower of cost or
the negotiated market value.

23. Comparative figures

Certain 1996 comparative figures have been reclassified
to the 1997 statement presentation.
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CANADA PORTS CORPORATION

AUDITORS REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C. M.P.
MINISTER OF TRANSPORT

We have audited the consolidated balance sheet of Canada
Ports Corporation as at December 31, 1997 and the
consolidated statements of income and deficit and changesin
financia position for the year then ended. These consolidated
financia statements are the responsibility of the Corporation’s
management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financia statements are free of material
misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosuresin the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Corporation as at December 31, 1997 and the results of its
operations and the changes in its financial position for the year
then ended in accordance with generally accepted accounting
principles. Asrequired by the Financial Administration Act,
we report that, in our opinion, these principles have been
applied on abasis consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our audit of the
consolidated financial statements have, in all significant
respects, been in accordance with Part X of the Financial
Administration Act and regulations, the Canada Ports
Corporation Act and the by-laws of the Corporation.

The accounts for the year ended December 31, 1996, shown
for comparative purposes, were reported on by other auditors.

Raymond Chabot Martin Paré
Chartered Accountants

Ottawa, Canada
February 24, 1998

CONSOLIDATED BALANCE SHEET AS AT DECEMBER 31, 1997

(in thousands of dollars)

ASSETS 1997 1996 LIABILITIES 1997 1996
Current Current
2,768 988 Accounts payable and accrued liabilities
Short-term investments (Note 4) 53,839 40,498 (NOEE B) .. 28,739 20,048
Accounts receivable... 8,855 10,280 Due to Interport Loan Fund (Note 7) 2,387 2,030
Materials and supplies.... 2,631 2,878 31,126 22,078
68,093 54,644 Accrued employee benefits. 295 2,080
Investments (Note 4) 16,964 16,900 Due to Interport Loan Fund (Note 7) .. 66,712 63,599
Capital assets (Note5) ... 109,828 108,077 Long-term debt (Note 8) 168,260 171,780
104,885 179,621 266,393 259,537
Interport Loan Fund (Note 10) ..........cc.c..... 93,064 91,979
Contingencies (Notes 14 (c), 15 and 16)
DEFICIENCY OF CANADA
Contributed capital (Note 3) 64,923 111,672
Deficit (Notes 3 and 9) (136,431) (191,588)
(71,508) (79,916)
194,885 179,621
Interport Loan Fund (Note 10)..........cccccurvevnnns 93,064 91,979
287,949 271,600 287,949 271,600
The accompanying notes are integral part of these consolidated financial statements.
On behalf of the Board:
CAROLE TAYLOR
Chair
MERVYN C. RUSSELL
Director
Canada Ports Corporation A-99




CONSOLIDATED STATEMENT CONSOLIDATED STATEMENT

OF INCOME AND DEFICIT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED DECEMBER 31, 1997 FOR THE YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars) (in thousands of dollars)
1997 1996 1997 1996
Revenue from operations....................... 59,620 59,026 Operating activities
Net income for theyear ...........cccooeuuee. 8,785 13,201
Operating and administrative expenses... 25,146 25,736 Items not affecting cash
Depreciation 4,447 4,580 Depreciation 4,447 4,580
Municipal grants and taxes... 2,393 2,542 Write-down of capital assets . 3,136
31,986 32,858 OUET v (1,539) (87)
Net change in non-cash components
Income from operations.... 27,634 26,168 of working capital .............ccocrrvennes 10,582 3221
Investment income..... 3,653 3,969 . .
Interest expense (17,353) (17,532) Cash provided by operating
ACHVITIES. ... 25,411 20,915
Income before the undernoted items....... 13,934 12,605 Financing activities
Write-down of capital assets (Note 16)... (3,136) Capital GrantS.....vevovereeeserecoeereeeereessene 1560 2500
Divestiture costs (NOt@ 3) ....................... (1,514 (404 Changes in amount Due to Canada....... 785 1,921
Parliamentary appropriation (Note 3) ..... (499) 1,000 Transfers from Interport Loan Fund..... 5,500 5,900
Net income for the year 8,785 13,201 Repayment of transfers from
Deficit at beginning of the year (191,588) (204,473) Interport Loan Fund (2,030) (1722)
Dividend to Canada (Note 10) .. (377) (316) Issuance of long-term debt ... 8,067 9,000
Elimination of deficit upon port Repayment of long-term deb (11,583) (17,077)
divestiture (NOt€ 3) ........vvveeererrreeeees 46,749 Dividend to Canada (377) (316)
Deficit at end of the YEar ...........cccewww.. (136,431)  (191,588) Cash provided by financing
- - - - - ACHIVITIES.....ovs 1,922 206
;I;f accotrgpanyl ng notes are an integral part of these consolidated financial Investing activities
ements. Additions to capital assets................... (11,204) (11,934)
Change in construction payables. (1,008) 90
Cash required by investing activities.... (12,212) (11,844)
Increase in cash and short-term
INVESEMENES.....covevenieieceeeieeie s 15,121 9,277
Cash and short-term investments at
beginning of the year ..........c.cccccevenee. 41,486 32,209
Cash and short-term investments at the
end of the Year ........coceevveeicnicicns 56,607 41,486
The accompanying notes are an integral part of these consolidated financial
statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 1997
1. Canada Ports Corporation Act

Canada Ports Corporation (the Corporation) was
established under the Canada Ports Corporation Act (the
Act), to administer, manage and control Canadian
harbours, and any other harbour, work or property of
Canada transferred by the Governor in Council. The
Corporation is named in Part 11 of Schedule I11 of the
Financial Administration Act and is exempt from income
tax.

The Corporation has direct responsibility for operating
eight divisional ports and has a wholly-owned subsidiary,
Ridley Terminals Inc. (RTI), acoal terminal facility at
Prince Rupert. During 1997, the Corporation divested one
of itsdivisional ports and the Governor in Council
terminated its administration, management and control
over that port (see Note 3). The Act provides for the
establishment of local port corporations to manage and
operate additional selected ports. The Act also chargesthe
Corporation with certain responsibilities respecting these
ports, particularly concerning capital projects. In addition,
the Corporation administers the Interport Loan Fund on
behalf of itself and the local port corporations.

On December 9, 1997 Bill C-9, Canada Marine Act,
received third reading in the House of Commons. This

proposed Act , when proclaimed, repeals the Canada Ports

Corporation Act and dissolves the Corporation whose
assets and obligations are to devolve to the Crown under
the administration of the Minister of Transport (see
Note 16).

2. Significant accounting policies
(a8 Financia statements

Thefinancial statements of the Corporation include
the accounts of the divisional ports under its
administration and of RTI. The activities of the local
port corporations are excluded from the financial

statements from the date of their establishment. Asthe

earnings of the Interport Loan Fund do not
automatically accrue to the Corporation, the assets,
liabilities, revenues and expenses of the Fund are not
consolidated (see Note 10).

(b) Investments

The short-term investments are carried at the lower of
amortized cost, whereby premiums or discounts from
par value are amortized over the periods to maturity,
or market. Long-term investments are carried at the
lower of amortized cost or market if a permanent
declinein value exists.

Canada Ports Corporation

(c) Materials and supplies

Materials and supplies consist of supplies,
consumables and repair parts. They are valued at the
lower of average cost and replacement cost.

(d) Capital assets

Capital assets are recorded at cost, with the exception
of those transferred to the Corporation from Canada.
The assets transferred from Canada are recorded at
appraised or fair market val ue established at the time
of transfer. Government grants received towards
capital projects are deducted from the cost of the
related capital assets.

Depreciation of capital assetsis caculated on the
straight-line basis commencing with the year the asset
becomes operational, using rates based on the
estimated remaining useful life of the assets.

(e) Pension plans

Employees of the Corporation are covered by the
Public Service Superannuation Plan administered by
Canada. Under present legidlation, contributions made
by the Corporation to the Plan are limited to an
amount equal to the employee’s contributions on
account of current service. These contributions
represent the total pension obligations of the
Corporation and are charged to operations on a current
basis. The Corporation is not required under present
legislation to make contributions with respect to
actuarial deficiencies of the Public Service
Superannuation Account. Employees of RTI are
covered separately by a contributory defined-benefit
plan.

(f) Municipal grants and taxes

The expense for municipa grants and taxes is based
on estimated municipal assessments, adjusted in
accordance with the Municipal Grants Act where
applicable. Municipal grants are finalized after the
amounts have been audited by the Municipal Grants
Division of Public Works and Government Services
Canada. Any adjustments upon finalization of the
grants are reflected in the accounts in the year of
settlement.

(g) Employee benefits

The Corporation accrues in its accounts the estimated
liabilities for severance pay, annual leave and
overtime compensatory leave, which are payableto its
employees under its collective agreements, or in
accordance with its policy.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

(h) Revenue recogpion 5. Capital assets

Revenue is recognized as the related services are
provided. RTI's coal throughput revenue is recorded at
50% of the contracted throughput rate at the time the
coal is received at the terminal, with the balance being
recorded at the time of ship loading. RTI's throughput
agreements with its two main customers are in place
until March 31, 1998 and March 31, 1999. The
agreements in place provide for guaranteed delivery of
an annual minimum tonnage to the terminal and under
the terms of one of the agreements, shortfall payments
may be required on a quarterly basis subject to a final
adjustment at the end of the coal year (April 1 to
March 31). Revenues resulting from any estimated
shortfall in tonnage are recognized in the current year.
Any difference between estimated shortfall revenue
and required payments is recorded as an account
receivable or an accrued lifity.

3. Divestiture of port

On September 4, 1997, the Corporation transferred the
operations of the Port of Churchill for nominal
consideration. Revenues for operations applicable to the
port amounted to $2,354,000 (1996—$4,593,000) with an
operating loss of $174,000 (1996—operating income of
$307,000). In addition, the Port of Churchill incurred
divestiture costs of $1,278,000 (1996—3$0).

For the past two years, the Government of Canada has
assisted in defraying the Port of Churchill’'s operating
deficit. In 1997, the unused portion of $968,000 of the
1996 operating grant, previously recorded as a revenue,
was reimbursed to the Government of Canada. In 1997, the
port received an operating grant of $469,000 for the 1997
operations. The parliamentary appropriation refund in the
amount of $499,000, recorded in the financial statements,
is the result of the reimbursement of the 1886sed
portion of the operating grant less the 1997 grant.

The Corporation’s contributed capital and deficit with
respect to the divested port, each in the amount of
$46,749,000, have been transferred to the Government of
Canada.

Investments

Short-term investments consist of $46,178,000 (1996—
$39,999,000) of Canada Treasury bills and $7,661,000
(1996—$%$499,000) of other market securities. Interest rates
on these investments vary from 2.91% to 5.02%. As at
December 31, 1997 and 1996, the market value of the
short-term investments approximates their amortized cost.

Long-term investments of $16,964,000 (1996—
$16,900,000) are Canada bonds with interest rates varying
from 5.3% to 5.4% and maturing between May 1, 2001 and
December 15, 2002. As at December 31, 1997, their
market value is $20,900,000 (1996—$21,469,000).
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(@) Summary
1997 1996

Accu-

mulated

depre-

Costor  ciation
Depre- apprai- and

ciation sed write-
rates  value downs Net Net
% (in thousands of dollars)

Land......ccovreene 7,306 7,306 7,363
Dredging 256.7 7,59 1,770 5,826 6,000
Berthing

structures........ 2510 46,323 23,126 23,197 24,367
Buildings............ 2510 29,956 11,122 18,834 18,891
Coal terminal

facility............ 4-33 22,651 5401 17,250 18,099
Utilities......c.oo... 3310 7,722 2,763 4,959 5,039
Roads and

surfaces.......... 2510 6,159 4,607 1,552 2,133
Machinery

and

equipment ...... 5-100 22,427 14,469 7,958 8,463
Office furniture

and

equipment ...... 20-33 3,846 3,674 172 156
Works under

construction.... 22,774 22,774 17,566

176,760 66,932 109,828 108,077

(b) Capital grants

In 1997, the Corporation received capital grants
towards the construction of capital assets totalling
$1,560,000 (1996—$2,500,000) of which $246,000
(1996—%1,500,000) was from the Government of
Canada.

. Accounts payable armtcued lialilities

Included in accounts payable and accrued liabilities are
deferred revenues of $476,000 (1996—%$665,000), a
payable to Government of Canada of $785,000 (1996—$0)
and the current portion of long-term debt of $87,000
(1996—%$83,000).

Also included in accounts payable and accrued
liabilities are an awunt of $7,184,000 (1996—%$538,000)
for future lease termination costs (see Note 14(c)) and
other potential dissolution costs which are not determinable
at this time (see Note 16) and a provision for employee
termination costs upon dissolution of the Corporation of
$5,960,000 (1996—$6,575,000). The Corporation’s share
of these latter costs is nil in 1997 (1996—%$404,000). The
balance has been funded by transfers from the Interport
Loan Fund and charges to the local port corporations.

Canada Ports Corporation




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

7. Due to Interport Loan Fund

The Interport Loan Fund (see Note 10) has provided
long-term financing for the coal terminal and the mixed
cargo terminal projects at the Port of Belledune and the
Alouette project at the Port of Sept-iles as follows:

1997 1996
(in thousands of dollars)

(a) Transfersto the Port of
Belledune bearing interest at
6.05% to 11.47%, repayable in
blended annual installments of
principal and interest of
$4,495,000 and maturing
between December 31, 2012

and 2015, 38,924 34,374
(b) Transfers to the Port of Sept-lles
bearing interest at 7.91% to
9.20%, repayable in blended
annual installments of principal
and interest of $3,836,000 and
maturing December 31, 2011. ...... 30,175 31,255
69,099 65,629
Less: current portion...........ccceeeeveeene (2,387) (2,030)
66,712 63,599

Principal repayment requirements over the next five
years amount to $2,387,000 in 1998, $2,592,000 in 1999,
$2,815,000 in 2000, $3,059,000 in 2001 and $3,323,000 in
2002.
8. Long-term debt

1997 1996

(in thousands of dollars)

(a) Loan from Canada, bearing
interest at 6.44%, repayable
in twenty blended annual
installments of principal
and interest of $106,000
and maturing on
December 31, 2000. ..........cc.cenen. 280 363

(b) Loan from Province of New
Brunswick, interest free,
repayment based on 25% of
Port of Belledune’s net income
for the first 8 years and on 75%
of it for remainder of the term;
loan to be fully repaid within 10
years following final
disbursement by the Province. ...... 3,067

(c) RTI note, repayable on
August 12, 1998, and bearing
interest at 6.93% payable
annually. .......cccoceveenieiiiiiciiiees 165,000 165,000

(d) RTI note, under a revolving
credit facility, repayable by
August 12, 1998, and bearing
interest at Canadian inter-bank
bankers' acceptance rate plus
0.20% payable at maturity of

NOE.....oiiiiiiiiii e, 6,500
168,347 171,863

Less: current portion...........ccceeevveeens 87) (83)
168,260 171,780

Canada Ports Corporation

Principal repayment requirements over the next five
years amount to $87,000 in 1998, $93,000 in 1999,
$100,000 in 2000, $0 in 2001 and $67,000 in 2002.

The loan from the Province of New Brunswick provides
partial financing to the Port of Belledune for the mixed
cargo terminal project. Under the financing agreement with
the Province, atotal amount of $3,850,000 is to be loaned,
interest free. While the repayments are to be based on the
Port of Belledune’s net income, they are not to start until
the full amount has been borrowed by the Port.
Consequently, there is no repayment requirement for 1998.
Due to the terms and conditions of this loan, only estimates
could be included in the principal repayment requirements
presented above.

The debt of RTI which is with Export Development
Corporation (EDC) consists of notes. Under the financing
arrangement with EDC, the fixed rate note is repayable in
1998, while notes issued under the revolving creditifiaci
at variable rates, are repayable by August 12, 1998.

Although the fixed rate noteilvmature during the
following year, it is presented on a long-term basis because
the original intention was the refinancing of RTI terminal
facilities and it is RTI's Management intention to
renegotiate long-term financing.

The revolving credit facility provides for notes to be
issued up to an aggregate maximum of $4lian. These
notes may be for a term of one to twelve months and may
roll over on the maturity date with new face values and
interest rates, with final repayment of all amounts under the
credit facility due on August 12, 1998.

The financing with EDC is guaranteed uncitiodally
by the Government of Canada to a maximum of
$230 million and is secured by a $250 million collateral
demand debenture over all present and future assets of RTI.

Deficit

At the incorporation of RTI in 1981, 50% of RTI was
owned by the Corporation while the remaining 50% was
owned by an unrelated party. The shareholders' agreement
of RTI provided a condition for the unrelated party to sell
its shares to the Corporation in 1991. On July 30, 1991, the
Corporation purchased the remaining 50% ownership in
RTI and RTI became a wholly-owned subsidiary of the
Corporation. The share purchase of $58.5 million was paid
in cash and was fully financed by Canada. The excess of
the purchase price, over the assets acquired of
$31.7 million less the liabilities assumed of $229.1 million,
resulted in a loss on acquisition of RTI of $255.9 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

10. Interport Loan Fund In 1997, the Fund advanced $5.5 million (1996—

In 1988, authority was granted by Canada to the
Corporation to establish an Interport Loan Fund (the Fund).
This Fund is administered by the Corporation and was
established to provide financing for financially viable
capital projects of the Corporation and local port
corporations. Financing is provided by way of transfers to
divisional ports managed by the Corporation and by way of
loans to local port corporations. Transfers and loans bear
interest at the Crown corporation lending rate, the rate in
effect from time to time between Canada and Crown
corporations. Until December 31, 1994, earnings of the
Fund were, pursuant to the terms and conditions under
which the Fund was established, restricted to the uses for
which the Fund was established. During 1995, the terms
and conditions were amended to provide that the remaining
earnings of the Fund of a year, after providing for the
dividend to Canada, be transferred to the Corporation to be
applied against the administrative office costs for the year.

The balance sheet of the Fund as at December 31
shows:
1997 1996

(in thousands of dollars)

$5.9 million) to the Port of Belledune for a capital project.

The Fund is comitted to provide financing of
$2.2 million in 1998 for a capital project at the Port of
Belledune.

In accordance with the terms armhditions under
which the Fund was established, the Corporation is
required to pay to Canada a dividend from the Fund every
year. However, during 1997, an overpayment of dividends
to Canada from the Fund amounting to $4,561,000 for the
period from 1991 up to and including 1995 was identified.
As a consequence, dividends reported for 1996 and prior
years were overstated. Accordingly, the dividend for 1996,
which would have been payable on March 31, 1997, was
recalculated as $3,114,000 and applied as an offset against
the overpayment. Dividends in the amount of $377,000
payable to Canada for the year 1996 in respect of
assessable income of the divisional ports were applied as a
further set-off against the overpayment. As at
December 31, 1997, the net outstanding amount of the
overpayment refundable to the Fund from Canada is
$1,070,000. It will be applied against the 1997 dividend of
$2,832,000. Consequently, the portion of the 1997
dividend, payable in 1998, of $1,762,000 will be applied

Assets against the retained earnings as dividends are recorded on a
Current cash basis.
Cash and investments.................... 26,038 28,319
Transfers receivable (Note 7)....... 2,387 2,030 The statement of income and retained earnings of the
28,425 30,349 Fund is as follows:
Transfers receivable (Note 7)......... 66,712 63,599
Allowance for doubtful accounts.. (2,073) (1,969) 1997 1996
93,064 91,979 (in thousands of dollars)
Liability Interes_t INCOME ..o 6,736 7,135
Current Operating and
Due to the Corporation.................. 3,491 2,328 BMINISTAIVE EXPENSES ... 21 6
Fund balance Net i_ncome fo_r the year. T 6,525 7,079
Contributed Capital..........o.ooccoccee. 70,332 70,332 Retained earnings at beginning
Retained earnings .. 19241 19319 Of the V&I .....eveerveerrerererinns 19,319 19,894
Recovery (payment) of
89,573 89,651 dividend to Canada...................... 377 (5,326)
03,064 91,979 Transfer to the Corporation............... (6,980) (2,328)
Retained earnings at end of the year.. 19,241 19,319

The investments of the Fund, shown at amortized cost,
are direct and guaranteed seies of Canada. The interest
rates vary from 2.91% to 5.02%. As at December 31, 1997
and 1996, the market value of the investments
approximates their amortized cost.

In 1997, the Government of Canada approved that the
1996 forgiveness of the Port of Québec Corporation’s debt
of $6.3 million be applied against the Crown’s investment
in the Fund. Accordingly, the debt forgiveness was
recorded as a reduction in the Fund’s contributed capital in
1996.
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11.

Pension plans

As at December 31, 1997, the updated actuarial reports
of RTI's contributory plan indicate that the actuarial
present value of the accrued pension benefits amounts to
$9,127,000 (1996—$8,563,000) and the market value of
the pension fund assets amounts to $9,272,000 (1996—
$8,569,000). RTI's pension expense for 1997 of $725,000
(1996—$%$652,000) is actuarially determined.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

12.

13

14.

Related party transactions

Through common ownership, the Corporation is related
to all Government of Canada created departments, agencies
and Crown corporations.

In accordance with the Act, operating and
administrative costs incurred by the Corporation in the
amount of $2,900,000 have been recovered from the local
port corporations in 1997 (1996—$4,230,000). These
recoveries are offset against the related expenses.
Operating expenses include rental costs of $1,901,000
(1996—$%$1,777,000) charged by a local port corporation.
At December 31, 1997, $106,000 (1996—$254,000) of
these rental costs are includedaotounts payable and
accrued liabities. Interest charges on the debt to EDC, a
Crown corporation, amounted to $11,493,000 (1996—
$11,911,000). Included iaccounts payable and accrued
liabilities is $4,448,000 (1996—%$4,453,000) of interest
payable to EDC (see Note 8).

Included in accounts receivable is a receivable from the
Interport Loan Fund of $3,491,000 (1996—$2,328,000)
(see Note 10).

Investment income of $3,533,000 (1996—$%$3,891,000)
was earned on Canada séties and interest charges of
$23,000 (1996—$29,000) were paid to Canada.

Details of other transactions with the Government of
Canada are disclosed in Notes 3, 4, 5 (b), 6, 8, 9, 10
and 14 (b).

. Economic dependence

The Corporation’s wholly-owned subsidiary, RTI, is
dependent upon the production of two coal producers who
provided 66.2% and 29.1% respectively of the subsidiary’s
1997 revenue (1996—66.5% and 25.2%) under throughput
agreements. RTI's throughput agreements are in place until
March 31, 1998 and 1999. RTI and the producers have
commenced negotiations for the renewal of these
agreements. The outcome of these negotiations may have
an impact on the future operations and management is
currently investigating other alternatives.

Commitments

(a) Contractual obligations for the completion,
construction and purchase of capital assets are
estimated at $2,210,000 of which most will be incurred
in the year ending December 31, 1998.

Canada Ports Corporation

15.

(b) RTI leases from the Prince Rupert Port Corporation
the land on which the coal terminal facility is
constructed. The lease is for twenty-five years starting
March 31, 1984, with a twenty-year renewal term
beginning March 31, 2009. Lease payments are based
on throughput charges per tonne which are subject to
escalation provisions relating to increases in the
Canadian Consumer Price Index for each year and a
minimum annual throughput of 6.35llion tonnes
(1996—6.35 million dnnes).

The Corporation’s administrative office leases
premises under an agreement which expires
September 30, 2005. The future rent payable to the
expiry date is approximately $681,000 in 1998,
$885,000 per year from 1999 to 2004 and $663,000 in
2005. No expense has been recorded for future lease
payments upon dissolution as the ultimate utilization
of the premises is not determinable at this time. In the
opinion of management, their impact on these financial
statements will be minimal.

In accordance with Ports Canada policy respecting
dividends to Canada, the Corporation is required to
pay a dividend in respect of the 1997 fiscal year. This
dividend, payable in 1998, amounts to approximately
$243,000 and will be applied against the Corporation’s
deficit.

Contingencies

Claims aggregating approximately $5,895,000 in respect
of lawsuits, guarantees, employee agreements, damages
allegedly suffered on the Corporation's property and sundry
other matters in dispute have been received by the
Corporation. In the opinion of Management, the final
outcome of such claims should not result in any material
financial liability and, accordingly, no provision has been
recorded in this respect.

Employees are peiitted to accumulate unused sick
leave. However, such leave entitlements do not vest and
can be used only in the event of illness. The amount of
accumulated sick leave entitlements which will become
payable in the future cannot reasonably be determined.
Payments of sick leave benefits are included in current
operations.

In the normal course of business, the Corporation is
exposed to potential environmental issues, some of which
have been identified. Thétimate effect of which is not
determinable at this time, and as such, no provision has
been made in theccompanying financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

16. Canada Marine Act

Under the propose@anada Marine Act, the Ports of
Saguenay, Sept-iles and Trois-Riviéres have been
designated to become Canada Port Authorities. The
facilities at Port Colborne and Prescott are in the process of
being divested. If divestiture is not completed prior to the
dissolution of the Corporation, they will become public
ports, under the administration of the Minister of
Transport, as defined in the proposed Act. The future status
of RTI and the Port of Belledune, after the dissolution of
the Corporation, are yet to be determined. However, the
Minister of Transport is named the appropriate minister for
RTI for the purposes of tHenancial Administration Act.

The Corporation’s present administrative office will be
wound-up on the dissolution of the Corporation and the
Corporation’s remaining assets and obligations will
devolve to the Crown under the administration of the
Minister of Transport. It is anticipated that tBanada
Marine Act will be proclaimed on January 1, 1999.

The effects of the dissolution of the Corporation are not
fully known at this time. Provision has been made with
respect to the carrying values of assets at the Port of
Prescott. No expense haseln recorded with respect to
differences between the carrying values of assets and
obligations and those values which may ultimately arise on
the transfer of the other divisional ports and RTI, as the
differences, if any, are not determinable at this time. A
provision for determinable amounts relating to the wind-up
of the administrative office has been made (see Notes 6
and 14 (c)).

17. Comparative figures

Certain of the 1996 comparative figures have been
reclassified to conform to the current year’s presentation.
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CANADA POST CORPORATION

MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL
REPORTING

Management and the Board of Directors are responsible for
the consolidated financial statements and all other information
presented in this annual report. THeancial Administration
Act and regulations require the consolidated financial
statements to be prepared in accordance with generally
accepted accounting principles. Management has been
proactive in disclosing information which typically would only
be required to be disclosed by enterprises, the securities of
which are traded in a public market.

Where appropriate, the consolidated financial statements
include amounts based on management'’s best estimates and
judgements. Financial information presented elsewhere in this
annual report is consistent with that in the financial statements.

In support of its responsibilities, management maintains
financial and management control and information systems and
management practices which are of high quality, consistent
with reasonable cost. These systems and practices are designed
to provide reasonable assurance that relevant and reliable
financial information is produced and the assets are
safeguarded and controlled in accordance witlirthancial
Administration Act and regulations, as well as tBanada Post
Corporation Act and by-laws of the Corporation. Internal
audits are conducted to assess management systems and
practices, and reports are issued to the Management Executive
Committee and the Audit Committee of the Board.

The Board of Directors ensures that management fulfills its
responsibilities for financial reporting and internal control
principally through the Audit Committee, which is composed
of the Chairman of the Board of Directors and four directors
who are not employees of the Corporation. The Audit
Committee meets regularly to oversee the internal audit
activities of the Corporation, and at leashaally to review the
consolidated financial statements and the external auditors’
report thereon and recommend them to the Board of Directors
for approval.

Canada Post Corporation is a Crown corporation named in
Part Il of Schedule 11l of thEinancial Administration Act
since 1989. Accordingly, each year, the Governor in Council
appoints the Corporation’s external auditors after giving
consideration to the recommendations of the Corporation’s
Audit Committee on this matter. Deloitte & Touche were
reappointed for the current fiscal year. They audit the
consolidated financial statements and report to the Audit
Committee as well as the Minister responsible for Canada Post
Corporation. In contrast, the Auditor General of Canada is
appointed by the Governor in Council as the auditor, or a joint
auditor, of each parent Crown corporation named in Part | of
Schedule 111 of thé=inancial Administration Act.

Canada Post Corporation

All parent Crown corporations are subject to a special
examination at least once every five years and at such
additional times as the Governor in Coilynihe appropriate
Minister or the board of directors of the corporation to be
examined, may require. The special examination, a type of
value-for-money audit, serves to provide ateipendent
opinion to the board of directors on whether the corporation’s
financial and management control and information systems and
management practices were maintained in a manner that
provided reasonable assurance that: the assets of the
corporation were safeguarded and controlled; the financial,
human and physical resources of the corporation were
managed economically and efficiently; and the operations of
the corporation were carried out effectively. A special
examination is carried out by the auditor of a parent Crown
corporation. The Auditor General of Canada jointly with Ernst
& Young carried out the last special examination in respect of
the Corporation. Their examination covered the period from
November 17, 1993 to March 31, 1994.

Georges C. Clermont
President and Chief Executive Officer

Ottawa, Canada
May 1, 1998
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AUDITOR’S REPORT

TO THE MINISTER RESPONSIBLE FOR CANADA POST
CORPORATION

We have audited the consolidated balance sheet of Canada
Post Corporation as at March 28, 1998, and the consolidated
statements of income and retained earnings and of cash flows
for the year then ended. These financial statements are the
responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

CONSOLIDATED BALANCE SHEET AS AT
(in millions of dollars)

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Corporation as at March 28, 1998, and the results of its
operations and the changes in its financial position for the year
then ended imccordance witlgenerallyaccepted accounting
principles. As required by tH&nancial Administration Act,
we report that, in our opinion, these principles have been
applied on a basis consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
and of its wholly-owned subsidiaries that have come to our
notice during our audit of the consolidated financial statements
have, in all significant respects, been in accordance with Part X
of theFinancial Administration Act and regulations, the
Canada Post Corporation Act and the by-laws of the
Corporation and its wholly-owned subsidiaries.

Ottawa, Canada
May 1, 1998

Deloitte & Touche
Chartered Accountants

March 28 March 29
ASSETS 1998 1997
Current assets
Cash and short-term investments
(Note 3) 611 393
Accounts receivable. 272 277
Prepaid expenses 70 67
953 737
Segregated cash and investments
(Note 4) 386 293
Capital assets (Note 5). 1,448 1,560
Other assets (Note 6) 132 136
2,919 2,726

LIABILITIESAND EQUITY
OF CANADA

Current liabilities
Accounts payable and accrued
liabilities
Salaries and benefits payable .
Deferred revenues.............
Outstanding money orders..... .
Current portion of long-term debt ..............

Long-term debt (NOte 7) ......cvvvvvivcririciiiirinne
Termination and post-retirement benefits.......

Equity of Canada (NOte 8) .........cccovrveriirinene

March 28 March 29

1998 1997
387 314
325 286
163 181
33 37
85 84
993 902
166 171
605 524
1,764 1,597
1,155 1,129
2,919 2,726

The accompanying notes are an integral part of these financial statements.
Approved on behalf of the Board:

ANDRE OUELLET
Chairman of the Board of Directors

G. PREFONTAINE
Chairman of the Audit Committee
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CONSOLIDATED STATEMENT OF INCOME CONSOLIDATED STATEMENT

AND RETAINED EARNINGS OF CASH FLOWS
YEAR ENDED YEAR ENDED
(in millions of dollars) (in millions of dollars)
March 28 March 29 March 28 March 29
1998 1997 1998 1997
Revenue from operations............c.cceveueeene 5,066 5,085 Cash provided by (used in)
. Operating activities
Cost of operations ;
Salaries 2511 2511 |'\tl:t ml ;ﬁgmeeqwn ngcash ........................ 36 112
Beneflts.... ; 531 531 Amortization of capital assets . 186 169
Collection, processing and -
: Amortization of other assets..... . 7 16
GEHIVIY v 819 810 Loss on disposal of capital assets 2
Accommodation..........ccceeererrerieneninnns 261 260 ) 'SP Capital 85SELS.......
A : Gain on disposal of long-term
Amortization of capital assets )
: investment .. (14
and goodwill 193 176 )
Other costs of operations 698 663 Accrued termination and post-
o retirement benefits............c.coco.... 104 103
5,013 4,951 333 388
Income from operations............cccccvreenens 53 134 Termination and post-retirement
Non-operating income (expense) benef_lt payments........ s s (23) (20)
Investment and other income ... 2 18 Change in non-cash working capital
(30) (34) (NOE 9) ... 92 22
Income before income taxes................. 45 118 DIVIdENd cooovoo v (10) (10)
Income taxes (Note 10) 9 6
. Financing activities
Net income... 36 112 -
Deficit, beginning of year (226) (328) Decrease in fong-term debt............... @ 24
(190) (216) Investing activities
Dividend .......ccooevrenneereereeee e 10 10 Increase in segregated cash
- and iNVeStMeNtS.........ccoeevveienninens (93) (40)
Deficit, end O YEar ..oovvvessnisssnsssisssenn (200) (226) Acquisition of capital aSSetS............... (80) (101)
The accompanying notes are an integral part of these financial statements. Proceeds on disposal of capital assets ... 6 72
Proceeds on disposal of long-term
INVESEMENt..........oovviiies 47
Increase in other assets.........c.coeeerinene (©)]
(170) (22)
Increase in cash and short-term
investments..... 218 334
Cash and short-term investments at
beginning of year..........cccccocvnviinnencns 393 59
Cash and short-term investments at
end Of YEAI .....ovierieerreeeeeceieine 611 393

The accompanying notes are an integral part of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 28, 1998

1. Incorporation

The Corporation was established by the Canada Post
Corporation Act in 1981 to operate a postal service on a
self-sustaining financial basis while providing a standard of
service that will meet the needs of the people of Canada.
The Corporation is a Crown corporation included in Part 1
of Schedule 111 to the Financial Administration Act and is
an agent of Her Majesty. The subsidiary, PCL Courier
Holdings Inc. (Purolator), is managed independently, also
on a self-sustaining financia basis.

. Significant accounting policies

These consolidated financial statements have been
prepared in accordance with generally accepted accounting
principlesin Canada. A summary of the significant
accounting policies of the Corporation follows:

(a8 Consolidation

The consolidated financia statements of the
Corporation include the accounts of its wholly-owned
subsidiaries, Canada Post Systems Management
Limited, Canada Post Holdings Limited (which has a
controlling interest in PCL Courier Holdings Inc.) and
CINA Holdings B.V. (up to October 31, 1996, at
which point, subsequent to the sale of itsinterest in
G.D. Net B.V., it was liquidated).

Goodwill arising on the acquisition of subsidiariesis
amortized on a straight-line basis over 20 years.

(b) Fiscal year-end

Canada Post Corporation and its wholly-owned
subsidiaries end their fiscal year on the last Saturday
in March. Both the fiscal year ended March 28, 1998,
and the fiscal year ended March 29, 1997, included
52 weeks.

In contrast, PCL Courier Holdings Inc.’s fiscal year
ends on April 3, 1998, and includes 52 weeks. Its

fiscal year ended on April 4, 1997, included 53 weeks.

(c) Capital assets and amortization

Land, buildings and equipment transferred from the
Government of Canada on incorporation were

recorded at their fair value at that date, determined as

follows:

Land —market value based on
existing use

Buildings —amortized replacement cost

Plant equipment,
vehicles, sales
counter and office
furniture and
equipment, and
other equipment

—amortized replacement
cost or original

cost less estimated
amortization

A-110

(e)

The market value of land and the amortized
replacement cost of buildings transferred by the
Government of Canada were determined by
independent appraisals.

Acquisitions subsequent to incorporation are recorded
at cost.

The Corporation has an agreement with both the
National Archives of Canada and the Canadian
Museum of Civilization to operate, administer and
maintain a Canadian Postal Archives and a Canadian
Postal Museum, respectively, containing philatelic
material, postal artifacts, a postal library and exhibits
that trace the history of the mail and other

memorabilia. These collections, exhibits and books of
undetermined value are not for resale and are recorded
at a nominal cost.

Amortization is provided on a straight-line basis over
the estimated useful lives of the following assets:
Buildings

Leasehold improvements

30 and 40 years
itial fixed lease
term plus period of
first renewal option
Plant equipment 3 to 30 years
Vehicles (other than passenger
and light-duty commercial)
Sales counter and office
furniture and equipment
Other equipment

6 to 10 years

3 to 20 years
5 to 15 years

Amortization is provided on a diminishing balance
basis at an annual rate of 30 per cent for all passenger
and light-duty commercial vehicles.

Revenue recogpion

Amounts received for which services have not been
rendered prior to the end of the year are deferred.

Termination and post-retirement benefits

Canada Post employees arétisd to specified
termination benefits, calculated at salary levels at the
time of termination, as provided under collective
agreements or conditions of employment. The present
value of the projected costs of termination benefits, as
determined by actuarial valuation, is recorded in the
accounts as a long-term liability using an accrued
benefits method. Such benefits accruing to employees,
as well as gains and losses arising from actuarial
valuation, are included in current operations.

In addition, Canada Post provides certain health care
benefits to eligible retirees. Current service costs have
been determined by actuarial valuation and included in
current operations using an accrued benefits method.
Past service costs have also been determined by
actuarial valuation and are being amortized over the
expected average remaining service life of the
employee population.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 28, 1998—Continued

(f)

(@)

(h)

Purolator Courier Limited employees are not entitled
to these termination and post-retirement benefits.

Pension plan

Canada Post employees are covered by the Public
Service Superannuation Plan administered by the
Government of Canada. Under present legislation,
contributions made by the Corporation to the Plan are
limited to an amount equal to the employees’
contributions on account of current service. These
contributions, which amounted $100 million
(1997—$%$100 million), are inaded in current
operations. The Corporation is not required under
present legislation to make contributions with respect
to actuarial deficiencies or indexation payments under
the Public Service Superannuation Act.

Substantially all of Purolator Courier Limited’s full-
time and eligible part-time employees are covered by
defined benefit and defined contribution pension

plans. The cost of pension benefits earned by
employees in defined benefit pension plans is
determined using the projected benefit method
prorated on service and is charged to expense as
services are rendered. Adjustments arising from plan
amendments, experience gains and losses and changes
in assumptions are amortized over the estimated
average remaining service life of the employee groups.
The actuarial value of pension assets represents the
market value of these assets. The actuarial present
value of accrued pension benefits attributed to service
rendered up to March 28, 1998 is $38lion (1997—

$34 million), and the approximate market value of the
Company’s pension fund assets as at March 28, 1998
is $44 million (1997—$35 million).

Income taxes

The Corporation follows the deferral method of
income tax allocation.

Measurement uncertainty

The preparation of financial statements in conformity
with generallyaccepted a@unting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the
date of the financial statements and the reported
amounts of revenues and expenses during the
reporting period. Actual results could differ from those
estimates; however, such differences would not be
expected to have a material impact on these financial
statements.

Canada Post Corporation

3.

5.

6.

Cash and short-term investments

Cash and short-term investments consist of cash and
investments rated R-1 with maturities, at the date of
purchase, of less than 12 months. Such short-term
investments are carried at cost, which approximates fair
value due to the short period to maturity. The weighted
average internal rate of return on the investments held as at
March 28, 1998 is 4.72% (1997—3.13%).

Segregated cash and investments

The Corporation has segregated certain cash and
investments for the sole purpose of managing cash flows
relating to the employee termination benefits liability.
Investments are valued at amortized cost. These
investments are held in investment grade seesiwith
maturities currently ranging from 1 month to 21 years. The
weighted average internal rate of return on the investments
held as at March 28, 1998 is 6.97% (1997—7.59%).

The fair value of the investments is based on rates
currently available on instruments with similar terms and
maturities. The fair value of segregated cash and
investments as at March 28, 1998 is $404 million (1997—
$299 million).

Capital assets

1998 1997
Accu-
mulated
amorti-
Cost zation Net Net
(in millions of dollars)
Land......covvvrrrrre 253 253 258
Buildings..........cccocovnininnne 1,202 669 533 560
Leasehold
improvements............... 118 56 62 66
Plant equipment.... . 695 424 271 325
Vehicles ... 91 84 7 10
Sales counter and
office furniture
and equipment .............. 324 239 85 90
Other equipment................ 470 233 237 251

3,153 1,705 1,448 1,560

Other assets

1998 1997
(in millions of dollars)
Goodwill, net of
accumulated amortization............... 110 117
(@43 22 19
132 136
A-111




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARCH 28, 1998—Continued
7. Long-term debt

1998

1997

10 year loan from the
Government of Canada due
April 1998, interest at 9.705%. ......

Non-redeemable bonds maturing
March 2016, interest at 10.35%......

US $85 million Senior Notes
issued in two series by
Purolator Courier Limited
due March 2004:

Series A US $50 million carrying
interest at 10.08% with
principal payments due in equal
instalments over the last five
years of the term and Series B
US $35 million carrying interest
at 9.83% with principal
payments due over the term.
The Notes are secured by
substantially all of the assets of
Purolator Courier Limited
without recourse to Canada Post
Corporation. Under the
indenture, Purolator Courier
Limited is subject to certain
financial and other covenants

(in millions of dollars)

80

55

throughout the term of the debt. .... 115

Purolator Courier Limited entered
into a series of cross currency
interest rate swaps in order to
hedge the future U.S. dollar
principal and interest payments
into Canadian dollars at rates
varying between $1.376 and
$1.348 and an effective interest
rate of 11.6%.

Subordinate notes issued by PCL
Courier Holdings Inc. due
October 1998, interest at 12.5%. ...

80

55

119

Less current portion .........c.ceeeeeeen.

255

171

Interest expense on long-term debt was $2ifom

(1997—$28 million).

The annual amounts of principal payments to meet long-
term debt obligations are as follows:
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(inmillions
of dollars)

85
16

The fair value, at March 28, 1998, of the 10 year loan
from the Government of Canada due April 1998
approximates its book value due to the short period of time
to maturity (1997—$84 million). The fair value of the non-
redeemable bonds maturing March 2016 is based on rates
currently available to the Corporation for debt with similar
terms and maturity. Their fair value as at March 28, 1998 is
$83 million (1997—%$71 million).

Purolator has determined the fair value of the Senior
Notes at March 28, 1998, as $134 million (1997—
$133 million) by calculating the cost of repaying the notes,
as specified in the agreement with the noteholders. It is not
Purolator’s intention to repay this debt or these swaps prior
to their maturity dates at which time it will be settled for
their stated values in the financial statements.

Purolator has two currency swaps outstanding. The first
swap hedges the principal and interest payments of the
original Senior Notes. In May 1996, Purolator entered into
an additional currency swap arrangement to hedge the
changes in the terms of the Senior Notes. The fair value of
these swaps has been determined by the calculation of the
cost of unwinding the swap with the counterparty at market
rates. The fair market value for the swaps at March 28,
1998, is a loss of $3 million (1997—Iloss of $9 million).

The carrying value of the subordinate notes issued by
PCL Courier Holding Inc. is considered to approximate its
fair value.

Equity of Canada
1998 1997
(in millions of dollars)
Contributed capital 1,355 1,355
Deficit (200) (226)
Equity of Canada..........cccecevreivinnnne. 1,155 1,129

The Canada Post Corporation Act provides for the
establishment of a share capital structure. The Corporation
is authorized to issue shares to the Government of Canada
based on the net asset value of the Corporation on the date
of the first issue of shares, as determined by the Board of
Directors, with the approval of the Treasury Board. No
such shares have been issued.

Change in non-cash working capital
1998 1997

(in millions of dollars)

Decrease (increase) in accounts

receiVable........ccoveeniciiniiiinnns 5 (26)
Increase in accounts payable and

accrued liabilities..........cccoocvveienne 73 14
Increase in salaries and benefits

payable........ccoeiinicii 39 25
(Increase) decrease in other non-

cash working capital...........c.ccccvne (25) 9

92 22
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 28, 1998—Continued

10.

11.

12.

Income taxes

On March 27, 1994, Canada Post Corporation became a
prescribed Crown corporation for tax purposes and, as
such, is subject to federal income taxes utikeincome
Tax Act, Canada.

As at March 28, 1998, consolidated tax loss carry-
forwards and net unclaimed tax deductions in the amount
of approximately $370 million (1997—%$421 million) are
available to reduce future ymsaincome otherwise subject
to income taxes. The benefit of these items will be
recognized as a reduction of income tax expense in the
consolidated financial statements in the year they are
realized.

Contingencies

(a) Two complaints have been filed with the Canadian
Human Rights Commission alleging discrimination by
the Corporation concerning work of equal value. The
Corporation is presenting its evidence before the
Tribunal with respect to one complaint and the
Commission has not begun its investigation of the
second. The outcome of these complaints is not
currently determinable. Settlement, if any, arising from
resolution of these matters will be recovered in future
postal rates (as determinedaiocordance with the
Canada Post Corporation Act) and/or from the
Government of Canada. Accordingly, no amounts are
recorded in these financial statements.

The Corporation is involved in various claims and
litigation in the normal course of business for which
provisions have been made to the extent determinable.

(b)

(c) Employees are peitted to accumulate unused sick
leave. However, such leave entitlements do not vest
and can be used only in the event of illness. The
amount of accumulated sick leave entitlements which
will become payable in future yearsncmt reasonably
be determined. Payments of sick leave benefits are

included in current operations.

Commitments

The Corporation’s future minimum payments with
respect to computing and communications utility services,
as well as facilities and other operating leases with terms in
excess of one year, are as follows:

(inmillions
of dollars)

220
188
161
103

81
184

937

2004 and thereafter ...

Canada Post Corporation

13.

CPC reached an agreement with the minority
shareholders in Purolator to postpone any exercise by the
minority shareholders of their rights to put their shares of
Purolator to CPC under the 1993 Purolator Shareholders’
Agreement until at leastide 30, 1998, with a further
extension to December 31, 1998 available at the option of
CPC. Under the original agreement, the minority
shareholders had the right to put their shares to CPC after
December 31, 1996. If they exercise the put rights, the
minority shareholders would sell their shares in Purolator
to CPC at an agreed price of $61llion.

Related-party transactions

The Corporation had the following transactions with
related parties in addition to those disclosed elsewhere in
these consolidated financial statements.

(a) Payments on behalf of postal users

Where Government policy requires the Corporation to
provide services at rates less than cost to the
publications industry, and for concessionary services
such as Government free iléditerature for the blind
and Northern Air Stage Services, the Government of
Canada compensates the Corporation for foregone
postage revenue from those sources. Compensation
amounting to $81 million (1997—%$84 million) is
included in revenue from operations.

(b) Real property

The Corporation has incurred net operating costs of
$12 million (1997—$36 million) in respect of real
property agreements with Public Works and
Government Services Canada.

(c) Other

The Corporation has other transactions with the
Government of Canada, its agencies and other Crown
corporations in the normal course of business.

As aresult of all of the above transactions, the amounts
due from and to these parties are $ifion (1997—
$27 million) and $34 million (1997—%$34 million)
respectively.

14. Financial instruments—Other

(a) Fair values

The amounts reported in the consolidated balance
sheet for all other financial instruments approximate

their fair values.
Concentration of credit risk

(b)

The Corporation does not believe it is subject to any
significant concentration of credit risk.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 28, 1998—Continued

The amount reported in the consolidated balance sheet
for accounts receivable includes the impact dofimg
$227 million of gross acunts payable to foreign postal
administrations against $243 million of grossaots
receivable from foreign postal administrations
($217 million of gross accounts payable and $244omi
of gross accounts receivable in 1997), the basis used for
these international settlements.

15. Disaggregated financial information

The Corporation has two operating segments: Canada
Post and PCL Courier Holdings Inc. (Purolator). These
operating segments are determined on the basis of the legal
entities which are magad independently, each on a self-
sustaining financial basis.

The Corporation has four main product/service lines:
communications, publications, advertising and physical
distribution. Communications consists of lettermail, hybrid
products and electronic services. Publications consists of
domestic and international newspapers. Advertising
consists of admail. Physical distribution consists of courier,
expedited delivery and parcels.

The Canada Post segment derives its revenues from all
four product/service lines. The PCL Courier Holdings Inc.
segment derives its revenues exclusively from physical
distribution.

The accounting policies of the segments are the same as
those described in the significant accounting policies
(Note 2).

Transactions occur between the two independent
segments, Canada Post and Purolator, at normal
commercial prices and terms comparable to those given to
other customers and suppliers and without subsidy between
the two segments. On this basis, Canada Post paid
Purolator $16 million for air fiehaul in 1998 (1997—
$16 million) and Purolator paid Canada Post $3 million for
postage in 1998 (1997—$2 million).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARCH 28, 1998—Concluded

No individual customer’s purchases aont for more

than 10% of revenues.

Revenue from Operations............coceereerineenenieeneseseenienes

Income before the undernoted items
Investment and other income.
Amortization of capital assets.
Interest expense.......
Income taxes

16. Comparative figures

Comparative figures have been reclassified to conform

with the current year’s presentation.

Canada Post Corporation

1998 1997
Canada PCL Courier Canada PCL Courier
Post HoldingsInc.  Canada Post Post HoldingsInc.  Canada Post
(52 weeks) (52 weeks) Corporation (52 weeks) (53 weeks) Corporation
(in millions of dollars)
4,217 849 5,066 4,325 760 5,085
197 42 239 261 42 303
22 22 18 18
(176) (10 (186) (160) ©) (169)
(14) (16) (30) (19) (15) (34
(©) 4 (9 (©) @ (6)
24 12 36 95 17 112
2,590 329 2,919 2,425 301 2,726
1,555 209 1,764 1,404 193 1,597
66 14 80 95 6 101
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CANADIAN BROADCASTING CORPORATION

MANAGEMENT’'S RESPONSIBILITY FOR THE
FINANCIAL STATEMENT

The financial statements and all other information presented
in the annual report are the responsibility of management and
have been reviewed aagproved by the Board of Directors of
the Corporation. These financial statements, which include
amounts based on management'’s best estimates as determined
through experience and judgement, have been properly
prepared within reasonable limits of materiality and are in
accordance with generally accepted accounting principles.

Management of the Corporation maintains books of account,
records, financial and management control, and information
systems, which are designed for the provision of reliable and
accurate financial information on a timely basis. These controls
provide reasonable assurance that assets are safeguarded, that
resources are managed economically and efficiently in the
attainment of corporate objectives, that operations are carried
out effectively and that transactions are in accordance with the
Broadcasting Act and the by-laws of the Corporation.

The Corporation’s Internal Auditor has the responsibility for
assessing the Corporation’s systems, procedures and practices.
The Auditor General of Canada conducts an independent audit
of the annual financial statements and reports on his audit to
the Canadian Broadcasting Corporation and the Minister
Designate of Canadian Heritage.

The Board of Directors’ Audit Committee, which consists of
four members, none of whom is an officer of the Corporation,
reviews and advises the Board on the financial statements and
the Auditor's Gneral’s report thereto. The Audit Coritiee
oversees the activities of Internal Audit and meets with
management, the Internal Auditor and the Auditor General on a
regular basis to discuss the financial reporting process as well
as auditing, accounting and reporting issues.

Perrin Beatty
President and CEO

Louise Tremblay
Senior Vice-President, Resources

June 15, 1998
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AUDITOR’S REPORT

TO THE BOARD OF DIRECTORS OF THE CANADIAN
BROADCASTING CORPORATION AND THE MINISTER OF
CANADIAN HERITAGE

| have audited the balance sheet of the Canadian
Broadcasting Corporation as at March 31, 1998 and the
statements of operations and proprietor’s equity and cash flow
for the year then ended. These financial statements are the
responsibility of the Corporation’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the corporation as
at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théroadcasting Act, | report that, in my opinion,
these principles have beapplied, after giving retroactive
effect to the change in the methodastounting for
parliamentary appropriations for depreciable capital assets as
explained in Note 3 to the financial statements, on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part lll of theBroadcasting Act and the by-laws of the
Corporation.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
June 12, 1998
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BALANCE SHEET ASAT MARCH 31
(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
(Restated (Restated
Note 3) Note 3)
Current Current
Cash and short-term investments... 38,624 216,137 Accounts payable and accrued liabilities...... 223,605 190,938
Accounts receivable 183,826 109,686 Accrued vacation Pay .........coceeeeeriresieeeens 38,078 40,088
Program inventory... 87,964 96,517 Employee termination benefits.................... 13,191 112,104
Prepaid expenses..... 35,094 21,361 Obligations under capital leases (Note 12)... 3,850 10,808
Deferred income tax..... 20,523 278,724 353,938
345,508 464,224
Capital assets (Note 8) ... 1,142,146 1,185,099 Long-term
Deferred charges 25,449 15,416 Employee termination benefits..................... 69,932 65,824
Deferred pension liability (Note 11) ........... 97,639 97,748
Obligations under capital leases
385,345 389,276
Deferred capital funding (Note 9).... 746,897 791,877
1,299,813 1,344,725
PROPRIETOR'S EQUITY
Proprietor’s equity (NOt€4) .......ccccvvvvcreninenns (65,434) (33,924)
Commitments and contingencies
(Notes 13 and 14)
1,513,103 1,664,739 1,513,103 1,664,739
The accompanying notes form an integral part of the financial statements.
Approved on behalf of the Board of Directors:
LOUISE TREMBLAY
Senior Vice-President, Resources
GUYLAINE SAUCIER
Director
MICHEL DOYON
Director
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STATEMENT OF OPERATIONS AND PROPRIETOR'S

EQUITY FOR THE YEARS ENDED MARCH 31

(in thousands of dollars)

STATEMENT OF CASH FLOW

FOR THE YEARS ENDED MARCH 31

(in thousands of dollars)

Revenue
Advertising and program sales.
Specialty services (Note 5) ...
Miscellaneous

Expense
Television and radio service costs .........
Specialty services (NOte5) .......cceenn
Transmission, distribution and
collection
Radio Canada International ..
Payments to private stations .
Corporate management.........
Amortization of capital assets..
Downsizing program (Note 6) ...............

Total expense before taxes.....................

Net operating loss before government
funding and taxes.........c.cceeerinerirenienens

Government funding
Parliamentary appropriation for
operating expenditures (Note 4)........
Frozen allotment to offset the 95/96
repayable advance (Note 4)...............

Net funding for operating
eXPENAITUNES.....c.cvvveveeiiriciciriiees
Parliamentary appropriation for
downsizing program (Note 4) ...........
Funding for Radio Canada International
(NOE5) ..
Amortization of deferred capital
funding (NOtE 9) .....oovveevieririiicicis

Net results of operations before taxes........
Provision for income and large
corporations taxes (Note 7).....

Net results of operations for the year ..
Proprietor’s equity, beginning of year ........
Working capital funding (Note 4)..............
Proprietor’s equity, end of year ..................

Operating activities
Net results of operations for the year ...
Gain on disposal of capital assets.........
Items not involving cash
Amortization of capital assets...........
Amortization of deferred charges.....
Employee termination benefits
and vacation Pay.........ccceeerreeenene
Deferred pension contribution
Amortization of deferred capital
fuNding......cccovvecininiicis
Net change in working capital
balances excluding cash and
short-term investments (Note 16) ....

Financing activities
Parliamentary appropriations
(Note 4)

Capital funding
Working capital funding

Proceeds on disposal of capital
assets/financing from other
OrganizationsS...........ceevreeieererennnnens

Investing activities
Acquisition of capital assets.................
Capital portion of lease payments.........
Refinancing of capital lease.
Deferred charges

Increase (decrease) in cash and
short-term investments.............ccccceenne

Cash and short-term investments,
beginning of year..........cccoeveeeiennens

Cash and short-term investments,

1998 1997
(Restated
Note 3)
(35,510) 93,774
(100) (202)
135,379 117,303
5,390 14,453
(96,815) (39,691)
(109) (57,566)
(135,120) (116,741)
(26,130) 17,968
(153,015) 29,298
90,140 96,709
4,000 4,000
1,287 2,690
95,427 103,399
(93,613) (85,874)
(10,889) (16,533)
4,792
(15,423)
(119,925) (97,615)
(177,513) 35,082
216,137 181,055
38,624 216,137

1998 1997

(Restated
Note 3)
383,306 364,834
87,383 85,275
54,603 53,738
525,292 503,847
1,065,009 1,129,038
86,096 85,420
64,107 65,637
15,264 15,657
12,295 16,019
15,073 15,696
135,379 117,303
18,336 (19,312)
1,411,559 1,425,458
(886,267) (921,611)
759,654 854,449
(56,669)

702,985 854,449
41,975
15,360 5,179
135,120 116,741
(32,802) 96,733
2,708 2,959
(35,510) 93,774
(33,924) (131,698)
4,000 4,000
(65,434) (33,924)

The accompanying notes form an integral part of the financial statements.
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The accompanying notes form an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998

1. Authority and objective

The Canadian Broadcasting Corporation was first
established by the 1936 Canadian Broadcasting Act and
continued by the 1958, 1968 and 1991 Broadcasting Acts.
The Corporation is an agent of Her Mgjesty and all
property acquired by the Corporation is the property of Her
Majesty.

Asthe national public broadcaster, the Canadian
Broadcasting Corporation provides radio and television
servicesin both official languages incorporating
predominantly and distinctively Canadian programs to
reflect Canada and its regions to national and regional
audiences.

2. Significant accounting policies

Thefinancia statements include the accounts of the
Corporation and its proportionate share of the assets,
liabilities, revenues and expenses relating to joint venture
activities. Thefinancial statements have been prepared in
accordance with generally accepted accounting principles.
Significant accounting policies are set out below:

(a) Parliamentary appropriations and deferred capital
funding

The Government of Canada mainly finances the
Corporation. Parliamentary appropriations provided
for operating expenditures and downsizing expenses
are recorded on the Statement of Operations and

Proprietor’s Equity. Parliamentary appropriations for

depreciable capital expenditures are recorded as

deferred capitalunding on the balance sheet, and are
amortized on the same basis and over the same periods

as the related capital assets. Parliamentary

appropriations for working capital and non depreciable

capital assets are credited to Proprietor's Equity.
(b) Program inventory

Program inventory consists of:

(i) Programs completed and in process of production

or available for sale

Programs completed and in process of production

or available for sale are stated at cost. Cost

includes the cost of materials and services, and the
share of labour and overhead expenses applicable

to programs.

Program costs are charged to operations as the
programs are broadcast, deemed unusable, or sold.

(ii) Film and script rights

The Corporation enters into contracts for film and

script rights. As payments are made under the
terms of each contract they are reflected in the

accounts as prepaid film rights. The film rights are

charged to operations in accordance with the
approved program schedule or when deemed
unusable.

Canadian Broadcasting Corporation
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(e)

Capital assets

Capital assets are recorded at cost, less accumulated
amortization. The cost of assets constructed by the
Corporation includes material, direct labour and

related overhead. Assets recorded as capital leases are
initially recorded at the present value of the minimum
lease payments at the inception of the lease.
Amortization is calculated on the straight-line method
using rates based on the estimated useful life of the
assets as follows:

—Buildings 33 years
—Technical equipment
Transmitters and towers 20 years
Other 10 years
—~Furnishings and office equipment 10 years
—Computers 5 years
—Automotive 5 years

Leasehold improvements are capitalized and
amortized over the remaining terms of the respective
leases to a maximum period of five years. Amounts
included in uncompletecapital projects are

transferred to the appropriate capital asset
classification upon completion, and are then amortized
according to the Corporation's policy.

Deferred charges

Deferred costs incurred in the development of
specialty channels and gooiivarising from the
acquisition of broadcast undertakings are amortized
over seven years based on a normal license period.
Deferred costs incurred by joint ventures are

amortized over a period of five years. Other deferred
charges are amortized over the period of the respective
agreements.

Pension cost and obligation

The Corporation provides pensions based on length of
service and final average earnings as classified under
defined benefit retirement pension arrangements.

The cost of pension benefits earned by employees is
determined using the projected benefit method of
actuarial valuation with projected salary increases
where appropriate, pro-rated on services and charged
to operations as services are rendered. This cost
reflects management's best estimate of the pension
fund's expected investment yields, and of salary
escalations, mortality of members, terminations and
ages at which members will retire. The surplus on the
introduction of this accounting policy, adjustments
arising from plan amendments, experience gains and
losses and changes in assumptions are amortized over
the estimated average remaining service life of the
employee group.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

The difference between the accumulated pension
expense and the employer’s contributions to the
Pension Fund is reflected in the balance sheet as a
long-term deferred charge or deferred pensionliigbi
as the case may be.

() Employee termination benefits andoation pay

(@)

(h)

A-120

Employee termination benefits anacation pay are
expensed as the benefits accrue to employees under
their respective terms of employment.

Termination benefits are calculated on an actuarial
basis taking into account the future expected
payments, the probabilities of payment and discount to
the valuation date. The present value of the projected
cost is recorded as a liability.

Vacation pay is calculated at the salary levels in effect
at the end of the year for all unusextation pay
benefits accruing to employees.

Since a major portion of the liabilities for these items
represent costs which will be funded mainly from
appropriations received from the Government of
Canada in the future, these items do not have an
impact upon the Corporation’s operating surplus or
deficit on a government funding basis.

Other post-employment benefits

In addition to pension and termination benefits, the
Corporation provides life insurance benefits to its
retired employees. The costs related to this benefit are
expensed as incurred by the Corporation during the
post-retirement period.

Measurement uncertainty

The preparation of financial statements in accordance
with generallyaccepted aaunting principles 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 income and expenses during the reporting
period. Employee termination benefits, deferred
pension liability and contingent lidhies are the most
significant items where estimates are used. Actual
results could differ from those estimates.

3. Change in accounting policy

Prior to 1998, capital funding received from the
Government of Canada was recorded as Proprietor’s
Equity. Parliamentary appropriations for depreciable
capital expenditures are now recorded as deferred capital
funding on the Balance Sheet, in order to conform to
C.I.C.A. Public Sector Accounting and Auditing Board
Exposure Draft on Accounting for Government Assistance,
and are amortized on the same basis and over the same
periods as the related capital assets. The effect of this
change in accounting policy, which has been applied
retroactively, is a reduction in Proprietor’'s Equity and an
increase in deferred capital funding on the balance sheet of
$746,897,000 (1997—%$791,877,000), and an increase in
net results of operations for the year of $135,120,000
(1997—%116,741,000). This accounting change does not
have any impact upon the Corporation’s operating surplus
or deficit on a government funding basis.

4. Parliamentary appropriations

Parliamentary appropriations approved and the amounts
received by the Corporation during the year are as follows:

(a) Parliamentary appropriations approved and received

1998 1997
(in thousands of dollars)
Approved appropriations for
Operating funding
—Annual funding.............. 769,014 818,329
—Transfer from capital
funding®.......coev..e. 36,120
—~Funding for RCI
(Note 5)..cceevviiinns (9,360)
759,654 854,449
—Frozen allotment to
offset the 1995-96
repayable advance
including imputed
interest thereof?...... (56,669)
702,985 854,449
Funding for downsizing
Program .......ccceeecveeeiinennns 41,975
Capital funding (Note 9)......... 105,740 140,829
— Less transfer to
operating
funding®............... 36,120
— Less transfer to
1998-99 (1997-98)
fiscal year®............. 15,600 8,000
90,140 96,709
Working capital funding......... 4,000 4,000

@ In the event that significant changes in current year

requirements occur, amounts are transferred from one vote to
another or reprofiled from one fiscal year to the next through
Appropriation Acts tabled in the House of Commons.

In 1995-96, the Corporation received a $50 million repayable
advance to be recovered in future years through reduced
funding levels.

(2
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

(b) Reconciliation of net results of operations to
government funding basis

The Corporation receives a significant portion of its
funding through Parliamentagppropriations, which

is based primarily on cash flow requirements. Items
recognized in the Statement of Operations and
Proprietor’s Equity in one year may be funded through
Parliamentary appropriations in different years.
Accordingly, the Corporation has different net results
of operations for the year on a government funding
basis than on a generally accepted accounting
principles basis. These differences are outlined below:

1998 1997

(in thousands of dollars)

Net results of operations

fortheyear .......cccoveicninnccninns (35,510) 93,774
Items expensed but funded in other

YEAI'S oottt 30,429 (52,820)
Net results of operations on a

government funding basis.............. (5,081) 40,954

Government funding surplus
(deficit), beginning

Of the Year......ccovvevncrniriees 34,525 (6,429)
Government funding surplus
(deficit), end of the year................. 29,444 34,525

5. Speciality services and Radio Canada International
(a) Specialty services

The Corporation operates CBC Newsworld, Réseau de
I'information (RDI) and Galaxie under license
conditions that the operations be reported on an
incremental cost and revenue basis. All services use
previous years’ surplus carryforwards to fund current
year activities. At March 31, the cumulative net
operating surplus carried forward to future years’
activities for CBC Newsworld totalled $2.2 million
($0.5 million for 1997) and for RDI, $33,000 ($7,000
for 1997). 1997-98 was Galaxie’s first year of
operations and the results are according to plan.

March 31, 1998 March 31, 1997
Revenue Expense Net Revenue Expense Net
(in thousands of dollars)
55,816 54,122 1,694 54,677 54,817 (140)
31,263 31,237 26 30,598 30,603 (5
304 737 (433)
87,383 86,096 1,287 85,275 85,420 (145)
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

(b) Funding for Radio Canada International
1998 1997

(in thousands of dollars)

Parliamentary appropriation

(NOte4) ..o 9,360
Contribution agreement with

Government of Canada......... 6,000 5,179
Funding for Radio Canada

International ..........cccoeeueenee.. 15,360 5,179

6. Downsizing program

The Corporation completed its cost reduction efforts to
address the impact of the budget cuts announced by the
Government of Canada. The downsizing program resulted
in the departure of employees through incentive programs
and lay-offs.

1998 1997

(in thousands of dollars)

Employee termination and

other costs (8,431) 18,991
Pension expense (¥ 26,767 (38,303)
18,336 (19,312

The Corporation has requested further assistance from
the Government of Canada to fund the cost of the
downsizing program.

@ The pension costs of the downsizing program were adjusted upward
by $26.8 million (1997—38.3 million reduction) to reflect
management’s revised cost estimates for terminations and
retirements.

7. Income and large corporations taxes

The Corporation is a prescribed federal Crown
corporation under Part LXXI of the Income Tax
Regulations and is subject to the provisions of the Income
Tax Act (Canada). The Corporation is not subject to
provincial income taxes on its own activities.

The provision for income and large corporationstax is
comprised of:

1998 1997
(in thousands of dollars)
Current tax expense (recovery) (17,815) 4,624
Deferred taxes........ccccvevinieiiiiiecnnen, 20,523 (1,665)
2,708 2,959

The Corporation’s net provision for tax results primarily
from large corporations tax.
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10.

The Corporation has net timing differences of
$75.7 million (1997—$58.1 million) resulting from items
reported for tax purposes in different periods than for
accounting purposes, the benefit of which has not yet been
recognized in the financial statements. These timing
differences generally result from the accrual of pension and
severance pay costs, and capital cost allowance on its long
term capital lease wherarfding for the lease obligation is
provided over several years. Capital cost allowance is not
claimed on other capital assets, as the related capital
funding is usually received in full in the same year in
which the asset is acquired.

Capital assets

1998 1997
Accu-
mulated Net Net
amorti- book book
Cost zation value value
(in thousands of dollars)
Land.....ccoovvennne 35,515 35,515 35,560
Buildings............ 359,123 192,132 166,991 166,475
Technical
equipment...... 1,043,599 614,633 428,966 446,376
Furnishings,
office
equipment
and
computers...... 71,950 49,263 22,687 29,693
Automotive......... 32,862 21,208 11,654 8,945
Leasehold
improve-
ments............. 7,221 5,601 1,620 2,39%
Property under
capital
leases............. 511,652 76,692 434,960 450,246
Uncompleted
capital
projects.......... 39,753 39,753 45,410
2,101,675 959,529 1,142,146 1,185,099

Amortization expense of $15.3 million (1997—$14.8
million) relate to property under capital lease.

Deferred capital funding

1998 1997
(in thousands of dollars)

Balance, beginning of year ................ 791,877 811,909
Parliamentary appropriation for

depreciable capital expenditures

(NOtE4) oo 90,140 96,709
Amortization of deferred capital

funding (135,120) (116,741)
Balance, end of year ... 746,897 791,877

Joint venture activities

The Corporation has net equity of $4.0 million (1997—
$5.4 million) in joint business ventures which is @outed
for using the proportionate consolidation method.

Canadian Broadcasting Corporation




NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

11. CBC pension plan 12. Obligations under capital leases
The Corporation maintains a contributory defined Capital leases consist mainly of premises occupied by
benefit pension plan covering substantially all employees CBC in Toronto.

of the CBC. Retirement benefits are based on the length of

pensionable service and on the average of the best five Future minimum lease payments and obligations are as

consecutive years of pensionable salary in the last ten years follows:
of employment. (in thousands
. . . . of dollars)
The accued pension benefits are determined using the
projected benefit method prorated on service and 33,099
management’s best estimate of future economic events. 33,084
33,039
Employees are required to contribute a percentage of 33,039
their pensionable salary to the Plan, with the Corporation ~ 2003................. 33,039
providing the balance of the funding, as required, based on Thereafter to 2027 809,449
actuarial valuations, which are made at least on a triennial Total future MinimumM paymentS............e..reeennes 974,749
basis. Deduct imputed interest (7.53%) and
EXECULOTY COSES ....uvvviiiicisieicieeree s 585,554
Projections from an actuarial valuation prepared for Obligation under capital 16858 ......cceessrervvererereeen 389,195
accounting purposes show an estimated present value of LSS CUITENt POFtION. ......veevrvesersaeeseesseseeesseesseone 3,850
accrued pension benefits of $2,673.i_9i_um as Qt _ LONG LM POMION. .o 385,345
March 31, 1998 (1997—$2,601.0 million) which indés _—
$16.2 million (1997—11.4 million) of umhded retirement
benefits. The actuarial value of the‘p_ensmn fund assets as CBC owns the land on which the Toronto Broadcast
at March 31,_1998 was $2,926.1 million (1997— Centre is located.
$2,765.2 million).
1998 1997 13. Commitments
(in thousands of dollars) (a) Program related and other
iu"e';tds?f;'i‘g COS‘--ét- -------- e 39,121 35728 As at March 31, 1998, commitments for sports rights
CCruea Intert on net pension HIH . :
PIAN BSSELS ....oovooeeeeeesseeeneiee (12,076) (6,412) amounted to $583.5 million; procured programs, film

rights and co-productions amounteds®&).9 million
(22,381) (16,669) and capital assets amounted to $9ilian for total
commitments of $664.2 million.

Amortization of past
service gains (net) ....

Adjustment for plan curt
due to workforce reduction.............

26,767 (38,303) (b) Operating leases
CBC pension expense ... 31431 (25,655) Future annual payments related to operating leases are
Deferred pension liability, as follows:
beginning of year 97,748 155,314
Pension expense 31,431 (25,655) (in thousands
Pension plan contributions of dollars)
and benefit payments............ccceuee (31,540) (31,911)
Deferred pension liability, 47,076
eNd Of YA ... 97,639 97,748 g;ggg
33,692
11,853
5,242
183,483

(c) Joint venture activities

The Corporation's proportionate share of commitments
related to joint venture activities totalled $5.5 million.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Goncluded

14.

15.

16.

17.

Contingencies

Various claims and legal proceedings have been
asserted or instituted against the Corporation, including
some, which demand large monetary damages or other
relief, which could result in significant expenditures.
Litigation is subject to many uncertainties, and the outcome
of individual matters is not predictable. A provision for
these expenditures has been recorded based on
management’s best estimate. It is reasonably possible that
the Corporation may have to settle some of these claims for
amounts in excess of established provisions in the near
term. Any such costs will be charged to operations as
incurred.

Related party transactions

The Corporation is related in terms of common
ownership and enters into transactions with other
Government departments, agencies and Crown
corporations in the normal course of business on normal
trade terms applicable to all individuals and enterprises.
Transactions with the Government of Canada are outlined
in Note 4.

Net change in non-cash working capital balances
1998 1997

(in thousands of dollars)
Cash provided by (used for)

Accounts receivable (74,140) (1,066)
Program inventory 8,553 9,035
Prepaid expenses....... (13,733) 12,305
Deferred income taxes................... 20,523 (1,665)

Accounts payable and
accrued liabilities..........cocuu.e. 32,667 (641)
(26,130) 17,968

Financial instruments

Short-term investments, accounts receivable and
accounts payable are valued at cost, which approximates
fair market value. The Corporation invests in the short-term
money market (maximum term to maturity 91 days).
Securities are limited to those that are 100% gueedgiby
the Government of Canada. The overall portfolio yield for
the fiscal year ending March 31, 1998 was 3.72% (4.78%
at March 31, 1997).
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18.

19.

Year 2000

The Corporation may experience the effects of the Year
2000 Issue before, on, or after January 1, 2000. The effects
on operations and financial reporting, if not addressed, may
range from minor errors to significant systems failure,
which could affect CBC's ability to conduct normal
business operations. While plans have been developed to
meet internal requirements, with regular reports made to
senior management and the Board of Directors, it is not
possible to ensure that all aspects of the Year 2000 Issue,
including those related to the efforts of customers,
suppliers, or other third parties, will be fully resolved.

Comparative figures

Certain of the 1997 comparative figures have been
reclassified to conform to the curent year’s presentation.
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CANADIAN COMMERCIAL CORPORATION

MANAGEMENT RESPONSIBILITY FOR FINANCIAL
STATEMENTS

Thefinancia statements of the Canadian Commercial
Corporation and all information in this annual report are the
responsibility of management and have been approved by the
Board of Directors. The statements have been prepared in
accordance with generally accepted acounting principles, using
management’s best estimates and judgements, where
appropriate. Financial information presented elsewhere in the
annual report is consistent with the statements.

In discharging its responsibility for financial reporting,
management maintains and relies on financial and management
control systems and practices which are designed to provide

reasonable assurance that transactions are authorized, assets are

safeguarded, and proper records are maintained. These controls
and practices are intended to ensure the orderly conduct of
business, the accuracy of accounting records, the timely
preparation of reliable financial information and adherence to
corporate policies and statutory requirements.

The Audit Committee oversees management’s
responsibilities for maintaining adequate control systems and
the quality of financial reporting. The Corporation’s external
auditors have full and free access to the Audit Committee to
discuss the results of their work and to express their concern
and opinions.

The independent auditor, the Auditor General of Canada, is
responsible for auditing the transactions and financial
statements of the Corporation, and for issuing his report
hereon.

Robert G. Wright
President

Mike Pantazi
Director, Risk and Financial Services

Canadian Commercial Corporation

AUDITOR’'S REPORT
TO THE MINISTER FOR INTERNATIONAL TRADE

| have audited the balance sheet of the Canadian
Commercial Corporation as at March 31, 1998 and the
statements of operations and retained earnings and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Corporation’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anadian Commercial Corporation Act and
the by-laws of the Corporation.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 5, 1998

A-125




BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997
Cash and short-term deposits (Note 3)...... 46,640 55,050
Accounts receivable (Note 4)..... . 179,871 123,703
Advances to suppliers............ 40,664 35,382
Progress payments to suppliers.. 39,890 37,404
307,065 251,539

LIABILITIES

Accounts payable and accrued

liahilities (Note 4)
Advances from customers...
Progress payments from customers
Provision for additional contract costs

(Note 5)
Employee termination benefits

Contingencies (Note 7)
EQUITY OF CANADA

Contributed SUrPIUS.........ccoeirieieericrireeeiene
Retained arnings............cocoeeevieninsieseennns

1998 1997
186,459 135,640
62,166 59,236
38,389 36,715
1,522 1,642
1,012 1,054
289,548 234,287
10,000 10,000
7,517 7,252
17,517 17,252
307,065 251,539

The accompanying notes are an integral part of the financial statements.

Approved by the Board:

ROBERT G. WRIGHT
Chairman and President

ANDRE TREPANIER
Director
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STATEMENT OF OPERATIONS

AND RETAINED EARNINGS

FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Revenues
Contract billings (Note 8) 953,253 904,637
Interest and other income. 3,504 2,907
956,757 907,544
Expenses
Cost of contract billings (Note 8)......... 953,253 904,637
Additional contract costs... 261 254
Administrative expenses.... 13,716 12,966
967,230 917,857
Net results of operations before
parliamentary appropriation................ (10,473) (20,313)
Parliamentary appropriation .................... 10,738 10,941
Net results of operations after
parliamentary appropriation................ 265 628
Retained earnings at beginning of year .... 7,252 6,624
Retained earnings at end of year .............. 7,517 7,252

STATEMENT OF CHANGE

IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997

Financing activities

Parliamentary appropration.................. 10,738 10,941
Operating activities

Receipts from customers............cccevenee 900,708 831,262

Interest and other income received 3,504 2,907

Payments to suppliers (910,360) (832,475)

Administrative payments... (13,000) (13,448)

Cash used in operating activities

(Note 12)..... (19,148) (11,754)

Decrease in cash and short-term

EPOSItS ..o (8,410) (813)
Cash and short-term deposits at

beginning of year...........ccoeeeiviiinns 55,050 55,863
Cash and short-term deposits

at end Of YEar.......ccovvueineneeenrecene 46,640 55,050

The accompanying notes are an integral part of the financial statements.

Canadian Commercial Corporation

The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Nature, organization and funding Advances from customers and to suppliers, represent a

The Corporation was established in 1946 by the
Canadian Commercial Corporation Act and is an agent
Crown corporation listed in Part | of Schedule I11 to the
Financial Administration Act.

The Corporation generally acts as the prime contracting
agency when other countries and international
organi zations wish to purchase products and services from
Canada. Contracts are made with foreign governments,
international organizations and other buyers.
Corresponding supply contracts are entered into with
Canadian firms by the Corporation.

The Government has provided the Corporation with
$10 million as contributed capital. The Corporation also
has authority to draw loans from the Consolidated Revenue
Fund in amounts up to atotal of $10 million as required to
supplement its working capital. Annually, the Corporation
seeks funding for its operations through a parliamentary
appropriation.

The Corporation is not subject to the provisions of the
Income Tax Act..

. Significant accounting policies

These financial statements are prepared in accordance
with generally accepted accounting principles. A summary
of significant policiesfollows:

(8 Contracts

The Corporation records its contract billings, and
related costs, when adelivery has taken place thus
passing title to the customers, or, in the case of
progress payments, upon receipt of progress billings
from suppliers for work performed.

The Corporation uses the percentage-of -completion
method when accounting for contracts involving
progress payments. The cost of contract billings and
related revenues are recognized on receipt of progress
billings from suppliers. Sincetitle has not yet passed
to customers, the Corporation recognizes the progress
payments made to suppliers as an asset and the
progress payments received from customers as a
liability. The related progress payments are reduced
when deliveries are accepted by the customer.

Progress payments from customers and to suppliers,
represent payments made by foreign buyers and to
Canadian exporters respectively on contracts where
the partial recoupment of costs (usually up to 80%),
associated with the work performed on a contract
leading up to delivery, isallowed. These payments are
not loans. Given that the payment flows through to
the Canadian exporter, the liabilities are essentialy
offset on the asset side of the balance sheet.
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down payment made at the outset of the contract,
before any work has been performed, as agreed upon
by the foreign buyer. These payments are not loans.

Additional contract costs incurred primarily as aresult
of suppliersfailing to fulfil their obligations to the
Corporation are determined on a contract-by-contract
basis. These costs are recorded in the statement of
operationsin the year in which the non-performance is
identified and the additional coststo beincurred by the
Corporation are reasonably determinable.

(b) Foreign currency tranglation

Assets and liabilities denominated in foreign
currencies are trandated into Canadian dollars at the
year-end exchange rates. Revenues and expenses are
trandlated at the average exchange rates for the month
in which the transactions occur. Exchange gains and
losses arising from trand ation of foreign currencies
areincluded in other income.

Contracts with foreign customers and corresponding
contracts with Canadian suppliers are generally
entered into in the same currency. The Corporation
uses this and other techniques in order to effectively
transfer currency risk to the supplier.

The Corporation maintains some working capital in
other currencies to facilitate the cash flow between
foreign customers and Canadian suppliers.

(c) Pension plan

Employees of the Corporation are covered by the
Public Service Superannuation Plan administered by
the Government of Canada. Under present legislation,
contributions made by the Corporation to the Plan are
limited to an amount equal to the employees’
contributions on account of current service. These
contributions represent the total pension obligations of
the Corporation and are charged to operations on a
current basis. The Corporation is not required under
present legislation to make contributions with respect
to any actuarial deficiencies of the Public Service
Superannuation Account.

(d) Employee termination benefits

Employees of the Corporation are entitled to specified
termination benefits, calculated at salary levelsin
effect at the time of termination, as provided for under
collective agreements and conditions of employment.
The liability for these benefitsisrecorded in the
accounts as the benefits accrue to employees.

The liability for employee termination benefitsis
estimated by management based on current
entitlements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

3. Cash and short-term deposits

As at March 31, 1998, cash and short-term deposits
include:

Y ear ended March 31
1998 1997

(in thousands of dollars)
Unencumbered balances

U.S. dollarS...cceeeeeieeeeeeeeeeeeeens 22,808 24,225
Pound Sterling... 650 535
Canadiandollars.......ccccoeeeveeeveunenes 1,036 3,283
24,494 28,043
Held in trust
U.S. dollars.....cccoeovvinininnininnninens 8,455 2,867
Australian dollars.. 678 5,229
Deutschemarks...... 2,156 8,844
Canadiandollars.......ccccoeeeeveveveunenns 10,857 10,067
22,146 27,007
Total
U.S. dollars 31,263 27,092
Other currencies 3,484 14,608
Canadian dollars... 11,893 13,350
46,640 55,050

Interest earned on cash and short-term deposits held in
trust is credited to the customer. The Corporation invests
in short-term deposits in Canadian Schedule A banks.
Average term to maturity is less than 21 days. The overall
portfolio yield at March 31, 1998 was 5.2% (1997—4.9%).
Cash and short-term deposits are valued at cost which
approximates the market value.

4. Accounts receivable ardcounts payable

Accounts receivable are due on normal trade terms and

are non-interest bearing.

Accounts payable are due on normal trade terms, except
those due to small and medium sized enterprises which are

paid within 15 days. In neither case is interest payable.

As at March 31, 1998 the Corporation has net accounts
receivable from foreign governments of $179,361,000
(1997—$%$123,260,000).

5. Provision for additional contract costs

The Corporation may incur additional contract costs
should suppliers not fulfil the terms of their contracts. The
Corporation has recorded a provision of $1,522,000 as of
March 31, 1998 (1997—$1,642,000), representing
management's best estimate of the additional costs which
will be incurred by the Corporation to meet its contractual
obligations.

6. Contractual obligations

The Corporation is obligated to fulfii numerous
contracts with foreign customers. The total contract value
remaining to be fulfilled approximates $1.1 billion as at
March 31, 1998 (1997—$1.3 billion).

Canadian Commercial Corporation

Under the Progress Payment Program the Corporation
also indemnifies participating banks for amounts they have
advanced to the Corporation’s suppliers. The Corporation
has a claim through the bank to offset these indtésn
The amount of outstanding indemnities as of March 31,
1998 is $4,719,000 (1997—$6,400,000).

Contingencies

The Corporation was served with a statement of claim
wherein the plaintiff, a supplier, seeks substantial damages
arising out of alleged losses from contracts completed in
1993. Based on the advice from legal counsel, the
potential liability of the Corporation and the conseswt
damages arising from any such liability are, at present, not
determinable.

In December 1997, the Corporation was served with a
statement of claim wherein a foreign buyer alleged that
goods manufactured by a Canadian supplier did not meet
the specifications contained in a contract signed in 1992. In
accordance with the terms of the back-to-back domestic
contract executed between the Canadian supplier and the
Corporation, the Canadian supplier has taken the lead in
retaining and instructing counsel to defend the matter and
will also be responsible fondemnifying the Corporation
in the event any damages are awarded against it. While the
damages being claimed by the plaintiff are significant, the
external counsel has advised the Corporation that the
plaintiff is having difficulty in substantiating its
allegations. The damages arising from this action are, at
present, not determinable.

Amounts, if any, payable for either claim by the
Corporation will be recated in the year in which they can
be determined.

