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HISTORY AND OBJECTIVES

The New Brunswick Highway Corporation was
created as a Crown corporation, by an Act of the
Legislative Assembly in 1995.

The objective of the corporation is, subject to
government direction, to accelerate the upgrading
of the New Brunswick Highway System, focusing on
those major provincial highways that form part of
the national highway system. The corporation can
plan, design, finance, construct, improve, operate,
maintain, acquire, hold, own, or lease highways.
Construction and maintenance are to be carried out
in conformity with the standards established by the
Minister of Transportation and Infrastructure or as
otherwise approved by the Lieutenant-Governor in
Council. The corporation has been empowered to
borrow and raise revenues through various means
as specified and approved by the Lieutenant-
Governor in Council. It may also form joint ventures
with the private sector.

Fredericton - Moncton Highway

The corporation entered into agreements in 1998
with Maritime Road Development Corporation
(MRDC), a private sector consortium, and the New
Brunswick (F-M) Project Company Inc. (Project
Company), a not-for-profit company. The
agreements involved the development, design,
building (DDB); and operation, management,
maintenance and rehabilitation (OMM) of a four-
lane toll highway between Longs Creek and
Moncton. At the same time, the corporation entered
into a concession agreement with the Project
Company where the corporation leases the right of
way it owns to the Project Company. All
improvements to these lands are owned by the
Project  Company, which  subleases the
improvements back to the corporation.

Amendments to the project agreements were
signed in 2000 that resulted in the replacement of
tolling with traffic volume payments by the
corporation to the Project Company based on a
traffic counting system.

The capital cost of the Fredericton-Moncton
Highway Project was recorded with the related debt
reflected as a liability of the corporation and the
Province of New Brunswick.

On Oct. 24, 2001, the entire highway (approximately
195 km) was officially opened for traffic.

On Jan. 1, 2009, the Hanwell Road interchange was
added to the facility and MRDC assumed
responsibility for the OMM of the interchange.

On March 1, 2013, amendments to the project
agreements were signed that resulted in the
elimination of the traffic volume payments (the
shadow tolls) and the requirement for a traffic
counting agreement as a mechanism to make the
toll-based debt loan payments. The shadow tolls
were replaced by a schedule of fixed monthly
payments from the corporation to the toll-based
lenders, independent of the traffic volumes.

The OMM work is for 30 years with an end date of
Jan. 22,2028. The 20th anniversary date of the OMM
agreement is Jan. 22, 2018. The renewal process to
establish a fixed price for the final 10 years as
outlined in the OMM agreement commenced in
fiscal 2017-18 and formal arbitration commenced in
2018-19.

Department of Transportation and Infrastructure
employees have been assigned to the Fredericton-
Moncton Highway Project to administer and
manage the project. The Department of Finance
provides support on financing matters.



Trans-Canada Highway

On Feb. 4, 2005, the corporation entered into
agreements with the Trans-Canada Highway Project
Co. Ltd., Brun-Way Construction Inc. and Brun-Way
Highways Operations Inc. The agreements involved
the design, construction, financing; and operation,
maintenance, and rehabilitation (OMR) of the Trans-
Canada Highway between the Quebec border and
Longs Creek and Route 95 between the United
States border at Houlton, Maine, and Woodstock.

Trans-Canada Highway Project Co. Ltd., a wholly
owned subsidiary of the corporation, was retained
by the corporation to administer and manage the
project in accordance with the terms of the project
agreements.

The Trans-Canada Highway was fully open to traffic
on Oct. 31, 2007. Brun-Way Highways Operations
Inc. has been responsible for the OMR of the entire
275 km of the Trans-Canada Highway, from the
Quebec border to Longs Creek, as well as Route 95
from Woodstock to the United States border since
October 2007. This work is for a period of 28 years
with an end date of June 30, 2033.

Department employees have been assigned to the
Trans-Canada Highway Project to manage the
project. The Department of Finance provides
support on financing matters.

The Trans-Canada Highway Project was jointly
funded by the federal and provincial governments
through the Canada-New Brunswick Agreement for
the Completion of the Twinning of the highway in
New Brunswick. The Government of Canada
contributed $200 million toward the entire Route 2
Corridor project from the $2-billion Canada
Strategic Infrastructure Fund.

Route 1 Gateway Project

On Nov. 14, 2007, the corporation was assigned the
responsibility to complete Route 1 as a four-lane
highway between Lepreau and Waweig (55 km) and
for any required upgrading of existing sections of
Route 1 between St. Stephen and River Glade. This
included the design, construction, financing; and
OMR of the Route 1 Gateway Highway Project.

Route 1 Gateway Project Company Ltd. was created
as a wholly owned subsidiary of the corporation to
facilitate the completion of the twinning of the Route
1 highway.

The Province of New Brunswick and the federal
government signed a $186-million agreement to
cost-share the twinning of Route 1 from Murray
Road to Pennfield. An additional $234 million was
cost-shared between the two governments under
the Provincial-Territorial Base Funding Agreement.
The two agreements allowed for a total of $420
million of the $541 million to be cost-shared 50/50.

