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ProviNnciALL TREASURER'S

REPORT

I'm pleased to report that during this past year, the Heritage
Fund's $12 billion in assets made a substantial contribution of
just over $1 billion to help support essential programs for
Albertans in health, education and other priority areas.

At the same time, major changes happened this year with the
sale of the province'sremaining interest in Syncrude, and the
restructuring and sale ofthe investment in Vencap. This,
combined with repayments of principal by provincial
corporations and other provinces, increased the Cash and
Marketable Securities portfolio by $1.1 billion. But the most
significant changes come as aresult of last year's review of the
Heritage Fund. These changes set the stage for a new direction
for the Fund—a direction which will secure the future of the
Fund and ensure that it continues to benefit future generations of
Albertans.

In last year'sreview, Albertans sent us a clear message: keep the
Heritage Fund, but give it clear objectives and manage it
differently. As]saidinlast year's annual report, “The challenge
is to come up with a plan that's consistent with the wishes of
Albertans and the province's overall fiscal plan.”

This year, we've done exactly that . . . introduced a clear
direction for the Heritage Fund, set new objectives and
established a new governance structure for how the Fund is
managed. From now on, the Fund will be managed prudently
with clear investment objectives. The result will be improved
accountability, a strong commitment to keep Albertans well
informed about the status of the Fund, and a determined focus
on prudently getting the best return.

[n the past, the Fund has had conflicting rate of return and social
and economic objectives. Wehave always been concerned about
protecting our investments in the Fund, but we have not
followed aclear, long-term strategy of getting the greatest
financial returns on our investments. From now on, the
objectives will be clear.

To set a new direction for the future, a new mission has been
established along with specific objectives. The new mission is:

To provide prudent stewardship of the savings from
Alberta’s non-renewable resources by providing the
greatest financial returns on those savings for current
and future generations of Albertans.

Themission comes with two specific objectives: to maximize
long-term financial returns and to meet the shortand medium
term income needs of the province's fiscal plan.

Initially, most of the Fund will be invested to generate income to
support the fiscal plan, but within ten years all of the Fund's
assets will be invested to maximize long-term financial returns.

We're also taking other deliberate steps to protect the future of
the Fund.

An oversight committee of MLAs will monitor the Fund's
financial performance, approve business plans on an annual basis
and ensure that Albertans haveregular, up-to-date information
about the Fund. They'll also be responsible for annual meetings
with Albertans to provide people with an opportunity to ask
questions and learn more about the Fund.

Anoperations committee involving private sector expertise will
work with Alberta Treasury in setting investment criteria and
performance measures for the Fund.

We've also limited the type of investments that can be made
from the Fund. It canno longer be used by government for
economic development or social investment purposes. The
focusis on getting a solid financial return rather than using the
Fund'sresources as atool for implementing government policies.
We now have adistinct, arms length relationship between the
Fund and the government of the day.

Finally, many Albertans said they would like to see the Fund
continue to grow or at least be protected from inflation. Income
from the Fund will continue to flow into the general revenues of
the province to help fund priority programs in education, health
and social services. But the amount transferred each year will be
adjusted so that the Fund's value doesn't erode.

With the changes we've put in place this year, Albertans can be
assured that their Heritage Fund will be preserved to serve future
generations of Albertans. We found out how strongly Albertans
feel about the Heritage Fund. We've charted a strong new
financial course for the Fund. And we look forward to future
years of solid financial performance.

o

Jim Dinning
Provincial Treasurer




1995-96

HIGHLIGHTS

¢ Income—TheFundearned $1,046 millionin 1995-96,
up 14% from 1994-95.

o Cash and Marketable Securities— The Cash and
Marketable Securities portfolio increased by about
$1.1billion to $7.8 billion at year end. The portfolio
earned a market value rate of return of 8.8%.

+ Holdings of Alberta Debt Declining—3$1,621 million
of Alberta direct debt and Alberta provincial
corporation debt held by the Heritage Fund was
repaid.

¢ Vencap— The Fund made a $34 million gain on the
sale and restructuring of its investment in Vencap.

e Synerude— The province sold its remaining 11.74%
interest in Syncrude for an estimated gain of
$10 million.

o New Directions— The Legislature passed a new
Alberta Heritage Savings Trust Fund Act in May
1996 which sets a new direction for the Fund.

1 THE HERITAGE FUND IN
NoMINAL AND REAL TERMS

The Hemage Fund reached m peak in 1987 and has
since declined in value.
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oo o

i
12,000 |

8,000

6,000
4,000

2,000 |

Fiscal Year-end
Assets {Nominal) — - A5S20S {Real)
* 1877 dollars

The Fund's governance structure and investment
objectives will change starting later in 1996-97.

By 2005, the Heritage Fund will be fully invested in an
Endowmentportfolio designed to maximize long-term
financial returns.

CASH AND MARKETABLE
SECURITIES (IN $SMILLIONS)

1992 1993 1994 1995 199
4865 5339 6029 6768 7836

TYPE OF ASSET
(IN $MILLIONS)

1992 1933 1994 1995 1996
B Market investments
5210 5678 6428 7207 8310
Policy Investments
5962 5723 4907 4427 3337
U] Accrued Interest and Accounts Receivable
867 550 559 261 359

IncoME EARNED ON FvancIAL
ASSETS (IN $SMILLIONS)

1992 1938 1994 1995 1996
1386 785 1,103 914 1,046




BACKGROUND

The Heritage Fund is composed of five different divisions
and a portfolio of cash and marketable securities,
established at various points in time beginning in 1976.
The following briefly summarizes the investment
objectives of each division.

1. Alberta Investment Division:

Makes debt or equity investments to
strengthen or diversify the economy of Alberta.
Investments in this Division are expected to yield a
reasonable return, but not necessarily a commercial
return. No new investments were made in 1995-96.

2. Canada Investment Division:

Loaned funds to other provincial governments
or their agencies at the rate at which the most
credit-worthy Canadian province could borrow at
the time of the loan. Lending activity was
suspended in 1982.

3. Commercial Investment Division:

Invests in Canadian stocks and money market
securities. Investments are expected to yield a
commercial return or profit.

4. Energy Investment Division:

Designed to invest in debt or equity to
facilitate the development, processing or
transportation of energy resources within Canada.
There are no investments in this Division.

TR

5. Capital Projects Division:

Funds were spent on projects that will provide
long-term economic or social benefits to the
people of Alberta. Accordingly, projects in this
Division do not necessarily yield a financial return.
The last year of spending was 1994-95.

6. Cash and Marketable Securities Portfolio:
Funds not immediately required for other
divisions are invested in short-term and medium-
term money market securities, marketable bonds,

deposits and mortgage-backed securities.

The Heritage Fund's $12 billion of assets can be divided
between $8.3 billion of market investments, $3.3 billion in
policy investments and $355 million in accrued interest
and accounts receivable. Market investments are liquid
investments that can be readily bought or sold in an
ordinary bond or stock market. Policy investments were
made to meet objectives like strengthening or diversifying
the economy of Alberta and these investments were
originally purchased to be held for the long-term.

2 TotaL HERITAGE Funp
INVESTMENTS AT A GLANCE

69% of the Fund's investments dre in liquid money markes
securities, marketable bonds and Canadian equaities.

March 31, 1996
By Division
s-mibns % of total
Capitel Projetts Division vy, 0.1
AcGrued Imirest & Accounts Receivable 355 - 3.0
b Conimercia invesiment Division 475 39
Canwajnvgsmt Division 605 50

Aberta i t Divislon 2,722 27

Cash and Merketabte: S 7,836 653

Total 12,002 100.0

__By Type of Asset

Market Investments
Shon and Mid-tem Money Market Securites 3,305 283
Marketable Bonds 4696 39.1
Canadin Equits 218 1.8
Poﬁ(.‘j , !,"ments )
* Debentures 2596 218

. Procts 469 3.9
Comorale Securities 272 23
Other
Actrued Interest and Accounts Receivable 356 .30

Total 12,002 - 1000




EcoNnomic CLIMATE

Highlights

AT s T e e
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¢ The Cash and Marketable Securities
portfolio and Commerczal Investment
Division are mﬂuenced by the
performance of the Canadian
economy and Canadian and
international financial markets.

¢ Some of the investments in the
Alberta Investment Division depend
in part on the performance af Ihe Ry
Alberta economy. , -

The Canadian economy weakened markedly in the first
half of 1995 in response to slowing growth in the US and
higher domestic interest rates. The economy rebounded
in the second half of the year as the US economy
strengthened and domestic interest rates fell. Robust
exports were the major source of economic growth last
year. For 1995 as a whole, the Canadian economy grew
by 2.2%, down from 4.6% in 1994,

Canada’s inflation peaked in May 1995 at 2.9%. Since
then, inflation has dropped steadily, averaging 2.1% for
19935 as a whole. In February 1996, Canada’s inflation was
1.3%, close to the lower end of the Bank of Canada’s
target band for inflation.

With stable interest rates in the United States, no
significant inflationary pressures in Canada, and a weak
Canadian domestic economy, the Bank of Canada was
able to achieve lower interest rates during 1995-96. Asa
result, the spreads between Canada and US interest rates,
both short-term and long-term, have narrowed
substantially. This has periodically exerted downward
pressure on the Canadian dollar. However, for the most
part, the Canadian dollar has held its ground.