Contract billings

Contract billings are distinct from Corporate business
volume which is the term used to describe the total value of
contracts and amendments signed during the year. Business
volume for the year ended March 31, 1998 amounted to
$1.020 billion (1997—%$859 million).

The Corporation facilitates the sale of Canadian goods
to foreign governments, international agencies and other
buyers throughout the world. Contract billings were
distributed as follows:

Y ear ended March 31

1998 1997
(in thousands of dollars)
U.S. Government and buyers.............. 628,363 581,134
Other foreign governments and
buyers.........coo.... 298,560 315,957
United Nations Agencies. 26,330 7,546

953,253 904,637
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NOTES TO FINANCIAL STATEMENT
MARCH 31, 1998—Concluded

9. Related party transactions 12. Reconciliation of net results of operations before

The Corporation is related in terms of common
ownership to all Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with these entities in
the normal course of business. The Corporation had the
following transactions with related parties in addition to
those disclosed elsewhere in these financial statements.

parliamentary appropriation to cash used in operating
activities
Y ear ended March 31
1998 1997

(in thousands of dollars)

Net results of operations before

parliamentary appropriation........... (10,473) (10,313)
(a) Public Works and Government Services Canada
. . Adjustments to reconcile net results
Generally, Public Works and Government Services to net cash used by operating
Canada provides contract management services to the activities .
Corporation at predetermined negotiated rates based, ('“0'95‘?‘8;{)1'9‘3'9359'“ accounts (56,166) 151
. recelvabIe..........ooovevviiiiiinnenninnnn y
in part, on the amounts of contracts procured, and (Increzse) decrease in advances
provides certain functions at cost. For the year ended 10 SUPPHEIS oo (5.282) 35167
March 31, 1998 the cost of these services amounted to (Increase) decrease in progress
$3,701,000 and are included in the administrative payments to wppliefsa-b-i ----------- (2,486) 26,160
Increase in accounts payable
EXpENses. and accrued liabilities............... 50,819 10,663
On one specific contract, Public Works and Increase (decrease) in advances
Government Services Canada provides the TOM CUSIOMES ... 2930 (46.099)
. . p X Increase (decrease) in progress
Corporation with contract management services at no payments from customers........ 1674 (26,874)
cost to the Corporation. It is estimated that the cost of Increase (decrease) in provision
this service would approximate $1 million. The value for additional contract costs..... (120 (700)
of these services is not recorded in the Corporation’s (Decrease) increase in employee
termination benefits ................. (42) 87
accounts.
) Total adjuStMeNtS...............overrerveeenens (8,675) (1,441)
(b) Department of Justice Cash used in operating activities....... (19,148) (11,754)

The Department of Justice represents the Corporation
in certain matters. The Corporation pays for legal fees
and expenses incurred in connection with specific
actions. For the year ended March 31, 1998 the cost of
legal fees and expenses for specific actions amounted
to $608,000 (1997—$484,000) and are included in the
administrative expenses.

As aresult of all related party transactions, the
amounts due from and to these parties are $240,000
(1997—%$165,000) and $1,098,000 (1997—$273,000)
and are included in threccounts receivable and
accounts payable respectively.

In addition, government departments provided the
Corporation with certain administrative services
without charge. The value of these services is not
recorded in the Corporation’s accounts.

10. Insurance

While the Corporation follows the practice of self-
insuring, specific insurance is carried relating to fraud,
computer hardware and software, office furniture and
fixtures, and travel accident and medical.

11. Lease commitments

In March 1995, the Corporation entered into a ten-year
lease agreement for office space effective October 1, 1995.
The annual payments for the duration of the lease will
approximate $775,000.
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13.

14.

Uncertainty due to the Year 2000 Issue

The Year 2000 Issue arises because many computerized
systems use two digits rather than four to identify a year.
Date-sensitive systems may recognize the year 2000 as
1900 or some other date, resulting in errors when
information using year 2000 dates is processed. In
addition, similar problems may arise in some systems
which use certain dates in 1999 to represent something
other than a date. The effects of the Year 2000 Issue may
be experienced before, on, or after January 1, 2000, and, if
not addressed, the impact on operations and financial
reporting may range from minor errors to significant
systems failure which could effect an entity’s ability to
conduct normal business operations. It is not possible to be
certain that all aspects of the Year 2000 Issue affecting the
entity, including those related to the efforts of customers,
suppliers, or other third parties, will be fully resolved.

Comparative figures

Certain 1996-97 figures have been reclassified to
conform with the current year presentation
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CANADIAN DAIRY COMMISSION

THE AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED JULY 31, 1998
WERE NOT AVAILABLE AT DATE OF PRINTING
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CANADIAN DAIRY COMMISSION

MANAGEMENT RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The financial statements of the Canadian Dairy Commission
and al information in this annual report are the responsibility
of management. The statements have been prepared in
accordance with generally accepted accounting principles,
using management’s best estimates and judgements where
appropriate. Financial information presented elsewhere in the
annual report is consistent with the statements provided.

In discharging its responsibility for financial reporting,
management maintains and relies on financial and management
control systems and practices designed to provide reasonable
assurance that transactions are authorized, assets are
safeguarded, and proper records are maintained. These controls
and practices ensure the orderly conduct of business, the
accuracy of accounting records, the timely preparation of
reliable financial information and the adherence to
Commission policies and statutory requirements. The process
includes management’s annual communication to employees
of Treasury Board’s guidelines on conflict of interest and code
of conduct.

The Audit Committee of the Canadian Dairy Commission,
made up of the Commissioners, oversees management’s
responsibilities for maintaining adequate control systems and
the quality of financial reporting. The Commission’s internal
and external auditors have free access to the Audit Committee
to discuss the results of their work and to express their
concerns and opinions.

The transactions and financial statements of the
Commission have been audited by the Auditor General of
Canada, the independent auditor for the Government of
Canada.

Gilles Pr@ent,
Chairman

Paul Simard,
Director of Finance
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AUDITOR’'S REPORT
TO THE MINISTER OF AGRICULTURE AND AGRI-FOOD

| have audited the balance sheet of the Canadian Dairy
Commission as at July 31, 1997 and the statement of
operations and funding by producers and the statement of dairy
support program operations and costs funded by the
Government of Canada for the year then ended. These
financial statements are the responsibility of the Commission’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Commission
as at July 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Commission
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anadian Dairy Commission Act and the
by-laws of the Commission.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
September 26, 1997
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BALANCE SHEET ASAT JULY 31, 1997
(in thousands of dollars)

ASSETS 1997 1996 LIABILITIES 1997 1996
CaSh..c s 753 Accounts payable and accrued liabilities
Accounts receivable 38,815 33,734
Trade (NOte 3) ...vcecveiecerrcieecceeiis 8,231 13,911 23,808 18,638
Government of Canada (Dairy Support Loans from Government of Canada
Program) ......cceceeeeeeeeemneecieenenecrensenens 23,947 18,645 (NOE 8) .. 103,387 75,266
Recoverable expenses from the pooling 166,010 127,638
account 2,871 127
Producer levies 7,502 Pooling account (Note 5)
Inventories (Note 4)........... 126,345 105,821 Bank indebtedness (Note 9)................... 3,274
Ocean containers (net of $548 accumulated Due to provincial marketing boards
AMOTtiZatioN) .......evvverieeirieiieseieeea 1,071 and agencies (NOte 6) ..........cccueuneee. 8,648 12,440
163,218 146,006 Due to Canadian Dairy Commission ..... 2,871 127
14,793 12,567
Pooling account (Note 5)
Cash ..o 1,427
Due from provincial marketing boards
and agencies (NOte 6) ........coveervrecurnns 14,793 11,140
14,793 12,567
(Deficiency) excess at end of year
(NOte 10) ..cvueiiriricee s (2,792) 18,368
178,011 158,573 178,011 158,573

The accompanying notes and schedule are an integral part of these financial statements.
Approved:

GILLES PREGENT
Chairman

LOUIS BALCAEN
Vice-Chairman

PAUL SIMARD
Director of Finance
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STATEMENT OF OPERATIONS

AND FUNDING BY PRODUCERS

FOR THE YEAR ENDED JULY 31, 1997
(in thousands of dollars)

1997 1996

Export sales 207,261 212,042
Cost of sales 210,175 243,442
L 0SS 0N eXport SAlES........coeeveeeririeerininiens 2,914 31,400
Domestic sales 84,814 90,945
Cost of sales 81,900 92,064
(Margin) loss on domestic sales................ (2,914) 1,119
Total losson sales........ 32,519
Assistance and expenses.. 21,157 21,991
Total cost of operations..........ccoccerreenene 21,157 54,510
Less portion of administrative

expenses funded by the Government

of Canada..........ccoeerrniciniiiicnicns 2,297 2,339
Net cost of operations funded by

PrOJUCESS ... 18,860 52,171
Funding by producers (Note 11)................ 15,800 64,550
(Deficiency) excess of funding of net

COSt Of OPErationS........coevreevrveeeenerenens (3,060) 12,379
Excess at beginning of year .... 18,368 41,611

15,308 53,990

Refunds of previous years’

excess (Note 10)......ccccvvvrevrieeiinienninne. 18,100 35,622
(Deficiency) excess at end of year ............ (2,792) 18,368

The accompanying notes and schedule are an integral part of these financial
statements.

STATEMENT OF DAIRY SUPPORT PROGRAM
OPERATIONS AND COSTS FUNDED BY THE
GOVERNMENT OF CANADA

FOR THE YEAR ENDED JULY 31, 1997

(in thousands of dollars)

1997 1996

Subsidies to producers of industrial

milk and cream.............cccoeeeiiniinen, 150,021 184,958
Administrative eXpenses............c.ccceeeueeee. 2,297 2,339
Costs of production and dairy

policy Studies ........ceeevviieeiiiieiiiieee 877 347
Total costs funded by the Government

of Canada........cocevveviiiieiicicec e 153,195 187,644

The accompanying notes and schedule are an integral part of these financial
statements.
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NOTES TO FINANCIAL STATEMENTS
JULY 31, 1997

1. TheCommission

The Canadian Dairy Commission (the “Commission”),
is an agent Crown corporation named in Part I, Schedule 111
to theFinancial Administration Act and is not subject to
the provisions of théncome Tax Act. The objects of the
Commission, as established by @enadian Dairy
Commission Act (CDC Act), are “to provide efficient
producers of milk and cream with the opportunity of
obtaining a fair return for their labour and investment and
to provide consumers of dairy products with a continuous
and adequate supply of dairy products of high quality”.

The Commission administers the dairy support program
funded by the Government of Canada, under which it
makes subsidy payments to producers. In cooperation with
the Canadian Milk Supply Management Committee
(CMSMC), which it chairs, the Commission undertakes the
management and administration of operations funded by
producers. The results of the Commission’s operations in
each of these areas are presented in the Statement of Dairy
Support Program Operations and Costs Funded by the
Government of Canada, and in the Statement of Operations
and Funding by Producers, respectively, in order to
distinguish the accountdiby relationships for them.

The Commission purchases all butter and skim milk
powder tendered to it at either the Canadian support price
or at the international market price, depending on the
intended resale markets. While a major portion of the
butter purchased by the Commission is later resold in the
domestic market, most of the skim milk powder is in
excess of domestic needs and is exported. The Commission
sells production surplus to domestic requirements in the
form of whole milk products, skim milk powder and butter
on international markets.

On behalf of the industry, since August 1995, the
Commission has administered a pricing and pooling of
market returns system which provides milk components to
further processors and exporters through processors at
competitive prices.

2. Significant accounting policies
Inventories

Inventories are valued at the lower of cost or estimated
net realizable value. An allowance for writedown is
recorded when cost exceeds the latter.

Allowance for losses on outstanding purchase
commitments

The Commission establishes an allowance for losses on
outstanding purchase commitments based on current
contracts for export sales.

Canadian Dairy Commission




NOTES TO FINANCIAL STATEMENTS
JULY 31, 1997—Continued

Foreign currency translation

Substantially all sales in foreign currencies are hedged
by forward exchange contracts and are translated into
Canadian dollars at the exchange rates provided therein.
Sales in foreign currencies that are not hedged are
translated into Canadian dollars at the exchange rate in
effect on the transaction date.

Pension plan

Employees participate in the Public Service
Superannuation Plan administered by the Government of
Canada. The Commission’s contributions to the plan are
limited to matching the employees’ contributions for
current service. These contributions are expensed during
the year in which services are rendered and represent the
total pension obligations of the Commission.

Ocean containers

Ocean containers are recorded at cost. Amortization is
calculated on the straight line basis over the expected 24
month period of usage for the containers.

3. Accounts receivable—Trade

Most of the trade accounts receivable are in foreign
currencies and their Canadian cash value has been

ascertained through the use of foreign exchange contracts

as further explained in Note 12.

These foreign accounts receivable are guaranteed by
letters of credit, are payable on demand and are
non-interest bearing. The carrying amount of each
receivable approximates fair value because of their short
maturity.

4. Inventories
1997 1996

(in thousands of dollars)

Cost
Butter ................ 73,014 68,022
Skim milk powder . 43,636 34,639
Other dairy products...........cccccvnee. 11,117 7,003

127,767 109,664

Less allowance for writedown

Butter (mainly unsalted).................. 2,393

Skim milk powder .........cccoveeveennnnes 1,073 1,450
Other dairy products.............ccccunee. 349

1,422 3,843

Net book value..........coceiivviicicninns 126,345 105,821

Canadian Dairy Commission

5. Pooling account

With the introduction of a classified pricing and pooling
of market returns system, the Commission established a
bank account and a $1dllon line of credit with a
member of the Canadian Payments Association in order to
provide bridge financing and ensure the efficient operation
of the pool. In addition to the Class 5 pooling introduced in
August 1995, the Commission uses the poddiagpount for
the operations of the all milk (fluid and industrial) pooling
market returns system since August 1996.

As producer monies enter and leave the pool as
equalization payments from and to provincial marketing
boards and agencies, the line of credit ensures that
payments can be made promptly. During the year, certain
provincial marketing boards and agencies have contributed
approximately $78 million (1996—$38 million) into the
pool. These contributions have been used to make
equalization payments to the other provincial marketing
boards and agencies net of their share of the Commission’s
administrative and other operating expenses recoverable
from the pooling account.

Due from (due to) provincial marketing boards and agencies

The due from (due to) provincial marketing boards and
agencies are receivable (payable) within a month and are
non-interest bearing. The carrying amount of each
approximates fair value because of their short term
maturity.

Accounts payable artcued lialilities

These amounts are incurred in the normal course of
business, are usually payable within a month and are
non-interest bearing. The carrying amount of each
approximates fair value because of their short term
maturity.

Loans from Government of Canada

Loans from Government of Canada, to a maximum of
$300 million, are available to finance operations.
Individual loans are repayable within one year from the
date the loan is made. Principal and accrued interest are
repaid regularly during the year when funds are available.
The interest rates during the year were in accordance with
normal rates established for Crown corporations by the
government and varied from 4.8626% to 2.8153% (1996—
7.5225% to 4.5842%). The fair value of the loan
approximates its carrying value.
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NOTES TO FINANCIAL STATEMENTS
JULY 31, 1997—Continued

10

11.

Loan transactions for the year are summarized as
follows:

1997 1996
(in thousands of dollars)
Balance at beginning of year 75,266 69,334
Borrowings 234,131 307,399
Payments (206,010) (301,467)
Balance at end of year..........cccoeeenirninnns 103,387 75,266
Accrued interest at end of year.................. 529 434

Bank indebtedness

The bank indebtedness incurred under the line of credit
is due on demand and bears interest at prime which on
July 31, 1997 was 4.75% per annum. The carrying value of
the bank indebtedness approximates its fair value.

. Deficiency/Excess at end of year

The deficiency at end of year is made up of an
accumulated deficit of $6.6 million relating to commercial
sales (export and domestic) and an accumulated surplus of
$3.8 million relating to the funding of the normal level of
butter (Note 11). These amounts will be carried forward
and applied against future funding of their respective
operations.

During the course of the year, the Commission has
refunded to producers $18.1llion which was the
remainder of the excess of financing by levies for the
1995-96 dairy year and was approved by the CMSMC at
its meeting in September 1996.

Funding
Government of Canada (Dairy Support Program)

Agriculture and Agri-Food Canada provides funding to
the Commission for subsidy payments to producers of
industrial milk and cream shipments, produced to meet
domestic requirements. The rate of subsidy payments was
$1.055 per kilogram of butterfat or $3.80 per hectolitre of
milk containing 3.6 kilograms of butterfat (1996—$1.283
or $4.62 respectively).

As part of the federal Budget of February 1995, the rate
of subsidy payments have been reduced by another 15% for
the dairy year 1996-97. In addition and as a result of a June
1997 cabinet decision, subsidy payments will be gradually
phased out with five annual rate reductions of $0.76 per
hectolitre starting February 1, 1998. As of February 1,

1998, the rate will be $0.844 per kilogram of butterfat or
$3.04 per hectolitre.
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The Government of Canada has funded $2lBom
(1996—%2.3 million) of the Commission’s administrative
expenses of $5.2 million (1996—$5.0 million), as well as
professional services relating to cost of production and
dairy policy studies.

Funding by producers

Producers are responsible for the costs of operations not
funded by the Government of Canada and are comprised of
the following:

Expenses recoverable from pooling activities

1997 1996

(in thousands of dollars)
Dairy product assistance programs

and Promotion..........ccoeeerereenenns 8,771
Administrative expenses and

other charges........covoevveerneicnenns 1,838 1,667
Total producers’ share of charges to

the pooling account............cccuceuee 10,609 1,667
Funding of the normal levels of

butter inventory

—Pooling account..........cccceeveneenne 5,191

—In-quota levies. 5,180
In-quota levie . 57,703
Total oo 15,800 64,550

The pooling account is charged for the prodsicghare
of the Commission’s administrative expenses associated
with marketing activities and costs for domestic assistance
programs, as well as the interest and banking expenses for
maintaining the pooling account. Total prodicehare of
charges to the pooling account for the year were
$10.6 million (1996—$1.7 million).

The pooling account also includes an amount of
$5.2 million (1996—%$5.2 million) which represents
collections of $0.12 (1996—$0.12) per hectolitre of
industrial milk to cover the eligible costs associated with
actual butter inventories up to normal levels determined by
the Commission and a portion of its administrative
expenses.

These operations can be summarized as follows:
1997 1996

(in thousands of dollars)

Excess funding over eligible costs

2,219 1,730

5,191 5,180

Eligible costs... (3,643) (4,691)
Excess funding over eligible costs

at end of Year.......ccooeevvnecninicnnns 3,767 2,219

Canadian Dairy Commission




NOTES TO FINANCIAL STATEMENTS
JULY 31, 1997—Concluded

12.

13.

14.

15.

16.

Forward exchange contracts

As part of its foreign exchange risk management, the
Commission enters into forward exchange contracts with
regard to a major portion of its export sales contracts. At
the end of the dairy year the Commission’s outstanding
forward exchange contracts totalled the equivalent of
approximately $30 million Canadian (1996200 million
Canadian) representing amounts in US dollars,

Deutschemarks and French Francs. These contracts mature

from August to December 1997. The maturity dates of the
forward exchange contracts correspond to the estimated
dates when the Commission should be receiving the
foreign currency proceeds arising from the execution of the
concerned export sales contracts.

Long-term lease

The Commission is committed under a long-term lease
for office accommodation ending in 2003. The lease
contains escalation clauses regarding maintenance costs
and taxes. The remaining minimum lease payments totalled
$1,145,290 at year-end.

The minimum lease payments for the next five years are
as follows:

1997-98
1998-99...
1999-00 ...
2000-01 ...
2001-02

Representatives’ fees

The Commission has used the services of
representatives for the sale of dairy products on the export
market. Total fees for the year were $4.6 million (1996—
$4.4 million) and are inclded in cost of sales.

Purchase commitments

As at July 31, 1997, the Commission was committed to
purchase butter and skim milk powder produced prior to
that date at Canadian support prices and other dairy
products produced prior to that date at negotiated contract
prices. These commitments amounted to approximately
$8.1 million (1996—%$7.2 million).

Related party transactions

Government departments provided the Commission
with certain administrative services without charge. The
cost of these services is not recorded in the Commission’s
accounts.

Canadian Dairy Commission

17. Financial statement presentation

A statement of changes in financial position has not
been included because, in the opinion of management, it
would not provide any meaningful additional information.

In addition, certain comparative amounts have been
reclassified to conform with the presentation adopted in the
current year.
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SCHEDULE OF MARKETING OPERATIONS BY PRODUCT
FOR THE YEAR ENDED JULY 31, 1997

(in thousands of dollars)

1997 1996
Skim Skim
milk Evaporated Other milk Evaporated Other
Butter powder milk products* Total Butter powder milk products* Total
26,310 80,892 56,467 43,592 207,261 36,146 122,285 35,488 18,123 212,042
27,782 80,273 56,564 45,556 210,175 40,326 150,380 34,615 18,121 243,442
Loss (margin) on
export Sales ... 1,472 (619) 97 1,964 2,914 4,180 28,095 (873) ) 31,400
Domestic sal€s........ccunnee. 77,343 7,471 84,814 84,965 5,980 90,945
Cost of SAlES.......corririririens 76,526 5,374 81,900 85,354 6,710 92,064
(Margin) losson
domestic sales................ (817) (2,097) (2,914) 389 730 1,119
Total (margin) loss
ONSAES ..o 655 (2,716) 97 1,964 4,569 28,825 (873) (@) 32,519
Assistance and expenses
Dairy product
assistance
—Domestic 38 8,063 312 8,413 (1,608) 7,752 463 (196) 6,411
—Export....... 37 56 93 125 115 9 438 687
Carrying charges .. . 3,983 916 356 366 5,621 4,359 1,362 166 56 5,943
Inventory writedown....... 1,074 90 258 1,422 2,394 1,450 3,844
Loss on purchase
commitments.... 142 14 124 280
Promotion 44 32 76 62 264 326
Recovery of doubtful
aCCOUNtS ...cvvvveriiiens (363) (363)
4,102 10,283 772 748 15,905 5,332 10,943 638 (65) 16,848
Administrative expenses ..... 5,179 5,012
Pool interest and
bank charges................... 49 31
Donation ........ccccveveeerieeennns 24 100
Total assistance
and expenses .................. 21,157 21,991
Total cost of operations....... 21,157 54,510

*Include whole milk powder and cheese
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CANADIAN FILM DEVELOPMENT CORPORATION

MANAGEMENT REPORT

Thefinancia statements of the Canadian Film Devel opment
Corporation are the responsibility of management and have
been approved by the Board of Directors of the Corporation.
The financial statements have been prepared in accordance
with generally accepted accounting principles and, where
appropriate, include estimates based on the experience and
judgement of management. Management is also responsible for
all other information in the annual report and for ensuring that
thisinformation is consistent with the financial statements.

Management maintains books of account, financial and
management control, and information systems, together with
management practices designed to provide reasonable
assurance that reliable and relevant information is available on
atimely basis, that assets are safeguarded and controlled, that
resources are managed economically and efficiently in the
attainment of corporate objectives, and that operations are
carried out effectively. These systems and practices are also
designed to provide reasonabl e assurance that transactions are
in accordance with the Financial Administration Act and its
regulations, the Canadian Film Devel opment Corporation Act,
the by-laws and policies of the Corporation, the Memoranda of
Understanding and, the Contribution Agreements with the
Department of Canadian Heritage.

The Board of Directorsis responsible for ensuring that
management fulfilsits responsibilities for financial reporting as
stated above. The Board exercises its responsibilities through
the Audit Committee, which consists of directors who are not
officers of the Corporation. The Audit Committee reviews the
quarterly financial statements, as well as the annual financial
statements and related reports; the Committee meets with the
external auditors annually and, may make recommendations to
the Board of Directors with respect to these and/or related
matters.

The external auditor, the Auditor General of Canada,
conducts an independent examination of the financial
statements and reports to the Corporation and to the Minister of
Canadian Heritage.

Francois Macerola
Executive Director

Danny Chalifour

Director, Finance and Administration

Montreal, Canada

Canadian Film Development Corporation

AUDITOR'S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the Canadian Film
Development Corporation as at March 31, 1998 and the
statements of operations, equity of Canada and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Corporation’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generadigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required byFinancial Administration Act, | report that, in my
opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in my opinion, proper books of account have been
kept by the Corporation and the financial statements are in
agreement therewith and the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with theFinancial Administration Act and regulations, the
Canadian Film Development Corporation Act and the by-laws
of the Corporation.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 29, 1998
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BALANCE SHEET MARCH 31, 1998
(with comparative figures for 1997)
(in thousands of dollars)

ASSETS

Current assets
Loans (Note 3)
Investments......
Receivable from Canada (Note 4).
Accounts receivable....
Prepaid expenses

Loans (Note 3)
Investments..........
Capital assets (Note 5)....

1998 1997
2,889 9,022
265
38,112 34,332
3,913 3,816
628 376
45,542 47,811
3,489 2,037

34

2,232 2,494
51,297 52,342

LIABILITIESAND EQUITY OF
CANADA

Current liabilities
Accounts payable and accrued liabilities.....
Provision for employee termination

Deferred lease inducements
Equity of Canada

Commitments (note 8)
Contingencies (note 10)

1998 1997
11,729 20,365
757 697
110 138
38,701 31,142
51,297 52,342

See accompanying notes to financial statements.

Approved by the Board:

ROBERT DINAN
Chairman

Approved by Management:

FRANCOIS MACEROLA
Executive Director
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STATEMENT OF OPERATIONS
YEAR ENDED MARCH 31, 1998
(with comparative figures for 1997)
(in thousands of dollars)

1998 1997
Recoveries on Net Net
Investments investments amount amount
Assistance expenses
Production and development
Canada television and cable production fund (Note 6) .. 111,631 (10,736) 100,895 73,446
Feature film fund.........cccco...... 15,897 (4,485) 11,412 18,874
Commercial production fund... 7,345 (1,317) 6,028 4,004
Production revenue sharing program.... 3,622 (987) 2,635 5,279
Official co-productions.... 1,528 (362) 1,166 2,208
Multimedia. 573 ©) 566 277
489 61 550 515
141,085 (17,833) 123,252 104,603
Distribution and marketing
Feature film distribution fund 11,845 (6,423) 5,422 8,293
National and international marketing ... 1,855 (504) 1,351 1,734
13,700 (6,927) 6,773 10,027
Versioning and SUBLItIING...........cecueuiieerriieriericie et 2,563 (1,710) 853 1,405
Complementary activities
Grants to Canadian festivals.... 1,520 1,520 1,595
Industrial and professional development .. 1,452 1,452 1,653
Pre Professional development ........ 1,325 1,325
Participation to foreign festivals. 572 572 593
Participation to foreign markets 532 532 481
Advertising, promotion & publications 432 432 424
282 282 185
6,115 6,115 4,931
163,463 (26,470) 136,993 120,966
Operating expenses (Note 7).... 14,354 16,018
Cost of operations for the year.. 151,347 136,984
Revenue
INEEFESE ON TOANS ...ttt (715) (411)
Other interest (208) (129)
Management fees.... 37) 37)
(960) (577)
Net cost of operations for the YEar ............cccciiiiiiii s 150,387 136,407
See accompanying notes to financial statements.
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STATEMENT OF EQUITY OF CANADA
YEAR ENDED MARCH 31, 1998

(with comparative figures for 1997)

(in thousands of dollars)

1998 1997
Balance at the beginning..... 31,142 35,604
Parliamentary appropriation 81,146 92,445
Contributions by the Department of
Canadian Heritage ..........ccoevvereninnne 76,800 39,500
Net cost of operations for the year .......... (150,387) (136,407)
Balance at theend...........cccocvvciiicicininns 38,701 31,142

See accompanying notes to financial statements.

STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED MARCH 31, 1998

(with comparative figures for 1997)

(in thousands of dollars)

1998 1997

Liquidity provided by (used in)
Operating activities
Net cost of operations for
the Year.....coviviiciicniecie (150,387) (136,407)
Items not affecting liquidity
Increase (decrease) in the
allowance for loan

impairment .... (249) 1,715
Amortization 650 981
Loss (profit) on disposal of

capital @SSetS........ccevvvieiiiiienens 20 8)
Increase in the provision for

employee termination benefits.. 60 7
Decrease in deferred lease

inducements (28) (28)

(149,934) (133,740)
Net change in non liquidity items
of working capital related to

operations (8,985) 7,776

(158919)  (125,964)

Investing activities

(5,268) (10,943)
Reimbursements of loans 10,198 14,684
Investments...........coccevevenene . (34) 4)
Reimbursements of investments......... 265 493
Acquisition of capital assets............... (423) (700)
Proceeds from disposal of capital
BSSELS...viire s 15 32
4,753 3,562
Financing activities
Parliamentary appropriation............... 81,146 92,445
Contributions by the Department of
Canadian Heritage...........coccoeevnnee. 76,800 39,500
157,946 131,945
Receivable from Canada
Increase in liquidity 3,780 9,543
Balance at the beginning . 34,332 24,789
Balance at theend....... 38,112 34,332

See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998

1. Authority and activities

The Corporation was established in 1967 by the
Canadian Film Development Corporation Act with the
objective of fostering and promoting the development of a
feature film industry in Canada. The Corporation has since
been charged with the administration of the Canadian
Broadcast Program Devel opment Fund (Television Fund)
established on July 1, 1983 within the framework of the
Broadcasting Strategy for Canada as well as with the
management of various new programs established under
the National Film and Video Policy of May 1984. The Act
was amended in June 1994 to grant the Corporation the
authority to guarantee loans.

In September 1996, the Minister of Canadian Heritage
created the Canada Television and Cable Production Fund
(CTCPF). Created to foster a partnership between the
government and the industry, this new fund brings together
the Corporation’s television fund and the cable distributors
production fund. Two financial assistance programs
constitute the CTCPF: the equity investment program and
the license fee program. The Corporation was given the
responsibility for the management of the equity investment
program.

The Corporation isa Crown corporation subject inter
aliato the provisions of Part VII1 of the Financial
Administration Act asit read before its repeal in 1984 and
asif it continued to be named in Schedule C of the Act.

Significant accounting policies
(8 Financing sources of the Corporation

The Corporation obtainsits funds mainly from the
Government of Canada by means of the parliamentary
appropriation and the contributions from the
Department of Canadian Heritage. This financing
comprises an amount for the Canada Television and
Cable Production Fund and another amount for the
development of afeature film industry. The
parliamentary appropriation and the contributions
from the Department of Canada Heritage are credited
to the Equity of Canada.

(b) Liquidity and amount receivable from Canada

The financial operations of the Corporation are
processed through the Consolidated Revenue Fund of
Canada, thus the absence of bank accounts. For the
purposes of the financial statements, its liquidity
consists of areceivable from Canada. The amount
receivable from Canada is comprised of the unused
cumulative receipts and the disbursements made after
year end and related to current year operations.

Canadian Film Development Corporation




NOTES TO FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Eontinued

(c) Investments and allowance for losses (e) Interest revenue

Investments include all forms of assistance granted for
feature films and Canadian programming, excluding
loans. Investments are accounted for as follows:

* Investments granted in return for a share in
operating revenues aadcompanied by pre-
established obligations to reimburse on a term
generally not exceeding three years are shown on
the balance sheet at their face value, less an
allowance for losses. The allowance for losses is
determined by examining each investment
individually and is charged to operations as
assistance expenses.

* Investments granted in return for a share in
operating revenues other than those accompanied
by pre-established obligations to reimburse as well
as non-recoverable investments are charged to
operations as assistance expenses. These expenses

Interest on loans is recorded as income on an accrual
basis except for loans which are considered impaired.
When a loan becomes impaired, redtign of interest

in accordance with the terms of the original loan
agreement ceases.

(f) Other interest revenue

(9)

Other interest revenue is recognized ormecrual

basis and represents the amounts charged on all
amounts, other than loans, due to the Corporation, less
an allowance for losses. This allowance for losses is
determined by examining each amount individually.

Capital assets

Capital assets are recorded at cost. Amortization is
provided using the following methods and annual
rates:

are charged to operations in the year in which the Asset Basis Rate
funds are paid or have become payable. Computer

. . installations  Diminishing-balance 20%
Recove_nes on investments, other than tho_se Software Straight-line 5 years
recognized on the balance sheet, are credited to Furniture and
operations as a reduction of assistance expenses in equipment Diminishing balance 20%
the year in which the funds are recgived or have Leasehold Terms of the
become receivable. Any proceeds in excess of the improvements Straight-line leases

related investment are accounted for as revenues.

(d) Loans and allowance for losses

The Corporation grants loans for the financing of
feature films and Canadian programming. Loans are
shown on the balance sheet at the principal amount
increased by accrued interest receivable, net of an
allowance for impairment. The allowance for losses is
determined by examining each loan individually and is
charged to operations as assistance expenses. The
evaluation is based on the receivables taken as security
as well as the borrower’s financial situation.

Aloan is considered to be impaired as a result of a
deterioration in credit quality to the extent that the
Corporation no longer has reasonable assurance that
the full amount of principal and interest will be
collected in accordance with the terms of the loan
agreement. When a loan is considered impaired, the
carrying amount of the loan is reduced to its estimated
realizable value by discounting the expected cash
flows at the effective interest rate inherent in the loan.

Canadian Film Development Corporation

(h)

Employee termination benefits

On termination of employment, employees arttled

to certain benefits provided for under their ctinds

of employment. The cost of these benefits is expensed
in the year in which they are earned by the employees.

(i) Pension plan

Admissible employees participate in the
superannuation plan administered by the Government
of Canada. The employees and the Corporation
contribute equally to the cost of the plan. This
contribution represents the total liability of the
Corporation. Contributions in respect of current
services and admissible past services are expensed
during the year in which payments are made. The
Corporation is not required under present legislation to
make contributions with respect to actuarial
deficiencies of the Public Service Superannuation
Account.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Eontinued

3. Loans and allowance for losses

The interest charged on loans does not exceed the prime
rate, plus 2%. The loans have a term generally not
exceeding three years.

As at March 31, the loans are detailed as follows:

1998 1997

Allowance Net Net
Amount for losses amount  amount

(in thousands of dollars)

Loans......c.cceenne. 6,378 6,378 11,059
Impaired loans .... 1,004 (1,004)
7,382 (1,004) 6,378 11,059
Less current
portion............ 3,810 (921) 2,889 9,022
3,572 (83) 3,489 2,037

The allowance for losses is detailed as follows:

1998 1997

(in thousands of dollars)

Balance at beginning 2,079 610
Write-offs..... (166) (247)
Recoveries. (660) (99)
Allowance.... (249) 1,715
Balanceat end..........c.cocovviiiiiiiene, 1,004 2,079

4. Receivable from Canada

As at March 31, the receivable from Canada is detailed
as follows:

1998 1997

(in thousands of dollars)

Unused cumulative receipts............... 26,524 14,524
Disbursements made after
year end and related to
current year operation.... 11,588 19,808
38,112 34,332
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5. Capital assets

1998 1997
Accu-
mulated
amorti-
Cost zation Net Net
(in thousands of dollars)
Computer
installations.... 3,733 2,797 936 1,216
Software.............. 3,179 2,559 620 446
Leasehold
improve-
ments............. 1,342 933 409 504
Furniture and
equipment ...... 2,060 1,793 267 328

10,314 8,082 2,232 2,494

6. Canada Television and Cable Production Fund — Equity

Investment Program

The Equity Investment Program is financed by a
contribution from the Department of Canadian Heritage
and the annual operating budget of the Corporation. The
cost of operations for the program is detailed as follows:

1998 1997

Corpora-
tion Department Total Total

(in thousands of dollars)

Investments
Canadian
program-
ming......c...... 37,282 57,300 94,582 79,403
Feature films...... 17,049 17,049 9,594
37,282 74,349 111,631 88,997
Recoverieson
investments...... (10,641) (95) (10,736)  (15,551)
26,641 74,254 100,895 73,446

Canadian Film Development Corporation




NOTES TO FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Eoncluded

7. Operating expenses

1998 1997

(in thousands of dollars)
Salaries and employee benefits ..... 8,161 8,360
Rent, taxes, heating and electricity 2,033 2,068
Professional services..................... 1,048 1,310
Office expenses. 1,006 1,083
Travel........cc...... . 764 657
Amortization......... . 650 981
Advertising and publications 323 224
Telecommunications. 230 194
Hospitality ... . 7 85
ReloCation.........ccoeevvciiinicins 62 84
Employee departure programs....... 972

14,354 16,018

8. Commitments
(a) Projects

As at March 31, 1998, the Corporation is committed
contractually to advance funds as loans and

investments:
Corporation  Department Total
(in thousands of dollars)

Canada

Television

& Cable

Production

Fund—Equity

Investment

Program............. 8,420 17,067 25,487
Other programs....... 10,558 10,558

18,978 17,067 36,045

In addition the Corporation has accepted to finance
projects that may call for disbursements totalling $604,507.
Under a production revenue sharing program, the
Corporation has reserved funds totalling $1,389,079 as at
March 31, 1998 for the financing of projects yet to be
submitted under certain conditions.

(b) Leases

The Corporation has entered into long-term leases for
the rental of office space and equipment used in its
operations. The aggregate minimum annual rentals
payable during subsequent years are as follows:

Total

(in thousands
of dollars)

Canadian Film Development Corporation

9.

10.

11.

12.

Related party transactions

The Corporation isrelated in terms of common
ownership to al Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with these entities in
the normal course of business.

Contingencies

The Corporation guarantees the reimbursement of loans
or debts incurred by third parties with financial institutions
within the loan guarantee program. The total amount of the
Corporation’s guarantees cannot exceed, at any time,
$25,000,000. The interest rate cannot exceed the lending
institutions’ prime rate plus 2%, and eligible security must
be obtained from the borrower. The guarantees as at
March 31, 1998 totalled $2,106,740 (1997—$1,587,800).
A provision for losses is recorded when management can
estimate that a loss is likely to occur.

In the ordinary course of business, various claims and
lawsuits have been brought against the Corporation. In the
opinion of management, the losses, if any, which may
result from the settlement of the matters are not likely to be
material and accordingly no provision has been made in the
accounts of the Corporation. In the event that such
expenses were to occur, they would be recognized as
period costs.

Fair value of financial assets and liabilities

The carrying amounts reported for investments,
accounts receivable, accounts payable and accrued
liabilities and commitments on projects approximate their
fair value due to the relatively short periods to maturity of
the instruments.

The following table presents the carrying amounts and
fair values of the Corporation’s other financial instruments:

1998 1997

Carrying Fair
amount value

Carrying Fair
amount value

(in thousands of dollars)

Short-term loans......... 2,889 2,694 9,022 8,660
Long-term loans......... 3,489 3,104 2,037 1,849

The fair values of loans have been established by
discounting the future contractual cash flows under current
loan arrangements, at discount rates equal to theilimgva
market rate of interest for financial instruments having
substantially the same terms and characteristics.

Comparative figures

Some of the 1997 comparative figures have been
reclassified to conform with the presentation adopted for
1998.
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CANADIAN MUSEUM OF CIVILIZATION

MANAGEMENT'S RESPONSIBILITY FOR
FINANCIAL STATEMENTS

The financial statements contained in this annual report have
been prepared by Management in accordance with generally
accepted accounting principles, and the integrity and
objectivity of the datain these financial statements are
Management’s responsibility.

In support of its responsibility, Management daseloped
and maintains books of account, records, financial and
management controls, information systems and management
practices. These are designed to provide reasonable assurance
as to the reliability of financial information, that assets are
safeguarded and controlled, and that transactions are in
accordance with thEinancial Administration Act and
regulations as well as tiduseums Act and the by-laws of the
Corporation.

The Board of Trustees is responsible for ensuring that
Management fulfills its responsibilities for financial reporting
and internal control. The Board exercises its respoitgbil
through the Audit Comittee, which includes a majority of
members who are not officers of the Corporation. The
Committee meets with Management and the independent
external auditor to review the manner in which these groups
are performing their responsibilities, and to discuss auditing,
internal controls and other relevant financial matters. The
Audit Committee ahs reviewed the financial statements with
the external auditor and has submitted its report to the Board of
Trustees. The Board of Trustees has reviewed and approved
the financial statements.

The Corporation’s external auditor, the Auditor General of
Canada, examines the financial statements and reports to the
Minister of Canadian Heritage, who is responsible for the
Canadian Museum of Civilization.

George F. MacDonald
President and Chief Executive Officer

J. (Joe) Geurts
Chief Operating Officer
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AUDITOR’S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the Canadian Museum of
Civilization as at March 31, 1998 and the statements of
operations, equity of Canada and changes in financiélgos
for the year then ended. These financial statements are the
responsibility of the Corporation’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied, after giving
retroactive effect to the change in the methodamunting for
unrestricted contributions and interest income on investments
arising from such contributions as explained in Note 3 to the
financial statements, on a basis consistent with that of the
preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, thdluseums Act and the by-laws of the
Corporation.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 15, 1998

Canadian Museum of Civilization




BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997
(Restated
Note 3)
Current
Cash and short-term investments
(NOE 4) . 11,525 13,800
Accounts receivable (Note 5)... 2,223 1,813
Inventories................. 1,156 1,311
Prepaid expenses 1,267 115
16,171 17,039
Restricted cash and investments (Note 6) ...... 1,739 1,340
Collection (Note 7) 1 1
Capital assets (Note 8)... 13,712 12,947
31,623 31,327

LIABILITIES

Current

Accounts payable and accrued
liabilities (NOtE 9) .....c.cvvrereeerieecieenens
Deferred revenues...........ccocevveienrecninnns

Accrued employee termination

EQUITY

Equity of Canada

1998 1997
(Restated

Note 3)
7,275 8,577
86 151
7,361 8,728
1,969 2,106
1,739 1,340
11,069 12,174
20,554 19,153
31,623 31,327

The accompanying notes form an integral part of the financial statements.
Approved by Management:

GEORGE F. MacDONALD
President and Chief Executive Officer

JOE GEURTS
Chief Operating Officer

Approved by the Board of Trustees:

ADRIENNE CLARKSON
Chairwoman

PIERRE DUFOUR
Trustee

Canadian Museum of Civilization
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STATEMENT OF OPERATIONS
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
(Restated
Note 3)
Revenue
General admission fees 1,681 1,923
Boutique sales 1,532 1,736
CINEPLUS.... 1,269 1,670
Donations 806 446
Parking .......cooovveiniiiiiiccec s 619 660
Facility rental and concessions....... 603 652
Interest on cash and
investments (Note 11)........c...ce... 518 602
Publications.. 422 208
Grants....... 241 41
Royalties . 171 52
Other ..o 905 953
8,767 8,943
Expenses
Personnel costs 24,396 25,776
Professional and special
SEIVICES ...vviiiiiiiiiiee st 6,737 7,024
Exhibit design and fabrication. 4,267 4,274
Property taxes..... 3,475
Repairs and maintena 3,376 4,622
Amortization . 2,839 2,379
Utilities............. . 1,723 1,749
Furniture and fixtures ............ccccceeeen. 1,462 1,774
Cost of goods sold ...........ccceveevieenne. 1,147 1,334
Transportation ..... .. 1,100 972
Building leases .... . 1,012 1,590
Marketing and advertising .................. 882 1,052
CommuNICatioNS........ccvvevvvieeiiiieenen, 806 1,089
Collection acquisitions .. 396 92
159 127
151 218
Other ....cvviiiiiii 123 73
54,051 54,145
Net result of operations before
government funding...........ccooeveerinnne (45,284) (45,202)
Parliamentary appropriation ................. 46,685 44,214
Net income (I0SS)....ccvvvveriieeriieeiiieeieen 1,401 (988)

The accompanying notes form an integral part of the financial statements.

STATEMENT OF EQUITY OF CANADA
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
(Restated
Note 3)

Balance at beginning of year

As previously stated 16,381 17,575
Increase due to the retroactive

application of the change in

accounting policy (Note 3)................ 2,772 2,566
Balance at beginning of year

As restated..........c.coeiiiniinin 19,153 20,141
Net income (I0SS) ......ccovvvvviirieniieiiiniens 1,401 (988)
Balance at end of year..........ccccooevevennen. 20,554 19,153

The accompanying notes form an integral part of the financial statements.
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STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997

(Restated
Note 3)

Operating activities
Net income (I0SS) ...c..vvvvvvieeiiieiiiinienns 1,401 (988)
Adjustment for non-cash items
Amortization net of disposal of

capital assets .......ccoceeviiiieennens 2,839 2,379
Employee termination benefits...... (265) 162
3,975 1,553

Change in non-cash operating

assets and liabilities....................... (2,646) 603
Cash generated by operating activities ... 1,329 2,156
Investing activities

Acquisition of capital assets................ (3,604) (3,954)
Decrease in cash and short-term

INVESTMENLS ..o (2,275) (1,798)
Balance at beginning of year.................. 13,800 15,598
Balance at end of year........cc.cccoevveeennns 11,525 13,800

The accompanying notes form an integral part of the financial statements.

NOTESTO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Mission and mandate

The Canadian Museum of Civilization was established
on July 1, 1990 by the Museums Act. The Canadian
Museum of Civilization is an agent Crown corporation
named in Part | of Schedule Il to the Financial
Administration Act. The Canadian War Museum is a
component of the Canadian Museum of Civilization.

The mission, as stated in the Museums Act, is as follows:

"to increase, throughout Canada and internationally,
interest in, knowledge and critical understanding of
and appreciation and respect for human cultural
achievements and human behaviour by establishing,
maintaining and developing for research and posterity
a collection of objects of historical or cultural interest,
with special but not exclusive reference to Canada,
and by demonstrating those achievements and
behaviour, the knowledge derived from them and the
understanding they represent.”

2. Significant accounting policies

The financial statements have been prepared in
accordance with generally accepted accounting policies.
Significant accounting policies follow.

(& Inventories

Inventories, which consist of materials for the
boutiques and publications, are valued at the lower of
cost and net realizable value.

Canadian Museum of Civilization




NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

(b) Collection

Objects purchased for the collection of the
Corporation are recorded as an expense in the year of
acquisition. Objects donated to the Corporation are
not recorded in the books of accounts.

(c) Capital assets
Capital assets are valued at cost, net of accumulated
amortization.
Amortization is calculated using the straight-line
method, over the estimated useful lives of assets:
Leasehold and building improvements 10 years
Office furniture and equipment 8 years
Technical and informatics equipment 5 and 8 years
Motor vehicles 5 years
Since the buildings are not owned by the Corporation,
no amortization is taken.

(d) Pension plan

Employees of the Corporation participate in the Public
Service Superannuation Plan, administered by the
Government of Canada. The Corporation matches
these contributions equally for each employee, for the
year in which services are rendered. These
contributions are expended during the year in which
services are rendered, and represent the total pension
obligations of the Corporation. The Corporation is not
required under present legislation to make
contributions with respect to actuarial deficiencies of
the Public Service Superannuation Account.

(e) Employee termination benefits

Employees of the Corporation are entitled to specified
benefits on termination, as provided for under labour
contracts and conditions of employment. The cost of
these benefits is expended in the year in which they
are earned by the employee.

(f) Contributions

The Corporation follows the deferral method of
accounting for contributions.

Unrestricted contributions are recognized as revenue
when received or receivable if the amount to be
received can be reasonably estimated and collection is
reasonably assured. Contributions externally
restricted, and related investment income, are deferred
and recognized as revenue in the year in which the
related expenses are incurred.

Volunteers contribute a significant number of hours
per year. Because of the difficulty of determining

their fair value, contributed services are not recognized
in these financial statements.

Canadian Museum of Civilization

(g) Parliamentary appropriation

Parliamentary appropriation for operating and capital
expenditures is recorded in the statement of operations
in the fiscal year for which it is approved.

Change in accounting policy

Effective April 1, 1997, the Corporation changed its
method of accounting for unrestricted contributions and
interest income on investments arising from such
contributions. As disclosed in 2(f), unrestricted
contributions are recognized as revenue when received.
Interest income on investments arising from such
contributions are recognized as revenue when earned.
Prior to 1998, these amounts were recognized as revenue in
the year in which the related expenses were incurred. This
change in accounting policy has been applied retroactively
and the financial statements of the prior year have been
restated.

The effect on operations is as follows :

1998 1997

(in thousands of dollars)
Increase in revenue

DONations.........ccverieeieeieicicines 192 101
Interest on cash and investments...... 100 105
Increase in net operating results........ 292 206

The effect on the balance sheet is as follows :

Decrease in deferred contributions........ 292 206
Increase in equity of Canada................. 292 206

The opening equity of Canada balance as at
April 1, 1997 has been increased by $2,566,000 and a
similar offsetting cumulative decrease hagst made to
deferred contributions.

Cash and short-term investments

The Corporation invests in the short-term money
market. The overall portfolio yield as at March 31, 1998
was 3.8% (1997 4.4%). All instruments held in short-term
investments are rated R1 or better by the Dominion Bond
Rating Service. The average term to maturity is 47 days.

Accounts receivable

1998 1997

(in thousands of dollars)

613 731

447 942

1117 113

46 27

2223 1813
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

6. Restricted cash and investments 8. Capital assets
Restricted cash and investments arise from contributions Accu- 1998 1997
received from individuals and corporate entities for a m@ b’;lgk b'\;gk
S . . i-
specified purpose, and are managealdcordance with the Cost Saion viwe  value

donor’s wishes and the by-laws of the Corporation. -
(in thousands of dollars)

7. Collection Leasehold and building

The Corporation maintains the material culture Off'ir:gfrg;/m :nd """"" 19455 8724 1071 9700
collections of artifacts, objects, specimens and their related equipMeNt ..........ooov.. 5569 4,943 626 999
information. These collections are developed by various Technical equipment....... 7,811 6660 1151 1372
research divisions, as well as by staff of several sub or Informatics equipment... 6663 5510 1153 843
specialized museums. The collections are divided into the MotOr VENICIES ... 160 109 51 B
following eight discipline-related groups: 39658 25946 13712 12,947
Ethnology—ethnographic and fine art collections
principally related to North American First Peoples in post- Capital assets do not include the land and buildings
European contact occupied by the Corporation since they are owned by the

Folk Culture—folk culture and fine craft collections Government of Canada.

illustrating the diversity of cultural inflences on Canadian 9. Accounts payable amtcued liablities
culture
1998 1997

History—collections which illustrate the experience of the (in thousands of dollars)
common person as well as famous Canadians

Trade accounts payable. 4,264 5,597
Canadian Postal Museum—collections of philatelic, Accrued salaries and vacati 2,333 2,093
artwork and material culture which serve to illustrate the Gwa%”;ﬂc?;pmms 3 a
role_ of postal communication in defining and shaping a Current portion Ofmuedmpmyee """
nation termination benefits ........coo.eevverernnnne 315 443
Canadian Children’s Museum—collections which 7,275 8577
emphasize intercultural understanding and experience, as
well as supporting a rich animation programme o

10. Deferred contributions

Living History—collection of properties, costumes and o
didactic resources which are used by animators, educators, Deferred contributions represent unspent externally
and other staff to promote and enliven the Museum’s restricted contributions and related investment income.
programming Changes in the deferred contributions balance are as
Canadian War Museum—collections of weapons and follows:
technological artifacts illustrating the development of 1098 1997

military technologies, dress and insignia collections of

. R in thousands of dollars
uniforms, medals, accoutrements and regalia of the ( )

. . . Balance at beginning of year
Canadllan Armec_i F_orces and_lts allle_S, and war art Asrestated (NOt€3) ...coooovovvoeeeree. 1,340 577
collections of paintings, drawings, prints and sculptures Add contributions received in the
from the Canadian War Artist programmes and modern art year : _ 970 1,069
works illustrating Canadian Peacekeeping efforts Add deferred investment income....... 43 39
Less amount recognized as revenue... (614) (345)
Archaeology—archaeological collections of material Balance at end Of YEar . 1739 1,340

culture, physical anthropology, flora and fauna recovered
from dig sites and principally illustrating irginous North
American culture prior to European contact

The artifact collection forms the largest part of the assets of
the Corporation, and is presented in the balance sheet at a
nominal value of $1,000, due to the practical difficulties of
determining a meaningful value for these assets.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

11. Interest on cash and investments

Interest on cash and investments is reported as follows:

1998 1997
(in thousands of dollars)
Income earned on unrestricted
494 602
67 39
561 641
43 39
Tota interest on cash and
investment recognized as
FEVENUE ....overereeeieeeeseeseeneenns 518 602

12. Related party transactions

The Corporation receives, without charge, collections
management and auditing services from different
government departments and agencies. The cost of these
services are not reflected in the financial statements.

In addition to those related party transactions, disclosed
elsewhere in these financial statements, the Corporation is
related in terms of common ownership to all Government
of Canada created departments, agencies and Crown
corporations. The Corporation enters into transactions with
these entities in the normal course of business.

13. Commitments

As at March 31, 1998 the Corporation has entered into
long-term contracts for informatics, property leases and
building maintenance services with a remaining value of
$8,309,000. The future minimum payments are as follows:

(in thousands
of dollars)

3,991
2,864
1,454

14. Comparative figures

Certain comparative figures have been reclassified to
conform with the presentation adopted in the current year.

Canadian Museum of Civilization
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CANADIAN MUSEUM OF NATURE

MANAGEMENT'S RESPONSIBILITY OF FINANCIAL
REPORTING

Management is responsible for establishing and maintaining
a system of books, records, internal controls and management
practices to provide reasonable assurance that: reliable
financial information is produced; the assets of the Corporation
are safeguarded and controlled; the transactions of the
Corporation are in accordance with the relevant legislation,
regulations and by-laws of the Corporation; the resources of
the Corporation are managed efficiently and economically; and
the operations of the Corporation are carried out effectively.

Management is also responsible for the integrity and
objectivity of the financial statements of the Corporation. The
accompanying financial statements were prepared in
accordance with generally accepted accounting principles. The
financial information contained elsewhere in this annual report
is consistent with that in the financial statements.

The Board of Trustees is responsible for ensuring that
management fulfilsits responsibilities for financial reporting
and internal control. The Board exercises its responsibilities
through the Audit and Finance Committee, which includes a
majority of members who are not officers of the Corporation.
The Committee meets from time to time with management, the
Corporation’s internal auditors and the Auditor General of
Canada to review the manner in which these groups are
performing their responsibilities, and to discuss auditing,
internal controls, and other relevant financial matters. The
Audit and Finance Committee has reviewed the financial
statements with the Auditor General of Canada and has
submitted its report to the Board of Trustees which has
approved the financia statements.

The financial statements have been audited by the Auditor
Genera of Canada. His report offers an independent opinion
on the financial statements to the Minister of Canadian
Heritage.

Joanne DiCosimo
President and Chief Executive Officer

Colin C. Eades
Vice President, Corporate Services
and Chief Operating Officer

A-152

AUDITOR’'S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the Canadian Museum of
Nature as at March 31, 1998 and the statements of operations
and equity of Canada and changes in financial position for the
year then ended. These financial statements are the
responsibility of the Corporation's management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, thdluseums Act and the by-laws of the
Corporation.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 15, 1998
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BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
Current Current
Cash and short-term investments Accounts payable and accrued
(NOE 3) oo 3,064 5,143 liabilities
Accounts receivable 2,454 2,644
387 822
agencies e 472 5,675
937 1,953 Natural Heritage Building........... 40 3,239
25 46 Current portion—obligation under
795 476 capital lease(Note 7)........cccccuveernnen. 133 115
5,208 8,440 Current portion—due to Department of
Canadian Heritage (Note 7).............. 319
Restricted cash and short-term Deferred revenue and parliamentary
investments (Notes 3, 4)........coccvveevnieenns 794 7,873 appPropriation........cccceeveevveeeiiniennnns 267 2,165
Collections (NOte 5) .....cccuvverriveeeiiireiiieennns 1 1 Provision for termination benefits.......... 129 454
Capital assets (Note 6)..........coceeveieiieiininns 38,408 39,604 3,814 14,292
Obligation under capital lease (Note 7)..... 33,830 34,026
Due to Department of Canadian Heritage
(NOE 7). 1,418
Provision for termination benefits . . 707 670
Deferred contributions (Note 8)................. 323 537
40,092 49,525
ENDOWMENT (Note 9) .....cccvevvveriinnans 250 250
EQUITY OF CANADA........ccovveeeeeerees 4,069 6,143
44,411 55,918 44,411 55,918
The notes form an integral part of the financial statements.
Approved by the Board of Trustees:
FRANK LING
Chairman of the Board of Trustees
R. KENNETH ARMSTRONG
Chairman of the Audit and Finance Committee
Approved by Management:
COLIN C. EADES
Vice President, Corporate Services and
Chief Operating Officer
LYNNE LADOUCEUR, CA
Senior Full Time Financial Officer
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STATEMENT OF OPERATIONS

AND EQUITY OF CANADA

FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Revenue
Commercial operations (Note 11)....... 932 1,021
Contributions............cocovvvnnniniiine 393 1,340
Cost recovery 1,184
Educational programmes.. 179 263
Scientific services...... 100 47
Interest income.... 239 588
81 24
1,924 4,467
Expenses
Personnel costs 8,793 10,124
Severance costs 1,166 1,444
Interest on capital lease obligation...... 3,459 1,664
Operation and maintenance of
buildings........cccooeviiiiiic 2,331 1,574
Professional and special services........ 2,329 2,413
Stonework project costs.... 1,922 5,000
Amortization 1,548 1,797
Real property leases and taxes 1,330 2,502
Marketing and communications.......... 1,023 891
Information management
infrastructure and systems... 944 1,223
Material and equipment.... 791 913
Exhibits.... 562 622
Travel ....... 354 428
Freight and cartage..... 160 1,065
Repairs and maintenance 89 78
Write-off of capital assets 89 498
Acquisition of objects for
collections, 7
Other 41 17
26,931 32,260
Net result of operations before
government funding...........ccceeeeeereene (25,007) (27,793)
Parliamentary appropriation (Note 10) ... 22,933 28,303
(Deficiency) excess of revenue over
EXPENSES ...t (2,074) 510
Equity of Canada, beginning of year 6,143 5,633
Equity of Canada, end of year... 4,069 6,143

The notes form an integral part of the financial statements.
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STATEMENT OF CHANGES

IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Operating activities
(Deficiency) excess of revenue over
EXPENSES ....nereeienereeeeieeseeeeseneseens (2,074) 510
Items not involving cash
Amortization of capital assets......... 1,548 1,797
Employee termination benefits........ (288) 125
Loss on disposal of capital assets.... 89 509
Decrease in deferred contributions..... (214) (1,007)
Decrease (increase) in restricted
cash and short-term investments.... 7,079 (723)
Net change in non-cash working
CAPILAl .. (9,338) 1,698
(3,198) 2,909
Financing activities
Loan—Department of Canadian
Heritage .......ccoceviviiiiiiiiiiiecs 1,737
Obligation under capital lease............ (178) 34,141
1,559 34,141
Investing activities
Acquisition of capital assets............... (587) (2,311)
Natural Heritage Building.................. 147 (37,562)
Advances—Natural Heritage
Building 1,412
(440) (38,461)
Decrease in cash and short-term
INVEStMENLS .....oeeviiiiiiiieciiceiece (2,079) (1,411)
Cash and short-term investments,
beginning of yeé..........cccceeviiiiininnen, 5,143 6,554
Cash and short-term investments, end
Of Year....oooiviiiiiiic 3,064 5,143

The notes form an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998

1. Authority and mission Objects purchased for the collections are recorded as

The Canadian Museum of Nature was established by the
Museums Act on July 1%, 1990, and is an agent Crown
corporation named in Part | of Schedule I1l to the Financial
Administration Act.

The Corporation’s mission is to increase, throughout
Canada and internationally, interest in, knowledge of and
appreciation and respect for the natural world by
establishing, maintaining and developing for research and
posterity a collection of natural history objects, with special
but not exclusive reference to Canada, and by
demonstrating the natural world, the knowledge derived
from it and the understanding it represents.

. Significant accounting policies

These financial statements are prepared in accordance
with generally accepted accounting principles and reflect
the following policies.

(@ Inventory

Inventory of publicationsisvalued at the lower of cost
or net realizable value.

(b) Capital assets

Capital assets are recorded at cost. Assets recorded as
capital leases are initialy recorded at the present value
of the minimum |ease payments at the inception of the
lease. Amortization is calculated on the straight-line
method using rates based on the estimated useful life
of the assets as follows:

Property under capital lease 35years
Collection cabinets and compactors 35years
Research equipment 10 years
Technical equipment 10 years
Furnishings and office equipment 10 years
Motor vehicles 5years
Computer equipment and software 3years

Major leasehold improvements are capitalized and
amortized over the term of the respective leasesto a
maximum period of five years.

Material and equipment acquired for the purpose of
the design, development and maintenance of exhibits
are charged to operationsin the year of acquisition.

(c) Collections

The Canadian Museum of Nature holds and preserves
invaluable collections of natural history specimens for
the benefit of Canadians, present and future. The
collections form the largest part of the assets of the
Corporation. The collections are shown as an asset on
the balance sheet at a nominal value of $1,000 due to
practical difficulties in determining a meaningful value
for these assets.

Canadian Museum of Nature

an expense in the year of acquisition. Objects donated
to the Corporation are not recorded in the books of
account.

(d) Pension plan

The Corporation’s employees participate in the Public
Service Superannuation Plan administered by the
Government of Canada. Contributionsto the Plan are
made both by the employees and the Corporation on
an equal basis. These contributions represent the total
pension obligations of the Corporation and are
recognized in the accounts on a current basis.

The Corporation is not required to make contributions
with respect to actuarial deficiencies of the Public
Service Superannuation Account.

(e) Employee termination benefits

Employees of the Corporation are entitled to specified
benefits on termination as provided under labour
contracts and conditions of employment. The liability
for these benefits is recorded in the accounts as the
benefits accrue to the employees under the respective
terms of employment.

The Corporation has established Early Departure
Incentive (EDI) and Early Retirement Incentive (ERI)
Programs consistent with those offered to the Public
Service under Treasury Board Guidelines and which
ended at March 31, 1998. The costs of such severance
aredisclosed in the financia statements, including
proportional reimbursements from Treasury Board for
severance liabilities accruing before July 1, 1990.

(f) Parliamentary appropriation

The parliamentary appropriation for operating and
capital expendituresis recognized as revenuein the
fiscal year for which it is approved. Parliamentary
appropriations for specific projects are recognized on
the Statement of Operations and Equity of Canadain
the year in which the related expenses are recognized.

(g) Contributions

The Corporation follows the deferral method of
accounting for contributions.

Unrestricted contributions are recognized as revenue
when received or receivable if the amount to be
received can be reasonably estimated and collection is
reasonably assured. Contributions externally restricted
are deferred and recognized as revenue in the year in
which the related expenses are recognized. Restricted
investment income is recognized as revenue in the
year in which the related expenses are incurred.

Contributions received in aform other than cash are
recorded at their fair value at the date they are received
by the Corporation.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

Volunteers contribute a significant number of hours
per year. Because of the difficulty of determining their
fair value, contributed services are not recognized in
these financial statements.

3. Cash and short-term investments

The Corporation invests operating and restricted funds
in the short-term money market. The overall portfolio yield
as at March 31, 1998 was 4.70% (1997 — 3.03%).
Treasury policies for the Corporation limit investments to
instruments held in short-term investments to a maximum
of 36 months rated AA or better and guaranteed by the
Government of Canada, a provincial government or the
Royal Bank of Canada. The average term to maturity is
32.40 days. The cost of the portfolio approximates its fair
market value.

Restricted cash and short-term investments

Restricted cash and short-term investments include
deferred contributions, the Endowment and the
unrecognized portion of the parliamentary appropriation
for the Victoria Memorial Museum Building stonework
project. Restricted cash accounts are managed in
accordance with the donor's wishes and are invested in
accordance with investment policies of the Corporation.

Collections

The Canadian Museum of Nature holds and preserves
invaluable collections of natural history specimens for the
benefit of Canadians, present and future. The natural
history collections consist of over 10lwn specimens
and grew by 63,105 items this fiscal year. They are an
exceptional scientific resource that is available nationally
and internationally for research, exhibits and education.
The collections are divided into four discipline-related
groups, being:

» the Earth Sciences collection (minerals, rocks, gems,
fossils)

* the Vertebrates collection (mammals, birds, fish,
amphibians, reptiles)

» the Invertebrates collection (molluscs, insects,
crustaceans, parasites, worms, others)

« the Botany collection (algae, vascular plants, mosses,
lichens)
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The stewardship of the collection is the responsibility of
the Collections Division and is monitored by the
Collections Advisory and Collections Development
Committees. The Museum has taken a major step in the
preservation of its collections by moving them into a new
state-of-the-art Natural Heritage Building in Aylmer,
Quebec, acquiring new collection cabinets to replace all old
sub-standard units and implementing several other
upgrades to storage and risk management procedures.
During the cleanup for the move, some surplus specimens
were deaccesmned, being transferred to other institutions,
sent for destruction or sold.

Capital assets

1998 1997
Accu-
mulated Net Net
amorti- book book
Cost zation value value

(in thousands of dollars)

Land.....ccccovviiiennne 505 505 505
Property under

capital lease....... 35,040 1,983 33,057 34,192
Collection

cabinets and

compactors........ 3,522 201 3,321 3,422
Computer

equipment and

software............ 2,631 2,334 297 135
Research

equipment ......... 1,380 1,236 144 208
Furnishings and

office

equipment......... 1,269 521 748 845
Leasehold

improvements.... 1,778 1,531 247 208
Technical

equipment ......... 275 198 7 89
Motor vehicles........ 41 29 12

46,441 8,033 38,408 39,604

The VictoriaMemorial Museum Building and grounds are owned by
the Government of Canada and consequently are not included in capital
assets.

Capital lease and secondary financing obligations

The Natural Heritage Building (NHB) houses the
Canadian Museum of Nature natural history collections and
administrative functions, on the Corporation’s site in
Aylmer, Quebec.
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Ceontinued

The Corporation is acquiring the building through a
lease purchase agreement with a term of 35 years. It is
committed to pay rent under all circumstances and in the
event of termination of the lease, at the Corporation’s
option or otherwise, pay sufficient rent to repay all
financing on the building. Management intends to
completely discharge its obligation under the lease and
obtain free title to the building in 35 years. In addition, in
1997-98, the Corporation secured financing for the
additional construction and fit-up costs of the NHB with
the Department of Canadian Heritage (DCH).

Future minimum lease and debt repayments, by year and

in aggregate, under the financing obligations are as
follows:

Obligation
under Obligation Total
capital under loan financing
lease from DCH obligations

(in thousands of dollars)

3,500 377 3,877
3,500 377 3,877
3,500 377 3,877
3,500 377 3,877
3,500 377 3,877
99,750 99,750
Total minimum
future payments.... 117,250 1,885 119,135
Deduct: Imputed
interest ......ccceeeeee (83,287) (148) (83,435)
Present value of
financing
obligations............ 33,963 1,737 35,700

@ The amounts payable under the capital lease are based on the fixed
interest rate of 9.88%, for a period of 35 years, established at the time of
signing the lease.

@ The amounts payable under the loan from the Department of Canadian
Heritage are based on the fixed interest rate of 4.27%, for a period of
5years.

8. Deferred contributions

Deferred contributions represent unrecognized

externally restricted donations and investment income. The

changes in the deferred contribution balance and the
components of this balance are as follows:

1998 1997
(in thousand of dollars)
Beginning balance............ccccccovuenene 537 1,544
Add contributions received
during theyear ..........ccoeeeee. 161 333
Less amounts recognized as
contributions.. (375) (1,340)
Ending balance 323 537
Deferred contributions are
comprised of
Funds restricted for research
PUIPOSES.....cvvearreieririeiiearenes 41 294
Funds restricted for
programming purposes........... 217 175
Restricted endowment fund
(L0105 = PO 65 68
Total deferred contributions............ 323 537
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9.

10.

11.

Endowment

The Corporation maintains an endowment in the
principal amount of $250,000 received from Anne and
Henry Howden, which included a significant entomological
collection. The endowment was established to enable
professional studies and research of entomological
collections for the Museum.

The principal of the Systematic Entomological
Endowment Fund can not be expended. Accumulated
interest earned from the endowment must be expended for
specified purposes and the residual balance totalled
$64,600 at March 31, 1998 ($68,000 at March 31, 1997)
which is included in deferred contributions (Note 8).

In the event that the Corporation decides not to maintain
entomological collections, the Systematic Entomology
Endowment Fund shall be transferred, along with any
entomological collections, to the Royal Ontario Museum.
Parliamentary appropriation

1998 1997

(in thousands of dollars)

Appropriation approved ................... 22,757 27,131
Applied as follows
Operating expenses.... 20,424 20,992
Stonework project ... 1,922 5,000
Capital acquisitions.... 587 2,311
Parliamentary appropriation
recognized on the Statement
of Operations and Equity of
Canada......ccooveecrnenernniciens 22,933 28,303
Add increase in Due to the
Department of Canadian
Heritage........covoveveevniccniinnn, 1,737
Less decrease in Deferred
parliamentary appropriation..... (1,913) (1,172)
Total applied ..o 22,757 27,131

Commercial operations

Commercial operations revenue is comprised as follows:
1998 1997

(in thousands of dollars)

Boutique lease 42 50
Publishing revenues 125 147
Publishing royalties. a7 93
Admission fees 335 338
Parking........cccvveeceenne 165 194
Rental of facilities... 218 199
Total commercial operations

FEVENUE. ..o 932 1,021
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 1998-Goncluded

12. Related party transactions

In addition to those related party transactions disclosed
elsewhere in these financial statements, the Corporation is
related in terms of common ownership to all Government
of Canada created departments, agencies and Crown
corporations. The Corporation enters into transactions with
these entities in the normal course of business.

13. Contractual commitments

The Corporation has entered into agreements for the
provision of services and equipment. The payments under
these agreements are approximately as follows:

2000 and
subsequent
1999 years

(in thousands of dollars)

Victoria Memorial Museum
Building maintenance.................. 889 889
Natural Heritage Building

777 777
180
Systems and infrastructure
agreement 178 688
Other commitments.... 804 361
2,828 2,715

14. Comparative figures

The 1997 comparative figures have been reclassified to
conform to the 1998 financial statement presentation.
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CANADIAN RACE RELATIONS FOUNDATION

MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The accompanying financial statements of the Canadian
Race Relations Foundation are the respolityiloif
management and have been approved by the board of directors.
These financial statements have been audited by
Hilborn Ellis Grant, Chartered Accountants.

In support of its responsibility, management egeloped
and maintained books of accounts, records, financial and
management controls and information systems. These are
designed to provide reasonable assurance that the Foundation’s
resources are managed prudently, that its assets are
safeguarded and controlled, and that its financial information is
reliable. The Foundation carries out its responsibilities for the
financial statements mainly through the Finance Committee.
The Finance Committee meets with management and the
external auditor to review internal controls, auditing and other
relevant financial matters.

The Foundation has ended last year with a surplus
attributable to many factors, including prudent financial
management. The Foundation is still in its early development
stage, setting up its infrastructure and the first programs; the
Foundation officially opened its doors last November.
Although the call for research proposals was issued in
November 1997, due to the involvement of an external
adjudication body in reviewing the proposals, allocation of
funds was deferred tihthe following fiscal year. However,
the Public Education Grants Program did incur its first
expenditure at the end of the fiscal year. It is anticipated that
program expenditures will increase significamtbxt year as
the Foundation will have launched all its programs.

Lincoln Alexander
Chair

Nicole Beaudouin
Secretary-Treasurer

June 18, 1998

Canadian Race Relations Foundation

AUDITORS' REPORT

TO THE DIRECTORS OF CANADIAN RACE RELATIONS
FOUNDATION

We have audited the statement of financial position of
Canadian Race Relations Foundation as at March 31, 1998 and
the statements of operations, changes in net assets and changes
in financial position for the year then ended. These financial
statements are the responsibility of the Foundation’s
management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Foundation as
at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

Hilborn Ellis Grant
Chartered Accountants

Toronto, Canada
June 5, 1998
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STATEMENT OF FINANCIAL POSITION, MARCH 31, 1998

ASSETS 1998 1997
$ $
(Note 10)
Current assets
145,784 88,522
Investments (Note 3).. 1,914,707 622,904
Income receivable...... 276,589 35,603
Government grant receivable 1,000,000
Other receivables ............. 11,948 5,915

2,349,028 1,752,944

Investments (NOte 3)........cccooorviiiiiiicinenns 24,000,000 24,000,000

Capital assets (NOte 4) .......ccoveerririeniieennnns 132,843 41,276

26,481,871 25,794,220

LIABILITIES

Current liabilities

Accounts payable and accrued

liabilities....

Deferred contributions—government
grants (NOte 5) .....cceevevvenieenneennns

NET ASSETS

Net assets invested in capital assets
Net assets restricted for endowment
(NOte 6)...eevveieeeiiieeen,
Net assets internally restricted for
capital preservation (Note 7)
Net assets internally restricted for

reserve (Note 8)
Unrestricted net assets

1998 1997
$ $
(Note 10)
22,312 52,542

566,682 1,384,932

.......... 43  1324,276

.................... 00,00R4,0 24,000,000

1,046,040

713,994
315,470

25,892,877 24,356,746
26,481,871 25,794,220

Approved on behalf of the Board:

LINCOLN ALEXANDER
Chair

NICOLE BEAUDOIN
Secretary-Treasurer
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STATEMENT OF CHANGES IN NET ASSETS
YEAR ENDED MARCH 31, 1998

Restricted for
Restricted for capital Restricted for 1997
Invested in endowment preservation reserve Unrestricted 1998 Total
capital assets (Note 6) (Note 7) (Note 8) for operations Total (Note 10)
$ $ $ $ $ $ $
Balance, beginning of year ............ 41,276 24,000,000 315,470 24,356,746
Excess (deficiency)of revenues
over expenses for year .. (28,199) 1,564,330 1,536,131 315,470
Endowment contribution ... 24,000,000
Investment in capital assets .. . 119,766 (119,766) 41,276
Internally imposed restrictions....... 1,046,040 713,994 (1,760,034)
Balance, end of year ..........cccccunee. 132,843 24,000,000 1,046,040 713,994 25,892,877 24,356,746
STATEMENT OF OPERATIONS
YEAR ENDED MARCH 31, 1998
1998 1997
$ $
(Note 10)
Revenues
Government grant (Note 5) ... 818,250 215,068
Interest and dividends....... 1,083,868 311,685
Gain on sale of investments... 360,696
2,262,814 526,753
Expenses
Advertising and recruiting.................... 14,256 6,652
Amortization 28,199 5,584
Directors’ fees 35,338 10,400
Information systems and
development .. 40,693
Insurance.......... 1,909 1,610
Office and general 43,545 6,838
Professional fees . 29,925 15,959
Public education...... 17,199
Regional consultations 18,402
Rent 54,700 5,003
Salaries and benefits 335,077 75,524
Staff relocation expenses.. 44,700 7,648
Telephone .........ccccocvveene 11,593 3,333
Travel and accommodation .. 51,147 31,456
726,683 170,007
Excess of revenues over expenses
fOr YA ..o 1,536,131 356,746

Canadian Race Relations Foundation

A-161




STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED MARCH 31, 1998

1998 1997
$ $
(Note 10)
Cash provided by (used in)
Operating activities
Excess of revenues over expenses
for year......cooevevnvcccnnicie 1,536,131 356,746
Items not requiring a current cash
payment (receipt)
Amortization..........cceeeveeveeeennnn. 28,199 5,584
Gain on sale of investments........ (360,696)
Government grant receivable...... 1,000,000 (1,000,000)
Deferred contributions—
government grant................... (818,250) 1,384,932
1,385,384 747,262
Net change in non-cash working
capital balances....................... (277,249) 11,024
1,108,135 758,286

Investment activities
Proceeds from sale of
INVEStMENtS .......coovvvviiiiiiienis 119,068,848
Purchase of investments.. .. (119,999,955) (24,622,904)
Additions to capital assets............... (119,766) (46,860)

(1,050,873) (24,669,764)

Financing activities

Endowment contributions ............... 24,000,000
Net increase in cash during year.......... 57,262 88,522
Cash, beginning of year..............c........ 88,522
Cash, end of year...........ccceveviieininnns 145,784 88,522

NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Description of organization

Canadian Race Relations Foundation (“the Foundation”)
was established by way of federal government legislation
(Bill C-63-“The Canadian Race Relations Foundation
Act”) in December 1990, proclaimed in October 1996, and
commenced operations in November 1996. Subject to Bill
C-63, the Governor in Council appoints the Foundation’s
Board of Directors and Executive Director.

The purpose of the Foundation is to facilitate,
throughout Canada, the development, sharing and
application of knowledge and expertise in order to
contribute to the elimination of racism and all forms of
racial discrimination in Canadian society.

The Foundation is classified as a registered charity
under thencome Tax Act and, as such, is not subject to
income tax, provided certain disbursement requirements
are met.
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2. Significant accounting policies

(@)

(b)

(©

(d)

()

()

Financial statement presentation

These financial statements have been prepared in
accordance with the accounting standards for not-for-
profit organizations published by the Canadian
Institute of Chartered Aauintants using the deferral
method of reporting for contributions.

Revenue recogpion

Restricted contributions are deferred and recognized as
revenue in the year in which the related expenses are
incurred. Other contributions are recognized as
revenue when received.

Endowment contributions are recognized as direct
increases in net assets in the period received.

Investments

Investments are recorded at the lower of average cost
and market value.

Investment transactions and income recognition

Investment transactions are accounted for on the trade
date. Income from investments is recognized on the
accrual basis. Interest is accrued based on the number
of days the investment is held during the year.
Dividends are accrued as of the ex-dividend date.
Realized gains and losses from investment transactions
and the unrealized appreciation or depreciation of
investments are computed on an average cost basis.

Capital assets

Capital assets are recorded at adtjaiscost.
Amortization is provided for based on the estimated
useful life of the assets on a straight-line basis as
follows:

Office furniture and

equipment 5 years
Computer hardware 3 years
Computer software 3 years
Leasehold improvements over term of lease

Foreign currency translation

Transactions in a foreign currency have been
translated to Canadian dollars at the rate of exchange
prevailing at the month end closest to the transaction.
The market value of investments quoted in foreign
currencies and accounts denominated in foreign
currencies have been translated to Canadian dollars at
the rates of exchange préirgy at the year end. Gains
and losses are taken into the current year's income.

Canadian Race Relations Foundation




NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

3.

Investments
Average Market
cost value
$ $
Total investment portfolio............... 25,914,707 27,368,667
Portion related to net assets
restricted for endowment 24,000,000 24,000,000
Portion related to net assets
internally restricted for capital
Preservation........ccoeeecinnienens 1,453,960
1,914,707 1,914,707

The portion of the investment portfolio related to net
assets restricted for endowment is considered to be a non-
current asset given that the underlying contributions are to
be maintained permanently by the Foundation and are not
available to fund its expenses.

Capital assets
Accu- 1998 1997

mulated Net Net
amorti- book book
Cost zation value value
$ $ $ $
Office furniture and
equipment................ 66,137 11,061 55,076 20,007
Computer hardware...... 69,491 16,073 53,418 11,230
Computer software....... 19,699 3,284 16,415
Leasehold
improvements.......... 11,299 3,365 7,934 10,039
166,626 33,783 132,843 41,276

Deferred contributions—government grants

During the year, the Foundation received $1,000,000
(1997—%$600,000) in government grants from the Secretary
of State (Multiculturalism) (Status of Women) to fund its
start-up expenses net of capital asset amortization and to
fund theacquisition of capital assets. These monies were
received pursuant to a memorandum of agreement dated
February 25, 1997. The unexpended portion of the total
funds received up to March 31, 1998 has been deferred.

Canadian Race Relations Foundation

Government grants, which are considered to be
restricted operating funds received or receivable in the
current year that relate to the subsequent year, are as
follows:

1998 1997
$ $
Balance, beginning of year ............. 1,384,932
Add:
Government grants received
or receivable during year ....... 1,600,000
1,384,932 1,600,000
Less:
Start-up expenses incurred,
excluding amortization.......... 698,484 168,208
Purchase of capital assets........... 119,766 46,860
818,250 215,068
Balance, end of year............cccceunen. 566,682 1,384,932

Effective May 29, 1998, the above noted memorandum
of agreement was amended to reflect additional funding
commitments made by the Secretary of State
(Multiculturalism) (Status of Women) to the Foundation. In
respect of the funding of start-up expenses net of capital
asset amortization and the funding of dioguisition of
capital assets, additional government grants are to be
received as follows:

Fiscal Year Amount
$

1998/99 750,000

1999/00 250,000

Net assets restricted for endowment

On formation, the Foundation received an initial
endowment contribution of $24 million. The endowment
contribution was comprised of $12 million, which was part
of the Redress Agreement with the National Association of
Japanese Canadians, and a matching contribution of
$12 million from the federal government. This contribution
was made in commemoration of members of the Japanese
Canadian community who suffered injustices during and
after World War II.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

The Canadian Race Relations Foundation Act stipulates
that this endowment contribution is to be used only for
investment and is not available to fund the Foundation’s
activities. Investment income e#d on these funds may be
expended for the purpose of the Foundation and is reported
as revenue of operations.

7. Net assets internally restricted for capital preservation

The Foundation during fiscal year 1998 established a
capital preservation policy to facilitate the preservation of
the net assets restricted for endowment at an annual rate of
inflation. At March 31, 1998, the net assets restricted for
endowment adjusted for inflation is $26,500,000 and the
inflation component is $2,500,000.

This internal restriction is subject to variances based
upon the unrealized appreciation in the value of
investments at any point in time.

The balance as at March 31, 1998 is as follows:

$
Unrealized appreciation in the value of
investments (NOte 3)......ccovevvveerirrireciiiireeies 1,453,960
Operational surplus transfer............cccoveereneeeenn 1,046,040

2,500,000

8. Net assets internally restricted for reserve

The Foundation during fiscal year 1998 established a
reserve policy to provide stability to the operations of the
Foundation from year to year in the event of a shortfall in
investment income. Funds that are allocated for specific
programs but are not fully expended during a fiscal year
may be drawn from the net assets internally restricted for
reserve.

Operational surplus in excess of any transfer to the net
assets internally restricted for capital preservation is
transferred to the net assets internally restricted for reserve
at the end of each fiscal year.

9. Lease commitments

The Foundation has a five year lease agreement for its
office premises with the Minister of Public Works and of
Supply and Services. The lease agreement provides for
fixed annual rental payments of $63,898 during the period
June 11997 to May 31, 2002.

10. Comparative figures

The comparative figures were reported on by other
auditors.

The comparative figures for the statements of
operations, changes in net assets and changes in financial
position are for the five month period from commencement
of operations, November 1996, to March 31, 1997.

Certain of the comparative figures have been
reclassified to conform to the current year’s presentation.
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CANADIAN WHEAT BOARD, THE

THE AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED JULY 31, 1998
WERE NOT AVAILABLE AT DATE OF PRINTING

Canadian Wheat Board, The A-165




CANADIAN WHEAT BOARD, THE

MANAGEMENT REPORT

Thefinancial statements of the Canadian Wheat Board
together with other information contained in this annual report
have been prepared by management, who have full
responsibility for them, and approved by the Board. These
statements reflect the results for the year ended July 31, 1997
and the financial status of the CWB as at that date.

Management's responsibility includes ensuring that the
financial statements are prepared in accordance with generally
accepted accounting principles appropriate in the
circumstances and consistently applied, and that appropriate
systems of internal controls and formal policies and procedures
arein place to ensure the integrity and reliability of accounting
and financial reporting, as well asthe safety of al of the
organization’s assets.

Deloitte & Touche, Chartered Accountants, the CWB'’s
external auditors, have performed an independent examination
of the financial statementsin this report. Management has
made available to the external auditors al financial records and
related data.