The total completion of the design/build phase of
the project was reached on Dec. 15, 2012, seven
months ahead of the original schedule and with no
claims. Gateway Operations Limited is responsible
for the OMR of the 235 km from St. Stephen to River
Glade with the exception of Saint John Harbour
Bridge which is under the responsibility of the
Department of Transportation and Infrastructure.
The OMR work period is for 29 years with an end
date of June 30, 2040.

Department employees have been assigned to the
Route 1 Gateway Highway Project to administer and
manage the project. The Department of Finance
provides support on financing matters.



SUMMARY OF ACTIVITIES

Fredericton-Moncton Highway

During the year, MRDC, as the operator, continued
operating and maintaining the Fredericton-Moncton
Highway, which consists of approximately 900 lane
kms, 20 interchanges, and 159 structures.

The corporation made payments to MRDC under the
OMM agreement for the OMM of the highway. Other
obligations met under the agreement included:
auditing of MRDC's OMM work; reviewing OMM
standards; and reviewing requirements and the
maintenance of weigh scale sites.

Semi-annual payments on lease-based debt were
made in May and November 2016. This lease-based
debt will be fully paid in November 2027. Further,
fixed monthly toll-based debt loan payments were
made according to a fixed payment schedule
independent of traffic volumes. This fixed payment
schedule resulted from the elimination of the
shadow tolls and the requirement for a traffic
counting agreement as a mechanism to make the
toll-based debt loan payments. The toll-based debt
issue will mature in 2026.

As part of the 30-year agreement for the OMM of the
F-MH with MRDC Operations Corporation, a fixed
price for the first twenty years ended on January 22,
2018. In fiscal 2017-18 a fixed price renewal process
commenced which has resulted in formal
arbitration in fiscal 2018-19. Under the agreement,
the OMM price for the final year (2017) shall remain
in effect until a fixed price for the final 10 years is
established.

Trans-Canada Highway

During the year, Brun-Way Highways Operations
Inc., as the operator, continued to be responsible for
the OMR of the Trans-Canada Highway from Longs
Creek to the Quebec border as well as from
Woodstock to the United States border, which
consists of 1,167 lane kilometres, 34 interchanges
and 215 structures, with the exception of the exit 19
interchange which is under the administration of the
Department of Transportation and Infrastructure.

The corporation made payments to Brun-Way
Highways Operations under the agreement for the
OMR of the highway. Other obligations met under
the agreement included: auditing of the company's
OMR work; reviewing OMR standards; and reviewing
requirements and the maintenance of weigh scale
sites.

Route 1 Gateway Project

The total completion of the design/build phase of
the project was achieved on Dec. 15, 2012, seven
months ahead of schedule and with no claims.

Effective Dec. 15, 2012, OMR responsibilities for all
sections of Route 1 were fully transferred to
Transfield Dexter Gateway Services Limited, the
operator: 235 km from St. Stephen to River Glade,
which consists of 1,104 lane km, 39 interchanges
and 210 structures with the exception of Saint John
Harbour Bridge.

The corporation made payments to Gateway
Operations Limited under the agreement for the
OMR of the highway. Other obligations met under
the agreement include: auditing of the OMR work to
ensure compliance with the OMR standards; and
reviewing and revising the OMR standards to ensure
they meet current conditions.



BOARD OF DIRECTORS

The ministers and deputy ministers of Transportation and Infrastructure and Finance are members of the
board of directors, and the president and two other members are appointed by the Lieutenant-Governor in
Council. The board of directors at March 31, 2018 consisted of:

e Honourable Bill Fraser, Minister of Transportation and Infrastructure, Chair
e Honourable Cathy Rogers, Minister of Finance, Vice-Chair

e Tony K. Desjardins, President

e Kelly Cain, Deputy Minister, Transportation and Infrastructure,

e Nicole Picot, Deputy Minister, Finance

e Mark Gaudet, Assistant Deputy Minister, Transportation and Infrastructure
e Leonard Lee-White, Assistant Deputy Minister, Finance



VERIFICATEUR GENERAL
DU NOUVEAU-BRUNSWICK

AUDITOR GENERAL
OF NEW BRUNSWICK

INDEPENDENT AUDITOR'S REPORT

To the Chairperson and Board of Directors of New Brunswick Highway Corporation
Report on the Audit of the Financial Statements
Opinion

I have audited the financial statements of New Brunswick Highway Corporation (the Entity), which comprise the
statement of financial position as at March 31, 2018, and the statements of operations, change in net debt, change in
accumulated surplus, and cash flow for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies.

In my opinion, the accompanying financial statements present fairly, in all material respects, the financial position of
the Entity as at March 31, 2018, and the results of its operations, changes in its net debt, changes in its accumulated
surplus, and its cash flows for the year then ended in accordance with Canadian public sector accounting standards.

Basis for Opinion

I conducted my audit in accordance with Canadian generally accepted auditing standards. My responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audit of the F inancial Statements
section of my report. I am independent of the Entity in accordance with the ethical requirements that are relevant to
my audit of the financial statements in Canada, and I have fulfilled my other ethical responsibilities in accordance
with these requirements. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a

basis for my opinion.