3 YIELDS ON THREE-YEAR
CanaDA Bonps AND
91-pAay TREASURY BILLS

Both medium and short-term rates trended downward
through the year, with a smalt jump in. medium-tefm rates
towards the end of the year: The spread between medium
and: short-term “rates widened during the year.

Yield in Percent

|
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|
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4 THE CANADIAN DOLLAR
(APRIL 1995 10 MARCH 1996)

The value of the (kmadmn dollar peaked in the middle of the
f sc‘d year g i
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EcoNnomic CLIMATE

Reflecting the market conditions described above,
investment returns, as measured by Scotia McLeod’s
indices, were 7.4% on 91-day treasury bills, 12.0% on
short-term bonds (average term: 3 years), and 15.8% on
long-term bonds (average term: 20 years). The returns on
bonds were high because as interest rates decline the
price of a bond goes up. This increase in price is included
in the market value rate of return.

The Canada-US exchange rate averaged US 73.37 cents in
1995-96. It started the fiscal year at US 73.82 cents and
strengthened to over US 75 cents in early October, before
falling. The exchange rate finished the fiscal year at

US 73.36 cents.

Interest rate fluctuations mainly affect the income earned
in the Cash and Marketable Securities portfolio as a
significant portion of the portfolio matures and is
reinvested each year. Changes in interest rates also affect
the income earned in the Commercial Investment Division
because assets not invested in equities are held in short-
term interest bearing securities. In addition, the interest
rate on some provincial corporation debentures held under
the Alberta Investment Division are re-set every five
years.

5  TSE 300 ComposiTE INDEX

The Canadian stock market, as measnred by the TSE
360 index, experienced significant growth over the past
Siscal year.

Closing Index Value at End of Month

4800 -

4800

‘d

A

The Canadian stock market, as measured by the Toronto
Stock Exchange (TSE 300 Composite Index) experienced
substantial growth during 1995-96, particularly in the
second half. Reasons for this growth included a declining
interest rate environment and robust export demand (the
TSE has a large number of companies with significant
export sales).

The TSE 300 index of Canadian equities earned a return of
17.9% in 1995-96. In the United States, the S&P 500 stock
index earned a return 0f 28.3% (in Canadian dollars), while
equities in Europe and the Pacific Basin averaged
approximately 15.4% and 3.6%, respectively.

Tue ALBerT4 EcCoNOMY

Alberta’s economy experienced real growth in 1995 of
2.3%, compared to 2.2% for the Canadian economy. As in
1994, Alberta’s economic growth was due mainly to strong
exports to the U.S. and the rest of Canada. The
competitiveness of Alberta’s industries in U.S. markets is
due partly to the decline in the Canadian dollar against the
U.S. dollar since early 1992. Economic growthin 1996 is
expected to be led by exports of agricultural products,
manufactured goods, crude oil and natural gas.

Alberta’s export revenue for agricultural, food and
beverage products in 1995 was markedly higher than the
comparable 1994 figure. Total export value was arecord
$4.2billion, up 16% from $3.6 billionin 1994.

The price of oil declined during the first four months of
1995-96, from an average of US$ 19.87 abarrel in April to
anaverage of US$ 17.26 a barrel in July. Through the rest
of the year, prices generally increased ending in a sharp
jump from an average of US$ 18.78 a barrel in February to
an average of US§ 21.18 abarrel in March 1996. The price
of natural gas trended higher during the year from
averaging Cdn. $1.25 per mcfin April 1995 to averaging
Cdn. $1.71 permcfinMarch 1996.

Market pulp prices moved higher through the middle of
the fiscal year and then dropped sharply. For example, the
price of Northern Bleached Hardwood Kraft pulp delivered
inthe U.S. increased from US $775/metric tonne (MT) at
March 31, 1995 to a peak of US $875/MT during June to
December before declining to US $425/MT at March 31,
1996.




HIGHLIGHTS OF

PERFORMANCE

Total Heritage Fund

d

o Provided 81,046 million i income

"¢ . Earned a book value return of 9.0%,
~which was above the 8.3% cost of
Alberta's General Revenue Fund debt.

MARKET INVESTMENTS

Cash and Marketable
Securities Portfolio
(Size: $7.8 billion)

L S

o Increased by about $1.1 billion
during 1995-96.

o Earned $581 million in income, a
market value return of 8.8%.

Commercial Investment
Division
(Size: $475 million) i

i —

o Market value ilzcrei;i;éd'by $87 million
during the year, and now stands at
$747 million (book value of
$475 million).

o Generated $34 million in income.

o Total market return of 12.9%.

Poricy INVESTMENTS

6 REeTURN vs DEBT CosTs

(Book VALUE INTERNAL
RATE OF RETURNY)

i

The Heritage Fund generated a higher return than the cost
of the previrce's debt in 1995-96.

Percentage

1095-96 1992-96
{one yegs) - . {four years)
1 voual Heriege Fong Bewm I Deot Senvicing Gosis
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Canada Investment Division
| (Size: $60S million)

'+ Returned $103 million of income in

1995-96.

¢ Over $300 million of principal was
repaid in 1995-96.

Alberta Investment Division
(Size: $2.7 billion)

o Returned $296 million in‘income.

e Over $600 million of invesiﬁ:ents-[_;ﬁ X

repaid or sold during 1995-96.

o Investment in Syncrude project sold.




NEwW DIRECTIONS

LHighlig

o The Fund’s governance structure and
investment objectives will change
starting later in 1996-97.

+ By 2005, the Heritage Fund will be
~ fully invested in an Endowment
portfolie designed to maximize
long-term financial returns.

THE REVIEW PROCESS

The government announced during 1994-95 that a public
review of the Heritage Fund would take place. The key
part of this was a public consuitation process that
culminated in 14 recommendations from an All-Party
Review Committee on changing the Fund. Their report
was debated in the Legislative Assembly and was given
general approval. ‘

The Review Comunittee based its recommendations on the
following five guiding principles:

1. The Fund should be retained, but not at the status
quo.

2. The management of the Fund should be at arm’s
length from the political process.

3. Private sector investment managers should be
involved in investment decision making, along with
Alberta Treasury staff.

4. The Fund should be more transparent; the Fund's
managers should be more directly accountable to
the people of Alberta.

5. The role of government is to set objectives for the
Fund.

The government has announced changes to the Fund that
address these principles for change.

CHANGES STARTING IN 1996-97

During the spring session, the Legislature passed a new
Alberta Heritage Savings Trust Fund Act which sets the
new direction for the Fund. The Act, which will come into
force when it is proclaimed later this year, and other
related changes to the Fund are described below.

Heritage Fund Mission Statement

To provide prudent stewardship of the savings from
Alberta’s non-renewable resources by providing the
greatest financial returns on those savings for current
and future generations of Albertans.

Given the income needs of the government’s fiscal plan
over the short and medium term a transition period is
needed before an investment strategy of maximizing long-
term financial returns can be fully pursued. The existing
divisional structure of the Heritage Fund will be replaced
by two portfolios: a Transition portfolio and an
Endowmentportfolio.

Over a maximum ten year transition period starting in
1996-97 assets will be transferred from the Transition
portfolio to the Endowment portfolio. A minimum of
$1.2 billion in assets will be transferred annually from the
Transition portfolio to the Endowment portfolio so that,
by December 31, 2005, all assets of the Heritage Fund will
be in the Endowment portfolio. The Transition portfolio
will contain investments that support the short-term to
medium-term income needs of the government's
consolidated fiscal plan while the Endowment portfolio
will be invested to maximize long-term financial returns.
To ensure accountability each portfolio will have a well-
defined investment objective and performance of each
portfolio will be measured separately against its own
objective.

As part of the new framework, the Heritage Fund’s
principal will be “inflation proofed” by keeping a portion
of the Fund's income in the Fund. However, until 1998-99
income will only be kept in the Heritage Fund for inflation-
proofing if the consolidated budgetary surplus exceeds
$500 million. It is proposed that foreign investments by
the Heritage Fund will be limited to 20% of Fund assets.
This is similar to the restriction on private and public
sector pension funds.
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NEW DIRECTIONS

Over the long-term, the Endowment portfolio will The new structure sets up an oversight committee of
strengthen the financial position of the province because ML As to provide overall direction, evaluate the
long-term total returns should be higher than debt costs performance of the Fund and report regularly to Albertans.
and higher than the return on the Transition portfolio. Ongoing investment decisions will be made within Alberta
Treasury. The Heritage Fund business plan will be
GOVERNANCESTRUCTURE reviewed and recommended to the Provincial Treasurer by
On April 18, 1996, the Government set out its new an Operations Committee which will include people from
governance structure for the Heritage Fund. The structure  the private sector who have related business and financial
provides improved accountability and a new management expertise.

structure that builds on the five principles identified by
the Review Committee and is consistent with the new
investment framework. -l

ALBERTANS

| Heritage Fund Oversight Committee

e approves business plan
e reviews quarterly reports and approves annual report
e holds public accountability meetings around Alberta

(0
.
i

Provincial Treasurer

e accountable for the Heritage Fund Auditor General

’ | o audits the financial statements
of the Heritage Fund

Operations Committee

e chaired by Deputy Provincial Treasurer; involves
private sector expertise

Alberta Treasury

e responsible for day-to-day- investment management
activities, including engagement of external
investment managers as appropriate




MARKET INVESTMENTS

CasH AND MARKETABLE SECURITIES

The Cash and Marketable Securities portfolio invests
funds not immediately required by the other divisions in
high quality income earning investments.