The Canadian Wheat Board is responsible for ensuring that
management fulfillsits responsibilities for financial reporting
and internal control. The Commissioners, along with the
Chairman of the CWB Advisory Committee, act as an Audit
Committee in exercising this responsibility. The committee
meets with the external auditors to discuss the results of the
audit and the evaluation of the CWB'sinternal controls. The
Internal Audit Department, reporting directly to the Audit
Committee, has a mandate to provide timely recommendations
and assessments concerning the effectiveness of internal
controls. The committee reviews the action taken by
management with respect to the recommendations made by the
internal and external auditors.

Donad E. Vernon, C.A.
Executive Director,
Finance and Treasurer

Adrian Measner
Executive Director,
Marketing
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AUDITORS’ REPORT
TO THE CANADIAN WHEAT BOARD

We have audited the financial statements of the Canadian
Wheat Board set out as Exhibits | to IX and notes thereto
which include the balance sheet at July 31, 1997 and the
statements of operations and distribution of earnings to
producers for the 1996-97 pool accounts for wheat, amber
durum wheat, barley and designated barley for the period
August 1, 1996 to completion of operations on September 30,
1997, the statement of cash flow for the year ended July 31,
1997, the statement of advance payments to producers under
thePrairie Grain Advance Payments Act as at July 31, 1997,
the statement of administrative and general expenses and
allocations to operations for the year ended July 31, 1997, and
the statement of special account transactions for the year ended
July 31, 1997. These financial statements are the responsibility
of the Canadian Wheat Board's management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Canadian
Wheat Board as at July 31, 1997 and the results of its
operations and the changes in its financial position for the
periods shown in accordance with generatigepted
accounting principles.

Deloitte & Touche

Winnipeg, Canada
December 18, 1997
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BALANCE SHEET ASAT JULY 31 EXHIBIT I

ASSETS 1997 1996 LIABILITIES 1997 1996
$ $ $ $
Accounts receivable Borrowings (NOte 7) .......cccvvvereucnneen 6,240,754,143  6,459,297,949
Credit sales (Note 3) 6,418,291,510 6,653,277,799 Accounts payable and accrued

Completed SAles..........ccovviiirienines 66,184,064 25,669,295 expenses (Note 8) 105,772,615 107,957,005
Prairie Grain Advance Liability to agents of the CWB
Payments Act 161,575,235 52,651,783 1,364,322,369  1,159,716,160
5,907,272 21,433,734 Liability to producers (Note 10). 703,327,514 545,233,825
6,651,958,081  6,753,032,611 Provision for final payment
expenses (Note 11).........cocourveenne. 8,108,840 5,805,860
Stocks of grain (Note 4) .......cceevvveeenne 1,682,137,024 1,432,610,530 Special account—net balance
Deferred and prepaid expenses of undistributed payment
(Note 5) 38,127,819 51,440,276 accounts (Note 12)........ccceeceeeennen. 2,662,429 3,235,545
Fixed assets (Note 6) 52,724,986 44,162,927
Total @SSetsS ...ccvvvvriieeieeiieeie e, 8,424,947,910 8,281,246,344 TafeeBab...........cceeveieiieees 8,424,947,910 8,281,246,344
Approved:
LORNE F. HEHN GORDON P. MACHEJ
Chief Commissioner Commissioner
RICHARD H. KLASSEN DONALD E. VERNON
Commissioner Executive Director, Finance and Treasurer
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1996-97 POOL ACCOUNT—WHEAT

STATEMENT OF OPERATIONS AND

DISTRIBUTION OF EARNINGS TO PRODUCERS

for the period August 1, 1996 to completion of operations on September 30, 1997

(with prior year comparatives for the period ended July 31, 1996) EXHIBIT Il
1996-97 1995-96
Rate per Rate per
Amount tonne Amount tonne
$ $ $ $
Receipts from producers: Tonnes 19 756 578 14 352 453
REVENUE (NOLE 15) ...ttt 4,230,897,275 214.151 3,812,102,708 265.606
Deduct operating costs
Country elevator carrying charges... 56,525,504 2.861 53,088,474 3.699
Terminal storage 14,944,608 0.756 8,309,959 0.579
Demurrage / Despatch... 18,779,575 0.950 9,884,097 0.688
Additional freight—to terminals 38,131,697 1.930 28,677,41 1.789
—freight rate change .. 2,686,523 0.136 6,958,629 0.485
DIYING .ottt 12804,98 0.699 149,237 0.010
Interest and depreciation on CWB hopper cars 2,371,393 0.120 3,400,351 0.237
Administrative expenses 33,565,468 1.699 2,59%7,50 1.916
Interest earnings (65,258,729)3.303) ( (61,089,432) (4.256)
115,551,021 5.848 73,881,323 5.147
Earnings distributed t0 PrOQUCETS ..........ccoviiiiiiiiiiiiiiceiec e 4,115,346,254 3 208.303,738,221,385 260.459
Earnings distributed as follows
Initial payments at delivery 3,707,842,403 6 187.67 2,918,509,781 203.346
Adjustment payments.... 176,336,478 8.926 ,262,6862 46.143
Final payment............... 231,066,148 696 11. 157,283,664 10.959
ReDbate 0N PrOAUCET CAIS ... ..uiiiiiiiiiiieeiie ettt 101,225 0.005 165,325.011
4,115,346,254 208.303 3,738,221,385 260.459
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1996-97 POOL ACCOUNT—AMBER DURUM WHEAT

STATEMENT OF OPERATIONS AND

DISTRIBUTION OF EARNINGS TO PRODUCERS

for the period August 1, 1996 to completion of operations on September 30, 1997

(with prior year comparatives for the period ended September 30, 1996) EXHIBIT Il
1996-97 1995-96
Rate per Rate per
Amount tonne Amount tonne
$ $ $ $
Receipts from producers: Tonnes 3882848 3973384
REVENUE (NOLE 15).....euviriirieciiecieetirisetiet sttt 962,792,723 247.961 1,130,364,370 284.484
Deduct operating costs
Country elevator carrying charges... 11,965,467 3.082 14,386,754 3.621
Terminal storage. 5,010,878 1.290 7,956,863 2.002
Demurrage/Despatch.. 1,294,828 0.333 (781,718) (0.197)
Additional freight—to terminals 1,225,932 0.316 3,510,438 883 0.
—freight rate change 604,658 0.156 1,304,605 0.328
DIYING ettt 2,180,510 562 0. 78,839 0.020
Interest and depreciation on CWB hopper cars 466,060 0.120 941,365 0.237
Administrative expenses 6,251,570 1.610 508,004,7 2.015
Interest earnings (8,883,675) 88) (2.2 (9,334,782) (2.349)
20,116,228 5.181 26,067,114 6.560
Earnings distributed to ProduUCETS ...........ccccciiiiiiiiniii i 942,676,495 242.780 04,29712%6 277.924
Earnings distributed as follows
Initial payments at delivery 682,288,454 175.719 1,562,830 209.284
Adjustment payments.... 161,120,614 41.495 425,8085, 44.150
Interim payment...... 41,703,041 10.496
Final payment...... 99,260,014 4 2556 55,592,731 13.991
Rebate on producer cars 7,413 0.002 12,896 0.003
942,676,495 242.780 1,104,297,256 277.924
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1996-97 POOL ACCOUNT—BARLEY
STATEMENT OF OPERATIONS AND
DISTRIBUTION OF EARNINGS TO PRODUCERS

for the period August 1, 1996 to completion of operations on September 30, 1997

(with prior year comparatives for the period ended July 31, 1996)

Receipts from producers: Tonnes
Revenue (Note 15)

Deduct operating costs
Country elevator carrying charges...
Terminal storage.
Demurrage/Despatch..
Additional freight—to terminals
—freight rate change

Interest and depreciation on CWB hopper cars
Administrative expenses
Interest earnings

Earnings distributed to producers

Earnings distributed as follows
Initial payments at delivery
Adjustment payments....
Final payment
Rebate on producer cars

EXHIBIT IV
1996-97 1995-96
Rate per Rate per
Amount tonne Amount tonne
$ $ $ $
2440 097 1267781
385,966,275 158.177 266,619,989 210.304
9,362,874 3.837 4,261,033 3.361
2,462,246 1.009 1,666,050 1.314
4,090,147 1.677 283,322 0.223
1,929,869 0.791 (635,706) .501) (0
232,271 0.095 1,080,912 0.853
3,493,943 432 1. 13,027 0.010
292,886 0.120 300,360 0.237
4,163,495 1.706 362,442,2 1.926
(7,678,940)  47) (3.1  (5,970,870) (4.710)
18,348,791 7.520 3,440,364 2.713
367,617,484 150.657 ,179,6263 207.591
339,813,142 139.262 0,053,221 173.574
13,787,821 5.651 7682,304  25.481
14,006,741 5.740 10,808,345 8.526
9,780 0.004 13,233 0.010
367,617,484 150.657 263,179,625 207.591
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1996-97 POOL ACCOUNT—DESIGNATED BARLEY

STATEMENT OF OPERATIONS AND

DISTRIBUTION OF EARNINGS TO PRODUCERS

for the period August 1, 1996 to completion of operations on September 30, 1997

(with prior year comparatives for the period ended September 30, 1996) EXHIBIT V
1996-97 1995-96
Rate per Rate per
Amount tonne Amount tonne
$ $ $ $
Receipts from producers: Tonnes 2402 091 2 549 505
Revenue (Note 15) 530,873,216 221.005 620,029,297 243.196
Deduct operating costs
Country elevator carrying charges... 599,100 0.250 243,513 0.096
Demurrage/Despatch 219,284 0.091 (6,929) (0.003)
Additional freight—to terminals... 25,582 0.011 8,495 0.003
—freight rate change 152,268 0.063 (33,653) (0.013)
Interest and depreciation on CWB hopper cars 288,279 0.120 604,023 0.237
Administrative expenses 4,084,200 1.700 83,885,4 1.916
Interest earnings .. (3,043,871) 67) (1.2 (4,468,138) (1.752)
2,324,842 0.968 1,232,794 0.484
Earnings distributed t0 PrOUCETS ...........ooiiiiiiiiiiiiicciiit e 528,548,374 220.037 ,796,5638 242.712
Earnings distributed as follows
Initial payments at deliVEry..........coocuviiiiiiiiiiic e 436,485,500 181.711 3,505,482 193.569
Adjustment payments .... 65,696,042 27.350 3,9630,82 31.702
Final payment............... 15,945,563 6.638 33,696,550 13.217
Producer contract storage .... 10,421,269 4.338 ,8230,770 4.224
528,548,374 220.037 618,796,503 242.712
STATEMENT OF CASH FLOW
for the year ended July 31 EXHIBIT VI
1997 1996
$ $
Cash flow from operating activities
Cash received from the sale of grain 6,110,529,489 5,829,116,364
Interest earned ...........ccoeeviieennns 84,865,215 80,863,222
Cash paid for operating COStS ..........ccoouvreriieeennns (241,206,097) (185,484,817)
Add items not requiring an outlay of cash—depreciation 5,221,774 4,745,328
Cash flow from operating activities before working capital changes 5,959,410,381 5,729,240,097
Changes in working capital (69,001,523) 176,462,652

Cash flow from other activities
Decrease in accounts receivable—credit sales ...
Purchase of fixed assets

Net cash flow before diStriDULION ............uiiiiiiiii e

Cash distributed to producers
Cash balance undistributed in prior year
Current year balances distributed to producers prior to July 31

NEt INCIEASE IN CASN ... e m e e e e e see e e e e
Borrowings at beginning Of YEAI .........coouiiiiiiiiiiii e s e

BOITOWINGS @t €N OF YA ...ttt ettt e et 4 — £+ 211524112t enb e e enbeees

5,890,408,858

234,986,289
(13,783,833)

221,202,456

5,905,702,749

78,278,156
(1,603,649)

76,674,507

6,111,611,314

5,982,377,256

(299,275,785)
(5,593,791,723)

(524,164,822)
(5,425,218,984)

(5,893,067,508)

218,543,806
(6,459,297,949)

(5,949,383,806)

32,993,450
(6,492,291,399)

(6,240,754,143)

(6,459,297,949)
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STATEMENT OF ADVANCE PAYMENTS TO PRODUCERS
UNDER THE PRAIRIE GRAIN ADVANCE PAYMENTSACT

asat July 31 EXHIBIT VII
1997 1996
Cash Advances Balance to Balance to
advances to repaid by be refunded be refunded
producers producers by producers by producers
$ $ $ $
Balance to be refunded by producers
1988-89 and prior crop years.... 4,705,363,450 4,694,983,915 10,379,535 10,626,032
1989-90 crop year ... 144,260,874 141,956,590 2,304,284 2,516,948
1990-91 crop year ... 1,461,790,445 1,453,627,144 8,163,301 8,754,814
1991-92 crop year ... 1,163,737,749 1,154,360,881 9,376,868 10,466,755
1992-93 crop year ... 1,081,150,782 1,069,192,498 11,958,284 14,200,245
1993-94 crop year ... 819,208,984 800,000,176 19,208,808 25,861,434
1994-95 crop year ... 524,197,302 521,172,972 3,024,330 7,042,617
1995-96 crop year ... 542,198,368 538,740,829 3,457,539 67,176,060
1996-97 crop year ... 874,948,103 707,692,901 167,255,202
11,316,856,057 11,081,727,906 235,128,151 146,644,905
Interest costs payable by Government of Canada
Interest costs payable by Government of Canada........ 383,367,301 374,263,690
Deduct amounts received from Government of Canada (382,920,379) (373,549,555)
446,922 714,135
Interest charges payable by producers
Regular interest payable by producers 30,390,986 29,376,803
Deduct amounts received from producers (28,602,831) (25,587,645)
1,788,155 3,789,158
Default interest
Interest received from producers on default payments.... (33,761,679) (32,161,743)
Deduct amounts forwarded to the Government of Canada..... 31,552,114 26,860,281
(2,209,565) (5,301,462)
Deduct balance of funds received from
Government of Canada to cover advance payments in default (71,878,188) (90,984,373)
Line elevator companies to cover advance payments in default.... (1,466,902) (1,903,388)
Line elevator companies to cover current adVanCeS............coeeveeerrenreveeseenerenns (233,338) (307,192)
(73,578,428) (93,194,953)
161,575,235 52,651,783

Since the 1990-91 crop year, the producer pays interest on the part of the cash advance that is in excess of $50,000, and the Government of Canada pays interest on
advances up to $50,000 (except 1993-94 when the producer paid interest on the part of the cash advance that was in excess of $60,000 and was required to pay the
first 2.25% interest on advances up to $60,000). During the 1989-90 crop year, the producer was required to pay all of the interest on the cash advance. Prior to this,

the Government of Canada paid all of the interest.
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STATEMENT OF ADMINISTRATIVE AND GENERAL EXPENSES

AND ALLOCATIONS TO OPERATIONS

for the year ended July 31 EXHIBIT VIII
1997 1996 1997 1996
$ $ $ $
Administrative and general expenses Allocation to operations
AdViSOry COMMILLEE .....c.covveveeeieiieicceees 212,019 258,516 Marketing of producers’ grain
Annual report, Grain Matters and other 1996-97 pool accounts
CWB publications. 731,974 544,783 —Wheat 19,306,864
Area representatives 375,485 299,377 —Durum.. ...443,9753,
Audit fees ............... 163,000 153,000 —Barley.......
Bonds and insurance.. 60,701 57,469 —Designated barley
Car Allocation Policy Group—CWB share 1995-96 pool accounts
of operating eXpenses ..........ccceecvveevinnnnn, 35,000 12,347,138 15,037,940
Canadian International Grains 3,768,713 4,163,157
Institute—CWB share of 1,090,647 1,328,331
operating eXPENSES.......c.ccvvveeiieiiieeriinenns 1,623,164 1,400,333 —Designated barley............cccccooeveiinns 2,193,290 2,671,272
Communications and information................. 195,818 262,746 1994-95 pool accounts
Computing equipment—rentals 12,315,958
and services 5,762,260 2,953,633 3,422,165
Depreciation on automobiles, buildings —Barley 891,399
computer equipment and systems, —Designated barley 1,926,933
furniture and equipment ...........ccoceveiineene 2,559,696 1,852,188 Cost allocated to pool accounts
District meetings 21,947 21,204 based on relative tonnage..............cceenee ,882,5936 41,757,155
Human resources—salaries 21,386,370 21,000,991 Distributing final payments to producers
Human resources—employment insurance, 1989-90 to 1995-96 pool accounts
pension, group insurance, medical (1989-90 to 1994-95 pool accounts for the
and other employee benefits 4,882,949 5,139,259 prior year)
Human resources—recruitment 252,863 71,026 —Wheat 327,032 61 441,3
Human resources—training and —Durum...... 91,620 124,417
development 203,665 320,134 —Barley.......cccceeenes 65,020 81,228
Legal fees and court costs. 376,808 21,800 —Designated barley.... 58,11817 69,0
Management consulting 482,812 534,912 Cost allocated to payment accounts
Manitoba Health and based 0N activity .........cccoeereiiiiiiciiiieiiiecs 541,790 716,023
Education Tax 472,799 484,452
Office and miscellaneous 1,195,881 927,563
Postage..... 934,771 1,042,426
Printing, stationery and supplies. 539,379 567,978
Publications and subscriptions 325,800 274,182
Rental and lighting of offices,
including maintenance of The Canadian
Wheat Board building...........ccccceevenrennene. 2,059,766 2,075,693
Repair and rental of office equipment 309,214 237,602
Telecommunications... 753,458 668,895
Travelling and transfer of staff 1,506,784 1,303,016

47,424,383 42,473,178

47,424,383 42,473,178

Canadian Wheat Board, The

A-173




STATEMENT OF SPECIAL ACCOUNT TRANSACTIONS

for the year ended July 31 EXHIBIT I1X
1997 1996
$ $
Balance of special account at beginning of year ....... 3,235,545 2,484,872
Add transfer to special account from payment accounts authorized by Order-in-Council ... 1,360,539
3,235,545 3,845,411
Deduct expenditures authorized by Order-in-Council noted below... (562,076) (609,799)
Deduct payments to producers against old payment accounts (11,040) (67)
Balance of special aCCOUNt @ €N OF YEAK ........cueiiiriiiiiteirerieie ettt b ettt se et et e se b e s ne b se s saeneneas 2,662,429 3,235,545
Details of Expenditures:
Unexpended Authorized Unexpended Expended
Authorized by asat crop year asat crop year
Order-in-Council Description of purpose July 31, 1996 1996-97 July 31, 1997 1996-97
$ $ $ $
P.C. 1994-1305 Market
P.C. 1995-2202 development ... 335,783 179,229 156,554
P.C. 1995-2203 Canadian International
P.C. 1996-1358 Grains Institute
—capital expenditures 115,000 59,478 55,522
P.C. 1990-1538 Scholarship program .................. 44,024 305,976 350,000
494,807 305,976 238,707 562,076

As at July 31, 1997 there were unexpended authorizations totalling $238,707 leaving an unallocated balance of $2,423,722.
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NOTESTO FINANCIAL STATEMENTS
(the following are an integral part of the financial statements)

1. Act of incorporation and mandate

The Canadian Wheat Board (CWB) was established by
the Canadian Wheat Board Act, a statute of the Parliament
of Canada. The CWB was created as an agent of Her
Majesty in right of Canada for the purpose of marketing in
an orderly manner, in inter provincial and export trade,
grain grown in Western Canada. The CWB is accountable
for its affairsto Parliament through the Minister
responsible for the Canadian Wheat Board.

2. Summary of significant accounting policies
() Results of operations

The annual accounts at July 31 include the final
operating results for all pool accounts for the crop year
ended July 31, where marketing operations have been
completed before the issuance of the annual report for
that year. In determining the financial results for such
pools, the accounts of the CWB at July 31 include:

(i) Stocksof grain on hand at July 31 at the values
which were ultimately received as sale proceeds.

(i) Provision for all expensesincurred or to be
incurred in the process of marketing these stocks
of grainincluding a charge for the portion of
administrative and general expenses incurred
subsequent to July 31 but relating to this
marketing activity. Expenses related to marketing
activities carried out subsequent to July 31 are
included in accounts payable and accrued
expenses. The expenses included are carrying
charges, storage, interest, rail freight and other
transportation charges, and administrative costs,
together with all other sundry expenses incurred
during the period.

(i) Balances not yet distributed to producers at
July 31 where marketing operations have been
completed for the 1996-97 pool accounts are
included in Liability to Producers.

(b) Allowances for losses on accounts receivable from
credit sales

The Government of Canada guarantees the principal
and interest of both the accounts receivabl e resulting
from sales made under the Credit Grain Sales Program
and the CWB's borrowings incurred to finance these
accounts receivable. Because of these guarantees, the
CWB is not at risk should any of the unpaid amounts
prove to be uncollectible. For credit sales made
outside of the Credit Grain Sales Program, the CWB
has entered into arrangements with a Canadian
financial institution to guarantee that the CWB has no
credit risk. Therefore, no provision is made by the
CWB with respect to the possibility of debtors
defaulting on their obligations.

Canadian Wheat Board, The

(c) Fixed assets and depreciation

Fixed assets are recorded at cost and depreciated on a
straight line method over their expected useful life as
follows:

Computer equipment and systems 1to10years
(to /20 residual value)

Automobiles 2 years
(to 1/3 residual value)

Building and office alterations 3years
Office furniture and egqui pment 10 years
Hopper cars 30 years
Building 40 years

(d) Translation of foreign currencies

Sales contracts denominated in foreign currencies are
hedged by forward exchange contracts and are
trandlated into Canadian dollars at the rates provided
therein. Other income and expenses are trand ated at
the daily exchange rates in effect during the year.

Assets and liabilities denominated in United States
dollars are translated at the exchange rate in effect at
the balance sheet date. The CWB hedges its United
States dollar assets and liabilities on atotal portfolio
basis. It isthe CWB's policy to manage these assets
and liabilitiesin order to minimize net exposure to
foreign currency fluctuations. Exchange adjustments
arising from conversion of amounts due from foreign
customers and borrowings are included in interest
earnings.

Medium term notes issued by the CWB in currencies
other than the Canadian or United States dollar are
hedged by currency swap agreements and are
trandated into Canadian or United States dollars at the
rates provided therein.

(e) Hedging of anticipated future transactions

The CWB has entered into wheat future and option
contracts to price a portion of anticipated sales. The
CWB has also entered into foreign exchange forward
and option contracts in order to manage the foreign
exchange risk of a portion of anticipated sales. The
gains and losses on these contracts form part of the net
sales price and are recognized in income as an
adjustment to sales revenue in the same period as the
sales being hedged.
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NOTES TO FINANCIAL STATEMENTS—Continued

(f)

(@)

(h)

Interest and bank charges

Interest expense and bank charges incurred by the
CWSB in financing its activities and interest revenue
earned are calculated on a full accrual basis. Interest
expense and revenue are netted which is consistent
with the requirement under ti@anadian Wheat

Board Act that such amounts be treated as charges or
recoveries of operating costs. Net interest earnings
includes interest earnings and expenses related to
accounts receivable, bank charges, transaction and
program fees on borrowing facilities, and interest
earned on each pool account during the pool period
and until final distribution to mducers.

Administrative and general expenses

Administrative and general expenses, except for that
portion of such expenses attributable to distributing
final payments to producers, are allocated to the
various pool accounts to which the services relate on

the basis of the relative tonnage. Expenses attributable

to final payments are allocated on the basis of the
number of producers receiving payments from the
various pool accounts.

Post-employment benefits

Benefits provided to employees upon retirement or
termination are recognized in thecounts as they are
earned by the employees. Thewoaued balance as at
July 31, 1993 was $7,980,330, which is being
amortized on a straight line basis over ten years
commencing with the 1993-94 crop year. The
unaccuoed balance at July 31, 1997 is $4,788,198
(1996—%5,586,231).

3. Accounts receivable from credit sales

The status of accounts receivable from credit sales is as

follows:
1997 1996
$ $
Due from foreign customers
Current 226,758,452 410,285,821
Overdue. 578,518,611 542,894,695
Subject to a Paris Club
rescheduling .........ccccvuvenens 283,364,048 137,842,737
Rescheduled........cocveurenennee 5,276,890,424  5,430,839,079
6,365,531,535  6,521,862,332
Due from Government
of Canada...........coouvcieinninens 52,759,975 131,415,467
6,418,291,510  6,653,277,799
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Amounts that are current include balances receivable of
$22,100,819 (1996—%$80,376,397) arising from credit sales
made outside of the Government of Canada guaranteed
Credit Grain Sales Program.

The accounts receivable from credit sales mature as
follows:

1997 1996
$ $
Within

373,523,321 322,340,339
63,088,244 237,822,995
95,019,027 338,310,972
123,318,138 342,260,933
206,659,378 296,221,345
4,978,164,791  4,573,426,520
578,518,611 542,894,695
6,418,291,510  6,653,277,799

Amounts due from foreign customers

These accounts receivable arise from sales of grain to
Algeria, Brazil, Egypt, Ethiopia, Haliti, Iran, Irag, Jamaica,
Pakistan, Peru, Poland, Russia and Zambia. The terms call for
payment in full within 36 months or less from time of
shipment, except for Algeria, Brazil, Egypt, Ethiopia, Haiti,
Jamaica, Peru, Poland, Russia and Zambia where the CWB,
together with the Government of Canada, has agreed to
reschedule certain receivables beyond their original maturity
dates. All the reschedulings are arranged by the Paris Club, a
forum through which the governments of debtor and creditor
countries establish mutually agreed terms for the rescheduling
and/or reduction of debts owed to the creditor governments and
their agencies. Terms of such reschedulings vatyngdor
payment of interest and the rescheduled debt for periods
ranging from 5 to 25 years.

Of the $6,365,531,535 (1996—$6,521,862,332) principal
and accrued interest due from foreign customers,
$4,490,063,911 (1996—%$4,597,347,569) represents the
Canadian equivalent of $3,258,391,808 (1996—
$3,343,768,688) repayable in United States funds.

Due from the Government of Canada

In addition to debt relief by means of extending the payment
terms, the Government of Canada has in certain cases agreed to
provide various levels of debt reduction, through the Paris
Club, to customer countries who have rescheduled amounts
owing to the CWB. Under the debt reduction arrangements,
payment of amounts owing to the CWB is divided on an
agreed basis between the debtor country and the Government
of Canada. The amount of $52,759,975 reflects the amount due
from the Government of Canada as at July 31, 1997 under
these debt reduction agreements.

Of the $52,759,975 (1996—$131,415,467) accrued interest
due from the Government of Canada, $28,922,874 (1996—
$39,619,072) represents the Canadian equivalent of
$20,989,023 (1996—%28,815,966) repayable in United States
funds.
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NOTES TO FINANCIAL STATEMENTS—€ontinued
4. Stocks of grain

Stocks of grain at July 31 are reported at the value
ultimately received as sales peetls as follows:
1997 1998
$ $

1,166,874,727 840,641,828
329,674,513 452,585,664
107,241,670 70,071,525

78,346,114 69,311,513

1,682,137,024  1,432,610,530

5. Deferred and prepaid expenses

Deferred and prepaid expenses of $38,127,819 (1996—
$51,440,276) includes prepaid costs of moving inventory to
eastern export positions of $18,063,545 (1996—
$20,983,031), deposits on commodity margin accounts of
$5,431,555 (1996—%$1,871,049), foreign exchange options
premiums applicable to subsequent pool accounts of
$5,395,248 (1996—$0), purchase options on leased hopper
cars of $5,137,335 (1996—$5,137,335), net results of
commodity hedging activities applicable to suhsey
pool accounts of $3,320,546 (1996—%$21,258,841), and
other deferred and prepaid expenses of $779,590 (1996—
$2,190,020).

6. Fixed assets

1997 1996
Net Net
Accumulated book book
Cost depreciation value value
$ $ $ $
Hopper cars 86,752,287 50,606,894 36,145,393 39,057,399
Computer equipment and systems 20,080,067 7,295,320 12,784,747 1,476,203
Office furniture and equipment ... 4,774,559 2,798,416 1,976,143 1,890,337
BUIING c.vvevvoeeeeee e 4,572,956 3,768,450 804,506 904,893
Building and office alterations 1,882,190 1,283,568 508,622 440,221
AUtOMODIIES.....ovrevverenes 588,066 231,827 356,239 393,874
Leasehold improvements. 73,659 14,323 59,336
118,723,784 65,998,798 52,724,986 44,162,927
Two thousand hopper cars were purchased by the CWB
in 1979-80 having an original cost of $90,555,623. Of
these 2,000 cars, 84 cars have been wrecked and
dismantled leaving 1,916 still in the fleet. The CWB is
reimbursed for destroyed cars under an operating
agreement with the Canadian National Railway.
7. Borrowings
Details of these borrowings are as follows:
1997 1996
$ $
Short term debt instruments
and 08NS ....vvveeevrnreenees 5,760,845,131  5,923,783,101
Medium term debt
INSrUMENtS.....ooovvonneeees 479,909,012  535514,848
6,240,754,143  6,459,297,949
Canadian Wheat Board, The A-177
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These borrowings fund the following:

1997 1996
$ $
Funds on deposit from
ordinary operations........... (177,537,367)  (193,979,850)

Borrowings to finance
6,418,291,510 6,653,277,799

6,240,754,143  6,459,297,949

Of the total short term borrowings $3,944,082,032
(1996—%4,069,850,631) represents the Canadian
equivalent of $2,862,178,543 (1996—$2,960,106,648)
repayable in United States funds after giving effect to
currency swaps. Of the medium term borrowings,
$479,909,012 (1996—$535,514,848) represents the
Canadian equivalent of $348,264,885 (1996—
$389,493,671) repayable in United States funds after
giving effect to cross-currency interest rate swaps.

The CWB's borrowings are undertaken with the
approval of the Minister of Finance. Such borrowings
constitute direct obligations of the CWB and as such
constitute borrowingandertaken on behalf of Her Majesty
in Right of Canada.

Accrued expenses aadcounts payable

1997 1996
$ $
Expenses incurred
subsequent to July 31 for
marketing activities on
behalf of the current
year pool accounts............. 62,555,310 38,544,905
Deferred salesrevenue............ 30,642,331 33,577,806
Accounts payable.................... 12,574,974 35,834,294
105,772,615 107,957,005
Liability to agents of the CWB
1997 1996
$ $
For grain purchased from
producers.............. 1,191,064,200 957,709,932
For deferred cash tick 173,258,169 202,006,228
1,364,322,369 1,159,716,160

Grain purchased from producers

Grain companies, acting in the capacity of agents of the
CWB, accept deliveries from producers at country
elevators and pay the producers on behalf of the CWB
based on the CWB's initial price in effect. Settlement is not
made by the CWB for these purchases until delivery to the
CWB is completed by its agents at terminal or mill
position.
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Liability to agents for grain purchased from producers
represents the amount payable by the CWB to its agents for
6 648 763 (1996—3 951 298) tonnes of grain on hand at
country elevator points and in transit at July 31 for which
delivery to and settlement by the CWB is to be completed
subsequent to the year end date.

Deferred cash tickets

Grain companies, acting in the capacity of agents of the
CWB, deposit with the CWB in trust an amount equal to
the deferred cash tickets issued for CWB grain. These
funds are returned to the grain companies to cover
producer-deferred cash tickets maturing predominantly
during the first few days of the following calendar year.

Liability to producers

1997 1996
$ $
Outstanding producer
cheques at July 31
177,196,112 153,398,037
112,295,373 64,589,683
Barley ... 3,169,751 8,899,593
Designated barley. 50,269,393 19,067,706
(O SRR 3,021
342,930,629 245,958,040
Undistributed earnings to
producers
WheEat.......cnveeuierricrricinnns 231,167,373 157,448,989
Durum 99,267,427 97,308,668
Barley 14,016,521 10,821,578
Designated barley 15,945,564 33,696,550
360,396,885 299,275,785
703,327,514 545,233,825

Provision for final payment expenses

The amount of $8,108,840 (1996—$5,805,860)
represents the balance of the CWB's reserve for final
payment expenses of pool accounts that have been closed.
Six years after particular accounts have been closed, the
remaining reserves for these pools may be transferred to
the Special Account by Order-in-Council.

Special account—net balance of undistributed
payment accounts

In accordance with the provision of Section 39 of the
Canadian Wheat Board Act, the Governor in Council may
authorize the CWB to transfer to a Special Account the
unclaimed balances remaining in payment accounts which
have been payable to producers for a period of six years or
more. In addition to providing for payment of proper
claims from producers against these old payraeobunts,
the Section further provides that these funds shall be used
for purposes as the Governor in Caoingoon the
recommendations of the CWB, may deem to be for the
benefit of producers.

Canadian Wheat Board, The
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14.

. Lease commitments

The CWB, as an agent of Her Majesty in Right of
Canada, leases 2,000 covered hopper cars for the
Government of Canada. All lease costs are recoverable
from the government and are not a charge to the operations
of the CWB. Total payments associated with leases in the
year ended July 31, 1997, amounting1®,889,422
(1996—%20,248,521) have been recovered by the CWB.
Lease terms are for 20 and 25 years.

Off balance sheet financial instruments

The CWB enters into interest rate hedging transactions
to manage its funding costs and to implement asselitjabi
management strategies. These transactions are designed to
reduce the CWB's exposure to mismatches in revenue and
expenses resulting from fluctuations in interest rates and
foreign exchange. These transactions include interest rate
swap contracts, cross-currency interest rate swap contracts
and currency swap contracts.

The CWB also transacts foreign exchange forwards,
swaps, and options with financial institutions with the
objective of hedging currency exposure arising primarily
from grain sales. By hedging the CWB's currency
exposure, risk arising from adverse currency movements is
reduced.

As at July 31, the total notional amount of these off
balance sheet financial instruments, all either maturing or
rate re-setting within one year, is as follows:

Interest rate contracts
Single-currency interest rate swaps...
Cross-currency interest rate swaps
Currency swaps

Foreign exchange contracts
Foreign exchange forwards
Foreign exchange swaps.........
Foreign exchange purchased options. .
Foreign exchange sold OptionS..........c.ceeeevnciininicnnns et ———

The fair value of interest rate contracts refers to the net
present value of expected future cash flows based on
current market rates. These values have been derived using
various methodologies including net present value analysis
and quoted market prices where available. The fair value of
foreign exchange contracts refers to the market value of
forward contracts and the replacement value of options
contracts. These estimates of fair value are extensively
affected by the assumptions used and as such, should not
be interpreted as realizable values in an immediate
settlement of the instruments.

Canadian Wheat Board, The

1997 1996
Notional Fair Notional Fair
amounts value amounts value
$ $ $ $
384,875,400 (760,671) 695,699,400 212,124
300,769,012 4,968,204 123,044,848 9,747,822
710,413,893 (29,625,867) 939,752,294 20,415,627
1,396,058,305 (25,418,334) 1,758,496,542 30,375,573
969,526,082 (2,949,600) 886,026,683 (3,577,603)
158,670,547 1,882
1,059,682,000 10,396,500 27,498,000 97,000
784,082,000 (1,674,550) 27,498,000 (128,000)
2,971,960,629 5,774,232 941,022,683 (3,608,603)
4,368,018,934 (19,644,102) 2,699,519,225 26,766,970

A-179




NOTES TO FINANCIAL STATEMENTS—Continued

The CWB manages its exposure to the risk of non-
performance by the counter party by contracting only with
financial institutions having a credit rating which complies
with the Financial Risk Management Guidelines approved
by the Board of Commissioners and submitted to the
Department of Finance. The CWB's maximum credit risk
exposure at July 31, 1997 for these classes of financial
instruments is calculated as $21,366,996 (1996—
$32,465,224). Credit exposure is calculated as the sum of
all positive fair values for these classes of financial
instruments as of July 31.

15. Sales
Net sales are calculated as follows:

(a) Wheat pool account

1997 1996
Tonnes Amount Tonnes Amount
$ $
Completed sales to July 31 16 824 059 3,917,408,522 12998 103 3,375,684,928
Sales shipped subsequent to July 31 6122735 1,166,874,727 3157890 840,641,828
Weight losses in transit and in drying.. 34764 716
22981 558 5,084,283,249 16 156 709 4,216,326,756
Deduct
Grain acquired from other than ProduCers...........cocoveienineriicceiennecnens 67 090 12,744,146 78 901 17,486,232
Sales used to value prior POOI 8CCOUNE.........c.cierirereereeeirereeieeeese s 3157890 840,641,828 1725355 386,737,816
Net SAleS Of WHERL ... 19 756 578 4,230,897,275 14 352 453 3,812,102,708
The disposition of wheat stocks in tonnes is segregated
as follows:
2439 607 1674677
Export sales......... 18 209 498 11 323 426
Sales to subseguent pool account. 2297 689 3157 890
Weight losses in transit and in drying 34764 716
22981 558 16 156 709
(b) Durum pool account
1997 1996
Tonnes Amount Tonnes Amount
$ $
Completed SAleSt0 JUIY BL......c.cciiiiiicnii s 3587073 862,701,240 2936 915 905,424,146
Sales shipped subsequent to July 31.... 1285 549 329,674,513 1836 819 452,585,664
Weight losses in transit and in drying.. 10218 1736
4882840 1,192,375,753 4775 470 1,358,009,810
Deduct
Grain acquired from other than producers 20961 4,271,236 27 117 6,294,013
Sales used to value prior pool account 979 031 225,311,794 774 969 221,351,427
NEt SAES Of DUIUM.....cueniteniiieieirieeee ettt et 3882848 962,792,723 3973384 1,130,364,370
The disposition of durum stocks in tonnes is segregated
as follows:
DOMESLIC SAIES.......cueeteiiririeieeriei ettt 194 774 222 750
Export sales 4096 920 3571953
Sales to subsequent pool account. 580 928 979 031
Weight losses in transit and in drying 10218 1736
4882 840 4775 470
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(c) Barley pool account

Completed SAlESTO JUIY 3L ...t
Sales shipped subsequent to July
Weight losses in transit and in drying..

Deduct
Grain acquired from other than producers
Sales used to value prior pool account

Net SAlES Of DATEY ...

The disposition of barley stocks in tonnes is segregated
as follows:

Domestic sales..

Export sales.........
Sales to subsequent pool account.
Weight losses in transit and in drying

(d) Designated barley pool account

Completed sales to July 31
Sales shipped subsequent to July 31....

Deduct
Grain acquired from other than producers
Sales used to value prior pool account

Net sales of designated Darley ...

The disposition of designated barley stocks in tonnes is segregated

as follows:

Domestic sales.
Export sales.........
Sales to subsequent pool account.

Restatement of prior year's balances

Certain of the prior year's balances have been restated to
conform with the current year's presentation.

Canadian Wheat Board, The

1997 1996
Tonnes Amount Tonnes Amount
$ $
2092 668 351,797,407 931 288 202,268,278
739671 107,241,670 379501 70,071,525
8989 51
2841328 459,039,077 1310840 272,339,803
21730 3,001,277 15250 2,615,715
379501 70,071,525 27 809 3,104,099
2440 097 385,966,275 1267781 266,619,989
4315 16 825
2279935 914 463
548 089 379 501
8989 51
2841328 1310840
1997 1996
Tonnes Amount Tonnes Amount
$ $
2005173 457,492,403 2264 045 550,992,796
417 487 78,346,114 286 555 69,311,513
2 422 660 535,838,517 2550 600 620,304,309
2294 360,701 1095 275,012
18 275 4,604,600
2402 091 530,873,216 2549 505 620,029,297
372017 337 587
1988 464 2194738
62 179 18 275
2 422 660 2 550 600
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CAPE BRETON DEVELOPMENT CORPORATION

AUDITOR'S REPORT
TO THE MINISTER OF NATURAL RESOURCES

| have audited the balance sheet of Cape Breton
Development Corporation as at March 31, 1998 and the
statements of operations, deficit and equity, and changesin
financial position for the year then ended. These financial
statements are the responsibility of the Corporation’s
management. My responsibility isto express an opinion on
these financial statements based on my audit.

I conducted my audit in accordance with generally accepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements. An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

BALANCE SHEET AS AT MARCH 31, 1998
(in thousands of dollars)

In my opinion, these financia statements present fairly, in
all material respects, the financial position of the Corporation
asat March 31, 1998 and the results of its operations and the
changesin itsfinancial position for the year then ended in
accordance with generally accepted accounting principles. As
required by the Financial Administration Act, | report that, in
my opinion, these principles have been applied, except for the
change in accounting policy for workers’ compensation costs
as explained in Note 4 to the financial statements, on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€ape Breton Devel opment Corporation Act
and the by-laws of the Corporation.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada

May 20, 1998

(except as to Note 4 which
is as of June 12, 1998)

ASSETS 1998 1997
Current assets
[0S £ OO 4,005 9,611
Accounts receivable, net (Note5)............... 25,300 20,346
Inventories
COal ... 2,278 11,231
Operating materials and supplies........... 7,998 8,364
39,581 49,552
Capital asSets (NOE 6) .......vveureerrrercrererererinnennns 121,740 140,146
Deferred pension costs (NOte 7) .........cceueeenee 58,054 62,862
219,375 252,560

LIABILITIES 1998 1997
Current liabilities
Accounts payable and accruals................... 24,785 32,342
Corporate taxes payable (Note 12).............. 4,236 3,846
Current portion of long term provisions
(Notes4, 8and 9)........coccvvvriveeireiiiinns 25371 11,895
54,392 48,083
Provision for early retirement and
restructuring (NOte 8)........c.cuvieerieveericnenns 104,899 105,548
Provision for environment (Note 9) ............... 20,591 20,559
Provision for Workers’ Compensation
(NOLE 4)..e e 126,239
306,121 174,190
DEFICIT
Repayable appropriations from future
profits (Note 10) .....cccvvvviiiiiiiiiciiicies 65,605 43,500
Equity (Deficit) of Canada .........c.cceoereeveenns (152,351) 34,870
(86,746) 78,370
219,375 252,560

Going concern (Note 2).
Commitments and contingencies (Note 11).

Approved on behaf of the Board:

JOSEPH SHANNON
Director

JOSEPH M. MacMULLEN
Director
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STATEMENT OF OPERATIONS
YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Revenue 167,917 167,299
Expenses
Cost of product SOId .........cceeereureeeneeeeneenens 138,536 126,225
External freight 4,846 4,156
General and administrative.............coocveeneene 7,143 7,525
Amortization, 26,223 25,925
176,748 163,831
Profit (loss) from current operations............... (8,831) 3,468
Deduct
Workers’ Compensation and
pensions (Notes 4 and 7) 15,486 23,256
Early retirement and restructuring (No
8).i s 17,899 10,043
Write-down of capital assets
(NOEE 6) .ovvereiicrcccc 4,876
38,261 33,299
Loss before taxes..... (47,092) (29,831)
Corporate taxes (Note 12) 390 310
Loss before change in
accounting POICY.......ccocovrcrrcrrcereeeen (47,482) (30,141)
Change in accounting policy for Workers’
Compensation (Note 4) .........ccoceevvveriinenne 139,739
Loss for the year ...........ccoeevveviniiiniicieee, (187,221) (30,141)
STATEMENT OF DEFICIT AND EQUITY
YEAR ENDED MARCH 31, 1998
(inthousands of dollars)
1998 1997
Balance of Equity, beginning of year
Repayable appropriation from
future profits...... 43,500
Equity of Canada 34,870 65,011
78,370 65,011
Add (deduct)
Repayable appropriation from
future profits received
during the year..... 22,105 43,500
Equity of Canada—Ioss for the year ... (187,221) (30,141)
(165,116) 13,359
Balance of Equity (Deficit),
end of year
Repayable appropriations from
future profits 65,605 43,500
Equity (Deficit) of Canada (152,351) 34,870
(86,746) 78,370

Cape Breton Development Corporation

1998 1997
Net inflow (outflow) of cash related to the
following activities
Operating
Loss for the year.........cccovevevenenenciencnene (187,221) (30,141)
Items not affecting cash
Amortization of capital assets..... 26,223 25,925
Gain on disposal of assets .. (806)
Write-down of capital assets 4,876
Early retirement and
ESIIUCTUNING ..o 17,899 10,043
Pension expense..........ccccvvvieniniieenens 4,931 10,871
Change in accounting policy for
Workers’ Compensation.................... 139,739
Changes in non-cash operating
working capital iten ..., (2,802) 8,177
3,645 24,069
Payments for early retirement and
EStIUCTUNING ..o (16,979) (15,565)
Payments for environmental
projects (1,561) (1,637)
Pension contributions.... (123) (27,826)
(15,018) (20,959)
Financing
Decrease in working capital
AAVANCES.....viiiiiiiieiccee e (15,000)
Receipt of repayable appropriation from
future profite.......ccovevieniine, 22,105 43,500
22,105 28,500
Investing
Purchase of capital assets (12,693) (8,147)
Proceeds from sale of capital assets.... 1,244
(12,693) (6,903)
Net inflow (outflow) of cash (5,606) 638
Cash, beginning of the year.. 9,611 8,973
Cash, end of the year..... 4,005 9,611
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NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1. Authority and objectives

The Corporation was established in 1967 for the purpose
of reorganizing and rehabilitating the coal industry on Cape
Breton Island, pursuant to the Cape Breton Development
Corporation Act. Its corporate mission is “to become a
profitable coal mining company”.

The Corporation, an agent of Her Majesty, is listed as a

Schedule lll, Part |, corporation for purposes of the
Financial Administration Act. The Corporation is carrying
out restructuring activities as approved in the 1996/97 to
2000/01 Corporate Plan and revised in the 1997/98 to
2001/02 Corporate Plan approved by the Governor in
Council. The Government of Canada is providiagding
support for these activities by means of repayable
appropriations from future profits (see also Note 10). As a
result, the Corporation is esomically dependent on the

Government of Canada for funding it receives through this

arrangement.

Repayable advances from the Government of Canada
are also provided for working capital purposes to a limit of
$50,000, as provided for in ti@ape Breton Devel opment
Corporation Act.

The Corporation is subject to provisions of theome
Tax Act.

2. Going concern

These financial statements have been prepared in
accordance with generally accepted accounting principles
applicable to a "going concern”, which assume that the
Corporation will contiue in operation for the foreseeable

future and will be able to realize its assets and discharge its

liabilities in the normal course of operations.

The Corporation’s objective is to be self-sufficient.
Until March 31, 1995, it had received annual financial
support from the Government of Canada in the form of
non-repayable appropriations. In order to fund corporate
restructuring, the Government of Canada provided the

Corporation with repayable appropriations during 1997 and
1998, totalling $65,605. The restructuring was approved by

the Governor in Council in the 1996/97 to 2000/01
Corporate Plan with revisions approved in the 1997/98 to
2001/02 Corporate Plan. Additional repayable
appropriations of $3,358 are projected to be received in
1998/99. The repayable appropriations are to be repaid

from projected future profits and cash surpluses, according

to set terms, beginning in 1999/00. The Corporation is
currently operating according to a one year Capital and
Operating budget for 1998/99. The Corporation is

conducting seismic and geological studies to determine the
future operations and viability of one of its main assets, the

Phalen Colliery. Therefore, finalization of decisions

beyond one year has been postponed pending completion
of these studies. A five-year Corporate Plan for 1998/99 to

2002/03 will be submitted after these studies are
completed.
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The Corporation has experienced significant geological
and mining problems, mainly with the Phalen Colliery,
including roof collapses, water inflows, sandstone
conditions, and rock-gas outburst conditions, which result
in uncertainty regarding the economic recovery of the coal
reserves. During the year, a roof fall caused an extended
shutdown of operations at Phalen Colliery resulting in a
significant shortfall from planned production and
development targets. The ability of the Corporation to meet
the forecasts in its approved Corporate Plan is largely
dependent on achieving these key performance targets.

The ability of the Corporation to continue as a going
concern is dependent on its ability to become profitable in
the period outlined in its approved Corporate Plan, on the
viability of the Phalen Colliery and on the Government of
Canada’s continuing financial support to meet certain
obligations and commitments as they come due. These
financial statements do not include any adjustments to the
amounts recorded as assets, liabilities and equity which
would be required if the Corporation was not able to
continue as a going concern.

. Accounting policies

(a) Repayable appropriation from future profits

Parliamentary appropriations from the Government of
Canada that are repayable from future profits are
recorded as Equity.

(b) Management estimates

The preparation of financial statements in conformity
with generallyaccepted a@unting principles requires
management to make estimates and assumptions that
affect the reported amount of assets, liabilities,
revenues, expenses and the disclosure of contingent
liabilities at the date of the financial statements.
Despite the use of the Corporation’s best estimates, it
is reasonably possible that the amounts for the
following balance sheet items and related expenses
could change materially in the near term: Workers’
Compensation costs (see also Note 4), the net book
value of capital assets (see also Note 6), provision for
early retirements and restructuring (see also Note 8),
and provision for environment (see also Note 9).

(c) Fair values

The fair values of financial instruments are determined
as follows:

Current portion of provision for early retirement and
restructuring—using cash flows of estimated future
payments without discounting (see also Note 8).

Cape Breton Development Corporation




NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Continued

(d)

(e)

(f)

Provision for early retirement and restructuring—

using discounted cash flows of estimated future
payments for early retirements, based on current
interest rates. The component for standby maintenance
is based on estimated future net cash flows, without
discounting (see also Note 8).

Provision for environment—using estimated future
payments, without discounting (see also Note 9).

Repayable appropriation from future profits—based
on principal amount received, without discounting (see
also Note 10).

Workers’ compensation benefits—the lidtlyifor

future workers’ compensation costs related to past
incidents is recorded in the financial statements based
on an actuarial extrapolation of the December 31,
1995 actuarial valuation (see also Note 4).

Inventories

Coal—is valued at the lower of full cost and net
realizable value, based on net expected future contract
price.

Operating materials and supplies—are valued at the
lower of cost, determined on a weighted-average basis,
and net realizable value.

Capital assets

Capital assets are valued at the lower of cost less
accumulated amortization and the estimated net
recoverable amount. The Corporation has provided
amortization on its capital assets based on their
estimated remaining useful lives, using the straight-
line method of calculation, as follows:

Prince Colliery 2-20 years
Phalen Colliery 2-8 years
Coal Preparation Plant 15 years
Devco Railway 4-20 years
Other assets 4-20 years

All costs related to the exploration and development of
the Donkin-Morien Development project have been
expensed in prior years because the future economic
benefits of the project were uncertain.

Foreign currency translation

Monetary assets and lialbiés are translated at
exchange rates in effect at the balance sheet date.
Revenue and expenses are translated at the rate of
exchange previing on the transaction date. The
resulting foreign currency gains and losses are
included in the results of operations.

Cape Breton Development Corporation

(@)

(h)

0

0

Pension costs

Current service pension costs are actuarially
determined and are included in the cost of product
sold. All other pension costs are included in Workers’
Compensation and pensions. These costs include the
initial unfunded liability and adjustments arising from
experience gains and losses amortized over the
estimated average remaining service life of employees.

Development costs

Development costs incurred prior to commercial
production are capitalized and subsequently charged to
operations on the straight line basis of amortization
over the estimated useful life of the related asset. Any
proceeds from the sale of coal produced during the
development of mining properties prior to commercial
production are used to offset the capitalized
development costs. After a mine property has been
brought into commercial production, costs of
development on that property are expensed as incurred
except for those of an exploratory nature that are
deferred and amortized over the life of the asset.

Provision for environment
Future decommissioning and site restoration

Future removal and decommissioning costs and future
site restoration and reclamation costs of operating sites
are recognized when they can be reasonably estimated.
Costs are capitalized only if future economic benefits
are anticipated.

Ongoing environmental costs

Costs for ongoing environmental adties related to
mine drainage and water treatment, in addition to the
general protection of the environment are recognized
when they can be reasonably estimated. Costs are
capitalized only if future economic benefits are
anticipated.

Provision for early retirement and restructuring

The Corporation recognizes the net present value of
liabilities for early retirement incentives, severance,
education, and relocation allowances related to
workforce reductions when the decision has been
approved by the Government of Canada and an
estimate of the anticipated future costs can be
reasonably calculated. In addition, the Corporation
recognizes estimated future costs associated with
standby maintenance of non-operating assets when no
future economic benefit is expected.

Management recognizes changes in the net present
value of this liability from the original estimate, based
on the results of actual experience.
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4. Change in accounting policy The effect of this change in accounting policy has been

Effective March 31, 1998 the Corporation changed its
accounting policy regarding the recognition of the expense
and liability for the costs of benefits specified and
administered by the Workers’ Compensation Board of
Nova Scotia for work-related injuries of current and former
employees. Prior to this date, the Corporation only
recognized an expense for the amount of payments made in
the year to the Workers’ Compensation Board of Nova
Scotia. No liability had &en recorded in the financial
statements to recognize the cost of future payments in
respect of approved awards and incidents incurred.

This year, the Corporation recognized the full amount of
its actuarially determined liability as at March 3998
based on an extrapolation of the December 31, 1995
actuarial valuation. This represents the present value of the
liability based on prior years’ claims, payments and
actuarial assumptions. The actuarially determined liability
consists of: long term disability permanent awards in
respect of approved awards and incidents incurred but not
yet administered as claims; survivor benefits, comprised
mainly of pension payments for past claims; and other
costs consisting mainly of temporary compensation,
rehabilitation and medical aid in respect of past claims.
These amounts are presented on a net present value basis,
excluding future administration costs.

The actuary used assumptions, provided by
management, in the calculation of the liability including:
inflation rates, interest rates, mortality rates, and aggregate
claim projections for incidents which have occurred. The
actuarial liability could be materially different if
assumptions on which the valuation is based vary
significantly in future years.

In future years the Corporation will @gnize an annual
expense equivalent to the change in the present value of the
actuarially determined liability. The recorded liability will
also change each year as the actuarial estimate of the future
costs is updated based on actual experience and changes in
actuarial assumptions.
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recorded in the current year as no reliable actuarial estimate
is available for prior years. As a result of the Corporation’s
change in accounting policy, the Statement of Operations
includes an adtional expense of $139,739 for Workers’
Compensation and the Balance Sheet includes an accrued
liability for the same amount with $13,500 included in the
current portion of long term provisions and $126,239 as a
non-current provision. If thaccounting policy had not
changed, the expense for Workers’ Compensation in 1998
would have been limited 16,282 which represents
payments made in the year to the Workers’ Compensation
Board of Nova Scotia. This amount is recorded on the
Statement of Operations as part of cost of product sold and
Workers’ Compensation and pensions.

Accounts receivable, net

Accounts receivable, net are comprised of the following:

1998 1997
$ $
Nova Scotia Power Inc. (NSPI), net ..... 24,725 19,093
Miscellaneous receivables, net.............. 575 1,253
25,300 20,346

The Corporation sells substantially all of its coal
production to NSPI using normal commercial terms under
the provision of a long-term agreement (see also Note 13).
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NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Continued

6. Capital assets

1998 1997
Adjusted  Accumulated  Net book Adjusted  Accumulated  Net book
costbase  amortization value costbase  amortization value
$ $ $ $ $ $
Prince Colliery. 158,480 138,985 19,495 155,413 132,546 22,867
Phalen Colliery 286,903 206,974 79,929 278,221 185,094 93,127
Donkin-Morien Development Project. . 80,679 80,679 80,679 80,679
Coal preparation plant .......... . 111,291 111,291 110,972 110,972
Devco Railway .. 97,554 79,526 18,028 97,099 78,210 18,889
67,122 62,834 4,288 66,952 61,689 5,263
802,029 680,289 121,740 789,336 649,190 140,146

The Corporation signed a letter of intent in k997
to enter into an agreement for the purposes of selling the
land and transferring the coal leases related to the Donkin-
Morien Development Project. Such agreement would
require further approval.

Included on the Statement of Operations is a write down
and loss on surplus capital assets of $4,876 (1997—nil).

The valuation of capital assets is dependent upon the
Corporation overcoming the problems identified in Note 2.

7. Pensions

The Corporation maintains defined benefit pension
plans on behalf of employees of the Corporation. There are
two major plans, consisting of a contributory and non-
contributory plan. Benefits generally are based on
employees’ length of service and rate of pay. The present
value of pension plan benefits and current pension expense
are independently determined by the Corporation’s actuary
based on assumptions provided by management.

The Corporation’s pension costs and obligations for the
non-contributory pension plan as at March 31 consist of:

1998 1997
$ $
Pension fund assets (market value) ....... 295,221 255,064
Pension obligations (actuarial value)..... 270,693 254,648
SUPIUS....coveiieines 24,528 416
Pension contributions..............cccveenene 123 27,000
PeNSion EXPENSE........ccueeeureeeireeeireieinenns 6,110 10,045

The difference between pension contributions and
pension expense is recorded as an adjustment to deferred
pension costs.
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NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Continued

The Corporation’s pension costs and obligations for the
contributory plan as at March 31 consist of:

1998 1997
$ $
Pension fund assets (market value)........ 66,559 56,051
Pension obligations (actuarial value)...... 45,519 42,609
SUPIUS...covneriicisiciiieans 21,040 13,442
PeNnsion eXPENSE.......ccevreeereeerenceneneens (1,279) 826

The difference between pension contributions and
pension expense is recorded as an adjustment to deferred
pension costs.

The total pension expense for the year is $4,931
(1997—$%$10,871). The current service portion of $3,020
(1997—%1,429) is included in the cost of product sold.

The valuation of both pension plans is based on
management’s assumption that the human resources
strategy related to restructuring approved in 1996 will not
significantly affect the average age and retirement profile
of the workforce. Management believes there will be no
material effect on plan participation levels from workforce
reductions.

Early retirement and restructuring

This provision consists of estimates of the cost of early
retirement and restructuring initiatives when approval of
such decisions is obtained. Changes to these estimates
based on actual experience are recognized in the results of
operations. As part of the corporate restructuring initiatives
begun in 1996/97, the Corporation is coittead to
reducing its workforce by a total of 658 employees by
March 31, 2001. At March 31, 1998 the Corporation has
reduced its workforce by a total of 363 under these
initiatives.

Management made significant assumptions in preparing
estimates of this provision, including: interest rates for
discount factors and price indexation for the non-current
portion of the liability; planned date of employee
reductions; Canada Pension disability award rates; and the
number of reductions. The estimates of lidies, based on
the above, could be significantly different if the key
assumptions used by management for major determinants
of the estimate vary from those planned. Standby
maintenance included in this provision is based upon
management’s intention for the use of capital assets as
outlined in its approved 1997/98 to 2001/02 Corporate
Plan. The estimate of this liability could be significantly
different if the Corporation varies its intended use of
capital assets and its decision to keep certain non-operating
assets available for use.
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Management recognizes changes in thislitgdrom the
original estimate based on updated assumptions and actual
experience. The statement of operations includes a charge
of $17,899 (1997—3$10,043) for interest charges and
changes in management’s estimate. Management's
estimate for the liabilities associated with early retirement
and restructuring at March 31, including current and non-
current amounts is:

1998 1997
$ $
Human resource strategy (1996) ........... 65,381 55,555
Lingan colliery closure...... 25,738 33,381
Other early retirement incentives.......... 15,393 15,248
Standby maintenance............oeeeeveenennes 9,428 10,836
115,940 115,020
Less: current portion 11,041 9,472
Non-current portion 104,899 105,548

Provision for environment

The Corporation’s provision for environment includes
anticipated future costs related to: decommissioning and
site restoration and reclamation; and other environmental
activities related to mine drainage water treatment and
general environmental protection. These estimates are
based on meeting the requirements of applicable
environmental laws and regulations and for the general
protection of the environment in accordance with the
Corporation’s environmental policy. The estimate of the
liability for these costs will be revised as the Corporation
develops and implements closure and post closure plans in
future years. Those plans will be developed in relation to
the Corporation’s environmental policy and applicable
legislation at that time. The estimate of liabilities, based on
the above, could be significantly different if future plans
change as a result of revisions in management’s
assumptions or legislation.

Management’s estimate of the liabilities associated with
the provision for environmental projects at March 31,
including current and non-current amounts is:

1998 1997
$ $
Mine drainage and water treatment....... 3,000 5,080
Removal, decommissioning and
future site restoration and
reclamation.........ceeeeeeeeeeeeeeeeeeeeeenens 8,753 9,402
General environmental protection......... 9,668 8,500
21,421 22,982
Less: current portion. 830 2,423
Non-current portion 20,591 20,559
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NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Continued

10.

11.

Repayable appropriations from future profits

Since April, 1996, the Government of Canada has
provided the Corporation with repayable appropriations
totalling $65,605 (1998—$22,105 and 1997—$43,500)
approved by the Parliament of Canada. Repayment
conditions for appropriations received to March 31, 1997,
in the amount of $43,500, have been negotiated with the
Government of Canada. Minimum annual payments,
beginning in the year 1999-2000, have been established as
the greater of the annual amount of $6,343 or fifty percent
of the Corporation’s cash flow, except in the first year
where the annual amount is limited to the interest amount
of $3,271. Repayment terms for the funding received in the
current year have not yet been negotiated with the
Government of Canada.

Commitments and contingencies

(a) The Corporation has an operating lease for office
space in the General Mining Building where it
maintains its administrative offices. The lease is for a
twenty year period ending in 2004. The annual lease
payments fluctuate with changes in the lessor's
mortgage interest rates. Current minimum annual lease
payments are $1,106, at an interest rate of 5.85%
(1997—%1,203 at 8%).

In the ordinary course of business, various claims and
lawsuits have been brought against the Corporation. It
is the opinion of management that the settlement of
these actions will not result in any material liabilities
beyond any amounts already recorded. The
Corporation intends to oppose these matters in their
entirety.

(b)

(c) The Corporation self insures against the potential loss
of underground assets and for a portion of its liability

insurance.

(d) The Corporation believes its operations are in
compliance with all applicable environmental laws and
regulations, in all material respects. The Corporation
recognizes a provision based on management’s
estimate of these costs where such costs can be
reasonably estimated. Such estimates are subject to
adjustment based on changes in laws and regulations

and as new information becomes available.

12. Corporate taxes

(a) The Corporation has had its income tax returns for the
years 1983-1996 assessed by Revenue Canada
Taxation. Revenue Canada Taxation has taken the
position that Parliamentary appropriations to the
Corporation in respect of operating losses are taxable
as income from a business or property and that
appropriations in respect of capital acquisitions reduce
the capital cost of the Corporation’s property.
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13.

14.

Management opposes this view and has exercised the
Corporation’s right to formally challenge Revenue
Canada Taxation’s interpretation. Currently,
management is holding discussions with Revenue
Canada to resolve this issue.

No amounts have been recognized in the financial
statements for any costs that could be associated with
Revenue Canada Taxation successfully applying its
interpretation. However, management is of the opinion
that, even if Revenue Canada Taxation is successful in
applying its interpretation, there is no significant
income tax liability as at March 31, 1998 because of
existing loss carry-forwards and income tax credits.

The Corporation has not recognized loss carry-
forwards for income tax purposes in the financial
statements because, at this time, these losses have no
realizable value to the Corporation.

(b) The Corporation has recognized a provision for Large
Corporations Tax based on the reported value of its net
assets. However, thédtimate disposition of this

liability is subject to the resolution of the issues under
discussion with Revenue Canada Taxation as referred

to above in Note 12 (a).
Long term agreement

The Corporation has an agreement with Nova Scotia
Power Inc. (NSPI) to supply coal, as specified in that
agreement, until 2010. The partiemegotiate quantities,
tolerance on qualities and prices every five years. The
current terms related to those items expire on
December 31, 1999.

The parties’ performance of this agreement in
accordance with its terms is necessary to the future
operations of the Cape Breton Development Corporation
and the fulfillment of its 1997/98 to 2001/02 Corporate
Plan.

Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with these entities in
the normal course of business. In addition to these
transactions, the Government of Canada has advanced
appropriations repayable from future profits to the
Corporation (see also Note 10) and provides working
capital advances, at current interest rates, repayable within
one year, based on cash flow requirements.
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NOTESTO THE FINANCIAL STATEMENTS
YEAR ENDED MARCH 31, 1998-Concluded

15.

The Chairman of the Board of Directors of the
Corporation has ownership interests and/or serves on the
Board of Directors of companies which conduct business
with the Corporation. The transactions between these
parties relate mainly to the transportation of coal. These
transactions are within the normal course of business and
are subject to necessary approval and disclosures which
exclude the participation of the Chairman of the Board of
Directors of the Corporation.

Comparative figures

Certain of the comparative figures in these financial
statements have been restated to conform with the current
presentation.
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DEFENCE CONSTRUCTION (1951) LIMITED

MANAGEMENT REPORT

The management of the Corporation is responsible for the
performance of the duties delegated to it by the Board of
Directors. These include the preparation of an annual report
and the production of its contents, together with the financial
statements. These statements, approved by the Board of
Directors, were prepared in accordance with generally accepted
accounting principles appropriate in the circumstances and
consistently applied. Other financial and operating information
appearing in the annual report is consistent with that contained
in the financial statements.

Management relies on internal accounting control systems
designed to provide reasonable assurance that relevant and
reliable financial information is produced and that transactions
comply with the relevant authorities.

Management also maintains financial and management
control systems and practices designed to ensure the
transactions are in accordance with Part X of the Financial
Administration Act and regulations, the Defence Production
Act, the Canada Business Corporations Act and the articles and
by-laws of the Corporation. Management also ensures that
assets are safeguarded and controlled and that the operations of
the Corporation are carried out effectively. In addition, the
Audit Committee, appointed by the Board of Directors,
oversees theinternal audit activities of the Corporation and
performs other such functions as are assigned to it.

The Corporation’s external auditor, the Auditor General of
Canada, is responsible for auditing the financial statements and
for issuing the report thereon.

Ross Nicholls
President and Chief Executive Officer

Trevor Heavens
Vice-President, Finance and Administration
and Secretary-Treasurer

Defence Construction (1951) Limited

AUDITOR'S REPORT

TO THE MINISTER OF PUBLIC WORKS AND GOVERNMENT
SERVICES

| have audited the balance sheet of Defence Construction
(1951) Limited as at March 31, 1998 and the statements of
operations and surplus (deficit) and changes in financial
position for the year then ended. These financial statements are
the responsibility of the Corporation’s management. My
responsihility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generally accepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements. An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financia position of the Corporation
asat March 31, 1998 and the results of its operations and the
changesin itsfinancial position for the year then ended in
accordance with generally accepted accounting principles. As
required by the Financial Administration Act, | report that, in
my opinion, these principles have been applied, after giving
retroactive effect to the change in accounting for funding of
employee benefits as explained in Note 3 to the financial
statements, on a basis consistent with that of the preceding
yesar.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of the Financial Administration Act and
regulations, the Defence Production Act, the Canada Business
Corporations Act and the by-laws of the Corporation.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 20, 1998
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BALANCE SHEET ASAT MARCH 31, 1998

ASSETS 1998 1997 LIABILITIES 1998 1997
$ $ $ $
Current
2,113,709 1,164,377 Accounts payable and accrued liabilities... 2,648,023 1,279,730
Segregated cash (Note 4)... 1,208,261 Current portion—provision for
3,321,970 1,164,377 employee benefits (Note 6). . 438,241 456,372
Accounts receivable............c.ccoccveininnnn 281,059 376,161 Deferred revenue..........ccccoccveeniiiiiiicennen. 77,175
Due from Department of National 3,163,439 1,736,102
Defence (Note 7) ......... 2,150,210 2,006,631
Prepaids and advances 68,272 33,228 Provision for employee benefits (Note 6) ...... 1,789,576 1,860,441
5,821,511 3,580,397 4,953,015 3,596,543
Capital assets (NOte 5) .......coveerreericneennnen. 1,152,453 1,783,080
CAPITAL STOCK AND SURPLUS
Capital stock
Authorized—1,000 common shares
of no par value
Issued—32 common shares 32 32
SUMPIUS .o 2,020,917 1,766,902
2,020,949 1,766,934
6,973,964 5,363,477 6,973,964 5,363,477

Contingencies (Note 10).
See accompanying notes to financial statements.

Approved by the Board:

JOHN D. McLURE
Director

JOHN L. ADAMS
Director
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STATEMENT OF OPERATIONS

FOR THE YEAR ENDED MARCH 31, 1998

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31, 1998

1998 1997
$ $

Revenue 16,499,243
Cost recoveries.... 17,923,285
Expenses

Salaries and employee benefits............ 11,259,811 12,590,049

Amortization of capital assets.. 784,548 816,162

Operating and administrative

EXPENSES.....coeereeireeerreeeteeaesenceenas 4,200,869 4,335,285
16,245,228 17,741,496
NEL INCOME ..o 254,015 181,789
See accompanying notes to financial statements.
STATEMENT OF SURPLUS (DEFICIT)
FOR THE YEAR ENDED MARCH 31, 1998
1998 1997
$ $

Surplus (Deficit) beginning of year ......... 1,766,902 (268,526)
Change in accounting policy (Note 3)..... 1,853,639
Surplus restated... 1,766,902 1,585,113
Net income. 254,015 181,789
Surplus end Of Year ..........cccoueevciiinnins 2,020,917 1,766,902

See accompanying notes to financial statements.

Defence Construction (1951) Limited

1998 1997
$ $
Operating activities
NEt INCOME.....viviiiiriiiiircrecs 254,015 181,789
Items not requiring cash
Long term provision for
employee benefits..... 199,143 490,788
Amortization 784,548 816,162
Loss on disposal of capital
BSSELS .. 16,178
Net increase (decrease) in non-cash
working capital balances
related to Operations..........ccvveeeeuene 1,343,817 531,321
2,581,523 2,036,238
Employee benefits paid...........ccccoevvirennee. (270,009) (120,881)
2,311,514 1,915,357
Investing activities
Acquisition of capital assets................. (153,921) (909,426)
Increase in cash during the year. 2,157,593 1,005,931
Cash at beginning of the year 1,164,377 158,446
Cash at end of theyear ............ccccccerievnnne 3,321,970 1,164,377
See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority and objective Revenue

Defence Construction (1951) Limited was incorporated
under the Canada Corporations Act in 1951 and was
continued under the Canada Business Corporations Act,
pursuant to the authority of the Defence Production Act.
The Corporation is an agent Crown corporation named in
Part | of Schedule 11 to the Financial Administration Act.
The Corporation is not subject to income taxes.

The objective of the Corporation is principally to
contract for and manage the architectural, engineering,
construction and environmental services to support the
infrastructure management requirements of the Department
of National Defence, pursuant to the Memorandum of
Understanding with the Department.

In prior years, the Department of National Defence
provided the Corporation with funding for its net cost of
operations and for the purchase of capital assets. Effective
April 1, 1997 all revenueis generated from fees charged
for specific services provided.

. Significant accounting policies

These financial statements are prepared in accordance
with generally accepted accounting principles. The
financia statements reflect the administrative expenses
incurred in providing services to the Department of
National Defence, as described above.

Capital assets

Capital assets, comprised of equipment and computers
which include hardware, software and development costs,
are capitalized at cost and are amortized on a straight-line
basis over five years.

Employee benefits

Employees are entitled to specific benefits on
termination as provided for by conditions of employment.
The liability for these benefits is recorded as the benefits
accrue to employees.

Pension plan

Employees are covered by the Public Service
Superannuation Plan administered by the Government of
Canada. The Corporation’s contributions to the plan are
limited to an amount equal to the employees’ contributions
on account of current and certain past service. These
contributions represent the total pension obligations of the
Corporation and are charged to income on a current basis.
The Corporation is not required under present legislation to
make contributions with respect to actuarial deficiencies of
the Public Service Superannuation Account.
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Revenue is recognized in the year in which services are
performed. Deferred revenue represents revenue received
in advance of services performed.

Services provided without charge

The Department of National Defence provides office
space free of charge for some employees of the
Corporation.

. Change in accounting policy

In prior years, the Corporation accounted for funding
from the Department of National Defence as cost
recoveries when payment was authorized by the
Department. With the introduction of billing for services as
the funding basis of the Corporation, an agreement was
reached where the Department is responsible for the
Corporation’s employee benefits accrued prior to
April 1,1997.

Asa result, the Corporation changed its accounting
policy for funding these expenses such that the funding is
recorded on the same basis as the related expenses are
incurred. This change has been applied retroactively. The
1997 comparatives have been restated to reflect this
change. 1997 net income and cost recoveries have been
reduced by $536,826 and amounts due from the
Department of National Defence and ending surplus have
increased by $1,316,813.

. Segregated cash

Cash has been segregated to reflect the funding of future
capital assets ($300,000) and the funding of the provision
for employee benefits ($908,261).

Capital assets
1998 1997
Accumulated
Cost amortization Net Net
$ $ $ $
Equipment... 636,959 423,807 213,152 261,000
Computers... 4,250,025 3,310,724 939,301 1,522,080

4,886,984 3,734,531 1,152,453 1,783,080

Provision for employee benefits
1998 1997

$ $

Termination benefits . 1,777,601 1,860,441
Retiree benefits..........ccocevevnenee 11,975

Vacation and overtime benefits........... 438,241 456,372
2,227,817 2,316,813
Less: current portion.........c.coeeveeennee. 438,241 456,372

1,789,576 1,860,441
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

7. Related party transactions

The principal related party to the Corporation is the
Department of National Defence. As at March 31, 1998 the
net balance due from the Department of National Defence
was $2,150,210 (1997—$2,006,631). The Corporation is
related in terms of common ownership to all Government
of Canada created departments, agencies and Crown
corporations. The Corporation enters into transactions with
these entities in the normal course of business.

8. Lease commitments

In addition to the free office space provided by the
Department of National Defence, the Corporation leases
extra accommodation for its operations. The future
minimum annual lease payments are:

Year ending March 31 $

393,271
241,828
26,249
13,124

674,472

9. Financial instruments

Accounts receivable and accounts payable are incurred
in the normal course of business and are primarily due on
demand and non-interest bearing. The carrying amounts of
each approximate fair value because of their short maturity.
With the exception of amounts due from the Department of
National Defence, there are no concentrations of accounts
receivable with any one customer and, accordingly, no
significant credit risk exists.

10. Contingencies

Claims and letter of credit aggregating approximately
$9,500,000 in respect of contractual obligations have been
received by the Corporation. In the opinion of management
and legal counsel, the position of the Corporation is
defensible. However, the final outcome of such claims is
not determinable. Any settlements resulting from the
resolution of these claims entered into prior to March 31,
1997 will be funded by the Department of National
Defence, in the year of settlement. Claims subsegto
this date may involve a joint liability between the
Department of National Defence and the Corporation.

11. Comparative figures

Certain 1997 comparative figures have been reclassified
to conform with the current year's presentation.
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ENTERPRISE CAPE BRETON CORPORATION

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL
REPORTING

The accompanying financial statements of Enterprise Cape
Breton Corporation and all information in this annual report
have been prepared by the Corporation’s management. The
financial statements have been prepared in accordance with
generally accepted accounting principles, using management’s
best estimates and judgements, where appropriate. Where there
is more than one acceptabl e accounting alternative,
management has chosen the one that is most appropriate to the
circumstances of the Corporation.

Management is responsible for the integrity and objectivity
of the information in the financial statements and annual
report. Financial information presented el sewhere in the annual
report is consistent with that contained in the financia
statements.

In discharging its responsibility for the integrity and fairness
of the financial statements, management maintains financia
and management control systems and practices designed to
provide reasonabl e assurance that transactions are authorized
and comply with relevant authorities, assets are safeguarded,
and proper records are maintained to produce timely, reliable
financial statements. In addition, the Audit Committee of the
Board of Directors oversees management's responsibilities for
maintai ning adequate control systems and the quality of
financial reporting.

The Audit Committee of the Board of Directors has periodic
meetings with management and the independent auditors to
discuss the financial reporting process as well as accounting
and reporting issues. The financial statements have been
reviewed and approved by the Board of Directors upon the
recommendation of the Audit Committee.

The Auditor General of Canada conducts an independent
audit of the financial statements of the Corporation in order to
express his opinion thereon.

Keith G. Brown
Vice-President

Francis Mullins
Comptroller
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AUDITOR'S REPORT

TO THE MINISTER FOR THE PURPOSES OF THE
ATLANTIC CANADA OPPORTUNITIESAGENCY ACT

| have audited the balance sheet of Enterprise Cape Breton
Corporation as at March 31, 1998 and the statements of equity,
operations and changes in financia position for the year then
ended. These financid statements are the responsibility of the
Corporation’s management. My responsibility isto express an
opinion on these financial statements based on my audit.

| conducted my audit in accordance with generally accepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the
amounts and disclosuresin the financial statements. An audit
also includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financia statements present fairly, in
all material respects, the financial position of the Corporation
asat March 31, 1998 and the results of its operations and the
changes in itsfinancial position for the year then ended in
accordance with generally accepted accounting principles. As
required by the Financial Administration Act, | report that, in
my opinion, these principles have been applied on abasis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of the Financial Administration Act and
regulations, the Enterprise Cape Breton Corporation Act and
the by-laws of the Corporation.

Donald M. Young, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 22, 1998

Enterprise Cape Breton Corporation




BALANCE SHEET ASAT MARCH 31, 1998

ASSETS 1998 1997 LIABILITIES 1998 1997
$ $ $ $
Current Current
Term deposits (Note 3) 2,886,378 1,795,534 Bank indebtedness............cccovviiiininnnnnee 449,837 1,406,800
Accounts receivable, net (Note 4) 3,398,450 1,457,155 Accounts payable and accrued liabilities
Prepaid expenses. 64,688 265,517 (NOtE 4. 4,951,886 1,059,222
6,349,516 3,518,206 Provision for employee termination
beNefits ..o 2,549 47,800
5,404,272 2,513,822
Long-term
L0ans (NOteS 5 & 6)....c.evveuererereeenieiririiees 2,941,902 2,353,288 Provision for employee termination
Investments (net of allowance of DENEFItS....oviiiiicc e 452,351 395,886
$400,000; 1997— $100,000) (Note 7)... 750,000 950,000 5,856,623 2,909,708
Capital assets (NOte 8) .......cccceevrveriireenneen. 164,886 157,620
EQUITY
Equity of Canada..........c.cceevvvieiiiiciiiiniinens 4,349,681 4,069,406
10,206,304 6,979,114 10,206,304 6,979,114
Commitments (Note 10).
See accompanying notes.
Approved by the Board of Directors:
GAIL RUDDERHAM-CHERNIN
Director
GREG MacKENZIE
Director
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STATEMENT OF EQUITY
FOR THE YEAR ENDED MARCH 31, 1998

STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31, 1998

1998 1997
$ $
Financing activities
Parliamentary appropriation................ 9,786,720 14,700,000
Operating activities
Net cost of operations...........c.cccecneene (9,506,445) (13,377,156)
Charges (credits) not affecting cash
AmMOrtization .........cccoeevnicicinnnns 161,645 84,606
Gain on disposal of capital assets.. (25,560)
Increase in provision for
employee termination benefits.. 59,792 43,986
Provision for doubtful investments..... 300,000 100,000
Provision for loan impairment ............ 539,631 673,008
(8,470,937) (12,475,556)
Decrease (increase) in non-cash
operating working capital................... 2,152,198 (842,622)
Employee termination benefit
(48,578) (15,909)
Cash used in operating activities. (6,367,317) (13,334,087)
Investing activities
Loan advances (1,270,508)  (1,170,745)
Loan repayments ... 142,263 514,068
Purchase of investments.... (100,000) (700,000)
Purchase of capital assets................... (168,911) (133,254)
Proceeds from sale of capital assets.... 25,560
Cash used in investing activities............. (1,371,596)  (1,489,931)
Increase (decrease) in bank
indebtedness and term deposits.......... 2,047,807 (124,018)
Bank indebtedness and term deposits at
beginning of the year ..........c.cceuvunee. 388,734 512,752
Bank indebtedness and term deposits at
end of theyear .........ccooeceveiiciicnn 2,436,541 388,734

1998 1997
$ $
Equity at beginning of the year-..... 4,069,406 2,746,562
Parliamentary appropriation (Note 9) ..... 9,786,720 14,700,000
13,856,126 17,446,562
Less: Net cost of operations.................... 9,506,445 13,377,156
Equity at end of theyear............cccceevnnne 4,349,681 4,069,406
See accompanying notes.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED MARCH 31, 1998
1998 1997
$ $
Program expenses
Development expenses
Tourism, entertainment & culture.. 2,751,138 4,871,827
Specific initiatives 1,611,094 3,151,443
Other business development 499,032 610,786
Knowledge-based industries.... 492,466 677,512
Y outh skills 414,480 437,788
Resource industries ... 222,691 108,501
5,990,901 9,857,857
Other program expenses
Program support.... 1,263,016 1,334,135
Rental facilities...... 692,166 710,186
Provision for loan impairment....... 539,631 673,008
Provision for doubtful
INVESMENES.....coveeeerrrreeene 300,000 100,000
2,794,813 2,817,329
Total program expenses.............cceeeenee 8,785,714 12,675,186
Administrative eXpenses..........c.coveeeuenes 1,532,097 1,465,857
AMOItiZAtION ..o 161,645 84,606
1,693,742 1,550,463
Total expenses.. 10,479,456 14,225,649
Revenue
Rental faCilities........cocoveerereirrrrnene 679,174 612,891
Interest and investment income 209,917 235,602
Other income 83,920
Total FeVENUE........cceeeeeeeeeeeeeeeeeeeeenes 973,011 848,493
Activities carried out on behalf of the
Atlantic Canada Opportunities
Agency (Note 11)
Program expenses...........ocoeeeeeeeerererenes 15,826,716 17,791,567
Salaries, professional and
other services 1,243,788 1,299,180
17,070,504 19,090,747
Less: Costs recovered.........ooevvnuninns (17,070,504)  (19,090,747)
Net cost of operations...........cccoeeeeereneas 9,506,445 13,377,156

See accompanying notes.
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NOTES TO THE FINANCIAL STATEMENTS
MARCH 31, 1998

1. The Corporation

Authority and objectives

Enterprise Cape Breton Corporation was established

pursuant to the Enter prise Cape Breton Corporation Act
(Part 11 of the Government Organization Act, Atlantic
Canada, 1987) which was proclaimed on December 1,
1988. The Corporation is an agent Crown corporation listed
in Schedule 111, Part | of the Financial Administration Act
and is not subject to the provisions of the Income Tax Act.
Its objects, as stated in its enabling legislation, are:

to promote and assist either alone or in conjunction
with any person or the Government of Canada or of
Nova Scotia or any agency of either of those
governments, the financing and devel opment of
industry on the Island of Cape Breton to provide
employment outside the coal producing industry and
to broaden the base of the economy of the Island.

2. Significant accounting policies

@

(b)

(©

Parliamentary appropriations

Parliamentary appropriations are recorded in the
statement of equity on an accrual basis when approved
by Parliament with drawdowns based on cash
requirements.

Management estimates

The preparation of these financial statements requires
management to make estimates and assumptions that
affect the reported amount of assets, liabilities,

revenues, expenses and the disclosure of contingent
liabilities at the date of the financial statements.

Despite the use of the Corporation’s best estimates, it
is reasonably possible that the amounts for the
following balance sheet items and related expenses
could change materially in the near term: the
allowance for loan impairment (see also

Notes 5 and 6) and the allowance for doubtful
investments.

Loans

Loans, including repayable contributions, are recorded
at the lower of cost and estimated net realizable value.

Certain loans are subject to terms of forgiveness as
stipulated in the loan contract. The amount of
forgiveness is charged to operations when the loan is
issued.

Loans are written off after all reasonable restructuring
or collection activities have taken place and the
possibility of further recovery is unlikely.

Enterprise Cape Breton Corporation

(d)

(e)

(f)

Allowance for loan impairment

Loans are classified as impaired when, in the opinion
of management, there is reasonable doubt as to the
timely collection of the full amount of principal and
interest, where applicable. A specific allowance is
established to reduce the recorded value of the loan to
its estimated net realizable value if there is doubt as to
the timely collection on a particular loan. Impaired
loans are measured according to their estimated
realizable amounts by discounting expected future
cash flows at the effective interest rate inherent in the
loans. When future cash flows cannot be estimated
with reasonable reliability, the estimated realizable
amounts are measured at the fair value of any security
underlying the loans, net of any expected costs of
realization.

A general allowance is established in respect of loans
for which individual specific provisions cannot yet be
determined. The general allowance is based upon an
evaluation of the loan portfolio in which numerous
factors are assessed, including an analysis of arrears,
past loss experience, recent events and changes in
economic conditions.