Emphasis of Matter

I draw attention to Note 13 — Contractual Obligations/Commitments, Note 14 — Contingent Liabilities, and Note 15
— Subsequent Events describing the potential impacts on the financial statements as a result of the arbitration
decision concerning the Fredericton-Moncton Highway operation, management, maintenance and rehabilitation
price negotiations, currently under appeal. My opinion is not modified in respect of this matter.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
Canadian public sector accounting standards, and for such internal control as management determines is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or

error.

In preparing the financial statements, management is responsible for assessing the Entity’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless management either intends to liquidate the Entity or to cease operations, or has no realistic

alternative but to do so.

Those charged with governance are responsible for overseeing the Entity’s financial reporting process.



Auditor’s Responsibilities for the Audit of the Financial Statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
Canadian generally accepted auditing standards will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these financial

statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, I exercise professional
judgment and maintain professional skepticism throughout the audit. I also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Entity’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

o  Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Entity’s ability to continue as a going concern. If I conclude that a
material uncertainty exists, I am required to draw attention in my auditor’s report to the related disclosures
in the financial statements or, if such disclosures are inadequate, to modify my opinion. My conclusions are
based on the audit evidence obtained up to the date of my auditor’s report. However, future events or
conditions may cause the Entity to cease to continue as a going concern,

o Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

I communicate with those charged with governance regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that I identify

during my audit.

I Ada;*r—ft1@‘ﬁ{wm .
Kim Adair-MacPherson, FCPA, CA, ICD.D

Auditor General

Fredericton, New Brunswick, Canada
December 2, 2020
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NEW BRUNSWICK HIGHWAY CORPORATION
CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED 31 MARCH

2018 2017
Budget Actual Actual
(Schedule A)
REVENUE (Note 11)
Province of New Brunswick $ 93,695500 $ 93,910,034 $ 95,453,699
Other - 22,900 22,700
$ 93,695500 $ 93,932,934 $ 95,476,399
EXPENSE

Fredericton-Moncton Highway
New Brunswick (F-M) Project Company Inc. administrative

expenditures $ 160,000 $ 155,310 $ 266,486
Operations and maintenance (Note 12) 4,820,000 4,706,163 4,955,946
Operating and administrative expense 117,300 184,389 144,919
FMHP Renewal expenses (Note 15) 180,500 328,179 227,001
Amortization expense (Note 8) 23,807,500 23,807,500 22,423,031
Interest expense 36,288,891 36,288,891 38,729,977

Trans-Canada Highway
Trans-Canada Highway Project Co. Ltd administrative

Expenditures 127,400 116,181 136,919
Operations and maintenance (Note 12) 6,522,500 6,578,933 6,370,790
Amortization expense (Note 9) 20,545,783 20,545,783 20,006,251

Route 1 Gateway Highway
Route 1 Gateway Project Company Ltd administrative

expenditures 125,500 152,796 147,899
Operations and maintenance (Note 12) 7,800,800 7,888,013 7,632,183
Amortization expense (Note 10) 20,766,036 20,766,036 20,093,607

$121,262,210 $121,518,174 $121,135,009
ANNUAL (DEFICIT) $(27,566,710) $(27,585,240) $ (25,658,610)

The accompanying notes are an integral part of these Consolidated Financial Statements.



NEW BRUNSWICK HIGHWAY CORPORATION

CONSOLIDATED STATEMENT OF CHANGE IN NET DEBT AND CHANGES IN
ACCUMULATED SURPLUS

FOR THE YEAR ENDED 31 MARCH

2018 2017
Budget Actual Actual

NET DEBT - BEGINNING OF YEAR $ (22,587,680) $ (22,587,680) $ (18,640,991)
CHANGES IN YEAR

Annual (Deficit) $ (27,566,710) $ (27,585,240) $ (25,658,610)
Acquisition of Tangible Capital Assets (36,538,800) (37,264,348) (66,579,929)
Amortization of Tangible Capital Assets 65,119,319 65,119,319 62,522,889
Change in Prepaid Rehabilitation 4,342,276 4,782,672 25,814,501
Net Change in Prepaid Expense 0 54,240 (45,540)
CHANGE IN NET DEBT $ 5,356,085 $ 5,106,643 $ (3,946,689)
NET DEBT - END OF YEAR $ (17,231595) $ (17,481,037) $ (22,587,680)

The accompanying notes are an integral part of these Consolidated Financial Statements.

2018 2017
ACCUMULATED SURPLUS, BEGINNING OF YEAR $ 1,983526988  $ 2,009,185,598
ANNUAL (DEFICIT) OF REVENUE OVER EXPENSE (27,585,240) (25,658,610)
ACCUMULATED SURPLUS, END OF YEAR $ 1,955941,748  $ 1,983,526,988

The accompanying notes are an integral part of these Consolidated Financial Statements.