The Cash and Marketable Securities portfolio is the
largest component of the Fund. Of the Heritage Fund’s
$12.0billion of financial assets at March 31, 1996,

$7.8 billion, or 65.3% , were in this portfolio. Cash and
Marketable Securities increased by $1,067 million during
1995-96. This increase was due primarily to maturities,
repayments and disposals in other divisions.

In 1995-96, the Cash and Marketable Securities portfolio
contributed $581 million, or 56% of the Heritage Fund’s
investment income. This compares with $418 million, or
46% of the Heritage Fund’s investment income in 1994-95.

New investment in other divisions of the Heritage Fund
except the Commercial Investment Division has virtually
ceased. For example, lending to provincial Crown corpora-
tions was reduced and has now stopped, and no new
project investments have been made for several years.
Many of the investments the Heritage Fund made in
previous years have either matured, been repaid or have
been sold. As the Heritage Fund received large amounts
of cash from these sales and repayments and since it does
not make new policy investments (consistent with the
government’s policy of getting out of the business of
being in business), the size of the Cash and Marketable
Securities portfolio has increased significantly.

Given the Heritage Fund review, the objective has been to
protect the Fund’s capital and position the Fund for future
change. As a result, the most prudent investments have
been Canadian fixed income securities such as treasury
bills, promissory notes, mortgage-backed securities and
government and corporate bonds with maturities up to
five years.

INVESTMENTS

The portfolio invests in two fixed income market seg-
ments: short-term securities and mid-term securities.

Short-term Securities

Short-term securities have a remaining term to maturity of
less than one year. Because of the short duration of these
securities, the market value of the short-term portfolio
approximates cost. As shown in Table 8, the total value
of short-term investments at March 31, 1996 was

$3,140 million, or 40% ofthe Cash and Marketable
Securities portfolio.

Ofthe $3.1 billion of short-term securities held at

March 31, 1996, $89 million was invested in Province of
Alberta securities, compared to $1,516 million one year
earlier. During 1995-96, the Province reduced its debt to
the Heritage Fund from the budgetary surplus and by
borrowing in financial markets. When the province
borrowed from the Fund, it paid market rates of interest to
the Heritage Fund rather than to banks or other investors.

When mid-term securities have less than one year
remaining to maturity they are reclassified as short-term
securities. Maturities are then generally reinvested in
mid-term securities.

Mid-term Securities
Mid-term securities have a remaining term to maturity of
between one and five years.

As interest rates increase, fixed income securities
decrease in market value. Conversely, as interest rates
decrease, fixed income securities increase in market value.
The mid-term portfolio is recorded at the lower of cost or
market value. At March 31, 1996, the market value of the
mid-term portfolio was $17.9 million above cost. This
compares with a market value of $51.2 million below cost
atMarch 31, 1995.

As shown in Table 8, the book value of mid-term cash and
marketable securities investments was $4,696 million,
or 60% of the total cash and marketable securities portfolio.

10



MARKET INVESTMENTS

SECURITIES PORTFOLIO
As AT MARcH 31, 1996

8 SuMMARY OF CASH AND MARKETABLE

At Cost
Short-term Mid-term Total
Securities ($Mil) (%) ($Mi)) (%) ($Mi)) (%)
Cash and Cash Equivalents' 78 1.0 0.0 0.0 78 1.0
Government Securities?
Alberta 89 1.1 285 3.6 374 4.7
Other Governments 1,996 25.5 3,753 479 5,749 734
Corporate Securities 977 12.5 658 8.4 1,635 209
Total 3,140 40.1 4,696 59.9 7,836 100.0
Average Term to Maturity (years) 0.30 3.30 2.12
" Modified Duration (years) 0.28 2.78 1.80

' Includes deposits in Consolidated Cash Investment Trust Fund.
2 Includes government guaranteed securities.

Procedures for the management
and administration of the assets of
the Heritage Fund are founded on
the principles of separation of duties
and checks.and balancing of all
investment activity. Day~to-day

money markets are only done in
the Cash and Marketable Securities
portfolio and the Commercial
Investment Division as investments
in other divisions are usually held
until maturity. . '

There are two separate areas in
Alberta Treasury that are involved
in the day-to-day investment
activity of the Heritage Fund. The
Investment- Management Division is
responsible for managing the
investments in the Cash and
Marketable Securities portfolio and
Commiercial Investment -Division.

transactions in the equity, bond and _}~

" purchase.

The Banking and Cash Management
Division is responsible for record
keeping, reporting, control :
monitoring and settlements.

Once a decision has been made to

‘invest in a chosen security, the

Investment Management Division
contracts with a dealer to purchase
it. Before the fransaction can be
settled, both the dealer and the
investment area in Treasury
independently write orders, or
"tickets”, that are sent to the
settlemeénts area in the Baoking and
Cash Management Division. Only.if
both orders match will the e
settlements area in Treasury instruct
the provinee's custodian (a

chartered bank) to settle the

If a trade order is not
consistent with the policy en
approved dealers and issuers, the

seftlements arca will not settle the
trade, Settlement of a purchase
involves paying cash for a security;
settlement of a sale involves
receiving cash for a security.

The custodian holds the’ marketable
securities owned by the Heritage
Fund in either an electronic or
physical form. The custedian's
hioldings are reconciled with the
settlement area's internal reports
and any discrepancies are followed
up. The custodian is only
authorized to settle against specific
money limits and specific securities.
All settled transactions are
recohcifed to cash movements daily.
The custodian reports all its
settlements separately to the
settlements area. '

11




MARKET INVESTMENTS

RATES OF RETURN

For the fiscal year ended March 31, 1996, the Cash and
Marketable Securities portfolio earned a market rate of
return of 8.8%. This compares with a market rate of return
0f6.5%1n 1995. The higher return in 1996 over 1995 was
due primarily to the increase in value of the mid-term
portfolio as interest rates declined during the year and
because a higher percentage of the portfolio was allocated
to the mid-term portfolio. Approximately $1.7 billion was
added to the mid-term portfolio over the second half of the
1995-96 fiscal year.

RETURNS OF THE CASH
AND MARKETABLE

SECURITIES PORTFOLIO

Periods Ending 31-Mar-96
Cash & Marketable Securities  ScotiaMcLeod
Totat Retury (Market Value) - Market indices
Total Shonterm  Midterm 9t-day T-bills Shor-bond
(%) (%) (%} (%} %}
1-Year 88 74 112 74 12.0
3-Years 6.7 6.0 79 6.0 82
5-Years 79 68 80 68 98
t0-Years 893 88 94 87 98

Market indices have been chosen that provide a point of
reference for the returns of the short and mid-term por-
tions of the Cash and Marketable Securities portfolio. The
short-term portion of the portfolio had a market return of
7.4% in 1995-96, the same as the ScotiaMcLeod 91-day
Canadian Treasury Bills index. This compares with a
market return of 6.2% for the short-term portfolio in
1994-95.

11 RETURNS IN 1995-96

Investment returns on medium-term securities were
lower than the comparable market index becanse
securities held over the course of the year were, on
average, of shorter term and higher quality,

Cash and Marketable Securities Portfolio Rates of Return

Short-term marketable securities (duration: 0,28 years)  7.4% |
ScotiaMel.eod 91-day T-bills index (duration: 8.25 years)  7.4%
Mid-term bonds (duration: 2.78 years) 11.2% |
ScotiMeLend Stortbond index: (duration; 2,67 years)  12.0%

Note: Duration is asat March 31, 1996

The mid-term portion of the Cash and Marketable
Securities portfolio had a market rate of return of 11.2% for
the fiscal year ended March 31, 1996 compared to the
ScotiaMcLeod short-bond index return of 12.0%. This
compares with a market return of 7.3% in 1994-95.

While the duration of the mid-term portfolio was higher
than that of the index at year end (2.78 years compared to
the Scotia McLeod Short-bond index duration of 2.61
years), the duration of the mid-term portfolio on average
during the course of the year was shorter than the
duration of the ScotiaMcLeod Short-bond index. As well,
the mid-term portfolio primarily invests in Government of
Canada bonds. Due to their higher credit rating, these
securities offer lower yields than other government and
corporate securities that also make up the ScotiaMcLeod
Short-bond index. For these reasons, the return on the
mid-term portfolio is expected to be lower than the return
on the ScotiaMcLeod Short-bond index.

12
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Commerciat INVESTMENT DrvisioN

The Commercial Invesiment Division was established in
1982 as a means io diversify the investments of the
Heritage Fund. The Division has an emphasis on
Canadian equity (stock) investments with the balance of
investments in money market securities. The Division
grows by an amount equal to the net investment income
earned on s investments.

Investments in stocks help diversify the investments of
the Heritage Fund since money market and bood portfolio
retros generally have low or even negative correlations
with stock returns. Correlation measures the degree to
which returns on two types of assets {e.g., stocks and
treasury bills) tend to move together or move
independently over time.

In addition to the diversification benefits, another
advantage of holding a stock portfolio is that, over a long-
term investment horizon, stocks are expected to provide a
higher return than fixed income securities.

INVESTMENTS
The Division's investments consist of Canadian equities
and money market securities.

Canadian Eguities

The equity portfolio is invested ip 2 broad range of
Canadian companies which are bought and sold on the
Toronto Stock Exchange (TSE). The investments are
managed on a “passive” basis meaning that securities are
purchased roughly in proportion to an existing market
index such as the TSE 100 composite index (a subset of
the TSE 300 index). While the Division ¢annot own bank
stocks and does not invest in small companies or real
estate companies, the rate of return on the Canadian
equities portfolio should approximate the returns earned
by “investing” in the TSE 100 index. At March 31, 1996,
the market value of the equity portfolio was $492 million
compared to a book value of $219 million. During the year,
the equity portfolio earned $11.4 million in dividends and
$7.4millioninrealized capital gains.