Initial and subsegent changes in the amount of
impairment are recorded as a charge or credit to the
provision for loan impairment.

Interest income

Interest income is recorded on the accrual basis. When
a loan becomes impaired, interest income ceases to be
recognized. Recodfion of interest income
recommences if the specific allowance for loan
impairment is recovered.

Investments

The Corporation has invested in preferred equity
holdings and partnerships. These are shown at the
lower of cost and estimated net realizable value.
Estimated net realizable value is measured by
discounting expected future cash flows. Investment
income is recorded on an accrual basis.

Capital assets

Capital assets are recorded at the lower of cost less
accumulated amortization and net recoverable value.
Amortization is provided over the estimated useful
lives of the capital assets using the straight-line
method at the rates indicated below:

Buildings
Equipment and furniture
Computer equipment and

up to 25 years
4 to 10 years

software 5 years
Leasehold improvements up to 20 years
Vehicles 3 or 4 years
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NOTESTO THE FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

(h) Pension plan

All eligible employees patrticipate in the Public
Service Superannuation Plan administered by the
Government of Canada. Contributions to the Plan are
required equally from the employees and the
Corporation. These contributions are expensed during
the year in which the services are rendered and
represent the total pension obligations of the
Corporation. The Corporation is not required under
present legislation to make contributions with respect
to actuarial deficiencies of the Public Service
Superannuation Account.

(i) Termination benefits

Upon termination of employment, employees are
entitled to certain énefits provided for under their
conditions of employment. The cost of these benefits
is expensed in the year in which they are earned.

The liability for termination bnefits is estimated by
management based on current entitlements.

Term deposits

The Corporation has term deposits with a major
Canadian chartered bank in the amount of $2,886,378
(1997—%1,795,534). The term deposits have effective rates
of interest ranging from 4.75% to 4.83% (1997—3.04% to
3.14%) and mature within one year. The fair values of the
term deposits approximate their carrying value.

Accounts receivable ametcounts payable

Accounts receivable are comprised of the following:

1998 1997
$ $
Due from the Atlantic Canada
Opportunities Agency (Note 11)... 3,144,982 1,267,440
Other receivables...........coeeeiniininns 253,468 189,715
3,398,450 1,457,155

The amount from the Atlantic Canada Opportunities
Agency relates to expenditures made on behalf of the
Agency inaccordance with a memorandum of
understanding. Other receivables are incurred in the normal
course of business with no significant concentration of
debtors.

Accounts receivable and accounts payable are due on
demand, are non-interest bearing and the carrying amounts
approximate fair values because of their short maturity.
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Loans
1998 1997
$ $
Loans.... 2,657,694 2,534,403
Repayable contributions .. 2,442,749 1,590,756
Interest receivable 45,707 27,848

5,146,150 4,153,007

Less: Allowance for loan

impairment (Note 6)...........ccvue. 2,204,248 1,799,719

2,941,902 2,353,288

Loans for which the final conditions of forgiveness have
not been met are valued at $128,257 (1997—%$139,916).
These loans have been charged to operations in either the
current or previous years. However, if certain terms and
conditions of the letter of commitment are not fulfilled, the
loan may become due and payable by the client.

Loans are issued in order to promote economic
development. All loans are issued to individuals and
businesses which conduct their business in Cape Breton. In
1998, four debtors accounted for 50% of the March 31 loan
balance (1997—three debtors, 40% of the loan balance).

The fair values of loans are determined using expected
future cash flows discounted at the Consolidated Revenue
Fund lending rate to Crown corporations. The fair values of
loans approximate $2.5 million (1997—approximated their
carrying value).

An analysis of the loan balance outstanding at March 31
is as follows:

Annual
interest rate 1998 1997
$ $
3,975,934 2,924,621
Less than 10% 597,837 640,448
10% and OVEr .....c.cevverererecrrerinenns 526,672 560,090
5,100,443 4,125,159
Interest receivable 45,707 27,848
5,146,150 4,153,007
Less: Allowance for loan
impairment (Note 6) ................. 2,204,248 1,799,719
2,941,902 2,353,288

The interest rates are fixed over the terms of the loans.
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NOTESTO THE FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

Amounts due by fiscal year based on loan terms are as

follows:
1998 1997
$ $
Principal
Past due. 426,246 288,691
1998.. 515,843
1999.. 418,143 882,954
2000.. 497,113 467,798
2001 362,391 356,189
2002.............. 449,743 476,394

2003 and beyond... 2,946,807 1,137,290

5,100,443 4,125,159
Interest receivable.........cccoveeeeeneenen. 45,707 27,848

5,146,150 4,153,007
Less: Allowance for loan
impairment (Note 6)............cc.euee 2,204,248 1,799,719

2,941,902 2,353,288

6. Allowance for loan impairment

1998 1997
Specific General Total Total
$ $ $ $
Balance at beginning of the year 1,599,719 200,000 1,799,719 1,251,595
Write-offs due to restructuring . (15,511)
Write-0ffS....ccveiiiiiicine (135,102) (135,102) (109,373)
Provision for loan impairment.. 439,631 100,000 539,631 673,008
Balance at end of the year 1,904,248 300,000 2,204,248 1,799,719

The investment value of those loans specifically
identified as being impaired is $2,834,458 (1997—
$1,814,740).

7. Investments

Investments are made in order to promote economic
development. All investments are made with businesses
which conduct their business in Cape Breton.

The Corporation has an interest of $300,000 (1997—
$300,000) in an office building and shares in the net
income earned based on its percentage interest. The
Corporation’s share of net income is $65,312 (1997—
$73,101).

The Corporation also holds $850,000 (1997—$750,000)
in non-voting, redeemable and retractable preferred shares
and partnership units in private sector entities. No
dividends were received or declared during the year.

The fair values of investments are determined using
discounted contracted future cash flows. The fair values of
investments approximate their carrying value.
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NOTESTO THE FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

8. Capital assets

1998 1997
Accumulated Accumulated
amortization amortization
and Net book and Net book
Cost write down value Cost write down value
$ $ $ $ $ $
Land for development ...... 482,319 482,318 1 532,441 532,440 1
Equipment, furniture, leaseh . 1,157,288 992,403 164,885 1,120,302 962,683 157,619
Rental faCilities ......cvrueeerrrrecceeeer e 15,678,601 15,678,601 15,565,585 15,565,585
17,318,208 17,153,322 164,886 17,218,328 17,060,708 157,620

9. Funding from Government of Canada

The Government of Canada approved and the

Corporation utilized a parliamentary appropriation in the

amount of $9,786,720 (1997—%$14,700,000).

10. Commitments

(a) As at March 31, 1998 the Corporation had outstanding
commitments for development programs in the amount

of $3,242,143 (1997—$3,802,968).

(b) Future minimum payments by fiscal year on operating

leases in excess of one year are as follows:

$
1999.... 445,579
2000........ . 445,579
2001 and beyond ... 62,310
953,468

11. Related party transactions

The Corporation entered into a memorandum of

understanding with the Atlantic Canada Opportunities

Agency establishing the arrangements for the Corporation

to deliver the Agency’s programs on the Island of Cape

Breton. As of March 31, 1998, the Agency reimbursed the
cost of its program activities and related program delivery

provided by the Corporation except for the amount

included inaccounts receivable of $3,144,982 (1997—

$1,267,440).

The cost of services provided by other federal
government departments, agencies, and Crown

corporations are reflected in the statement of operations

and totalled $376,700 (1997—%$418,254). These

transactions are in the normal course of operations and are

measured at the exchange amount.
12. Comparative figures

Certain of the comparative figures have been

reclassified to conform to the presentation adopted for the

current year.
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EXPORT DEVELOPMENT CORPORATION

FINANCIAL REPORTING RESPONSIBILITY

The consolidated financial statements contained in this
annual report have been prepared by management in
accordance with generally accepted accounting principles
appropriate in the circumstances and consistently applied. The
integrity and objectivity of the data in these consolidated
financial statements are management’s responsibility. The
consolidated financial statements include some amounts, such
as the allowances for losses on loans and claims, that are
necessarily based on management’s best estimates and
judgment. Management is also responsible for all other
information in the annual report and for ensuring that this
information is consistent, where appropriate, with the
information and data contained in the consolidated financial
statements.

In support of its responsibility, management maintains
financial and management control systems and practices to
provide reasonable assurance that the financial information is
reliable, that the assets are safeguarded and the operations are
carried out effectively. The Corporation has an internal audit
department whose functions include reviewing internal
controls and their application, on an ongoing basis.

The Board of Directors is responsible for ensuring that
management fulfills its responsibilities for financial reporting
and internal control and exercises this responsibility through
the Audit Committee of the Board, which is composed of
Directors who are not employees of the Corporation. The Audit
Committee meets with management, the internal auditors and
the Auditor General of Canada on a regular basis.

The Board of Directors of EDC is responsible for all
business undertaken by the Corporation. Contracts which, in
the opinion of the Board of Directors, involve risks for a term
or an amount in excess of that which the Corporation would
normally undertake, may be entered into under the authority of
the Governor General in Council where the Minister considers
them to be in the national interest. The Board of Directors has
the predominant role in the management of this program and is
solely responsible for its administration. Funds required for
such contracts are paid to the Corporation by Canada, and
funds recovered are réted to Canada, net of amounts
withheld to cover related administrative expenses. Canada
Account transactions are shown in Note 19 to the
Corporation’s consolidated financial statements.

The Auditor General of Canada conducts an independent
audit, in accordance wittrenerally accepted aiticig
standards, and expresses his opinion on the consolidated
financial statements. His report is presented on the following

page.

A. lan Gillespie
President and Chief Executive Officer

John Gagan
Vice-President and Corporate Controller

Export Development Corporation

AUDITOR’'S REPORT
TO THE MINISTER FOR INTERNATIONAL TRADE

| have audited the consolidated balance sheet of Export
Development Corporation as at December 31, 1997 and the
consolidated statements of income and retained earnings and
changes in financial piten for the year then ended. These
financial statements are the responsibility of the Corporation’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether
the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Corporation as at December 31, 1997 and the results of its
operations and the changes in its financial position for the year
then ended imaccordance witlgenerallyaccepted accounting
principles. As required by tH&nancial Administration Act, |
report that, in my opinion, these principles have tzgpiied
on a basis consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
and of its wholly owned subsidiary that have come to my
notice during my audit of the consolidated financial statements
have, in all significant respects, been in accordance with Part X
of theFinancial Administration Act and regulations, thExport
Development Act and regulations and the by-laws of the
Corporation and its wholly owned subsidiary.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
February 4, 1998
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CONSOLIDATED BALANCE SHEET ASAT DECEMBER 31, 1997

(inmillions of dollars)

ASSETS

CASH AND INVESTMENTS

Cash and marketable securities

(Note 3)
Investments (Note 4)
Accrued interest

LOANS RECEIVABLE

Net loans receivable
(Notes 5,6 and 7) ..
Accrued interest and fees

OTHER

Recoverable insurance claims (Note 10).
Other assets

Total assets

1997 1996
1,519 1,037
408 407
21 15
1,948 1,459
9,663 8,083
168 139
9,831 8,222
28 25
45 35
73 60
11,852 9,741

LIABILITIES AND SHAREHOLDER'’S
EQUITY

LOANS PAYABLE (Notes 12 and 13)

Loans payable .........ccccoviiieiniiiiiiiiees
Accrued interest .........ccoceevvveiiiiieeiiienes

OTHER LIABILITIES AND DEFERRED
REVENUES

Accounts payable.............ccccooeiiiiiiiiinnns
Deferred insurance premiums ...................
Allowance for claims on insurance and
guarantees (Note 10)....
Deferred loan revenues and other cre..

Loan commitments and insurance and
guarantees (Notes 8 and 9)

SHAREHOLDER'S EQUITY

Share capital (Note 14)........ccccoeeeviieennnnns
Retained earnings...........ccccveerivieniinennns

Tothlidatand shareholder’s equity....

1997 1996
9,556 7,735
103 94
9,659 7,829
84 80
17 11
336 240
211 164
648 495
983 983
562 434
1,545 1,417
11,852 9,741

See accompanying notes.

Approved by the Board of Directors:

W. R. C. BLUNDELL
Director

A.IAN GILLESPIE
Director
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CONSOLIDATED STATEMENT OF INCOME
AND RETAINED EARNINGS

FOR THE YEAR ENDED DECEMBER 31, 1997
(in millions of dollars)

CONSOLIDATED STATEMENT OF CHANGES

IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1997

(in millions of dollars)

1997 1996
Interest income
Loan interest earned 752 671
Investment interest earned 92 99
844 770
Interest eXpense..........ocovvveerincerenanenes 481 437
Net interest inCOme............cccvevrvnee. 363 333
Premium and fee income
Insurance premiums and
guarantee fees.... 99 92
Other fEeS.......covriiiiiiricces 30 17
129 109
Provision for credit losses (Note 11)...... 295 270
Income after provision for
credit [0SSES......coovvveiniiciiiccin 197 172
Administrative eXpenses..........cocceeeenene. 69 60
NELINCOME......cooiiiiiiiiiiricricee 128 112
Retained earnings
Beginning of year ...........cccovviinenen, 434 322
End of year ..o, 562 434

See accompanying notes.

Export Development Corporation

1997 1996
Operating activities
NEt iNCOME ... 128 112
Items not affecting cash
Provision for credit losses................ 295 270
Net (increase)/decrease in accrued
interest and fees. (25 (38)
44 (10)
(25) (49)
Cash provided.........cccoveereeecnneninnenens 417 285
Lending activities
Loan disbursements.... (3,321) (2,463)
Loan repayments 1,860 1,980
Items not affecting casl
Interest rescheduled............coocvnnee (55) (33)
Cash USEd .......couvueeeencecinnicecene (1,516) (516)
Financing activities
Issue of long-term loans payable.......... 1,730 1,775
Repayment of long-term loans
payable..... (1,409) (1,530)
Increase/(decrease) in
loans payable 1,261 (161)
Issue of share capital... 132
Increase in investments @ (168)
Cash provided 1,581 48
Increase/(decrease) in cash and
marketable securities...........c.c.coo..... 482 (183)
Cash and marketable securities
Beginning of year ..........ccoveeeneeninns 1,037 1,220
End of year ... 1,519 1,037
See accompanying notes.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
ASAT DECEMBER 31, 1997

1. Corporate mandate and activities Net loans receivable

Export Development Corporation (“the Corporation” or
“EDC") was established on October 1, 1969 byERrgort
Development Act (“the Act”), a statute of the Parliament of
Canada which was amended on June 2831The
Corporation was created as an agent of Her Majesty in
right of Canada for the purposes of supporting and
developing, directly or indirectly, Canada’s export trade
and Canadian capacity to engage in that trade and to
respond to international business oppdties. This Act as
amended gives EDC the flexibility to consider a wider
range of options to meet the needs of Canadian exporters
and those investing in foreign markets. The Corporation is
accountable for its affairs to Parliament through the
Minister for International Trade.

EDC incorporated Exinvest Inc. (“the Subsidiary”)
under theCanada Business Corporations Act in 1995. The
activities of the Subsidiary haveén consolidated with
those of the Corporation.

The earnings of the Corporation and its Subsidiary are
not subject to the requirements of theome Tax Act.

The Corporation is subject to a limit imposed by the Act
on its contingent liability programs. The Act specifies that
the Corporation’s contingent liakiies in respect of the
principal amounts owing under all outstanding
arrangements shall at no time exc&&8 billion, an
amount equal to 10 times the authorized capital of the
Corporation. As at December 31, 1997, the position against
this limit is $11.5 billion (1996—%$8.9 billion).

As an agent of Her Majesty in right of Canada, debt
instruments issued by the Corporation carry the full faith
and credit of Canada. The Act allows the Corporation to
borrow up to a maximum of 15 times the aggregate of its
current paid-in capital and the retained earnings determined
in accordance with the previous year’s audited financial
statements. This limit for borrowing as at December 31,
1997 is $21.3 billion (1996—%$19.6 billion), against which
borrowings amounted to $9.6 billion (1996—$7.Mdm).

Summary of significant accounting policies
Cash and marketable securities

Securities which are being held to maturity are carried at
cost. Gains and losses on these securities avgniged in
income only when they are realized and the asset is
removed from the balance sheet. Available for sale
securities are carried at market value. The gains and losses
arising from securities carried at market value are included
in investment interest earned.
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Net loans receivable are stated net of aoorued
capitalized interest and the allowance for losses on loans.
Non-accued capitalized interest represents contractual
interest capitalized according to rescheduling agreements
with sovereign borrowers during which time the loans are
classified as impaired.

Loan interest is recorded on an accrual basis until such
time as management determines that a loan should be
classified as impaired. Loans are classified as impaired
when circumstances indicate that the Corporation no longer
has reasonable assurance that the full amount of principal
and interest will be collected on a timely basis in
accordance with the terms of the loan agreement. Amounts
received for impaired loans are credited to the book value
of the loans. No portion of cash received on a loan
subsequent to its classification as impaired is recorded as
interest earned tihsuch time as any specific allowance
has been reversed, and it is determined that the loan
principal is fully collectible in accordance with the
contractual terms of the loan. An impaired loan is restored
to a performing basis after a pattern of regular payments
has been established, normally three years. When the
Corporation restores the impaired loan to an accrual basis,
previously non-acered capitalized interest is recognized
over the remaining term of the loan.

When sovereign borrowers experience financial
difficulties and areaunable to meet their debt obligations,
sovereign creditors, including the Government of Canada,
agree at an international forum, the Paris Club, to formally
reschedule the borrowe debt obligations. From time to
time and on a case-by-case basis, the most heavily indebted
sovereign borrowers are granted debt reduction or debt
service relief. The granting of debt reduction or relief is
contingent upon the sovereign borroisebility to
implement and maintain economic programsioed by
the International Monetary Fund. To date, the Government
of Canada has fully compensated the Corporation for all
amounts forgiven at the Paris Club, and these payments for
impaired loans or loans previously classified as impaired
are credited to the book value of the loans. Rescheduled
loans are considered performing unless they meet the
criteria of impaired loans.

Loan fees, mainly exposure fees and administration
fees, are normally amortized over the disbursement and
repayment term of the related loan.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS AT DECEMBER 31, 1997-Continued

Measurement uncertainty

To prepare the Corporation’s financial statements in
accordance with generally accepted accounting principles,
it is necessary to use accounting estimates. The most
significant of these estimates are the allowance for losses
on loans (Note 7) and the allowance for claims on
insurance and guarantees (Note 10). Management
determines the allowances using various assumptions,
based on its assessment of the impact of renemits and
changes in economic cdtidns and trends. These
estimates are reviewed in detail annually. However, actual
loan losses and liabilities for contingencies incurred may
vary significantly from management'’s estimates. The
uncertainty in the estimation process arises, in part, from
the use of historical data to identify and quantify credit
deterioration. While historical data may be the most
reliable basis available to calculate these amounts,
economic events may occur that render previous
assumptions invalid and cause a material change to the
accounting estimates.

The general allowance for loan losses is estimated using
historical loan default and recovery rates. For specifically
identified impaired loans, recoverable amounts are
calculated using the best estimates of the timing and
amount of future cash flows for each borrower.

The allowance for claims on insurance and guarantees
contains two components: the portion arising from the
insurance program and the portion relating to loan
guarantees. The allowance pertaining to the insurance
program is calculated using estimated future net claims less
future net premiums, based on assumptions consistent with
the Corporation’s past experience. Additional amounts are
provided for possible adverse deviation from best estimate
assumptions. While these amounts vary with the degree of
uncertainty inherent in each program and with
the homogeneity of policies (size and term) within each
portfolio, the valuation process conforms to the
Recommendations of the Canadian Institute of Actuaries.
The allowance pertaining to loan guarantees uses the same
assumptions as the general allowance for loan losses.

In 1997, EDC enhanced its methodology for estimating
the allowance for losses on loans. See Note 7 for further
discussion.

Allowance for losses on loans

The allowance for losses on loans is based on a review
of collectibility of all loans to commercial and sovereign
borrowers and represents management’s best estimate of
probable credit losses on loans receivable.

Export Development Corporation

Specific allowances are established on an individual
loan basis to recognize credit losses. When a loan is
considered impaired, the carrying value of the loan is
reduced to its estimated realizable value by discounting
expected cash flows at the rates inherent in the loan. The
amount of initial impairment and any subsequentgka
due to the re-evaluation of estimated future cash flows are
recorded through the provision for credit losses as an
adjustment to the specific allowance for impaired loans.

General allowances include all accumulated provisions
for losses on loans which are prudential in nature and for
which impairment has not been specifically identified. In
establishing the general component of the allowance,
management models its portfolio into credit risk pools and
applies information from external credit-rating agencies,
augmented by corporate experience, on historical default
rates and loss percentages to determine the allowance for
loan losses. These allowances are established to absorb
credit losses in the portfolio where, in management's
opinion, there is evidence of impairment given the current
economic conditions and trends surrounding particular
industries, geographic regions or other loan concentrations
in the portfolio.

Recoverable insurance claims

Recoverable insurance claims payments are recorded at
estimated recoverable values. Subsequent net gains or
losses on recovery are credited or charged to the allowance
for claims on insurance and guarantees when recoverable
values are re-estimated.

Allowance for claims on insurance and guarantees

The allowance for claims on insurance is based on an
actuarial review of net loss experience and potential net
losses and represents management’s best estimate of the
net present value of the liabiliphder existing policies.

The allowance for loan guarantees is determined on the
same basis as the general allowance for loans.

Insurance premiums

For short-term insurance policies, premiums are taken
into income at the commencement of coverage. Premiums
on other export insurance policies are taken into income
using methods which generally reflect the exposures over
the terms of the policies. Reinsurance premiums and
recoveries on losses incurred are recorded as reductions of
the respective income and balance sheet accounts.
Unearned premiums on insurance transferred to reinsurers
and estimates of amounts recoverable from reinsurers on
unpaid claims are deducted from deferred premiums
and recoverable claims respectively.
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Derivative financial instruments

The Corporation uses a variety of derivative financial
instruments to manage operating exposures such as foreign
exchange fluctuations and changes in interest rates. These
contracts are carried on a cost basis. Premiums paid or
discounts received on these instruments are deferred and
amortized over the life of the contract. Net receipts or
payments are recognized in income on an accrual basis in
the same period and the same financial statement category
to which the contract is related.

Translation of foreign currency

All assets and liabilitiedenominated in foreign
currencies are translated into Canadian dollars at exchange
rates prevailing at the end of the year. Income and expenses
are translated at monthly average exchange rates in effect
during the year. Exchange gains and losses resulting from
the translation of foreign currency balances and
transactions are included with interest expense.

Interest expense

Interest expense includes expenses of commercial paper,
registered claims, bonds, derivative financial instruments,
the amortization of debt discount and issue expenses, and
foreign exchange gains and losses. Gains or losses incurred
when the Corporation repurchases its bonds, and unwinds
any swaps related to those bonds, are either taken into
income at the time of the transaction, or deferred and
amortized over the life of a replacement debt issue, should
one be issued.

3. Cash and marketable securities

The Corporation maintains liquidity sufficient to meet
general operating requirements, to maintain stability in the
short-term borrowing program and to provide flexibility in
achieving corporate objectives. In order to meet these
varied needs, marketable securities are held in either the
investment portfolio or available for sale portfolio.

Securities in the investment portfolio are held for
liquidity and for the longer term. Available for sale
securities are iended to be held for a short period of time.
Swap contracts are agreements between two counterparties
to exchange interest payments over an agreed-upon period,
each calculated using a different interest rate index and
denominated in either the same currency or a different
currency.
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Remaining term to maturity 1997 1996
Under 1 Year 1to3Years Over 3years Total Total
(in millions of dollars)
Investment portfolio
Fixed rate securities ... 122 182 259 563 258
Swap contracts (112) (25) (137) (192)
Net fIXEH ... 10 157 259 426 66
Yield to maturity %0........ccevveeeerenrecennnns 5.27 5.95 6.13 6.04 6.88
Floating rate securities 565 70 10 645 669
Swap contracts 123 27 150 192
Net floating........covvvieeniieieees 688 97 10 795 861
Yield to reset %. 5.23 4.84
Total investment portfolio 698 254 269 1,221 927
Available for sale portfolio
Fixed rate securities 17
Floating rate securities 298 298 93
Total available for sale portfolio 298 298 110
Spot yield % 4.43 4.64
Value at purchase 297 297 115
Total cash and marketable securities 996 254 269 1,519 1,037
Credit exposure arises from the possibility that a 4. Investments

counterparty may default on its obligations. Credit
exposure related to securities held in the investment
portfolio and the available for sale portfolio is represented
by their carrying value. For swap contracts, it is a fraction
of the notional amount of the instruments shown above,
and is represented by the replacement cost of those
contracts that have a positive fair value (a contract which,

if settled currently, would result in a gain). Credit exposure

for swap contracts held in the investment portfolio is
included as part of Note 16.
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Investments comprise $102 million (1996—%$99 million)
of cash and securities held by EDC's subsidiary Exinvest
Inc. and notes issued by three Crown corporations: Ridley
Terminals, Inc., Vancouver Port Corporation and the Royal
Canadian Mint, totaling $306 million (1996—
$308 million). These Crown corporations are related to
EDC as a result of common ownership. EDC intends to
hold these notes to maturity. These investments were made
in the normal course of business, transacted at fair value,
and are recorded at cost.

1997 1996
Amount  Yield* Term* Amount
(in millions of dollars)
Fixed rate
investments........... 306 7.40% 52 months 300
Floating rate
investments........... 102 3.89% 1 month 107
Total..ooveeeeeeeeeene 408 407

* Refersto yield and term to maturity for fixed rate investments, and
yield and term to reset for floating rate investments.
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5. Net loans receivable

The following table shows the contractual maturity
along with related contractual effective yields for gross
loans receivable. The yields are computed on a weighted
average basis by amount and term. Floating rate yields are
expressed as spreads over base rates which consist mainly
of LIBOR for U.S. dollars and Prime for Canadian dollars.

1997 1996
Yield to Yield to
Fixed maturity  Floating Spread Total Fixed maturity  Floating  Spread Total
$ % $ % $ $ % $ % $
(in millions of dollars)
Performning
Overdue.... 1 10.45 7 0.94 8 6 8.96 1 124 7
605 8.83 775 114 1,380
681 9.03 1,046 1.87 1,727 548 9.17 506 1.67 1,054
629 9.00 614 1.83 1,243 468 9.27 497 1.68 965
523 9.01 618 1.89 1,141 418 9.21 393 177 811
656 9.05 551 181 1,207 545 9.23 381 1.69 926
508 8.78 452 173 960 370 9.09 276 147 646
2003-2007 ... 1,438 8.39 1,422 1.30 2,860 1,038 8.62 813 0.61 1,851
2008 and beyond ... 844 8.46 598 0.71 1,442 477 8.99 468 0.46 945
Performing.........cceeeeeeceneneecnnns 5,280 8.56 5,308 1.58 10,588 4,475 8.92 4,110 124 8,585
Impaired (NOte 6) ........ccccovvvunnee. 183 1,602 1,785 257 1,662 1,919
Gross loans receivable................ 5,463 6,910 12,373 4,732 5,772 10,504
Less: Non-accrued
capitalized interest on
—Impaired loans (Note 6)...... 831 774
—~Performing loans*............... 251 224
Loans receivable..............c..ccc.oe. 11,291 9,506
Less: Allowance for losses
on loans (Note 7) .......cccceeenne 1,628 1,423
Net loans receivable ................... 9,663 8,083

*Represents the unamortized balance that accrued while the loan was impaired.

At December 31, 1997, the floating rate performing
gross loans receivable are yielding 7.26% (1996—6.52%)
with an average term to reset of 99 days (1996—88 days).

The breakdown of the Corporation’s performing gross
loans receivable between sovereign and commercial is as

follows:
1997 1996
Yield to Yield to
Fixed maturity  Floating Spread Total Fixed maturity  Floating Spread Total
$ % $ % $ $ % $ % $
(in millions of dollars)

Sovereign 2,970 8.70 2,347 112 5,317 2,785 8.85 2,148 0.93 4,933
Commercial 2,310 8.45 2,961 192 5,271 1,690 8.99 1,962 1.63 3,652
L — 5,280 8.56 5,308 158 10,588 4,475 8.92 4,110 124 8,585
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6. Impaired loans receivable

The Corporation has $1,785 million impaired gross
loans receivable (1996—%$1,919 million) of which $1,682
million is sovereign (1996—%$1,787 million) and $103
million is commercial (1996—%$132 million). The
following reflects the movement in the impaired loans
portfolio during the year:

1997 1996
(in millions of dollars)
Balance at beginning of year. 1,919 1,895
Loans classified asimpaired......... 29
Loans reinstated to performing..... (142)
Sale of impaired assets... (31)
Capitalized interest..... 74 78
Principal repayments. (50) (55)
Compensation from the
Government of Canada for
debt relief .............. 17) (26)
Foreign exchang . 32 @)
Balance at end of year ...........cccccc.... 1,785 1,919

The largest concentrations of gross loans receivable for
impaired loans are listed in the following table. Non-
accrued interest represents contractually earned interest
that has not been capitalized through rescheduling

agreements.
1997 1996
Gross Non-accrued Non- Gross Non-accrued Non-
loans capitalized accrued loans capitalized accrued
receivable interest* interest receivable interest* interset
(in millions of dollars)
Sovereign
632 424 6 571 340 39
386 151 a2 400 150 18
262 124 15 252 111 5
117 41 2 112 31 4
53 38 2 55 35 2
232 53 136 397 107 121
Sub-total 1,682 831 203 1,787 774 189
Commercial 103 87 132 71
Total impaired.......ccccceevveneenne 1,785 831 290 1,919 774 260

*Non-accrued capitalized interest is included in gross loans receivable.

During 1997, payments from borrowers for impaired
loans were $86 million (1996—$89 million). These
amounts were applied to the book value of the impaired
loans and did not affect interest earned.
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7. Allowance for losses on loans
The composition of the allowance for losses on loans is
as follows:

1997 1996

Sovereign Commercial Total Sovereign Commercial Total

(in millions of dollars)
Specific allowance

for impaired 10ans..........cooverreeienccninns 390 98 488 534 127 661
General alloWanCe .........cccereeeerneienricnenns 540 600 1,140 456 306 762
TOtal oo 930 698 1,628 990 433 1,423

The specific allowance for impaired loans reduces the
carrying value of impaired loans to the net present value of
expected cash flows. Estimated cash flows are based on
historical payments from sovereign borrowers,
demonstrating to a large extent each borrower’s willingness
and ability to meet future payments. The historical
payments are then modified when necessary to derive the
estimated future cash flows which are then discounted
using rates inherent in agreements.

During the year, the Corporation enhanced its
methodology for estimating the general allowance for loan
losses. This enhancement is part of the continuing process
to more accurately reflect the currenbeomic condions
and their impact on credit migration. The methodology
incorporates the historical default rates of corporate bond
issuers as determined by external credit-rating agencies,
and the Corporation’s own severity of loss experience. The
risk concentration component of the allowance for loan
losses has been reclassified as a result of the improved
methodology. These enhancements resulted in an increase
of $52 million in the allowance for loan losses as at
December 31, 1997.

The Corporation has significant geographic
concentrations in below investment grade and speculative
grade countries, as determined by external credit-rating
agencies. Seven such countries represent $3,00&nor
28% of the Corporation’s performing loans receivable. In
addition, the Corporation has a single counterparty loan
receivable of $721 million with a gund transportation
entity in the United States.

During the year, changes to the allowance for losses on
loans were as follows:

1997 1996

(in millions of dollars)

Balance at beginning of year............. 1,423 1,233

Provision for losses on loars......... 184 190
Interest reversal for impaired

(18) (€Y

39 1

Balance at end of year...........c.ceuue. 1,628 1,423
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8. Loan commitments

The Corporation has undisbursed commitments of
$6,482 million (1996—%$2,863 million). The Corporation
expects to fund these undisbursed commitments near the
time of their disbursement. Over the next two years, the
Corporation expects to disburse 72% of the remaining
undisbursed balances. The Corporation generally attempts
to match debt maturities and currencies with those of its
loan assets on a portfolio basis. Undisbursed commitments
with their locked-in effective yields are outlined in the
following table. All yields are computed on a weighted
average basis and the spreads over floating interest rates
are represented mainly by LIBOR for U.S. dollars. In 1996,
the Corporation was committed to disburse $223 million
which had a fixed rate effective yield that was
indeterminable and therefore was not included in the table.

1997 1996
Spot Spot
Fixed yield Floating Spread Fixed yield Floating Spread
$ % $ % $ % $ %

(in millions of dollars)

[S0V= (= T 4 TN 2,385 7.98 561 2.44 417 8.41 409 2.49
Commercial 167 8.14 3,369 2.39 75 9.72 1,739 114
2,552 8.00 3,930 2.40 492 8.61 2,148 1.40

9. Contingent liabilities

The Corporation has insurance policies in force and
guarantees outstanding of $8,724 million (1996—
$7,432 million) which mature as follows:

1997 1996

(in millions of dollars)

Short-term program............cccevevenns 5,700 5,081
Medium-term program

370

546 340

467 295

443 97

379 395

197 62

658 427

334 365

8,724 7,432
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The major concentrations by location of ultimate risk
are as follows:

1997 1996
Short-term Medium-term Total Short-term Medium-term Total
(in millions of dollars
2,317 62 2,379 1,580 38 1,618
975 443 1,418 612 312 924
128 240 368
585 19 604
332 1 333
390 60 450
297 20 317 391 14 405
1,651 2,258 3,909 1,523 1,908 3,431
TOtaAl e 5,700 3,024 8,724 5,081 2,351 7,432

Reinsurance of $78 million (1996—$122 million) has
been deducted from the insurance policies in force.

10. Recoverable insurance claims and allowance for claims on
insurance and guarantees

During the year, changes to the recoverable insurance
claims were as follows:

1997 1996
(in millions of dollars)
Balance at beginning of year ........... 25 20
Claims paid . 43 60
Claims recovered.... (16) (13)
Re-evaluation of
recoverable claims (29) (43)
Foreign exchange
Balance at end of year ...........c.cceuee 28 25

Of the $43 million in claim payments made during
1997, 95% were related to the short-term program. The
largest concentrations of claim payments and recoveries
were in the following countries:

1997 1996

Claims Clams Claims Claims
paid recovered paid recovered

(in millions of dollars)

25 5 16 3
7 3 5 1
3 1
2 1
1

20 3

4

4
5 6 11 4
43 16 11
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During the year, changes to the allowance for claims on
insurance and guarantees were as follows:

1997 1996

(in millions of dollars)

Balance at beginning of year ........... 240 204
Provision for claims on

INSUMANCE ....c.vveieeieeriecseeieeens 59 68

Provision for loan guarantees...... 52 12

Re-evaluation of

recoverable claims (29) (43)

Foreign exchange 9 @

Balance at end of year ..........coeueee. 336 240

11. Provision for credit losses

The composition of the provision for credit losses is as
follows:

1997 1996
(in millions of dollars)
Provision for losses on loans........... 184 190
Provision for claims on
INSUMANCE ... 59 68
Provision for loan guarantees 52 12
Provision for credit losses................ 295 270

12. Loans payable

The Corporation issues debt instruments in world capital
markets. Short-term payables represent liédsl of the
Corporation that are issued with méties under one year.
Long-term debt instruments are issued by the Corporation
in Canadian dollars, U.S. dollars and other currencies. The
Corporation utilizes currency swaps tneert foreign
denominated fixed rate notes primarily to U.S. dollars.
Interest rate swaps are principally utilized ¢tmeert fixed
rate instruments to floating rates primarily related to
LIBOR. Derivative contracts and structured notes are used
to minimize the cost of capital and are also used for
asset/liability management purposes.

Loans payable are comprised as follows:
1997 1996

Loans Interest Loans  Interest
payable expense payable expense

(in millions of dollars)

Short-term payables...... 2,120 53 853 52
Long-term payables
—due within
current year 2,005 724
—over one year... 5,383 428 6,103 385
Sub-total 9,508 481 7,680 437
Plus: unamortized
discounts and
premiums . 14 11
deferrals............... 34 44
Total loans payable ....... 9,556 7,735
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Discounts and premiums are related to the issue of long-
term debt and swaps. Deferrals include gains and | osses
incurred upon debt repurchases and swap unwinds.

Accrued interest reflects the corporate cash flow
obligation. It can be broken down into its component parts
asfollows:

1997 1996
(in millions of dollars)
ShOrt-term ........ooooeeeviieeniiieenieee 13 4
Long-term
—Debtissued.......c.cccceeriiiiiinnenn. 313 229
—Swap CONtrac.........ccveerueeennns (223) (139)
Total accrued interest ............ccoceeeee 103 94

The accrued interest for the above swap contracts is
presented on a net basis.

EDC has entered into a number of structured notes as
part of its funding program. Structured notes are hybrid
securities that combine fixed income products with
derivative components.

Structured notes outstanding, included in loans payable,
areasfollows:

1997 1996

(in millions of dollars)
Equity index linked ...........cccccevinenne 502 467
Dual currency.... . 923 1,034
Step-up ....coeveee . 300 209
Callable/extendible 166 78
171 163
Total...coeiiiiiii i 2,062 1,951
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13.

14.

A-216

The Corporation has executed swap contracts to remove
market risk on these structured borrowings. These contracts
ensure that EDC will receive preeds from the swap to
meet the requirements of settling and servicing the debt
obligation. The Corporation has synthetically created
floating rate debt. In swapping out of the underlying bond
issue, the potential market risk has been converted to credit
risk. Credit risk is managed by dealing with counterparties
evaluated as creditworthy, through management limits to
counterparties and other credittigation techniques.

Credit exposure on derivative financial instruments is
further discussed in Note 16.

Loans payable maturities

Loans payable and related notional swap amounts
mature as follows:

1997 1996
Swap Yield*
Y ear of maturity Issues contracts Net (%) Net
(in millions of dollars)
Fixed rate issues
270
1998. 1,928 (1,217) 711 6.88 687
1999. 1,119 (333 786 6.99 753
2000. 1,319 (1,033) 286 8.74 273
2001. 530 (530)
2002......... 720 (577) 143 7.81 137
2003 to 2007 ..... v 988 (841) 147 8.75 141
2008 and beyond 314 (60) 254 831 244
Sub-total ..o 6,918 (4,591) 2,327 8.29 2,505
Floating rate issues
1,307
2,120 1,294 3,414 1,159
78 396 474 632
8 1,027 1,035 520
71 518 589 345
584 584 441
164 860 1,024 771
2008 and beyond .. 61 61
Sub-total ... 2,441 4,740 7,181 5.66 5,175
9,359 149 9,508 7,680

*Refers to yield to maturity for fixed rate issues, and yield to reset for floating rate issues.

Credit exposure and other details on swap contracts are
included as part of Note 16.

Share capital

The authorized share capital is $1.5 billion consisting of
15 million shares with a par value of $100 each. The
number of shares issued and fully paid is Sil8an
(1996—9.8 million). No shares wereugsl in 1997
(1996—1.3 million).
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15.

16.

Foreign currency balances

The Corporation has substantial assets and liabilities in
U.S. dollars and in other currencies. In addition, the
Corporation has derivative financial instruments
denominated in various currencies. The purpose of these
derivative financial instruments is to minimize the cost of
capital and optimize yields for the Corporation, while
sustaining prudent levels of risk.

The following chart shows where the Corporation has
created synthetic debt and asset positions through such
instruments and the resulting net foreign currency exposure
(expressed in Canadian equivalent dollars).

1997

1996

Assets Liabilities
Gross D.F.I*. Net Gross D.F.I*. Net Exposure Rate Exposure

(in millions of dollars)

European Currency Units.. 29 (6) 23 23 15713 15
British Pounds...........c....... 244 244 (631) 403 (228) 16 2.3472 9
Deutsche Marks. e 388 388 (413) 1 (402) (14) 0.7944 (53)
U.S. Dallars... 8,690 406 9,096 (6,390) (2,716) (9,106) (10 1.4291 163
Italian Lira..... (163) 162 (1) (1) .000808 2
Swiss Francs...... . 0.9777 (]
Australian Dollars. 13 (13) (424) 424 0.9315
Japanese Yen............. 5 4 1 (292) 291 (] 0.01095
New Zealand Dollars......... (49) 49 0.8294

Rate

1.7219
2.3454
0.8900
1.3696
0.0009
1.0232
1.0886
0.0118
0.9690

* “Derivative Financial Instruments” includes currency swaps and foreign exchange contracts. See Note 16.

The Corporation incurred a foreign exchange gain of
$7.8 million in 1997 (1996—gain of $11 million). This
amount is included in interest expense.

Derivative financial instruments

The Treasury Division actively manages EDC's
exposure to market risk through the use of derivative
financial instruments held for non-trading purposes. EDC
utilizes a variety of these instruments to manage funding
costs, investment returns, and to implement asset/liability
management strategies in order to minimize market risks in
EDC's portfolios. The credit risk in these instruments is
managed in accordance with guidelines estabtisn the
Treasury Risk Management Department and approved by
the Board of Directors.

EDC currently uses, but is not limited to, the following
types of instruments:

Interest rate swaps—transactions in which two parties
exchange interest flows on a specified notional amount on
predetermined dates for a specified period of time using
agreed upon fixed or floating rates of interest. Notional
amounts upon which interest payments/recei pts are based
are not exchanged.
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Currency swaps—transactions in which two parties
exchange currencies at inception and at maturity, aswell as
interest flows on the exchanged amounts on predetermined
dates for a specified period of time using agreed upon fixed
or floating rates of interest.

Equity index swaps—transactions used to eliminate
exposure to movements in an equity index on a debt issue
undertaken by the Corporation. Two counterparties agree
to exchange payments, one of which represents the
percentage change in an agreed upon equity index and the
other a short-term interest rate index. The principal may
either resemble an interest rate swap, in that no exchange
of notional amounts occurs, or a currency swap, in which
currencies will be exchanged at both inception and
maturity.

Foreign exchange contracts-eommitments to purchase
or sell foreign currenciesfor delivery at a specified datein
the future at afixed rate.

Forward rate agreements—a short-term contract between
two counterparties locking in an interest rate for a specified
period, notional amount and interest rate index, starting on
aspecified date in the future.

Futures—future commitments to purchase or deliver
money market instruments on a specified future date at a
specified price. The instruments are obligations between
the Corporation and the organized exchange upon which
the contract is traded.

Options—contracts which grant the right, but not the
obligation, to purchase a financial asset at a specified price
during a specified period.

In any transaction there are always inherent risks of loss.
These risks are classified as (1) credit risks, wherein the
counterparty failsto perform an obligation as agreed upon
causing the other party to incur afinancial loss, or (2)
market risks, where an exposure exists as a result of
changesin foreign exchange rates and/or interest rates.

The Corporation manages its exposure to credit risk by
dealing only with financid ingtitutions having original
credit ratings of A for terms of three years and under, and
AA for terms greater than three years. Internal policies and
procedures establish credit approvals, controls and
monitoring. The Corporation does not anticipate any
significant non-performance by the counterparties.

Credit impairment in the derivative financial
instruments, marketable securities and investments has
been estimated not to exceed $20 million. Accordingly, an
allowance for credit risk of $20 million (1996—
$20 million) has been established. This amount is included
in accounts payable.
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17.

Interest rate, currency swap and foreign exchange
contracts entered into by the Corporation with contractual
or notional principal amounts outstanding as at
December 31, 1997 are listed below.

1997

1996

Remaining term to maturity

Under 1to3 3to5
one year years years

Over
5years

(in millions of dollars)

CUITENCY SWAPS. .....cvvveeirarereririeieeens 894 1,284 674
Interest rate swaps..... . 1,133 433 500
Foreign exchange contracts.. 897

535
550

Total

3,387
2,616
897

Total

2,684
2,514
1,007

Total all swaps 2,924 1,717 1,174

1,085

6,900

6,205

Fair value of swaps
Positive 39 132 a4
i 100 104 23

104
17

319
244

304
105

Swaps that have a positive fair value are those contracts
which, if settled immediately, would result in a gain.
Conversely, immediate settlement of a swap with a
negative fair value would result in a loss.

Fair value of financial instruments

The chart below outlines the book values and the fair
values of the Corporation’s financial instruments. As with
any estimate, uncertainty is inherent due to the
unpredictability of future events. In the case of estimating
the fair value of the Corporation’s financial instruments,
this uncertainty is multipliedue to the large number of
assumptions used, and in the wide range of acceptable
valuation techniques. Estimates of fair values are based on
market conditions at a certain point in time, and may not be
reflective of future market conditions. Thus, the estimates
of the value of financial instruments outlined below do not
necessarily reflect the actual values that may occur should
the instruments be exchanged in the market. It is not the
Corporation’s intent to settle these items in the market
before they mature.
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The aggregate of the estimates of the fair value of the
financial instruments presented below does not reflect an
estimate of the underlying value of the Corporation.

1997 1996
Book Fair Book Fair
BALANCE SHEET ITEMS value value value vaue

(in millions of dollars)

Cash and marketable
securities
Fixed rate securities............. 579 584 284 288
Floating rate securities......... 947 947 768 765
Investments..........ccccoveennnnes 414 430 407 423
Loans receivable
Performing fixed rate........... 4939 5599 4,187 4,483
Performing floating rate...... 4426 5191 3551 3,894
Impaired........ 466 466 484 484
Accounts payable 84 84 80 80
Loans payable
Fixed rate.......ccccovviennninne 2,327 2371 2505 2593
Floating rate..........cceeennee 7181 7,181 5269 5,269
1997 1996
OFF-BALANCE Fair Fair
SHEET ITEMS Notional  value Notional value
(in millions of dollars)
Currency swap contracts...... 3,387 (34) 2,684 119
Interest rate swap
CONEFACLS.....eercecrrereans 2,616 113 2,514 89
Foreign exchange
CONEFACLS....ceeerecrrereans 897 (4 1,007 ©)
Undisbursed loan
commitments
Fixed rate .......cccoovevcuninens 2,459 213 na na
Floating rate..........ccccv.... 3,354 30 na na

The fair value of securities with an original maturity of
more than one year is based on quoted market prices. For
securities with an original maturity of less thare year,
the face value has been used as an estimate of fair value.

In order to estimate the fair value of its performing loans
receivable, the Corporation separates its loans into risk
pools and calculates the net present value of cash flows of
principal and interest. The discount rate for the fixed rate
portfolio is derived by taking the base rate, U.S. Treasuries
for U.S. dollar fixed rate cash flows, for example, to which
a spread for credit risk is added for each credit pool. The
discount rate for the floating rate portfolio is derived
similarly by adding to the base rate a spread for credit risk
depending on the grade of credit. The fair value of
undisbursed loan commitments is estimated using the same
methodology used in the performing loans receivable
estimate. The notional values reported are the expected net
loans receivable to be disbursed under these commitments.
Comparative fair values of undisbursed loan commitments
for 1996 have not been provided due to the lack of
availability of data.
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18.

19.

The estimate of the fair value of fixed rate loans payable
and investments uses a discounted cash flow approach with
current market rates. Variable rate loans payable and
investments reprice frequently and the carrying value
approximates the fair value.

The nature of accounts payable is that they have a
relatively short duration. Thus, the fair value of accounts
payable is estimated to be equal to their book value.

The estimate of the fair value of the foreign exchange
contracts is carrying value. Currency swap contracts and
interest rate swap contracts use a discounted cash flow
approach.

Related party transactions

The Corporation enters into transactions with other
government departments, agencies and Crown corporations
in the normal course of business.

During 1997, the Corporation received from the
Government of Canada $17 million (1996—$101 million)
for principal pursuant to debt relief arrangements. In
addition, the Corporation has loans receivable of
$149 million andundisbursed commitments of
$1,351 million, for which it has recourse to the
Government of Canada in the event of a loan default.

Canada Account transactions

Pursuant to the Act, the Minister for International Trade,
with the concurrence of the Minister of Finance, may
authorize the Corporation to undertake certain financial and
contingent liadity transactions. These transactions and
legislative authorities whictinderlie them have come to be
known collectively as the “Canada Account”. The Board of
Directors is only responsible for the management and the
administration of the program. Accounts for the program
are maintained separately from the Corporation’s accounts
and are consolidated annually as at March 31 with
the financial statements of the Government of Canada,
which are reported upon separately by the Auditor General
of Canada. The assets under the Canada Account, mainly
loans receivable and accrued interest and fees recorded in
accordance with the accounting policies and practices
approved by the Government of Canada, amounted to
$2,941 million at December 31, 1997 (1996—
$2,899 million).
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS AT DECEMBER 31, 1997-Concluded

The Act allows the Canada Account to have outstanding
loans and commitments to foreign borrowers, and liabilities
under contracts of insurance and other agreements up to a
maximum of $13 billion. The position against this limit,
determined in accordance with the requirements of the Act,
is $5,565 million (1996—%$4,165 million). Reinsurance of
$64 million has ben deducted from the insurance policies
in force.

The Corporation retained $19llion (1996—
$17 million) from Canada Account receipts and recoveries
to meet expenses and overhead related to Canada Account
transactions.

20. Reclassification of comparative figures

Certain 1996 comparative figures have been reclassified
to conform with the presentation adopted in 1997.
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FARM CREDIT CORPORATION

MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The accompanying financial statements of Farm Credit
Corporation and all information in this annual report are the
responsibility of the Corporation’s management and have been
reviewed and approved by the Board of Directors. The
financial statements include some amounts, such as the
allowance for credit losses and the valuation of real estate
acquired in settlement of loans, that are necessarily based on
management’s best estimates and judgement.

The financial statements have been prepared in accordance
with accounting principles which are generalicepted in
Canada. Financial information presented elsewhere in the
annual report is consistent with that contained in the financial
statements.

In discharging its responsibility for the integrity and fairness
of the financial statements, management maintains financial
and management control systems and practices designed to
provide reasonable assurance that transactions are authorized,
assets are safeguarded and proper records are maintained. The
system of internal control is augmented by internal audit which
conducts periodic reviews of different aspects of the
Corporation’s operations.

The Board of Directors is responsible for ensuring that
management fulfills its responsibilities for financial reporting
and internal control. The Board of Directors exercises this
responsibility through the Audit Committee, a committee
which is composed of Directors who are not employees of the
Corporation. The Audit Committee meets with management,
the internal auditors and the Auditor General of Canada on a
regular basis, and the auditors have full and free access to the
Audit Committee.

The independent auditor, the Auditor General of Canada, is
responsible for auditing the transactions and financial
statements of the Corporation and for issuing his report
thereon.

John J. Ryan
President and Chief Executive Officer

Moyez Somani
Chief Financial Officer

Regina, Canada
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AUDITOR’'S REPORT
TO THE MINISTER OF AGRICULTURE AND AGRI-FOOD

| have audited the balance sheet of Farm Credit Corporation
as at March 31, 1998 and the statements of operations and
retained earnings/(deficit) and changes in financial position for
the year then ended. These financial statements are the
responsibility of the Corporation’s management. My
responsibility is to express an audit opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 3l, 1998, and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, thé&arm Credit Corporation Act and the by-laws
of the Corporation.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
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BALANCE SHEET ASAT MARCH 31

(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
Cash and short-term investments NISA investments held (Note 8) .. 93,754 17,552
(NOEE 3) . 237,605 241,014 Accounts payable and accrued liabilities....... 19,748 27,373
Accounts receivable and other Short-term notes (NOte 9) .......ceeeerecerecereneane 945,658 747,667
44,158 28,928 Other liabilities and deferred fees
Long-term investments (Note 4)... 149,613 79,227 (Note 10)... 35,080 18,273
Loans receivable (Notes 5 and 6) 5136,138 4,521,604 Loans payable (Note 4,062,676 3,753,877
Real estate acquired in settlement of 5,156,916 4,564,742
10aNS (NOLE 7) ... 123,481 139,629
Equipment and leasehold improvements.... 15,208 12,065 EQUITY
Capital (Notes 1 and 12)..... 507,725 1,118,333
Retained earnings/(deficit) (Note 12) .. 41,562 (660,608)
549,287 457,725
5,706,203 5,022,467 5,706,203 5,022,467
The accompanying notes are an integral part of the financial statements.
Approved:
DONALD W. BLACK
Chair, Board of Directors
WARREN ELLIS
Chair, Audit Committee
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STATEMENT OF OPERATIONS

AND RETAINED EARNINGS/(DEFICIT)
FOR THE YEARS ENDED MARCH 31

(in thousands of dollars)

Interest income
Loans receivable
Investment income

Interest expense....
Net interest income.
Provision for credit losses (Note 6).........

Net interest income after provision for
credit [0SSES ...

Lease and real estate income
Lease and other revenue.....................
Operating expenses
Interest expense

Net lease and real estate income.........
Other iNCOME.......ceiviieiriniieisci
Income before other expenses.................

Other expenses
Administrative expenses....
Income taxes (Note 13)

Other eXPeNSES........covvveerereeerieieeriens

Net income for the year
Deficit, beginning of the year ....
Reallocation of contributed capital to
eliminate deficit (Note 12).....
Dividends (Note 1)

Retained earnings/(deficit),
end of theyear ..........cccevveicnnnicnens

1998 1997
408,237 406,351
22,762 13,420
430,999 419,771
296,857 278,053
134,142 141,718
18,748 23,986
115,394 117,732
22,808 20,299
2,853 2,960
6,948 10,264
13,007 7,075
9,464 6,519
137,865 131,326
90,078 84,104
6,225 6,628
96,303 00,732
41,562 40,594
(660,608)  (698,502)
660,608
(2,700)
41562 (660,608)

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF CHANGES
IN FINANCIAL POSITION

FOR THE YEARS ENDED MARCH 31

(in thousands of dollars)

Operating activities
Net inComMe........coovvvviverirrrrrrrns
Items not involving cash
Provision for credit losses.............
Change in accrued interest
receivable ...
Change in accrued interest
payable....
Other

Cash provided by operating
BCHVITIES....ovvcccccccc s

Investing activities
Long-term investments
Loans receivable disbursed..
Loans receivable repaid....
Change in real estate held.
Other

Cash used in investing activities.............

Financing activities
Loans repaid to Canada
Loans from capital markets.
Loans repaid to capital markets..
Increase in capital..
Change in short-term notes .
Change in NISA investments held......
Dividends paid.........cccoceveviriciinnnnes

Cash provided by
financing activities.........c.coveeennens

(Decrease) increase in cash and short-
term investments........cccoveeerrnienene

Cash and short-term investments,
beginning of theyear...........cccccccenine.

Cash and short-term investments,
end of the year........ccceeevervccicnnene

1998 1997
41,562 40,594
18,748 23,986

(24,648) 6,243
33,015 (1,058)
11,356 22,043
80,033 91,808

(71,894) (18,042)

(1,504,200)  (1,342,900)

870,697 704,275
16,148 13,839
15,010 (9,051)

(674,239)  (651,879)
(503,963)  (134,014)
1,014,311 808,139
(243744)  (378,136)
50,000

197,991 291,298

76,202 17,552
(2,700)

590,797 602,139
(3,409) 42,068

241,014 198,946

237,605 241,014

The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS

1. The Corporation

@

(b)

(©

(d)

Authority and objectives

Farm Credit Corporation (the Corporation) was
established in 1959 by the Farm Credit Act asthe
successor to the Canadian Farm Loan Board and isan
agent Crown corporation named in Part | of Schedule
I11 to the Financial Administration Act.

On April 2, 1993, the Farm Credit Corporation Act
was proclaimed into law and replaced the Farm Credit
Act and the Farm Syndicates Credit Act, both of which
were repealed. The Act continues the Farm Credit
Corporation with its corporate office in Regina,
Saskatchewan, under an expanded mandate that
includes broader lending and administrative powers.

The Corporation’s role is to enhance rural Canada by
providing specialized and personalized financial
services to family farms and those businesses in rural
Canada that are related to farming. Additionally, the
Corporation delivers specific programs for the
Government of Canada on a cost-recovery basis.

Capital

Capital of the Corporation consists of capital
contributions made by the Government of Canada net
of a reallocation to eliminate the accumulated deficit
approved effective March 31, 1998. Further details
regarding this reallocation are described in Note 12.

As of March 31, 1998, capital payments received from
the Government of Canada amounted to

$1,168 million (1997—$%$1,118 million). The statutory
limit for that same period was $1,175 million (1997—
$1,125 million).

Dividends

No dividends were declared or paid in the current year
(1997—%2.7 million).

Limits on borrowing

TheFarm Credit Corporation Act restricts the total
direct and contingent liabilities to 12 times the equity
of the Corporation. This limit can be increased to

15 times the equity with the prior approval of the
Governor in Council.

At March 31, 1998, the Corporation’s total liabilities
were 9.4 times the equity of $549.3 million (1997—
10.0 times the equity of $457.7 million).

Farm Credit Corporation

2. Significant accounting policies

(@)

(b)

Investments

Investments comprise the balance sheet categories of
short-term investments and long-term investments.
Interest income, gains and losses on disposal,
amortization of premiums and discounts and write-
downs to market value are reported in investment
income.

Short-term investments are acquired primarily for the
purposes of liquidity and are intended to be held for
less than one year. Short-term investments are carried
at cost. However, where the market value has declined
significantly, short-term investments are written down
to market value.

Long-term investments are securities with terms to
original maturity in excess of one year. These
investments are acquired primarily for the purposes of
asset/liability management and for the management of
funding opportuities in advance of cash requirements.

Long-term investments which were acquired for
asset/liability management are carried at cost adjusted
for the amortization of premiums or discounts over the
term to maturity. When there has been a decline in
value that is other than temporary, the carrying value
is appropriately reduced. Gains and losses on the
disposal of these investments are included in current
year income.

Long-term investments which were acquired for the
management of funding opporitias in advance of
cash requirements act as hedges against changes in
future borrowing rates. These investments are carried
at cost adjusted for the amortization of premiums or
discounts over the term to maturity. When there has
been a decline in value that is other than temporary,
the carrying value is appropriately reduced. To
estimate the true cost of funding, gains and losses on
the disposal of these investments are amortized on a
straight-line basis and applied to interest expense over
the life of the related funding instruments.

Loans receivable

Loans receivable is stated net of the allowance for
credit losses.

Loans are classified as impaired when, in
management’s opinion, there is no longer reasonable
assurance of the timely collection of the full amount of
principal and interest. In addition, any loan where a
payment is 90 days past due is classified as impaired
unless the loan is well secured and in the process of
collection.
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NOTES TO FINANCIAL STATEMENTS—Continued

(©
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Interest income is recorded on the accrual basis until
such time as a loan is specifically classified as
impaired. When a loan is specifically classified as
impaired, the carrying amount is reduced to its
estimated realizable amount. All payments on the loan
are credited against the recorded investment in the
loan. Changes in the estimated realizable amount
arising subsequent to initial impairment are reflected
as an adjustment to the provision for credit losses. The
loan reverts to accrual status when all provisions for
credit losses are reversed and, in management’s
opinion, the ultimate collection of principal and
interest is reasonably assured.

Loan fees received as compensation for the alteration
of lending agreements are considered an integral part
of the yield earned on the loans. Such loan fees are
amortized to interest income over the average
remaining term of the loans. Other loan fees are
recorded as other income on the same basis as the
related costs.

Allowance for credit losses

The allowance for credit losses represents
management’s best estimate of credit losses on its
loans receivable in the light of current trends. It has a
specific and a general component.

Based on a loan-by-loan review, the specific
component is established to value impaired loans at
the lower of their recorded investment or the estimated
realizable amount of their underlying security.
Estimated realizable amounts are determined as the
fair value of the underlying security of the loans,

taking into account the estimated time and costs
required to realize the security.

The general component, which is prudential in nature,
is established in respect of loans for which impairment
has not been specifically identified. In establishing the
general component of the allowance, management
models historic portfolio migration trends and loss
percentages and applies them to loans receivable
balances categorized into risk pools. As a single
industry lender, the Corporation is particularly subject
to adverse economic trends and other risks and
uncertainties affecting agricultural regions and sectors.
Accordingly, in establishing the general component of
the allowance, management also considers the impact
of specific factors, such as land value trends, economic
trends, federal and provincial government programs,
commodity prices and climatic conditions. Since

future agricultural and economic conditions are not
predictable with certainty, actual loan losses may vary
from management’s estimate.

(d)

(€)

The allowance is increased by provisions for credit
losses and reduced by write-downs on real estate
acquisitions and loan write-offs net of recoveries.

Real estate acquired in settlement of loans

Real estate, whether held for the production of income
through leasing or held for sale, is initially recorded at
the lower of the recorded investment in the foreclosed
loan and the fair value of the underlying security at the
time of acquisition. The fair value of the security is the
amount which could be realized in an arnésgdth
disposition considering the estimated time required to
realize the security, the estimated costs of realization
and any amounts legally required to be paid to the
borrower.

Subsequent to acquisition, real estate leased for the
production of income is carried at the value recorded
on acquisition and is not written down for declines in
the estimated fair value unless they are significant and
permanent.

The carrying value of real estate held for sale is
adjusted to reflect significant decreases in the
estimated fair value subsequent to adtjais

Lease and other revenues from real estate are recorded
when earned. Gains and losses arising from the
disposal of real estate are included as a component of
lease and other revenues.

Equipment and leasehold improvements

Equipment and leasehold improvements are recorded at
cost less accumulated amortization. Amortization is
provided over the estimated useful lives of the
equipment and leasehold improvements using the
following methods and terms:

Methods Terms
Office equipment Declining
and furniture balance 20% annum
Computer equipment Straight-
and software line 3years
Leasehold Straight- Lease term plus
improvements line the first renewal

option

(f) Capital leases

Leases that transfer substantially all of the benefits and
inherent risks of ownership of the leased property to
the Corporation are capitalized by recording the
present value of the lease payments as assets and
liabilities. The leased property isen amortized to
income (using the straight-line method) over its
estimated useful life which in most cases will
correspond to the lease term. Lease payments are
recorded partly against the amount of the obligation
and partly to interest expense.
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NOTES TO FINANCIAL STATEMENTS—Continued

(9)

(h)

0

Translation of foreign currencies

Loans receivable/payable and interest
receivable/payable in foreign currencies are converted
into Canadian dollars at rates prevailing on the balance
sheet date. Interest income and expense denominated
in foreign currencies are translated into Canadian
dollars at the average month-end exchange rates
prevailing throughout the year. Exchange gains or
losses arising from the translation of foreign
denominated debt and interest expense are reported net
of the exchange gains and losses on the related
currency exchange agreements and are included as a
component of interest expense.

Loans payable

The difference between the ultimate amounts payable
(at the initial exchange rates if the loans payable are
denominated in foreign currency) and the cash
proceeds of debt issues are amortized on a straight-line
basis and applied to interest expense over the lives of
the obligations.

Interest settlement amounts for loans with equity-
linked interest are estimated using the related index
level as at the balance sheet date and included in
accrued interest. Changes in the estimatttbsent
amounts during the year are included as a component
of interest expense.

)

Derivative financial instruments

In order to manage its exposure to currency and
interest rate risks, the Corporation uses various types
of derivative financial instruments such as currency,
interest rate and equity-linked swaps, forward rate
agreements and interest rate options. These
instruments include contracts designated and effective
as hedges as well as asset/ligbcontracts which

alter the Corporation’s overall interest rate profile. The
Corporation does not use derivative financial
instruments for speculative purposes.

(k)

Currency exchange agreements

Amounts receivable or payable under currency
exchange agreements are disclosed separately from the
related foreign currency denominated loans receivable
or debt and are translated into Canadian dollars at rates
prevailing on the balance sheet date. The translated
amounts are disclosed net of any amounts payable or
receivable in Canadian dollars under these contracts.
The net balance is reported as a component of
accounts receivable and other accrued assets or other
liabilities and deferred fees.

o
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Currency exchange gains and losses arising from
currency exchange agreements are included in current
income as a component of interest expense. The cost
of these agreements is amortized on a straight-line
basis over the life of the contract and the amortization
is reflected in interest income or expense. The
unamortized balance is included as a component of
accounts receivable and other accrued assets or other
liabilities and deferred fees.

Interest rate agreements

Periodic payments arising under swap and forward
contracts are accounted for on an accrual basis with
net accrued interest receivable or payable recorded as
a component of eithexccounts receivable and other
accrued assets or accounts payable and accrued
liabilities. Premiums on the option contracts are
amortized on a straight-line basis over the lives of the
underlying instruments and reported as an adjustment
to interest income or expense. Realized gains or losses
from interest rate options are deferred and recognized
in income over the lives of the hedged positions as an
adjustment to income or expense of the hedged item.

Pension and other post-retirement employee benefits

Employees patrticipate in the Public Service
Superannuation plan administered by the Government
of Canada. The Corporation matches employees’
contributions for current or prior service. These
contributions are expensed during the year in which
the services are rendered and represent the total
pension obligations of the Corporation.

Upon retirement, employees under the age of 65 are
entitled to basic life insurance coverage. The
Corporation recognizes the premium costs as incurred.

Employee termination benefits

On termination of employment, employees artitled
to benefits provided for under their terms of
employment. The liability for these benefits is
recorded as the benefits accrue to the employees or
settlements are reasably determinable.

Income taxes

The Corporation follows the tax allocation method of
providing for income taxes. The cumulative

differences between tax calculated on such a basis and
taxes currently payable are essentially timing
differences and result in deferred income taxes. The
Corporation has deferred income tax benefits which
have not been recorded anidlwnly be reognized

when realized.
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NOTES TO FINANCIAL STATEMENTS—Continued

3. Cash and short-term investments

Effective
interest
rate 1998 1997
% (in thousands of dollars)
Cash ..o 19,733 15,563
Short-term
investments.............. 4.08-5.05 216,572 223,831
Accrued interest ........... 1,300 1,620
237,605 241,014
Short-term
investments
consist of
instruments
with maturities
of less than one
year, issued by
The Government
of Canada and
its agencies
and Crowns......... 80,051 145,139
Other .....cocovvvrveenn, 136,521 78,692

216,572 223,831

Other investments consist of short-term instruments
issued by the governments of the provinces of Canada, or
short-term instruments issued by institutions with credit
ratings of R-1M or higher. Asat March 31, 1998, the
largest total investment in any one institution was
$28.7 million (1997—%$25.0 million) and the Corporation
held investments in eight separate institutions (1997—four
institutions).

4. Long-term investments

Stated
interest
rate 1998 1997
% (in thousands of dollars)
Amounts due within
LYEar .o 6.25-6.50 50,000 41,500
1-5 years.... 5.50 80,000 15,000
Over 5 years.. 9.00 15,000 18,500
145,000 75,000
Unamortized
premium
and discount 3,357 3,150
Accrued interest... 1,256 1,077
149,613 79,227

Long-term investments consist entirely of Government
of Canada bonds.
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5. Loansreceivable

Stated
interest rate 1998 1997
% (in thousands of dollars)

Principal amounts
due secured by

—mortgages.... 5.00-15.00 4,553,756 4,026,951
—chattels .. 5.00-12.40 579,044 408,451
5.00-14.00 82,341 156,250

5,215,141 4,591,652

Accrued interest and
fees, net of
payments held ........ 71,364 70,090

5,286,505 4,661,742

Recorded investment

in impaired
loans secured
by
—mortgages. 25,187 18,851
—chattels .. 5,249 3,840
1,897 2,571
32,333 25,262

Less: Allowance
for credit losses
(Note 6)...ccvuvenennen. (182,700) (165,400)

5,136,138 4,521,604

Principal amounts

(excluding

impaired

loans) due

within
1 year 1,490,243 1,515,520
1-5 years 3,619,991 2,721,070
Over 5 year............ 104,907 355,062

5,215,141 4,591,652

Management estimates that annually, over the next three

years, between four and five per cent (1997—three and six

per cent) of the current principal balance will be prepaid
before the contractual due date.

As at March 31, 1998, $2.4 million (1997—
$2.3 million) of loans receivable were denominated in a
foreign currency (USD). These loans are fully swapped
into Canadian dollars.

Allowance for credit losses

1998 1997
(in thousands of dollars)
Balance, beginning of theyear ........... 165,400 143,700
Write-offs, net of recoveries (1,448) (2,286)
Provision for credit losses.... 18,748 23,986

Balance, end of the year 182,700 165,400

Specific allowance..... 8,200 7,800
General allowance 174,500 157,600
Balance, end of theyear .........cccccce... 182,700 165,400
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NOTES TO FINANCIAL STATEMENTS—Continued

As at March 31, 1998, the total recorded investment in
loans receivable against which a specific allowance has
been identified was $32.3 million (1997—$25.8lion).

The general allowance was established against the
remaining $5,287 million (1997—%$4,662 million)
investment in loans receivable.

7. Real estate acquired in settlement of loans

1998 1997
(in thousands of dollars)
Balance, beginning of the year .......... 139,629 153,468
Acquisitions 2,767 3,913
Disposals..........ccoeuen (18,915) (17,752)
Balance, end of theyear ..........cccc.c.... 123,481 139,629

Real estate under long-term lease maturing:

Within 1 Year .......occcvevevvncecrneeenns 482 195
from 1-2 years ... 74,292 297
from 2-3 years.... 42,852 85,110
from 3-4 years.... 2,234 48,327
from 4-5 years ... 699 1,521
OVEr 5 YEAIS....cocuviieiiiiiiciiiee e 254
120,559 135,704
Real estate held for sale..................... 2,922 3,925
123,481 139,629

Real estate represents farm property acquired in the
process of administering loans receivable.

Real estate under long-term lease may be subject to
renewal at the expiry of the original lease term. Leases
reprice annually.

Future expected lease receipts, using current lease rates,
due within:

(in thousands

of dollars)
e B =L LA USRS 11,972
—1-5 years 10,883
22,855
8. NISA investments held
Stated
interest
rate 1998 1997
% (in thousands of dollars)
Net Income
Stabilization
Account
investments
Variable rate............. 4.09 87,169 15,009
Termrate.........cooevues 3.25-6.00 4,568 2,369
91,737 17,378
Accrued interest ........... 2,017 174
93,754 17,552
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10.

Subject to the terms and conditions of the
“Federal/Provincial Agreement establishing the Net
Income Stabilization Account (NISA) Program”, the
Corporation may be required to refund at any time amounts
eligible for withdrawal under the terms of the NISA
program.

In the fourth quarter of fiscal 1998, the Corporation
announced its intention to withdraw as a participating
financial institution under the NISA program. The Minister
of Agriculture and Agri-Food grantegpproval for this
withdrawal on March 31, 1998. As of April 1, 1998, the
Corporation is no longexccepting deposits and it is
anticipated that the transfer of the NISA investments to
other financial institutions will be completed by March 31,
1999.

Certain costs are expected to be incurred as a direct
result of the plan to withdraw. The Corporation has
included $0.9 riflion as an estimate of these costs in
current year administration expenses.

Short-term notes

Effective
interest
rate 1998 1997
% (in thousands of dollars)
Short-term notes
payable within one
(= PN 4.00-4.76 938,387 742,384
Accrued interest........... 7,271 5,283
945,658 747,667
Other liabilities and deferred fees
1998 1997

(in thousands of dollars)

Other liabilities and deferred fees
consist of
Agri-Land investment fund..............
Downpayments on real estate
SAES ..t 492 626
Provision for employee

2,707 3,731

termination benefits................... 4,933 5,500
Obligation under capital lease
(NOte 14) .o 744
Net currency swap payable.. . 17,456 624
Deferred loan fees .........cccccvevninnenne 8,748 7,792
35,080 18,273

The Corporation may, through its equity-building lease
program, leasereal estate acquired in settlement of loans
back to the former owner (the lessee). In addition to lease
payments, the lessee accumulates funds over the term of
the lease by making additional payments to the Agri-Land
investment fund. Funds held in the Agri-Land investment
fund earn interest at 3.00% (1997—3.25%). At the
discretion of the lessee, these additional payments may
then be applied against the purchase of real estate from the
Corporation.
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NOTES TO FINANCIAL STATEMENTS—Continued
11. Loans payable

Stated
interest
rate 1998 1997
% (in thousands of dollars)
Loans from Canada,
secured by notes......... 6.29-10.21 1,477,048 1,981,011
Loans from capital
markets, secured
by notes payable
in
Canadian dollars.......... 3.00-9.00 2,162,109 1,458,639
U.S. dollars
($100,000,000) ..... 5.21 141,920 103,773
New Zealand dollars
($100,000,000) ..... 8.00 77,689 95,781
Loans from capital
markets, secured
by notes payable
in Canadian
dollars with
interest payments
linked to
the Hong Kong
Exchange index...... 12,000 12,000
the Euro Top 100
iNdeX.cc.voveieiiinnene 56,000 37,000
the S&P 500
Composite Stock
Price index............. 38,000
3,964,766 3,688,204
Accrued interest.............. 97,910 65,673
4,062,676 3,753,877

Loans with equity-linked interest payments do not
provide periodic interest payments but, upon settlement,
provide the purchaser with a single payment based on
changes in the underlying equity index. The Corporation
has entered into swap agreements which offset all equity-
based interest payments in exchange for periodic payments
calculated at an agreed interest rate.

Loan payments denominated in foreign currencies have
been fully swapped into Canadian dollars.

1998 1997
(in thousands of dollars)
Amounts due

Within 1 year.......ccccocevvvecvinnnennnne 1,123,484 765,627
from 1-2 years. 708,567 760,630
from 2-3 years.... 785,737 627,694
from 3-4 years.... 367,813 527,743
from 4-5 years. 578,279 384,813
OVEr 5 YearS....coovvviiieciieeiiec i 400,886 621,697

3,964,766 3,688,204

Accrued iNterest ..........cc.evvevvereerennnns 97,910 65,673

4,062,676 3,753,877
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Included in loans payable are $494.0 million (1997—
$194.0 million) of loans extendable beyond the above due
dates at the Corporation’s option.

The Corporation’s borrowings (short-term notes and
loans payable) are undertaken with the approval of the
Minister of Finance. The borrowings are direct obligations
of the Corporation and thus constitute borrowings
undertaken on behalf of Her Majesty in Right of Canada
and carry the full faith and credit of the Government of
Canada.

Capital

Effective March 31, 1998, approval was obtained from
the Governor in Council to eliminate the accumulated
deficit of $660.6 million though a reallocation of
contributed capital. The details of the resulting capital
figure are as follows:

1998 1997
(in thousands of dollars)
Balance, beginning of the year........... 1,118,333 1,118,333
Additional capital contributions. 50,000
Reallocation of contributed capital
to eliminate defiCit........ccovvuvernene. (660,608)
Balance, end of the year ................... 507,725 1,118,333

The change in retained earnings, as a result of this
reallocation, is presented in the Statement of Operations
and Retained Earnings/(Deficit).

13. Income taxes

(a) Timing differences of approximately $35.0 million are
available to the Corporation as at March 31, 1998
(1997—$%166.0 million). These have not been
recognized in thaccounts since theyilvnot be used
in the foreseeable future. They result primarily from
differences between the provision for credit losses
charged to operations and the amount claimed for
income tax purposes.

In addition, the loss carry-forward for income tax
purposes, which has not been recognized in the
financial statements, amounts to $492.0 million
(1997—%392.0 million) and expires on the dates
indicated:

(in thousands
of dollars)

179,000
143,000

70,000
100,000

492,000

Farm Credit Corporation
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(b) Income taxes payable by the Corporation represent
capital taxes under Part VI and 1.3 of theome Tax
Act. Part VI tax — a tax on the capital of financial
institutions — is applicable to financial institutions with
capital in excess of $200 million and can educed
by Part | tax or surtaxes payable. Part I.3 tax is
applicable to corporations with taxable capital in
excess of $10 million and may beduced by current
or future Part | surtaxes payable.

14. Commitments and contingent liabilities

(a) Long-term commitments for leases

Future minimum payments by fiscal year on operating
leases for premises and automobiles and on the capital
lease for computer hardware, with initial non-
cancellable lease terms in excess of one year, are due

as follows:

Capital Operating

leases leases

(in thousands of dollars)
within 1year .......cccoveveennee 245 6,199
from 1-2 years .. 245 5,722
from 2-3 years .. 245 5,000
from 3—-4 years .........cccee. 120 3,657
from 4-5 years ......c.ccocueee 1,739
over 5years .....oococeeeeninnn, 2,453
Total future minimum

lease payments............... 855 24,770

Less: amount
representing
executory costs and
imputed interest at
5.00% ...ceiiiieieie e 111

Balance of obligation

under capital lease.......... 744
Less: current portion........... 200
Long-term obligation

under capital lease ......... 544

(b) Other commitments and contingent liabilities

In the normal course of its business, the Corporation

enters into various commitments and contracts. As of

March 31, 1998, the Corporation has issued guarantees

and letters of credit on behalf of its clientswhich in

total do not exceed $0.7ilfion (1997—3%$0.7 million).

In the event of a call upon the guarantees disclosed
above, the Corporation has recourse against its clients.

Farm Credit Corporation

As at March 31, 1998, loans to farmers and
agribusiness approved but undisbursed amounted to
$123.0 million (1997—%$172.5 million). These loans
were approved at an average interest rate of 7.48%
(1997—7.41%) and do not form part of the loans
receivable balance until disbursed. It is expected that
the majority of these loans will be disbursed by May
31, 1998.

15. Derivative financial instruments

The Corporation uses derivative financial instruments to
manage exposures to interest rate and foreign exchange
fluctuations, for investment management purposes, and to
reduce funding costs. Interest rate and currency swaps are
used to manage interest rate risk and to offset foreign
currency risk on foreign dollar borrowings. Interest rate
options are purchased to hedge options embedded in the
Corporation’s loan products as well as to reduce risk
arising from loan rate guarantees. Interest rate options are
sometimes sold as part of funding transactions and are
intended to reduce the Corporation’s borrowing costs.

Credit risk is the risk of financial loss occurring as a
result of default by a counterparty on its obligation to the
Corporation. Replacement cost represents the mark to
market value of outstanding derivative contracts. A
positive replacement cost indicates the Corporation’s
exposure to derivative credit risk. The Corporation
manages its exposure to credit risk and complies with the
guidelines issued by the Minister of Finance by dealing
exclusively with financial institutions whose credit rating is
“high” (Aa3 from Moody’s or AA- from S&P or better).
Additionally, International Swaps and Derivative
Association (ISDA) documents have downgrade and
collateral provisions to reduce counterparty credit risk. As
a result, the Corporation does not anticipate any significant
non-performance by counterparties. The largest cumulative
notional amount contracted with any institution as at
March 31, 1998, was $596.0 million (1997—
$435.3 million) and the largest cumulative replacement
cost of contracts with any institution as at March 31, 1998,
was $3.2 million (1997—$1.6 million).
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The remaining terms to maturity of the contractual
(notional) Canadian dollar principal amounts of derivative
financial instruments outstanding as at March 31, 1998,

were as follows:

1998—Remaining term to maturity

Currency swaps
Receive
CDN fixed
CDN fixed
USD fixed
NZD fixed

Interest swaps
Receive
Floating
Fixed
Fixed
Equity-indexed
Equity-indexed

Purchased options
Interest rate options

Sold options
Interest rate options

Pay

USD fixed
USD float....
CDN fixed...
CDN fixed

Floating
Fixed....
Floating..
Fixed

1997— Remaining term to maturity

Currency swaps
Receive
CDN fixed
CDN fixed
USD fixed
NZzD fixed

Interest swaps
Receive
Floating
Fixed
Equity-indexed

Purchased options
Interest rate options

Sold options
Interest rate options

Pay

USD fixed
USD float ..
CDN fixed..
CDN fixed..

Pay
Fixed .....oooviiiiiicciee
Floating ..

Floating

Included in derivative financial instruments are
$494.0 million (1997 — $264.0 million) of interest rate
swap and option contracts extendable beyond the above

due dates.
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Within 1to5 Over Replacement
1 year years 5 years Total cost
(in thousands of dollars)
5,000 5,000 (110)
2,250 2,250 (21)
137,750 137,750 2,963
95,000 95,000 (15,521)
100,000 55,000 155,000 (808)
240,000 402,000 857 642,857 6,699
10,000 70,000 80,000 1,040
12,000 56,000 68,000 (3,918)
38,000 38,000 (2,538)
245,000 10,000 255,000 351
169,000 169,000 (9,653)
901,750 689,250 56,857 1,647,857 (21,516)
5,000 5,000 (69)
2,250 2,250 (69)
103,050 103,050 (3,603)
95,000 95,000 2,139
70,000 70,000 (2,019)
55,000 465,000 10,000 530,000 2,367
12,000 37,000 49,000 (2,415)
470,000 10,000 480,000 1,588
69,000 69,000 (1,814)
525,000 829,050 49,250 1,403,300 (3,895)

Farm Credit Corporation
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16. Interest rate risk

Changes in market interest rates have a direct impact on

the contractually determined cash flows of floating rate
financial instruments and on the fair value of fixed rate

financial instruments.

The following table summarizes the carrying value,

including accrued interest and unamortized premium and
discount, of the Corporation’s financial instruments by the
earlier of their contractual repricing dates or their maturity
dates. Instruments repayable by amortizing payments of
principal and interest are shown as maturing over the term

of the contract.

Floating rate loans receivable are linked to the bank

prime rate and re-price with changes in the rate.

The calculated yield for loans payable in foreign

currencies is disclosed net of currency and interest rate

swaps.

1998—Remaining term to repricing or maturity date

Short-term investments
Average yield....

Long-term investments
Average yield

Loans receivabl€
Fixed rate
Average yield.
Floating rate...
Average yield..........cccoiiiiiiiiiiiii

NISA investment$’
FiXed rate ........ccocuiiiiiiiiiiii s
Average Yield.......ccoueiiiiiiiiiiiee e
Floating rate
Average yield.

Short-term notes
Average yield.

Loans payable...
Average yield

1997—Remaining term to repricing or maturity date

Short-term investments
Average yield .
Long-term inVeStMENtS..........cceviiiiiiiiiiisee e
Average Yield.......occeeiiiieiiiiieeie e
Loans receivablé’
Fixed rate
Average yield.
Floating rate...
Average yield
NISA investment$’
FiXed rate ........ccocuiiiiiiiiiiii s
Average yield.
Floating rate...
Average yield.
Short-term notes
Average yield.
Loans payable
Average Yield.......ocouveiiiiiiiiieeee e

Within 1
year

217,872
4.65%
50,486
5.02%

1,420,864
7.64%
89,770
7.45%

780
3.43%

945,658
4.43%

1,151,699
5.90%

225,451
3.74%
42,740
6.76%

1,518,579
7.97%
20,075
5.30%

398
3.29%

747,667
3.13%
779,961
6.96%

1to5
years

No fixed Total carrying

term

(in thousands of dollars)

81,426
4.97%

3,270,383
8.19%
399,145
7.56%

3,884
4.59%

2,621,835
6.72%

14,999
6.95%

2,762,038
8.56%
567
5.65%

2,005
4.73%

2,587,151
6.73%

17,701
6.06%

99,236

8.55%
7,107

7.66%

89,090
4.09%

289,142
7.58%

21,488
6.58%

360,445
9.49%
38
5.73%

15,149
4.00%

386,765
7.31%

217,872
4.65%
149,613
5.10%

4,790,483
8.04%
496,022
7.54%

4,664
4.39%
89,090
4.09%
945,658
4.43%
4,062,676
6.55%

225,451
3.74%
79,227
6.76%

4,641,062
8.44%
20,680
5.31%

2,403
4.49%
15,149
4.00%
747,667
3.13%
3,753,877
6.84%

Note: @ Loans receivable excludes impaired loans.

@ Although certain of these contributions have fixed-interest terms, the Corporation may be required to refund at any timeliibdeifior withdrawal

under the terms of NISA program

Farm Credit Corporation

A-233




NOTES TO FINANCIAL STATEMENTS—Continued
17. Fair values

The following table summarizes the estimated fair value
of the Corporation’s financial instruments.