NEW BRUNSWICK HIGHWAY CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 MARCH

CASH & CASH EQUIVALENTS
GENERATED BY (USED IN)

OPERATING ACTIVITIES
Annual Deficit
Add: Non-Cash Items
Amortization of capital assets
CHANGES IN NON-CASH WORKING CAPITAL BALANCES
Accounts Receivable
Accounts Payable
Accrued Interest payable
Accrued Rehabilitation

Prepaid Expense
Prepaid Rehabilitation

CAPITAL TRANSACTIONS
Acquisition of Tangible Capital Assets

FINANCING ACTIVITIES
Capital Lease Payments
Decrease in Cash & Cash Equivalents

Cash & Cash Equivalents, beginning of year

Cash & Cash Equivalents is represented by: Due from Province of

New Brunswick

Supplemental information:

Interest paid?

2018 2017

$ (27,585,240)  $(25,658,610)
65,119,319 62,522,889

$ 37,534,079  $ 36,864,279
$ (16,387)  $ 101,743
(29,373) 400,187
(3,650,877) (3,427,644)
(5,052,401) 3,901,147
54,240 (45,540)
4,782,672 25,814,501

$ (3912,126) $ 26,744,394
$ (37,264,348)  $(66,579,929)
$ (36,446,242)  $(33,937,994)
$ (40,088,637)  $(36,909,250)
$ 604135801  $641,045,051
$ 564,047,164  $604,135,801
$ 39,939,768  $ 42,157,621

YInterest paid is reported under Service of the Public Debt in Public Accounts. Interest paid includes interest expense from the
statement of operations in the amount of $36.3 million (2017 - $38.7 million) plus the change in interest payable in the amount

of $3.65 million (2017 — 3.43 million)

The accompanying notes are an integral part of these Consolidated Financial Statements.
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NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

1. New Brunswick Highway Corporation

The New Brunswick Highway Corporation (NBHC) is a Provincial Crown Corporation
incorporated by an Act of the New Brunswick Legislature effective 29 March 1995.

NBHC is the signatory for the Province in all agreements relating to the Fredericton-Moncton
Highway Project, the Trans-Canada Highway Project, and the Route 1 Gateway Project. As such,
NBHC is responsible for monitoring, controlling and administering those agreements to ensure that
agreement terms are respected by other signatories and that provincial commitments are met. This
includes ensuring that construction of the highway and any required refurbishments are completed as
required in those agreements. It also includes ensuring that the ongoing operation, management,
maintenance, and rehabilitation of the Fredericton-Moncton highway, the Trans-Canada highway, and
the Route 1 Gateway Highway, are conducted in accordance with the terms of the respective project
agreements.

2. Summary of Significant Accounting Policies

Basis of Accounting

These consolidated financial statements are prepared by management using NBHC’s accounting
policies stated below which are in accordance with Canadian public sector accounting standards
(PSAS) as issued by the Public Sector Accounting Board of Canada.

Changes in Accounting Policy

Effective 1 April 2017, NBHC prospectively adopted Public Sector Accounting Standard PS 2200 —
Related Party Disclosures. The additional disclosure required by this standard can be found in Note
16.

Effective 1 April 2017, NBHC prospectively adopted the following Public Sector Accounting
Standards: PS 3210 — Assets, PS 3320 Contingent Assets, PS 3380 — Contractual Rights, and PS
3420 — Inter-entity Transactions. No additional recognition or disclosures were required as a result
of the adoption of these standards.

Cash and Cash Equivalents/Due from Province of New Brunswick

Cash and cash equivalents consist of amounts due from the Province of New Brunswick (“the
Province”). NBHC does not have a separate bank account; NBHC expenses and revenues flow
through the Province of New Brunswick’s bank accounts.

Asset Classification

Assets are classified as either financial or non-financial. Financial assets are assets that could be
used to discharge existing liabilities or finance future operations and are not to be consumed in the
normal course of operations. Non-financial assets are acquired, constructed or developed assets that
do not provide resources to discharge existing liabilities but are employed to deliver government
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NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

2. Summary of Significant Accounting Policies (continued)

Asset Classification (continued)
services, may be consumed in normal operations and are not for resale.

Tangible Capital Assets

Tangible Capital assets are recorded at gross cost and amortized on a straight-line basis over a
period of 20 to 50 years, depending on the asset classification. Assets under construction are
carried as work in progress until completion.

Leases

Long-term leases, under which NBHC, as lessee, assumes substantially all the benefits and risks of
ownership of leased property, are classified as capital leases. The present value of a capital lease is
accounted for as an asset and an obligation at the inception of the lease.

Financial Instruments
Financial instruments consist of a Due from Province of New Brunswick, accounts receivable,
accounts payable and accrued liabilities, accrued interest payable, and accrued rehabilitation costs.

Financial instruments are derecognised when the contractual rights to the cash flows from the
financial asset have expired or have been transferred, and the Corporation has transferred
substantially all risks and rewards of ownership, or are derecognized when the contractual
obligation has been discharged, cancelled, or has expired.

The carrying value of Due from Province of New Brunswick, accounts receivable, accounts payable
and accrued liabilities, accrued interest payable, and accrued rehab approximate fair value of these
instruments.