Money Market Securities

Money market securities constituted 34% of the
Division’s investments at year end. Money market
securities are being held until the revised investment
policies are approved and implemented for the Heritage

Percent of Market Value

‘d

12 COMMERCIAL INVESTMENT
Drvision
- ASSET ALLOCATION

(MARKET VALUE)

S e i P e

The Comntercial Invesnment Division consists of
Conadign equities and short-term ipvestments.

March 31, 1996

.. Boney Bkl Seculies 34.2%
Cenattion Exuities £5.8%

13 Cananian Equrries
BY SECTOR

A broadly diversified equity portfolio.
Percém of Market Value
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Fund. The portfolio contributed $14.7 million in interest
income in 1995-96 and had a market value 0of $255.4 million
atMarch 31, 1996 (the market values of short-term
marketable securities such as these approximate cost).

RATES OF RETURN

For the fiscal year ended March 31, 1996, the
Commercial Investment Division earned an overall
market rate of return of 12.9%. This compares with a
market rate of return of 6.8% in 1994-95. The higher return
in 1995-96 was mainly due to the strong performance of
the Canadian stock marketin 1995-96.

Market indices have been chosen that provide a point of
reference for the returns of the Canadian equity and
money market portions of the Commercial Investment
Division.

In 1995-96, the returns on the Division's equity portfolio
were 16.3%, compared to the TSE 100 index which earned
18.0%. The higher return of the TSE100 compared to the
Commercial Investment Division is largely due to the
strong performance of the financial services sector which
recorded a return of 23.1% and accounts for 16.5% of the
TSE 100 index. The Division is not permitted to invest in
bank stocks which make up a large part of this sector.

The money market portfolio returned 7.0% compared to
the ScotiaMcLeod 91-day Treasury Bills index which
returned 7.4%. This lower return compared with the index
was primarily due to the shorter maturity schedule of the
Division's money market securities.

14 RETURNS OF COMMERCIAL
INVESTMENT Division

o = e i e

Commercial Investment Division (Rates of Retiirn)

Canadian Equities

2
PR -

Three Years Fiwe Years Ten Years

* [] Canadian Equies [ VSE 100 tndex

Money Market Securities*
12

Thrse Years

[ saoney Market Securites JIll ScofiadtcLeod 91-day T-bi Index
* Five-year and ten-year data not avatable
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15 COMMERCIAL INVESTMENT

Division

- MARKET VALUE VS BOOK VALUE

3 o == i+

i

Market value has exceeded book (cost) value by over 40% for

the past five years.

Total market value of Division assets as
a percentage of book vatile

Fiscal Year-End

1992 1983 1994 1986

Securities lending involves lending
a security (e.g., a common stock or a
bond certificate} to an approved
financial institution (e.g., a bank or
investment dealer). generally for
séveral days for afee. Securities
from the Heritage Fund's Cash and
Marketable Securities portfolic and
the Commercial Investment
Division are used for this purpose.

Financial institutions borrow
securities for many different

1986

reasons. These include managing
financial risk and increasing the
ability to trade in certain securities.
Standardized systems have been
developed to make this process
profitable for both the security lender
and borrower. Alberta has
contracted with a chartered bank to
manage its securities lending
activitics. Under this contract, the
bank assesses security borrowers,
ensures that they provide sufficient

‘losses should there be a defau]t;-_

collateral and agrees to absorb all

The fees earned from securities
lending are set competitively in the
marketplace. In:1995-96, the
Heritage Fund earned $1 million
from securities lending, including
$0.86 million in the Cash and .~
Marketable Securities portfolio and
$0.14 million in the Commercial
Investment Division.
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INVESTMENTS

Caprrtal ProJecrs Drvision

VENCAP EQUITIES ALBERTA LTD.

Vencap was launched in 1983 with a $44 million public
share and convertible debenture issue and a $200 million
participating loan from the Heritage Fund.

In August 1995, the province exercised an option to
purchase one special share of Vencap for $1, giving the
province 20% of the voting rights of the company. In
October 1995, the province entered into an Arrangement
Agreement with Vencap and Vencap Acquisition
Corporation, a wholly owned subsidiary of Onex
Corporation. Under the terms of the agreement, the
province purchased an additional 3,999,999 special shares
of Vencap in January 1996 for an aggregate exercise price
of $3,999,999. The province then converted all the special
shares inte Vencap common shares.

Under a Plan of Arrangement the assets and liabilities of
Vencap, including the $200 million loan to the province,
were assumed by Vencap Acquisition Corporation and all
outstanding common shares, including those held by the
province, were purchased by Vencap Acquisition
Corporation for $8.50 per share.

Under the Arrangement Agreement the province received
a total value of $174 4 million. This was made up ofa

$136 million repayment against the participating loan,

$30 million net cash received on the purchase and sale of
the commeon shares and $8.4 million as the present value of
the remaining balance on the rescheduled loan. The net
gain to the province from these transactions amounts to
approximately $34 million.

The remaining $64 million of the secured loan has been
rescheduled with $11 million to be repaid in January 2001,
and the balance of $53 million repayable in July 2046.
These loan repayments will bear no interest. The book
value of the loan was adjusted to the present value of the
remaining loan repayments and will be increased each year
by the amortization of the discount. This amortization was
$0.4 million between January and March 31, 1996.

Investment:
e inl1995-96: nil
e atMarch31, 1996: $9 million
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CaNap4a INVESTMENT Di1visioN

Investments in the Canada Investment Division were
approved by the Investment Committee (Cabinet) and
were limited to debentures issued by the federal
government (or its agencies) or provincial governments
(and their agencies). Six provinces — Manitoba,
Quebec, Newfoundland, New Brunswick, Nova Scotia,
and Prince Edward Island — or their agencies borrowed
money from the Canada Investment Division during the
period 1977-82. Investments were made at market rates of
interest determined by the rate at which the most credit-
worthy province could borrow at the time the debentures
were issued. In March 1982, lending was suspended
indefinitely to ensure that funds were available to meet
priority needs in Alberta.

Interest rates on the debentures currently held in the
Canada Investment Divisionrange from 11.0% to 13.9%.
During 1995-96, the Division earned a book value rate of
return of 13.2%. Book value rates of return rather than
market value rates of return are used to measure the
results of Canada Investment Division investments
because the investments are held for the long-term and
are not traded on public markets.

» "

Some of the debentures in the Canada Investment
Division contain a feature that allows the borrower to
repay them early. If a borrower decides to do this, in many
instances, a premium over the face value of the debenture
is paid to the Fund. During 1995-96, the provinces of New
Brunswick, Nova Scotia, Newfoundland and Prince
Edward Island, as well as the New Brunswick Electric
Power Commission exercised their redemption options and
repaid debentures early at a premium.

During 1995-96, $103 million was received by the Heritage
Fund in the form of interest and premiums on early
redemptions. Every year all interest payments have been
received in full and on time.

These debentures had a market value of $686 million
compared to a book value of $605 million at March 31,
1996.

Investment:

e in1995-96: nil
e atMarch31,1996: $605 million

17
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18

Canada Investment Division Investments

at March 31, 1996 (in $ millions)

Province/Provincial Agency Par Cost Coupon Maturity
Rate (%) Date
New Brunswick Electric Power Commission 50.0 49.6 11.3 Jan 2005°
Newfoundland and Labrador Hydro 75.0 74.6 11.3 Dec 1999°
Newfoundland and Labrador Hydro 75.0 74.9 13.4 Jan 20012
150.0 149.5 12.3°
Newfoundland Municipal Financing Corp. 25.0 24.9 11.3 Dec 1999*
Newfoundland Municipal Financing Corp. 35.0 35.0 134 Jan 20012
60.0 59.9 12.5°
210.0 209.4 12.2%
Nova Scotia Municipal Finance Corp. 5.0 5.0 11.3 Jan 1997 - Jan 2000
Nova Scotia Municipal Finance Corp. 6.3 6.2 13.4 Dec 1996 - Dec 2000
11.3 11.2 12.5°
Province of Prince Edward Island 9.0 8.9 13.5 Mar 2000*
Province of Prince Edward Island 20.0 19.9 13.9 Apr 20012
29.0 28.8 13.8°
Hydro-Quebec 200.0 196.4 11.0 Oct 20042
Hydro-Quebec 110.0 110.0 11.8 July 20052
310.0 306.4 11.3°
Total 610.3 605.4 11.7°

3 Can be redeemed prior to maturity by the issuer.
® Weighted average.
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ALBERTA INVESTMENT DIVISION

The Alberta Investment Division has made investments in
provincial Crown corporations, corporate securities and in
project investments.

18 ALBERTA INVESTMENT |
Division '

(BOOK VALUE)
— i —

Provincial Crown corporation investments hqye~dé<’tined
by abour $1.2 billion since 1992. R

Billions of Dollars Fiscal Year-End
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The Heritage Fund holds debentures issued at market
rates of four provincial Crown corporations: Alberta
Social Housing Corporation (ASHC), Agriculture Financial
Services Corporation (AFSC), Alberta Opportunity
Company (AOC) and the Alberta Municipal Financing
Corporation (AMFC).