1998 1997
Carrying Estimated Carrying Estimated
value fair value value fair value
(in thousands of dollars)
ASSETS

Cash and short-term investments. 237,605 237,605 241,014 241,014
Accounts receivable and other accrued assets 44,158 44,158 28,928 28,928
Long-term investments...... 149,613 150,420 79,227 80,279
Loans receivable 5,136,138 5,163,582 4,521,604 4,600,266

LIABILITIES
NISA investments held 93,754 93,754 17,552 17,552
Accounts payable and accrued liabilities. 19,748 19,748 27,373 27,373
Short-term notes. 945,658 944,851 747,667 746,669
L0@NS PAYADIE .......coviiriiiierrres 4,062,676 4,210,188 3,753,877 3,920,478

Short-term financial instruments are valued at their
balance sheet carrying values, which are reasonable
estimates of fair value due to the relatively short period to
maturity of the instruments. This valuation methodology
applies to cash and short-term investments, accounts
receivable and other accrued assets, and accounts payable
and accrued liabiies.

Fair value for long-term investments is determined by
reference to quoted market prices.

The estimated fair value of NISA investments held is
equal to the amount payable upon withdrawal.

Quoted market values are not available for a significant
number of the Corporation’s financial instruments. As a
result, the fair values disclosed for some instruments are
estimated using present value measurement techniques and
may not be indicative of the current replacement cost of the
instrument(s). The following miedds of calculation and
assumptions are used:

Estimated fair value for short-term notes and loans
payable is calculated by discounting contractual cash
flows at interest rates prevailing at year-end for
equivalent terms to maturity.

The estimated fair value for loans receivable is
determined by discounting expected future cash flows
(after adjustment for amounts which may be collected
in advance of the contractual due date) at market
interest rates for loans with similar credit risks. The
allowance for credit losses is valued at its balance
sheet carrying value.

Note: The fair value (replacement cost) of derivative
financial instruments is disclosed in Note 15.
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NOTES TO FINANCIAL STATEMENTS—Concluded
18. Government programs
Commodity-Based Loans

Loans receivable as at March 31, 1998, includes
$18.3 million (1997—%$100.0 million) of loanmder the
Commodity-Based Loans (CBL) program. In 1998, the
Corporation received $6.4 million (1997—$21.5 million)
from Agriculture and Agri-Food Canada as compensation
for the early retirement of CBL loans and concessions
made under the program. Concessions relate to preferential
interest rates provided to borrowers under the program and
cease when the related loans are retired. The program has
not been available for new lending since 1989.

Farm Debt Review Act

During the year, the Minister of Agriculture and Agri-
Food was authorized to make contributions to farmers,
payable to the Corporation. These payments are based on
concessions that the Corporation has granted to farmers
under arrangements made pursuant td-tren Debt
Review Act. The Corporation is reimbursed at the time
farmers realize the benefits of the concessions, which may
be over a period as long as five years. These concessions
cease if the farmers fail to meet their commitments.

Since the inception of the Farm Debt Review process,
the Corporation has provided $278.9 million in concessions
and billed $278.9 million to the Government of Canada, of
which $0.7 million was billed in the current year.

Government funding for new concessions under the
Farm Debt Review Act ceased effective March 31, 1994.

19. Comparative figures

Certain 1997 comparative figures have been reclassified
to conform with the presentation adopted in 1998.
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FRESHWATER FISH MARKETING CORPORATION

THE AUDITED FINANCIAL STATEMENTS FOR THE YEAR ENDED APRIL 31, 1998
WERE NOT AVAILABLE AT DATE OF PRINTING
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GREAT LAKE PILOTAGE AUTHORITY, LTD.

MANAGEMENT REPORT

The Great Lakes Pilotage Authority, Ltd. management is
responsible for the preparation, integrity and fair presentation
of the financial statements and other information in the annual
report. This responsibility includes the selection of appropriate
accounting principles and the exercise of careful judgement in
establishing reasonable and accurate estimates in accordance
with generally accepted accounting principles applied on a
consistent basis and as appropriate in the circumstances.
Financial information shown elsewhere in this annual report is
consistent with that contained in the financial statements.

The Authority’s policy is to maintain systems of internal
accounting and administrative controls of high quality
consistent with reasonable cost. Such systems are designed to
provide reasonable assurance that the financial information is
accurate and reliable and that the company assets are
adequately accounted for and safeguarded. The Board of
Directors which is also the Audit Committee is comprised of
Directors who are not employees of the Authority except for
the two pilot Board members. The Directors oversee the
company’s systems of internal acmting and administration
control.

The external auditor, the Auditor General of Canada, is
appointed under theilotage Act as the Auditor and has
audited the financial statements according to generally
accepted auditing standards. His report outlines the nature of
the audit and expresses his opinion on the financial statements
of the company.

R. G. Armstrong
Chairman & Chief Executive Officer

R. F. Lemire
Secretary/Treasurer

Cornwall, Canada

Great Lake Pilotage Authority, Ltd.

AUDITOR'S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of Great Lakes Pilotage
Authority, Ltd. as at December 31, 1997 and the statements of
operations and retained earnings and changes in financial
position for the year then ended. These financial statements are
the responsibility of the Authority's management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Authority as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Authority that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th@ilotage Act and regulations, th€anada
Business Corporations Act and the articles and by-laws of the
Authority.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
January 30, 1998
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BALANCE SHEET ASAT DECEMBER 31, 1997

ASSETS

Current
Cash and short-term deposits
(NOE 3) ..o
Accounts receivable (Note 4) .........cccveuenene

Long-term
Segregated investments (Note 3)
Capital assets (Note 5)

1997 1996
$ $

6,287,763 5,378,459
2,404,571 2,601,714
8,692,334 7,980,173
2,400,844 2,450,842
170,141 58,097
11,263,319 10,489,112

LIABILITIES

Current
Accrued salaries and benefits......................
Other accounts payable and
accrued Charges........cooeeeerneeeneneenenens
Accrued employee termination benefits......

Long-term
Accrued employee termination benefits.....

SHAREHOLDER'S EQUITY

Capital stock
Authorized - 50 shares
Issued and fully paid - 15 shares
Contributed capital
Retained €arnings..........cccovveeeerreneeenenenns

1997
$

3,356,760

303,735
111,173
3,771,668
2,264,085
6,035,753

1,500
82,074
5,143,992

5,227,566
11,263,319

1996
$

3,727,838

229,116
236,366
4,193,320
2,278,244
6,471,564

1,500
82,074
3,933,974

4,017,548
10,489,112

Commitments (Note 6).
Approved by the Board:

R. G. ARMSTRONG
Director

FRANCIS C. NICOL
Director
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STATEMENT OF OPERATIONS
AND RETAINED EARNINGS

FOR THE YEAR ENDED DECEMBER 31, 1997

Revenues
Pilotage charges.
Interest and other income..
Life insurance experience
0ain (10SS) ...ccveviiireiirieceece
Dispatching and pilot boat income..........

Expenses
Pilots' salaries and benefits.....................
Transportation and travel .............cccce.....
Operation staff salaries and benefits
Pilot boat services (NOte 7)........ccoevneeee
Administration staff salaries and

Employee termination benefits
Professional and special services.
Pilot training costs
Utilities, materials and supplies...
Communications....

Amortization ..
Purchased dispatching services.
Retired employee benefits.....
Retiring incentives............
Repairs and maintenance

Net profit for theyear.........cococeeevrenriecnne,
Retained earnings at beginning
Of the Year ..o

Retained earnings at end of the year ...........

STATEMENT OF CHANGES
IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
12,669,576 12,329,885
301,208 329,397
76,162 (75,000)
72,864 75,102
13,119,810 12,659,384
8,670,334 8,681,799
978,506 946,183
612,696 591,695
407,453 382,229
354,046 331,224
254,317 229,112
151,239 132,797
81,601 16,430
77,873 86,133
77,367 70,851
59,556 49,460
56,643 25,984
50,426 43,087
36,647 35,295
22,500
18,498 21,369
11,909,792 11,643,648
1210018 1,015,736
30933974 2,918,238
5143992 3933974

Great Lake Pilotage Authority, Ltd.

1997 1996
$ $
Cash provided by (used in)
Operating activities
Net profit for the year............ccc... 1,210,018 1,015,736
Items not requiring cash
Employee termination benefits
accrual 254,317 229,112
Amortization... 56,643 25,984
Net change in working capital
components other than cash
and short-term deposits.............. (99,316) 809,957
Employee termination benefits
PAYMENES ..o (393,669) (207,923)
1,027,993 1,872,866
Investing activities
Funding of termination benefits
(NOtE 3) .o 49,998 306,649
Increase in capital assets................. (168,687) (12,328)
(118,689) 294,321
Increase in Cash .........ccocccurvrenercccecnnes 909,304 2,167,187
Cash and short-term deposits,
beginning of year ...........cccccocoiinnes 5,378,459 3,211,272
Cash and short-term deposits,
end Of Year ... 6,287,763 5,378,459
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997

1. Authority and objectives Employee termination benefits

The Great Lakes Pilotage Authority, Ltd. was
established in February 1972 pursuant to the Pilotage Act,
incorporated as alimited company in May 1972, and is
continued under the Canada Business Corporations Act.
Pursuant to the Financial Administration Act, the Authority
isa Crown corporation listed in Schedule 111 Part | thereto.
The Authority is asubsidiary of the St. Lawrence Seaway
Authority but is deemed to be a parent corporation within
the meaning of the Financial Administration Act.

The objectives of the Authority are to establish, operate,
maintain and administer a safe and efficient pilotage
service within designated Canadian waters. The Act
provides that the pilotage tariffs shall be fair, reasonable
and sufficient and, together with any revenue from other
sources, shall permit the Authority to operate on a self-
sustaining financial basis.

The Authority is exempt from any income taxes.
. Significant accounting policies
Short-term deposits

Short-term deposits are recorded at cost.
Amortization

Amortization of capital assetsis calculated on a straight-
line basis and is based on the estimated useful lives of the
assets as follows:

Buildings 20 years

Furniture and equipment 5t0 10 years

Software and computer equipment 5years
Pension plan

All employees are covered by the Public Service
Superannuation Plan administered by the Government of
Canada. Contributions to the Plan are required from both
the employee and the Authority. Contributions with respect
to current service are expensed in the current period.
Contributions with respect to past service benefits are
expensed when paid. The Authority is not required under
present |egislation to make contributions with respect to
actuarial deficiencies of the Public Service Superannuation
Account.
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Employees are entitled to specified benefits on
termination as provided for under labour contracts and
conditions of employment. The liability for these benefits
is recorded in the accounts as the benefits accrue to the
employees. The current liability reflects the accrued
termination benefits of only those employees who have
indicated their intention to terminate their employment
within the coming year.

Employee life insurance plan

The Authority provides alife insurance plan for its
employees. Surpluses and deficits from the plan are
included in the Statement of Operationsin theyear in
which they are determined.

Retired employee benefits

The Authority contributes toward medical benefits and
lifeinsurance for those retired employees who elect for
such coverage. The expenseis recorded in the year in
whichitisincurred.

. Short-term deposits and segregated investments

The Authority invests in short-term deposits, Treasury
bills, and provincial and federal bonds. As at December 31,
1997, these investments yield between 3.11% and 5.83%
(2.50% and 5.83% in 1996). The term of maturity of these
varies between 1998 and 2000 and the fair market value of
all these investments as at December 31, 1997
approximates the net book value.

The Authority sets aside certain of those investments, in
order to provide for the funding of future employee
termination benefits. Those investments are presented as
segregated investments:

1997 1996
$ $
Bonds that yield between 4% and
5.50% and mature in 1999 and
2000 (1996: yield between 4%
and 5.83%, maturity date 1998
and 1999) .......ccerieeririinirieies 2,400,844 2,450,842

. Accounts receivable

These amounts arise from pilotage services rendered in
the normal course of business. They are collectible within a
month and are non-interest bearing. The fair value
approximates the book value.

Great Lake Pilotage Authority, Ltd.




NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997—Concluded

5. Capital assets

1997 1996
Accu- Accu-
mulated mulated
amorti- amorti-
Cost zation Net Cost zation Net
$ $ $ $ $ $
Buildings. 63,642 63,641 1 63,642 63,641 1
Furniture and equipment .......... 219,735 204,006 15,729 207,348 179,246 28,102
Software and computer equipment 197,415 43,004 154,411 41,115 11,121 29,994
480,792 310,651 170,141 312,105 254,008 58,097

6. Commitments

The Authority has a lease agreement with the
St. Lawrence Seaway Authority for the rental of office
space. Future minimum rental payments are:

In addition, the Authority has contract commitments of
approximately $390,000 for the pilot boat services for the
next two years. Tenders have also been requested for some
of the land transportation services for the next two years.
Expenditures for the services being tendered were
approximately $250,000 in 1997.

7. Dispatching and pilot boat services to U.S. District No. 1
pilots

The Authority provides without charge all dispatching
services and pilot boat services in Port Weller to the U.S.
District No. 1 pilots and the U.S. Pilots’ Association
provides without charge pilot boat services for the
Authority at Cape Vincent, New York.

8. Related party transactions

The Authority is related in terms of common ownership
to all Government of Canada created departments, agencies
and Crown corporations. The Authority enters into
transactions with these entities in the normal course of
business.

9. Comparative figures

Some of the 1996 figures were reclassified to conform
to the presentation adopted in 1997.

Great Lake Pilotage Authority, Ltd. A-241




HALIFAX PORT CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the balance sheet of Halifax Port
Corporation as at December 31, 1997, and the statements
of earnings and surplus and changes in financial position
for the year then ended. These financial statements are the
responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31, 1997

In our opinion, these statements present fairly, in all
material respects, the financial position of the Corporation as at
December 31, 1997, and the results of operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles
applied on a basis consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our examination of the
financial statements have, in all significant respects, been in
accordance with thEeinancial Administration Act and
Regulations, th€anada Ports Corporation Act, and the by-
laws of the Corporation.

Doane Raymond
Chartered Accountants

Halifax, Canada
January 23, 1998

ASSETS 1997 1996 LIABILITIES 1997 1996
$ $ $ $
Current Current
Cash....... 347,652 112,052 Accounts payable and accrued liabilities..... 4,296,666 5,128,615
Investment (Note 3) 8575434 11595477 Deferred revenues............ccocnecvninne s 588,445 600,744
Accountsreceivable.......... 3,702,636 3,365,886 4,885,111 5,729,359
Grantsin lieu of municipal taxes.. 77,850 96,645 Accrued employee benefits..........ccocvevcinnnne 470,204 723,888
Materials and supplies 40,594 49,983 5,355,315 6,453,247
12,744,166 15,220,043
Accountsreceivable............... 293,935 132,392
Property and equipment (Note 63,229,910 59,342,982 EQUITY
50,856,865 50,856,865
20,055,831 17,385,305
70,912,696 68,242,170
76,268,011 74,695,417 76,268,011 74,695,417
Commitments (Note 5).

Contingent liability (Note 6).
See accompanying notes to financial statements.

On behalf of the Board:

MERVYN C. RUSSELL
Chairman

DAVID F. BELLEFONTAINE
President and Chief Executive Officer
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STATEMENT OF EARNINGS AND SURPLUS
YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
Revenue from operations.............c.coeueeen. 14,974,378 13,151,952
Operating and administrative expenses.... 8,475,561 7,453,770
Depreciation ........ 2,595,995 2,569,233
Grantsin lieu of m 893,300 926,051
11,964,856 10,949,054
Earnings from operations...........cccceeene. 3,009,522 2,202,898
Investment iNCOMe............ccovreinieiniiinine 260,008 519,379
(Loss) gain on disposal of fixed assets..... (147,721) 336,130
112,287 855,509
NEt €ANINGS ....cvveniiieieieerreee e 3.121,809 3,058,407
Surplus, beginning of year...........c..occeue. 17,385,305 14,505,475
Net earnings.... 3,121,809 3,058,407
Dividends........ (451,283) (178,577)

Surplus, end of year-.... 20,055,831 17,385,305

See accompanying notes to financial statements.

STATEMENT OF CHANGESIN FINANCIAL POSITION
YEAR ENDED DECEMBER 31, 1997

1997 1996

Cash derived from (applied to)
Operating
3,121,809 3,058,407
2,595,995 2,569,233
(105,963) (279,020)

Depreciation...
Other

5,611,841 5,348,620

Change in non-cash operating
working capital .........cccccrrennnnne 34,801 204,334

5,646,642 5,652,954

Financing
(Increase) decrease in accounts
receivable..........ccoovvciiinnnnenns (161,543) 31,818
(Decrease) increase in
construction payable (1,187,615) 1,557,083
Dividends paid (451,283) (178,577)
Capital grants 1,509,490
(290,951) 1,410,324
Investing

(8,143,378)  (5,355,668)
3,244 392,274

(8,140,134)  (4,963,394)

Net (decrease) increase in cash and

short-term investments..........ccceu...... (2,784,443) 1,999,884
Cash and short-term investments,

beginning of year..........ccccovveecnene 11,707,529 9,707,645
Cash and short-term investments,

end Of YEar .....c.ceuvvirrriceceese 8,923,086 11,707,529

See accompanying notesto financial statements.

Halifax Port Corporation

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1

In accordance with the Canada Ports Corporation Act,
sections 6.1 and 6.2, a petition for the establishment of a
local port corporation at the Port of Halifax was approved
and the Halifax Port Corporation was established effective
June 1, 1984.

In accordance with the Canada Ports Corporation Act,
the assets, liabilities and equity were transferred at their
carrying values in the accounts of the Canada Ports
Corporation - Port of Halifax to Halifax Port Corporation.

Summary of significant accounting policies
Investments

The investments, which are direct and guaranteed
securities of Canada, are shown at amortized cost.
Premiums or discounts are amortized over the periods to
maturity.

Fixed assets

Fixed assets are recorded at cost, except for those
transferred to the Corporation from Canada, which are
recorded at appraised or fair market value established at the
time of transfer. Grants, including forgivable loans,
towards capital projects received from Canada and from
third parties are deducted from the cost of the related fixed
assets.

Depreciation is calculated on the straight-line basis for
the full year, commencing with the year the asset becomes
operational, using rates based on the estimated useful lives
of the assets.

Pension costs

All permanent employees of the Corporation are
covered by the Public Service Superannuation Plan
administered by Canada. Contributions to the plan are
required from both the employees and the Corporation. The
annual contributions for pensions are recognized in the
accounts on a current basis.

Grantsin lieu of municipa taxes

The expense for grantsin lieu of municipal taxesis
based on estimated municipal assessments adjusted in
accordance with the Municipal Grants Act. Grants are paid
after the amounts have been audited by the Municipal
Grants division of Public Works Canada. Any adjustments
upon finalization are reflected in the accounts in the year of
settlement.

Employee benefits

The Corporation accrues in its accounts, annually, the
estimated liabilities for severance pay, annual leave, and
overtime compensatory leave, which are payableto its
employees in subsequent years under its collective
agreements or in accordance with its palicy.
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

3. Investments

1997 1996
Amortized Face Amortized Face
cost value cost value
$ $ $ $
Short-term.... 8575434 8,634,000 11,595477 11,682,000
4. Property and equipment
1997 1996
Accu- Net Net
Depreciation mulated book book
rates Cost depreciation value value
% $ $ $ $
24,827,121 24,827,121 24,585,676
Dredging............... 2.5-6.7 3,930,091 2,720,656 1,209,435 1,269,322
Berthing structures. 2.5-10 35,385,194 23,214,548 12,170,646 32,7922,7
Buildings............. 2.5-10 23,584,039 13,130,156 1,453,887,174,614
utilities ........oceeeene. 3.3-10 8,940,196 4,205,291 4,734,9054,507,426
Roads and SUMaCES..........coureririiiiiii e 2.5-10 12,570,966 7,339,148 5,231,818 95 2,553,9
Machinery and equipment....... 5-100 10,727,878 8,313,870 2,414,008 2,544,900
Office furniture and equipment 20 1,662,158 1,469,185 192,973 227,021
Projects under CONSLIUCTION .........cviicvieiiieiiiicii e 1,995,121 1,995,121 3,747,236
123,622,764 60,392,854 63,229,910 59,342,982

During the year, the Corporation recorded capital grants
of $1,509,490 as areduction inits cost of property and
equi pment.

5. Commitments

In accordance with a policy concerning payment of
dividends to the Canadian government, the Corporation is
required to pay adividend, in respect of the 1997 fiscal
year, based on amethod of calculation using net earnings.
This dividend, payable before March 31, 1998 amounts to
approximately $590,000 for 1997 and will be applied
against the surplus.

6. Contingent liability

During the year, the Corporation received a forgivable
loan in the amount of $1,000,000. The loan is forgivable at
$100,000 per year to 2003, with the remaining $300,000
being forgivable in 2004. In order for the loan to be
forgiven, certain conditions regarding operations and
capital investment by the Corporation must be met, as
specified by the grantor.
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7. Marinepolicy review

The national marine transportation system has been and
continues to be under review by the Government of
Canada. The effect of thisreview is the proposed
implementation of a new Canada Marine Act superceding
the Canada Ports Corporation Act.

At thistime, the impact upon the Corporation is not
known.

Halifax Port Corporation




INTERNATIONAL DEVELOPMENT RESEARCH CENTRE

RESPONSIBILITY FOR FINANCIAL STATEMENTS

Thefinancial statements presented in this annual report are
the responsibility of management and have been reviewed and
approved by the Board of Governors of the Centre. The
financial statements, which include amounts based on
management’s best estimates as determined through experience
and judgements, have been properly prepared within
reasonable limits of materiality and are in accordance with
generally accepted amenting principles. Management also
assumes responsibility for all other information in the annual
report, which is consistent, where applicable, with that
contained in the financial statements.

Management maintains financial systems and practices to
provide reasonable assurance as to the reliability of financial
information and to ensure that assets are safeguarded and the
operations are carried out effectively and in accordance with
theInternational Development Research Centre Act and
bylaws of the Centre. The Centre has an Internal Audit
department whose functions include reviewing internal
controls and their application on an ongoing basis.

The Board of Governors is responsible for ensuring that
management fulfils its responsibilities for financial reporting
and internal control. The Board benefits from the assistance of
its Finance and Audit Committee in overseeing and
discharging its financial management responsibility, which
includes the review and approval of the financial statements.
The Committee, which is made up of governors meets with
management, the internal auditors, and the external auditors on
a regular basis.

The Auditor General of Canada conducts an independent
examination in accordance with generaltcepted auditing
standards. His audit includes appropriate tests and procedures
to enable him to express an opinion on the financial statements.
The external auditors have full and free access to the Finance
and Audit Committee of the Board.

Maureen O'Neil
President

Raymond J. Audet
Vice-President, Resources
and Chief Financial Officer

June 24, 1998

International Development Research Centre

AUDITOR’S REPORT

TO THE INTERNATIONAL DEVELOPMENT RESEARCH CENTRE
AND THE MINISTER OF FOREIGN AFFAIRS

| have audited the balance sheet of the International
Development Research Centre as at March 31, 1998 and the
statements of operations, changes in equity and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Centre’s management.
My responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Centre as at
March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 27, 1998
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BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997
Current
Cash and short-term investments
(Note 3)
UNrestricted.........ceviecunreeneeninecnenns 13,162 13,229
Restricted.......... 20,575 20,153
Accounts receivable (Note 4) 4,989 14,535
Prepaid expenses 5,035 1,377
43,761 49,294
Long-term investments (Note 5) 7,079
Capital assets (Note 6) 4,554 3,631
Recoverable deposits 153 161
Endowment funds (Note 7)... 348 202
55,895 53,288

LIABILITIES 1998 1997
Current
Accounts payable and accrued liabilities
(Notes 4 and 8) 6,925 7,271
Restructuring liability (Note 9) 562 1,550
Deferred revenue (Note 10) 24,417 24,356
31,904 33,177
Deferred revenue long-term (Note 10).......... 6,394 7,774
Accrued employee termination benefits........ 2,808 2,575
Deferred rent—head office 662 388
Endowment funds (Note 7)... 348 202
42,116 44,116
EQUITY... 13,779 9,172
55,895 53,288

The accompanying notes form an integral part of the financial statements.
Approved on behalf of the Board:

MAUREEN O'NEIL
President

RAYMOND J. AUDET
Vice President, Resources,
and Chief Financial Officer
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STATEMENT OF OPERATIONS

FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars)

Revenues

Parliamentary appropriation (grant) ......

Supplementary Parliamentary
appropriation (grant) (Note 11) ........

Funding for resource-expansion
activities (Note 12)...

Investment income. .

Other iNCOME ...

Expenses
Research activities and related
expenses
Development-research activities.......
Resource-expansion activities
(Note 12)....
Technical support ..... .
Regional offices management...........
Information dissemination and
library ....
Head office managemel

Administration....
Overhead recovered on resource-
expansion activities (Note 12) ..............

Excess of revenues over expenses.............

1998 1997
88,111 96,100
1,800 1,427
29,487 20,512
1,832 2,046
1,048 1,030
122,278 121,115
56,381 63,174
29,487 20,512
9,063 9,983
4816 6,026
4,569 4,693
3,623 3912
107,939 108,300
11,188 12,400
(1,456) (1,667)
117,671 119,033
4,607 2,082

The accompanying notes form an integral part of the financial statements.

STATEMENT OF CHANGESIN EQUITY
FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars)

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Cash flow from operating activities
Excess of revenues over expenses...... 4,607 2,082
Items not affecting cash
Amortization of capital assets........ 1,267 2,544
Gain on disposal of capital
BSSELS. et (118) 27)
Employee termination benefits....... 489 341
Amortization of deferred rent......... 274 (6)
6,519 4,934
Net change in working capital other
than cash and short-term
INVESEMENES ...t 4,367 (2,305)
Changes in deferred revenue long-term.. (1,380) (4,258)
Net cash generated through (used in)
operating activities.........cccoevvecnne, 9,506 (1,629)
Cash flow from investing activities
Additions to capital assets net of
proceeds on disposal of
EQUIPMENE......ceveeiieeieerereeiee e (2,072) (1,720)
Purchase of long-term investments..... (7,079)
Net cash used in investing activities....... (9,151) (1,720)
Net increase (decrease) in cash 355 (3,349)
Cash and short-term investments,
beginning of the year...........ccccovueee. 33,382 36,731
Cash and short-term investments,
end of the year..........ccoeeevnniinninens 33,737 33,382

Invested
in capital

Un-

Total

assets restricted 1998

Balance, beginning of
theyear........coeunee. 3,631
Excess of revenues
OVEr EXPENSES...........
Net investment in
capital assets............ 923

Balance, end of year...... 4,554

(923)

5,541 9,172
4,607 4,607
9,225 13,779

Total
1997

7,000

2,082

9,172

The accompanying notes form an integral part of the financial statements.

International Development Research Centre

The accompanying notes form an integral part of the financial statements.
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NOTESTO FINANCIAL STATEMENTS
(all values are in thousands of dollars unless otherwise stated)

1. Authority and objective Investments

The International Devel opment Research Centre (the
Centre), a corporation without share capital, was
established in 1970 by the Parliament of Canada through
the International Devel opment Research Centre Act. The
Centreis funded mainly through an annual appropriation
(grant) received from the Parliament of Canada. For
purposes of the Income Tax Act the Centreis deemed to be
aregistered charitable organization.

The objective of the Centreisto initiate, encourage,
support, and conduct research into the problems of the
developing regions of the world and into the means for
applying and adapting scientific, technical, and other
knowledge to the economic and social advancement of
those regions.

. Significant accounting policies

The financial statements have been prepared in
accordance with generally accepted accounting principles
and reflect the following significant accounting policies.

Recognition of revenue

The annual Parliamentary appropriation (grant) is
recorded as revenue during the fiscal year for whichiitis
approved. Parliamentary appropriations for specific
projects and funds received or receivable in respect of
resource expansion activities are deferred and recognized
as revenue when the related project expenses are incurred.
All other revenues are recorded on the accrual basis of
accounting.

Amortization

Capital assets are recorded at cost and amortized over
their estimated useful lives on a straight-line basis. The
estimated useful life of each capital asset classisas
follows:

Computer equipment 3years
Software application

systems 3or5years
Office furniture and

equipment 5years
Vehicles 3years
Telephone system 5 years
Leasehold

improvements Remaining term of lease
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Investments are recorded at the lower of cost and market
value.

Endowment funds

Endowment funds include amounts received by way of
bequest, gift or donation and are generally specific asto
purpose. Expenditures relating to these funds are charged
against the relevant portion of the endowment in the year
they areincurred.

Foreign-currency translation

Foreign-currency transactions are translated into
Canadian dollars either by the use of an average exchange
rate that closely approximates the rate in effect at the
transaction date or the actual rate in effect at the transaction
date. Monetary assets and liabilities are adjusted to reflect
the rate of exchange in effect at year-end. Exchange gains
and losses are included in operations for the current year.

Accrued employee termination benefits

Employees are entitled to specified termination benefits,
calculated at salary levelsin effect at the time of separation
as provided for by conditions of employment. The liability
for these benefits is recorded as the benefits accrue to
employees.

Deferred rent

Any rent-free period or other incentives associated with
long-term leases are deferred and amortized over the term
of the lease on a straight-line basis.

Pension costs

Employees participate in the Public Service
Superannuation Plan administered by the Government of
Canada. Contributions to the Plan are required from the
employees and the Centre. These contributions represent
the total pension obligations of the Centre and are
recognized in the accounts on a current basis. The Centreis
not required under current legislation to make contributions
with respect to actuarial deficiencies of the Public Service
Superannuation Account.

. Cash and short-term investments

1998 1997
CaASN e 2,193 (3,516)
Short-term investments
Canadian chartered banks.............. 17,515 20,844
Commercial companies.. . 13,889 13,897
Foreign-owned banks.................... 140 2,157
33,737 33,382
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NOTES TO FINANCIAL STATEMENTS—Continued

The Centre is authorized to invest in interest-bearing
securities such as the above noted entities. Thesks fire
invested in short-term money market instruments which are
rated R-1 or better by a recognized bond-rating agency.
The investment vehicles consist primarily of banker’s
acceptances, term deposits and short-term notes.

As at March 31, 1998 the average yield of the portfolio
was 4.83% (1997—3.12%) and the average term to
maturity was 76 days (1997—82 days). The fair market
value of the investment portfolio as at March 31, 1998
approximates the net book value.

Of the total cash and short-term investments, $20,575
(1997—%20,153) is restricted for specific research
activities as follows:

1998 1997
Resources expansion activities 14,440 8,121
Health support—Africa...........ccceeeuneee. 6,135 12,032
20,575 20,153

4. Accounts receivable and payable

Accounts receivable and accounts payable areincurred
in the normal course of business. All are due on demand
and non-interest bearing. The carrying amounts of each
approximate fair value because of their short maturity. A
significant portion (21.6%) of accounts receivableis due
from the Canadian International Development Agency
(CIDA) and does not present a significant credit risk. Of
the total accounts receivable, $3,417 (1997—$13,585) is
restricted for resource-expansion activities.

5. Long-term investments

These funds are invested in bond market instruments.
The investment instruments consist of Government of
Canada bonds.

As at March 31, 1998, the average yield of the portfolio
was 5.63% and the average term to maturity was 4.6 years.
The fair market value of the investment portfolio as at
March 31, 1998 is $7,279.

Of the total long-term investments, $4,096 is restricted
for “health support—Africa” research activities.

6. Capital assets

Accumulated Net book
Cost amortization value
1998 1997 1998 1997 1998 1997

Computer equipment 6,904 6,968 4,738 4,793 2,166 2,175
Leasehold improvements.. 1,710 1,793 854 908 856 885
Software application systems... 555 555
Office furniture and equipment . 1,604 1,475 1,226 1,235 378 240
Telephone system...... . 1,273 995 900 849 373 146
VENICIES .. 826 866 600 681 226 185

12,872 12,097 8,318 8,466 4,554 3,631
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NOTES TO FINANCIAL STATEMENTS—Continued

During the year, the Centre began capitalizing the costs
for its software application systems. The amortization of
these costs will commence in the year the systems become
operational. Amortization expense for the year is $1,267

(1997—$2,544).

7. Endowment funds

In 1987, the estate of the late John Bene established a
fund to provide a postgraduate fellowship in the field of
social forestry. The Centre administers this fund as well as
other endowment funds such as the Gowesrfeund and

the AIDS Fund.

1998 1997
Balance at the beginning of the
202 208
New contributions... 142
Interest income.... 10 8
(6 (14
348 202
287 159
61 43
348 202
8. Accounts payable aratcued liaklities
1998 1997
Accrued liabilities—projects........... 2,122 2,016
Trade payables..........cccooveeiiiieenns 1,996 2,416
Accrued annual and other leave
benefits.. 1,882 1,814
Other......ccooiiiiiiiiici s 925 1,025
6,925 7,271

9. Restructuring liability

During the year ended March 31, 1996, the Board of
Governors approved a restructuring of the Centre’s
programs and operations at its head office and regional
offices. The total cost of this restructuring, which included
severance packages paid to employees under the special
compensation and assistance program and other related
costs, was estimated at $5.5 million. As at March 31, 1998,
an amount of $0.6 iffion (1997—$1.5 million) remains
outstanding. A total of $0.9 million (1996—$2.5 million)

was paid during the year.
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10. Deferred revenue

Deferred revenue includes the unspent portion of funds
received, or receivable on resource-expansion activities, as
well as the portion of the supplementary Parliamentary
appropriation (grant) received in March 1994 which has
not yet been used as at March 31, 1998. Details of these
balances are as follows:

1998 1997
Current
Resource-expansion
ACHVItIES....eeveericverccres 20,579 20,098
Supplementary Parliamentary
appropriation (grant)
Health support—Africa ........ 3,838 4,258
24,417 24,356
Long-term
Supplementary Parliamentary
appropriation (grant)
Health support—Africa ........ 6,394 7,774
Total i 30,811 32,130

Of the total deferred resource-expansion activities, an
amount of $15,285 (1997—%$3,517) was received from
CIDA and an amount of $1,078 (1997—$12,147) is
receivable from this organization at year-end. A further
amount of $3,600 (1997—nil) is also recorded as a prepaid
expense.

11. Supplementary parliamentary appropriation (grant)

In March 1994, the Centre received a supplementary
Parliamentary appropriation (grant) of $27 million. This
money was restricted as follows: $15 millioruraderwrite
a health-support package in Africa, and $12 million for the
Micronutrient Iritiative. While the portion relating to the
Micronutrient Iritiative was fully spent in 1995-96, the
activity pertaining to the health-support package in Africa
is still ongoing. For the fiscal year under review, revenue
recognized on this activity amounted to $1 i8iom
(1997—%1.4 million). The remaining unspent portion of
$10.2 million (1997—$12 million) is reported as a deferred
revenue (see Note 10).
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NOTES TO FINANCIAL STATEMENTS—Concluded

12.

13.

14

15.

Resource-expansion activities

Resource-expansion activities relate specifically to
research conducted or managed by the Centre on behalf of
other organizations. This research is funded by CIDA,
other Government of Canada entities, and other agencies.
A breakdown of resource-expansion activities is provided
below:

1998 1997
24,399 11,053
Other agencies 4,345 6,112
Other Government of Canada
ENEITIES ..o 743 3,347
29,487 20,512

The Centre recovers overhead on resource-expansion
activities. This amounted to $1,456 (1997—$1,667) of
which $1,000 (1997—$735) was recovered from CIDA.

Operating lease commitments

The Centre has entered into various lease arrangements
for staff accommodation in various countries and for office
premises and equipment in Canada and abroad. The
Centre’s lease agreement for premises at its head office
expires in 2007. The total minimum annual payments under
various lease arrangements| e as follows:

5,144
4,893
4,660
4,683
4,784
24,361

48,525

. Contractual commitments—project grants and project

development

The Centre is committed to make payments up to $135.3
million during the next four years subject tméls being
provided by Parliament or external partners and subject to
compliance by recipients with the terms of project
agreements. The Centre has also submitted formal grant
offers to prospective recipients totalling $1.7 million and is
awaiting acceptance of these offers.

Related party transactions

In addition to those related party transactions disclosed
elsewhere in these financial statements, the Centre is
related in terms of common ownership to all Government
of Canada created departments, agencies and Crown
corporations. The Centre enters into transactions with these
entities in the normal course of business.

International Development Research Centre

16.

17.

Contingency

A claim of approximately $0.8 million relating to a
leased property in India remains outstanding at the end of
the year. Based on the advice of legal counsel, management
is of the opinion that it is not possible to determine the
amount of the liability, if any, that may result from
settlement of this claim.

The Centre is a defendant in other pending lawsuits. In
management’s opinion, the outcome of these other actions
is not likely to result in any material liabilities.

Comparative figures

Certain 1997 comparative amounts have been
reclassified to conform to the financial-statement
presentation adopted in 1998.
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LAURENTIAN PILOTAGE AUTHORITY

STATEMENT OF MANAGEMENT RESPONSIBILITY

The management of the Authority is responsible for the
performance of the duties del egated to them by its Board of
Directors. These include the preparation of the annual report
and the production of its content, including the financial
statements. The financial statements were prepared in
accordance with generally accepted accounting principles on a
basis consistent with that of the preceding year, and include
estimates based on management’s experience and judgement.

Management maintains books and records, financial and
management control, information systems and management
practices designed in such a manner as to provide reasonable
assurance that: reliable and accurate financial informationis
produced on atimely basis; assets are safeguarded and
controlled; transactions are in accordance with Part X of the
Financial Administration Act and itsregulations as well asthe
Pilotage Act and regulations and by-laws of the Authority and
any directives given to it; resources are managed economically
and efficiently, and that the operations of the corporation are
carried out effectively.

The Auditor General of Canada conducts an independent
audit of the financial statements of the Authority in accordance
with generally accepted auditing standards.

The Board of Directorsis responsible for ensuring that
management fulfillsits responsibilities for financial reporting
and internal control, and exercises this responsibility through
the Audit Committee composed of three directors whom are
not employees of the Authority. The Audit Committee
discharges the responsibilities conferred upon it by the Board
of Directors, and meets on aregular basis with management
and the Auditor General of Canada, who has unrestricted
access to the Committee.

Jean-Claude Michaud
Chairman

Yvon Martel
Treasurer

Montreal, Canada
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AUDITOR’S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of Laurentian Pilotage
Authority as at December 31, 1997 and the statements of
operations, contributed capital, deficit and changes in financial
position for the year then ended. These financial statements are
the responsibility of the Authority’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Authority as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Authority that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th@ilotage Act and regulations and the by-laws of
the Authority.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
February 9, 1998
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BALANCE SHEET ASAT DECEMBER 31, 1997

ASSETS 1997 1996 LIABILITIES 1997 1996
$ $ $ $
Current Current
Accounts receivable.............cooorriinnnne 7,410,012 8,099,840 Bank indebtedness.............cccooviiiiiiinnns 571,389 3,305,818
7,410,012 8,099,840 Current portion of bank loans (Note 6)..... 548,497 94,090
Capital assets (NOte 5).....c.cvevvvviriricrecinns 3,181,500 3,420,120 Accounts payable.........c.cccccoviiiiiininnn. 7,208,019 6,743,117
8,327,905 10,143,025
Long-term
Provision for employee termination
705,598 724,000
4,015,446 2,276,035
4,721,044 3,000,035
13,048,949 13,143,060
Contengencies (Note 7)
EQUITY OF CANADA
Contributed capital .... 2,479,154 2,479,154
Deficit (4,936,591)  (4,102,254)
(2,457,437)  (1,623,100)
10,591,512 11,519,960 10,591,512 11,519,960
Approved by the Authority:
JEAN-CLAUDE MICHAUD
Chairman
PAUL-ANDRE MICHAUD
Member
Laurentian Pilotage Authority A-253




STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 1997

STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
Operating activities
Net loss for the year ..., (834,337)  (2,827,530)
Non-cash items
AmMOrtization .........ccoceeeviicieicnennn 311,183 318,008
Increase (decrease) in the provision
for employee termination
DENEFItS. ... (18,402) 44,000
(541,556)  (2,465,522)
Decrease (increase) in accounts
receivable.........ccoverniniiinnice, 689,828 (1,034,189)
Increase (decrease) in accounts
payable.......ccoeviiniiiiee, 464,902 (978,239)
613,174 (4,477,950)
Investing activities
Additions to capital assets..........c.c...... (72,563) (517,842)
Financing activities
Parliamentary appropriations. 730,340
Bank loan.........ccooeeeveieinnnne 2,500,000 629,860
Repayment on bank loans. (306,182) (29,875)
2,193,818 1,330,325
Bank indebtedness
Increase (decrease) in cash
for the year ..... 2,734,429 (3,665,467)
Balance, beginning o (3,305,818) 359,649
Balance, end of theyear...........cccccovvneeee (571,389)  (3,305,818)

1997 1996
$ $
Revenues
Pilotage charges. 38,095,969 35,942,272
Interest and other revenues.... 89,313 76,388
38,185,282 36,018,660
Expenses
Pilots’ fees, salaries and benefits........... 31,946,066 31,957,728
Operating costs of pilot boats
(Note 6) 4,081,134 4,033,788
Staff salaries and benefits 1,721,381 1,643,994
Professional services and members’
allowances 495,217 543,069
Rentals............. 189,276 186,154
Financing costs.... . 173,363 48,328
Utilities, material and supplies.............. 109,824 108,897
ComMUNICALIONS.........covvereereeeeereeeeeeenns 100,123 103,768
Transportation, travel and hospitality.... 74,123 63,716
Maintenance.... 28,210 38,542
100,902 118,206
39,019,619 38,846,190
Net 10ss for the Year........cocvvrvericinienns 834,337 2,827,530
STATEMENT OF CONTRIBUTED CAPITAL
FOR THE YEAR ENDED DECEMBER 31, 1997
1997 1996
$ $
Balance, beginning of the year.................. 2,479,154 1,748,814
Parliamentary appropriation to
finance the acquisition of capital
assets of the previous year (Note 4)....... 730,340
Balance, end of the year..........ccooeccinne 2,479,154 2,479,154
STATEMENT OF DEFICIT
FOR THE YEAR ENDED DECEMBER 31, 1997
1997 1996
$ $
Balance, beginning of the year .. 4,102,254 1,274,724
Net loss for the year ... 834,337 2,827,530
Balance, end of the year 4,936,591 4,102,254
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997

1. Authority and activities Pension plan

The Laurentian Pilotage Authority was established in
1972 under the Pilotage Act. Its objectives are to establish,
operate, maintain and administer in the interests of safety
an efficient pilotage service within certain designated
Canadian watersin and around the Province of Quebec.
The Act provides that pilotage tariffs shall be fair and
reasonable and assure a revenue which, together with any
revenue from other sources, is sufficient to permit the
Authority to operate on a self-sustaining basis.

The Authority is a Crown corporation named in Part | of
Schedule 111 to the Financial Administration Act. The
Authority is not an agent of the Crown and is exempt from
income taxes.

. Significant accounting policies

The financial statements of the Laurentian Pilotage
Authority have been prepared in accordance with generally
accepted accounting principles. The significant accounting
policies used in the preparation of these financial
statements are summarized below.

Capital assets

Capital assets obtained from Canada when the Authority
was established were recorded at the then assigned values.
Capital assets purchased subsequently by the Authority are
recorded at cost.

Capital assets are amortized using the straight-line
method, at rates based on the estimated useful lives of the
assets.

The estimated useful lives for the mgjor categories of
capital assets for the purposes of calculating amortization
areasfollows:

Buildings 10 years
Pilot boats 10 and 15 years
Furniture and fixtures 10 years
Communications equipment 10 years
Computer equipment 5 years
Boarding facilities 15 and 20 years
Wharf improvements 15 years
Contributed capital

The values assigned to the capital assets obtained from
Canada when the Authority was established and the net
cost of capital assets financed from parliamentary
appropriations are recorded as contributed capital.

Laurentian Pilotage Authority

Employees participate in the Superannuation Plan
administered by the Government of Canada. The
employees and the Authority contribute equally to the cost
of the Plan. This contribution represents the total liability
of the Authority. Contributions in respect of current service
and of admissible past service are expensed when paid. The
terms of payment of past service contributions are set by
the applicable purchase conditions, generally over the
number of years of service remaining prior to retirement.

The Authority is not required under present legislation
to make contributions with respect to actuarial deficiencies
of the Public Service Superannuation Account.

Employee termination benefits

On termination of employment, employees are entitled
to certain benefits provided for under their collective
agreements and their conditions of employment. Generally,
the benefits equal one week of salary for each year of
employment. The cost of these benefitsis expensed in the
year in which they are earned.

. Fair values of financial instruments

The transactions related to accounts receivable, bank
indebtedness and accounts payable are incurred in the
normal course of business. The short-term borrowings from
the bank are at afloating rate; the rate is the Canadian
prime rate. The carrying amounts of each of these accounts
approximate their fair value because of their short term
maturity. There is no concentration of accounts receivable
with any customer and, consequently, the credit risk is low.

On December 31, 1997, the fair value of the bank loans
is estimated at $4,653,483 ($2,479,146 on
December 31, 1996) while the book value is $4,563,943
(%$2,370,125 on December 31, 1996). This estimate is based
on the future principal repayments discounted at current
interest rates for smilar loans.

. Parliamentary appropriations

According to the new National Marine Policy, the
Authority has no longer access to parliamentary
appropriations. Therefore the Minister of Finance
authorized the Authority to have recourse to bank loans for
itsfinancing.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

5. Capital assets

1997 1996
Accu- Accu-
mulated mulated
amorti- amorti-
Cost zation Net Cost zation Net
$ $ $ $ $ $
9,300 9,300 9,300 9,300
Buildings.. 57,572 31,612 25,960 57,572 29,814 27,758
Pilots boats... 3,758,313 1,673,405 2,084,908 3,757,882 1,477,793 2,280,089
Furniture and fixtures..... 148,646 112,818 35,828 150,589 107,137 43,452
Communications equipment.. 149,530 98,711 50,819 161,037 100,724 60,313
Computer equipment.. 266,418 160,381 106,037 219,255 161,784 57,471
Boarding facilities... 303,344 212,291 91,053 303,344 204,003 99,341
Wharf improvements.. 1,090,318 312,723 777,595 1,090,318 247,922 842,396
5,783,441 2,601,941 3,181,500 5,749,297 2,329,177 3,420,120

Amortization for the year is $311,183 ($318,008 in 1996)

7. Contingencies

In connection with its operations, the Authority is the
claimant or defendant or otherwise involved in pending
1996 claims and lawsuits. It is the opinion of management that

6. Bank loans

1997 . A . AP
p p these actions will not result in any material liabilities to the
) o Authority. No provision has been recorded in &iceounts
Loan to finance the acquisition in this regard
of a pilot-boat matures in 2001 9 :
and bears interests at arate of .
7.23%. The capital repayments 8. Commitments
are calculated based on an i f
amortization period of 15 years. ..... 2,276,035 2,370,125 The_futlljre mlnlrlnun:j payrr]nent colmrpltmen_ts under an
Loan to finance the cash operating lease related to the rental of premises are as
deficit of the year 1996 follows:
matures in 2002 and bears
interests at arate of 7.10%............. 2,287,908 $
4563943 2,370,125 iggggg
186,039
Less: current portion ...........coceeveeenene. 548,497 94,090 186,039
186,039
4,015,446 2,276,035 5003-2004 216,987
1,110,393

As at December 31, the capital repayments of these

loans for the following years are as follows:

$ $
94,090 The Authority is related in terms of common ownership

548,497 101114 to all Government of_ Canada createq departm_ents, agencies

588,874 108,672 and Crown corporations. The Authority enters into

632,199 116,771 transactions with these entities in the normal course of
2,502,716 1,949,478 business

291,657 :
4563943 2,370,125

The interests expenses in the amount of $168,264
($139,332 in 1996) related to the bank loan to finance the
pilot-boat are recorded in the item “ Operating costs of

pilot-boats .
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MARINE ATLANTIC INC.

MANAGEMENT RESPONSIBILITIES
FOR FINANCIAL REPORTING

The preparation and presentation of the financial statements
is the responsibility of Marine Atlantic Inc.’s management.
These financial statements have been prepared in accordance
with generallyaccepted a@unting principles consistently
applied using management’s best estimates and judgements
that are considered appropriate to the Corporation’s
circumstances. Management also relies on an actuarial report
to record the activities of the pensiamél.

Management is responsible for the reliability and integrity
of the financial statements including the notes to the statements
and other financial information contained in the annual report.
In addition, management is also responsible for maintaining
books of account, information systems, systems of financial
and management control, and a comprehensive internal audit
program. These managerial controls and procedures are
intended to provide reasonable assurance that accurate
financial information is available, that assets are safeguarded
and controlled, that resources are managed efficiently, and that
transactions are conducted in accordance with relevant
legislation and the articles of incorporation and by-laws of the
Corporation and its wholly owned subsidiary.

The Board of Directors is responsible for ensuring that
management fulfills its responsibilities for financial reporting
and internal control. The Board, in its capacity as the Audit
Committee, fulfills this responsibility. The Committee reviews
matters related to accounting, auditing, internal control
systems, and the financial statements.

The Auditor General of Canada, the independent auditor of
the Corporation appointed under #i@ancial Administration
Act, has audited the Corporation’s financial statements in
accordance with generally acceptediting standards. The
independent auditor had full and unrestricted access to the
Board of Directors in its capacity as the Audit Committee to
discuss his audit and related findings and the adequacy of the
system of internal control.

The financial statements and the annual report have been
approved by the Board of Directors.

D. J. Weaver, CA
Vice-President, Finance and Administration

Rod Morrison
President and CEO

Moncton, Canada

Marine Atlantic Inc.

AUDITOR’'S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of Marine Atlantic Inc. as at
December 31, 1997 and the statements of earnings, deficit and
changes in financial piten for the year then ended. These
financial statements are the responsibility of the Corporation’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tcounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial pten for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
and of its wholly-owned subsidiary that have come to my
notice during my audit of the financial statements have, in all
significant respects, been in accordance with Part X of the
Financial Administration Act and regulations, thiéarine
Atlantic Inc. Acquisition Authorization Act and the articles of
incorporation and by-laws of the Corporation and its wholly-
owned subsidiary.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
March 6, 1998
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BALANCE SHEET DECEMBER 31, 1997
(with comparative figures for 1996)
(stated in thousands of dollars)

LIABILITIES AND SHAREHOLDER'S

ASSETS 1997 1996 DEFICIENCY 1997 1996
Current assets Current liabilities
6,972 748 Bank indebtedness 381
Accounts receivable, net (Note 3) 4,576 5,579 Accounts payable and acciligesliab 11,409 13,323
Receivable from Government of Accrued vacation pay.. 4,806 8,453
Canada (Note 4).........cccceevivviiiiiiiennnns 31,077 4,569 Payable to subsidiary .... 2,989 5,901
Inventory of fuel and supplies.. .. 2,399 5,141 Accrued separation benefits ..............c.c.... 1,635 3,258
Prepaid expenses 3,590 3,378 Losses of subsidiary in excess of the
48,614 19,415 cost of the investment (Note 6)............. 2,334 9,399
Capital assets (NOte 5) .........ccceevvvreiiiirinnnen, 217,022 306,660 Current portion of provision for
restructuring (Note 7) ........coceevevennnnnne 24,619 57,822
47,792 98,537
Provision for restructuring (Note 7)................ 21,221 8,477
Deferred capital assistance ...................... 217,022 306,660
SHAREHOLDER'S DEFICIENCY
Share capital (Note 8).... 258,530 258,530
Deficit (278,929) (346,129)
(20,399) (87,599)
Commitments and contingencies (Note 11)
Subsequent event (Note 13)
265,636 326,075 265,636 326,075
See accompanying notes to financial statements.
On behalf of the Board:
MOYA CAHILL
Director
HEATHER A. STILWELL
Director
A-258 Marine Atlantic Inc.




STATEMENT OF EARNINGS

YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)

(stated in thousands of dollars)

1997 1996
Revenue
Commercial revenue..........c.cceeevveeen. 58,706 94,115
Provincial ferry service contract
11,579
940 4,902
71,225 99,017
Operating expenses
Wages and benefits.... 58,704 90,458
16,710 20,732
10,947 16,539
12,676 15,927
5,174 8,226
4,989 5,513
Charter expenses ... 2,311 7,293
Separation benefits 61 2,258
Amortization 22,375 31,108
133,947 198,054
Loss from operations before
provision for restructuring and
parliamentary appropriations.............. 62,722 99,037
Restructuring
Write down and loss on disposal
of capital assets (Note 5)............... 69,251
Provision for restructuring (Note 7).... 23,489 67,511
Loss from operations and restructuring
before parliamentary appropriations... 155,462 166,548
Parliamentary appropriations
Restructuring 79,861
Operations 44,110 67,551
Amortization of deferred capital
BSSISLANCE ...t 91,626 31,108
Earnings (loss) from continuing
OPEratioNS.........coovvirrniricieeeisias 60,135 (67,889)
Gain (loss) from discontinued operation
(NOE B) .. 7,065 (7,408)
Net earnings (10SS) .....c.cvveeiienincrecninins 67,200 (75,297)
See accompanying notes to consolidated financial statements.
STATEMENT OF DEFICIT
YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)
(stated in thousands of dollars)
1997 1996
Deficit, beginning of year. (346,129) (270,832)
Net earnings (10ss) 67,200 (75,297)
Deficit, end of year..........cccoecevvericcnnnnes (278,929) (346,129)

See accompanying notes to consolidated financial statements.

Marine Atlantic Inc.

STATEMENT OF CHANGE IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1997
(with comparative figures for 1996)

(stated in thousands of dollars)

Cash provided by (used in)
Operations
Earnings (10ss)
from continuing operations............
Items not involving cash
Amortization....
Write down and loss on dispo
capital assets due to
FESLrUCUNNG ...
Amortization of deferred capital

Increase (decrease) due to

provision for restructuring..........
Change in other non-cash

operating working capital ...........

Financing
Capital assistance (Note 4)..................
Investments
Expenditures on capital assets.............
Proceeds on disposal of capital

Increase (decrease) in cash....
Cash, beginning of year

Cash, end of year.........cccoveeenncennnne.

Cash is comprised of the following

1997 1996
60,135 (67,889)
22,375 31,108
69,251

(91,626) (31,108)

(20,459) 66,299

(33,071) (260)

6,605 (1,850)
503 4,157
(1,988) (4,874)
1,395 717
(593) (4,157)
6,605 (1,850)
367 2,217
6,972 367
6,972 748
(381)

6,972 367

See accompanying notes to consolidated financial statements.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997
(stated in thousands of dollars)

1. Nature of operations and authority

The Marine Atlantic Inc. Acquisition Authorization Act
was proclaimed in 1986. In accordance with the Act, the
Corporation’s articles restrict the business it may carry on
to the acquisition, establishment, management and
operation of a marine transportation service, a marine
maintenance repair and refit service, a marine construction
business and any service or business related thereto. Its
corporate mission is “to provide quality, safe and efficient
marine transportation and hospitality services”. Marine
Atlantic Inc. is a Crown corporation listed in Schedlile
Part | of theFinancial Administration Act and is not
subject to income tax under the provisions ofl tieeme
Tax Act.

The Corporation’s activities are also governed by
agreements negotiated with the Government of Canada
subject to parliamentary approval. The agreements provide,
among other things, for the Corporation to receive
parliamentary appropriations for operations from the
Government of Canada to the extent that the cost of
providing ferry, coastal, terminal and water services is not
recovered from commercial revenues. Iniddd, the
acquisition of capital assets, restructuring costs, and
Newfoundland Dockyard Corporation funding
requirements are also governed by agreements, subject to
parliamentary appropriation. As a result, the Corporation is
economically dependent on the Government of Canada for
the funds it receives through these arrangements.

The Corporation transferred and closed certain services
in 1997, as approved by the Government of Canada as
follows:

* The transfer of the Bay of Fundy services to a private
sector operator on April 1, 1997.

¢ The closure of the New Brunswick - Prince Edward
Island service on May 31, 1997.

» The transfer of the service known as the Newfoundland
and Labrador Coastal service to the Government of
Newfoundland and Labrador on April 1, 1997 (see also
Note 9).

« A wholly-owned subsidiary, Newfoundland Dockyard
Corporation ceased operation in 1996 and the
Corporation has entered an agreement to sell this
operation to a private operator pending final resolution
of outstanding issues.

» Coastal Transport Limited, a wholly-owned subsidiary,
was sold to a private operator effective January 1, 1997
(see also Note 10).
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The Corporation will contiue to operate the Nova
Scotia to Newfoundland service as a federal Crown
corporation. This service encompasses the year-round ferry
service between North Sydney, Nova Scotia and Port aux
Basques, Newfoundland and the seasonal summer service
from North Sydney, Nova Scotia to Argentia,
Newfoundland. This service represented approximately
seventy-five percent of total commercial revenues in 1997.

Significant accounting policies
(a) Basis of presentation

The financial statements are prepared in accordance
with generallyaccepted a@unting principles. During

the year the Corporation continued to carry out its
formal plan for the sale of the operations of the
Newfoundland Dockyard Corporation. Accordingly,

the investment in this subsidiary is accounted for at the
lower of net realizable value and the carrying value of
the investment using the equity method (1996-equity
method) (see also Note 6 concerning Newfoundland
Dockyard Corporation).

These financial statements include #fteounts on a
consolidated basis of its wholly-owned subsidiary,
Coastal Transport Limited, in 1996 only, as this
subsidiary company was sold effective

January 1, 1997 (see also Note 10).

(b) Parliamentary appropriations

Parliamentary appropriationsrfd operating expenses,
capital additions, restructuring costs and payments to
the subsidiary in excess of commercial revenues and
are included in income for the year. Funds related to
capital additions are recorded as deferred capital
assistance in the year in which the related capital
assets are acquired, and are amortized to income on
the same basis and over the same periods as the related
capital assets are amortized or written off. Any
difference remaining represents a receivable from
(payable to) the Government of Canada.

(c) Management estimates

The preparation of the financial statements requires
management to make estimates and assumptions that
affect the reported amount of assets, liabilities,
revenues, expenses and the disclosure of contingent
liabilities at the date of the financial statements.
Despite the use of the Corporation’s best estimates, it
is reasonably possible that the amounts for the
following balance sheet items and related expenses
could change materially in the near term: the net
recoverable amount for capital assets (see also

Note 5), losses of the subsidiary in excess of the cost
of the investment (see also Note 6), provision for
restructuring (see also Note 7), future liabilities for
workers’ compensation benefits (see also Note 11(e)),
litigation (see also Note 11) and pensions (see also
Note 12).
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

(d)

()

Fair values

The fair values of financial instruments are determined
as follows:

» Current portion of provision for restructuring -
using cash flows of estimated future payments
without discounting (see also Note 7).

» Provision for restructuring - using discounted
cash flows of estimated future payments based on
current interest rates (see also Note 7).

* Pensions - the value of the accrued pension
benefit is based on an extrapolation of the
actuarial valuation at December 31, 1995 using
management’s best estimate assumptions. Pension
plan assets are valued at market as at
December 31, 1997 (see also Note 12).

Inventory of fuel and supplies

Inventories are valued at the lower of cost and
replacement cost. Cost is determined on a weighted-
average basis.

(f) Capital assets and amortization

(@)

Capital assets in use are carried at cost less
accumulated amortization. Amortization is calculated
at rates sufficient to write off capital assets over their
estimated useful lives generally on a straight-line
basis. The rates for significant classes of capital assets
are as follows:

Capital Asset Rate
Vessels 5%
Terminal properties 2.5%
Equipment 10%, 12.5% and 25%

Leasehold improvements lesser of 5 years or

term of lease

Capital assets held for resale are carried at their
estimated net realizable value. Once a capital asset is
taken out of service and the estimated net realizable
value is less than the recorded net book value, a write
down is made with an offsetting charge to deferred
capital assistance.

Vessel spare parts

The Corporation maintains spare parts for vessels in
service. The cost of spare parts is charged to
operations when the spare parts are acquired.

Marine Atlantic Inc.

(h) Foreign currency translation

Monetary assets and lialigs denominated in a

foreign currency are translated at exchange rates in
effect at the balance sheet date. Non-monetary assets
and liabilities, revenues and expenses are translated
using exchange rates in effect at the date of the
transaction. Commitments and contingencies
denominated in foreign currencies are translated at
exchange rates in effect at the balance sheet date.

(i) Employee compensation

(i) Pension plans

Current service costs are actuarially determined
and charged to operations as thegrue based on
services rendered during the year. Adjustments
arising from experience gains and losses are
amortized over periods from six to fourteen years.
The Corporation recognizes a partial pension plan
curtailment due to restructuring activities as
appropriate. Any net gain on curtailment is offset
against restructuring costs.

(if) Personal injury costs

Certain employees, retired or unable to perform
their duties temporarily as a result of work-related
injury, receive specified benefits administered and
paid by the workers’ compensation boards of the
four Atlantic provinces. The Corporation
recognizes the payments as an expense in the year
paid to the workers’ compensation boards and
therefore no amounts have been recorded in the
financial statements for anticipated future costs
which may be significant (see also note 11(e)
concerning commitments and contingencies
related to workers’ compensation benefits).

()) Provision for restructuring

The Corporation recognizes liabilities for termination
benefits, related to employees to be terminated as a
result of restructuring, when the decision has been
approved by the Government of Canada for such
restructuring and an estimate can be reasonably
calculated of the anticipated costs. The anticipated
costs relate to specific agreements that have been
reached covering most employees’ unions and
management’s intentions for planned termination
benefits for other employees. The nature of the
liability includes severance payments, interim
payments to bridge employeediupension
entittement and certaiohg-term health care benefits.
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The Corporation recognizes management’s best 5. Capital assets

estimate of costs associated with site remediation and
clean-up, adjustment of the pension expenses, lay-up
of vessels and miscellaneous expenses required to
carry out the Corporation’s formal plans related to
restructuring when the decision has been approved by
the Government of Canada and an estimate can be
reasonably made (see also Notes 2 (c), 2 (d) and 7).

3. Accounts receivable, net

Accounts receivable, net are comprised of the following:

1997 1996
Trade receivables, net. 2,664 3,206
Insurance receivable, net 1,061 922
Other receivables, net 851 1,451
4,576 5,579

The Corporation provides services to numerous
customers, however five customers represent forty-eight
percent of the trade receivables. The insurance receivable is
from one broker representing a number of insurers. The
other receivables consist of a variety of items not related to
the above.

Receivable from Government of Canada

As described in note 2 (b), the Corporation receives
appropriations from the Government of Canada to fund
operations, capital purchases, losses and closure costs of
the Newfoundland Dockyard Corporation, and for
restructuring. Appropriations received from the
Government of Canada were used as follows:

1997 1996

Receivable from Government of

Canada, beginning of year........... 4,569 1,180
Cash received during the year ......... (98,511) (85,692)
Used for

Operations 44,110 67,551

Restructuring costs. 79,861

Capital 593 4,157
Paid and payable to Newfoundland

Dockyard Corporation

(SEENOLE 6)...vvvveeerenereieeeeenens 455 17,373
Receivable from Government

of Canada, end of year ................ 31,077 4,569
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1997 1996
Accu-
mulated Net Net
amorti- book book
Cost zation value value
Vessals......ooeeenn 366,006 203,764 162,242 219,035
Terminal
properties. . 81,564 29,179 52,385 81,841
Equipment............. 18,436 16,598 1,838 5,185
Leasehold
improvements.... 837 280 557 599

466,843 249,821 217,022 306,660

Included on the Statement of Earnings is a write down
and loss on disposal of capital assets due to restructuring of
$69,251 (1996—nil). A write down of $15,759 was made
(2996—nil) for the assets held for resale and not used in
operations to their estimated net recoverable amount
reflecting current and anticipated market conditions. The
loss on disposal of $53,492 (1996—nil) relates to assets
transferred, sold and demolished as a result of restructuring
carried out.

Discontinued operations

During the year, the Corporation continued to carry out
provisions of its formal plan for the sale of a subsidiary, the
Newfoundland Dockyard Corporation. Execution of this
plan has resulted in the closure of the operation, the
termination of all employees, and planned asset disposal in
1998. Accordingly, the subsidiary is not being
consolidated. The investment in the subsidiary is accounted
for at the lower of the net realizable value and the carrying
value of the investment using the equity method (1996—
equity method).

The results of the subsidiary’s operations are as follows:

1997 1996

REVENUE. ...t 157 3,753
Operating eXPenses...........cccuvrveernas 71 8,990
Income (loss) before government

ASSISLANCE. ... 86 (5,237)
Government operating assistance..... 5,237
Operating income for the year ......... 86
Closure costs....... (1,541) (19,544)
Government closure assistance........ 455 12,136
Loss from discontinued

operation before extinguishment

of debt (1,000) (7,408)
Extinguishment of debt 8,065
Income (loss) from

discontinued operation................. 7,065 (7,408)
Increase (decrease) in investment

insubsidiary .........cccoeerciniennnenes 7,065 (7,408)
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Newfoundland Dockyard Corporation had nil sales to
the parent company (1996—$4).

The amounts of the assets and liabilities of the
subsidiary at December 31 which are not consolidated, are
summarized as follows:

1997 1996
Current assetS........ooveveveeenereenennens 5 837
Receivable from parent.. 2,989 5,901
Capital assets......... 1 1
2,995 6,739
Less
Bank indebtedness.... 1,444
Accounts payable...... 386 230
Provision for closure costs... 3,667 3,000
Separation costs payable.. 1,276 3,399
Long-term debt ......... 8,065
5,329 16,138
Losses of subsidiary in excess of
the cost of the investment ............ 2,334 9,399

The results of the subsidiary’s change in caslitipads
as follows:

1997 1996
Cash provided by (used in)
Operations
Income (loss) from
discontinued operation.......... 7,065 (7,408)
Items not involving cash
Extinguishment of debt......... (8,065)
Amortization of deferred
capital assistance.............. (6,577)
Provision for write down
of assets held for sale........ 11,578
Change in non-cash
operating working capital...... (463) 6,894
(1,463) 4,487
Financing
Receivable from parent ............ 2,912 (5,570)
2,912 (5,570)
Investment
Expenditures on capital
BSSELS . (59)
Increase (decrease) in cash
from discontinued operation........... 1,449 (1,142)
Cash position, beginning of year........ (1,444) (302)
Cash position, end of year.................. 5 (1,444)

Marine Atlantic Inc.

The subsidiary has recognized a liability based on
management’s best estimate for employee termination
benefits related to closure. The liability for termination
benefits of $1,276 (1996—$3,399) is based on
management’s assertion that the amounts recognized are
complete and will not be subject to materialrdes upon
final settlement of an outstanding former employees’ union
challenge to an arbitration decision on this matter.
Depending upon the final outcome of this issue, the actual
amount could be materially higher than the estimate
recorded by management. These litib# are calculated
using discount factors at current interest rates.

The provision for closure costs pertaining to
environmental concerns of $3,000 (1996—$2,000) relates
to site remediation and reclamation including the clean up
of oil seepage that has occurred on the land occupied by the
subsidiary. Management’s estimate of these costs is based
upon consultants’ reports, the requirements of presently
enacted laws and regulations, and the professional
judgment of management. However, management is not
able to precisely determine the extent of future clean-up
costs that will arise in this regard.

As a result of the closure of the subsidiary, the liability
for outstanding workers’ compensation benefits in the
provision for closure costs of $667 (1996—$800), which
prior to 1996 had been accounted for as an expense in the
year paid, is based on management’s best estimate. The
amount recorded for other costs in the provision for closure
costs is nil (1996—%$200). Management believes that future
payments will not be materially different in the near term.
This liability is calculated based on expected alisted
cash flows at current interest rates.

Long-term debt consisted of a Province of
Newfoundland debenture bearing interest at 16.55% and
maturing in 2008. Under the terms of the debenture,
payment of non-cumulative annual interest and principal
were required to the extent that annual funds were available
from operations. As Newfoundland Dockyard Corporation
ceased operation, the Province of Newfoundland and
Labrador extinguished the $8,065 debt on March 31, 1997.

The results of the subsidiary’s operations includes a
charge to expenses for total closure costs of $1,541
(1996—%$19,544). This consists of nil (1996—%$10,454) for
employee termination benefits, $1,000 (1996—$2,000) for
site remediation and clean-up, nil (1996—$800) for
workers’ compensation benefits and $541 (1996—%$6,290)
for other closure costs.
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7. Provision for restructuring Site remediation and clean-up activities related mainly

Marine Atlantic Inc. transferred the Bay of Fundy and
the Newfoundland and Labrador Coastal services on April
1, 1997 and closed the New Brunswick to Prince Edward
Island service on May 31, 1997. The Government of
Canada, through the Minister of Transport, directed the
Corporation to transfer the Bay of Fundy services to a
private operator chosen by the Department of Transport,
and directed the Corporation to transfer the Newfoundland
and Labrador Coastal service to the Province of
Newfoundland and Labrador. The closure of the service
between New Brunswick and Prince Edward Island was the
result of the opening of the Confederation Bridge on
June 1, 1997. Funding of costs related to these service
divestitures is governed by agreements with the
Government of Canada, subject to parliamentary approval
(see also Note 2 (b)). The financial statements include the
revenues and expenses for the above services for the period
operated by Marine Atlantic Inc.

Management’s estimate for the liabilities associated
with restructuring at December 31, 1997, including current
and non-current amounts is:

1997 1996

Employee termination benefits.......... 50,094 70,853
Site remediation and clean-up, lay-

up of surplus vessels and other

restructuring costs.... 1,700
Pension adjustment. (4,254) (6,254)
Provision for restructuring.... 45,840 66,299
Less current portion 24,619 57,822
Non-current portion...........c.coeeeene. 21,221 8,477

The Corporation’s estimate of employee termination
benefits is based upon special termination agreements with
unionized employees which cover most of the employee
groups affected by the transferred and closed services. For
other employees a separate termination benefit program is
in place. These arrangements were used to estimate a
liability in 1996 for planned workforce reduction based on
its employee requirements after the restructuring as
outlined in the Corporation’s formal plans. The
Corporation updated this estimate based on actual
experience and new data. Termination costs related to the
transfer of the Newfoundland and Labrador Coastal service
were recognized in 1997 after approval by the Government
of Canada. The statement of earnings includes a charge of
$23,489 (1996—$67,511) for this as well as the
restructuring costs for other services. The estimate could be
significantly different if the key assumptions used by
management for major determinants of the estimate vary
from those planned. The Corporation made significant
assumptions in preparing this estimate, including: interest
rates for discount factors for the non-current portion of the
liability, planned termination dates and the number of
terminations.
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to New Brunswick - Prince Edward Island service and have
been completed ih997. The Corporation belies that any
future site remediation and clean-up costs related to the
Bay of Fundy services and the Newfoundland and
Labrador Coastal service are to be borne by the
Government of Canada.

The pension adjustment credit for 1997 for $4,254
(1996—%6,254) related to the recognition of a partial
pension plan curtailment as a result of terminations in
1997. The Corporation’s actuary determined this estimate
based on management’s assumptions.

The net book value of capital assets related to the
Newfoundland and Labrador Coastal service is nil (1996—
$25,160) and for the Bay of Fundy and New Brunswick to
Prince Edward Island services is $2,000 (1996 — $34,715).
Capital assets related to the Newfoundland and Labrador
Coastal service were transferred to the Government of
Canada in December 1997. Commercial revenues and
operating expenses were $1,418 (1996—$19,797) and
$5,381 (1996—%$24,386) for the Bay of Fundy services,
$7,472 (1996—%$23,465) and $17,247 (1996—$37,046) for
the New Brunswick - Prince Edward Island service, and $6
(1996—%5,561) and $961 (1996—%$16,176) for the
Newfoundland and Labrador Coastal service, respectively.

Share capital

The authorized share capital of the Corporation is
comprised of an unlimited number of common shares of no
par value. As at December 31, 1997, 517,061 (1996—
517,061) shares at $.50 (1996—$.50) per share have been
issued and fully paid.

Provincial ferry service contract

On March 28, 1997, the Governments of Canada and
Newfoundland and Labrador (the Province) signed an
agreement transferring all responsibility for the operation
of marine freight and passenger services on and to the coast
of Newfoundland and Labrador to the Province effective
April 1, 1997. An agreement was executed between the
Province and the Corporation for the Corporation to
operate the service on behalf of the Province for the nine
month period April 1 to December 31, 1997. This
agreement outlined the required provision of services, and
specified the arrangements for a cost recovery contract.
Payments from the Province were made in agreed upon
monthly installments with an adjustment at December 31,
1997 based on actual costs calculated in accordance with
the agreement. Revenues for the nine month period were
$5,623 and costs were $17,202 for a net requirement of
$11,579 from the Province.

Marine Atlantic Inc.
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10.

11.

Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with these entities in
the normal course of business. In addition to these
transactions, the Government of Canada provides funding
to the Corporation as described in Note 2 (b). As part of the
restructuring activities certain capital assets were
transferred to the Government of Canada for nil proceeds.

Coastal Transport Limited, a wholly owned subsidiary,
was acquired from the Province of New Brunswick in 1978
to provide intra-provincial ferry service pursuant to annual
funding and operating agreements with the Province. The
Corporation, with the consent of the Province of New
Brunswick, entered into an agreement with a former senior
officer of the Corporation for the sale and purchase of this
subsidiary for its net book value of five hundred dollars
with effect from January 1, 1997. Approval from the
Government of Canada was granted by Order-In-Council
P.C. 1997-4/924 dated July 3, 1997.

Commitments and contingencies

(a) The total amount required to complete contracted
capital assets under construction at December 31, 1997
is estimated to be $28 (1996—$659).

(b) The Corporation makes use of property which is
available through operating leases, ending in 1998.
The minimum annual lease payments for 1998 are
$565.

(c) The Corporation is in receipt of claims estimated at
$7,500 (1996—%$4,700) (excluding Note 11 (f)).
Management has recognized as an accrual their best
estimate of the liability and they do not foresee this
being materially higher in the near term.

(d) The Corporation has guaranteed the bank indebtedness
of Newfoundland Dockyard Corporation, a subsidiary.
The bank indebtedness position of Newfoundland
Dockyard Corporation as at December 31, 1997 is nil
(1996—%$1,444).

(e) The Corporation’s bank has provided a letter of credit
in favour of Workplace Health, Safety and
Compensation Commission of New Brunswick to
guarantee payment of future liabilities in thecamt of
$4,200 (1996—%4,500). Management has not
recognized any costs that will be associated with future
workers’ compensation benefits. There are four
provinces to which the Corporation will have future
liabilities for past injury claims. It is expected that
these costs may be significant given that total
payments in 1997 for these claims was $1,503 (1996—
$1,700) (see also Note 2 (j) (ii)).

Marine Atlantic Inc.

(f) The Corporation has provided five letters of guarantee
in the total amount of $2,178 (1996—%$2,268), to five
creditors of a charter company. The guarantees were
given to obtain the release of a vessel of the
Corporation from arrest, which occurred when the
company that had the vessel under charter went
bankrupt. The Corporation has guaranteed to pay the
creditors certain claims when and if they are deemed
by the courts to be valid. Such costs will be included in
operating expenses as incurred or when reasonable
estimates can be made.

(g) The Corporation has provided a parent company
guarantee covering the performance of its subsidiary,
Newfoundland Dockyard Corporation, in the
fabrication of certain Hibernian-related components
delivered in June 1997. This guarantee extends
through the warranty period expiring in December
1999 on this $2,300 project. The Corporation has
provided a letter of credit in the amount of $117 to a
customer of the subsidiary in exchange for the early
advance of hold back amnts. Any costs incurred as a
result will be included in operating expenses.

12. Pensions

The Corporation maintains a defined benefit pension
plan covering substantially all of its employees. Benefits
generally are based on employees’ length of service and
rate of pay. The last actuarial valuation as at December 31,
1995 identified a net surplus for the plan.

The present value of pension plan benefits and current
pension expense are actuarially determined based on
assumptions provided by the Corporation’s management.
The most significant of these are an interest rate of 8%
(1996—8.0%) and wage increases of 5% plus merit
increases (1996—5.0% plus merit increases). Differences
in actual future interest rates and wage increases could
result in materially different pension obligations.
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The Corporation’s pension costs and obligations as at
December 31 consist of:

1997 1996
Pension fund assets (market value)......... 474,717 438,112
Pension obligations..........cccoeeeeenninnnee 383,214 370,377
Determination of pension expense
for the year is calculated as

Current Service CoSt.......oevvvvveeeereens 3,109 4,366

Interest on pension oblig . . 28,794 27,771

Return on fund assets....... . (31,409) (29,662)

Other ... (1,104) (584)
Pension expense (inCOME)............cccceeuae (610) 1,891

The cumulative difference of $2,514 (1996—$1,892)
between the amounts expended and funding contributions
is included in the balance sheet as a component of prepaid
expenses.

A partial curtailment of the pension plan occurred in
1997 due to restructuring adties initiated in 1996. In
1996, a net gain of $6,254 on the planned curtailment was
accounted for as a reduction in the provision for
restructuring costs. The gain was reduced in 1997 to $4,254
and the statement of earnings includes an adjustment of
$2,000 to the provision for restructuring costs.

13. Comparative figures

Certain comparative figures have been reclassified to
conform with the financial statement presentation adopted
in 1997. In addition, the comparative figures are on a
consolidated basis for the accounts of Coastal Transport
Limited.
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MONTREAL PORT CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the balance sheet of Montréal Port
Corporation as at December 31, 1997 and the statements of
earnings, contributed capital and retained earnings and changes
in financial position for the year then ended. These financial
statements are the responsibility of the Corporation's
management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31, 1997
(in thousands of dollars)

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial ptien for the year then ended in
accordance with generally accepted accounting principles.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our examination of the
financial statements have been, in all significant respects, in
accordance with Part X of tf@nancial Administration Act
and regulations, and the charter and by-laws of the

Corporation.

Montréal, Canada
February 3, 1998

Samson Bélair

Deloitte & Touche
Chartered Accountants

ASSETS 1997 1996 LIABILITIES 1997 1996
Current assets Current liabilities
CaSh...ciieiiee e 971 176 Accounts payable and accrued liabilities
Short-term investments (Note 3). 35,281 35,971 (NOE5) .. 14,497 12,285
Accounts receivable............ccoeeveeveerennn 11,305 11,006 Grantsin lieu of municipal taxes................ 612 494
Materials and supplies..........ccccveeerireenneen 692 776 15,109 12,779
48,249 47,929 Accrued employee benefits............ccooreienenne 3,657 4,563
Long-term investments (Note 3).. 53,550 43,419 Loans from the Government of Canada
Fixed assets (Note 4)........ 157,900 158,725 [ Le 2= ) 1,540 2,242
Deferred costs....... 878 532 20,306 19,584
247 268
EQUITY OF THE GOVERNMENT OF
CANADA
Contributed capital 153,919 153,919
Retained earnings 86,599 77,370
240,518 231,289
260,824 250,873 260,824 250,873
Approved by the Board:
RAYMOND LEMAY
Chairman
DOMINIC J. TADDEO
President and Chief Executive Officer
Montréal Port Corporation A-267




STATEMENT OF EARNINGS
YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)

1997 1996
Revenues from operations 56,620 56,174
Operating and administrative expenses...... 35,588 37,180
Depreciation of fixed assets.............. . 10,698 11,141
Grantsin lieu of municipal taxes 3,538 1,793
49,824 50,114
Earnings from operations 6,796 6,060
Investment revenue 5,630 5,762
NEt €arNINGS .....ocvrveeiereriticireeeeeeeeee 12,426 11,822
STATEMENT OF CONTRIBUTED CAPITAL
AND RETAINED EARNINGS
YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)
1997 1996

Contributed capital

Balance, beginning and end of year..... 153,919 153,919
Retained earnings

Balance, beginning of year 77,370 67,990

Net earnings.... 12,426 11,822

Dividends (3,197) (2,442)

Balance, end of year..........ccocecenienee. 86,599 77,370
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STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)

Operating activities
NEt €ANINGS.....c.vivevirerieeieieereeeeeeeenes
Items not affecting cash
Depreciation of fixed assets..............
Amortization of deferred costs. .
Loss on disposal of fixed assets........
Decrease in accrued employee
benefits........ccovvviiiiiiiin

Change in non-cash operating
working capital items (Note 7) ....

Financing activities
Repayment of current portion
of loans from the Government

Dividends paid....

Investing activities
Increase in long-term investments........
Acquisition of fixed assets....
Disposal of fixed assets.....
Increase in deferred charges..
Decrease in other assets

Net cash inflow (outflow)
Cash position, beginning of year

Cash position, end of year

1997 1996
12,426 11,822
10,698 11,141

54 35
59 230
(906) (226)
22,331 23,002
2,074 519
24,405 23,521
(661) (622)
(3,197) (2,442)
(3,858) (3,064)
(10,131) (16,210)
(10,253) (11,361)
321 420
(400)
21 120

(20,442) (27,031)

105 (6,574)
36,147 42,721
36,252 36,147

Cash position comprises cash and short-term investments.

Montréal Port Corporation




NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1. Statusand nature of activities Grantsin lieu of municipal taxes

The Montreal Port Corporation (the Corporation) was
incorporated by letters patent in accordance with
subsection 6.2(1) of the Canada Ports Corporation Act on
July 1, 1983.

Under Section 6.5 of the same Act, on the establishment
of alocal port corporation, al rights, obligations and
liabilities of the Canada Ports Corporation in relation to
that harbour shall become rights, obligations and ligbilities
of thelocal port corporation and the administration of al
such property and works within the limits of that harbour
administered by the Board shall be deemed to have been
transferred to the local port corporation, in this case the
Corporation.

. Accounting policies

Thefinancial statements have been prepared in
accordance with generally accepted accounting principles
and include the following significant accounting policies:

Investments

Investments are shown at amortized cost, with
premiums or discounts amortized over their periods to
maturity.

Materials and supplies

Materials and supplies are valued at the lower of cost
and replacement cost. Cost is determined substantially on
an average cost basis.

Fixed assets

Fixed assets are recorded at original cost with related
accumul ated depreciation transferred from Canada Ports
Corporation; subsequent acquisitions are recorded at cost.

Depreciation is calculated according to the straight-line
method for the full year, commencing in the year the asset
becomes operational, using rates based on the estimated
useful lives of the assets.

Deferred costs

Deferred costs are composed of costs incurred to deepen
the St. Lawrence River from Montreal to Saint-Augustin.
These costs are amortized over 20 years.

Pension costs

All permanent employees of the Corporation are
covered by the Public Service Superannuation Plan
administered by the Government of Canada. Contributions
to the plan are required from both the employees and the
Corporation. These contributions represent the total
ligbility of the Corporation and are recognized in the
accounts on a current basis.

Montréal Port Corporation

Grantsin lieu of municipal taxes are based on estimated
municipal assessments adjusted in accordance with the
Municipal Grants Act. Grants are paid after the amounts
have been audited by the Municipal Grants Division of
Public Works Canada. Any adjustments upon finalization
are reflected in the accounts in the year of settlement.

Employee benefits

The Corporation accrues in its accounts the estimated
liabilities for severance pay, annual leave, sick leave and
overtime compensatory leave, which are payableto its
employees in subsequent years under collective agreements
or in accordance with Corporation policy.

Investments

Funds are invested in direct and guaranteed securities of
the Government of Canada. As at December 31, 1997, the
market value of short-term investmentsis equivalent to
their amortized cost, and the market value of long-term
investments is $59,990,372 ($50,974,070 in 1996).
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

4. Fixedassets
1997 1996
Depreciation Accumulated Net Net
rates Cost depreciation book value book value
% (in thousands of dollars)
50,737 50,737 50,864
Dredging ... . 2.5-10.0 16,178 14,928 1,250 1,534
Berthing structu 2.5-10.0 64,402 49,343 15,059 15,731
Buildings 2.5-10.0 68,991 42,123 26,868 28,234
utilities .............. 3.3-20.0 25,825 14,281 11,544 9,920
Roads and surfaces....... 2.5-10.0 85,527 41,341 44,186 42,868
Machinery and equipment..... 5.0-33.3 63,622 58,544 5,078 5,964
Office furniture and equipMEeNt..........coovvviiiiieiiieiiiee e 20.0-33.3 11,125 9,260 1,865 2,700
386,407 229,820 156,587 157,815
Projects under CONStrUCtioN ...........cccveviiiieiiiicciiiieciieene 1,313 1,313 910
387,720 229,820 157,900 158,725

5. Accounts payable and accrued ligbilities
1997 1996

(in thousands of dollars)

Current portion of loans from

the Government of Canada................ 702 661
539 469
13,256 11,155
14,497 12,285
6. Loansfrom the Government of Canada
1997 1996

(in thousands of dollars)

Loans, 6.25%, payable to 2000 in
annual instalments of $842,561

including interest 2,242 2,903
CUrrent POrtion .........oooeeeereveeenieeeennees 702 661
1,540 2,242

Principal repayment requirements over the next years
areasfollows:

702,449
746,352
792,999
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NOTES TO FINANCIAL STATEMENTS
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7.