Consolidation Policy

These consolidated financial statements include the accounts of NBHC and those of its wholly-
owned subsidiaries, Trans-Canada Highway Project Co. Ltd and Route 1 Gateway Project
Company Ltd.

Revenue Recognition

Revenues are recorded on an accrual basis. Government transfers are recognized as revenue in the
period during which the transfer is authorized and all eligibility criteria are met, except when and to
the extent that the transfer stipulations give rise to an obligation that meets the definition of a
liability. Transfers recognized in the period include operational costs, capital transfers for assets,
and prepaid rehabilitation.



NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

2. Summary of Significant Accounting Policies (continued)

Measurement Uncertainty

Measurement uncertainty is uncertainty in the determination of the amount at which an item is
recognized in the financial statements. This uncertainty exists when there is a variance between the
recognized amount and another reasonably possible amount. Some items in these financial
statements have been measured using estimates. The most significant areas requiring the use of
management estimates relate to amortization expense and the allocation of the payment amounts to
the developer as prepaid expenses or tangible capital assets. Actual results could differ from those
estimates. Management does not expect these estimates to change by a material amount in the near
term.

The Province provides funding to NBHC to meet agreement terms for the operation, management,
maintenance and rehabilitation (capital improvements) of designated sections of the New
Brunswick highway network. These agreements cover the Fredericton to Moncton highway, the
Trans-Canada highway from Longs Creek to the Quebec border and the Route 1 Gateway highway.

The terms of the agreements provide for scheduled annual payments which do not necessarily
reflect the expected timing of rehabilitation work. To better reflect the capital improvements, the
payments to the operators are being accounted for as follows:
e as prepaid expenses when the rehabilitation work is expected to be completed after the payment
has been made,
e as accrued expenditures when the rehabilitation work is expected to occur prior to the payment
being made, and
e as the acquisition of tangible capital assets in the year the rehabilitation work is expected to be
completed.

Amortization of the capital improvement work commences in the year the rehabilitation work is
expected to be performed. This may not reflect when the work is completed by the operators.
Management does not expect amortization to change by a material amount in the near term.

3.  Budget

The budget figures included in these financial statements have been derived from the estimates
approved by the Corporation’s Board of Directors. A reconciliation is provided in Schedule A
between the 2018 Budget and 2018 NBHC Business Plan/Main Estimates Ordinary figures.



NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

4.

Risk Management

An analysis of significant risk from NBHC’s financial instruments is provided below:

a) Credit Risk

b)

d)

Credit risk is the risk that one party to a financial instrument will cause financial loss for the
other party by failing to discharge an obligation. Accounts receivable balances are due from
related entities of the Corporations and are considered low risk due to an excellent collection
history. Accounts receivable balances from external organizations are deemed insignificant to the
Corporation’s consolidated financial statements. The Corporation’s maximum exposure to credit
risk at March 31, 2018 is equal to the accounts receivable balance of $26,626. Credit risk is not
disbursed as related entities comprise a significant portion of the accounts receivable balance.

Liquidity Risk

Liquidity risk is the risk of not being able to settle or meet an obligation on time or at a
reasonable price. The Corporation’s management considers exposure to liquidity risk to be
insignificant. The Corporation manages liquidity risk through signed agreements and acts
whereby the Province guarantees all obligations.

Interest Rate Risk
Interest rate risk arises from the possibility that changes in interest rates will affect future cash

flow or fair values of financial instruments. As all lease contracts have fixed interest rates the
Corporation’s management considers exposure to interest risk to be insignificant.

Currency Risk

Currency risk arises on financial instruments denominated in a foreign currency. The
Corporation does not have any transactions with customers in a foreign currency and therefore
considers risk to be insignificant.

Capital Lease Obligation

Due to the elimination of tolls under the 1 March 2000 amendments to the Fredericton-Moncton
highway agreements, the payment arrangements are accounted for as a capital lease in accordance
with Canadian public sector accounting standards. Consequently, a capital lease obligation was
accrued during the 1999-2000 fiscal year. The net present value of that capital lease obligation at 31
March 2018 was $507.4 million (2017 $543.9 million). Under the agreements, NBHC will be required
to make total future lease payments to the New Brunswick (F-M) Project Company Inc. of
approximately $744.5 million, including principal and interest.