Heritage Fund investments in provincial Crown
corporation debentures totalled $2.0 billion at March 31,
1996, a decrease of $342 million from 1994-95 due to
debenture repayments. The majority of the repayments
were made by ASHC. As it continues to dispose of assets
not required for its social housing objectives, ASHC uses
the proceeds to repay its debentures issued to the
Heritage Fund. In 1995-96, these repayments totalled

$245 million.

No corporation has ever missed a payment of principal or
interest to the Heritage Fund. Like other income from the
Heritage Fund, the interest income from provincial Crown
corporation debentures is used for budgetary purposes.
ASHC, AFSC and AOC cach receive grants from the
General Revenue Fund to enable them to deliver their
programs for social housing, farmers and small businesses
at less than their cost.

Effective April 1994, the provincial Crown corporations no
longer borrow from the Heritage Fund. The corporations
are meeting their financing requirements by having the
province borrow in the financial markets on their behalf.

The Alberta Investment Division's investment in corporate
securities, which includes NOVA Corporation shares,
TransCanada PipeLines Limited convertible subordinated
debentures and Canadian Western Bank common shares,
totalled $263 million at March 31, 1996.

AtMarch 31, 1996, investments in projects totalled

$469 million. Project investments were made to help
strengthen and diversify the economy of Alberta.
However, in keeping with "getting out of the business of
being in business”, in November 1995, the province sold
its remaining 11.74% interest in the Syncrude project to
Athabasca Oil Sands Investments Inc.

In 1995-96, $296 million or 28% of the Heritage Fund's total
investment income was earned from Alberta Investment
Division investments. Of this, $211 million was earned
from investments in provincial Crown corporations.

During 1995-96, the book value rate of return on Alberta
Investment Division assets was 9.5% compared to 9.2% in
1994-95.

Book value rather than market value rates of return are
used to measure the results of Alberta Investment
Division investments because the investments are held for
the long-term and most of the securities are not traded on
public markets.
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19 ALBERTA INVESTMENT
Division
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Provinciar CROWN CORPORATIONS

ALBERTA OPPORTUNITY COMPANY
Alberta Opportunity Company (AOC) provides loans,
export guarantees, and management assistance to small
and medium sized Alberta businesses. The Company is an
alternate source of financing to businesses which are
unable to obtain funding on reasonable terms and
conditions from conventional lenders. In 1995-96, the
Company made 340 loans and export guarantees, totalling
$30.1 million, funded by borrowing from the province's
General Revenue Fund. AOC no longer borrows from the
Heritage Fund.

During 1995-96, AOC repaid $39.8 million of its debentures
held by the Heritage Fund.

At March 31, 1996, AOC had four debentures outstanding
to the Heritage Fund. Interest rates on these debentures
range between 7.1% and 10.1%, with maturities between
1998 and 2001. These debentures are similar to mortgages
in which payments include a blend of principal and
interest.

Investment:
e in1995-96: nil
e atMarch31,1996: $39million

AGRICULTURE FINANCIAL SERVICES
CORPORATION

Agriculture Financial Services Corporation (AFSC)
provides lending and hail and crop insurance services.
Prior to 1992-93, the Heritage Fund purchased debentures
of AFSC to finance AFSC's lending activities.

The lending division of AFSC offers loans, loan guaran-
tees and business analysis services to farmers and the
food processing and agribusiness sector. AFSC's core
customers for its lending products and services are
beginning farmers and developing and expanding
agribusinesses. Program features include long-term loans
at fixed interest rates. Incentives are available for eligible
beginning farmers to reduce their effective annual interest
rate. AFSC also serves customers who process or sell
agricultural products or service and supply the agriculture
industry.
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In 1995-96, the Corporation committed $70.8 million in
direct farm loans. Loans totalling $5.3 million were
provided to agribusinesses. The Corporation met its
financing requirements from loan repayments, sales of
farm properties and financing from the General Revenue
Fund.

The Heritage Fund held 56 AFSC debentures at March 31,
1996. Interest rates on these debentures range between
7.4% and 10.8%. Forty-eight of these debentures provide
for the rate of interest to be reset every five years based
on the prevailing Alberta borrowing rate that corresponds
to the original term of the debenture. Most of AFSC's
outstanding debentures pay interest semi-annually and
principal annually. The debentures mature between 2001
and2013.

Investment:
e in1995-96: nil
e atMarch31,1996: $837million

ALBERTA MUNICIPAL FINANCING
CORPORATION

Loans provided by this Corporation are an economical
source of long-term financing for Alberta's municipalities,
school systems and regional health authorities. These
loans carry an Alberta government interest rate rather than
higher rates these borrowers would pay if they borrowed
on their own. By making loans at the lowest possible cost
to local governments, Alberta Municipal Financing
Corporation (AMFC) has facilitated progress and growth
inmany communities.

AtMarch 31, 1996, three AMFC debentures were held by
the Heritage Fund. Interest rates on these debentures
range from 11.7% to 13.5% with maturities in 1999 and
2000.

Investment:
e in1995-96: nil
e atMarch31,1996: $140million

ALBERTA SOCIAL HOUSING
CORPORATION

Alberta Social Housing Corporation's (ASHC) focus is on
social housing: the needs of the disabled, those with
special needs, senior citizens and low-income families.

The Corporation continues to sell land, real estate and
mortgages which do not meet its social housing
objectives. The proceeds from these transactions are
used primarily to repay debt held by the Heritage Fund.
Including regularly scheduled repayments as well as early
repayments, $245 million of principal was returned to the
Heritage Fund in 1995-96.

The Heritage Fund held 53 ASHC debentures at March 31,
1996. Interest rates on these debentures range between
7.9% and 18.0%, with maturities between 2003 and 2018.
Thirty-three ASHC debentures provide for the interest rate
to be reset every five years based on the prevailing
Alberta borrowing rate that corresponds to the original
term of the debenture. ASHC debenture payments include
a blend of principal and interest.

Investment:
e in1995-96: nil
e atMarch31,1996: $975 million

CORPORATE SECURITIES

NOVA CORPORATION

NOVA Corporation is a world-wide natural gas services
and petrochemicals company, with its headquarters in
Calgary. Its activities include operating an extensive
network of natural gas pipelines, manufacturing and
marketing petrochemicals and plastics and marketing
natural gas. NOVA's assets total more than $9 billion.

In 1995, NOVA's net income increased by 22% to

$702 million, from $575 million in 1994. The market

price of NOV A common shares increased to $12.875 at
March31,1996, from $12.375 atMarch 31, 1995. The
market value of the 10.8 million common shares held by
the Heritage Fund was $139.3 million ($112.3 million book
value)atMarch31,1996.

The Fund earned $3.5 million in dividends from its
investmentinNOV A in 1995-96.

Investment:

e in1995-96:nil
e atMarch31,1996: $112million
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TRANSCANADA PIPELINES LIMITED
(TCPL)

TCPL is a Canadian-based public company headquartered
in Calgary, with assets in excess of $10 billion. It is one of
North America's leading transporters and marketers of
natural gas. Its main pipeline system begins near Empress,
Alberta, crosses Saskatchewan, Manitoba and Ontario,
and terminates near Montreal, Quebec. TCPL is affiliated
with three Canadian and three American pipelines, giving
the company access to four of North America's major gas
markets. The company has complementary businesses in
gas marketing, power generation, gas liquids extraction
and gas storage.

The Heritage Fund holds $150 million in 10.426%
convertible subordinated debentures of TCPL maturing in
December 2001. The debentures are convertible into TCPL
common shares prior to redemption or maturity ata
conversion price of $23.041. The debentures are
redeemable between June 20, 1995 and December 20, 1996,
if during 20 consecutive trading days the weighted
average price per common share is at least 125% of the
conversion price. After December 20, 1996, the

debentures are redeemable at any time at the option of
TCPL. TCPL common shares closed at $19.00 per share on
March31,1996,up from $17.875 onMarch 31, 1995. The
estimated market value of the convertible debenture at
March31, 1996, was $155 million.

In 1995-96, the Fund earned $15.6 million of interest
income from this investment.

Investment:
e in1995-96: nil
e atMarch31,1996: $150 million

CANADIAN WESTERN BANK

The Canadian Western Bank (CWB) is a Schedule I bank.
In December 1994, CWB amalgamated with North West
Trust Company, doubling the size of the Bank. The head
office of CWB is in Edmonton and branches operate in all
four western provinces. CWB has a network of over 100
independent deposit agents located throughout Canada.
The Bank's assets totalled $1.3 billion at October 31, 1995.

The Bank's 1995 consolidated net income reached a record
$10.8 million, an increase of 116% from $5.0 million
reported in 1994. The market price of the Bank's shares
decreased slightly t0 $10.125 atMarch 31, 1996, from
$10.50 the previous year.

The Heritage Fund holds 160,000 CWB common shares,
with a book value of $720,000 and a market value of
$1,620,000atMarch31,1996.

In 1995-96, dividend income from CWB was $24,000.

Investment:
e in1995-96: nil
e atMarch31, 1996: $0.7 million

ProJEct INVESTMENTS

ALBERTA-PACIFIC FOREST INDUSTRIES
(AL-PAC)

The Al-Pac project is a joint venture between Crestbrook
Forest Industries Ltd. (40%), MC Forest Investment Inc.
(35%) and Kanzaki Paper Canada Inc. (25%) formed for the
construction and operation of a kraft pulp mill northeast of
Athabasca. The pulp mill became fully operational in
February 1995. The total cost of the pulp mill was
approximately $1.3 billion. Total annual pulp production
capacity is 514,000 tonnes.