10.

Changesin non-cash operating working capital items
1997 1996
(in thousands of dollars)

Accountsreceivable...........ccccconenne (299) 2,042
Materials and supplies..........cccceueuene 84 (90)
Accounts payable and accrued

liabilities, net of current

portion of loans from the

Government of Canada............... 2,171 1,333
Grantsin lieu of municipal
EBXES .ot eee e 118 (2,766)
2,074 519
Contingencies

Claims aggregating approximately $7,694,000 in respect
of lawsuits and guarantees related to the Corporation’s
property have been made against the Corporation but are
not reflected in the accounts. In the opinion of the
Corporation, its position is defensible and the final
outcome of such claims should not result in any material
loss.

Commitments

(8 Contractual obligations for the completion,
construction and purchase of property, plant and
equipment are estimated at $941,000.

(b) Contractual obligations for operating expenditures are
estimated at $720,000.

(c) Inaccordance with apolicy concerning payment of
dividends to the Canadian government, the
Corporation would be required to pay a dividend, in
respect of the 1997 fiscal year, based on a method of
calculation using net earnings. This dividend, payable
before March 31, 1998, would amount to
approximately $3,378,000 for 1997 and would be
applied against retained earnings.

Related party transactions

In the ordinary course of business, the Corporation
enters into transactions with related parties, including the
Goverment of Canada and its agencies and other Crown
corporations.

The Corporation derives revenue from related parties
principally from grain warehousing for an amount of
$3,410,000 ($1,425,000 in 1996), switching charges of
$ nil ($1,061,000 in 1996), wharfage revenues of $612,000
($494,000 in 1996) and rental revenues of $1,208,000
($1,202,000 in 1996). The expenses paid to related parties
are principally reimbursements to Canada Ports
Corporation for head office charges related to the
Corporation for an amount of $1,372,000 ($2,914,000 in
1996).

The Corporation has accounts receivable of $447,000
($413,000 in 1996) and accounts payable of $112,000
($896,000 in 1996) with the same related parties.

Montréal Port Corporation
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NATIONAL ARTS CENTRE CORPORATION

MANAGEMENT RESPONSABILITIES

The Board of Trustees, which is responsible for, among
other things, the financial statements of the Corporation,
delegates to Management the responsibility for the preparation
of thefinancial statements and the annual report.

Responsibility for their review is that of the Audit Committee

of the Board of Trustees. The financial statements were

prepared by Management in accordance with generally

accepted accounting principles and include estimates based on
Management’s experience and judgement. The financial
statements have been approved by the Board of Trustees on the
recommendation of the Audit Conittee. Other financial and
operating information appearing in this annual report is
consistent with that contained in the financial statements.

Management maintains books and records, financial and
management control and information systems designed in such
a manner as to provide reasonable assurance that reliable and
accurate information is produced on a timely basis and that
transactions are in accordance with lfag¢ional Arts Centre
Act and by-laws of the Corporation.

The Board of Trustees of the Corporation is responsible for
ensuring that Management fulfils its responsibilities for
financial reporting and internal control, and exercises this
responsibility through the Audit Committee. The Audit
Committee discharges the responsibilities conferred upon it by
the Board of Trustees, and meets on a regular basis with
Management, and with the Auditor General of Canada, who
has unrestricted access to the Committee.

The Auditor General of Canada conducts an independent
audit of the financial statements of the Corporation in
accordance with generally acceptediting standards and
reports on the results of that audit on an annual basis.

John Cripton
Director and Chief Executive Officer

C. A. (Cy) Cook
Chief Financial Officer

National Arts Centre Corporation

AUDITOR’S REPORT

TO THE CHAIR OF THE BOARD OF TRUSTEES,
NATIONAL ARTS CENTRE CORPORATION

| have audited the balance sheet of the National Arts Centre
Corporation as at August 31, 1997 and the statements of
operations, equity and changes in financial position for the year
then ended. These financial statements are the responsibility of
the Corporation’s management. My responsibility is to express
an opinion on these financial statements based on my audit.

| conducted my audit in accordance with generadigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at August 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
October 29, 1997
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BALANCE SHEET ASAT AUGUST 31, 1997

ASSETS

Current

Cash and short-term investments
(Note 3)

Accounts receivable (Note 4)...

Parliamentary appropriation receivable
(Note 5)

Inventories.

Programmes in progress...

Prepaid expenses (NOtE 6) .........ccceeenne

Capital assets (NOte 7).....cueueervreeeeeeririniniene

1997 1996
$ $

6,639,393 4,914,855
1,883,349 2,536,634
199,353 1,451,750
271,724 362,632
1,069,397 912,323
1,494,747 172,140
11,557,963 10,350,334
7,773,305 9,490,834
19,331,268 19,841,168

LIABILITIES

Current
Accounts payable and accrued liabilities
(Note 3)
Deferred revenue...

Long-term portion of provision for
employee termination benefits.............

EQUITY OF CANADA

National Arts Centre Foundation
(NOEE 8) ..
Artistic Development Fund (Note 9) ........

1997 1996
$ $

4,817,388 5,144,515
4,356,555 4,037,887
9,173,943 9,182,402
992,624 909,716
10,166,567 10,092,118
8,777,222 9,489,861
160,293
387,479 98,896
9,164,701 9,749,050
19,331,268 19,841,168

Approved by Management:

JOHN CRIPTON
Director and Chief Executive Officer

C. A. COOK
Chief Financial Officer

Approved by the Board of Trustees:

JEAN THERESE RILEY
Chair

ANDREW OGARANKO

Member of Board and Chair of Audit Committee
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STATEMENT OF OPERATIONS

FOR THE YEAR ENDED AUGUST 31, 1997

Revenue
Commercial services (Schedule 1) .....
Performing arts programmes

(Schedule 2)
Programme support services....
Interest revenue.
Facility fees (Note 10)....
Artistic Development Fund—

Net revenue (Note 9).

Expenses (Schedule 3)
Commercial services (Schedule 1) .....
Performing arts programmes
(Schedule 2) ......ccoovieiiiiiiiiiiicee
Operation of the buildings (Note 6)
Programme support services .....
Administrative services.....
Board of Trustees (Note 11)....
National Arts Centre Foundation—
Net expense (Note 8).........ccevueennee

Excess of expenses over revenue............

1997 1996
$ $
10,794,579 8,919,160
6,682,429 6,236,739
606,316 274,307
203,235 233,328
192,761
136,042 35,100
65,573 51,414
18,680,935 15,750,048
7,788,041 6,551,041
14,053,167 13,841,748
7,968,174 7,815,610
2,848,208 2,836,161
3,767,759 4,031,002
86,786 174,811
7,752 8,186
36,519,887 35,258,559
17,838,952 19,508,511

National Arts Centre Corporation

STATEMENT OF EQUITY
FOR THE YEAR ENDED AUGUST 31, 1997

1997 1996
$ $
Balance at beginning of the year.. 9,489,861 10,125,936
Parliamentary appropriation (Note 5 17,254,603 18,899,350

Excess of expenses over revenue...........
Transfer of net revenue of the
Artistic Development Fund

(17,838,952) (19,508,511)

(NOE 9) . (136,042) (35,100)
Transfer of net expenses of the
National Arts Centre Foundation
(NOtE 8) .o 7,752 8,186
Balance at end of year.............cccccevveenn 8,777,222 9,489,861
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STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED AUGUST 31, 1997

NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 1997

1. Authority, objectives and operations

1997 1996
$ $ The National Arts Centre Corporation (the
Operating “Corporation” or the “Centre”) was established in 1969
ﬁ:ﬁ g{ ;ﬁgﬁgiesa\ﬁsrevenue -------- (17,838,952)  (19,508,511) pursuant to thé&lational Arts Centre Act and is not subject
AmOrtIZatIOn....? .............................. 2’645'617 2'502‘217 to the prOVISlonS Of thmcone TaX ACt' Pursuant to
Gain on disposal of capital assets..... (33,181) (875) Section 85(1) of Part X of tHénancial Administration
(15.226516) (17,007169) Act, Divisions I to IV of Part X do not apply to the
. ' Corporation.
Changes in non-cash operating
assets and liabilities..........covevins (743,947) 189,163 The objectives of the Corporation are to operate and
Cha’:gsi's?c:r??g;fmml‘gor;m of maintain the National Arts Centre, to develop the
fermination enefits ... s2008 1707 performing arts in the National Capital Region, and to
(661,039) 206,190 assist th_e Canada Council in the development of the
performing arts elsewhere in Canada.
(15,887,555)  (16,800,979)
In furtherance of its objectives, the Corporation may
Financing arrange for and sponsor performing arts &g at the
Pearliamentary appropriation Centre; encourage and assist in the development of
received 18,507,000 20,609,600 performing arts companies resident at the Centre; arrange
Investing for or sponsor radio and television b_roadcasts and the
Additions to capital assets .............. (1156,752)  (1,236,956) showing of films in the Centre; provide accommodation at
Proceeds on disposal of capital the Centre, on such terms and conditions as the
FE o= 261,845 875 Corporation may fix, for national and local organizations
(894,907)  (1,236,081) whose objects include the development and encouragement
of the performing arts in Canada; and, at the request of the
Increase in cash POSItioN.................. 1724538 2,572,540 Government of Canada or the Canada Council, arrange for
Cash position at beginning of year.......... 4,914,855 2,342,315 performances elsewhere in Canada by performing arts
Cash position a end of Year............... 6,639,393 4,914,855 companies, whether resident or non-resident in Canada,
and arrange for performances outside Canada by
performing arts companies resident in Canada.
With a view to achieving the objectives, the
Government of Canada has leased without charge the
National Arts Centre building complex to the Corporation.
The lease is being renewed on a yearly basis. The
Corporation is responsible for the operation and
maintenance of the building.
Significant accounting policies
(a) Short-term investments
Short-term investments are valued at the lower of cost
and market value.
(b) Parliamentary appropriation
The Corporation credits to equity each month one-
twelfth of the approved appropriation. The
parliamentary appropriation approved for the period
from April 1 to August 31, is in respect of the
Government of Canada's fiscal year ending on
March 31 of the following year. Accordingly, the
portion of the amount received to August 31, which is
in excess of 5/12ths of the appropriation, is deferred to
the following year. Similarly, the portion of the
amount received to August 31, which is less than
5/12ths of the appropriation, is recorded as a
receivable.
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NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 1997—Continued

(c) Inventories

Inventories are valued at cost for restaurant supplies,
food and beverages.

(d) Programmes in progress

Direct costs, including advances to performing
companies and artists related to programmes (shows)
that will be held after year-end, are deferred, and will
be charged to expenses in the year in which the
programmes take place.

(e) Capital assets

Capital assets are recorded at cost. Amortization is
calculated on the straight-line method as follows:

Building—I'Atelier 20 years
Equipment 7 years
Computer software and

hardware 3 &5 years
Leasehold improvements 10 years

(f) Deferred revenue

Revenue from tickets sold related to programmes
(shows) that will be held after year-end are deferred,
and are recognized as revenue in the year in which the
programmes take place.

(g) Employee termination benefits

Employees of the Corporation are entitled to specified
benefits on termination as provided for under their
respective contracts and conditions of employment.
The liability for these bnefits is recorded as the
benefits accrue to the employees.

(h) Operating expenses

Expenses relating to performing arts programmes and
commercial services do not include costs relating to
building and equipment maintenance, utilities and
administrative services.

(i) Pension plan

Employees of the Corporation participate in the Public
Service Superannuation Plan, administered by the
Government of Canada. Contributions to the Plan are
required by both the employees and the Corporation
on an equal basis. The Corporation's contributions
represent the Corporation's total obligation and are
recorded as they become due.

The Corporation is not required under present
legislation to make contributions with respect to
employees for actuarial deficiencies of the Public
Service Superannuation Account.

National Arts Centre Corporation

Cash and short-term investments

The Corporation’s policy is to invest temporary excess
cash in short-term deposit certificates, bonds, and
commercial paper with Canadian financial institutions. As
at August 31, 1997, cash and short-term investments
include bonds and commercial paper of $4,763,193
($3,169,507 in 1996). The average yield of the portfolio
was 3.46% for the year ending August 31, 1997 (5.59% in
1996). The fair value of short-term investments
approximates the book value due to their impending
maturity.

Cash and short-term investments inclu@68,673
(1996—%$62,917) for National Arts Centre Orchestra Trust
Fund, $61,132 (1996—$%$58,230) for National Arts Centre
Orchestra Tour Fund, $16,569 (1996—nil) for Estate of
Maureen Cumbers, and $937 (1996—$1,862) for Trudi
LeCaine Fund. The same amounts were also included in
accounts payable and accrued liabilites.

Accounts receivable

In the normal course of business, the Corporation sells
its products to many customers. One customer represents
49% of the accounts receivable year-end balance (53% in
1996). The fair value of accounts receivable approximates
the book value due to their impending maturity.

Parliamentary appropriation receivable

1997 1996
$ $
Balance at beginning of year.......... 1,451,750 3,162,000
Credited to equity
Operations 16,548,917 18,899,350

Municipal taxes 705,686
17,254,603 18,899,350
Received during the year ............... (18,507,000)  (20,609,600)

Balance at end of year.................. 199,353 1,451,750

A portion of the Parliamentary appropriation is used for
the financing of major repairs and improvements to the
National Arts Centre building as approved by the Board of
Trustees.

Prepaid expenses

The Corporation has paid six months’ municipal taxes in
the amount of $2,117,057 in 1996-97; $705,686 for July
and August 1997 is included in expenses and $1,411,371
for September to December 1997 is utgd in prepaid
expenses. The amount of $705,686 is included in
Parliamentary appropriation and $1,411,37deiducted
from Parliamentary appropriation receivable. In the past,
these taxes were paid directly by Public Works and
Government Services Canada and were not included in the
expenses of the Corporation.
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NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 1997—Continued

7. Capital assets 9. Artistic Development Fund

1997 1996 On November 4, 1994, the Corporation decided that a
Accu- fund, to be known as the "Artistic Development Fund", be
mulated Net Net set up for the purpose of recognizing, stimulating and
e amorti- b;Ok b;JIOk promoting excellence in the creation and performance of
ost zion  value value the arts of the stage by the award of bursaries and prizes to
$ $ $ $ worthy recipients and by grants for worthy projects; and
Land i providing funding for special artistic programming projects
Bu@i'-n gte"er ------- 90,000 undertaken by or with the participation of the National Arts
—L'Atelier....... 169,443 Centre.
Egﬁ;‘;ﬂi’:t """"""" 4.877,027 4,007,872 869,155 913,442 A summary of the transactions related to the Fund is
sofware provided below:
and hardware.... 2,813,684 2,078,698 734,986 928,512
Leasehold 1997 199
improvements... 26,778,036 20,608,872 6,169,164 7,389,437 $ $
34,468,747 26,695,442 7,773,305 9,490,834
Balance at the beginning of year ........ 98,896 63,796
Donations...........ccccvveevenns 275,424 84,519
The Corporation sold the Atelier (land and building) to ::'Ltﬁfd ilsrlen";‘;:g (1252%) (3;822)
LaNouvelle Scéne on November 5, 1996 in return for Adminisrative exe p‘?ns% ) (13.923) (12.355)
$250,000 and continued refnee access to the facility for a
period of up to 15 years. The gain of $14,681 on disposal NELTBVENUE oo 136,042 35100
of the Atelier was included in “Other” revenue. Transfer from National Arts Centre
Foundation 152,541
National Arts Centre Foundation Balance at end of year 387,479 98.896

The National Arts Centre Foundation was a fund
established in 1992 for the purpose of recognizing,
stimulating and promoting excellence in the creation and
performance of the arts of the stage by the award of
bursaries, prizes and grants. On November 4, 1994, the
Corporation decided to discontinue the Foundation, subject
to the application of all remaining monies in the fund for
the original purposes of the Foundation. On October 5,
1997, the Board of Trustees passed a resolution to approve
the transfer of remaining monies in the Foundation to the
Artistic Development Fund.

A summary of the transactions related to the Foundation
is provided below:

10.

11.

Facility fees

On June 17, 1996, the Board of Trustees approved the
adoption of a Facility Fee of $1.50 per single ticket sold
effective the fiscal year 1996-97. The Corporation
recognized $192,761 as revenue in 1996-97 which was
applied to operation of the building.

Board of Trustees’ expenses

The Board of Trustees’ expenses in 1995-96 were
higher than usual due to the development and
implementation of an internal corporate re-organization
which gave rise to additional meetings of the Board and its

1997 1996 Committees. Furthermore, costs were incurred by the
$ $ Board for the search of a Chief Executive Officer, a Chief

Balance at the beginning of year ....... 160,293 168,479 Financial Officer and a Music Director.
| HEFESt FEVENUE . oooooeooeeooooooo 8255 10,389 12. Related party transactions
Bursaries, prizes and grants.. . (15,958) (18,024) . . . .
Administrative expenses............ (49) (551) In addition to transactions outlined in Note 5, the
Net 7752 8186 Corporation is related in terms of common ownership to all

SXPENSES v (7.752) (8.186) Government of Canada-created departments, agencies and
Transfer to Artistic Development Crown corporations.

FUund.....ooooviiiiicicces (152,541)
Balance at end of year...........ccceeenenee 160,293
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NOTES TO FINANCIAL STATEMENTS
AUGUST 31, 1997-€oncluded

13.

14.

15.

During the year, in the normal course of business and on
normal trade terms applicable to all individuals and
enterprises, the Corporation incurred expenses totalling
$620,440 (1996—%$753,580) for utility, facilities and
telephone services provided by other government
departments and agencies and earned revenlletpta
$887,366 (1996—$939,270) from special grants from, and
restaurants’ sales to, other government departments and
agencies.

Contingencies

The Corporation is the claimant or defendant in certain
pending claims and lawsuits. In management's opinion, the
outcome of these actions is not likely to result in any
material liabilities.

Fair value of financial instruments

In addition to what was already described in Notes 3 and
4, the fair value of parliamentary appropriation receivable,
and accounts payable and accrued liabilities approximate
the book value due to their impending maturity.

Comparative figures

Certain figures for 1996 have been reclassified to
conform to the presentation adopted this year.

National Arts Centre Corporation
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SCHEDULE OF REVENUE AND EXPENSES— SCHEDULE OF EXPENSES

COMMERCIAL SERVICES BY CATEGORY
FOR THE YEAR ENDED AUGUST 31, 1997 SCHEDULE 1 FOR THE YEAR ENDED AUGUST 31, 1997 SCHEDULE 3
1997 1996 1997 1996
$ $ $ $
Revenue Salaries, wages and employee
6,139,389 5,343,692 13,290,285 12,803,021
2,603,848 1,601,625 Performers’ fees and expenses . 8,177,533 7,903,009
2,051,342 1,973,843 AMOrtization.........ccvveeernecrnnne . 2,645,617 2,502,217

Cost of sales - commercial services............ 2,294,040 1,960,475
Repairs and maintenance 2,284,504 2,475,258
Advertising and promotion. 2,280,608 2,072,379

10,794,579 8,919,160

5,833,227 5,225,608 ULlItIES covvvveceeoennercrenens 1,344,808 1,476,842
1,493,927 855,938 Professional fees and expenses. 962,606 1,219,611
460,887 469,495 Municipal taxes (Note 6).... 705,686
7,788,041 6,551,041 Progw:ti 0N expenses.... 611,747 676,772
Office expenses........... 466,776 540,475
3,006,538 2,368,119 Artistic co-production expenses.... 430,054 649,952
Commissions and service charges.... 395,261 287,643
Travel and duty entertainment... 209,705 181,514

Telecommunications.......... . 147,520 144,274

Furniture and equipment . 106,237 210,558
...... 77,827 67,898

50,804 50,247

38,269 36,414

SCHEDULE OF REVENUE AND EXPENSES— 36519887 35,258,559

PERFORMING ARTS PROGRAMMES
FOR THE YEAR ENDED AUGUST 31, 1997 SCHEDULE 2

1997 1996
$ $
Revenue
MUSIC..cooeicicic e 2,795,065 3,025,580

2,138,730 1,941,576
838,687 1,102,801
647,341

Special events. . 262,606 164,695

TEleVISION ... 2,087

6,682,429 6,236,739

Expenses

5,602,347 6,397,998
3,500,161 3,913,152
1,561,144 2,359,010

2,469,448 117,564

Special events. 351,690 197,752

Television... 269,439

Marketing administration.. 398,457 514,965

Artistic administration....... 112,937 71,868
Touring and special projects. 56,983

14,053,167 13,841,748

EXxcess of expenses over revenue............... 7,370,738 7,605,009
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NATIONAL CAPITAL COMMISSION

MANAGEMENT RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The accompanying financial statements of the National
Capital Commission are the responsibility of management and
have been approved by the members of the Commission. These
financial statements have been prepared by management in
accordance with generally accepted accounting principles and,
where appropriate, they include amounts that have been
estimated according to management’s best judgement.

Management has developed and maintains books of
accounts, records, financial and management controls and
information systems. These are designed to provide reasonable
assurance that the Commission’s assets are safeguarded and
controlled, that resources are managed economically and
efficiently in the attainment of corporate objectives, and that
transactions are in accordance with Part X oRimancial
Administration Act and regulations, thidational Capital Act,
and by-laws of the Commission. Internal audits are conducted
to assess the performance of information systems and
management controls and practices.

The Commission’s external auditor, the Auditor General of
Canada, has audited the financial statements and has reported
on his audit to the Commission and to the Minister of Canadian
Heritage.

The members of the Commission carry out their
responsibilities for the financial statements principally through
the Corporate Audit and Evaluation Committee, which consists
of members of the Commission only. The Corporate Audit and
Evaluation Committee meets periodically with management, as
well as with the internal and external auditors, to discuss the
results of the audit examinations with respect to the adequacy
of internal accounting controls and to review and discuss
financial reporting matters. The external and internal auditors
have full access to the Corporate Audit and Evaluation
Committee, with or without the presence of management.

Marcel Beaudry
Chairperson

Robin Young
Vice-President, Strategic Planning and
Information Management

National Capital Commission

AUDITOR’S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the National Capital
Commission as at March 31, 1998, and the statements of
operations, equity of Canada and changes in cash resources for
the year then ended. These financial statements are the
responsibility of the Commission’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Commission
as at March 31, 1998, and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Commission
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&lational Capital Act, and the by-laws of the
Commission.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 5, 1998
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BALANCE SHEET ASAT MARCH 31

(in thousands of dollars)

ASSETS

Current
Cash and short-term deposits (Note 3) ..
Accounts receivable
Federal government departments
and agencies
Tenants and others
Inventory and nursery stock.. .
Prepaid eXpenses..........oveeeeeveenineninnens
Current portion of net investment
in sales-type leases.........cccoeeuenerenns

Net investment in sales-type leases..
Trust account (Note 4)
Capital assets (Note 5)

1998 1997
25,415 33,807
3,394 1,863
2,088 2,093
85 125
3,306 2,804
268 245
34,556 40,937
270
4,711 4,335
357,468 347,694
396,735 393,236

LIABILITIES

Current
Accounts payable and accrued liabilities
Federal government departments
and agencies....

Current portion of unsettled
expropriations of property ...
Current portion of provision for
environmental clean-up (Note 8) ...........

Accrued employee termination benefits.
Unsettled expropriations of property .
Deferred insurance proceeds (Note 4) .
Deferred rent inducement ..............cccovvereene.
Provision for environmental clean-up

(Note 8)
Deferred revenue...

EQUITY OF CANADA ...

1998 1997
3,165 1,231
15,852 16,033
1,226 7,731
338 200
20,581 25,195
3,443 3,075
1,528 1,522
4,711 4,335
3,956 4,139
1,802 277
398
36,021 38,941
360,714 354,295
396,735 393,236

The notes are an integral part of the financial statements.

Approved by the Commission:

MARCEL BEAUDRY
Chairperson

PIERRE ISABELLE

Chairperson, Corporate Audit and Evaluation Committee
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STATEMENT OF OPERATIONS

FOR THE YEAR ENDED MARCH 31

(in thousands of dollars)

Income

Goods and servicesinkind..
User access fees.......ccou..
Other fees and recoveries

Cost of operations (Note 6)

Promoting and animating the
National Capital Region.................
Real asset management and
development
Corporate services..
Restructuring cost

Cost of operations before
parliamentary appropriations...
Parliamentary appropriations

Net cost of operations® ...........cccoeveereen..

TANALY SIS OF FUNDING THE NET
COST OF OPERATIONS

Net cost of operations ..........c.ccveveeininns
Expenses not requiring funding
Amortization...
Deferred rent inducement...
Deferred revenue.
Net gain on disposal of capital assets......
Proceeds from disposal of equipment......
Transfer from disposal of land
(Note 3)

Contribution........
Parliamentary appropriations
Land contribution......................
Prior year commitments carry-over ..

Excess of funding over net cost
Of OPErations........ccccevvvveinniiiesricninens

STATEMENT OF EQUITY OF CANADA
FOR THE YEAR ENDED MARCH 31
(in thousands of dollars)

1998 1997
Balance at beginning of year, as
previously reported............cccoeuenee. 355,233
Adjustment for capital assets
(NOte 11) .o (3,941)
Balance at beginning of year, restated...... 354,295 351,292
Net cost of operations. (14,815) (14,553)
Parliamentary appropriations
to acquire and improve
capital assets....... 20,493 16,995
Canadiana Fund and other (Note 5)......... 741 561
Balance at end of year ..........cocccecevvrienne 360,714 354,295

The notes are an integral part of the financial statements.

STATEMENT OF CHANGES IN CASH RESOURCES
FOR THE YEAR ENDED MARCH 31
(in thousands of dollars)

1998 1997
12,671 15,669
1,208 1,661
3,003 23,712
782 809
694 1,087
1,111 1,034
2,488 2,925
21,957 46,897
1,682 2,275
13,971 15,301
51,549 86,649
22,219 23,975
(371) 469
89,050 128,669
(67,093) (81,772)
52,278 67,219
(14,815) (14,553)
(14,815) (14,553)
14,921 13,273
(183) (183)
(21)

(3,003) (23,712)
73 1,654
2,740 2,675
289 237
(660) (673)
27,559

(8,020)

6,050

4,893 607
4,255 4,893

The notes are an integral part of the financial statements.

National Capital Commission

1998 1997
Operating activities
Net cost of operations...........ccccoceunee. (14,815) (14,553)
Items not involving cash
AMOrtization...........cccceereriecrnrneenenes 14,921 13,273

Net gain on disposal of capital
(3,003) (23,712)

Land contribution 6,050
Net change in non-cash working

capital balances related to

OPEratioNS ....c.cveveveereeieierireeieeneeas (6,602) (13,377)
Net change in cash restricted as to

use and long-term liabilities........... 1,318 (1,019)

(8,181) (33,338)
Financing activities
Parliamentary appropriations
to acquire and improve

capital assets 20,493 16,995
Canadiana Fund and other 741 561
21,234 17,556

Investing activities
Acquisitions and improvements
to capital assets... (25,070) (26,171)
Sales-type [€ases.......ccovvvvveererericnenenn 247 (515)

Proceeds on disposal o
capital @SSEtS.......ccureieeurineicrnirieins 3,378 34,309
(21,445) 7,623
Decrease in cash and short-term

(8,392) (8,159)

Beginning of year .... 33,807 41,966

End of year ... 25,415 33,807
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NOTES TO FINANCIAL STATEMENTS
ASAT MARCH 31, 1998

1. Authority and objectives (b) Amortization

The National Capital Commission was established in
1958 by the National Capital Act. The Commission isan
agent Crown corporation without share capital named in
Part | of Schedule 1 to the Financial Administration Act.
The objects and purposes of the Commission, as stated in

Amortization of assets in use is charged to operations

in equal annual amounts based on the cost of the assets
and their estimated useful life. Useful life of assets is
estimated as follows:

: f ; . Buildings 20 years
the Nat tal A 1 to:
e National Capital Act as amended in 1988, areto Parkways, roadways and bridges 25 years
(a) prepare plansfor and assist in the development, Park landscaping and
conservation and improvement of the National Capital improvement 25 years
Region in order that the nature and character of the Leasehold improvements Term of lease
seat of the Government of Canada may bein Machinery and equipment 10 years
accordance with its national significance; Office furniture 10 years
) . - Office equipment 5 years
(b) organize, sponsor or promote such public activities and Vehicles 5 years
events in the National Capital Region as will enrich the ;
. : T Antiques and works of art
cultural and socid fabric of Canada, taking into : ) ;
. (10 years in 1996-97) Nil
account the federal character of Canada, the equality of Computer and
status of the official languages of Canada and the communications equipment
heritage of the people of Canada. (5 years in 1996-97) 3 years

Aswell asthese objectives, in 1988, the Act gave the
Commission an important additional power: coordinate the

policies and programs of the Government of Canada (¢) Non-monetary transactions
respecting the organization, sponsorship or promotion by When a non-monetary transaction related to an asset
departments of public activities and events related to the exchange takes place and there is a change in the
National Capital Region. purpose for which the asset is held, the transaction is
S . recorded at the fair market value of the asset
The_Commlsson |salso‘re§pons_blefor the management exchanged. If there is no change in purpose for which
and maintenance of the Official Residences located in the the asset is held, the transaction is recorded at the
Natl_onal Capital Re_zglon. The Commission’s income is not carrying value of the asset given up.
subject to the requirements of tlieome Tax Act.
- . . (d) Inventory and nursery stock
Significant accounting policies
. Inventory is carried at cost. Nursery stock is valued at
(@) Capital assets estimated cost.
Capital assets are generally recorded at historical cost. (e) Pension plan

Property acquired at nominal cost or by donation is
recorded at market value at time of acquisition, except
for properties of historical significance whose market
value cannot reasonably be determined. These are
recorded at nominal value. Artifacts donated to the
Canadiana Fund are recorded at nominal value.
Improvements that extend the useful life of buildings
and equipment are recorded at cost. Contributed
capital assets are recorded at fair value as of the date
of contribution.

A-284

Commission employees are covered by the Public
Service Superannuation Plan administered by the
Government of Canada. The Commission’s
contributions to the plan are limited to an amount
equal to the employees’ contributions on account of
current and certain past service. These contributions
represent the total pension obligations of the
Commission and are charged to operations on a
current basis. The Commission is not required under
present legislation to make contributions with respect
to actuarial deficiencies of the Public Service
Superannuation Account.
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NOTES TO FINANCIAL STATEMENTS
AS AT MARCH 31, 1998—Continued

(f) Employee termination benefits Cash and short-term deposits at year-end amounted to
$25.415 million ($33.807 million in 1997). In@ed in this

Severance pay generaiigcrues to empyees over cash balance are funds that are restricted:

their service period and is payable on their separation

or retirement. The liability for these benefits is (a) Cash donations received for the Canadiana Fund in the
recorded in theaccounts as the benefits accrue to the amount of $32,327;
employees.

(b) Funds, in the amount of $17.815 million as follows:

Def ti t
(9) Deferred rent inducemen (i) funds of $1.964 riflion relating to a 1990

The Commission currently leases its Headquarters long-term lease transaction that, pursuant to
office space. Moving expenses and major leasehold Governor in Council authority, have been
improvements incurred by the lessor to accommodate restricted for the acquisition of environmentally-
Commission needs have been recorded as of the sensitive lands;

effective date of the lease and are amortized over the

term of the lease. (i) funds of $14.321 rillion arising from the disposal

of lands and restricted for the Champlain Bridge

(h) Parliamentary appropriations rehabilitation;
Parliamentary appropriations for operating (iii) funds of $1.530 rillion generated by the disposal
expenditures and for grants and contributions to other of surplus properties that may be used to acquire
levels of government and other authorities are real property or to support other major programs,
included on the statement of operations. Parliamentary as may be authorized by Treasury Board and
appropriations to acquire and imprasapital assets Governor in Council;

are credited to the equity of Canada.
! quity Details of transactions are highlighted in the

(i) Workers’ compensation following analysis:
The Commission assumes all risks for workers’ Environ-
compensation claims. The cost of claims resulting mentally

sensitive  Champlain

from injuries on duty are recorded in the years when lands bridge  Others  Total

compensation payments are due.

(in thousands of dollars)

()) Provision for environmental clean-up Restricted cash
available at
The Commission records a provision for beginning of
environmental clean-up in situations where the PLCc R 1,905 14,744 8,974 25623
remediation is probable and the cost can be reasonably Pfc’;eedsg‘;” 3305 3305
estimated. The cost of remediation varies depending ACqLSigﬁion‘, """"""" ' '
on the use of the site. In other situations, no amount disposal
has been recorded because the extent of contamination expenses (289)  (289)

and cost of clean-up cannot be reasonably assessed Interest......... 59 442 159 660
until further on-site testing is completed. Acquisitions (3,766) (3,766)
Transfer to:
i Operatini
3. Cash and short-term deposits Dbudg e{g ............ om0 @210
The Commission’s policy is to invest temporary excess Capital budget.... (865  (4113) (4979)
cash in short-term deposit certificates, treasury bills, and Rﬂﬁiﬁ@f

banker's acceptances with Canadian financial institutions.

These are recorded at cost. As at March 31, 1998, cash and

short-term deposits include deposit certificates and

banker's acceptances at a weighted average interest rate of

4.7% (3.2% in 1997). The fair value of cash and short-term

deposits is equal to the book value due to the maturity date. The Commission has segregated funds received from an
insurance company in respect of a claim for damages
arising from injuries sustained in an accident by an NCC
employee. These funds have been paid to the Commission
as it will be responsible to pay the continuing cost relating
to this claim settlement. Future costs were assessed in an
actuarial study completed in 1991.

end of year.......... 1,964 14,321 1,530 17,815

Trust account
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NOTES TO FINANCIAL STATEMENTS
AS AT MARCH 31, 1998—Continued

As at March 31, 1998, the portfolio’s overall rate of
return was 13.8% (13.3% in 1997). All investments were
made in accordance with the following strategy: short-term
Canadian notes and treasury bills rated R1 by the
Dominion Bond Rating Service and A1+ or Al by the
Canadian Bond Rating Service, Canadian bonds and
debentures rated AAA, AA and A by the Dominion Bond
Rating Service or A++, A+ and A by the Canadian Bond
Rating Service, securities of th@@rnment of Canada or
of a provincial government to a maximum of 30% of the
total market value of the portfolio.

As at March 31, 1998 and 1997, the fair value of the
investments was approximately equal to the book value.

5. Capital assets

March 31, 1998 March 31, 1997
Historical Accumulated Net book Historical Accumulated Net book
cost amortization value cost amortization value
(in thousands of dollars) (in thousands of dollars)
Land and buildings
Greenbelt 69,941 21,212 48,729 67,843 20,430 47,413
Gatin@aU Park ..........c.ceeeeeeueeeneineinieneineineinsensenes 44,359 9,415 34,944 39,954 8,870 31,084
ParkWays........c..coueemeemermeessrinssssineinsensensessensenesneens 99,865 44,271 55,594 94,556 42,025 52,531
Parks......cccevveeen. 49,339 20,335 29,004 43,600 18,759 24,841
Bridges and approaches.. 30,255 19,214 11,041 28,462 18,585 9,877
Historical sites 38,216 22,469 15,747 36,266 21,047 15,219
Recreational facilities. 25,692 15,010 10,682 24,773 13,999 10,774
Rental properties......... 123,146 17,465 105,681 120,013 16,058 103,955
Development properties.. 26,589 4,061 22,528 25,043 3,905 21,138
Unsettled expropriations.... 2,754 2,754 9,253 9,253
Administrative and service buildings.............. 17,101 12,035 5,066 16,246 11,436 4,810
527,257 185,487 341,770 506,009 175,114 330,895
Less: Provision for transfers™ .........co..ooeveuenn. (1,838) (1,838) (1,838) (1,838)
525,419 185,487 339,932 504,171 175,114 329,057
Leasehold improvements............c.oeeeeeeeeeeenenns 9,069 1,129 7,940 8,875 650 8,225
Equipment
Machinery and equipment 1,475 1,088 387 1,478 884 594
Office furniture and equipment. 3,975 2,422 1,553 4,017 2,163 1,854
Vehicles.....neeeeceeens 772 620 152 1,057 714 343
Computer and communications
EUIPMENT ... 16,313 12,547 3,766 15,545 10,954 4,501
Antiques and works of art
(@101 T, 864 864 750 750
Canadiana FUnd® ..........ccoocovomervvinerrvsenninns 2,874 2,874 2,280 2,280
26,273 16,677 9,596 25,127 14,715 10,412
Total ... 560,761 203,293 357,468 538,173 190,479 347,694

@ Provision for transfers pertains to property to be transferred in
accordance with agreements with the Province of Quebec. This
includes lands to be given for the approaches to the Macdonald-
Cartier Bridge and to be used as a right-of-way for Highway 550, in
exchange for other lands.

@ The Canadiana Fund was established to build the Crown Collection
of antiques and works of art for the official residences. Additions
during the current year amounted $741,000 ($561,000 in 1997). The
balance of the Fund both cash and capital assets, at the end of the
year amounted to $2.909 million ($2.347 million in 1997).
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NOTES TO FINANCIAL STATEMENTS
AS AT MARCH 31, 1998—Continued

6. Information on the statement of operations 7. Major commitments

Summary of expenses by major classification
1998 1997

(in thousands of dollars)

Salaries and employee benefits......... 25,715 30,210
Goods and services ... 34,516 35,467
Servicesin kind 694 1,087
Grantsin lieu of municipal

13,575 14,359
Contributions 33,804
Amortization..... . 14,921 13,273
Restructuring CoStS...........ccveerieninnes (371) 469

89,050 128,669

Sector definitions and objectives

The Commission uses four sectors to structure its
activities.Short, medium and long-term objectives linked
to the mandate and mission have been developed for each
one. The following are the long-term objectives established
for each sector:

Planning the National Capital Region

To guide the physical development and use of federal
lands, to coordinate and achieve excellence in design, and
to plan development that is appropriate to the role and
significance of the Capital of Canada.

Promoting and animating the National Capital Region

To increase awareness of the Capital Region outside the
National Capital Region through national marketing
campaigns, communications contacts (broadcasting) and
outreach activities, and to present the Capital to visitors as
a place to experience Canadian heritage, culture and
achievements through varied services, events and
programs.

Real asset management and development

To manage and protect physical assets of national
significance on behalf of future generations of Canadians.

Corporate services

To promote efficient and productive use of resources
through the centralized provision of corporate services to
all of the business lines.

National Capital Commission

(a) The Commission has entered into agreements for
services, leases of equipment and operating leases for
office accommodations. The agreements show
different termination dates, with the latest ending in
2020, and total $115.7 million.

The Commission has also privatized the management
and maintenance of a portion of its lands and
properties as part of the federal government’s Program
Review. Contracts totalling $21.4 million have been
awarded for these functions; these contracts will
terminate from 1999 to 2001.

Minimum annual payments under these agreements for
the next five years are approximately as follows:

(in thousands
of dollars)

15,653
10,672
8,595

(b) The Commission has entered into contracts for capital
expenditures estimated to cost approximately
$11.1 million. Payments under these contracts are
expected to be made in 1998-99 and 1999-2000.

8. Contingencies

(a) Claims

Claims have been made against the Commission
totalling approximately $11.6 million, excluding

interest and other costs, for alleged damages and other
matters. The final outcome of these claims is not
determinable and, accordingly, these items are not
recorded in thaccounts. In the opinion of

management, the position of the Commission is
defensible. Settlements, if any, resulting from the
resolution of these claims will be azmted for in the

year in which the liability is determined.

(b) Agreement with the Province of Ontario

In 1961, the Commission entered into an agreement
whereby the Province of Ontario established and
maintains 2,761 hectares (6,820 acres) of forest. When
the agreement expires in 2011, or is terminated, the
Commission will reimburse the Province for the

excess of expenses over revenues, or the Province will
pay the Commission the excess of revenues over
expenses. According to the latest report from the
Province, at March 31, 1995, cumulative expenses
exceeded cumulative revenues by $1iion, and are

not reflected in the accounts of the Commission.
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NOTES TO FINANCIAL STATEMENTS
AS AT MARCH 31, 1998—Concluded

(c) Environmental protection

The Commission has conducted a preliminary analysis
that has identified certain properties that, at the time of
acquisition, qualified for potential remediation.
Following this preliminary analysis, more detailed
studies will be conducted in order to determine the
degree of remediation required for the sites, to identify
priority sites and to estimate the possible costs.

9. Related party transactions

The Commission is related in terms of common
ownership to all Government of Canada departments,
agencies and Crown corporations and is mainly financed
by the Parliament of Canada.

In addition to the related party transactions described
below, and those disclosed elsewhere in these financial
statements, the Commission also enters into transactions
with Crown entities. In the normal course of business and
on normal trade terms applicable to all individuals and
enterprises, the Commission incurred expenses totalling
$3.77 million ($6.92 million in 1997) for utilities, rental of
space, assets and services purchased from other
government departments and agencies, and earned
revenues totlng $5.06 million ($3.48 million in 1997)
from services rendered, rental operations and sales of assets
to other government departments and agencies.

10. Fair value of financial instruments

In addition to what was already described in Notes 3, 4
and 6 relating to this topic, the fair value of accounts
receivable and accounts payable and accrueditiebil
approximates the book value due to their impending
maturity. As for long-term items, the fair value of accrued
employee termination benefits, uttid expropriations of
property and deferred rent inducement also approximates
the book value.

11. Adjustments for capital assets

During the year, the Commission undertook a major
review of its capital assets, their useful lives and related
amortization. Following that review, the Commission has
reduced the value of its capital assets and the opening
balance of the equity of Canada as at April 1, 1996, by
$ 3.941 million.

12. Comparative figures

Certain comparative figures have been reclassified to
conform with the presentation adopted in the current year.
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SUPPLEMENTARY INFORMATION

SCHEDULE OF LAND AND BUILDINGS
AT AMORTIZED VALUESASAT MARCH 31
UNAUDITED

1998 1997

(in thousands of dollars)

Greenbelt properties.........c.ccoeevvvcicnnnne. 48,729 47,413
Gatineau Park..........cccoccevvnicniiiicininen, 34,944 31,084
Parkways
Confederation Boulevard .. 20,719 17,015
Ottawa River Parkway 9,549 9,628
Rockcliffe Parkway.... 8,000 8,302
Aviation Parkway.... 3,815 4,062
Airport Parkway...... 8 6
Voyageur Parkway .. 2,864 2,940
Colonel By Drive........... 2,076 2,023
Philemon-Wright Parkway 1,178 1,139
Other parkways—Quebec.... 2,797 2,814
Other parkways—Ontario ................... 4,588 4,602
Total parkways. .........ccceevcveeriiieeiiieeens 55,594 52,531
Parks
Rideau River Park 2,669 2,597
Brewery Creek............ 1,195 1,301
Parliament Hill Promenade .. 2,803 2,651
Du Portage Park............ 370 496
Victoria Island.... 717 793
Taché Park.......ccccoevviiiiiiciciccee 633 700
Sentier-de-I'lle Park 483 523
Commissioners Park 906 875
Vincent Massey and Hog's
Back parks.... 1,056 1,004
E.B. Eddy Park........ 201 242
Other parks—Quebec. 6,139 4,877
Other parks—Ontario 11,832 8,782
Total parks ........ccvevveiiiieiiiiiicn 29,004 24,841
Bridges and approaches
Portage Bridge 1,184 971
Champlain Bridge..... 4,531 3,478
Macdonald-Cartier Bridgeheads. 1,570 1,570
Deschénes-Britannia Approach.. 2,048 2,048
Hog's Back Bridge............ 376 396
Other bridges 1,332 1,414
Total bridges and approaches.................. 11,041 9,877
Historical SiteS .........ccccovvviiiiiiciiiiiciis 15,747 15,219
Recreational facilities.. 10,682 10,774
Rental properties......... 105,681 103,955
Development properties . 22,528 21,138
Unsettled expropriations 2,754 9,253

Administrative and service
buildings ....coocvvieiiiiiiii 5,066 4,810
Less: Provision for future transfer of

property per agreements (1,838) (1,838)

339,932 329,057

Total land and buildings

National Capital Commission
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NATIONAL GALLERY OF CANADA

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL
REPORTING

The accompanying financial statements of the National
Gallery of Canada (the Gallery) and all information in this
annual report are the responsibility of management. The
financial statements include some amounts that are necessarily
based on management’s estimates and judgment.

The financia statements have been prepared in accordance
with generally accepted accounting principles. Financia
information presented elsewhere in the annual report is
consistent with that contained in the financial statements.

In discharging its responsibility for the integrity and fairness
of the financial statements, management maintains financia
and management control systems and practices designed to
provide reasonabl e assurance that transactions are authorized,
assets are safeguarded, proper records are maintained and
transactions are in accordance with Part X of the Financial
Administration Act and regulations, the Museums Act, and the
by-laws of the Gallery.

The Board of Trustees is responsible for ensuring that
management fulfills its responsibilities for maintaining
adeguate control systems and the quality of financial reporting.
The Audit and Evaluation Committee of the Board of Trustees
meets regularly with management and internal and external
auditors to discuss auditing, internal controls and other relevant
financial matters. The Committee reviews the financial
statements and presents its recommendation to the Board of
Trustees. The Board of Trustees approves the financial
Statements.

The external auditor, the Auditor General of Canada, is
responsible for auditing the financial statements and for issuing
his report thereon to the Minister of Canadian Heritage.

Pierre Théberge
Director

Yves Dagenais
Vice-Director
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AUDITOR'S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the National Gallery of
Canada as at March 31, 1998 and the statements of operations,
changes in equity of Canada and changes in financial position
for the year then ended. These financial statements are the
responsibility of the Gallery's management. My responsibility
is to express an opinion on these financial statements based on
my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Gallery as at
March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied, after giving
retroactive effect to the change in the methodamunting for
unrestricted contributions and interest income on investments
arising from such contributions as explained in Note 3 to the
financial statements, on a basis consistent with that of the
preceding year.

Further, in my opinion, the transactions of the Gallery that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, thdluseums Act and the by-laws of the Gallery.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 5, 1998

National Gallery of Canada




BALANCE SHEET ASAT MARCH 31, 1998

(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
(Restated (Restated
Note 3) Note 3)
Current Current
Cash and investments (Note 4) .... 9,664 7,220 Accounts payable and accrued
Accounts receivable...... 1,126 707 ligbilities (NOte 7)....c.cvvvueeneereericis 5,098 4,389
Inventories............. . 2,015 2,080 Special Purpose Account (Note 8)........... 737 2,871
Prepaid eXpenses........oeeveeeerercnceeeienns 1,119 99 5,835 7,260
13,924 10,106 Accrued employee termination benefits,
long term portion 1,216 1,184
Deferred contributions (Note 9) 1,140 955
Total l1abilities.......ccovevvviiniiiiicice 8,191 9,399
Restricted cash and investments (Note 4) ... 3,744 6,022
Collection (Note 5) 1 1 ENDOWMENTS
Capital assets (Note 6)... 7,768 7,454 Endowments (NOte 10)........cccovveeerererueenens 126 125
EQUITY OF CANADA
Invested in capital assets...........ccoveveeninnne 7,768 7,454
Internally restricted 1,741 2,071
Unrestricted............. 7,611 4,534
Total equity of Canada 17,120 14,059
25,437 23,583 25,437 23,583
The accompanying notes form an integral part of the financial statements.
Approved by the Board of Trustees:
JEAN-CLAUDE DELORME
Chairperson
MERLA BECKERMAN
Vice-Chairperson
National Gallery of Canada A-291




STATEMENT OF OPERATIONS
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
(Restated
Note 3)
Expenses
Collect
—Operations ..........ccoccvveeniieenns 5,463 5,479
—Art acquisitions (Note 5)........ 5,617 848
Total—Collect ........ccoevvveveereeeeees 11,080 6,327
Educate and Communicate.. 17,101 12,291
Accommodate............. . 13,154 10,987
AIMINISEEN ... 4,435 3,475
Total expenses (Schedule 1)............... 45,770 33,080
Less: Operating and contribution
revenue (Schedule 2)................. 12,834 4,832
Net cost of operations before
government funding .. 32,936 28,248
Parliamentary appropriations
Operating and capital
expenditures..........ccoveeeeeneen. 30,816 28,974
Purchase of objects for the
collection (Note 8)
—CUITENt Year.....ccvviveiiieniierenns 3,000 3,000
—drawn from previous years..... 2,181
—carried forward to future
(2,152)
5,181 848
Total—parliamentary
appropriations ..........cccceeveeeenineenns 35,997 29,822
Excess of revenues over expenses...... 3,061 1,574

The accompanying notes form an integral part of the financial statements.

STATEMENT OF CHANGES IN EQUITY OF CANADA
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

Invested in Internally

capital assets restricted
Balance at beginning of year, as previously stated ..............c.ccc.ee. 7,454
Increase due to the change in the accounting policy (Note 3)......... 2,071
Balance at beginning of year, as restated.............cc.ccceeiieiiiiiiinnens 7,454 2,071
Excess of revenues over expenses (1,247)
Net investment in capital assets . 1,561
Acquisition of work of art......... (417)
Interest..... 62
Contributions 25
Balance at end Of Year.........cccccvcviiiiiiiiiiiiici s 7,768 1,741

Unrestricted

4,534

4,534
4,308
(1,561)

(62)
(25)

7,611

1998 1997
Total Total
(Restated
Note 3)
11,988 10,523
2,071 1,962
14,059 12,485
3,061 1,574
17,120 14,059

The accompanying notes form an integral part of the financial statements.
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STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
(Restated
Note 3)
Operating activities
Excess of revenues over expenses............ 3,061 1,574
Items not affecting cash and
investments
AMOrtization .........ccccvvvnccciinnnns 1,247 1,207
Net change in internally restricted
tranSactions...........coueeevieiierincennn 330 (109)
Accrued employee termination
benefitS......ccovvviviiiiiii 32 59
Loss on disposal of capital assets......... 13 8
4,683 2,739
Increase in non-cash working capital
COMPONENES......cveeieerieirereresesesesesenenens (665) (1,451)
Funds provided by operating activities..... 4,018 1,288
Investing activities
Purchase of capital assets..................... (1,578) (797)
Proceeds from disposal of capital
BSSELS ... 4 4
Funds applied to investing activities........ (1,574) (793)

Increase in cash and investments

duringtheyear........ccoovvvviicnininnens 2,444 495
Cash and investments at beginning of

7,220 6,725

9,664 7,220

NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority, objectives and activities

The National Gallery of Canada (the Gallery) was
established on July 1, 1990 by the Museums Act as a
Crown corporation under Part | of Schedulelll to the
Financial Administration Act.

The Gallery’s mandate as stated in the Museums Act is
to develop, maintain and make known throughout Canada
and internationally, a collection of works of art, both
historic and contemporary, with specia but not exclusive
reference to Canada, and to further knowledge,
understanding and enjoyment of art in general among all
Canadians. The Gallery’s operations include its affiliate,
the Canadian Museum of Contemporary Photography
(CMCP).

The Gallery’s operations are divided into four mutually
supportive activities which work together to meet all
aspects of its mandate. These activities are:

Collect

To acquire, preserve, research and record historic and

contemporary works of art, both national and international,

to represent Canada's visual arts heritage and to usein its
programs.

National Gallery of Canada

Educate and communicate

To further knowledge, understanding and enjoyment of
the visual arts among all Canadians and to make the
collections known both in Canada and abroad.

Accommodate

To provide a secure and suitable facility for the
preservation and exhibition of the national collections of
visual artsthat is readily accessible to the public.

Administer

To provide direction, control and effective devel opment
and administration of resources.

. Significant accounting policies

These financial statements have been prepared in
accordance with generally accepted accounting principles.
The significant accounting policies are:

(@ Inventories

Inventories are valued at the lower of cost and market
value. In the case of books and publications, cost is
written down over a maximum of three years to take
into account obsolescence.

(b) Capital assets

Capital assets are recorded at cost and amortized using
the straight-line method over their estimated useful
lives as follows:

Equipment and furniture 5to 12 years
Leasehold improvements 25 years
Building improvements 25 years
Vehicles 5years

The original cost of the buildings occupied by the
Gallery is not shown in the financial statements. The
buildings are owned by the Government of Canada.

(c) Collection

The Gallery holds a collection of works of art for the
benefit of Canadians, present and future. The
collection is shown as an asset at a nominal value of
$1,000 due to the practical difficulties of determining
ameaningful value for these assets. Works of art
purchased for the collection of the Gallery are
recorded as an expense in the year of acquisition.
Works of art donated to the Gallery are not recorded in
the books of account.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

(d) Pension plan

The employees of the Gallery participate in the Public
Service Superannuation Plan administered by the
Government of Canada. The employees and the
Gallery contribute equally to the cost of the Plan. This
contribution represents the total pension obligation of
the Gallery. Contributions in respect of current service
are expended during the year in which services are
rendered. Admissible past service contributions are
expended when paid.

The Gallery is not required under present legislation to
make contributions with respect to actuarial
deficiencies of the Public Service Superannuation
Account.

(e) Employee termination benefits

On termination of employment, employees of the
Gallery are entitled to certairebefits provided for

under their collective agreements and their conditions
of employment. The cost of these benefits is expended
in the year in which they are earned.

(f) Parliamentary appropriations

Parliamentary appropriations for operating and capital
expenditures are recognized on the statement of
operations in the year of entitlement. Parliamentary
appropriations for the purchase of objects for the
collection are initially recorded in the Special Purpose
Account in the year of ¢itlement and are regnized

in the statement of operations at the time the
acquisitions are made.

(9) Contributions

The Gallery follows the deferral method of accounting
for contributions. Unrestricted contributions are
recognized as revenue when received or receivable if
the amount to be received can be reasonably estimated
and collection is reasonably assured. Contributions
externally restricted and related investment income are
deferred and recognized as revenue in the year in
which the related expenses are incurred. Endowment
contributions are recorded as endowments on the
balance sheet. The investment income arising from
such contributions is deferred and recognized as
revenue in the year in which the related expenses are
incurred.

The Board of Trustees has directed that certain
unrestricted contributions and interest income arising
from such contributions be internally restricted for the
purpose of acquiring objects for the collection and
related activities.
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Contributed services are recorded at their fair value at
the date they are received by the Gallery. Volunteers
contribute a significant number of hours per year.
Because of the difficulty of determining their fair
value, their contributed services are not recognized in
these financial statements.

(h) Bookstore and publishing

Expenses for the bookstore and publishing are
included in operating expenses.

Change in accounting policy

Effective April 1, 1997, the Gallery changed its method
of accounting for unrestricted contributions and interest
income on investments arising from such contributions. As
disclosed in Note 2(g), unrestricted contributions are
recognized as revenue when received. Interest income on
investments arising from such contributions is recognized
as revenue when earned. Prior to 1998, these amounts were
recognized as revenue in the year in which the related
expenses were incurred. This change in accounting policy
has been applied retroactively and the financial statements
of the prior year have been restated.

The effect on operations is as follows:
1998 1997

(in thousands of dollars)

Increase in contributions... 25 23
Increase in interest 62 86
Increase in net operating results........... 87 109
The effect on the balance sheet is as
follows
Decrease in deferred contributions .. 87 109
Increase in equity of Canada................ 87 109

In 1998, the Gallery also reclassified previously
reported trust account balances to equity, endowments and
deferred contributions. The cumulative impact of these
changes on thesgcounts is as follows:

Accounts previously reported as Trust Accounts

1998 1997

(in thousands of dollars)

Balance at beginning of year ............... 3,151 2,930
Reclassified asinternally

restricted equity ........cccoeereeericinnnes (2,071) (1,962)
Reclassified as endowments................ (125) (124)
Balance at beginning of year as

FESALd ... 955 844

Endowments reclassified from
Trust ACCOUNLS .....c.covevieenrireiriciinns 125 124

Increase in opening balance of
equity due to reclassification
from Trust Accounts..........ceeuee.... 2,071 1,962
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

4. Cash and investments The Gallery acquires works of art by purchase, gift and

The Gallery makes short term, low risk investments in
the money market. These investments consist of a mix of
Government of Canada Treasury Bills, Bankers'
Acceptances and Money Market Mutual Funds. The
portfolio yielded an average return of 3.60% (4.05% in

bequest. Acquisitionsin the year are asfollows:

1998 1997

(in thousands of dollars)

Purchase from special purpose

1996-97) and the average term to maturity was 109 days ACCOUNE ..o 5,181 848
(89 days in 1996-97). Purchase from internally restricted
funds.... 417
The balances at year-end are: Purchase from deferred
contributionsS.........coovveveiiieeiiinen, 19
1998 1997 Total PUrChASES. .......eeeveeeeerereeeeeee 5,617 848
(in thousands of dollars) Gifts or bequests, at fair market
Cash and investments ValUB ... 18,475 1,552
1,156 1,052 24,092 2,400
8,508 6,168
9,664 7,220
Capital assets
. . 1998 1997
Restricted cash and investments for:
Accu-

Special purpose account (Note 8) mulated  Net Net
(7 DO 310 32 amorti- ~ book  book
Money market investments............ 427 2,839 Cost  zation value  value

737 2,871 (in thousands of dollars)
Deferred contributions, Equipment and furniture... 6,714 3,828 2,886 2,337
endowments and internally Leasehold
restricted funds improvements.............. 3,981 956 3,025 3,185
(7 TN 183 119 Building improvements ... 2,368 535 1,833 1,928
Money market investments............ 2,442 2,639 Vehicles.........ccocvvveveeeeenns 25 1 24 4
Long-term receivable— 13,088 5,320 7,768 7,454
Government of Canada............. 382 393
3,007 3,151
3,744 6,022 Accounts payable and accrued liabilities
1998 1997

Collection (in thousands of dollars)

. i i Trade.......cccoooviiiiiii 3,515 2,608
The Gallery has the nation’s most extensive collection of Due to government departments

visual arts, particularly Canadian art. The collection and Crown COrporations ............. 975 656

compri ses some 45,000 works of art not counti ng Accrued salaries and benefits........... 608 1,125

photographs, and is divided into the following categories: 5,098 4,389

- Canadian Art, including Inuit Art

- Contemporary Art

- American, European and Asian Art

- 20th Century Modern Art

- Photographs

- Printsand Drawings
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

8. Special purpose account—Purchase of objects for the

collection

Each year, the Gallery receives a $3,000,000
appropriation for the purchase of objects for the collection.
The Gallery accumulates thesmdls, as well as the interest
thereon, in a special purpose account which it uses to
acquire, when opportities arise, historically important,
unique and high quality works thatestgthen the
collection.

1998 1997

(in thousands of dollars)

Balance at beginning of year. 2,871 640
Parliamentary appropriation.. 3,000 3,000
TNEEIESE. .o 47 79
Total available.........c.ccoceviirnines 5,918 3,719
Purchase of objects for

the collection...........ccvccicnnnnee (5,181) (848)
Balance at end of year............cccoo.... 737 2,871

9. Deferred contributions

Deferred contributions represent the unrecognized
portion of externally restricted contributions and

investment income to be used for purchases of works of art

or other specific activities such ashibitions, publications,
education programs or research as directed by the
contributor.

The following summarizes the transactions for the year:

1998 1997
(in thousands of dollars)
(Restated
Note 3)
Balance at beginning of year .............. 955 844
Add receipts for year as restated
INEEXESt ..o 38 39
Giftsand bequests...........ccccovrereene 239 159
277 198
Less amount recognized as revenue
inthe year as aresult of
Purchase of objects for the
collection 19
73 87
92 87
Balance at end of year...........ccceeinne 1,140 955
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10.

11.

12.

Endowments

Endowments consist of restricted donations received by
the Gallery. The endowment principal is required to be
maintained intact. The investment income generated from
endowments must be used in accordance with the various
purposes established by the donors. The Gallery ensures
that all funds with a restricted purpose are expensed for the
purpose for which they were provided.

1998 1997
(in thousands of dollars)
(Restated
Note 3)
Balance at beginning of year ........... 125 124
Receipts for year gifts and bequests.. 1 1
Balance at end of year ...........cccccuvue 126 125

Commitments

As at March 31, 1998, there remains $11,726,000 to be
paid pursuant to various agreements. The major portion
relates to the remainder of a 49 year lease with the National
Capital Commission for the CMCP facility. The future
minimum payments are as follows:

(in thousands

of dollars)
1998-99 1,740
1999-00. 325
2000-01. 325
2001-02. 325
2002-03. 325
2003-42 8,686

Contingent liabilities

Revenue Canada has challenged certain Goods and
Services Tax (GST) Input Tax Credits claimed by the
Gallery since October 1993. The issue revolves around
whether the Gallery's 'free' general admission policy, which
started in October 1993, constitutes an ‘exempt supply'
under theExcise Tax Act and whether the associated Input
Tax Credits should be consequently disallowed. The
Gallery has objected strongly to this challenge and is
seeking clarification of the appropriate GST treatment of
federal Crown corporations.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

13.

14.

15.

Because of the multiple unresgetl issues, it is not clear
as to whether Revenue Canada will gexdt with an
assessment and if so, on what basis. Also, because there is
a wide range of estimation possitis, degnding on issue
resolution, no provision has been made in these financial
statements, either for a potential liability or for an
offsetting appropriation receivable.

Related party transactions

Public Works and Government Services Canada made
the payments in lieu of taxes with respect to the Gallery
building and surrounding property up to June 30, 1997. For
the period from April 1, 1997 to June 30, 1997 these have
been evaluated at $801,000 ($3,239,000—April 1, 1996 to
March 31, 1997) and have not been recorded in the
financial statements.

The Gallery is related in terms of common ownership to
all Government of Canada created departments, agencies
and Crown corporations. The Gallery enters into
transactions with these entities in the normal course of
business.

Foundation

During the year, the National Gallery of Canada
Foundation (the NGC Foundation) was created. It was
incorporated under théanada Corporations Act on
June 27, 1997 and was given its charitable status by
Revenue Canada on April 1, 1998. This is aityedistinct
from the Gallery but the funds raised will be used for the
sole benefit of the Gallery, as will be determined by the
NGC Foundation.

Comparative figures

Certain reclassifications have been made to the 1997
comparative figures to conform with the current year's
presentation.

National Gallery of Canada
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SCHEDULE OF EXPENSES

FOR THE YEAR ENDED MARCH 31, 1998

(in thousands of dollars) SCHEDULE 1
1998 1997
Salaries and employee benefits................. 13,693 13,532
Purchase of works of art for the
COHECHION.....ceeeeeeeeeeeeeeeeee e 5,617 848
Professional and special services. 4,166 3,018
Cost of goods sold—bookstore an
PUBLSNING.....cociiiiiiiiicee 4,125 1,361
Repairs and upkeep of building
and equipment....... 3,590 3,528
Payments in lieu of taxes...... 2,973 269
Utilities, materials and supplies 2,858 2,877
Protective services ........... 2,383 2,354
Advertising ... 1,481 967
Amortization................... 1,247 1,207
Postage, freight and cartage. 1,049 821
930 729
491 546
345 345
Communications .. 304 266
Library purchases. . 282 235
ReNtalS .......oooiiiiiiiie 83 920
Fellowships ..o 83 66
Miscellaneous ...........cccevveeiiiiieeiniieeeien. 70 21
45,770 33,080
SCHEDULE OF OPERATING
AND CONTRIBUTION REVENUE
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars) SCHEDULE 2
1998 1997
(Restated
Note 3)
Bookstore and publishing............cc.ccc...... 6,069 2,137
Admissions 2,457 543
999 435
652 446
Memberships. 563 112
Audio guides..... . 474 48
Travelling exhibitions ............ccccovevienneen. 433 196
INEEIESE vt 417 366
Rental of public spaces ........... 355 137
Art loans—recovery of expenses. 83 148
FOOd SEIVICES .....oeovuviiiiiiiiiiiiiiiceiiee s 78 48
OtNeI ..t 137 106
12,717 4,722
Contributions ........ccccvveiiiiieiiiicciices 117 110
12,834 4,832
A-298
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NATIONAL MUSEUM OF SCIENCE AND TECHNOLOGY

MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL
STATEMENTS

The financial statements contained in this annual report have
been prepared by Management in accordance with generally
accepted accounting principles, and the integrity and
objectivity of the datain these financial statements are
Management’s responsibility. Management is also responsible
for al other information in the annual report and for ensuring
that thisinformation is consistent, where appropriate, with the
information and data contained in the financial statements.

In support of its responsibility, Management has devel oped
and maintains books of account, records, financial and
management controls, information systems and management
practices. These are designed to provide reasonable assurance
asto thereligbility of financia information, that assets are
safeguarded and controlled, and that transactions arein
accordance with the Financial Administration Act and
regulations as well as the Museums Act and by-laws of the
Corporation.

The Board of Trusteesis responsible for ensuring that
Management fulfilsits responsibilities for financial reporting
and internal control. The Board exercises its responsibilities
through the Audit Committee which includes a majority of
members who are not officers of the Corporation. The
Committee meets with Management and the independent
external auditor to review the manner in which these groups
are performing their responsibilities and to discuss auditing,
internal controls, and other relevant financial matters. The
Audit Committee has reviewed the financial statements with
the external auditor and has submitted its report to the Board of
Trustees. The Board of Trustees has reviewed and approved
the financial statements.

The Corporation’s external auditor, the Auditor General of
Canada, audits the financial statements and reportsto the
Minister responsible for the Corporation.

Geneviéve Sainte-Marie
Director

Graham Parsons
Director General, Corporate Services

National Museum of Science and Technology

AUDITOR’'S REPORT
TO THE MINISTER OF CANADIAN HERITAGE

| have audited the balance sheet of the National Museum of
Science and Technology as at March 31, 1998 and the
statements of operations, equity of Canada and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Corporation’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied, after giving
retroactive effect to the change in the methodaaounting for
unrestricted contributions and interest income on investments
arising from such contributions as explained in Note 3 to the
financial statements, on a basis consistent with that of the
preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, thdluseums Act and the by-laws of the
Corporation.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 12, 1998
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BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997
(Restated
Note 3)
Current
Cash and short term investments
(NOE 4) .. 3,487 3,131
Accounts receivable
—government departments................... 582 369
—others 161 201
Inventories (Note 5) 404 437
Prepaid expenses 146 22
4,780 4,160
Restricted cash and investments (Note 6)...... 157 174
Collection (Note 7) ..... . 1 1
Capital assets (NOte 8) ........ccccveeviveriiniennnns 7,994 7,278
12,932 11,613

LIABILITIESAND EQUITY OF

CANADA 1998 1997
(Restated
Note 3)
Current
Accounts payable and accrued
liabilities
—qgovernment departments.................. 438 563
—OtherS.....coiiiirireee e 2,267 2,055
Current portion of accrued employee
termination benefits 49 66
Deferred revenue 1,192 33
2,717
Accrued employee termination benefits....... 943 802
Deferred contributions (Note 9)................... 157 174
5,046 3,693
Equity of Canada..........c.ccccooeiiiiiiiniinnnn, 7,886 7,920
12,932 11,613

The accompanying notes and schedule form an integral part of the financial statements.

Approved by Management

GENEVIEVE SAINTE-MARIE
Director

GRAHAM PARSONS
Director General, Corporate Services

Approved by the Board of Trustees:

DAVID W. STRANGWAY
Chairperson

LEON F. LOUCKS
Chairperson, Audit Committee

A-300

National Museum of Science and Technology




STATEMENT OF OPERATIONS STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31, 1998 FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars) (in thousands of dollars)
1998 1997 1998 1997
(Restated (Restated
Note 3) Note 3)
Revenue (Schedule) Operating activities
National Museum of Science and Net income (0SS) ......orevvivsnrniinnnns (34 261
Technology Items not affecting funds
Cost recoveries. 1,313 1,207 AMONIZALiON. ... 1,148 1,142
Commercial operations. 1,311 1,301 Employee termination benefits........ 141 21
Corporate development 221 260 Loss (gain) on disposal of capital
BSSELS .. ()] 16
2,845 2,768 Change in non-cash operating
National Aviation Museum working capital items .................... 965 312
Cost recoveries...... 635 432 Funds provided by operating activities.... 2,217 1,752
Commercial operations. 430 366
Corporate development 75 32 . .
Investing activities
1,140 830 Additions to capital assets (net)........... (1,861) (2,050)
134 157 Increase (decrease) in cash and
4,119 3,755 short term investments..........ccoveveene 356 (298)
Cash and short term investments at the
Expenses (Schedule) beginning of the year.........c.ccccoveuenene 3,131 3,429
National Museum of Science and Cash and short term investments at the
Tlech?ololgy end Of the YERI ..o 3,487 3131
Display facility operation.................... 8,305 7,345 - - - -
Collection management.................. 5,207 5333 The accompanying notes and schedule form an integral part of the financial
statements.
13,512 12,678
National Aviation Museum
Display facility operation 3,664 3,377
Collection management..... 1,573 1,664
5,237 5,041
Support activities.... 4,237 4,379
Amortization... 1,148 1,142
Total expenses.... 24,134 23,240
Net result of operations before
government funding .........ccceeevvcinns 20,015 19,485
Parliamentary appropriation
(NOtE 12) ... 19,981 19,746
Netincome (10SS) ........cccovvrnininiiicicinee (34 261
The accompanying notes and schedule form an integral part of the financial
statements.

STATEMENT OF EQUITY CANADA
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997

(Restated
Note 3)

Balance at the beginning of the year as

previously stated ..........cccoveerennne. 7,328 7,094
Increase due to the retroactive

application of the change in

accounting policy 592 565
Balance at the beginning of the year as
7,920 7,659
Net income (10s3)..... (34) 261
Balance at the end of the year.............. 7,886 7,920
The accompanying notes and schedule form an integral part of the financial

statements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority, mandate and operations (c) Capital assets

The National Museum of Science and Technology was
established by the Museums Act on July 1%, 1990, and is an
agent Crown corporation named in Part 1 of Schedule 111 to
the Financial Administration Act.

The mandate of the Corporation as stated in the
Museums Act is to foster scientific and technological
literacy throughout Canada by establishing, maintaining
and developing a collection of scientific and technical
objects, with special but not exclusive reference to Canada,
and by demonstrating the products and processes of science
and technology and their economic, social and cultural
relationships with society.

The Corporation’s operations comprise the National
Museum of Science and Technology, the National
Aviation Museum and common support activities. Each
Museum'’s operations are divided into two complementary
activities:

Display facility operation

The operation of the public facilities of the Museum,
including the development and maintenance of exhibits,
interpretation, communication and promotion, gift shops,
food services and other servicesto visitors.

Collection management

Curatorial research, cataloguing, documentation,
conservation and restoration of the collection, the library,
and related services.

. Accounting policies

These financial statements have been prepared in
accordance with generally accepted accounting principles.
The significant accounting policies are;

(@ Inventories

Inventories are valued at the lower of cost and net
realizable value.

(b) Collection

The collection constitutes the major portion of the
Corporation’s assets but is shown at a nominal value

of $1,000 on the balance sheet because of the practical
difficulties in reflecting it at a meaningful value. ltems
purchased for the collection are recorded as expenses
in the year of acquisition. Items donated to the
Corporation are not recorded in the books of account.
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Capital assets are recorded at cost and are amortized
using the straight-line method over their estimated
useful lives as follows:

Building renovations
Equipment
Office furniture

10 to 25 years
5to 12 years
5to 10 years

Since the buildings are not owned by the Corporation,
no amortization is taken.

(d) Pension plan

The employees of the Corporation participate in the
Public Service Superannuation Plan administered by
the Government of Canada. The employees and the
Corporation contribute equally to the cost of the Plan.
This contribution represents the total pension
obligation of the Corporation. Contributions in respect
of current service are expensed during the year in
which the service is rendered. The Corporation is not
required under present legislation to make
contributions with respect to actuarial deficiencies of
the Public Service Superannuation Account.

(e) Employee termination benefits

On termination of employment, employees of the
Corporation are entitled to certaieriefits provided

for under their collective agreement and their
conditions of employment. The cost of these benefits
is expensed in the year in which they are earned.

(f) Contributions

The Corporation follows the deferral method of
accounting for contributions.

Unrestricted contributions are recognized as revenue
when received or receivable if the amount to be
received can be reasonably estimated and collection is
reasonably assured. Contributions externally restricted,
and related investment income, are deferred and
recognized as revenue in the year in which the related
expenses are incurred.

Volunteers contribute a significant number of hours
per year. Because of the difficulty of determining their
fair value, contributed services are not recognized in
these financial statements.

(g) Parliamentary appropriation

Parliamentary appropriation for operating and capital
expenditures is recorded in the statement of operations
in the fiscal year for which it is approved.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

3. Change in accounting policy

Effective April 1, 1997 the Corporation changed its
method of accounting for unrestricted contributions and
interest income on investments arising from such
contributions. As disclosed in 2(f), unrestricted
contributions are recognized as revenue when received.
Interest income on investment arising from such
contributions is recognized as revenue when earned. Prior
to 1998, these amounts were recognized as revenue in the
year the expenses were incurred. This change in accounting
policy has been applied retroactively and the financial
statements of the prior year have been restated.

1998 1997

(in thousands of dollars)

Increase in revenue

Donations..........ccceveeniciinninns 7 7
Interest on cash and investments. 20 22
Increase in net operating results...... 27 29
The effect on the balance sheet is
as follows
Decrease in deferred
CoNntributions .........ccveevreeennens 27 29
Increase in equity of Canada....... 27 29

The opening equity of Canada balance as at April 1,
1996 has been increased by $564,719 and a similar
offsetting cumulative increase hasem made to deferred
contributions.

Cash and short-term investments

1998 1997

(in thousands of dollars)

CaSh...eeee s 936 539
Interest on cash and investments...... 2,551 2,592
3,487 3,131

The Corporation investments are limited to 60 days in
Schedule "A" banks, and government-backed paper and
A++ Canadian Bond rated paper. The average rate of return
in 1997-98 was 3.75% consistent with 3.75% in 1996-97.
Inventories

1998 1997

(in thousands of dollars)

Books, pamphlets, replicas and

other materials..........ccccocoeccccnns 384 420
Publications in process...............c..... 20 17
404 437

National Museum of Science and Technology

6. Cash and restricted investments

Restricted cash and investments arise from contributions
received from individuals and corporations for specific
purposes and are managed in accordance with the donor’s
wishes and the by-laws of the Corporation.

Collection

Part of the Corporation’s mandate, is “to foster scientific
and technological literacy throughout Canada by
establishing, maintaining and developing a collection of
scientific and technological objects...” This is the main
asset of the Corporation, which has been recorded at a
nominal value of $1,000 on the statements due to the
practical difficulties in reflecting it at a meaningful value.
The collection is composed of over 450,000 items divided
in the following areas.

Communications—the graphic arts, film, photography and
related systems, broadcasting, sound recording and
reproduction, electronic communications and electronic
music.

Industrial technology—generic industrial processes,
engineering, industrial design, construction, domestic
appliances, tools and systems.

Natural resources—energy production, processing and
infrastructure, mining and extraction technology

Renewable resources—agriculture, forestry and fishery
technologies—harvesting and primary processing.

Scientific instrumentation—instruments, tools and systems
with direct application to mathematics, chemistry, physics,
as well as astronomy, astrophysics, medicine, meteorology,
surveying and mapping, information kewlogy.

Transportation—motorized and non-motorized wheel,
track and trackless vehicles, motorized and non-motorized
marine transportation as well as the supporting
infrastructure of technologies, tools and instruments.

Aviation—Aircraft and related materials.

Capital assets

1998 1997
Accu-

mulated Net Net
amorti- book book

Cost  zation value  value
(in thousands of dollars)

Building renovations....... 8,382 2,050 6,332 5,381
Equipment........ccocereene 4,278 3,568 710 867
Office furniture................ 4,980 4,028 952 1,030

17,640 9,646 7,994 7,278
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

9. Deferred contributions 13. Comparative figures
Deferred contributions represent unspent externally Certain comparative figures have been reclassified to
restricted contributions and related investment income. conform to the presentation adopted in 1997-98.
1998 1997
(in thousands of dollars)
(Restated
Note 3)
Balance at the beginning
of theyear........cccooeiviviciiccns 174 148
Receipts
Gifts and bequests 69 20
Interest 4 6
Total receipts.......ccovevirrcieireeninnes 73 26
Amount recognized as revenue
iNthe year.........cccoevvevnncicnnnnes (90)
Balance at the end of the year........... 157 174

10. Related party transactions

The Corporation is related to all Government of Canada
departments, agencies and Crown corporations.

The Corporation incurred expenses for the work and
services provided by other government departments and
agencies. These transactions were conducted in the normal
course of operations, under the same terms andticord
that applied to outside parties.

11. Commitments

As at March 31, 1998, the Corporation had entered into
various agreements for accommodation, protection
services and exhition rentals. The future minimum
payments are as follows:

1998-99  1999-00  2000-05

(in thousands of dollars)
Total .o 3,166 3,167 11,556

12. Parliamentary appropriation
1998 1997

(in thousands of dollars)
Operating and capital expenditures

before the following ...........cccc...... 18,198 19,636
Severance adjustments and

retroactive wage settlement .. 363 110
Payment in lieu of taxes 1,255
Farm reconstruction 1,150
TOtAl oo 20,966 19,746
Less amount deferred for farm

reconstruction (985)

19,981 19,746
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SCHEDULE
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Revenues

Cost recoveries
1,323 1,254
625 385
825 861
Food services. 317 284
Other.... 599 522
Corporate development.. 296 292
134 157
4,119 3,755

Expenses

Personnel costs..........ccocviiiiiinns 11,447 10,810
Professional and special services....... 1,908 2,538
Leases of buildings.... 1,666 1,911
Property taxes.. 1,290 264
Amortization 1,148 1,142
Utilities............ 917 797
Material and supplies 881 800
Cost of goods sold 677 933
Publications..... 597 510
Advertising 517 528
Property management services.... 456 296
Repairs and upkeep of equipment 441 345
Protection services. 439 488
Rentals of equipment 262 188

Design and display ........ccccevverererennns 261 175

Repairs and upkeep of buildings.. 254 591
Freight express and cartage... 225 185
Travel .... 193 203
Communications..... 193 192
Office supplies and equipment. 138 173
Books 94 91

Purchase of objects for the
collection 65 40
Miscellaneous 65 40
24,134 23,240

National Museum of Science and Technology
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OLD PORT OF MONTREAL CORPORATION INC.

MANAGEMENT REPORT ON ITS RESPONSIBILITY FOR
THE FINANCIAL STATEMENTS

The Corporation’s Management is responsible for preparing
and presenting the financial statements in the annual report.
These have been prepared in accordance with generally
accepted accounting principles and necessarily contain
estimates made by Management to the best of its judgement
and for which Management takes responsibility. Management
acknowledges its responsibility for choosing accounting
principles and methods which are compatible with the
Corporation’s circumstances. Financial information presented
elsewhere in the annual report is consistent with that included
in the financial statements.

Management applies internal controls, accounting principles
and practices so as to provide a reasonable degree of certainty
that financial information is relevant and reliable, that the
assets it manages are safeguarded and that the transactions of
the Corporation have been in compliance with the appropriate
authorizations. The Corporation has appointed Fauteux Bruno
Bussiére Leewarden, Chartered Accountants, to conduct
periodic internal audits of the above-mentioned controls. This
firm has made its observations and recommendations to
Management and to the Audit Committee of the Board of
Directors, to which it has unlimited access.

The Board of Directors is responsible for the study and
approval of the financial statements, as well as for overseeing
how Management discharges its responsibility for the
presentation of financial information. The Board exercices this
responsibility primarily through the Audit Conittee, which is
composed exclusively of Directors who are not part of
Management nor employed by the Corporation. This
committee examines the financial statements with Management
and representatives of the Auditor General of Canada, who is
appointed as external auditor by the shareholder, before
submitting them to the Board for approval. This committee
also examines the work plans submitted by the internal and
external auditors and meets with them in order to discuss their
findings and observations regarding the accounting issues, the
audit procedures and the presentation of financial information.
The Auditor General of Canada is responsible fortangpthe
transactions and the financial statements of the Corporation
and for expressing an opinion on these financial statements.

Management considers that the financial statements present
fairly the financial position of the Corporation and the results
of its operations and the changes in its financiaitipos The
Board of Directors has studied and approved the financial
statements following a recommendation from the Audit
Committee.

Pierre Emond
President and Chief Executive Officer

Dany Bleau, C.A.
Vice-President
Finance and Human Resources
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AUDITOR’S REPORT

TO THE MINISTER OF PUBLIC WORKS AND GOVERNMENT
SERVICES

| have audited the balance sheet of the Old Port of Montreal
Corporation Inc. as at March 31, 1998 and the statements of
revenue, expenditures and Minister's account and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Corporation's
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Business Corporation Act, the articles
and the by laws of the Corporation and the Agreement between
the Corporation and Her Majesty in Right of Canada
represented by the Minister of Public Works and Government
Services.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
June 5, 1998
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BALANCE SHEET ASAT MARCH 31, 1998

ASSETS 1998 1997 LIABILITIES 1998 1997
$ $ $ $
Current
2,123,359 648,415 Accounts payable..........c.coeeinniiinnn. 1,187,003 779,577
Accounts receivable 445177 267,015 Dueto
Prepaid expenses 402,954 514,162 Receiver General for Canada
(NOtE 3) . 499,927 206,373
Deferred revenue..........cccveeveeeeennee. 15,734 59,423
1,702,664 1,045,373
Provision for employee termination
benefits (NOte 4).....c.ocvvvvveieeriiciinnes 381,004
1,702,664 1,426,377
EQUITY OF CANADA
Minister's Account .. 1,268,826 3,215
Capital stock (Note 5)
Total @SSELS......ccvvieiici 2,971,490 1,429,592 2,971,490 1,429,592
Commitments (Note 10).
See accompanying notes to the financial statements.
Approved by the Board:
BERNARD LAMARRE
Director
JV.RAYMOND CYR
Director
Old Port of Montreal Corporation Inc. A-307




REVENUE, EXPENDITURES AND MINISTER'S
ACCOUNT FOR THE YEAR ENDED MARCH 31, 1998

Revenue
Animation programs
Less: Royalties to third parties....

Daily and monthly parking.................
Concessions and exclusive rights.

Expenditures
Operating expenditures
Maintenance of property and
space rental.........oveeiiiiinicinn,
Animation programs....
Administration
Communications

Excess of operating expenditures
over revenue
Capital expenditures (Note 6) ..
Excess of expenditures
OVEN TEVENUE ......oeeeeiereiseseseenes
Revenue allotted to the Consolidated
Revenue Fund of Canada...............

Amount to be funded for the year .......

Minister's Account
Parliamentary appropriatio
received ..

Increase (decrease) for the year
Balance at beginning of year

Balance at the end of the year .............

CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31, 1998

1998 1997
$ $
3,006,652 4,059,224

221,533 321,758
3685110 3,737,466
2144358 2,247,163
1,691,025 1,667,697

93,184 33,871
27,699 92,598

533,792 509,269
8175177 8,288,064
4705176 4,470,488
3276853 3,154,190
1,817,991 1,787,686
2,017,636 2,119,204

11,817,656 11,531,568
3642479 3,243,504
3,798,356 258,429
7,440,835 3,501,933

293,554 305,929
7734389 3,807,862
9,000,000 3,800,000
1,265,611 (7,862)

3215 11,077
1,268,826 3215

Operating activities
Excess of operating
expenditures over revenue.............
Decrease (increase) in accounts

Increase (decrease) in the
provision for employee
termination benefits.............cceu...e.