Capital lease obligation interest rate: 6.41%
Capital lease obligation expiry date: November 30, 2027



NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

5. Capital Lease Obligation (continued)

Annual principal and interest payments in each of the next five years are as follows:

Fiscal Year (millions)
2018 - 2019 $76.8
2019 - 2020 $77.1
2020 - 2021 $77.4
2021 - 2022 $77.9
2022 - 2023 $78.2

6. Prepaid Rehabilitation

2018 017
F-MH
Balance, beginning of year $ 12,516,634 $ 44,056,787
(Decreases) during year (11,013,649)  (31,540,153)
Balance, end of year $ 1,502,985 $ 12,516,634
TCH
Balance, beginning of year $ 91,884,878 $ 86,159,226
Additions during year 6,230,977 5,725,652
Balance, end of year $ 98,115,855 $ 91,884,878
Total prepaid rehabilitation balance, end of year $ 99,618,840 $104,401,512

7. Accrued Rehabilitation

2018 2017
R1G
Balance, beginning of year $ 22,486,241 $ 18,585,094
Increase (Decrease) during year (5,052,401) 3,901,147
Balance, end of year $ 17,433,840 $ 22,486,241
Total accrued rehabilitation balance, end of year $ 17,433,840 $ 22,486,241




NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

8. Fredericton-Moncton Highway

In January 1998, the Province, through NBHC, entered into agreements with a private sector
consortium and the New Brunswick (F-M) Project Company Inc., a not-for-profit company, to
develop, design, build, operate, manage, maintain, and rehabilitate a four-lane toll highway between
Longs Creek and Moncton. Effective 1 March 2000, the agreements were amended to eliminate
tolling on the highway.

Collateral mortgages are held by the Toll Based Debt Lenders on the Facility Lands for the
outstanding balance. The collateral mortgages will remain on the Facility Lands until such time as
the debt is repaid.

NBHC was responsible for making monthly traffic volume payments to the New Brunswick (F-M)
Project Company Inc. The traffic volume payments were used to repay principal and pay interest on
the toll-based debt. Any amount in excess of that required to service the debt was returned to
NBHC. Effective March 1, 2013 amendments to the project agreements were signed that resulted in
the elimination of the traffic volume payments and the requirement for the traffic counting
agreement as a mechanism to make the toll-based debt loan payments.

NBHC leases land to the New Brunswick (F-M) Project Company Inc., which owns all
improvements to these lands, in particular the four-lane highway, and subleases the improvements
back to NBHC. NBHC is responsible for making the sublease payments to the New Brunswick (F-
M) Project Company Inc.

The transfer of the land corridor required for the Fredericton-Moncton highway by the Province to
NBHC has been treated as an equity contribution for financial statement purposes and has been
recorded at the nominal amount of one dollar.

2018 2017
Balance, beginning of year $ 1,009,792,182 $ 971,675,838
Additions during year 17,258,387 38,116,344
Closing Balance, end of year $1,027,050,569 $ 1,009,792,182
Accumulated amortization beginning of year $293,874,514 $ 271,451,483
Amortization Expense 23,807,500 22,423,031
Accumulated Amortization, end of year $317,682,014 $ 293,874,514
Net Book Value (NBV) $709,368555 $ 715,917,668
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NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

9. Trans-Canada Highway

NBHC was responsible for the design, construction, and financing of the Grand Falls to Aroostook
and the Perth-Andover to Woodstock sections (98 km) and is responsible for the operation,
maintenance, and rehabilitation of the entire Quebec border to Longs Creek section (261 km) of the
Trans-Canada Highway (TCH), as well as Route 95 from Woodstock to the US border (14 km).

The Trans-Canada Highway Project Co. Ltd was created as a wholly-owned subsidiary of NBHC to
facilitate the completion of the twinning of the Trans-Canada highway.

On 4 February 2005, the Province, through NBHC, entered into agreements with a private sector
consortium, Brun-Way Group Joint Venture, and the Trans-Canada Highway Project Co. Ltd to
develop, design, build, finance, operate, manage, maintain, and rehabilitate a four-lane highway
between the Quebec border and Longs Creek. Payments made for completion of the highway totalled
$541,973,620.

The Province acquired land and made improvements along the corridor. Completed sections of the
highway were transferred from the Province to NBHC in a non-arm’s length transaction. The initial
transfer was treated as an equity contribution for financial statement purposes and has been recorded at
the nominal amount of one dollar. The Grand Falls to Aroostook, the Route 95 to US Border and the
Aroostook to Woodstock sections were completed in October 2007 and transferred to NBHC at a
value of $557,300,748 based on the cost of Design-Build sections plus improvements made to Route

95.

2018 2017
Balance, beginning of year $791,714,617 $ 780,940,843
Additions during year 10,807,506 10,773,774
Closing Balance, end of year $802,522,123 $791,714,617
Accumulated amortization, beginning of year $ 177,252,402 $ 157,246,151
Amortization Expense 20,545,783 20,006,251
Accumulated Amortization, end of year $197,798,185 $ 177,252,402
Net Book Value (NBV) $ 604,723,938  $614,462,215
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10. Route 1 Gateway Project

The Route 1 Gateway Company Ltd was created June 3, 2009 as a wholly-owned subsidiary of
NBHC to facilitate the completion of the twinning and upgrading of existing sections of Route 1
highway. R1GP Co. was retained by NBHC to administer and manage the Route 1 Gateway Project in
accordance with the terms of the project agreements.

Land required for new sections of the highway and certain existing sections of the highway have been
transferred from the Province to NBHC in a non-arm’s length transaction. The transfer has been
treated as an equity contribution for financial statement purposes and has been recorded at the nominal
amount of one dollar. All land required to complete the twinning of Route 1 has been transferred to
NBHC and such lands form part of the Facility Lands.