The Heritage Fund's investment is in debentures which are
secured by the project assets but are subject to the prior
charge of the senior lenders to the joint venturers.

Cash advanced on this loan to March 31, 1996, totalled
$249.3 million.

Prior to March 1997, interest is accrued and capitalized
semi-annually at the rate of 9.203%. After that date
interest is accrued at the same rate and paid monthly to
the extent of available project cash flow. To March 31,
1996, $93 million of interest had been accrued and
capitalized. This included $29 million which the Heritage
Fund earned from its investment in Al-Pac in 1995-96.
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The principal amounts of the debentures are repayable in
five equal annual payments commencing February 2006.
The interest rate of 9.203% will be reset in March 2000 and
every five years after that date to the Alberta 20-year
borrowing rate.

Investment:
e in1995-96: $29million
e atMarch31,1996: $342 million

PRINCE RUPERT GRAIN TERMINAL

The Prince Rupert Grain Terminal is a grain handling port
facility on the west coast. It is owned and operated by
Ridley Grain Ltd., a consortium of six major western
Canadian grain companies. The original design
throughput capacity of the elevator was 3.5 million tonnes
per annum. Capital improvements since start-up have
increased throughput capacity to over 5 million tonnes per
annum.

The Heritage Fund's investment is in the form of first
mortgage bonds with an 11% interest rate. The $106.3
million investment funded part of the $290 million
construction cost of the facility. Financing was also
provided by members of the consortium ($58. 1 million) and
Alberta's General Revenue Fund ($125.2 million).

The Heritage Fund investment provided for interest to

be capitalized during construction. At the end of
construction, the investment was $134 million

($106.3 million principaland $27.7 miltion capitalized
interest). Interest and repayment of the bonds is from
available cash flow generated by the port facility. For four
years after construction, cash flow was insufficient for full
interest payments and $34.3 million of interest was accrued
and capitalized but not recorded on the Heritage Fund
books. The Heritage Fund receives interest on both the
principal outstanding and this capitalized interest. From
the remaining cash flow the Heritage Fund is entitled to up
to $4.3 million per year of principal repayment. Unpaid
principal is due by 2015.

In 1995-96, Ridley Grain Ltd. made a full interest payment
of $17.3 million. Italso made a $4.3 million principal
payment on the Heritage Fund's first mortgage bonds.

The ability of Ridley Grain Ltd. to make payments on the
first mortgage bonds held by the Heritage Fund depends
primarily on grain throughput levels. In August 1995,
federal rail subsidies for grain transportation under the
Western Grain Transportation Act were eliminated,
increasing the cost of transporting grain to the Prince
Rupert terminal versus Vancouver terminals. This change
to federal rail subsidies has increased the uncertainty of
future grain throughput volumes at the Prince Rupert
terminal. Therefore, recorded capitalized interest of

$8.6 million was reversed at March 31, 1996, reducing the
carrying value of the investment to $106.2 million, the
original principal amount. Unrecorded capitalized interest
totalled $42.9 millionatMarch 31, 1996.

Investment:
e in1995-96: nil
e atMarch31,1996: $106 million

MILLARWESTERNPULPLTD.

In 1987, the Heritage Fund provided a $120 million loan to
Millar Western Pulp Ltd. as part of the construction
financing fora $204 million pulp mill. The pulp millis
located at Whitecourt and produces high-yield, chlorine-
free pulp from both softwood (pine and spruce) and
hardwood (aspen). The pulp is marketed in many
applications to customers world-wide. The mill has an
annual capacity of 250,000 tonnes of pulp.

In order to enable Millar Western Pulp Ltd. to obtain
additional bank financing, a financial restructuring of the
company was negotiated in June 1994 between the
company, its bankers and the province. Millar Western
Pulp Ltd. formed a new subsidiary, Millar Western Pulp
(Whitecourt) Ltd. All the assets and liabilities of Millar
Western Pulp Ltd. were transferred to the subsidiary,
except fora $6 million shareholder loan and $90 million of
principal, together with all accrued interest on the Heritage
Fund loan.

The $30 million loan assumed by the subsidiary is interest
free and secured by a debenture registered against mill
assets, ranking behind the prior charge of the bank. This
loan has no maturity date and repayment is based on
certain events, including annual available cash flow after
the bank term debt has been repaid. The carrying value of
this loan was adjusted to $20.6 million in 1993-94, the
present value of the anticipated loan repayments.
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The $90 million portion of the original Heritage Fund loan
remained with Millar Western Pulp Ltd. The loan is
secured by a loan debenture and an assignment of

60% of the shares in Millar Western Pulp (Whitecourt)
Ltd. Interest accrues on the loan at 10% compounded
annually. Repayment of this loan is from cash flow
received by Millar Western Pulp Ltd. until the year 2004, at
which time all outstanding principal and accrued interest is
due and payable in full. Asthe amount and timing of
recovery on the Millar Western Pulp Ltd. loan is uncertain,
it has been written down to zero to recognize the loss in
value.

In 1995-96, no principal or interest payments were received
from this investment and no income was recorded as
earned.

Investment:
e in1995-96: nil
e atMarch31,1996: $21 million

SYNCRUDE

OnNovember 30, 1995, Alberta sold its 11.74% interest in
the Syncrude Project for $352.2 million, subject to certain
adjustments, to Athabasca Oil Sands Investment Inc., the
purchaser designated by Torch Energy Advisors Inc. of
Houston, Texas. The gain from the sale is estimated to
total $10.3 million. Final post-closing adjustments may
result in the province realizing further gains from the sale.

Investment:
e 1n1995-96: $5.2 million
e atMarch31,1996: nil

-l
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AUDITOR'S REPORT
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To the Provincial Treasurer

I have audited the balance sheet of the Alberta Heritage Savings Trust Fund as at
March 31, 1996 and the statements of income, transfers, amounts recovered and
fund equity and changes in financial position for the year then ended. These
financial statements are the responsibility of the Fund’s management. My
responsibility is to 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 T 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 financial statements present fairly, in all material respects, the

financial position of the Fund as at March 31, 1996 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.

FCA
Auditor General

Edmonton, Alberta
May 31,1996
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BALANCE SHEET

March 31, 1996 (in § thousands)

AL
e U -’
//V‘/ﬂ
i
1996 1995
Assets:
Cash and marketable securities, Schedule 1 7,835,905 6,768,099
Accrued interest and accounts receivable X 354,590 X 260,559
Canada Investment Division investments,
Schedule 2 605,423 917,894
Alberta Investment Division investments,
Schedule 3 2,723,111 3,372,736
" Commercial Investment Division investments,
Schedule 4 474,560 439,153
Capital Projects Division investments, Schedule 5 8,855 136,241
12,002,444 11,894,682
Liabilities and fund equity:
Liabilities:
Accounts payable 155,434 28,470
Due to the General Revenue Fund 21,327 40,700
Fund equity 11,825,683 11,825,512
12,002,444 11,894,682

The accompanying notes and schedules are part of these financial statements.
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STATEMENT OF INCOME, TRANSFERS, AMOUNTS RECOVERED AND
Funp EQuiTty

For the Year Ended March 31, 1996 (in $ thousands)

1996 1995

Income:

Investment income before the undernoted 1,002,555 926,343

Net gain on disposals of investments 52,927 31,628

Write down of investments (8,590) (43,000)

Net investment income 1,046,892 914,971

Administrative expenses (Note 3) 1,329 1,194

Net income (Note 4) 1,045,563 913,777
Transfers:

Transfers to the General Revenue Fund 1,045,563 913,777
Capital Projects Division amounts recovered

(expended) ' 171 (49,327)

Net increase (decrease) in fund equity 171 (49,327)
Fund equity at beginning of year 11,825,512 11,874,839
Fund equity at end of year 11,825,683 11,825,512
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STATEMENT OF CHANGES IN FINANCIAL POSITION

For the Year Ended March 31, 1996 (in $ thousands)

1996 1995
Operating transactions:
Net income 1,045,563 913,777
Non-cash items included in net income (68,495) (4,391)
977,068 909,386
Decrease (increase) in receivables (94,031) 298,639
Increase in payables 107,591 49,618
Cash provided by operating transactions 990,628 1,257,643
Investing transactions:
Proceeds from disposals, repayments and
redemptions of investments:
Canada Investment Division 319,019 155,313
Alberta Investment Division 710,246 502,003
Commercial Investment Division 873,198 493,262
Capital Projects Division 165,623 1
Investments:
Alberta Investment Division (58,666) (194,469)
Commercial Investment Division (886,850) (511,420)
Cash provided by investing transactions 1,122,570 444,690
Transfers and amounts recovered:
Transfers to the General Revenue Fund (1,045,563) (913,777)
Capital Projects Division amounts recovered
(expended) 171 (49,327)
Cash applied to transfers and amounts recovered (1,045,392) (963,104)
Increase in cash and marketable securities 1,067,806 739,229
Cash and marketable securities at beginning of year 6,768,099 6,028,870
Cash and marketable securities at end of year 7,835,905 6,768,099
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NOTES TO THE FINANCIAL STATEMENTS

March 31, 1996

30

Note 1 Authority and Financial Structure

The Alberta Heritage Savings Trust Fund operates under the authority of the Alberta Heritage
Savings Trust Fund Act (the "Act"), Chapter A-27, Revised Statutes of Alberta 1980, as amended (see
Note 6).