Investing activities
Capital expenditures...........cccceervennee

Financing activities

Remittance to the Consolidated
Revenue Fund ..o

Cash
Increase (decrease) for the year ..........
Balance at beginning of the year ........

Balance at the end of the year.............

1998 1997
$ $
(3642,479)  (3,243,504)
(178,162) 347,157
111,208 (329,740)
407,426 (910,313)
(43,689) 17,820
(381,004) 38,990
(3,726,700)  (4,079,590)
(3798,356) (258,429
9,000,000 3,800,000
(137,130)
9,000,000 3,662,870
1,474,944 (675,149)
648415 1,323,564
2,123,359 648,415

See accompanying notes to the financial statements.
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See accompanying notes to the financial statements.
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NOTES TO FINANCIAL STATEMENTS
ASAT MARCH 31, 1998

1. Authority and activities (e) Expenditures of a capital nature

The Old Port of Montreal Corporation Inc. was
incorporated on November 26, 1981 under the Canada
Business Corporations Act and is awholly owned
subsidiary of Canada Lands Company Limited, a Crown
corporation named in Part | of ScheduleIl1 to the Financial
Administration Act.

Effective February 1, 1982, pursuant to an agreement
between the Corporation and Her Majesty in Right of
Canada represented by the Minister of Public Works and
Government Services, the Corporation is responsible for
developing and for promoting the devel opment of the lands
of the Old Port of Montreal, and for administering,
managing, and maintaining the property of Her Majesty
located therein. The Corporation fulfils this responsibility
in the name and for the account of the Minister of Public
Works and Government Services who continues to hold
title to the capital assets for the benefit of Her Majesty.

. Significant accounting policies
(a8 Financia statement presentation

Thefinancial statements present transactions carried
out by the Corporation as agent and on behalf of the
Minister of Public Works and Government Services.

(b) Amount to be funded

All expenditures incurred by the Corporation, net of
revenue used for its operations, are reimbursable by
the Minister of Public Works and Government
Services using a parliamentary appropriation.

The difference between parliamentary appropriations
received and the amount to be funded is recorded in
the Minister's Account.

(c) Employee termination benefits

On termination of employment, under specific
conditions and the terms defined in the salary
administration policy of the Corporation, employees
are entitled to certain benefits. The cost of such
benefits is recorded in the year the conditions are met.

(d) Revenue

Pursuant to the agreement between the Corporation
and the Minister of Public Works and Government
Services, proceeds from the direct use of capital assets
having titles held by the Minister are allotted to the
Consolidated Revenue Fund of Canada and are to be
remitted to the Receiver General for Canada. Other
proceeds are used by the Corporation for its
operations.

Old Port of Montreal Corporation Inc.

Expenditures of a capital nature represent costs that
significantly increase the value or extend the useful
lives of properties administered by the Corporation
and they also include costs of demolishing structures.
Capital assets are not disclosed in the balance sheet
since the Minister of Public Works and Government
Services hods title to the capital assets for the benefits
of Her Majesty.

(f) Retirement savings plan

The Corporation has established a group retirement
savings plan under which asingle trust was established
with a private sector organization in order to
accumulate contributions to provide a retirement
income for the employees through individually
registered retirement savings plans. The Corporation
acts solely as an agent without incurring any liability.

. Dueto Receiver General of Canada

1998 1997
$ $

Balance at beginning of the year............ 206,373 37,574
Proceeds allotted to the Consolidated

Revenue Fund of Canada

Derived from operations

Monthly parking... 203,700 211,995

Rentals............. 74,339 70,432

Other 15,515 23,502
TOtAl .o 293,554 305,929

499,927 343,503

REMIttANCES ......cveviciicccrec (137,130)
Balance at end of the year 499,927 206,373

. Termination benefits

During 1997-98, the Government of Canada approved
the Expotec Canada (Montreal Interactive Science Centre)
project. As aresult, the estimated duration of the
Corporation’s activities in the devel opment of the Old Port
of Montreal has been revised. Since the conditions defined
in the salary administration policy for the payments of
termination benefits are no longer being met, the provision,
estimated at $381,004 as at March 31, 1997, has been
revised accordingly and accounted for as a reduction of the
1997-98 operating expenses.

. Capita stock

The Corporation is authorized to issue asingle share, to
be held in trust for Her Majesty in Right of Canada, which
may not be transferred without the consent of the Governor
General in Council. The authorized share has been issued
in consideration of services rendered.
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NOTES TO FINANCIAL STATEMENTS
AS AT MARCH 31, 1998—Concluded

6. Breakdown of accumulated capital erditures 11. Cumulative data since November 26, 1981
Accumulated Accumulated Accumulated Accumulated
asat asat asat asat
March 31, 1997 1997-98  March 31, 1998 March 31,1997 1997-98 March 31, 1998
$ $ $ $ $ $
Improvement to Capital
land and to expenditures .... 131,489,263 3,798,356 135,287,619
bodies of water .... 84,216,874 307,733 84,524,607
Buildings.. . 22,566,660 1,791,864 24,358,524 Excess of
i 4,531,906 36,654 4,568,560 operating
expenditures
7,955,000 7,955,000 over revenue.... 36,454,741 3,642,479 40,097,220
Furniture, urban Revenue allotted
furniture and to the
equipment............ 7,050,626 853,840 7,904,466 Consolidated
Substructure and Revenue
public services..... 4,689,197 808,265 5,497,462 Fund of
Archaeological Canada............ 5,245,871 293,554 5,539,425
1eliCS.uurrrrinriann, 479,000 479,000
Amount funded
Total oo 131,489,263 3,798,356 135,287,619 by the
Minister of
. . L. Public Works
7. Fair value of financial instruments and
. . Government
The transactions related to cash, accounts receivable and Services... 173180875 7734380 180,924,264

accounts payable are incurred in the normal course of
business. The carrying amounts of each of these accounts
approximate their fair value because of their short term
maturity. There is no concentration of accounts receivable
with any customer and, consequently, the risk is low.

8. Non-monetary transactions

The Corporation has granted exclusive rights to some of
its sponsors in exchange for publicity. These non-monetary
transactions were at arm's length and recorded equally in
revenue and in expenditure at the fair value of the assets
and services received, estimated at $255,000 in 1997-98
($263,700 in 1996-97).

9. Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada departments,
agencies and Crown corporations. The Corporation enters
into transactions with these entities in the normal course of
business.

10. Commitments

As at March 31, 1998, the commitments totalled
$2,668,007 ($1,983,421 as at March 31, 1997) for
operating activities, mainly for publicity, films and rentals,
and $941,847 (nil as at March 31, 1997) for investing
activities.
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PACIFIC PILOTAGE AUTHORITY

MANAGEMENT REPORT

These financial statements have been prepared by

management in accordance with generally accepted accounting
principles. The Authority’s management is responsible for the
integrity and objectivity of the data in these financial
statements along with the supporting information contained in
the annual report. Management maintains a system of internal
control to provide reasonable assurance as to the reliability of
financial information and the safeguarding of assets.

The Board of Directors of the Authority is responsible for
ensuring that management fulfils its responsibilities for
financial reporting and internal control. The Board exercises
this responsibility through an Audit Committee which meets
regularly with management.

The independent auditor, the Auditor General of Canada, is
responsible for auditing the financial statements of the
Authority and for issuing his report thereon.

D. B. McLennan
Chairman

B. D. Chadwick
Controller

Pacific Pilotage Authority

AUDITOR’S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of the Pacific Pilotage
Authority as at December 31, 1997 and the statements of
operations, retained earnings and changes in financigiopos
for the year then ended. These financial statements are the
responsibility of the Authority's management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Authority as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Authority that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th@ilotage Act and regulations and the by-laws of
the Authority.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
February 6, 1998
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BALANCE SHEET ASAT DECEMBER 31, 1997
(in thousands of dollars)

ASSETS 1997 1996 LIABILITIES
Current Current
Cash and short-term investment Accounts payable and accrued liabilities
(Note 3) . 2,639 1135
Temporary investment (Note 4) 907 936 Long-term
Accounts receivable (Note 3) 2,958 3,025 Accrued employee termination
Prepaid expenses 56 87 DENEFItS. ...
6,560 5,183
Long-term Commitments (Note 6)
Capital assets (NOte 5) ....ccveeecvreeenennes 614 642

EQUITY OF CANADA

Contributed capital ...
Retained earnings

7174 5,825

1997 1996
2,877 2821

666 656
3,543 3477

806 806
2,825 1,542
3,631 2,348
7,174 5825

The accompanying notes are an integral part of these financial statements.
Approved by the Authority:

D. B. McLELLAN
Chairman

G.A. ADAMS
Member
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STATEMENT OF OPERATIONS STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1997 FOR THE YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars) (in thousands of dollars)
1997 1996 1997 1996
Revenues Operating activities
Pilotage charges 39,702 35,967 Net income for the year................... 1,283 180
Interest and other income 100 2 Items not affecting cash
Amortization ...........cccccoeveneennnne 153 185
39,802 36,039 Employee termination benefits......... 10 14
Expenses Loss on disposal of capital
Contract pilots’ fees .........cccvvueeernnenn. 26,260 24,916 4
Transportation and travel .................. 4,180 3,605 Change in non-cash operating
Operating costs of pilot boats.. 4,179 3,812 components of working
Staff salaries and benefits.... . 1,768 1,658 CAPIAL. ..o 154 77)
Pilots’ salaries and benefits..... . 1,130 951 N
Professional and special services........ 262 213 Casargt?v?triweegated by operating 1.600 106
Rentals........ccccoveviiiiiiin, . 207 204  TTUTTTTTmmmmmmmmmmmmmmmmmmmmm ’
Amortization... 153 185 . o
Utilities, materials and supplies... 126 128 Investing activities
Computer services B 124 69 Additions to capital assets ............... (125) (62)
Communications......... . 96 97 Decrease (inc_rease) in
Repairs and maintenance.................... 34 21 temporary investment................ 29 (936)
38,519 35,859 Cash used by investing activities..... (96) (998)
Net income for the year 1,283 180 Increase (decrease) in cash .............. 1,504 (892)
- - - - Cash and short-term investments at
The accompanying notes are an integral part of these financial statements. beginning of the year................. 1,135 2,027
Cash and short-term investments at
end of the year........ccocccevveennns 2,639 1,135

The accompanying notes are an integral part of these financial statements.
STATEMENT OF RETAINED EARNINGS
FOR THE YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)

1997 1996
Appropriated
Balance at beginning and end of the
YEAN .. ittt 500 500
Unappropriated
Balance at beginning of the year ........ 1,042 862
Net income for the year..........c..c.c..... 1,283 180
Balance at end of the year.................. 2,325 1,042
2,825 1,542

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997

1. Authority and objectives Pension plan

The Pacific Pilotage Authority was established in 1972
pursuant to the Pilotage Act. The objectives of the
Authority are to establish, operate, maintain and administer
asafe and efficient pilotage service within designated
Canadian waters. The Act further provides that the tariffs
of pilotage charges shall be fair and reasonable and
consistent with providing a revenue, together with any
revenue from other sources, sufficient to permit the
Authority to operate on a self-sustaining financial basis.

Pilotage services on the Fraser River are provided by
employee pilots and in other coastal waters under a
contract with alocal licensed pilots company.

The Authority is a Crown corporation named in Part | of
Schedule 111 to the Financial Administration Act and is not
subject to any income taxes.

Significant accounting policies
Amortization
Amortization of capital assetsis calculated on a

straight-line basis and is based on the estimated useful lives
of the assets as follows:

Buildings 20 years

Pilot boats 25 years

Equipment —communication and other 10 years
—computer 3 years

Leasehold improvements 15 years

Employee termination benefits

Employees are ¢itled to specified bnefits on
termination as provided for under labour contracts and
conditions of employment. The liability for these payments
is estimated and recorded in #ecounts as the benefits
accrue to the employees. Annual leave is recorded at an
estimated value based on outstanding leave credits. Other
estimates are based on experience.

Contributed capital

Amounts representing the values assignezhfital
assets transferred from Canada in 1972 and the cost of any
property and equipment financed from parliamentary
appropriations are shown as contributed capital.

Appropriated retained earnings

Amounts are appropriated from time to time by the
Authority to provide for extraordinary costs arising from
renewal or acquigon of capital assets and for
contingencies.

A-314

All employees are covered by the Public Service
Superannuation Plan administered by the Government of
Canada. Contributions to the Plan are required from both
the employee and the Authority. These contributions
represent the total liability of the Authority and are
recognized in thaccounts on a current basis.

Financial instruments

The Authority invests its short-term funds with a
Canadian chartered bank and in other Government of
Canada guaranteed instruments.

Due to the short term nature of accounts receivable,
accounts payable and accrued liabilities, their fair value
approximates book value.

There is no concentration of accounts receivable with
any one customer, and accordingly there is no significant
credit risk.

Temporary investment

The Authority invests in government-backed securities
only. Its investment portfolio as at December 31, 1997 is
comprised of a $907,000 (1996—$936,000) Export
Development Corporation Bond, valued at cost, (yield
3.71%) which matures March 25, 1998. The fair market
value of the investment as at December 31, 1997
approximates the carrying value.

Capital assets

1997 1996
Accu-
mulated
amorti-
Cost zation Net Net

(in thousands of dollars)

Buildings 119 64 55 50
Pilot boats 1,306 1,117 189 226
Equipment

—Communication

and other............ 688 400 288 315

—Computers............... 564 498 66 24
Leasehold

improvements............. 81 65 16 27

2,758 2,144 614 642

Pacific Pilotage Authority




NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

6. Commitments

The Authority has a long-term operating lease
obligation for office accommodation aggregating $173,520
to December 31, 1999 at a base annual rent of $86,760.
The obligation also calls for pro-rata share of annual
operating costs estimated at $35,000 for 1998.

The Authority has an operating lease agreement for the
services at Cape Beale of a manned pilot boat until
December 31, 1998. For 1998 the rent will be $375,381.

The Authority has a commitment to the British
Columbia Coast Pilots Ltd. to contribute $125,000 per
annum towards pilot training costs, for the duration of the
5 year contract between the two parties, commencing
January 1, 1997.

7. Comparative figures

Certain 1996 figures, which are presented for
comparison purposes, have been reclassified to conform
with the current year presentation.
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PETRO-CANADA LIMITED

AUDITOR’S REPORT
TO THE MINISTER OF FINANCE

| have audited the balance sheet of Petro-Canada Limited as
at December 31, 1997 and the statements of operations and
retained earnings and changes in financial position for the year
then ended. These financial statements are the responsibility of
the Corporation’s management. My responsibility is to express
an opinion on these financial statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

BALANCE SHEET AS AT DECEMBER 31, 1997
(stated in millions of dollars)

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial gtien for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&etro-Canada Limited Act and the by-laws of
the Corporation.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
March 13, 1998

ASSETS 1997 1996

Current assets

Cash and short-term deposits..........cccccceeuenene 3 3
Accrued interest receivable 9 9
Current portion of investments ...........c.ccccc..... 12 11
24 23
Investments (NOte 5) ......cocevverirenenininieicens 440 425
464 448

LIABILITIES AND SHAREHOLDER'S

EQUITY 1997 1996
Current liabilities
Accrued interest payable..........c..ccceoeiiinnnne 9 9
Deferred revenue (Note 4). 24 27
Long-term debt (NOte 6)........ccoververerereneinns 427 409
Shareholder’s equity (Note 7) ... 4 3
464 448

See accompanying notes
Approved by the Board:

ROBERT HAMILTON
Director

JOY F. KANE
Director
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STATEMENT OF OPERATIONS

AND RETAINED EARNINGS

FOR THE YEAR ENDED DECEMBER 31, 1997
(stated in millions of dollars)

STATEMENT OF CHANGES
IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1997

(stated in millions of dollars)

1997 1996

Revenue
Interest revenue...........cococvvverererneene 38 40

Expenses
Interest on long-term debt ...........c....... 37 39
Net income. 1 1
Deficit at beginning of year (26) 27)
Deficit at end of year..........cccevevvrnienene (25) (26)

See accompanying notes.

Petro-Canada Limited

Operating activities
NELINCOME ..o
Non-cash items included in income
Accrued interest .
Amortization of premiums
Amortization of deferred revenue...

Investing activities
Proceeds from maturity of
INVESEMENES.......oovviiiiiccccicieiine
Financing activities
Repayment of long-term debit..............
Increase in cash and short-term deposits
Cash and short-term deposits at
beginning of year ..........c.cocccvevieenne

Cash and short-term deposits
at end of Year .......coeceevvicinncicinnne,

1997 1996
1 1
(10 3
1 2
(©) ©)
(1) 3
11 86
73

3 3

3 3

See accompanying notes.
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997
(tables are stated in millions of dollars)

1. The Corporation

Petro-Canada Limited (“the Corporation”) is an agent
Crown corporation hamed in Part Il of Schediil®f the
Financial Administration Act. The objective of the
Corporation is to meet its obligations on its outstanding
bonds and its current and future operating costs from the
revenues generated by its investment portfolio and cash
reserves.

Pursuant to an Order-in-Council and subsequent
amendments to income tax legislation, effective July 3,
1991, the Corporation became an exempt corporation for
purposes of thincome Tax Act and is not liable for income
taxes after that date.

2. Summary of significant accounting policies
(a) Translation of foreign currency

Monetary assets and lialigs are translated into
Canadian dollars at rates of exchange in effect at the
balance sheet date. Related interest revenue and
expense are translated at rates of exchange in effect at
the respective transaction dates. Investments hedge
foreign currency fluctuations on long-term debt.
Unrealized exchange gains or losses arising on
translation of investments are offset against those
relating to the long-term debt with the difference
recorded in the investment component of the balance
sheet.

(b) Investments

Investments are carried at cost less amortization of
premiums on acquisition. Premiums on acquisition are
amortized on a straight-line basis over the life of the
related bond. Strip bonds are carried at cost plus
accrued interest.

(c) Deferred revenue

Deferred revenue is amortized on a straight-line basis
over the life of the related debt.

3. Related party transactions

The Corporation holds investments with a face value of
Canadian $254 million (1996—Canadian $244 million) in
Export Development Corporation, an agent Crown
corporation of the Government of Canada, and has
Canadian $3 million on deposit with the Government of
Canada (1996—Canadian $3 million). The investments
earn interest of Canadian $21 million per annum (1996—
Canadian $21 million). The deposit earned interest of
Canadian $184,000 during 1997 (1996—Canadian
$133,000). The interest has been reflected in the statement
of operations as interest revenue. At December 31, 1997,
Canadian $9 million was owing to Petro-Canada Limited
for interest earned during 1997 (1996—Canadian
$9 million).
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4. Deferred revenue

In May 1991, the Corporation entered into a debt
restructuring agreement (“the Agreement”) with Petro-
Canada and the Government of Canada whereby Petro-
Canada was to prepay to the Corporation the outstanding
debentures receivable due to the Corporation based on the
market value of the debentures on the date of prepayment.
At December 31, 1992, Petro-Canada had prepaid all
debentures receivable due to the Corporation thereby
completing the repayment required under the terms of the
Agreement. Proceeds from the prepayments were used to
retire long-term debt of the Corporation. Where
outstanding debentures in long-term debt could not be
retired, investments were purchased by the Corporation to
meet the future obligations on such debt.

Under the Agreement Petro-Canada paid to the
Corporation a prepayment premium in consideration of the
costs associated with the prepayment of debentures
receivable.

The Corporation has deferred the portion of the gain on
retirement of debentures receivable and the portion of the
prepayment premium associated with the long-term debt
not redeemed.

Investments

The investments are high quality government debt
securities that are iebded to be held tihmaturity and as
a result no adjustments are made for any decreases in
market value. Proceeds from interest and principal maturity
of the investments approximate the Corporation’s interest
and principal obligations of the debentures in long-term
debt both in respect of the timing of payments and the
currency of payments.

Credit risk: About 99% of the securities in the
investment portfolio are U.S. government and agency
securities and Export Development Corporation notes,
which are considered to be low risk, and the other 1% are
provincial government securities.

Terms and conditions: Strip bonds, which receive
interest at maturity, earn effective interest of 5.56% to
8.61%. These bonds mature betw&888 and 2018.
Coupon bonds receive interest semi-annually at interest
rates of 7.05% to 10.35%. These bonds mature between
1998 and 2019.

Fair value: The fair value of the investments is Canadian
$465 million at December 31, 1997 (Canadian
$477 million at December 31, 1996). The fair value is
determined by quoted market prices.

Petro-Canada Limited




NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

6. Long-term debt

Maturity 1997 1996
9.50% unsecured debentures
(U.S. $88 million) ............... 2003 125 120
8.60% unsecured debentures
(U.S. $158 million) ............. 2010 226 216
8.25% unsecured debentures
(U.S. $33 million) ........ccc.e 2016 a7 46
9.70% unsecured debentures
(U.S. $16 million) ........ccc... 2018 23 22
8.80% unsecured debentures
(U.S. $4 million) ......c......... 20199 6 5
427 409

@ Redeemable, at face value, in 2004 at the option of the
holder thereof.

There is no repayment of long-term debt in the next five
years.

The fair value of the long-term debt portfolio is
Canadian $513 million at December 31, 1997 (Canadian
$473 million at December 31, 1996). The fair value is
determined by quoted market prices.

7. Shareholder’s equity

1997 1996
2,727 2,727
(25) (26)
2,702 2,701
Shareholder’s equity attributed to
investment in Petro-Canada
transferred to the Government
of Canada in 1991 ........c.cccevvvenen. (2,698) (2,698)
4 3

Authorized capital

(a8 71,188 common shares with a par value of one
hundred thousand dollars each, and

(b) Preferred shares issued to the Government of Canada
provided that the amount of such shares together with
any loans received, and outstanding, from the
Consolidated Revenue Fund of the Government of
Canadais not in excess of one billion dollars. These
shares have a par value of one dollar each, are
redeemable at par at the option of the Corporation, carry
no stated rate of dividend and are non-cumulative.

Issued to the Government of Canada

Number of
Shares 1997 1996
Common shares................... 17,540 1,754 1,754
Preferred shares. . 972,771,853 973 973

Total capital ........cccoeevvveennnne 2,727 2,727
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PORT OF QUEBEC CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the balance sheet of Port of Québec
Corporation as at December 31, 1997 and the statements of
earnings and surplus and changes in financiatippgor the
year then ended. These financial statements are the
responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997, and the results of operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles.

We further report that, in our opinion, the transactions of the
Corporation that have come to our notice in the course of our
examination of the financial statements have been, in all
significant respects, in accordance with Part X ofRimancial
Administration Act and regulations, th€anada Ports
Corporation Act and with the charter and by-laws of the

Corporation.

Québec, Canada
January 23, 1998

Mallette Maheu
General Partnership
Chartered Accountants

ASSETS 1997 1996 LIABILITIES 1997 1996
$ $ $ $
Current assets Current lighilities
Cash and short-term Accounts payable and
investments (Note 4) 7,086,381 4,708,592 accrued liabilities. 1,852,577 1,230,174
Accounts receivable (Note 5) 3,159,421 2,362,959 Grants-in-lieu of municipal taxes.... 187,500 148,275
Materials and supplies. 207,003 217,506 Deferred revenues. 924,229 880,467
10,452,805 7,289,057 2,964,306 2,258,916
Investments (Note 4) 2,602,454 3,684,570 Long-term debt
Fixed assets (Note 6) . 49,836,547 50,973,332 Accrued employee benefits 555,709 595,000
3,520,015 2,853,916
EQUITY OF CANADA
Contributed Capital..........oeerrerreereerreeeereerrens 58,169,735 58,169,735
SUMPIUS ..o 1,202,056 923,308
59,371,791 59,093,043
62,801,806 61,946,959 62,891,806 61,946,959
Commitments (Note 7).

On behalf of the Board:

MICHEL BERUBE
Chairman

ROSS GAUDREAULT
President and Chief Executive Officer
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EARNINGS AND SURPLUS
YEAR ENDED DECEMBER 31

Revenues from operations

Expenses
Operating and administrative...............
Charges from National Office..
Grants-in-lieu of municipal taxes........

Earnings before depreciation,
financial income and
unusual item

Depreciation of fixed assets..

Earnings (loss) before financial
income and unusual item ...........c..c.....

Financial income
Investment income
Interest expense.............

Earnings before unusual item...................

Unusual item
Gain on sale of land
Severance pay (Note 3) ..

Earnings for the year ...,
Surplus at beginning of year ....................

Surplus at end of Year...........coeveevirenenns

1997 1996
$ $
13348833 12,748,250
8,639,501 7,776,192
289,852 417,357
1,338,846 1,247,625
10,268,289 9,441,174
3,080,544 3,307,076
3,335,216 3,200,139
(254,672) 106,937
504,115 487,760
(127,853)
504,115 359,907
249,443 466,844
827,623
(798,318)
29,305
278,748 466,844
923,308 456,464
1,202,056 923,308

Port of Québec Corporation

CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31

1997 1996
$ $
Operating activities
Earnings for the year ............cccccenee. 278,748 466,844
Operating items not involving
cash
Depreciation of fixed assets .... 3,335,216 3,200,139
Accrued employee benefits..... (39,291) (220,000)
Gain on sale of fixed assets..... (826,279) (23,601)
Other ..o 32,116 (6,523)
2,780,510 3,416,859
Net change in non-cash
components of working capital ..... 737,088 (61,487)
Net funds from operations................. 3,517,598 3,355,372
Investing activities
Decreasein long-term
INVESEMENES .......cocvviiiicicn 1,050,000 1,000,000
Additions to fixed assets.................... (2,223,341) (1,577,215)
Sale of fixed assets less amounts
receivable of $ 817,657 ................ 33,532 39,768
Net funds used for investments......... (1,139,809) (537,447)
Increase in cash position..........c.cceveveee 2,377,789 2,817,925
Cash position at beginning of year......... 4,708,592 1,890,667
Cash position at end of year................... 7,086,381 4,708,592
Cash position consist of cash and short-term investments.
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1. Statutesof incorporation

The Port of Quebec Corporation was incorporated on
June 1%, 1984, under section 6.2(1) of the Canada Ports
Corporation Act. The Corporation is exempt from income
taxes.

2. Significant accounting policies
Investments

Investments, which are guaranteed Securities of Canada,
are shown at amortized cost whereby premiums and
discounts from par value are amortized over the periods to
maturity.

Fixed assets

Fixed assets are recorded at cost except for those
transferred to the corporation from Canada, which are
recorded at appraised or fair market value established at the
time of transfer. Grants received from Canada and from
third parties for capital projects are deducted from the cost
of the related fixed assets.

Depreciation is calculated on the straight-line basis
commencing with the year the asset becomes operational,
using the following annual rates:

Dredging 2.5%-6.7%
Berthing structures 2.5%-10%
Buildings 2.5%-10%
Utilities 3.3%-10%
Roads and surfaces 2.5%-10%
Machinery and equipment 5%-20%
Office furniture and equipment 20%
Pension costs

All permanent employees of the Corporation are
covered by the Public Service Superannuation Plan
administered by Canada. Contributions to the plan are
required from both the employees and the Corporation. The
annual contributions represent the liability of the
Corporation for pensions and are recognized in the
accounts on a current basis.

Grants-in-lieu of municipal taxes

Grants-in-lieu of municipal taxesis estimated based on
municipal assessments adjusted in accordance with the
Municipal Grants Act. Grants are paid after the amounts
have been audited by the Municipal Grants Division of
Public Works Canada. Any adjustments upon finalization
are reflected in the accounts in the year of settlement.
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Employee benefits

The Corporation accrues estimated liabilities for
severance pay, annual |eave and overtime compensatory
leave, which are payable to its employees in subsequent
years under collective agreements, or in accordance with its
policy.

Fair value of financial instruments

Thefair value of financia instruments other than
investments, namely cash, accounts receivable and
liabilities, isbelieved to equal their carrying amounts.

. Severance pay

Canada Ports Corporation has undertaken the
dismantling of all police services under itsjurisdiction.
Even though this service was the responsibility of Canada
Ports Corporation, all costs were supported by Port of
Québec Corporation.

The police force of Port of Québec Corporation has
been abolished as of October 12, 1997 carrying a cost of
$798,318, additional to what had already baetounted
for in the past.

Investments

Short-term investments of $1,038,924 maturing within
one year consist of guaranteed Semg of Canada and
their fair value is $1,060,815.

Long-term investments of $2,602,454 consist of Canada
bonds maturing from999 to 2001 and their fair value is
$2,775,031.

. Accounts receivable

Accounts receivable include an amount of $817,657
receivable from the sale of land.

Port of Québec Corporation




NOTESTO THE FINANCIAL STATEMENTS
DECEMBER 31, 1997-Concluded

6. Fixed assets

1997 1996
Accumulated Net Net
Cost depreciation value value
$ $ $ $

11,155,836 11,155,836 11,155,836
Dredging........... 4,561,341 4,203,856 357,485 385,546
Berthing structures. 25,287,347 20,807,131 4,480,216 4,207,611
Buildings .. 43,306,776 24,654,052 18,652,724 19,238,211
Utilities............ 20,414,857 8,856,358 11,558,499 12,116,928
Roads and surfaces.... 6,510,255 5,446,665 1,063,590 1,176,313
Machinery and equipment.... 1,210,206 733,796 476,410 398,114
Office furniture and equipment 652,116 437,681 214,435 118,586
Projects in progress 1,877,352 1,877,352 2,176,187
114,976,086 65,139,539 49,836,547 50,973,332

Projects in progress include an amount of $1,313,800 8. Related party transactions

for studies and construction plans. Management believes
that these costs will be charged to specified fixed assets.

Commitments

The Corporation is committed by a financing lease to
rent equipments for the unloading of nickel. The maximum
cost to be supported by the Corporation is $23,000,000 plus
accrued interest during the construction period. Annual
equal instalments including principal and interest are
payable by the client in order to amortize the loan over a
period of 20 years, renewable for another period of
10 years thereafter. The interest rate used will be the yield
rate of 10-year Canada bond on the day of disbursements
plus 1%. At the end of the first 10-year term, the then yield
rate of a 10-year Canada bonill veplace the first term
interest rate.

The Corporation has financed its investment in this
financing lease with a loan of a maximum of $23,000,000
which is a decreasing revolving term loan, repayable over a
period of 20 years, plus interest at the prime rate or
banker's acceptance rate plus stamping fees of 0.5% per
year. The prime rate and the stamping fees will increase by
0.25% and 0.2% respectively if the Canadian government
becomes by a law no longer coiitted to the bank for Port
of Québec Corporation. Moreover, the Corporation will
have to assign to the bank its rent, the equipment and the
terminal if such a law is passed. The Corporation takes part
in swap transactions to cover itself from interest rate risk.
The Corporation will have to repay 15.5% of the loan in
the first 5 years.

Port of Québec Corporation

During the year, the Corporation entered into
transactions with related entities including various
departments, government organizations and Crown
corporations.

Principally, the Corporation earned rental revenues of
$573,000 (1996—$638,000) from related entities. The
expenses paid to related parties mainly consist in
reimbursements of $290,000 (1996—$417,000) to Canada
Ports Corporation as its share of the Corporation’s head
office expenses.

The Corporation has accounts payable of $164,000
(1996—$%$243,000) and accounts receivable of $118,000
(1996—%203,000) with the same related parties.

Transportation system review

The national marine transportation system has been and
continues to be under review by the Government of
Canada. The effect of this review is the proposed
implementation in 1998 of a neBanada Marine Act
superceding th€anada Ports Corporation Act.

At this time, the impact upon the Corporation is not
known, but it is not expected to have a significant impact
on operations.

10. Comparative figures

Certain comparative figures have been reclassified to
conform with the presentation used in the current year.
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PRINCE RUPERT PORT CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the balance sheet of Prince Rupert Port
Corporation as at December 31, 1997 and the statements of
earnings and surplus and changes in financiatippgor the
year then ended. These financial statements are the
responsibility of the Corporation's management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS OF DECEMBER 31, 1997

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial pten for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, and the letters patent and by-laws of the
Corporation.

KPMG
Chartered Accountants

New Westminster, Canada
January 30, 1998

ASSETS 1997 1996
$ $

Current assets

619,975 1,495,708

Investments (Note 2) . 9,551,528 14,811,561
Accounts receivable...... . 2,546,040 1,519,194
Materials and supplies 196,909 153,162
12,914,452 17,979,625

Capital assets (NOte 3)....c.cvevevrervrerenenene 92,371,112 94,278,897

105,285,564 112,258,522

LIABILITIESAND EQUITY OF
CANADA 1997 1996

Current liabilities
Accounts payable and accrued

118D HIES .. 817,009 338,475
Grantsin lieu of municipal taxes.. . 750,000 910,247
Deferred revenues..........cocceeeveeveeennen. 276,979 275,391
Current portion on loans

from Canada........cccoeeeeneiiceccnnnnnnns 371,545

1,843,988 1,895,658
Loans from Canada 9,625,656

EQUITY OF CANADA

Contributed capital
Surplus

84,611,805 84,611,805
18,829,771 16,125,403

103,441,576 100,737,208
105,285,564 112,258,522

Commitments (Note 4).
See accompanying notes to financial statements.

On behalf of the Board:

RHODA WITHERLY
Chairman

DONALD H. KRUSEL
President and Chief Executive Officer
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STATEMENT OF EARNINGS AND SURPLUS
YEAR ENDED DECEMBER 31, 1997

STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
Revenue from operations...........c.cccceeu... 13,245,653 12,514,232
Expenses
Contractual services 4,581,873 4,985,316
Operating and administrative 3,708,970 3,266,854
Amortization....... . 2,061,347 2,335,484
Grantsin lieu of municipal taxes........ 658,263 797,755
11,010,453 11,385,409
Earnings from operations...........c.coeeueee 2,235,200 1,128,823
Other earnings (expense)
493,433 794,563
(1,180,734)
493,433 (386,171)
Net earnings 2,728,633 742,652
Surplus, beginning of year .... 16,125,403 15,398,413
18,854,036 16,141,065
Dividend to Canada...........c.cccoueurunnnnne. 24,265 15,662
Surplus, end of Year .........cccoveeereeeninns 18,829,771 16,125,403

See accompanying notes to financial statements.

Prince Rupert Port Corporation

1997 1996
$ $

Cash provided by (used in)
Operations

Net earnings. 2,728,633 742,652

Items not involving

AMOrtization.........ccoveerieerircenenes 2,061,347 2,335,484
Changes in non-cash operating
working capital ..........cooceerernennnns (750,718) 89,324
4,039,262 3,167,460

Financing

Increase in contributed capital ............ 5,000,000

Decrease in loans from Canada........... (9,997,201) (5,337,276)

Dividend to Canada..............cccoeuvunne (24,265) (15,662)

(10,021,466) (352,938)

Investment

Purchase of capital assets.............c...... (153,562) (439,517)
Increase (decrease) in cash position........ (6,135,766) 2,375,005
Cash position, beginning of year ............ 16,307,269 13,932,264
Cash position, end of year ..........c.coeueeee 10,171,503 16,307,269
Cash position is defined as

619,975 1,495,708
9,551,528 14,811,561
Cash position.... 10,171,503 16,307,269
See accompanying notes to financial statements
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NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

Local port corporation

The Prince Rupert Port Corporation was established
effective June 1, 1984 as alocal port corporation pursuant
to the Canada Ports Corporation Act. The Corporation is
exempt from income taxes.

On June 1, 1984, all the assets and liabilities of Canada
Ports Corporation relating to the Port of Prince Rupert were
transferred to the Corporation at their book value as
recorded by Canada Ports Corporation.

. Significant accounting policies

The preparation of the financial statementsin
conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities as at the date
of the financial statements and the reported amounts of
revenues and expenses during the period. Actual results
may differ from those estimates. A summary of the
significant accounting policies of the Corporation is as
follows:

(@ Investments

The investments, which are direct and guaranteed
securities of Canada, are shown at amortized cost.
Premiums or discounts are amortized over the periods
to maturity.

(b) Capital assets

Capital assets are recorded at cost. Amortization is
calculated on the straight-line basis commencing with
the year the asset becomes operational, at rates based
on the estimated useful lives of the assets as follows:

Dredging 5%
Berthing structures 2.5%-10%
Buildings 5%-10%
Roads and surfaces 3.3%-10%
Utilities 5%-10%
Machinery and equipment 5%-100%
Office furniture and equipment 20%-33.3%
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(c) Pension costs

All permanent employees of the Corporation are
covered by the Public Service Superannuation Plan
administered by Canada. Contributions to the plan are
required from both the employees and the
Corporation. The annual contributions represent the
ligbility of the Corporation for pensions and are
recognized in the accounts on a current basis. The
Corporation is not required under present legislation to
make contributions with respect to actuarial
deficiencies of the Public Service Superannuation
Account or for indexation payments under the
Supplementary Retirement Benefits Act.

(d) Grantsinlieu of municipal taxes

The expense for grantsin lieu of municipal taxesis
estimated based on municipal assessments adjusted in
accordance with the Municipal Grants Act. Grants are
paid after the amounts have been audited by the
Municipal Grants Division of Government Services
Canada. Any adjustments upon finalization are
reflected in the accounts in the year of settlement.

() Employee benefits

The Corporation accruesin its accounts annually the
estimated liabilities for severance pay, annual leave
and overtime compensatory leave, which are payable
to its employees in subsequent years.

Investments
1997 1996
$ $
AMOrtized COSt .....cocvrvriireiciiiriiciine 9,551,528 14,811,561

Market value. 9523344 14,845,125

Prince Rupert Port Corporation




NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-€oncluded

3. Capital assets

1997 1996
Accumulated
Cost amortization Net Net
$ $ $ $
63,748,741 63,748,741 63,748,741
Dredging........... 332,186 123,231 208,955 225,759
Berthing structures 36,631,080 13,060,270 23,570,810 24,660,200
Buildings........... 5,631,495 2,849,237 2,782,258 3,116,937
Roads and surfaces.... 7,283,357 5,615,955 1,667,402 1,898,846
U111 2,758,152 2,556,664 201,488 211,299
Machinery and equipment.... 2,458,475 2,354,214 104,261 77,156
Office furniture and equipment 414,023 391,570 22,453 54,926
Construction in progress 64,744 64,744 285,033
119,322,253 26,951,141 92,371,112 94,278,897
4. Commitments
The Corporation rents its premises under an operating
lease which expires April 30, 1999. The future rent payable
to the expiry date is approximately as follows:
$
81,685
27,228
5. Related party transactions
(a) During the year, the Corporation earned lease revenue
of $2,041,093 (1996—%$1,723,047) from Ridley
Terminals Inc., a company which is a wholly-owned
subsidiary of Canada Ports Corporation. At
December 31, 1997, accounts receivable included
$290,491 (1996—%$124,142) from Ridley Terminals
Inc.
(b) During the year, the Corporation paid $244,290
(1996—$%$356,321) to Canada Ports Corporation as its
share of that Corporation's head office expense. At
December 31, 1997, accounts payable included
$22,098 (1996—accounts payable of $20,430) to
Canada Ports Corporation.
6. Financial instruments
(a) Interest rate risk
The Company’s short term investments are exposed to
interest rate risk. As interest rates rise or fall, the
market value of their investmentsiMall or rise
accordingly.
(b) Fair values
The carrying values of cash, accounts receivable,
accounts payable and accrued liabilities approximate
their fair value due to the relatively short periods to
maturity of the instruments.
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QUEENS QUAY WEST LAND CORPORATION

AUDITORS REPORT

TO THE MINISTER OF PUBLIC WORKS
AND GOVERNMENT SERVICES

| have audited the balance sheet of Queens Quay West Land
Corporation as at March 31, 1998 and the statements of
operations and deficit and changes in financial position for the
year then ended. These financia statements are the
responsibility of the Corporation’s management. My
responsibility is to express an opinion on these financial
statements based on my audit.

| conducted my audit in accordance with generatiyepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing tecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

BALANCE SHEET AS AT 31 MARCH 1998

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Business Corporation Act and the
articles and by-laws of the Corporation.

John Wiersema, CA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 8, 1998

ASSETS 1998 1997
$ $
Current assets
Cash and short-term investments
(NOEE 3) .. 1,178,133 2,767,217
Receivables 287,058 130,470
1,465,191 2,897,687
Non-current assets
Receivable from the City of Toronto........ 407,231 122,102
Land.....cveeuneeeineeeeeeeereeane 1 1
407,232 122,103
1,872,423 3,019,790

LIABILITIES AND SHAREHOLDER'S

DEFICIENCY 1998 1997
$ $
Current liabilities
Accounts payable and accrued
liabilities. ...ooverenenne 1,061,337 1,917,353
Loans from Canada (Note 4) ...........ceceu... 45,800,000 45,800,000
Shareholder’s deficiency
Share capital (Note 5) 1 1
Contributed capital ... 1,000,000 1,000,000
Deficit....... (45,988,915)  (45,697,564)
(44,988914)  (44,697,563)
Contingencies (Note 8)
1,872,423 3,019,790

See accompanying notes to financial statements.

On behalf of the Board:

DAVID F. ELLIS
Director

ANNE S. MORASH
Director
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STATEMENT OF OPERATIONS AND DEFICIT
FOR THE YEAR ENDED MARCH 31

STATEMENT OF CHANGES IN FINANCIAL

POSITION FOR THE YEAR ENDED MARCH 31

1998 1997 1998 1997
$ $ $ $
Corporate and commercial operations Operating activities
Revenues Net loss for the year.. (291,351)  (2,165,039)
Parking income (NoOte 7) .....cccuueee 63,320 858,434 Amortization . 9,119
Commercial and other income Deferred development costs............... 2,120,024
(Note 7) .... 205,100 731,777
Interest 90,437 143,184 (291,351) (35,89%)
358,857 1,739,395 Receivables and other assets.............. (441,717) (79,193)
Accounts payable and accrued
Expenses liabilities. ..o (856,016) (637,436)
Commercial management.... 920,265 1,377,668
Corporate administration..... 120,931 150,519 (1,589,084) (752,525)
Contributions to Harbourfront
1,041,196 1,528,187 Centre (NOE 7) e (4,100,000) (6,700,000
Net corporate and commercial Contributions to Harbourfront
INCOME (10SS) . vvvvvveerereeererrereerenes (682,339) 211,208 Foundation (NOte 7)...........ccccoeee (1,065512)  (475,517)
Development operations (5,165,512)  (7,175,517)
Lar_nd SaleS (NOLE 7) e 786,000 Cash applied to operating activities.... (6,754,596) (7,928,042)
Period development costs (Note 6)...... (395,012)  (2,376,247)
) Financing activities
Net development income (expense)......... 390,988 (2,376,247) Parliamentary appropriations from
Canada for operating
Net parking and commercial income contributions to Harbourfront
assigned to Harbourfront Foundation Centre.... 4,100,000 6,700,000
(NOE 7) e 1,065,512 475,517 Net parking and commercial income
Contributions to Harbourfront assigned to Harbourfront
Foundation (NOte 7)......ccccceuvvrerricninns (1,065,512) (475,517) Foundation..........cccoeeecnienniccnnnn, 1,065,512 475,517
Cash provided by financing activities..... 5,165,512 7,175,517
Decrease in cash and short-term
Parliamentary appropriations from INVESEMENES.....ccveveiriieieiieeieei s (1,589,084) (752,525)
Canada for operating contributions Cash and short-term investments,
to Harbourfront Centre..........c.cccccuveeee 4,100,000 6,700,000 beginning of year............cocoocvcennne 2,767,217 3,519,742
Opgrgtﬂ:tr:g contributions to Harbourfront (4100000)  (6700,000) Cash and short-term investments,
i . end Of YN ........cvveurecrreercrriennne 1,178,133 2,767,217
See accompanying notes to financial statements.
Net loss for the year (291,351)  (2,165,039)
Deficit, beginning of year ... (45,697,564) (43,532,525)
Deficit, end of year.........ccocvvvrrricenenne (45,988,915) (45,697,564)
See accompanying notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. The Corporation 2. Accounting policies

Queens Quay West Land Corporation (the “Corporation”),
incorporated under théanada Business Corporations Act on
December 21, 1984, is a Crown corporation listed under Part
| of Schedule Il of théinancial Administration Act. The
share capital of the Corporation is held by Her Majesty the
Queen in Right of Canada (“Canada”) as represented by the
Minister of Public Works and Government Services.
Legislation dealing with the sale of the Corporation’s assets
and the subsequent dissolution of the Corporation received
royal assent in November, 1991. The Corporation is exempt
from corporate income tax.

The Corporation operates the Harbourfront site (the
“Site”) under a Management Agreement with Canada. The
site, totaling approximately 100 acres, was originally held by
Canada. In recent years, much of the land has been conveyed
to the City of Toronto with the intended use being parkland
and public infrastructure. Of the original 100-acre site, the
Corporation currently holds only two remaining properties,
consisting of approximately 5.8 acres, YQ4 located at
200 Queens Quay West and BQ7, located on 545 Lakeshore
Blvd. West.

The Corporation’s mandate is to provide solutions to all
outstanding business issues, find an alternate funding vehicle
to Harbourfront Centre and sell all the remaining assets. This
will allow Queens Quay West Land Corporation to be wound
up. The Corporation intends to filllits obligations and
commitments, including those pursuant to the Management
Agreement with the Minister of Public Works and
Government Services. The Corporation’s 1998 Corporate
Plan and the Management Agreement have bpproved by
Governor in Courit The Corporation is magad on a
fee-for-service basis by Canada Lands Company
CLC Limited.

Agreements with Canada permit the sale or conveyance
by the Corporation of certain remaining real estate assets
with the proceeds to be used to assist the Corporation in
discharging its obligations. The Corporation has received
significant financial support from Canada and continues to be
dependent on Canada to ensure that the Corporation’s
obligations and commitments are met as they come due.

In addition to the related party transactions disclosed
elsewhere in these financial statements, the Corporation
enters into transactions with Canada and other Crown
corporations in the normal course of business.
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These financial statements have been prepared in
accordance with accounting principles generatigepted in
Canada. The significant accounting policies of the
Corporation are as follows:

(a) Revenue recogion

Revenues from commercial adtigs are reognized as
the related services are provided.

(b) Land

Transfers of land to the Corporation from Canada
required to facilitate certain development agreements are
recorded at a nominal cost.

(c) Period development costs

Costs related to development activities, parkland and
public infrastructures not directly attributable to a
project are recorded in the Statement of Operations as
period development costs.

(d) Short-term investments

Short-term investments are carried at cost.

. Short-term investments

The Corporation invests in the short-term money market.
The overall portfolio yield for the year was 3.4% (1997—
4.6%). All instruments held in short-term investments are
rated R1-middle or better by the Dominion Bond Rating
Service. The average term to maturity is 30 to 90 days. The
fair value of short-term investments as at March 31, 1998 and
1997 approximated the net book value.

Loan from Canada

The loan from Canada is non-interest bearing and is due
and payable March 31, 2004. The Corporation may prepay
the loan principal at anytime without penalty upon fourteen
days’ prior notice. The fair value of the loan is $34 million
(1997—3%30 million) on a discounted basis. Upon the
disposal of YQ4 and BQ7, payments of $10.5 and
$3.0 million respectively are due to the City of Toronto, and
the remaining funds are to go towards paying the loan from
Canada to the extent possible. At March 31, 1998 the face
value of the loan exceeded the value of the Corporation’s
assets. However, included in these assets are two properties
carried at a nominal value of $1. It is management’s estimate
that the net proceeds from the sale of the two properties will
only be sulfficient to pay 40% of the loan from Canada.

. Share capital

The authorized share capital of the Corporation consists of
500,000 (1997—500,000) common shares without par value
of which 215,000 (1997—215,000) shares are issued and
fully paid for consideration of $1 (1997—3%$1).
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

6. Development operations 9. Reclassification of comparative figures
The period development costs of $395,012 (1997— Certain 1997 comparative figures have been reclassified
$256,223) relate to administrative costs for the conveyance to conform with the presentation adopted in 1998.

of the properties to the City of Toronto.

In 1997, deferred development costs of approximately
$2.1 million were written off. These costs relate primarily
to three development properties which have been conveyed
to the City of Toronto during that year.

7. Contributions to Harbourfront Foundation

The Harbourfront Foundation is a charitable foundation
that was formed to receive funds and make ongoing
contributions to support the public programming activities
of Harbourfront Centre.

As approved by Treasury Board and reflected in the
statement of operations, the Corporation has retained
ownership of the following two properties but contractually
assigned the related net revenues to Haftant
Foundation:

» Net parking income from YQ4 for the period October 1,
1996 to March 31, 2001; and

« Net commercial income from BQ7 for the period
October 1, 1996 to March 31, 2001.

Similarly, the Corporation has assigned to Harbourfront
Foundation net commercial income of $455,000 per year
from the Queens Quay Terminal Building for the period
October 1, 1996 to July 6, 2080. This assignment has a fair
value of approximately $7 million.

However, as the Corporation sold its reversionary
interest in Queens Quay Terminal Building in
November 1997 for net preeds of $786,000, the
Corporation does not recognize net commercial income and
contribution expense associated with the Queens Quay
Terminal Building.

8. Contingencies

As a result of agreements entered into by the
Corporation providing for land conveyances and
exchanges, the Corporation is contractually obligated for
certain contingent liahties concerning capital projects,
payments to the City for parks development, road costs
environmental costs and other indéties. The
Corporation, pursuant to an Implementation Agreement
with the City of Toronto, is required to pay $13.5 million
when the two remaining properties are sold. The
Corporation expects to sell the two remaining properties by
the year 2000.

The Corporation is a defendant in certain lawsuits. In
the opinion of management, these actions will not have a
material adverse effect on the financial position of the
Corporation.
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ROYAL CANADIAN MINT

MANAGEMENT REPORT

Thefinancia statements contained in this annual report have
been prepared by Management in accordance with generally
accepted accounting principles in Canada and the integrity and
objectivity of the datain these financial statements are
Management’s responsibility.

Management is also responsible for al other information in
the annual report and for ensuring that thisinformation is
consistent, where appropriate, with the information and data
contained in the financial statements.

In support of its responsibility, Management has devel oped
and maintains books of account, records, financial and
management controls, information systems and management
practices. These are designed to provide reasonable assurance
asto thereliability of financia information, that assets are
safeguarded and controlled, and that transactions arein
accordance with the Financial Administration Act and
regulations as well as the Royal Canadian Mint Act and by-
laws of the corporation.

The Board of Directorsis responsible for ensuring that
Management fulfills its responsibilities for financial reporting
and internal control. The Board exercises its responsibilities
through the Audit Committee which includes a mgority of
members who are not officers of the corporation. The
Committee meets with Management and the independent
external auditor to review the manner in which these groups
are performing their responsibilities and to discuss auditing,
internal controls and other relevant financial matters. The
Audit Committee has reviewed the financial statements with
the external auditor and has submitted its report to the Board of
Directors. The Board of Directors has reviewed and approved
the financia statements.

The corporation’s external auditor, the Auditor General of
Canada, audits the financial statements and reports to the
Minister responsible for the Royal Canadian Mint.

Danielle V. Wetherup
President and Master of the Mint

Beverley A. Lepine
Vice-President, Administration and Finance
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AUDITOR’S REPORT

TO THE MINISTER OF PUBLIC WORKS AND GOVERNMENT
SERVICES

| have audited the balance sheet of the Royal Canadian Mint
as at December 31, 1997 and the statements of operations and
retained earnings and changes in financial position for the year
then ended. These financial statements are the responsibility of
the corporation's management. My responsibility is to express
an opinion on these financial statements based on my audit.

| conducted my audit in accordance with generadigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the corporation as
at December 31, 1997 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&oyal Canadian Mint Act and the by-laws of
the corporation.

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
February 20, 1998

Royal Canadian Mint




BALANCE SHEET ASAT DECEMBER 31, 1997

(in thousands of dollars)

ASSETS 1997 1996 LIABILITIES 1997 1996
Current Current
Cash and short-term investments.. 1,203 Bank indebtedness 3,768
Accounts receivable... 20,249 8,414 Accounts payable...... 19,126 17,713
Prepaid expenses.... 924 1,402 Current portion of loans (Note 5) 1,022 76
Inventories (Note 3) ... 37,697 27,975 Deferred revenues 2,258 1,358
58,870 38,994 26,174 19,147
Capital assets (Note 4) 46,662 46,485 Long-term
L0ans (NOtE 5).......cevrririniiriiriciiiecs 9,000 22
Provision for employee termination
DENEFiItS. ... 5,566 5,465
14,566 5,487
SHAREHOLDER'S EQUITY
Share capital (authorized and issued,
4,000 non-transferable shares) .. 40,000 40,000
Retained earnings 24,792 20,845
64,792 60,845
105,532 85,479 105,532 85,479
Approved by Management:
DANIELLE V. WETHERUP
President and Master of the Mint
BEVERLEY A.LEPINE
Vice-President, Administration and Finance
Approved on behaf of the Board of Directors:
DR. JOSE A. BLANCO
Chairman
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STATEMENT OF OPERATIONS NOTES TO FINANCIAL STATEMENTS
AND RETAINED EARNINGS DECEMBER 31, 1997
FOR THE YEAR ENDED DECEMBER 31, 1997

(in thousands of dollars) 1. Authority and objectives

The Mint was incorporated in 1969 by the Royal

1997 1996 Canadian Mint Act and is an agent corporation of Her

Reventies 425793 316,861 Majesty named in Part |1 of Schedule 111 to the Financial

Cost of goods sold 373697 278154 Ad_ml nistration Apt. The obj ectives of the Mint are to mint

) coinsin anticipation of profit and to carry out other related

GroSS Profit.....cccoccreeeeneseerreeseeerees 52,096 38,707 activities.

Other expenses The Mint may borrow money from the Consolidated
Marketing and sales.... 28,202 22,664 Revenue Fund or any other source, subject to the approval
Administration.... . 13,540 11,526 .. . . .

D P of the Minister of Finance with respect to the time and the
EPrECIAtioON ... 6,295 3,135 .
terms and conditions, but the aggregate of the amounts
48,037 87,325 loaned to the Mint and outstanding at any time shall not

Income from operations 4,059 1,382 exceed $50 million.

Interest income 205 391 o ) o

Interest expense (151) (110) 2. Significant accounting policies

Income before income tax 4,113 1,663 i

Income tax (Note 6) 166 135 (a) Inventories

NEEDIOR oo ens s 3.947 1,528 Raw materials and supplies are valued at the lower of

Retained earnings, beginning of year....... 20,845 19,317 cost and replacement cost, cost being determined by

Retained earnings, end of year.............. 24,792 20,845 the average cost method. Work in process and finished

goods are valued at the lower of cost and net realizable
value, cost being determined by the average cost
method.

STATEMENT OF CHANGE IN FINANCIAL POSITION (b) Capital assets

FOR THE YEAR ENDED DECEMBER 31, 1997

(in thousands of dollars) Capital assets are recorded at cost and depreciated

under the straight-line method at the following annual

1997 1996 rates:
Opﬁaﬁ ngfactivities sorr L1508 Land improvements 21/2%
€L Profit...c.ccciicicccice , , il i 0,
Item not affecting funds E;IJIC:)I::‘J;': 2 1]/_(2)0;2
Depreciation ... 6,295 3,135 Hardware and software 20%
10,242 4,663
Net change in non-cash working
capital ... S e (18,766) 8,955 (c) Deferred revenues
Increase (decrease) in provision
for employee termination benefits........ 101 (304) Payments received in advance on sales are not
(8,423) 13,314 recognized as revenue until the products are shipped.
Investing activities _— .
Additions to capital asSes (Nef)........... (6472) (5,628) (d) Employee termination benefits
Financing activiti Employees are entitled to specific termination benefits
'"Ra;?;%iﬁt'ﬂf s from Caned....... 76) 76) as provided under their collective agreement and terms
OhEY 108IS..ovevreeees e 10,000 (3,021) of employment. The liability for these benefitsis
0,924 (3.097) charged to income as benefits accrue to the employees.
Increase (decrease) in cash.............coo....... (4,971) 4,589 (e) Pension plan
Cash and short-term investments (bank - . . .
indebtedness), beginning of yeér .......... 1,203 (3,386) Employees participate in the Public Service
Cash and short-term investments (bark Superannuation Plan administered by the Government
indebtedness), end of YEar .............. (3,768) 1,203 of Canada. The corporation’s contributions to the Plan

are limited to an amount equal to the employees’
contributions on account of current services and are
charged to operations on a current basis. The
corporation is not required to make contributions with
respect to actuarial deficiencies of the Public Service
Superannuation Account.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

3. Inventories 6. Income tax
1997 1996 The corporation's 1997 income tax relates solely to the
(in thousands of dollars) large corporations tax. The corporation’s expected income
Raw materials 20,751 13310 tax rate is the net federal statutory rate (|nclgd|ng surtax) of
Work in process 7266 7641 39.12% less the manufacturing and processing deduction of
6,813 4,406 7.0%. The 1997 and 1996 effective tax rates are zero,
2,867 2,618 exclusive of the large corporations taxes, due to the losses
37,697 27,975 realized in each of the years. The corporation has income

In order to facilitate the production of precious metal
coins, the Mint borrows the quantity of gold, platinum and
silver required and pays interest based on the value of these
metals established on the commodity markets. As at
December 31, 1997, 162,573 ounces of gold, 1,114,419
ounces of silver and 3,623 ounces of platinum (1996—
91,095 ounces of gold, 756,166 ounces of silver and
2,448 ounces of platinum) were borrowed and are not
reflected in these statements.

Capital assets

1997 1996
Accu-
mulated Net Net
depre- book book
Cost ciation value value
(in thousands of dollars
Land......ccoemeeeenineecnns 3,226 3,226 3,226
Land improvements...... 914 669 245 259
Buildings.............. 45,110 16,667 28,443 29,085
Equipment 44,555 30,679 13,876 11,279
Hardware and
software................. 5,008 4,136 872 2,636
98,813 52,151 46,662 46,485
Loans

The long-term loan of $10 million bears interest at a rate
of 5.925% per annum and the principal is repayable in ten
installments of $1 million per year.

Royal Canadian Mint

tax losses of approximately $0.1 million (1996—

$5.5 million) the benefits of which have not been
recognized, and which are available to reduce taxes
payable for years up to 2002. In addition, the corporation
has differences between the tax and accounting values of
the assets, largely existing at the date it became subject to
income tax, for which future deductions are available in the
amount of approximately $27.7 million (1996—

$25.6 million). The corporation is not subject to provincial
income taxes.

Related party transactions

The corporation is related in terms of common
ownership to all Government of Canada ownetities.
The corporation enters into transactions with these entities
in the normal course of business, under the same terms and
conditions that apply to unrelated parties. Transactions
with the Department of Finance related to the production
and delivery of Canadian circulation coins are generally
carried out on a cost plus basis.

Short-term investments and other financial instruments

The corporation uses financial instruments such as
forward contracts and options to reduce the risk of loss due
to adverse movements in foreign exchange and metal
prices. At year end, the nominal value of the corporation’s
foreign exchange forward contracts, all maturing in 1998,
totalled $11 million (1996—$4 million) and approximated
the fair market value. Precious metal options worth
$13 million were purchased to offset the exposure in
options issued by the corporation. These options expire in
the year 2000. Gains or losses on these financial
instruments are recognized in earnings over the period
when the hedged items are recognized in earnings. In
accordance with the corporation’s investment policy, all
counterparties for investments and other financial
instruments are rated R-1 low or better by the Dominion
Bond Rating Service or AA or better by Moody’s Investors
Service.
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SAINT JOHN PORT CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE
MINISTER OF TRANSPORT

We have audited the balance sheet of the Saint John Port
Corporation as at December 31, 1997 and the statements of
income and retained earnings and cash flows for the year then
ended. These financial statements are the responsibility of the
Corporation's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31
(in thousands of dollars)

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial pten for the year then ended in
accordance with generally accepted accounting principles.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our examination of the
financial statements have, in all significant respects, been in
accordance with Part X of tli&nancial Administration Act
and regulations, th@anada Ports Corporation Act and the by-
laws of the Corporation.

Ernst & Young
Chartered Accountants

Saint John, Canada
January 22, 1998

LIABILITIESAND EQUITY OF

ASSETS 1997 1996 CANADA 1997 1996
Current
361 122 Accounts payable and accrued charges....... 4,564 2,146
Investments (Note 3) .... 11,526 7,922 Dividend payable (Note 10)..........ccceveeenenne 91
Accounts receivable...........coeeeeeeeeeeceenennns 1,421 2,608 Deferred revenues...........cceeeeeveeeeceeveveeevenenns 148 2,523
13,308 10,652 Grantsin lieu of municipal taxes................ 708 551
5,511 5,220
Long-term Long-term
Long-term investments (Note 3) ............... 986 983 Accrued employee bengfits ..o 428 367
Fixed assets (NOte 4)........cccouvviricrrrcnninn 56,976 57,879 5,939 5,587
57,962 58,862
EQUITY OF CANADA
Contributed capital (Note 6) 61,659 61,659
Retained earnings 3,672 2,268
65,331 63,927
TOtal 8SSELS ....cveviiereeieicie 71,270 69,514 Total liahilities and equity of Canada.............. 71,270 69,514
See accompanying notes.

On behalf of the Board:

PETER S. GLENNIE
Chairman

ALWYN G. SOPPITT
President and Chief Executive Officer
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STATEMENT OF INCOME AND RETAINED EARNINGS

YEAR ENDED DECEMBER 31
(in thousands of dollars)

Revenues from operations............c.cveuvene

Expenses
Operating and administrative ...
Depreciation .
Grantsin lieu of municipal taxes...........
Gain on disposal of fixed assets............

Income from operations...........cccccevreennns

Investment income
Interest expense

NEtiNCOME........covee s
Retained earnings, beginning of year.........

Dividend (Note 10)........ccvvveerererrerenieerennns

Retained earnings, end of year...................

1997 1996
12,089 13,456
8,986 8,945
1,627 1,595
425 705
(15)
11,038 11,230
1,051 2226
444 433
(524)
a4 (92)
1,495 2,135
2,268 133
3763 2,268
o1
3,672 2,268

See accompanying notes.

Saint John Port Corporation

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31
(in thousands of dollars)

1997 1996
Cash provided by (used in)
Operations
NEt iNCOME.....oveeveereeeeeeeeeeee e 1,495 2,135
Add items not requiring a cash
payment
Depreciation........ccoveeevnrecriniennnn 1,627 1,595
Gain on disposal of fixed assets..... (15)
Other 61 (165)
3,183 3,550
Net change in non-cash working capital
balances (NOte 7).......cceevveveeenenrecnens 1,387 1,931
4,570 5,481
Financing
Forgiveness of long-term debt 37,749
Addition to contributed capital (37,749)
Investing
Additions to fixed assets... (724) (343)
Long-term investments. 3 3)
Proceeds on disposal of fixed assets.... 15
(727) (331)
Increase in cash 3,843 5,150
Cash position, beginning of year ... 8,044 2,894
Cash position, end of year..............ccco.e. 11,887 8,044
Cash position consists of cash and short-term investments.
See accompanying notes.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997

1. Canada Ports Corporation Act and incorporation Grantsin lieu of municipa taxes

In accordance with the Canada Ports Corporation Act, a
petition for the establishment of alocal port corporation at
the Port of Saint John was approved and the Saint John
Port Corporation was incorporated under the laws of
Canada effective at the closing of business on
December 31, 1986 and commenced operations January 1,
1987.

In accordance with the Canada Ports Corporation Act,
the assets, liabilities and equity were transferred to the
Saint John Port Corporation at their carrying valuesin the
accounts of the Canada Ports Corporation - Port of Saint
John.

Significant accounting policies
Investments

The investments are shown at amortized cost whereby
premiums or discounts from par value are amortized over
the periods to maturity.

Fixed assets

Fixed assets are recorded at cost except for those
transferred to the Corporation from Canada which are
recorded at appraised or fair market value established at the
time of transfer. Grants towards capital projects received
from Canada and from third parties are deducted from the
cost of the related fixed assets.

Depreciation is calculated on the straight-line basis for
the full year, commencing with the year the asset becomes
operational using rates as follows:

Assets Depreciation
rates %
Dredging 25-6.7
Berthing structures 2.5-10.0
Buildings 2.5-10.0
Utilities 3.3-100
Roads and surfaces 25100
Machinery and equipment 5.0-100.0
Office furniture and
equipment 20.0
Pension costs

All permanent employees of the Corporation are
covered by the Public Service Superannuation Plan
administered by Canada. Contributions to the plan are
required from both the employees and the Corporation. The
annual contributions represent the liability of the
Corporation for pensions and are recognized in the
accounts on a current basis.
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The expense for grantsin lieu of municipal taxesis
based on estimated municipal assessments adjusted in
accordance with the Municipal Grants Act. Any
adjustments upon finalization are reflected in the accounts
in the year of settlement.

Employee benefits

The Corporation accrues in its accounts, annually, the
estimated liabilities for severance pay and annual leave
which are payable to its employees in subsequent years
under its collective agreements or in accordance with its
policy.

Investments

Investments are direct and guaranteed securities of
Canada asfollows:

1997 1996

Amortized Face Amortized Face
cost value cost value

(in thousands of dollars)

Canada

Treasury

[=]1[F 11,526 11,617 7,922 7,969
Canada Bonds........ 986 1,000 983 1,000
Fixed assets

1997 1996
Accu- Accu-
mulated mulated
depre- depre-
Cost ciation Cost ciation
(in thousands of dollars)

Land ....cccoeeeenenns 31,755 31,755
Dredging 1,739 1,599 1,739 1,594
Berthing

structures...... 48,910 36,692 48,861 36,154
Buildings.. . 16,192 7,613 16,163 7,242
Utilities.............. 7,591 5,604 7,438 5,421
Roads and

surfaces........ 7,716 5,857 7,216 5,497
Machinery and

equipment .... 1,120 823 1,120 713
Office furniture

and

equipment ... 1,388 1,293 1,358 1,236
Work under

construction . 46 86

116,457 59,481 115,736 57,857

Accumulated

depreciation . 59,481 57,857
Net book value... 56,976 57,879

Saint John Port Corporation




NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Goncluded

5.

Forgiveness of long-term debt

In 1996, term loans in the amount®if8,052,457 from
Canada, bearing interest at 11% to 12.43% maturing
between December 31, 1998 and 2005, were forgiven
underThe Supplementary Estimates and the Appropriation
Act.

Also in 1996, the balance of a loan in the amount of
$19,696,119 provided by the Province of New Brunswick,
the repayment of which had been linked to the net
operating income of Rodney Terminal Complex, was
forgiven by the New Brunswick Transportation Authority.

Forgiveness of the two loans was credited to contributed
capital.

Adjustment to contributed capital
1997 1996
(in thousands of dollars)

Contributed capital,

beginning of year..........ccccceeenenee 61,659 23,910
Forgiveness of debt from Canada

(NOE5) e 18,053
Forgiveness of debt from the

Province of New Brunswick

(NOtEe5) .. 19,696
Contributed capital, end of year.......... 61,659 61,659

Net change in non-cash working capital balances
1997 1996

(in thousands of dollars)

Decrease (increase) in current

assets
Accounts receivable............c.... 1,187 (1,485)
1,187 (1,485)
Increase (decrease) in current
liabilities
Accounts payable and accrued
2,418 1,076
(2,375) 2,380
157 (40)
200 3,416
1,387 1,931

Related party transactions

During the year the Corporation paid $286,162 (1996—
$389,094) to Canada Ports Corporation as its share of that
Corporation’s head office expense.

Saint John Port Corporation

9. Transportation system review

The national marine transportation system has been and
continues to be under review by the Government of
Canada. The effect of this review is the proposed
implementation of a neWanada Marine Act superceding
the Canada Ports Corporation Act. At this time, the impact
upon the Corporation is not known.

10. Commitments

In accordance with a policy concerning payment of
dividends to the Canadian government, the Corporation is
required to pay a dividend, in respect to 1997, based on a
method of calculation using net earnings. This dividend,
payable before March 31, 1998, amounts to approximately
$91,446 for 1997 and has been applied against retained
earnings.
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ST. JOHN’'S PORT CORPORATION

AUDITORS’ REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the balance sheet of St. John's Port
Corporation as at December 31, 1997 and the statements of
earnings and surplus and changes in financiatippgor the
year then ended. These financial statements are the
responsibility of the Corporation's management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatements. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

BALANCE SHEET AS AT DECEMBER 31

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles
applied on a basis consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our examination of the
financial statements have, in all significant respects, been in
accordance with Part X of th&nancial Administration Act
and regulations, th€anada Ports Corporation Act and the
by-laws of the Corporation.

Doane Raymond
Chartered Accountants

St. John'’s, Canada
February 6, 1998

ASSETS 1997 1996
$ $

54,368 40,800
Investments (Note 3). 6,080,160 5,202,391
Accounts receivable 577,541 537,485
6,712,069 5,780,676
FiXed (NOt€ 4).....ceueerereeeeereereeeereeeneeseereenens 11,413,533 11,779,103
18,125,602 17,559,779

LIABILITIES 1997 1996
$ $
Current
Accounts payable and accrued liabilities.. 376,087 300,801
Grantsin lieu of municipal taxes.... 126,777 167,226
Deferred revenues 152,046 157,143
654,910 625,170
Accrued employee benefits...........ccoouveinennee 186,034 231,731
840,944 856,901
EQUITY OF CANADA
Contributed capital ..........ccoeuveereeeriereerenninenne 10,131,636 10,131,636
Surplus . 7,153,022 6,571,242
17,284,658 16,702,878
18,125,602 17,559,779

See accompanying notes to the financial statements.
On behalf of the Board:

MELVIN WOODWARD
Chairman of the Board

DAVID J. FOX, P. Eng.
Port Manager and Chief Executive Officer
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NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 1997

STATEMENT OF EARNINGS AND SURPLUS
YEAR ENDED DECEMBER 31

1. Locd port corporation

1997 1996
$ $ In accordance with the Canada Ports Corporation Act, a
Revenues from operations...............c..... 3170094 3,084,430 petition for the establishment of alocal port corporation at
the Port of St. John's was approved and the St. John's Port
Operating and administrative expenses..... 2115296 1,762,739 Corporation was established effective June 1, 1985.
Depreciation 620,263 848,424 ) .
Grantsin lieu of municipal taxes............... 68,448 129,777 In accordance with the Canada Ports Corporation Act
2804007 2740940 the assets, Ilabll!tles and equity were transferred at their
Earmings A 266,087 243,490 carrying values in the accounts of the Canada Ports
arnings from operations X : : R s f
Ivestrrent income... 226,600 265,584 Corporat!on Port of St. John'’s to the St. John’s Port
Corporation.
Net earnings 592,687 609,074
Surplus, beginning of yeer .. 6571242 5962168 Summary of significant accounting policies
Net earnings 592,687 609,074
Dividend to Canada. (10,907) Investments
Surplus, end Of YEar .........ccc.coevveerverrrunnn. 7,153,022 6,571,242 The investments, which are direct and guaranteed

See accompanying notes to the financial statements.

STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31

securities of Canada, are shown at amortized cost.
Premiums or discounts are amortized over the periods to
maturity.

Fixed assets

Fixed assets are recorded at cost, except for those

1997 1996 transferred to the Corporation from Canada, which are
$ $ recorded at appraised or fair market value established at the
) ) time of transfer. Grants towards capital projects received
g T cPpe ) from Canada and from third parties are deducted from the
592,687 609,074 cost of the related fixed assets.
620,263 848,424 .
Other non-cash items... (45,697) 29,193 Depreciation
1167,253 1,486,691 Depreciation is recorded on the straight-line basis for
Change in non-cash operating the full year, commencing with the year the asset becomes
working capital (Note5)........... 78,100 5,054 operational, using rates as follows:
1,245353 1,491,745 .
Dredging 2.5%
Financing Berthing structures 2.5-10%
Change in construction payables.... (88,416) 115,014 Buildings 2.5-10%
Dividend to Canada. (10,907) Utilities 3.3-10%
(99,323) 115,014 Roads and surfaces 2.5-10%
Machinery and equipment 5-100%
Investing Office furniture and equipment 20-33.3%
Purchase of fixed assets................ (263,838)  (631,210)
Disposal of fixed assets.................. 9,145 1,000 Pension costs
(254,693)  (630.210) All permanent employees of the Corporation are
Net increase in Cas.........cccceecvessssssiriee 891,337 976,549 covered by the Public Service Superannuation Plan
Cash and short-term investments administered by Canada. Contributions to the plan are
Beginning of YEar...........ccoooowereeeeeeennnns 5243191 4,266,642 required from both the employees and the Corporation. The
End Of Year.....ooovvvvvvviviiiisisisssss 6,134,528 5243191 annual contributions for pensions are recognized in the

See accompanying notes to the financial statements.

St. John’s Port Corporation

accounts on a current basis.
Grants in lieu of municipal taxes

The expense for grants in lieu of municipal taxes is
based on estimated municipal assessments adjusted in
accordance with thilunicipal Grants Act. Grants are paid
after the amounts have been audited by the Municipal
Grants Division of Public Works and Government Services
Canada. Any adjustments upon finalization are reflected in
the accounts in the year of settlement.
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NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 1997-Concluded

Employee benefits

The Corporation accrues in its accounts, annually, the
estimated liabilities foreerance pay, annual leave and
overtime compensatory leave, which are payable to its
employees in subsequent years in accordance with its

policy.
3. Investments

6. Related party transactions

During the year the Corporation paid $87,244 (1996—
$67,444) to Canada Ports Corporation as its share of that
Corporation's head office expense.

7. Marine policy review

The national marine transportation system has been and
continues to be under review by the Government of
Canada. The effect of this review is the proposed
implementation of a newanada Marine Act superceding
the Canada Ports Corporation Act. At this time, the impact
upon the Corporation is not known.

1997 1996
Amortized Face Amortized Face
cost amount cost amount
$ $ $ $
Short-term....... 6,080,160 6,182,000 5,202,391 5,311,000
4. Fixed assets
1997 1996
Accu-
mulated Net Net
depre- book book
Cost ciation value value
$ $ $ $
Land....ccccoveeenene 5,244,905 5,244,905 5,090,796
Dredging............ 19,500 975 18,525 19,013

3erthing

structures...... 11,277,062 7,970,457 3,306,605 3,468,126

Buildings............ 1,427,690 1,017,725 409,965 384,757
Utilities......oo... 3,540,878 1,974,779 1,566,099 1,696,174
Roads and

surfaces......... 4,019,840 3,370,685 649,155 728,650
Machinery and

equipment...... 360,321 217,200 143,121 143,408
Office furniture

and

equipment...... 276,022 250,864 25,158 30,937
Projects

under

construction... 50,000 50,000 217,242

26,216,218 14,802,685 11,413,533 11,779,103

5. Change in non-cash operating working capital

Accounts receivable...............c.c....
Accounts payable and accrued
liabilities .......ccovvicniciiicie
Grantsin lieu of municipal taxes.....
Deferred revenues
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1997 1996
$ $
(40,056) 4,449
163,702 (64,614)
(40,449) 49,062
(5,097) 16,157
78,100 5,054
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THE ST. LAWRENCE SEAWAY AUTHORITY

MANAGEMENT'S REPORT

The accompanying consolidated financial statements of The
St. Lawrence Seaway Authority and all information in this
annual report are the responsibility of management.

The consolidated financial statements have been prepared in
accordance with generally accepted accounting principles and
necessarily include some estimates which are based on
management’s best judgements. Information contained
elsewhere in the annual report is consistent, where applicable,
with that contained in the consolidated financial statements.

To meet management’s responsibility and to assure the
integrity and reliability of financial reporting, the Authority
maintains a system of internal controls, policies and procedures
to provide reasonabl e assurance that assets are safeguarded,
and that transactions and events are properly recorded.

The system of internal control is supplemented by an
internal audit which conducts periodic reviews of different
aspects of the Authority’s operations. In addition, our externa
auditors have full and free access to the members of the
Authority, who oversee management’s responsibility for
maintai ning adequate control systems and the quality of
financial reporting.

The Auditor General of Canadais responsible for auditing
the consolidated financial statements and for issuing his report
thereon.

Carol Lemelin
Comptroller and Treasurer

Michel Fournier
President and CEO

Cornwall, Canada

The St. Lawrence Seaway Authority

AUDITOR’S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the consolidated balance sheet of The St.
Lawrence Seaway Authority as at March 31, 1998 and the
consolidated statements of operations, deficit and changes in
financial position for the year then ended. These financial
statements are the responsibility of the Authority’s
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Authority as at March 31, 1998 and the results of its
operations and the changes in its financial position for the year
then ended imaccordance witlgenerallyaccepted accounting
principles. As required by tH&nancial Administration Act, |
report that, in my opinion, these principles have tzgpiied
on a basis consistent with that of the preceding year.

Further, in my opinion, the transactions of the Authority that
have come to my notice during my audit of the consolidated
financial statements have, in all significant respects, been in
accordance with Part X of tfi&nancial Administration Act
and regulations, Th&. Lawrence Seaway Authority Act and
regulations, and the by-laws of the Authority.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 1, 1998
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CONSOLIDATED BALANCE SHEET ASAT MARCH 31, 1998
(in thousands of dollars)

ASSETS 1998 1997 LIABILITIES 1998 1997
Current Current
Cash and short-term investments Accounts payable and accrued
(Note 3) 30,383 36,256 liabilities (NOte 4) ....c.coovureeerereecrerrines 18,175 12,966
Accounts receivable (Note 4) 5,686 4,951 Provision for the Departure Incentive
Accrued interest receivable... 1,567 1,043 Program (Note 10).........ccccovereriririnnnen 3,951
Supplies inventory 2,547 2,673 Accrued employee termination benefits... 2,747 661
40,183 44,923 Provision and accrued charges for
Long-term abandonment of railway bridges. 627 4,317
Investments (Note 3) 57,444 59,581 Large corporations tax payable 36 25
Mortgages receivable (Note 5) . . 1,036 1,055 25,536 17,969
Advance to a co-venturer (Note6) .......... 474 567
Investments in non-consolidated
wholly-owned subsidiaries (Note 7) ... 2 2
Long-term
Capital assets (NOte 8) .........cccceveurrrererecnns 514,751 503,721 Accrued employee termination benefits ... 11,596 13,720
37,132 31,689
Commitments and contingencies (Notes 13
and 14)
EQUITY OF CANADA
624,950 624,950
(48,192) (46,790)
576,758 578,160
613,890 609,849 613,890 609,849

See accompanying notes to the consolidated financial statements.

Approved:

M. FOURNIER
President and CEO

C.LEMELIN
Comptroller and Treasurer
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CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

1998 1997
Seaway Thousands
International Islands
Seaway Bridge Bridge Total Total
Revenues
74,058 1,301 75,359 76,679
9,193 59 1,181 10,433 7,561
4,971 10 391 5,372 6,105
1212 27 1,638 2,877 3,037
89,434 1,397 3,210 94,041 93,382
Expenses
Operations, maintenance and engineering 58,242 905 336 59,483 54,690
Administration.... 13,969 226 123 14,318 13,999
Amortization 13,309 140 403 13,852 13,197
85,520 1,271 862 87,653 81,886
Income from operations 3,914 126 2,348 6,388 11,496
Departure Incentive Program (Note 10).. (4,881) (4,881)
Commercialization costs (Note 11) (1,115) (1,115) (533)
Abandonment of railway bridges (492) (492) (6,719)
Income (loss) before taxes (2,574) 126 2,348 (100) 4,244
Taxes (Note 12) 1,250 52 1,302 1,309
Net income (10SS) for the Year ..o (3,824) 126 2,296 (1,402) 2,935
See accompanying notes to the consolidated financial statements.
CONSOLIDATED STATEMENT OF DEFICIT
FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)
1998 1997
Seaway Thousands
International Islands
Seaway Bridge Bridge Total Total
Retained earnings (deficit), beginning of year ... (70,934) 24,144 (46,790) (49,725)
Net income (loss) for the year.. (3,824) 126 2,296 (1,402) 2,935
Distribution of Joint Venture net income.... 126 (126)
Retained earnings (deficit), end of the year...........ccccoovvvicinicnn (74,632) 26,440 (48,192) (46,790)
See accompanying notes to the consolidated financial statements.
The St. Lawrence Seaway Authority A-345




CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31, 1998
(in thousands of dollars)

Operating activities
Cash provided from operations
Net income (10sS) for the Year ...
Items not requiring cash
Amortization
Employee termination benefits....
Gain on disposal of capital assets...
Abandonment of railway bridges....

Operating Cash fFIOW.........cccoieiirriirere s

Net change in working capital components other than cash
short-term investments and accrued termination benfits.
Payments of employee termination benefits

Cash provided by operating activities
Internal transfers

Investing activities
Decrease (increase) in investments
Decrease (increase) in mortgage receivables..
Decrease in advance to a co-venturer..
Acquisitions of capital assets..............
Proceeds from disposal of capital assets....

Cash used in iNVeSting aCtiVItieS........cccovrrveueerinerieecerree e

Increase (decrease) in cash
Cash and short-term investments at beginning of year

Cash and short-term investments at end of year

1998 1997
Seaway Thousands
International Islands
Seaway Bridge Bridge Total Total
(3,824) 126 2,296 (1,402) 2,935
13,309 140 403 13,852 13,197
1,163 13 1,176 992
(15) (15) (253)
255
10,633 279 2,699 13,611 17,126
4,023 7 248 4,348 6,336
(1,211) ©)] (1,214) (880)
13,445 353 2,947 16,745 22,582
(11,724) (158) 11,882
1,721 195 14,829 16,745 22,582
2,137 2,137 (1,882)
19 19 (72)
93 93 8
(10,194) (24 (14,829) (25,047) (11,449)
180 180 364
(7,765) (24) (14,829) (22,618) (13,031)
(6,044) 171 (5,873) 9,551
36,130 126 36,256 26,705
30,086 297 30,383 36,256

See accompanying notes to the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1998

1. TheAuthority
(a8 Authority and objectives

The St. Lawrence Seaway Aduthority (the Authority)
was established in 1954 under the &. Lawrence
Seaway Authority Act and is classified as a parent
Crown corporation under Schedule 111 Part | of the
Financial Administration Act.

The Authority was established to construct and operate
a deep waterway between the Port of Montreal and
Lake Erie together with such works and other

Itistoo early to determine al the implications of the
above. However, it is expected that the Authority will be
dissolved while the Seaway operations will be carried out
by a not-for-profit organization (the Users Group) and its
assets transferred to the Minister or to a person to be
designated by the Minister.

. Summary of significant accounting policies

The financia statements have been prepared in
accordance with Canadian generally accepted accounting
principles. A summary of significant accounting policies
follows:

property, including bridges incidental to the deep
waterway, as deemed necessary by the Governor in
Council.

The S. Lawrence Seaway Authority Act confers upon
the Authority the powers to borrow money and to
produce revenue by levying tolls for the use of the
deep waterway. The tolls that may be charged shall be
fair and reasonable and designed to provide arevenue
sufficient to defray the cost to the Authority of its
operationsin carrying out the purposes for which it is
incorporated, which costs shall include:

i) paymentsin respect to theinterest on amounts
borrowed by the Authority to carry out those
purposes;

ii) amounts sufficient to amortize the principal of
those amounts over a period not exceeding fifty
years; and

iii) the cost of operating and maintaining the canals
and works under the administration of the
Authority, including all operating costs of the
Authority and such reserves as may be approved
by the Minister.

Under the &. Lawrence Seaway Authority Act, tolls may
be established by filing with the Canadian Transportation
Agency or by agreement between Canada and the United
States. This agreement between the two countriesisin the
form of an exchange of notes in accordance with directions
given by the Governor in Council.

(b) Commercialization of the St. Lawrence Seaway
System

In October 1997, the Government introduced Bill C-9,
the Canada Marine Act, to implement the National
Marine Policy which provides, among other elements,
for the commercialization of The St. Lawrence
Seaway Authority. On May 1, 1998, the Bill was still
under study by the Senate. If passed, the Bill will give
the Minister of Transport the powers and means to
proceed with the commercialization of the operations
of the Seaway and the dissolution of the Authority on
the date to be fixed by the Governor in Council.