Project agreements were entered into with Dexter Developer General Partnership, on March 31,
2010 for a guaranteed maximum construction price (GMP) of $580,278,703. In December 2010,
NBHC received direction from the province to reduce the scope of the Design—Build work. The
final GMP was $540,998,410. The total completion of the design/build phase of the project was
reached December 15, 2012 seven months ahead of the original schedule.

Effective December 15, 2012, the operation, maintenance and rehabilitation responsibilities for all
sections of Route 1 (235 kilometres from St. Stephen to River Glade) were transferred to
Transfield Dexter Gateway Services Limited. The OMR work period is for 29 years with an end
date of June 30, 2040.

2018 2017
Balance, beginning of year $ 654,359,265 $ 636,669,454
Additions during year 9,198,455 17,689,811
Closing Balance, end of year $ 663,557,720 $ 654,359,265
Accumulated amortization beginning of year $ 83,127,425 $ 63,033,818
Amortization Expense 20,766,036 20,093,607
Accumulated Amortization, end of year $ 103,893,461 $ 83,127,425
Net Book Value (NBV) $ 559,664,259 $ 571,231,840
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NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 MARCH 2018

11. Revenue
Revenue consists of government transfers from the Province of New Brunswick and other revenue.
Other revenue includes Highway Usage Permits (HUP) Fees in the amount of $22,900 (2017 - $
22,700).

12. Expense

Under the terms of the amended Fredericton-Moncton Highway Operation, Management,
Maintenance, and Rehabilitation Agreement, NBHC is responsible to make scheduled payments for
the operation, management, maintenance, and rehabilitation of the Fredericton-Moncton highway.
Of the $10,950,895 (2017 - $11,532,137) OMM payment, $17,258,387 (2017 - $38,116,344) was
capitalized and $11,013,649 reduced (2017 - $31,540,153) the prepaid for future rehabilitation
work. This has resulted in operating and maintenance expenses of $4,706,157 (2017 -$4,955,946).
Estimated future payments can be found in Note 13 Contractual obligations/commitments. Effective
March 1, 2013 the requirement for the traffic counting system was eliminated.

Under the terms of the Trans-Canada Highway Operation, Maintenance, and Rehabilitation
Agreement, on 1 June 2005 NBHC became responsible to make scheduled payments for the
operation, maintenance, and rehabilitation of completed sections of the Trans-Canada highway. Of
the $23,617,415 (2017 - $22,870,216) OMR payment, $10,807,506 (2017 - $10,773,774) was
capitalized and $6,230,977 (2017 - $5,725,652) was recorded as a prepaid for future rehabilitation
work. This has resulted in operating and maintenance expenses of $6,578,932 (2017 - $6,370,790).
Estimated future payments can be found in Note 13 Contractual obligations/commitments.

Under the terms of the Route 1 Gateway Project Operation, Maintenance, and Rehabilitation
Agreement, effective June 1, 2011 NBHC became responsible to make scheduled payments for the
operation, maintenance, and rehabilitation of the Route 1 Gateway Project. Of the $22,138,869
(2017 - $21,420,847) OMR payment, $9,198,455 (2017 - $17,689,811) was capitalized. Accrued
rehabilitation was reduced by $5,052,401 (2017 — increased by $3,901,147). This has resulted in
operating and maintenance expenses of $7,888,013 (2017 - $7,632,183). Estimated future payments
can be found in Note 13 Contractual obligations/commitments.
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NEW BRUNSWICK HIGHWAY CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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12.  Expense (continued)
2018 2017
F-MH
Ordinary/Maintenance $ 4,706,157 $ 4,955,946
Capital/Rehab 17,258,387 38,116,344
Capitalization/Timing Adjustment (11,013,649)  (31,540,153)
Total OMM Payment $ 10,950,895 $ 11,532,137
TCH
Ordinary/Maintenance $ 6,578,932 $ 6,370,790
Capital/Rehab 10,807,506 10,773,774
Capitalization/Timing Adjustment 6,230,977 5,725,652
Total OMR Payment $ 23,617,415 $ 22,870,216
R1G
Ordinary/Maintenance $ 7,888,013 $ 7,632,183
Capital/Rehab 9,198,455 17,689,811
Capitalization/Timing Adjustment 5,052,401 (3,901,147)
Total OMR Payment $ 22,138,869 $ 21,420,847
13. Contractual Obligations/Commitments

NBHC has entered into a 30-year agreement for the OMM of the F-MH with Maritime Road
Development, with adjustments for inflation and other items as per provisions of the agreement. Under
this agreement a 20-year fixed OMM price was established ending January 22, 2018. The OMM
payment was subject to negotiation with the Operator for the final ten years and has resulted in
arbitration panel decisions (see note 15).

NBHC has entered into an agreement for the OMR of the TCH from the Quebec Border to Longs
Creek with Brun-way Highways Operations Inc. The agreement terminates in 2033. The annual
payments are based on an annual fixed price of $18.8 million (in 2005 dollars) with adjustments for
inflation and other items as per provisions of the agreement.