Pursuant to section 4(2) of the Act, which came into force in September 1982, all of the net income of
the Fund is transferred to the General Revenue Fund. In total, the Fund has transferred
$17,314,485,000 to the General Revenue Fund from 1982 to 1996. Net income from the inception of
the Fund in 1976 to August 1982 totalling $3,262,247,000 has been retained by the Fund.

Under the authority of “Special Acts” and section 5(1) of the Act, non-renewable resource revenue

totalling $12,049,325,000 was transferred from the General Revenue Fund to the Fund, from the
inception of the Fund in 1976, to March 31, 1987.

Note 2 Summary of Significant Accounting Policies and Reporting Practices

These financial statements are prepared in accordance with generally accepted accounting principles.
The accounting policies of significance to the Fund are as follows:

(a) Securities included in the Canada Investment Division, the Alberta Investment Division, and
the Commercial Investment Division are valued at cost. Cost includes the amount of applicable
amortization of discount or premium using the straight-line method over the life of the
securities.

(b) Investments in loans, included in the Alberta Investment Division and the Capital Projects
Division, are reported at their face value discounted by the amount of concessions (see
Schedule 3 Note d and Schedule 5 Note b). The amount of the discount is amortized to
investment income over the remaining term of the loan, except when the collectability of either
the principal or interest related to the loan transaction is not reasonably assured.

(c) Marketable securities, including bonds, bond coupons and residuals, mortgage-backed and
asset-backed securities and money market securities are valued at cost or fair value, whichever
is lower, on an aggregate basis. Cost includes the amount of applicable amortization of
discount or premium using the straight-line method over the life of the securities.

(d) The cost of disposals is determined on the average cost basis. Gains and losses arising as a
result of disposals and any change in the provision to adjust the cost of marketable securities to
the lower of cost or fair value, on an aggregate basis, are included in the determination of
net investment income.

(e) Investment income is recorded on the accrual basis where there is reasonable assurance as to
its measurement and collectability.

(f)  Where there has been a loss in value of an investment that is other than a temporary decline,
the investment is written down to recognize the loss. The written down value is deemed to be
the new cost.
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Note 2 Summary of Significant Accounting Policies and Reporting Practices (continued)

(g)

(h)

Foreign currency transactions are translated into Canadian dollars using average rates of
exchange, except for hedged foreign currency transactions which are translated at rates of
exchange established by the terms of the forward exchange contracts. Exchange differences
on unhedged transactions are included in the determination of investment income.

Fair value is the amount of consideration agreed upon in an arm's length transaction between
knowledgeable, willing parties who are under no compulsion to act. Fair values of investments
held by the Fund are determined as follows.

Marketable securities and Canadian equities are valued at the year-end closing sale price, or
the average of the latest bid and ask prices quoted by an independent securities valuation
company. Debentures held by the Canada Investment Division and Provincial Corporation
debentures held by the Alberta Investment Division are valued based on the net present value
of future cash flows. These cash flows are discounted using appropriate interest rate premiums
over similar Government of Canada benchmark bonds trading in the market.

Note 3 Administrative Expenses

1996 1995

Expenses paid directly from the Fund

pursuant to section 11(1) of the

Alberta Heritage Savings Trust
Fund Act $ 743,000 $ 447,000

Other administrative expenses

estimated and charged to the
Fund pursuant to section 11(2)

of the Alberta Heritage Savings '
Trust Fund Act 586,000 747,000

$ 1,329,000 $ 1,194,000

Administrative expenses estimated at $178,000 for the year ended March 31, 1996 (1995 $275,000)
relating to investment in the Syncrude Project are not included in other administrative expenses but
are reflected in results of operations of the projects for the year.
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Note 4 Comparison of Planned and Actual Results

A budget of the Fund’s net income was included in Budget *95. A more comprehensive budget of the
Fund’s net income, which was prepared by management, has been included in these financial state-
ments for comparison with the actual figures.

1996 1995
Budget Actual Budget Actual
Cash and marketable
securities (a) $ 550,000,000 $ 581,322,000 $ 373,300,000 $ 417,941,000
Canada Investment
Division investments 102,500,000 102,762,000 126,500,000 126,531,000
Alberta Investment
Division investments (b) 330,000,000 295,619,000 304,100,000 331,978,000
Commercial Investment
Division investments 29,400,000 33,541,000 23,500,000 32,380,000
Capital Projects
Division investments 9,100,000 33,648,000 8,600,000 6,141,000
Administrative expenses (1,000,000) (1,329,000) (1,000,000) (1,194,000)
Net income $1,020,000,000 $1,045,563,000 $ 835,000,000 $ 913,777,000

(a) Actual includes $47,309,000 (1995 $102,996,000) income from investments in Province of
Alberta funds and agencies.

(b) Actual includes $210,886,000 (1995 $252,936,000) income from investments in Province of
Alberta agencies.

Note 5 Asset Management

Cash and Marketable Securities have been managed with the objectives of protecting the Fund's
capital and positioning the Fund for future change. The portfolio is comprised of high-quality
short-term and mid-term securities with a maximum term to maturity of five years.

Canadian equities held by the Commercial Investment Division have been managed on a passive
approach. The portfolio has characteristics similar to the TSE 100 composite index. The portfolio
cannot own bank stocks and does not invest in real estate companies.

Investments held by the Canada Investment Division are limited to debentures issued directly to the
Fund by other provincial governments and their agencies.

Investments held by the Alberta Investment Division were made with the objectives of strengthening
or diversifying the economy of Alberta, and to yield a reasonable return to the Fund.

The Capital Projects Division invested in projects which will provide long-term economic or social
benefits to the people of Alberta. These projects do not necessarily yield a financial return.
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Note 6 Subsequent Events

In May 1996, the Alberta Heritage Savings Trust Fund Act 1996 (the "New Act") was passed.

Section 29 of the New Act, which repeals the old Alberta Heritage Savings Trust Fund Act on
proclamation, will abolish the Canada, Alberta, Energy and Commercial Investment Divisions and
the Capital Projects Division of the Fund. All investments, cash, marketable securities, accrued
interest and accounts receivable will be allocated to an Endowment Portfolio and a Transition
Portfolio of the Fund as designated by the Lieutenant Governor in Council.

The Endowment Portfolio has the objective of maximizing long-term financial returns.

The Transition Portfolio has the objective of providing income support to the Government's
consolidated fiscal plan over the short-term to medium-term. Following an initial allocation to the
Endowment Portfolio of at least $1.2 billion in 1996-97, assets with a book value of at least $1.2 billion
will be transferred from the Transition Portfolio to the Endowment Portfolio in each subsequent
fiscal year. All assets in the portfolio will be transferred to the Endowment Portfolio on or before
December 31, 2005.

All income of the Fund will be transferred to the General Revenue Fund except income needed to
inflation proof the Fund. From 1996-97 to 1998-99, income will only be retained in the Fund for
inflation proofing to the extent that the province's consolidated surplus exceeds $500 million in that

year.

Note 7 Comparative Figures

Certain 1995 figures have been reclassified to conform to 1996 presentation.

Note 8 Approval of Financial Statements

These financial statements were approved by management.
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CASH AND MARKETABLE SECURITIES SCHEDULE 1

March 31, 1996 (in § thousands)

1996 1995
Fair Fair
Cost Value Cost Value
Mid-term securities (a) (b):
Government of Canada,
direct and guaranteed 3,040,661 3,058,749 1,847,271 1,813,924
Provincial:
Alberta, direct and
guaranteed 285,730 284,183 138,086 134,832
Other, direct and
guaranteed 703,436 699,536 390,921 384,819
Municipal 8,440 9,133 9,220 9,456
Corporate 657,838 662,449 570,521 561,744
4,696,105 4,714,050 2,956,019 2,904,775
Short-term securities (a) (c):
Government of Canada,
direct and guaranteed 1,555,031 1,560,650 1,165,874 1,164,254
Provincial:
Alberta, direct and guaranteed 88,826 89,708 1,515,810 1,515,802
Other, direct and guaranteed 440,211 441,679 269,539 269,145
Municipal 623 638 544 549
Corporate 976,740 979,095 846,599 845,977
3,061,431 3,071,770 3,798,366 3,795,727
Deposits in the Consolidated
Cash Investment Trust Fund 78,369 78,369 67,597 67,597
7,835,905 7,864,189 6,821,982 6,768,099

(a) At March 31, 1996 securities with a fair value of $1,834,000,000 were loaned to certain borrowers.
The loans were secured by marketable securities with a fair value of $1,973,000,000. During the
term of the loans, the Fund retains the right to receive income on the securities loaned, in addition
to the fees earned.

(b) Mid-term securities have an average yield of 6.96% per annum based on cost and an average term
to maturity of 3.30 years.

(c) Short-term securities have an average yield of 6.21% per annum based on cost and an average
term to maturity of 0.30 years.
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CANADA INVESTMENT DIVISION INVESTMENTS SCHEDULE 2

March 31, 1996 (in § thousands)

1996 1995
Fair Fair
Cost Value Cost Value
Debentures (a):
Province of New Brunswick —_ — 121,563 124,832
New Brunswick Electric
Power Commission 49,649 55,950 84,420 90,251
Province of Newfoundland — — 49,930 50,532
Newfoundland and
Labrador Hydro 149,510 166,707 149,381 163,894
Newfoundland Municipal
Financing Corporation 59,828 69,962 59,784 67,498
Province of Nova Scotia — — 84,487 96,847
Nova Scotia Municipal
Finance Corporation 11,232 12,626 13,723 15,019
Province of Prince
Edward Island 28,804 30,315 48,628 55,341
Hydro-Quebec 306,400 350,403 305,978 333,235
605,423 685,963 917,894 997,449

(a) Debentures have an average yield of 11.95% per annum based on cost and an average term
to maturity of 3.14 years. Approximately $229 million will mature within five years and
$376 million after five years. Debentures amounting to $594 million are redeemable prior to
maturity at the option of the issuer.