The St. Lawrence Seaway Authority

@

(b)

(©

Basis of consolidation

The consolidated financial statements include the
accounts of The St. Lawrence Seaway Authority and
the Authority’s proportionate share of itsinterest in the
accounts of itsjoint venture, The Seaway International
Bridge Corporation, Ltd. The Authority holds a 50%
interest in The Seaway International Bridge
Corporation, Ltd., and asaresult is entitled to 50% of
the assets of the joint venture, its liabilities and of its
net income.

The Authority’s investments in two other wholly-
owned subsidiaries for purposes of the Financial
Administration Act, The Jacques Cartier and
Champlain Bridges Incorporated and Great Lakes
Pilotage Authority, Ltd., are recorded at cost because
the Authority does not have the right and ability to
obtain benefits from their resources and the Authority
is not exposed to their related risks.

Basis of presentation of operations

In these consolidated financial statements, the
maritime operations of the Seaway system, those of
the Seaway International Bridge as well as those of the
Thousand Islands Bridge have been presented
separately in order to preserve their distinct results.

Thousand Islands Bridge.

In September 1976, the Minister of Transport
entrusted the Authority with the management and
operation of the Thousand Islands Bridge, while the
real property was vested in the name of Her Majesty in
right of Canada. Subsequent capital expenditures made
by the Authority to improve the Bridge have been
recorded as capital assets. The retained earnings of the
Bridge represent its cumulative earnings since
September 1976.

Short-term investments
Short-term investments are recorded at cost.
Suppliesinventory

Suppliesinventory comprises egquipment and supplies
used in the operation and maintenance of the Seaway
and are recorded at the average cost.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

(e) Capital assets

Capital assets are recorded at cost. Replacements and
major improvements which increase the capacity of
the deep waterway system or extend the estimated
useful service lives of existing assets are capitalized.
Repairs and maintenance are charged to operations as
incurred. The cost of assets sold, retired, or
abandoned, and the related accumulated amortization
are removed from thaccounts on disposal. Gains or
losses on disposals are credited or charged to
operations.

Amortization is recorded using the straight-line
method based on the estimated useful service lives of
the assets.

() Welland Canal and Valleyfield Bridge rehabilitation
programs

Funding received from the Government of Canada for
these programs was accounted for by itiregithe

amount against the costs of related capital projects
undertaken during the year. The non-funded remaining
cost, which is to be recovered from the users, is
capitalized and amortized.

(g) Employee termination benefits

Employees of the Authority aretitfed to specified
benefits as provided for under labour contracts and
conditions of employment. These benefits include
accumulated sick leave and furlough leave which are
payable upon termination. Usually, the termination
benefits correspond to the higher of a week's salary
(two weeks for the first year of service) for each year
of service up to a maximum of 28 weeks or 75% of the
balance of the employeelscumulated sick leave

days. Employees are allowed 15 days of sick leave per
year. The liability at year-end for these benefits is
recorded in theccounts as the benefits accrue to
employees.

(h) Pension plan

All employees of the Authority are covered by the
Public Service Superannuation Plan administered by
the Government of Canada. Contributions to the Plan
are required from both the employee and the
Authority. These contributions represent the total
liability of the Authority and are recognized in the
accounts on a current basis.

The Authority is not required under present legislation
to make contributions with respect to actuarial
deficiencies of the Public Service Superannuation
Account.

A-348

(i) Retired employee benefits

The Authority provides a life and major medical
insurance plan for its retired employees. Contributions
to the plan are required from participant retired
employees. The Authority pays for the excess of the
cost of the plan over the participants’ contributions
and this excess is recorded in #weounts in the year

it is incurred.

Investments

The Authority invests in short-term deposits,
Government of Canada Treasury bills, Government of
Canada bonds, Canadian chartered banks investment
certificates and has two deposits with the Consolidated
Revenue Fund of the Government of Canada. The carrying
value of these investments approximates their fair value. A
portion of these investments, totalling $29.5 million
(1997—%38.5 million) are maturing within a year and carry
interest at rates varying from 3.9% to 4.6% (1997—2.9%
to 3.3%) are presented with the cash at year-end.

The Authority has set aside the remainder of its short
and long-term investments in order to provide for the
future:

1998 1997
(in thousands of dollars)

Operating requirements
Government of Canada Treasury
bills maturing within one year
with various interest rates
between 4.9% and 5.1%
(1997—2.9% and 3.9%).............. 8,861 16,581
Government of Canada bonds,
7.5% interest, maturing in
2001 and 2002..........cc.ccvevrireennees 14,083
Investment certificates with
various maturity dates
between 1 and 4 years and
with interest rates varying
between 4.7% and 9.7%.............. 23,000 30,000

45,944 46,581

Employee termination benefits
Deposits with Consolidated
Revenue Fund with interest
rates of 8.12% and 8.34%
(same in 1997) and maturing
in 1998 and 2000............cccovueurnens 11,500 13,000

57,444 59,581

Accounts receivable, accounts payable and accrued liabilities

These accounts are incurred in the normal course of
business. They are usually receivable or payable within a
month and are non-interest bearing. The carrying amount
of each approximates fair value.

The St. Lawrence Seaway Authority




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1998—Continued

5. Mortgages receivable

The Authority has entered into long-term mortgages for
the sale of parcels of land. The mortgages are issued for a
3-year term, they carry interest at rates varying from 8% to
9.5%, are amortized over a maximum period of 22 years
and are recoverable in monthly instalments. Their carrying
value approximates fair value. The current receivable
portion of mortgages aggregating $20,012 is included in
the accounts receivable.

6. Advance to a co-venturer

This account represents the excess of the Authority's
investment in its joint venture, The Seaway International
Bridge Corporation, Ltd., over its required contribution as
per the contractual agreement. The advance carries interest
at the average one-year Treasury bill and has no repayment
terms. Its carrying value approximates fair value.

7. Investments in non-consolidated wholly-owned subsidiaries
and related party transactions

Investments consist of the following:

No.
of
shares Cost
$
Great Lakes Pilotage Authority, Ltd.
(GLPA) oo 15 1,500
The Jacques Cartier and Champlain Bridges
Incorporated (JCCBI) .....couveniiriiiniiirienens 1 100

1,600

The Authority is related in terms of common ownership
to all Government of Canada created departments, agencies
and Crown corporations. The Authority enters into
transactions with these entities in the normal course of
business.

During the year ended March 31, 1998, the Authority
provided certain engineering and administrative services to
JCCBI for which it charged $364,019 (1997—$653,201).
Charges are made on full cost recovery basis. At
March 31, 1998, the amount receivable from JCCBI
totalled $81,291 (1997—$116,041) and is included in the
accounts receivable.

The Canadian Coast Guard introduced new navigational
services fees based on the Authority's vessel fleet. The fees
for this service during the year amounted to $220,061
(1997—$69,981).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 1998—Continued

8. Capital assets

1998 1997
Amortization Accumulated Amortization Accumulated
rate Cost amortization Net rate Cost amortization Net
(in thousands of dollars)
Seaway
Land.....occeveinieecnicnics 28,131 28,131 28,199 28,199
Channelsand canals.........cooeveeeureuncenens 1% 280,498 112,463 168,035 1% 280,033 109,379 170,654
[0 o2 1% 235,869 97,665 138,204 1% 230,736 93,976 136,760
Bridges and tunnels..........c.ceeveneureenenne 2-4% 125,152 67,667 57,485 2-4% 125,142 64,327 60,815
Buildings . 2% 15,826 9,333 6,493 2% 15,254 8,969 6,285
i 2-20% 32,370 24,757 7,613 2-20% 30,813 23,759 7,054
1% 121,019 35,028 85,991 1% 121,019 33,796 87,223
2,020 2,020 262 262
840,885 346,913 493,972 831,458 334,206 497,252
5-20% 547 426 121 5-20% 523 384 139
Building 5-10% 34 11 23 5-10% 34 10 24
Remedial works/Deferred
MBJOF FEPAITS....ceveerercriieieieieieeas 4.8-10% 992 391 601 4.8-10% 992 294 698
1,573 828 745 1,549 688 861
Thousand Islands Bridge
Improvements .. 2-10% 22,054 2,020 20,034 2-10% 7,225 1,617 5,608
TOtal oo 864,512 349,761 514,751 840,232 336,511 503,721

Welland Canal rehabilitation program

In 1986, the Authority undertook a seven-year $175
million rehabilitation program to refit the Welland Canal
and ensure a continued safe and reliable waterway into the
21% century. The program consisted of refurbishing the
lock walls, stabilizing the canal banks and approach walls,
and rehabilitating ancillary structures. The program was
completed in 1993. The Government of Canada provided
all the funding for the Program, and as a result, the funding
of $175 million has ben deducted from the cost of related
rehabilitation works.

Valleyfield Bridge rehabilitation program

In 1987, Hydro-Quebec undertook a rehabilitation
program for the Valleyfield Bridge. The Authority's share
of the cost of the rehabilitation works was 25% of the total
cost; the remainder being Hydro-Quebec’s respditgibi
In 1992, the Treasury Board decided that the Authority
would only be responsible for $17.8 million of the cost of
the works, representing the Authority’s 25% share in the
cost of the works completed up to March 31, 1992, and that
its share of the cost incurred after that date would be
funded by the Government of Canada. All work was
completed at March 31, 1993 and the costs to be funded by
the Government of Canada amounted to $8.4 million. Only
the portion of $17.8 millionunded by the Authority has
been capitalized in the accounts.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

9.

10.

11.

12.

Contributed capital

As of April 1, 1977, loans from Canada of $624.95
million were converted to equity by parliamentary
appropriation. This amount was recorded as contributed
capital. The parliamentary appropriation authorizing the
1977 conversion of loans from Canada to equity also
authorized the Minister to fix, from time to time, the
amount that shall be paid by the Authority annually out of
its toll revenue as a return on capital. No return on capital
has ever been required to be paid since then.

Departure incentive program

During the year, the Authority adopted a staff reduction
program. The Authority anticipates that full
implementation of that program should be completed in
1998-99. The total cost of the program has been estimated
at about $5 million and hagén recorded in theccounts
in the current year.

Commercialization costs

The Authority participated fully in the negotiations with
Transport Canada and the Users Group for the
commercialization of the St. Lawrence Seaway System
(Note 1 (b). The commercialization costs also include the
cost of studies for the setting up of the not-for-profit
public/private partnership and for the potential revision of
the employees' pension plan.

Taxes

The Authority, as a prescribed Federal Crown
corporation, is subject to the provisions of theome Tax
Act. Taxes include income tax (38% of income) and the
large corporations tax. The Authority is not subject to any
provincial income taxes. Taxes for the year are summarized
as follows:

Description 1998 1997
(in thousands of dollars)

INCOMEAX.....vuviiiiiieis 1,600
Large corporations tax... 1,302 1,309
SUD-OLA ..o 1,302 2,909
Decrease of income tax arising from

the carry-over of prior years’

JOSSES ..o 1,600
Net taxes (large corporations tax)........ 1,302 1,309

At the end of the year, unamortized capital cost for tax
purposesisin excess of the net book value of capital assets
by approximately $215 million. The potential future tax
reduction arising from these timing differences has not
been recorded in the accounts of the Authority. Further, the
Authority also has a deductible |oss of $6 million expiring
in 2002, which is available to reduce the taxabl e income of
future years.

The St. Lawrence Seaway Authority

13.

14.

15.

16.

Commitments

At March 31, 1998, contractual obligations for capital
and other expenditures amounted to $3.1 million (1997—
$15.8 million).

Contingencies

There is a total of $39 million in claims instituted
against the Authority. The claims arise from the
October 1985 Lock 7 wall blow-out, compensation and
damages in connection with the expropriation of lands and
various other claims. The Authority is contesting all these
claims and their outcome cannot be determined at this time
although management is of the opinion that these actions
will not result in any material losses to the Authority. The
Authority is also the claimant in certain other pending or
threatened claims and lawsuits.

Decontamination could be needed for some of the
Authority's properties. To date, the Authority has not been
in a position to determine the related costs, not having
assessed its properties' contamination status.

Required future funding for major restoration of
infrastructure

The anticipated amount of funds that should be provided
by operating activities over the next five years will most
likely not be sufficient to finance the anticipated major
restoration projects of the Authority's infrastructure over
that period. The Authority wilheed to use a significant
portion of its long-term investments to cover the excess
costs of these projects over the funds generated by its
operating activities. Beyond that period, and in the event of
the continuance of that trend, the Authority may require
outside financing of these projects.

Comparative figures

Some of the 1997 comparative figures were reclassified
to conform to the presentation adopted in 1998.
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APPENDIX 1

THE JACQUES CARTIER AND CHAMPLAIN BRIDGES INCORPORATED

MANAGEMENT’'S REPORT

The accompanying financial statements of The Jacques
Cartier and Champlain Bridges Incorporated and all
information in this annual report are the responsibility of
management.

The financial statements have been prepared in accordance
with generallyaccepted aaunting principles and necessarily
include some estimates which are based oragement's best
judgement. Information contained elsewhere in the annual
report is consistent, where applicable, with that contained in
the financial statements.

To meet management's responsibility and to assure the
integrity and reliability of financial reporting, the Corporation
maintains a system of internal controls, policies and procedures
to provide reasonable assurance that assets are safeguarded,
and that transactions and events are properly recorded.

The system of controls is supplemented by an audit which
consists of periodic reviews of different aspects of the
Corporation's operations. The external auditor has full and free
access to the directors, who oversee management's
responsibility for maintaining adequate control systems and the
quality of financial reporting.

The Auditor General of Canada is responsible fortangd
the financial statements and for issuing his report thereon.

Glen P. Carlin
General Manager
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AUDITOR'S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of The Jacques Cartier and
Champlain Bridges Incorporated as at March 31, 1998 and the
statements of operations, deficit, contributed capital and
changes in financial pit®n for the year then ended. These
financial statements are the responsibility of the Corporation's
management. My responsibility is to express an opinion on
these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th€anada Business Corporations Act and the
articles and by-laws of the Corporation.

Raymond Dubois, FCA
Deputy Auditor General
for the Auditor General of Canada

Ottawa, Canada
April 24, 1998
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APPENDI X 1—Continued

THE JACQUES CARTIER AND CHAMPLAIN BRIDGES INCORPORATED—Continued
BALANCE SHEET AS AT MARCH 31

ASSETS 1998 1997 LIABILITIES 1998 1997
$ $ $ $
Current Current
Cash and term deposits. 2,998,975 2,880,516 Accounts payable... 4,318,576 2,955,061
Accounts receivable... 712,276 269,622 Due to parent company .. 70,637 116,041
Due from Canada. 4,082,475 3,380,335 Deferred revenues 212,997 267,855
7,793,726 6,530,473 4,602,210 3,338,957
Capital assets Long-term
3,678,846 3,678,846 Provision for employee termination
Bridges.... 73,321,602 73,321,602 bENEfitS....cooviiiriccc e, 376,369 347,695
Vehicles and equipment...........cccoeueuneee 1,321,640 1,305,513 4,978,579 3,686,652
78,322,088 78,305,961
Less: accumulated amortization................ 69,719,733 68,582,777 Commitments and contingencies
8,602,355 9,723,184 (Notes 5 and 6)
SHAREHOLDER'S EQUITY
Capital stock
Authorized—50 shares without par
value
Issued and fully paid—1 share....................
Contributed capital .. 33,621,904 33,605,777
DEfiCit...viciiiiiiiiiiiie (22,204,502) (21,038,872)
11,417,502 12,567,005
16,396,081 16,253,657 16,396,081 16,253,657
See accompanying notes to the financial statements
Approved by the Board:
MICHEL FOURNIER
Director
CLEMENT COTE
Director
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APPENDI X 1—Continued

THE JACQUES CARTIER AND CHAMPLAIN BRIDGES INCORPORATED—Continued
STATEMENT OF OPERATIONS

STATEMENT OF CONTRIBUTED CAPITAL
FOR THE YEAR ENDED MARCH 31

1998
$
Balance at beginning of the year ............. 33,605,777
Parliamentary appropriation for
funding net acquisition of capital
BSSELS ..o 16,127
Balance at end of the year...............c.c..... 33,621,904

1997
$
33,383,335

222,442
33,605,777

See accompanying notes to the financial statements.

STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED MARCH 31

FOR THE YEAR ENDED MARCH 31
Jacques
Cartier Champlain Total
Bridge Bridge 1998 1997
$ $ $ $
Revenues
Leases and
licenses.......... 252,481 207,775 460,256 478,338
50,498 50,498 100,996 124,640
56,705 119,668 176,373 207,069
359,684 377,941 737,625 810,047
Expenses
Maintenance....... 8,964,271 15,663,041 24,627,312 22,901,152
Operation............ 1,187,897 2,331,115 3,519,012 3,470,066
Administration.... 838,424 1,460,774 2,299,198 1,982,484
Amortization ...... 87,592 1,049,364 1,136,956 1,188,633
11,078,184 20,504,294 31,582,478 29,542,335
GST and QST
reimbursements
for 1993 to
1997 (Note 4)..... 1,260,388 2,949,971 4,210,359
Loss before large
corporations
[ 52 SO 9,458,112 17,176,382 26,634,494 28,732,288
Large
corporations
2= ORI 3,881 3,881 7,762 9,978
Net loss for the
[ S 9,461,993 17,180,263 26,642,256 28,742,266
See accompanying notes to the financial statements.
STATEMENT OF DEFICIT
FOR THE YEAR ENDED MARCH 31
1998 1997
$ $
Balance at beginning
21,038,872 19,859,448
Net loss for the year... 26,642,256 28,742,266
47,681,128 48,601,714
Parliamentary appropriation for funding
excess of operating expenditures over
TEVENUES......ceovriereetenareeeeeerenersaeennesenas 25,476,626 27,562,842
Balance at end of theyear...........ccccoevenne. 22,204,502 21,038,872

See accompanying notes to the financial statements.
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1998 1997
$ $
Operating activities
Net loss for the year ..........ccoccuveernnne (26,642,256) (28,742,266)
Non-cash items
Amortization 1,136,956 1,188,633
Increase (decrease)
in the provision for employee
termination benefits .............cc..... 28,674 (9,209)
(25,476,626) (27,562,842)
Changes in non-cash items of
working capital ..........cocoeererrinnnes 820,599 400,040
(24,656,027) (27,162,802)
Investing activities
Acquisition of capital assets............... (16,127) (226,772)
Proceeds from the disposal of capital
BSSELS. et 4,330
(16,127) (222,442)
Financing activities
Parliamentary appropriation............... 25,492,753 27,785,284
Cash and cash equivalents
Increase for the year ....... . 820,599 400,040
Balance at beginning of the year ........ 6,260,851 5,860,811
Balance at end of the year (*)............. 7,081,450 6,260,851
(*) Cash and term deposits... 2,998,975 2,880,516
Due from Canada 4,082,475 3,380,335
7,081,450 6,260,851
Working capital position at
year-end
Current assets, 7,793,726 6,530,473
Current liabilities. 4,602,210 3,338,957
3,191,516 3,191,516

See accompanying notes to the financial statements.
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APPENDI X 1—Continued

THE JACQUES CARTIER AND CHAMPLAIN BRIDGES INCORPORATED—Continued

NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority and activities

The Jacques Cartier and Champlain Bridges
Incorporated was established under@aeada Business
Corporations Act on November 3, 1978 and is a wholly-
owned subsidiary of The St. Lawrence Seaway Authority,
which is a Crown corporation named in Part 1 of Schedule
1l to the Financial Administration Act.

In October 1997, the Government introduced Bill C-9,
the Canada Marine Act, which provides, among other
things, for the commercialization of the operations of the
St. Lawrence Seaway. The Bill is stilhder study by the
Senate. All the implications of the above on Taeglies
Cartier and Champlain Bridges Incorporated have not been
determined as of this date.

(©)
The Corporation is dependent on the Government of
Canada for its financing.

Effective December 1, 1978, the Corporation assumed (d)
the responsibility for the operation, maintenance and
control of the Jacques Cartier and Champlain Bridges and
of a portion of the Bonaventure Autoroute, situated in the
Montreal area.

2. Significant accounting policies

(a) Parliamentary appropriation ©
The amount of the parliamentary appropriation used to

cover the excess of expenditures over the revenues for

the operation of the Jacques Cartier and Champlain

Bridges is reflected in the statement of défin this

regard, operating expenses do not include

amortization, any change in the provision for

employee termination benefits and any gain or loss on

disposal of capital assets.

The portion of the parliamentary appropriation used to
finance the acquisition of capital assets, net of
proceeds from disposal, is recorded as contributed
capital. )
Any balance of the parliamentary appropriation not

received at year end is shown as an amount due from

Canada. Any parliamentary appropriation received in

excess of requirements is recorded as due to Canada. It

is the Corporation's policy to reimburse this amount in

the following fiscal year. (9)

(b) Capital assets

Capital assets acquired from the National Harbours
Board (now Canada Ports Corporation) on
December 1, 1978 were recorded at their then book
values with an offset to contributed capital.
Subsequent adtébns are recorded at cost.

The St. Lawrence Seaway Authority

Capital assets are amortized over their estimated
economic lives using the straight-line method, at the
following rates:

Jacques Cartier Bridge 4.8%
Champlain Bridge 2.5%
Vehicles and equipment 10% and 20%
Software 100%

The cost of the portion of the Bonaventure Autoroute
for which the Corporation is responsible and the initial
cost of the Jacques Cartier Bridge are fully amortized.

The cost of major maintenance is charged to
operations in the year in which the work is performed.

Deferred revenues

Revenues of leases and licenses collected in advance
are recorded as deferred revenues.

Employee termination benefits

On termination of employment, employees artitled

to certain benefits provided under their collective
agreement and their conditions of employment. The
cost of these benefits is expended in the year in which
they are earned.

Pension plan

Employees patrticipate in the Public Service
Superannuation Plan administered by the Government
of Canada. The employees and the Corporation
contribute equally to the cost of the Plan. This
contribution represents the total liability of the
Corporation. Contributions in respect of current
services and of admissible past services are expended
when paid. The terms of payment of past service
contributions are set by the applicable purchase
conditions, generally over the number of years of
service remaining prior to retirement.

Expenses—Bonaventure Autoroute

Expenses incurred with respect to the portion of the
Bonaventure Autoroute for which the Corporation is
responsible are included with those of the Champlain
Bridge.

Income taxes

The Corporation, as a federal Crown corporation, is
not subject to any provincial income taxes. The
Corporation is, however, subject to the provisions of
the federalncome Tax Act due to the fact that its
parent Corporation is subject to these provisions in
accordance with a regulation regarding this Act.
Therefore the Corporation is subject to the Large
Corporations Tax.
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APPENDI X 1—Concluded

THE JACQUES CARTIER AND CHAMPLAIN BRIDGES INCORPORATED—Concluded

NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998—Concluded

(h) Measurement uncertainty

The preparation of financial statements in accordance
with generallyaccepted a@unting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at
the date of financial statements and the reported
amounts of income and expenses during the reporting
period. Employee termination benefits, accrued
liabilities for major maintenance repairs and estimates
pertaining to claims received from suppliers are the
most significant items where estimates are used.
Actual results could differ from those estimates.

3. Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada created
departments, agencies and Crown corporations. The
Corporation enters into transactions with these entities in
the normal course of business. The main related party
transactions entered into by the Corporation are
administrative and engineering services received from its
parent Corporation for an amount of $364,019 ($496,595 in
1997).

4. GST and QST reimbursements for 1993 to 1997

During the current fiscal year, Revenue Quebec has
agreed to revise the status of the Corporation that the latter
claimed since 1993. Under this revised status, the
Corporation has been reimbursed from Revenue Quebec
57% of the Goods and Services Tax (GST) and 40% of the
Quebec Provincial Sales Tax (QST), for the period
September 1993 to March 1997.

The decision of Revenue Quebec ends the Corporation’s
contingency to reimburse the amounts received since the
implementation of the GST and QST up to August 1993,
totalling $3.5 million.

The current year GST reimbursements were deducted
from maintenance expenses. Reimbursements of the
Quebec Provincial Sales Tax were abolished in January
1997.

5. Commitments
(a) Operation services

The minimum amount which will be paid in future
years under an agreement for police services ending on
June 30, 1999 is $3.3ilfion on an anual basis.

(b) Suppliers

At March 31, 1998, contractual obligations to
suppliers amounted to approximately $1 i@iom.
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6. Contingencies

(a) Various claims and legal proceedings have been
asserted or instituted against the Corporation,
including some which demand large monetary
damages which could result in significant
expenditures. Litigation is subject to many
uncertainties, and the outcome of individual matters is
not predictable. A provision for these expenditures has
been recorded based on management’s best estimate. It
is reasonably possible that the Corporation may have
to settle some of these claims foramts in excess of
established provisions in the near term.

(b) Decontamination could be required for some of the
Corporation's properties. To date, the Corporation has
not been in a position to determine the related costs,
not having assessed its properties' contamination sta-
tus. The costs related to the environmental evaluations
and to the decontamination are accounted for in the
year in which they will be incurred by the Corporation.

Major rehabilitation works

In its endeavour to keep the bridges and the autoroute in
a good state of repair to protect the public and serve traffic
needs throughout the useful life of these installations, the
Corporation must undertake major rehabilitation works on
the deck of the Jacques Cartier Bridge. Based on
engineering studies and on the results of a pilot project
undertaken in 1997-98, the Corporation submitted for the
approval of the Treasury Board, a turnkey project, planned
over a two-year period for the replacement of the deck with
prefabricated concrete slabs. The main construction
contract should be awarded in 1999 beginning with the
fabrication of the deck units. Work for the deck
replacement should begin in the spring of 2000 and should
be finished in the fall of 2001. The cost of the project is
estimated at $121,000,000 excluding the related project
management costs which would amourgpproximately
$2,700,000.

Fair value of financial instruments

The transactions related to cash and term deposits,
accounts receivable, due from Canada, accounts payable
and the amount due to the parent company are incurred in
the normal course of business. The carrying amounts of
each of these accounts approximate their fair values
because of their short term maturity. There is no
concentration of accounts receivable, consequently, the
credit risk is low.
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APPENDIX 2

THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture)

MANAGEMENT REPORT

The accompanying financia statements of The Seaway
International Bridge Corporation, Ltd. and all information in
this annual report are the responsibility of management.

The financial statements have been prepared in accordance
with generally accepted accounting principles and necessarily
include some estimates which are based on management’s best
judgements. Information contained el sewhere in the annual
report is consistent, where applicable, with that contained in
the financia statements.

To meet management’s responsibility and to assure the
integrity and reliability of financial reporting, the Corporation
maintains a system of internal controls, policies and procedures
to provide reasonabl e assurance that assets are safeguarded,
and that transactions and events are properly recorded. The
system of internal control is supplemented by an internal audit
which conducts periodic reviews of different aspects of the
Corporation’s operations.

The Board of Directorsis responsible for ensuring that
management fulfillsits responsibilities for financial reporting
and internal control. The Board exercises these responsibilities
with the assistance of the Audit Committee of the Board,
which is composed of three directors who are not employees of
the Corporation.

The Audit Committee meets with management, the internal
auditor and the Auditor General of Canada, the external
auditor, and also reviews and recommends to the Board the
approval of the Corporation’s annual financial statements. In
addition, the external auditor has full and free access to the
directors of the Corporation.

The Auditor General of Canada is responsible fortangd
the financial statements and for issuing his report thereon.

Michel Fournier
President

Carol Lemelin
Treasurer

Cornwall, Canada

The St. Lawrence Seaway Authority

AUDITOR’S REPORT
TO THE MINISTER OF TRANSPORT

| have audited the balance sheet of The Seaway
International Bridge Corporation, Ltd. as at
December 31, 1997 and the statements of revenues and
expenses and changes in financial position for the year then
ended. These financial statements are the responsibility of the
Corporation’s management. My responsibility is to express an
opinion on these financial statements based on my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #ecounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial ptien for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, | report that, in
my opinion, these principles have been applied of a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Corporation
that have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&. Lawrence Seaway Authority Act, the
Canada Business Corporations Act and the articles and the by-
laws of the Corporation.

Richard Flageole, FCA
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
April 3, 1998
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APPENDI X 2—Continued

THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture) —Continued
BALANCE SHEET ASAT DECEMBER 31, 1997

ASSETS 1997 1996 LIABILITIES 1997 1996
$ $ $ $
Current assets Current liabilities
Cash and short-term investments Accounts payable and accrued
(Note 3) 594,769 251,551 liabilities (Note 4) 137,136 99,744
Accounts receivable (Note 4)... 49,662 62,364 Deferred revenue 119,625 105,884
Goods and Services Tax refundable......... 10,937 136,580 Ontario sales tax payable 38,538
655,368 450,495 Clients’ deposits 58,773 55,413
315,534 299,579
Capital assets (NOte 5).......ccceevvverieeennennnns 351,750 394,352 Due to venturers (NOte 7) ......ccceeviiveerennnns 48 3352)4,950
651,482 504,529
Long-term liabilities
Deferred major repairs (Note 6)..........cccc..... 1,138,299 1,326,941 Due to venturers (Note 7) 711,201,395,065
Debentures payable (Note 8) ........ 8,000 8,000
Accrued employee termination benefits...... 276,464 256,194
1,485,935 1,659,259
SHAREHOLDER'’S EQUITY
Capital stock
Authorized—an unlimited number of
common shares
Issued and fully paid—8 shares................. 8,000 8,000
2,145,417 2,171,788 2,145,417 2,171,788

Approved by the Board:

MICHEL FOURNIER
President and Director

ERMAN J. COCCI
Director
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APPENDI X 2—Continued

THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture) —Continued
STATEMENT OF REVENUES AND EXPENSES

FOR THE YEAR ENDED DECEMBER 31, 1997

Revenues

Toll collection
Administration....
Amortization of capital assets and
deferred major repairs...................
Interest due to venturers
(NOE 7) e

Excess of revenues over expenses for
the Y& ...

Allocation of excess of revenues over
expenses for the year as per the
joint venture agreement (Note 7)
Saint Lawrence Seaway
Development Corporation.............
The St. Lawrence Seaway Authority..

Total allocation

1997 1996
$ $

2,601,737 2,721,789
118,628 111,651
20,270 29,951
54,762 51,844
2,795,397 2,915,235
1,236,518 1,172,168
572,774 591,034
454,123 449,806
279,501 295,069
60,216 96,592
2,603,132 2,604,669
192,265 310,566
96,133 155,283
96,132 155,283
192,265 310,566

The St. Lawrence Seaway Authority

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEAR ENDED DECEMBER 31, 1997

1997 1996
$ $
Operating activities
Cash provided from operations
Excess of revenues over
expenses, before allocation
1O VENLUFErS.....ocviiiiicceiine 192,265 310,566
Items not requiring cash
Provision for employee
termination benefits 26,434 30,883
Amortization of capital
assets and deferred
M@ OF FEPAITS....c.cvvrireerieirinns 279,501 295,069
498,200 636,518
Change in working capital
items other than cash and
short-term investments and
dueto venturers.......ocoveveereenene 154,300 (23,645)
Payments of employee
termination benefits..........ccccoue. (6,164) (27,866)
Cash provided by operating activities... 646,336 585,007
Financing activities
Payments to venturers, net of
interest credited (254,861) (744,199)
Investing activities
Additions to capital assets..........c.ceucuu. (48,257) (38,919)
Increase (decrease) in cash.... 343,218 (198,111)
Cash and short-term investments,
beginning of the Year ..............cco.oo....... 251,551 449,662
Cash and short-term investments, end
Of the Year .......coevievicciicces 594,769 251,551
A-359




APPENDI X 2—Continued

THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture) —Continued

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997

1. Authority and activities

The Seaway International Bridge Corporation, Ltd.
(SIBC; the Joint Venture) is an agent of The St. Lawrence
Seaway Authority (SLSA) and its U.S. counterpart, the
Saint Lawrence Seaway Development Corporation
(SLSDC).

SIBC was incorporated under tBanada Corporations
Act in 1962, continued under ti@anada Business
Corporations Act, and is subject to tha. Lawrence
Seaway Authority Act. SLSA owns all the issued shares
which makes SIBC a subsidiary of SLSA for the purposes
of theFinancial Administration Act.

The SLSA'’s share ownership in SIBC accounts for its
50% investment in the Joint Venture. The SLSDC's 50%
investment in the Joint Venture is represented by the
debentures payable. Strategic operating, investing and
financing decisions neaxpproval by the Board of
Directors which is made up of an equal number of
representatives from each of the two venturers.

The purpose of the Joint Venture is to operate and
manage the international crossing between Cornwall,
Ontario, and Rooseveltown, New York based on a
September 1957 joint venture agreement. The crossing
comprises two high level bridges, the North Channel
Bridge and the South Channel Bridge. The operations
include the collections of tolls.

2. Accounting policies

The financial statements have been prepared in
accordance with generally accepted accounting principles
used in Canada. A summary of significant accounting
policies follows:

Excess of revenues over expenses

Excess of revenues over expenses is distributed based
on a formula specified in the joint venture agreement as

described in Note 7 to the financial statements. The excess
of revenues over expenses represents amounts collected on

behalf of the SLSA and the SLSDC, and does not
constitute a profit for the Joint Venture.

Foreign currency translation

Transactions in foreign currency, essentially tolls
collected in U.S. dollars, are converted into Canadian
dollars at the exchange rate in effect on the transaction
date.

A-360

Short-term investments
Short-term investments are recorded at cost.
Capital assets and amortization

Capital assets are recorded at cost. These costs include
moveable and removable assets acquired to operate the
bridge. The cost of the North Channel Bridge is recorded in
the books of the SLSA. The cost of the South Channel
Bridge is recorded in the books of the SLSA (32%) and the
SLSDC (68%).

Costs, borne by the Joint Venture, that are
improvements to the North Channel Bridge which are
required for operational efficiency and to ensure its
reliability are capitalized if they enhance the service
potential of the capital asset. Costs of major repairs and
betterments to the South Channel Bridge are the direct
financial responsibility of the two venturers and, as a result,
are not recorded as capital assets or expenses in the
financial statements.

Amortization of capital assets is based on their estimated
useful life and is calculated on the straight-line method at
the following annual rates:

10% and 20%
Maintenance equipment 10% to 20%
Office and toll equipment 10% to 20%
Buildings 5% to 10%
Bridge equipment 5%
Remedial works 4.8% to 10%

Automotive

Deferred major repairs

Deferred major repairs are recorded at cost and are
amortized using the straight line method over the estimated
10-year useful life.

Employee termination benefits

Most of the employees are entitled to specifieddiits
on termination as provided for under the dtinds of
employment. The liability for these benefits is recorded in
the accounts as the employees becortidlezhto the
benefits. The termination benefits correspond to the higher
of a week’s salary for each year of service up to a
maximum of 28 weeks or 75% of the employee’s
accumulated sick leave days.

The St. Lawrence Seaway Authority




APPENDI X 2—Continued
THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture) —Continued

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Continued

Pension plan

Employees are covered by the Public Service
Superannuation Plan administered by the Government of
Canada. Contributions to the Plan are required from both
the employee and the Joint Venture. These contributions
represent the total pension liability of the Joint Venture and
are recognized in the accounts on a current basis. The Joint
Venture is not required under present legislation to make
contributions with respect to actuarial deficiencies of the
Public Service Superannuation Account.

Deferred revenue

Revenue from the sale of toll tickets is deferred until
their redemption within a two-year period from the month
of sale. Proceeds received relating to toll tickets that are
still unredeemed after that two-year period are recorded as
toll revenue.

3. Cash and short-term investments

In the course of its normal activities, the Joint Venture
invests its temporary excess funds in short-term deposits in
Canadian financial institutions. As at December 31, 1997,
the Corporation had $249,618 invested in short-term
deposits and Canada Treasury Bills (none in 1996). The
rate of return on short-term investments varied between
3.1% and 4.0% during the year (3.3% and 7.0% in 1996).
The Joint Venture also earns interest at prime less 2.5% on
its cash in the bank when the monthly balance exceeds
$100,000. The amount in the financial statements
approximates fair value.

4. Accounts receivableccounts payable and accrued liabilities

These accounts are incurred in the normal course of
business. They are usually receivable or payable within a
month and are non-interest bearing. The carrying amount
of each approximates fair value.

5. Capital assets

1997 1996
Accumulated Accumulated
Cost amortization Net Cost amortization Net
$ $ $ $ $ $
Automotive. 193,631 182,003 11,628 193,631 173,757 19,874
Maintenance equipment... 303,362 197,158 106,204 299,798 173,750 126,048
Office and toll equipment 556,764 450,049 106,715 512,071 400,864 111,207
Buildings........cccc..... 68,815 22,787 46,028 68,815 19,719 49,096
Bridge equipment . 40,007 22,004 18,003 40,007 20,004 20,003
Remedial works 97,834 34,662 63,172 97,834 29,710 68,124
1,260,413 908,663 351,750 1,212,156 817,804 394,352
The St. Lawrence Seaway Authority A-361




APPENDI X 2—Continued
THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture)—Continued

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-Continued

6. Deferred major repairs

Deferred major repairs represent the cost of major
rehabilitation projects completed in 1995 which maintain
the reliability of the North Channel Bridge over future

years.
1997 1996
$ $
COSturvrierererese et 1,886,413 1,886,413
Accumulated amortization....... 748,114 559,472
Net book value.........cceerererenens 1,138,299 1,326,941

7. Due to venturers

As per the joint venture agreement, the annual excess of
revenues over expenses over the years was first distributed
to the SLSA as a bridge user charge to reimburse it for the
construction cost of the North Channel Bridge together
with interest. At the end of 1993, the bridge user charge
distributed to SLSA totalled $11,109,347 representing the
full reimbursement of the said construction cost and related
interest. Accordingly, since then the annual excess of
revenues over expenses is divided equally between the
SLSA and the SLSDC.

The amounts due to the SLSA and the SLSDC are
calculated as follows:

SLSA SLSDC Total
1997 1996 1997 1996 1997 1996
$ $ $ $ $ $
Balance due at beginning of year 1,366,867 1,592,582 233,148 441,066 1,600,015 2,033,648
Interest credited.........cocovvrrrrninnns 50,784 75,173 9,432 21,419 60,216 96,592
Allocation of excess of revenues over expenses 96,132 155,283 96,133 155,283 192,265 310,566

1,513,783 1,823,038 338,713 617,768 1,852,496 2,440,806

Payments made during the year
—Remittance of a portion of prior years’ excess of revenues

over expenses 200,000 200,000 200,000 200,000
—Interest 50,784 75,173 50,784 75,173
—Work done on behalf of SLSA and SLSDC to the South

Channel Bridge™.........coiuriieiiesieeee e 20,574 180,998 43,719 384,620 64,293 565,618

271,358 456,171 43,719 384,620 315,077 840,791
Balance due at end of year 1,242,425 1,366,867 294,994 233,148 1,537,808015
Long-term portion 906,477 1,161,917 294,994 233,148  711,20134395,065
CUITENT POTION....eeiiitie ettt 335,948 204,950 335,948 204,950

*Major repairs and/or betterments incurred to assure the reliability of
the South Channel Bridge are to be borne by SLSA and the SLSDC in
the ratio of 32% and 68% respectively.

A-362 The St. Lawrence Seaway Authority




APPENDI X 2—Concluded
THE SEAWAY INTERNATIONAL BRIDGE CORPORATION, LTD. (ajoint venture)—Concluded

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1997-CGoncluded

The long-term portion of the amount due to each
venturer is to represent their respective share of the
financing of deferred major repairs and remedial works,
which total $1,201,471 at year end. The total amount due to
SLSDC is currently lower than its required share and, as a
result, SLSA carries the difference. Tlbagd-term portion
of the amount due to SLSDC is expected to increase by its
share in the excess of revenues over expenses in future
years, until it matches its share of the unamortized balance
of deferred major repairs.

The amounts due to the SLSA and the SLSDICbe&
paid as funds become available. Interest is credited on the
balance outstanding at the average one year Treasury Bill
rate for the long-term portion and at the average three
months Treasury Bill rate for the current portion.

8. Debentures payable

These debentures, due on December 31, 2012, are
non-interest bearing and are payable to the SLSDC.

9. Bridge use

With the approval of the Canadian Transportation
Agency, the Joint Venture continues the practice of
providing free usage of the bridge system to certain North
American Indians. This represents a substantial portion of
the Bridge traffic.

10. Related party transactions

Included in expenses are administrative support and
certain engineering services provided by the SLSA.
Administrative support services amounted to $66,634 for
1997 ($66,955 for 1996). The charge for engineering
services amounted to $32,159 for 1997 ($42,812 for 1996).
The Joint Venture also enters into various other
transactions with the Government of Canada, its agencies
and other Crown corporations, in the normal course of
business.

The St. Lawrence Seaway Authority
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STANDARDS COUNCIL OF CANADA

REPORT OF MANAGEMENT'S RESPONSIBILITY

THE HONOURABLE JOHN MANLEY, P.C., M.P.
MINISTER OF INDUSTRY

The accompanying financial statements and all information
in the annual report are the responsibility of the Council and its
officers. The financial statements were prepared by
management in conformity with generally acceptesasting
principles appropriate to Council’s operations. The non-
financial information provided in the annual report has been
selected on the basis of its relevance to Council’s objectives.

Council maintains a system of financial and management
controls and procedures designed to provide reasonable
assurance that the transactions undertaken by the Council are
appropriately authorized, that assets are safeguarded and that
financial records are properly maintained to provide reliable
financial statements. These controls and procedures are also
designed to provide reasonable assurance that transactions are
in accordance with the Council’s objectives and within its
mandate as stated in tB@ndards Council of Canada Act.

The Auditor General annually provides an independent,
objective review of the financial records to determine if the
financial statements report fairly the operating results and
financial position of the Council in accordance with generally
accepted accounting principles.

Council, though its Audit Comiittee, is responsible for
reviewing management’s financial and reporting practices in
order to satisfy itself that these responsibilities are properly
discharged by management. The Audit Cattae, comprised
solely of Council members, meets with management and the
Auditor General to review the annual financial statements and
reports on them to the Council.

Linda Lusby
Chair

A-364

AUDITOR’S REPORT
TO THE MINISTER OF INDUSTRY

| have audited the balance sheet of the Standards Council of
Canada as at March 31, 1998 and the statements of operations
and equity of Canada and changes in financial position for the
year then ended. These financial statements are the
responsibility of the Council’'s management. My responsibility
is to express an opinion on these financial statements based on
my audit.

| conducted my audit in accordance with generatdigepted
auditing standards. Those standards require that | plan and
perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit
also includes assessing #necounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In my opinion, these financial statements present fairly, in
all material respects, the financial position of the Council as at
March 31, 1998 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting principles. As
required by thé=inancial Administration Act, | report that, in
my opinion, these principles have been applied on a basis
consistent with that of the preceding year.

Further, in my opinion, the transactions of the Council that
have come to my notice during my audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and
regulations, th&andards Council of Canada Act and the by-
laws of the Council.

Richard Flageole, F.C.A
Assistant Auditor General
for the Auditor General of Canada

Ottawa, Canada
May 15, 1998

Standards Council of Canada




BALANCE SHEET ASAT MARCH 31

ASSETS 1998 1997 LIABILITIES 1998 1997
$ $ $ $
Current Current
CaSh .. 759,653 748,718 Accounts payable and accrued
Accounts receivable liabilities. 1,027,746 1,221,639
Federal government departments and Contributions...... 63,006 144,946
agencies.... 597,514 894,056 Deferred revenue... 28,132
Other 1,308,359 998,455 Deferred revenue related to capital
assets (NOte 4) ... 549,420 357,660
156,000 322,000 1,640,172 1,752,377
Inventory of foreign standards. 54,500 161,313
Prepaid expenses 273,388 347,345 Long-term
3,149,414 3,471,887 Accrued employee severance benefits...... 75,335 110,467
Capital assets (NOte 3).....c.eerererererereererereninans 952,384 767,049 1,715,507 1,862,844
EQUITY OF CANADA
Equity of Canada.........ccceueuriininicinicininns 2,386,291 2,376,092
4,101,798 4,238,936 4,101,798 4,238,936
The accompanying notes are an integral part of these financial statements
Approved by the Council:
LINDA LUSBY
The Chair
MICHAEL B. MCSWEENEY
Executive Director
Standards Council of Canada A-365




STATEMENT OF OPERATIONS STATEMENT OF CHANGES

AND EQUITY OF CANADA IN FINANCIAL POSITION
FOR THE YEAR ENDED MARCH 31 FOR THE YEAR ENDED MARCH 31
1998 1997 1998 1997
$ $ $ $

Revenue Operating activities

Sales of standards..........cccoceveiiiviineeenns 1,808,928 2,041,068 NEL INCOME oo 10,199 196,495

Accreditation fees.........ccoerveircunne. 2,135,937 1,682,728 Item not requiring an outlay of cash

Standards Initiatives Program Amortization of capital assets......... 266,629 179,796

funding 866,391 984,805

WTO/NAFTA Enquiry Point 274,692 261,163 276,828 376,291
102,401 151,648 Payment of accrued employee
severance benefits........ccovveeenenene (35,132) (38,638)
5,188,349 5,121,412 Changes in current liabilities and
Expenses current assets other than cash.......... 221,203 288,103

Frofessonel ant spocl arvics. 1216015 1007349 Cashappled o operaing actiiti.... 462899 62575

Travel 1,172,502 1,071,447 Investing activities

Memberships in international Additions to capital assets.................... (451,964) (557,405)
_organizations 1039118 1,209,778 Increase in cash during the year... 10,935 68,351

Direct cost of standards sold . 863,448 926,507 Cash at beginning of the year .. 748,718 680,367

Office accommodation... 753,323 754,586

Publications and printing... 408,392 432,623 Cash at end of the year ...... - 759,653 748,718

Telecommunications and postage. 274,054 291,431 The accompanying notes are an integral part of these financial statements

Amortization of capital assets............. 266,629 179,796

Office supplies.... 109,773 130,809

Public relations 80,199 89,593

Meetings 68,777 38,233

Rental of office equipment 62,088 69,421

148,382 153,037
10,289,150 10,108,917

Net result of operations before
government funding
Parliamentary appropriation

5,100,801 4,987,505
5,111,000 5,184,000

NEL INCOME.....ocveeeeeeeteeeeteeeeeee e 10,199 196,495
Equity of Canada at the beginning of

thE YEAM .. 2,376,092 2,179,597
Equity of Canada at the end of the year... 2,386,291 2,376,092

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
MARCH 31, 1998

1. Authority, objects, and programs 2. Significant accounting policies

The Standards Council of Canada was created by
Parliament as a corporation under the Standards Council of
Canada Act in 1970 (revised, 1996) to be the national
coordinating body for voluntary standardization. The
Council isa Crown corporation named in Part | of
Schedule 111 to the Financial Administration Act.

The mandate of the Council isto promote voluntary
standardization in Canada, where standardization is not
expressly provided for by law, in order to advance the
national economy, support sustai nable devel opment,
benefit the health, safety and welfare of workers and the
public, assist and protect consumers, facilitate domestic
and international trade and further international
cooperation in relation to standardization.

In carrying out its mandate, the SCC performs the
following activities:

 accrediting organizations engaged in standards
development and conformity assessment;

* representing Canada’s interests regionally and
internationally through membership in the International
Organization for Standardization (1SO), the International
Electrotechnical Commission (IEC), the Pacific Area
Standards Congress, the Pan American Standards
Commission, the International Laboratory Accreditation
Cooperation, the Pacific Accreditation Cooperation, the
Inter-American Accreditation Cooperation and the
International Accreditation Forum;

* overseeing and coordinating Canada’s participation in
international standardization work;

* approving National Standards of Canada;

» providing advice and assistance to the Government of
Canada in the negotiation of standards-related aspects of
international trade and mutual recognition agreements;

» working with international and foreign standards bodies to
develop standardization agreements that facilitate trade;

« fostering and promoting an understanding of the benefits
and usage of standards and conformity assessment;

« collecting and distributing information on standards
activities; and

» operating Canada’s North American Free Trade
Agreement and World Trade Organization enquiry points
on behalf of the federal government.

Standards Council of Canada

(a) Inventory

Inventory of foreign standards is valued at the lower of
cost and net realizable value.

(b) Prepaid expenses

Annual membership fees paid to ISO and IEC for
periods extending beyond the fiscal year are recorded
as prepaid expenses.

(c) Capital assets

Capital assets are recorded at cost and amortized on a
straight-line basis over the estimated useful life of the
assets as follows:

Furniture 5 years
Equipment 4 years
Leasehold improvements term of the lease

(d) Revenue and deferred revenue

Revenue is recorded on an accrual basis in the year in
which it is earned. Amounts invoiced for accreditation
services which have not been rendered are deferred
and the revenue recorded as the services are provided.

(e) Employee severance benefits

Up to March 31, 1994, employees earned specified
benefits payable on termination as provided for under
their conditions of employment. Benefits due to
employees as of that date will be paid out over a five
year period ending March 31, 1999, or upon an
employee’s termination if prior to March 31, 1999.
The fair value of outstanding benefits approximates
their carrying value.

(f) Recoverable expenses

Recoveries of expenses in respect of an agreement for
the operation of the World Trade Organization/North
American Free Trade Agreement (WTO/NAFTA)
Enquiry Point are recognized as revenue at the time
the expenses are incurred.

(9) Parliamentary appropriation

Operating expenditures and the acquisition of capital
assets are financed by a parliamentary appropriation
which is recorded in the Statement of Operations and
Equity of Canada in the year for which it is approved.
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NOTES TO FINANCIAL STATEMENTS

MARCH 31, 1998—Concluded

(h) Pension plan

Employees participate in the Public Service
Superannuation Plan administered by the Government
of Canada. The Council's contributions to the plan are
limited to matching the employee's contributions for
current service. These contributions are expensed
during the year in which services are rendered and
represent the total pension obligations of the Council.

3. Capital assets

Lease commitment

The Council is leasing office space for a ten year term
which expires in May 2002. The future minimum annual
rental under this agreement, exclusive of operating and
realty tax expense, is $416,008.

Related party transactions

In addition to those related party transactions disclosed
elsewhere in these financial statements, the Council is
related in terms of common ownership to all Government

1998 1997 of Canada created departments, agencies, and Crown
Accumulated  Netbook  Net book corporations. The Council enters into transactions with
Cost amortization value value these entities in the normal course of business.
. $ $ $ $ Comparative figures
Furniture........... 265,683 249,974 15,709 28,496
Equipment........ 1891461 1,038,019 853442 635344 Certain of the 1997 comparative figures have been
Lﬁ?{'}ge reclassified to conform to the current year's presentation .
MentS........... 157,433 74,200 83233 103,209
2314577 1,362,193 952,384 767,049

4. Deferred revenue related to capital assets

In 1997 and 1998, the Council was awarded various
contracts under the Industry Canada Standards Initiatives
Program. Some of the contracts required the acquisition of
capital assets for the delivery of services over an estimated
period of four years. Amounts received pursuant to these
contracts have been recorded as deferred revenue and are
being amortized to income on the same basis as the related
capital assets. The changes in the deferred revenue related
to capital assets balance for the period are as follows:

1998 1997
$ $
Beginning balance 357,660
Add acquired assets 298,511 382,772
Less amounts amortized to revenue..... 106,751 25,112
Ending balance..........cccoovevcnicininnns 549,420 357,660

5. Financial instruments

Accounts receivable and accounts payable are incurred
in the normal course of business. All are due on demand
and non-interest bearing. The carrying amounts of each
approximate fair values because of their short maturity.
There are no concentrations of accounts receivable with
any one customer and, accordingly, no significant credit
risk exists.
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VANCOUVER PORT CORPORATION

AUDITORS REPORT

TO THE HONOURABLE DAVID COLLENETTE, P.C., M.P.
MINISTER OF TRANSPORT

We have audited the consolidated balance sheet of the
Vancouver Port Corporation as at December 31, 1997 and the
consolidated statements of operations and retained earnings
and changesin financia position for the year then ended.
These consolidated financial statements are the responsibility
of the Company’s management. Our responsibility isto express
an opinion on these financia statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financia statements are free of material
misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosuresin the
financia statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of
the Company as at December 31, 1997 and the results of its
operations and the changes in its financial position for the year
then ended in accordance with generally accepted accounting

principles. Asrequired by the Financial Administration Act,
we report that, in our opinion, these principles have been
applied on abasis consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation

that have come to our notice during our audit of the

consolidated financial statements have, in al significant
respects, been in accordance with Part X of the Financial
Administration Act and regulations, and the charter and

by-laws of the Corporation.

Vancouver, Canada
February 6, 1998

CONSOLIDATED BALANCE SHEET AS AT DECEMBER 31, 1997

(in thousands of dollars)

KPMG

Chartered Accountants

LIABILITIESAND EQUITY OF

ASSETS 1997 1996 CANADA 1997 1996
Current assets Current liabilities
3,390 2,411 Accounts payable and accruals.... 29,429 32,062
38,798 80,777 Grantsin lieu of municipal taxes 3,798 2,024
11,718 10,774 Deferred revenue 4,772 5,984
53,906 93,962 37,999 40,070
Long-term receivables (Note 3) 1,609 11,637 Accrued employee benefits 1,530 1,636
Debt retirement fund (Note 4)...... . 45,500 Long-term obligations (Note 6) 127,498 131,638
Property and equipment (Note 5) 430,106 427,733 167,027 173,344
Deferred costs, net of amortization 2,000 1,040
EQUITY OF CANADA
Contributed capital 150,259 150,259
Retained earnings....... 215,835 210,769
366,094 361,028
Commitments (Note 9)
Contingencies (Note 10)
533,121 534,372 533,121 534,372
See accompanying notes to consolidated financial statements.
On behalf of the Board:
CAROLE TAYLOR
Chair
JAMES W. Y. LEE
Director
Vancouver Port Corporation A-369




CONSOLIDATED STATEMENT OF OPERATIONS
AND RETAINED EARNINGS

YEAR ENDED DECEMBER 31, 1997

(in thousands of dollars)

1997 1996
Operating reVENUE............cereeeeeeeeererieeeas 71,454 64,800
Expenses
Operating and administrative expenses... 28,281 28,384
Costs of disbanding Ports Canada
police services (Note 7)..... 6,429
Grantsin lieu of municipal tax 4,641 5,119
Depreciation 17,187 10,776
56,538 44,279
Income from operations...........ccccoccuccucnnns 14,916 20,521
Gain on disposal of fixed assets... 5,382
Investment income 3,004 4,234
INEreSt EXPENSE ....c.cvvvevenerereeieierereeieeerees (9,980) (6,617)
(1,594) (2,383)
Recoveries of prior years’ grants in lieu of
municipal taxes (Note 10) .................... 1,428 7,514
Write-down of property and
equipment (NOte 5)........cccccevveiriiiinnnnnn. (9,684) (26,160)
Net income (loss) for the year.................... 5,066 (508)
Retained earnings, beginning of year ......... 210,769 214,540
215,835 214,032
Dividend payment to Canada.............c...... (3,263)
Retained earnings, end of year ................... 215,835 210,769

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENT OF
CHANGES IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31, 1997
(in thousands of dollars)

1997 1996
Cash provided by (used for)
Operations
Net income (loss) for the year............... 5,066 (508)
Items not involving cash
Depreciation and amortization.......... 17,187 10,776
Gain on disposal of fixed assets .. (5,382)
Write-down of fixed assets 9,684 26,160
Other ..o (26) 1,052
Changes in non-cash operating
working capital ...........ccoceviiiiiennnnnn. (3,015) 1,078
23,514 38,558
Financing
Long-term obligations, net... (4,140) 87,314
Dividend payment to Canada. (3,263)
Long-term receivables 10,028 365
5,888 84,416

Investments
Additions to property and
equipment, net
Debt retirement fund..
Deferred costs

(23,835)  (97,395)
(45,500)
(1,067)

(70,402)  (97,395)

Increase (decrease) in cash and short-

terminvestments.........ccccceeevveeeeeeeeeees (41,000) 25,579
Cash and short-term investments,

beginning of year .........cccccooveiinieenns 83,188 57,609
Cash and short-term investments,

end of year .......ccccveviiiiiiiiiiiiec 42,188 83,188

See accompanying notes to consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS YEAR ENDED DECEMBER 31, 1997
(tabular amounts in thousands of dollars)

Local port corporation

The Vancouver Port Corporation was established on
July 1, 1983 as alocal port corporation pursuant to the
Canada Ports Corporation Act. The Corporation is exempt
from income taxes.

The Corporation’s mission is to facilitate and expand
the movement of cargo and passengers through the Port of
Vancouver, to provide facilities, services and technologies
that are competitive, safe, commercially viable,
dependable and customer oriented, and to operate with
broad public support in the best interests of Canadians.

The national marine transportation system has been
reviewed by the Government of Canada. As a result of this
review, it is proposed that, in 1999, Banada Marine
Act will supersede th€anada Ports Corporation Act. At
this time, the financial impact of this change on the
Corporation is not known.

Significant accounting policies

The preparation of consolidated financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of
revenues and expenses during the year. Actual results
could differ from those estimates. A summary of the
significant accounting policies of the Corporation is as
follows:

(a) Consolidation

The consolidated financial statements include the
accounts of the Corporation and its wholly-owned
subsidiary, Canada Place Corporation. All significant
intercompany accounts and transactions have been
eliminated.

(b) Property and equipment

Property and equipment are recorded at cost.
Depreciation is calculated on the straight-line basis,
commencing with the month the asset becomes
operational, at rates based on the estimated useful life
of the assets as follows:

Asset Rate
Dredging 15 to 40 years
Berthing structures, buildings, road

surfaces 10 to 40 years
Utilities 10 to 33 years

Machinery and equipment
Office furniture and equipment

1to 20 years
3to 5 years

(c) Deferred costs

Deferred costs are amortized over periods from 20 to
40 years.

Vancouver Port Corporation

(d) Pension costs

All permanent employees of the Corporation are
covered by either the Public Service Superannuation
Plan administered by the Government of Canada, or a
private group retirement plan. Contributions to these
plans are required from the employees and the
Corporation. Although both plans are defined benefit
plans, the contributions represent the total pension
liability of the Corporation and are recognized in the
accounts on a current basis. The Corporation is not
required under present legislation to make
contributions with respect to actuarial deficiencies of
the Public Service Superannuation Account or for
indexation payments under tBapplementary
Retirement Benefits Act.

(e) Grants in lieu of municipal taxes

Grants in lieu of municipal taxes are estimated by the
Corporation in accordance with thunicipal Grants

Act. Accruals are re-evaluated each year and changes,
if any, are made in the current period’s financial
statements based on the best available information,
including the results of audits by the Municipal Grants
Division of Public Works Canada.

() Employee benefits

The Corporation accrues estimated liabilities for
severance pay and annual leave. These benefits are
provided under collective agreements and corporate

policy.
Investments

Short-term investments, which are classified as current
assets, are in Government of Canada treasury bills. At
December 31, 1997 and 1996, the market value of these
treasury bills approximated their carrying value.

Long-term receivables
1997 1996

$ $

Long-term agreements for sale,

bearing interest at 8.525% per

annum, receivable in blended

annual installments totalling

approximately $1.3 million,

maturing between 1998

and 2012, repayable at any time .... 11,280
Less current portion (included in

accounts receivable) ..................... (357)

10,923

Amounts due from municipalities,

net of current portion..................... 627
Long-term rental receivables, net

of current portion..........c..cceevenen, 867
Notes receivable from tenants ............ 742
Other.......cooviiiiii 87

1,609 11,637
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1997-Continued

4. Debt retirement fund 6. Long-term obligations
The debt retirement fund comprises Government of 1997 1996
Canada treasury bills of $35,498,000 and Government of $ $
Canada bonds of $10,002,000 with yields ranging from Unsecured loan from Canada,
4.45% to 5.56% and maturing between March 1, 1999 and bearing interest at 7.5%
May 1, 2000. The Board of Directors has approved a repayable in blended annual

installments maturing

resolution to allocate, effective December 31, 1997, Decermber 31, 2000 oo 1,710
$45,500,000 of investments solely for the purpose of Unsecured loan from Export
retiring debt owing to the Export Development Development Corporation,
Corporation at the time the obligations are due in 2005 and bearing interest at 8.525%,
2006 (see Note 6). This debt retirement furiiti grow repayable in quarterly
: ' ) v installments, amortized over 15
with accumulated earnings. years, maturing May 31, 2005...... 40,765 42,614
. Unsecured loan from Export
5. Property and equipment Development Corporation,

bearing interest at 8.345%,

1997 1996 repayable in quarterly
Accu- installments, amortized over 15
mulated Net Net years, maturing May 31, 2006....... 40,073 41,671
depre- book book Unsecured loan from Export
Cost ciation value value Development Corporation,
bearing interest at 6.538%,
$ $ $ $ repayable in quarterly
Land.....ccocovnininiens 94,258 94,258 91,207 installments, amortized over 15
Dredging......ccccoeenee 2,687 388 2,299 271 years, maturing November 28,
Berthing structures... 136,613 36,967 99,646 51,975 2006 ....cevveieirieineeiernee e 49,472 51,600
Buildings.........cc.c..... 124,311 39,525 84,786 81,457 Owing to municipalities and being
Utilities......ccovevenne 45,057 13,210 31,847 10,226 repaid monthly, ona
Roads and surfaces... 86,461 33,095 53,366 10,562 non-interest bearing basis, until
Machinery and 2003 ... 4,271
Off?gslfﬂmm}‘é ........ 64,131 22,565 41,566 15,273 134,581 137,595
: Less current portion (included in
Pr Omgtﬁg;nent """ 11,683 9,459 2,224 3,644 accounts payabl...........ccocceeene. (7,083) (5,957)
construction......... 20,114 20,114 163,118 127,498 131,638

585,315 155209 430,106 427,733

Principal repayment requirements over the next five

) years are as follows:
During the years ended December 31, 1997 and 1996,

revaluations of a capital asset of the Corporation’s wholly- $
owned subsidiary, Canada Place Corporation, were
undertaken. As a result, the carrying amount of a building
was written-down by $8,505,000 in 1997 and $26,160,000
in 1996 to its net recoverable amount, based on projected
undiscounted future net cash flows. Initidd in 1997,

the Corporation wrote-off a capital asset costing
$1,179,000 which was determined to be of no future
benefit.

7. Costs of dishanding Ports Canada police services

In 1996, Canada Port Corporation decided to disband
Ports Canada Police. As aresult, the Vancouver
detachment of Ports Canada Police was disbanded July 24,
1997. Vancouver Port Corporation incurred atotal cost of
$6,429,000 which included the cost of the agreements with
the municipalities and severance payments to staff of the
Vancouver detachment of Ports Canada Police.
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YEAR ENDED DECEMBER 31, 1997-Goncluded

8. Related party transactions

9.

In addition to the related party transactions described
elsewhere in these consolidated financial statements, the
Corporation paid $837,557 (1996—$%$1,221,544) to Canada
Ports Corporation for its share of that corporation’s
operating expenses.

Commitments

Contractual obligations for the construction, purchase
and lease of property and equipment as at December 31,
1997 are estimated at $21.8 million (1996—$46.2 million).

It is the policy of all port corporations that each port
corporation pay a dividend to Canada not later than
March 31 based on a corporation’s prior year’'s income.
Dividends are recorded by the Corporation as a liability
when declared.

10. Contingencies

(a) At December 31, 1997, the Corporation had claims
from certain Lower Mainland municipalities for grants
in lieu of taxes of approximately $11.0 million (1996—
$10.1 million) greater than the aomt accrued in the
financial statements. Management is confident that the
claims by municipalities not aaged in the financial
statements will not result in additional cost to the
Corporation.

During 1997, the Municipal Grants Division of Public
Works Canada completed audits at certain
municipalities. As a result of the 1997 audits, it is now
evident that the Corporation expensed, in prior years, a
total of $5.5 million for grants in lieu of taxes more

than was required. The benefit of this amount has been
recorded in the statement of operations except that the
potential benefit of $4.0 iffion (1996—%$5.2 million)

for over payments of grants in lieu of taxes in prior
years has not been recorded due to uncertainty.

(b) There are claims against the Corporation which have
not beeraccued in these financial statements. In
management’s opinion, the likelihood of these claims
succeeding is not determinable. The effect, if any, of
the ultimate resolution of these matters will be
accounted for in thaccounts in the year a lidity is
estimable

Vancouver Port Corporation

11. Financial instruments

12.

The carrying value of current assets, long-term treasury
bills and current liabilities approximates their fair value
due to the relatively short period to maturity of these
financial instruments. At December 31, 1997, the fair
value of other financial assets and financial liabilities in
the consolidated balance sheet is as follows:

1997 1996
Carrying Fair Carrying Fair
amount value amount value
$ $ $ $
Long-term
receivables... 1,609 1,609 11,010 11,010
Long-term
bonds........... 10,002 9,915
Long-term
obligations... 134,581 145,277 137,595 145,214

The fair values of the Corporation’s long-term
receivables and long-term loans are determined using cash
flows discounted at a rate equal to the pitengamarket
rate of interest for financial instruments having
substantially the same terms and characteristics.

Comparative figures

Certain of the 1996 comparative figures have been
restated to conform with the presentation adopted in the
current year.
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VIA RAIL CANADA INC.

MANAGEMENT REPORT

Management of the Corporation is responsible for the
preparation and integrity of the financial statements contained
in the annual report. These statements have been prepared in
accordance with generally accepted accounting principles and
necessarily include some amounts that are based on
management’s best estimates and judgement. Financial
information used elsewhere in the annual report is consistent
with that in the financial statements. Management considers
that the statements present fairly the financial position of the
Corporation, the results of its operations and the changesin its
financial position.

To fulfill its responsibility, the Corporation maintains
systems of internal accounting controls, policies and
procedures to ensure the reliability of financial information and
the safeguarding of assets. Theinternal control systems are
subject to periodic reviews by Samson Bélair Deloitte &
Touche, general partnership as internal auditors. The external
auditors, the Auditor General of Canada and Raymond Chabot
Grant Thornton, general partnership have audited the
Corporation’s financial statements and their report indicates
the scope of their audit and their opinion on the financial
statements.

The Audit Committee of the Board of Directors, consisting
solely of outside Directors, meets periodically with the internal
and external auditors and with management, to review the
scope of their audits and to assess reports on audit work
performed. The financial statements have been reviewed and
approved by the Board of Directors on the recommendation of
the Audit Committee.

T. W. lvany
President and Chief Executive Officer

J. R. Paquette
Vice-President, Planning and Finance,
and Treasurer
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AUDITORS' REPORT
TO THE MINISTER OF TRANSPORT

We have audited the balance sheet of VIA Rail Canada Inc.
as at December 31, 1997 and the statements of operations,
reconciliation to operating funding from the Government of
Canada, contributed surplus, deficit and changes in financial
position for the year then ended. These financial statements are
the responsibility of the Corporation's management. Our
responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these financial statements present fairly, in
all material respects, the financial position of the Corporation
as at December 31, 1997 and the results of its operations and
the changes in its financial ptien for the year then ended in
accordance with generally accepted accounting principles. As
required by théinancial Administration Act, we report that, in
our opinion, these principles have begplied on a basis
consistent with that of the preceding year.

Further, in our opinion, the transactions of the Corporation
that have come to our notice during our audit of the financial
statements have, in all significant respects, been in accordance
with Part X of theFinancial Administration Act and the
regulations, th€anada Business Corporations Act and the
articles and the by-laws of the Corporation.

Raymond Chabot Grant Thornton
General partnership
Chartered Accountants

Montreal, Canada

L. Denis Desautels, FCA
Auditor General of Canada

Ottawa, Canada
February 12, 1998

VIA Rail Canada Inc.




BALANCE SHEET ASAT DECEMBER 31

(in thousands of dollars)

ASSETS

Current assets
Cash and term deposits..
Accounts receivable
Receivable from the Government

Long-term assets
Properties (Note 3)
Asset renewal fund (Note 4)..
Deferred charges....

1997 1996
21,477 16,864
7,303 8,064
57,265 56,027
16,884 17,145
102,929 98,100
544,484 579,359
37,513 35,058
3,173
585,170 614,417
688,099 712,517

LIABILITIES

Current liabilities
Accounts payable and accrued liabilities....
Deferred revenue..........coceeevrecneneeenn.

Long-term liabilities
Network restructuring and

SHAREHOLDER'S EQUITY

Share capital (Note 6)
Contributed surplus..
Deficit

1997 1996
84,108 79,811
4,768 4,975
88,876 84,786
29,088 28,160
7,174 8,543
36,262 36,703
9,300 9,300
504,470 626,906
(40,809) (45,178)
562,961 591,028
688,009 712,517

See accompanying notes to financial statements.

Signed on behalf of the Board:
HUGH K. SMITH, Q.C.

Director and Chairman of the Audit Committee

MARC LEFRANCOIS
Director and Chairman of the Board

VIA Rail Canada Inc.
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STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31
(in thousands of dollars)

1997 1996
Revenue
178,917 167,911
11,642 16,623
190,559 184,534
Expenses
CUStOMEr SEIVICES .....coceruvererrrrererereenes 231,277 227,494
Equipment maintenance.... 82,055 92,847
Marketing and sales ... 27,531 26,933
Support services......... 30,670 31,565
General and administrative.... 12,079 9,920
Reorganization charges (Note 5)............ 6,302 2,508
Income and capital taxes........c.coceeerens 3,356 1,537
393,270 392,804
202,711 208,270
Operating funding from the
Government of Canada...........cccoeue.... 212,295 224,520
Results before items not requiring (not
providing) operating funding from
the Government of Canada... 9,584 16,250
Amortization 42,046 42,566
Write-down of properties (Note 3) ............ 6,358 33,766
Reorganization charges to be funded in
subsequent years (Note 5).........c.ccceenne 9,248 10,015
Deferred pension costs net of
experience gains.... (3,558)
Net results (44,510) (70,097)

See accompanying notes to financial statements.

STATEMENT OF RECONCILIATION TO OPERATING
FUNDING FROM THE GOVERNMENT OF CANADA

YEAR ENDED DECEMBER 31
(in thousands of dollars)

STATEMENT OF CONTRIBUTED SURPLUS
YEAR ENDED DECEMBER 31
(in thousands of dollars)

1997 1996
Balance, beginning of year..................... 626,906 683,064
Capital funding from the Government
Of CaNAA.....c.cvveeeeeriricrereeeieenereieienns 16,443 20,672
Transfer to deficit
Non-cash transactions on properties
(1995: $39,123) ......cvverrierriicrinns (48,879) (76,830)
Balance, end of year..........ccccccoveevnnienens 594,470 626,906
See accompanying notes to financial statements.
STATEMENT OF DEFICIT
YEAR ENDED DECEMBER 31
(in thousands of dollars)
1997 1996
Balance, beginning of year. 45,178 51,911
Net results 44,510 70,097
Transfer from contributed surplus
Non-cash transactions on properties
(1995: $39,123) ......couriiviriiririinirine (48,879) (76,830)
Balance, end of year.........c.ccccoevviciniinenens 40,809 45,178

1997 1996
Net results........coovevcnicciciieiee, (44,510) (70,097)
Items not requiring (not providing)
operating funds
Amortization and gains and losses on
PrOPErties .......covveuereeieererieereeeenes 42,521 43,064
Writedown of properties..................... 6,358 33,766
Reorganization charges to be funded
in subsequent years .... 9,248 10,015
Network restructuring and
reorganization charges recovery ... (10,018) (16,737)
Deferred pension costs net of
experience gains............coccceeuennes (3,558)
44,551 70,108
Operating funding surplus for the year ... 41 11

See accompanying notes to financial statements

A-376

See accompanying notes to financial statements

VIA Rail Canada Inc.




STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31
(in thousands of dollars)

1997 1996
Cash provided by (used in) operating
activities
NEL FESUIS ... (44,510) (70,097)
Non-cash charges (credits)
to operations
Amortization of properties.................. 42,084 43,790
L osses (gains) on write-off,
retirement
and disposal of properties.............. 437 (726)
Amortization of investment tax
(475) (498)
Write-down of properties 6,358 33,766
Gain on sale of investment.................. (6,856)
Changes in non-cash working capital.. 10,205 (6,219)
Deferred charges..........cccoveeennnieiens (3,173)
Network restructuring and
reorganization charges.................. 928 5,420
Other long-term liabilities................... (894) (847)
10,960 (2,267)
Cash provided by (used in) financing
activities
Capital funding fromthe
Government of Canada................. 16,443 20,672
Receivable from the
Government of Canada................. (5,943) 20,828
10,500 41,500
Cash provided by (used in) investment
activities
Asset renewal fund.........occceevernicenne (2,455) (11,986)
Acquisition of properties.. (16,443) (20,672)
Advances on contracts...... 1,208 3,581
Proceeds from sale of investment ....... 8,857
Proceeds from sale of properties......... 1,232 1,886
Accounts payable and accrued
liabilities related to properties....... (389) (13,291)
(16,847) (31,625)
Cash and term deposits
Increase during the year..................... 4,613 7,608
Balance, beginning of year .. 16,864 9,256
Balance, end of year ..........ccooevennnne 21,477 16,864
Represented by
Cash ..o 1,324 259
Term deposits, 4.3 %, maturing in
January, 1998 (1996: 3.1%) .......... 20,153 16,605
21,477 16,864

See accompanying notes to financial statements.

VIA Rail Canada Inc.

NOTESTO FINANCIAL STATEMENTS
ASAT DECEMBER 31, 1997

1. Authority and objectives

VIA Rail Canada Inc. isa Crown corporation named in
Part | of Schedule 11 to the Financial Administration Act.
It was incorporated in 1977, under the Canada Business
Corporations Act. The Corporation’s vision isto be the best
passenger transportation company in Canada with a
mission to provide high-quality, low-cost passenger
service. The Corporation uses the roadway infrastructure of
other railway companies and relies on them to control train
operations.

The Corporation is not an agent of Her Majesty and is
subject to the Income Tax Act (Canada) and those of certain
provinces.

Accounting policies

These financial statements have been prepared by
management in accordance with generally accepted
accounting principles and necessarily include some
amounts that are based on management’s best estimates and
judgement, actual results could differ from the estimates.
The significant accounting policies followed by the
Corporation are summarized as follows:

(a) Funding from the Government of Canada

Operating funding, which pertains to services, activities
and other undertakings of the Corporation for the
management and operation of railway passenger
servicesin Canada, isrecorded in the statement of
operations. The amounts are determined on the basis of
operating costs less commercial revenues excluding
non-cash transactions relating to properties, certain
network restructuring and reorgani zation charges, and
are based on the operating budget approved by the
Government of Canada for each year. Operating results
are reconciled to operating funding in the statement of
reconciliation to operating funding from the
Government of Canada.

Funding to cover the costs of the network restructuring
and reorganization chargesis recorded as arecovery in
the statement of operationsin the year in which final
settlements with or disbursements are made to
employees or suppliers.

Funding for capital expendituresis recorded as
contributed surplus on an accrual basis.

(b) Materials
Materials are valued at weighted average cost.
(c) Properties

Properties acquired from Canadian National Railway
and Canadian Pecific Limited at the start of operations
in 1978 were recorded at the net transfer values while
subsequent additions, including those acquired under
capital leases, are recorded at cost.
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AS AT

(d)

(e)

(f)

(@)
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DECEMBER 31, 1997-Continued

The costs of refurbishing and rebuilding rolling stock
and costs associated with other property upgrading are
capitalized if they are incurred to improve the service
value or extend the useful lives of the properties
concerned; otherwise, costs are expensed as incurred.

Retired assets are written down to their net realizable
value.

Amortization of properties

Amortization of properties is calculated on a
straight-line basis at rates sufficient to write off the cost
of properties, less their residual value, over their
estimated useful lives, as follows:

Rolling stock 12 to 29 years
Maintenance buildings 25 years
Stations and facilities 20 years
Infrastructure improvements 5to 38 years
Leasehold improvements 5to 20 years
Machinery and equipment 4 to 15 years
Information systems 3 years

Other assets 7 to 10 years

No amortization is provided for projects in progress,
advances on contracts in progress or retired assets.

Leases

Properties recorded under capital leases are amortized
on a straight-line basis over 20 years, which is
representative of their useful lives.

Rental payments under operating leases are expensed
as incurred.

Income taxes

Funding from the Government of Canada provided to
the Corporation to cover operating costs is determined
on the basis of current needs. For this reason, income
taxes are accounted for on the taxes payable basis as
there is reasonable expectation that all taxes payable in
future years will be included in the government
approved formula for reimbursement and will be
recoverable at that time.

Deferred credits

Investment tax credits are amortized over the estimated
useful lives of the related properties. The amortization
of deferred investment tax credits is recorded as a
reduction of the amortization of properties. Lease
inducement credits are amortized over the term of the
leases. These credits are included in other long-term
liabilities.

(h) Pension plans

()

The Corporation has defined benefit pension plans,
based on retirement age, compensation and length of
service, covering all its permanent employees.

The cost to the Corporation is determined by actuarial
valuations which allocate to each year, the accrued
portion of the benefits based on projections of
employees' compensation levels to the time of their
retirement, prorated on employees' years of service.

Pension expense (Note 8) includes the cost of benefits
attributable to services rendered during the current
year, the amortization of past service costs, the
amortization of experience gains and losses as well as
the amortization of plan amendments. Amortization is
calculated on a straight-line basis over the expected
average remaining service lives of the active employee
groups.

The difference between the accumulated pension
expense and the employer’s contributions to the
pension funds is reflected in the balance sheet as a
long-term asset.

Employee termination and special benefits

Employee termination and special benefits provided for
under labour agreements and special programmes are
expensed in the year in which these costs are incurred.

() VIA Préférence program

The incremental costs of providing travel awards under
the Corporation’s VIA Préférence frequent traveller
reward program are accrued as thétlentents to such
awards are earned and are included in accounts payable
and accrued liabiies. The evenues from the sale of

point credits to participating partners is recorded as
revenues in the period in which the credits are sold.

(k) Financial instruments

The estimated fair value of financial instruments,
except for the asset renewal fund, approximates their
carrying value due to their current nature.

VIA Rail Canada Inc.




NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 1997-Continued

3. Properties

1997 1996
Accum- Accum-
ulated ulated
amorti- Write- amorti- Write-
Cost zation Net down Cost zation Net down

(in millions of dollars)

Land.....cooeeveineiiiciciiiins 38 38 37 37
Rolling stock 509.9 227.2 282.7 6.4 522.3 211.3 311.0 133
Maintenance buildings. 159.1 727 86.4 159.1 65.6 935 79
Stations and faCilities.........cournnicincinsinnieieiens 331 115 216 271 10.0 171
Infrastructure improvement..........c.cceeeeereeereeereseeneeenes 927 26.7 66.0 927 24.3 68.4 39
Leasehold improvement 85.6 52.9 327 86.0 497 36.3 72
Machinery and equipment 279 185 94 257 16.6 9.1 15
INfOrMation SYStEMS ... 54.4 53.1 13 724 69.8 26
(@1 1= g 5 = KO 209 19.9 10 20.8 193 15
987.4 4825 504.9 6.4 1,009.8 466.6 543.2 338
Projectsin progress, 17.8 133
Advances 0n CoNtracts in Progress..........ereeereeerenns 12
Retired assets (at net reglizable value) ..o 21.8 21.7
544.5 579.4

On December 31, 1997, the gross value of assets under
capital leases included above was $5ilfian (1996—
$5.8 million) and related accumulated amortization thereon
amounted to $4.2 million (1996—$4.1 million).

Projects in progress primarily consist of station
improvements and equipment.

The Corporation has written down 9 cars and
2 locomotives (1996—20 LRC locomotives) to their
salvage values as they are damaged and are no longer in
service.

In 1996, the Halifax and Toronto Maintenance Centres
were written-down to their estimated market value as a
result of the decision to rationalize the Maintenance Centre
network.

4. Asset renewal fund

The Corporation has been authorized by the Treasury
Board of the Government of Canada to segregate proceeds
from the sale or lease of surplus assets as well as the
operating savings resulting from the rationalization of its
maintenance activities, in a m@er which ensures that
these funds, recorded at cost, are retained for future capital
projects.

The Asset Renewal Fund investment decisions are made
consistent with the Minister of Finance of Canada
Financial Risk Management Guidelines for Crown
Corporations.
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NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 1997-Continued

The Asset Renewal Fund includes the following 7. Commitments

investment instruments:

1997 1996
Market Market
Cost value Cost value

(in millions of dollars)

Canadian bonds

and discount notes

(1996: banker’s

acceptance

and bearers

discount notes)........... 18.8 19.7 35.1 35.1
Pooled equity

unit trust ......ooeeveeenee, 18.7 19.7
Cash and short-term

investments .............. 0.1 0.1

37.6 39.5 35.1 35.1

Canadian bonds and discount notes bear interest at rates
varying between 3.82% and 11.25% (1996—2.94% and
3.19%) and mature between Janut®98 and
December 2026.

The fair value of Canadian bonds, discount notes and
pooled equity unit trust is equivalent to the market value
based on the current bid price at the balance sheet date.

With these investments, the Corporation is not
encountering any significant market, cashflow or interest
rate risk.

Network restructuring and reorganizations charges

The Corporation has incurred expenses related to
approved plans for the restructuring of its transportation
network on October 4, 1989 as well as subsequent
reorganizations.

As at December 31, 1997 a provision of $42.1 million
(1996—%43.3 million), of which $29.1 million (1996—
$28.2 million) is reflected as a long-term liability, has been
recorded to provide for the on-going costs of severance
payments and employment security benefits governed by
labour agreements, special programmes and arbitration
decisions which may extend over several years.

Share capital

The authorized share capital of the Corporation is
comprised of an unlimited number of common shares of no
par value. As at December 31, 1997 and 1996,

93,000 shares at $100 per share are issued and fully paid.

A-380

(a) The future minimum payments relating to operating
leases mainly for real estate and computer equipment
are as follows:

(in millions
of dollars)
1998.. . . 9.7
1999.. . . 9.4
2000 .. . . 11.3
2001.. . . 5.3
2002.. . . 5.3
Subsequent years up t0 2047 .........cccoveeureeinenns 28.7
69.7

(b) As at December 31, 1997, the Corporation has
outstanding commitments amounting to $0.1 million
(1996—$%5.1 million) consisting mainly of equipment
related projects.

(c) Effective January 1, 1989 and in 1997, the Corporation
entered into a train service agreement and other
agreements for the use of tracks and control of train
operations. These agreements expire up to
December 31, 2008.

(d) The Corporation has issued letters of creditlinta
approximately $7.6 million (1996—$1.2 million) to
various provincial government workmen'’s
compensation boards as security for future payment
streams. These financial instruments can only be
exercised upon an unlikely default of payment event.

Pension plans

The latest actuarial valuations of the pension plans were
carried out as at December 31, 1996 by external actuaries
who are members of the Canadian Institute of Actuaries.
Based on these valuations and actuarial projections for
1997, the accumulated plan benefits as at December 31,
1997 are $825.4 million. The net assets available to provide
for these benefits at actuarial adjusted market values as at
that date amount to $1,003.0 million.

Using the method identified in the pension plans
accounting policy (Note 2 h), the pension costs net of
experience gains for 1997 was a credit of $1.9 million of
which $3.6 million is presented separately in the Statement
of operations (1996—expense of $5.3 million) and
included amortization of past service costs, experience
gains and losses as well as the amortization of plan
amendments.
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NOTES TO FINANCIAL STATEMENTS
AS AT DECEMBER 31, 1997-Concluded

9. Related party transactions

The Corporation is related in terms of common
ownership to all Government of Canada created
departments and agencies, and enters into transactions with
these entities in the normal course of business on trade
terms applicable to all individuals and enterprises.

10. Contingencies

In the ordinary course of business, various claims and
lawsuits have been brought against the Corporation and it
is the opinion of management that the settlement of these
actions will not result in any material liabilities to the
Corporation beyond any amounts already provided.

VIA Rail Canada Inc.
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