NBHC has entered into an agreement for the OMR of the R1G with Transfield Dexter Gateway
Services Limited. The annual OMR price is $19.8 million (in 2010 dollars) to be adjusted annually for
inflation and other items in accordance with the provisions of the OMR Agreement. Payments
commenced in July 2011 and OMR payments for all sections commenced in December 2012. The
OMR Agreement terminates in June 2040.
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13. Contractual Obligations/Commitments (continued)

Projected OMM/OMR payments for each agreement are as follows:

($ Millions) 2019 2020 2021 2022 2023
F-MH $10.8 $11.0 $26.6 $14.1 $16.0
TCH $24.1 $24.4 $25.0 $25.6 $26.1
R1G $22.6 $23.0 $23.4 $23.9 $24.8

14. Contingent Liabilities

The F-MH OMM Agreement obligated the parties to negotiate a fixed price at the twentieth
anniversary or January 22, 2018 for the final 10 years through a renewal process which commenced in
fiscal 2017-18. This process resulted in subsequent events and legal matters which are further
described under note 15.

NBHC has been subject to litigation in the course of its operations. Management is unable to

determine the likelihood it will be successful in these claims. Accordingly, management has not
recorded a provision for loss in the financial statements.

15. Subsequent Events

As part of the 30-year --MH OMM agreement with MRDC Operations Corporation, the parties
established a 20-year fixed OMM price which ended on January 22, 2018. Formal arbitration
commenced in fiscal 2018-19 and arbitration decisions were issued July 15, 2020 and September 18,
2020. The July decision included a fixed price schedule for the final 10 years with retroactive
payments of approximately $11 million shown in 2020-21 commitments. The September decision
resulted in an award for additional net costs of $4.4 million shown in 2020-21 commitments and
which included adjustments to the fixed price schedule issued in the July decision for the final 10
years. The Corporation has appealed the July 15, 2020 Final Award and the September orders are
under legal review.
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15
16. Related Party Disclosures

NBHC is economically dependent on the Province of New Brunswick. During the fiscal year,
NBHC received funding of $93.9 million (2017 - $95.5 million) from the Province.

NBHC has no employees. Staff support is provided by the Province’s Departments of
Transportation and Infrastructure and Finance. A salary allocation of $298,104 (2017 - $296,774)
for staff support is included in administrative expenses and is based on historical cost. Other
services such as financial, human resources and information technology are provided by the
Province at no cost and no amount has been recognized in the financial statements for these
services.

NBHC does not have a separate bank account. The Due from the Province of New Brunswick
account allows funds to flow from the Province to NBHC to fund NBHC’s obligations to the New
Brunswick (F-M) Project Company Inc.. At March 31, 2018 the Due from the Province of New
Brunswick balance was $564.0 million (2017 - $604.1 million). There are no fixed terms or
conditions of repayment associated with this balance.

NBHC is also related to the New Brunswick (F-M) Project Company Inc., as a member of the
project company under the Companies Act and by agreement with the project company for the
purposes of operating, managing, maintaining and rehabilitating the four-lane highway between
Longs Creek and Moncton. Further, NBHC has a contractual obligation to the project company
which is disclosed in Note 13. Expenses in the financial statements relating to payments made to
the project company are disclosed in Note 12 and NBHC has a capital lease obligation to the project
company. Details on this capital lease obligation, including the balance, terms, conditions and
payments are disclosed in Note 5.
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NEW BRUNSWICK HIGHWAY CORPORATION

SCHEDULE A - RECONCILIATION OF 2017-18 BUDGET ESTIMATES

2018 Budget
Per the NBHC
Business Plan
(Ordinary)!

Reconciling
Items

2018 Budget

REVENUE
Province of New Brunswick $ 19,983,100 $ 73,712,400 $ 93,695,500
Other - - -
$ 19,983,100 $ 73,712,400 93,695,500
EXPENSE

Fredericton-Moncton Highway
New Brunswick (F-M) Project Company Inc.
administrative expenditures $ 160,000 - 160,000
Operations and maintenance 4,949,100 $ (129,100) 4,820,000
Operating and administrative expense 297,800 - 297,800
Amortization expense - 23,807,5007 23,807,500
Interest expense - 36,288,8913 36,288,891
Trans-Canada Highway
Trans-Canada Highway Project Co. Ltd administrative

expenditures 127,400 - 127,400
Operations and maintenance 6,522,500 - 6,522,500
Amortization expense - 20,545,7832 20,545,783
Route 1 Gateway Highway
Route 1 Gateway Project Company Ltd
administrative expenditures 125,500 - 125,500
Operations and maintenance 7,800,800 - 7,800,800
Amortization expense - 20,766,0362 20,766,036

$

19,983,100 $ 101,279,110

$ 121,262,210

ANNUAL DEFICIT $

$ (27,566,710)

$ (27,566,710)

1 Business Plan is approved by the board of directors.

2 Amortization is budgeted under General Government Services in Main Estimates.

3Interest is budgeted under Service of the Public Debt in Main Estimates.
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