Fair values arc determined by using appropriate interest rate premiums over similar
Government of Canada benchmark bonds trading in the market. Callable bonds are priced to

the early call date.
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AIBERTA INVESTMENT DIVISION INVESTMENTS SCHEDULE 3

March 31, 1996 (in § thousands}

1996 1995
Fair Fair
Cost Value Cost Value
Provincial corporation debentures (a):
Agriculture Financial
Services Corporation 837,158 888,050 894 285 015,502
Alberta Social Housing
Corporation 975,507 1,128,195 1,220,627 1,335,760
Alberta Municipal
Financing Corporation 140,000 167,088 144,000 162,009
Alberta Opportunity Company 38,608 39,702 78,397 79,284
Corporate debentures:
TransCanada PipeLines Limited
10.426% convertible
subordinated
debentures (b) 150,000 154,725 150,600 155,000
Common shares:
Canadian Western Bank 720 1,620 720 1,680
NOVA Corporation of
Albenta Ltd. 112,283 139,339 112,283 133,528
2,254,276 2,518,719 2,596,312 2,783,163
Corporate debentures and
loans for which no fair
values are available:
Alberta Pacific Pulp Mill Project
Adjustable rate debentures (c¢):
Crestbrook Forest
Industries Ltd. 136,951 125,144
Kanzaki Paper Canada Inc. 85,418 Iy 78,054
MC Forest Investment Inc. 119,616 Y, 109304 ¢

Millar Western Pulp Lid.
Loans {d) 20,600
Ridley Grain Ltd.
11% participating firse
mortgage bonds (¢) 106,250

Y
220,600

119,090

Ay
e

4

4.




-

FINANCIAL STATEMENTS

SCHEDULE 3 (coNTINUED)

1996 1995
Fair Fair
Cost Value Cost Value
Participation in joint venture:
Syncrude Project (f) — 324,232
468,835 776,424
2,723,111 3,372,736

(a) Provincial corporation debentures have an average yield of 10.00% per annum based on cost.
Approximately $107 million will mature within a year, $612 million between one and five years,
and $1,272 million after five years. Interest rates on Alberta Municipal Financing Corporation
debentures are fixed to maturity and redemption is by a single payment of the full principal sum
on maturity. In general the interest rates on the other provincial corporation debentures are
fixed for a five year period only and repayment is by either semi-annual or annual instalments of
the principal sum over the life of the debenture. The Provincial Treasurer may permit all or part
of the debentures to be redeemed by the issuer prior to maturity without penalty. During the
year, debentures amounting to $238,611,000 (1995 $115,615,000) were redeemed prior to
maturity. The Provincial Treasurer permits early redemption when the issuer has disposed of
assets, or received early repayment of loans, financed by debentures issued to the Fund.

The Fund’s investment in provincial corporation debentures is summarized hereunder:

1996 1995
Balance at beginning of year $2,333,309,000 $2,561,632,000
Disposals, repayments and redemptions:
Alberta Social Housing Corporation (245,120,000) (146,351,000)
Agriculture Financial Services
Corporation (57,127,000) (54,501,000)
Alberta Opportunity Company (39,789,000) (27,471,000)
Balance at end of year $1,991,273,000 $2,333,309,000

Fair values for Provincial corporation debentures are based on the net present value of future
cash flows. Each individual cash flow payment is discounted at a rate which matches the term
of the cash flow payment and is adjusted for a yield premium to reflect several factors. These
include a liquidity premium to reflect the fact that if the debentures are sold, there will be a
limited pool of these securities trading in the market; and that the debentures would be new to
the market and are not direct issues of the Province; a premium for the periodic interest reset
feature where applicable; and a factor to reflect the blended payment structure of the

debentures.
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SCHEDULE 3 (CONTINUED)

The debentures are convertible at the Fund’s option into common shares of the company, at a
conversion price of $23.04]1 per share. The debentures are redeemzble at any time between
June 20, 1995 and December 20, 1996, subject to certzin conditions, at the option of the company,
at par plus accrued interest. After December 20, 1996 the debentures are redeemable at any
time, at par plus accrued interest. The debentures mature on December 20, 2001.

Under the terms of the debentures, up to March 1, 1997, interest is accrued and capitalized
semi-annually at the rate of 9.203% per annum. After that date interest is accrued at the same
rate and paid monthly to the extent of the available cash flow. The rate will be adjusted on
March 1, 2000 and every five years after that date to the Alberta 20 year Canadian dollar
borrowing rate applicable on the date of adjustment. The debentures mature on November 30,
2010 and are repayable in five equal annual instalments commencing February 28, 2006. Total
capitalized interest amounts to $92,673,000 at March 31, 1996 (1995 $63,190,000).

The Fund originally provided a $120 million loan to Millar Western Pulp Ltd. The $120 million
loan was provided based on cash flow projections which indicated that the effective interest rate
on the loan was lower than the Province's average cost of borrowings. This difference in
interest rates constituted & form of financial assistance provided to the company. To reflect the
value of the financial assistance provided, the recorded amount of the loan on the date of
advance was reduced by a discount.

In June 1994, the loan was restructured as follows. $30 million of the original loan was assumed
by Millar Western Pulp (Whitecourt) Ltd., a subsidiary of Millar Wesiern Pulp Ltd. The

$30 million loan is non-interest bearing and is secured by a debenture providing second charge
against mill assets. The loan is subject to the prior ¢laim of all bank debt. The loan is repayable
under certain conditions. The main conditions include the transfer, sale or disposition of all or a
portion of company shares, any sale of material assets of Whitecourt, or disposition of debt held
by the chartered bank other than by normal loan repayments. The carrying value of the loan
amounting to $20.6 million, represents the present value of the anticipated loan repayments.

The remaining $90 million loan to Millar Western Pulp Lid. is secured by a loan debenture and
an assignment of 60% of the shares in Millar Western Pulp (Whitecourt) Ltd. The loan carries
interest at 10% compounded annuzlly. These amounts will be repayable from the sale of shares
of Millar Western Pulp (Whitecourt) Ltd. or from dividends or other distributions paid by Millar
Western Pulp (Whitecourt} Ltd. to Millar Western Pulp Ltd. Income from the loan will be
recognized to the extent that interest is received.

Collection of the $90 millien loan and related interest owing by Millar Western Pulp Ltd. is
considered uncertain and the loan was written down to SNil to recognize the loss in value.

Under the terms of the bonds, prior to July 31, 1985, interest on the bonds has been capifalized
and compounded annually; thereafter interest is compounded semi-annually and payable
annually fo the extent of available cash flow for that purpose, and any shortfall is to be
capitalized. The principal, including capitalized interest, is repayable on or before July 31, 2015.

On August 1, 1995, federal rail subsidies for grain transportation under the Wesiern Grain
Transportation Act were eliminated, and the cost of transporting grain to Prince Rupert has
increased relative fo the cost of transporting grain to Vancouver terminals. As a result, there
is increased uncertainty regarding grain throughput volumes at the Prince Rupert terminal.
Accordingly, recorded capitalized interest amounting to 58,590,000 has been reversed.
Unrecorded capitalized interest amounts to $42,927,000 a2t March 31, 1996 (1995 $34,337,000).
Income from the bonds is recognized to the extent that interest is received.
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SCHEDULE 3 (coNTINUED)

(f) During the year, the Province agreed to terms for the sale of its remaining 11.74% interest in the
Project to Athabasca Oil Sands Investments Inc., the Purchaser designated by Torch Energy
Advisors Incorporated. Proceeds from the sale are subject to various adjustments, as defined in
the agreement. Net gain from this disposition is estimated to amount to $10.3 million.
Discussion between the Province and the Purchaser respecting post closing adjustments may
result in the Province realizing further gain from the sale.

The Fund’s participation in the project is summarized hereunder:

1996 1995
Balance at beginning of year $ 324,232,000 $ 341,169,000
Advances 29,566,000 160,838,000
Disposal of 11.74% interest (329,451,000) —
Repayments (33,097,000) (219,644,000)
Net profit for the year 8,750,000 41,869,000
Balance at end of year $ — $ 324,232,000
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COMMERCIAL INVESTMENT DIVISION INVESTMENTS SCHEDULE 4

March 31, 1996 (in § thousands)

1996 1995
Fair Fair
Cost Value Cost Value
Canadian equities (a) (b):
Common shares and rights:

Communications and media 7,787 19,842 7,787 18,116
Conglomerates 14,258 35,130 14,258 30,083
Consumer products 11,338 36,761 13,797 43,325
Financial services 8,541 16,627 8,541 13,841
Gold and silver . 21,982 65,202 21,982 53,930
Industrial products 31,039 78,216 31,086 65,189
Merchandising 11,751 27,054 11,751 24,608
Metals and minerals 25,596 57,735 25,596 49,429
Oil and gas 30,426 62,202 30,426 53,149
Paper and forest products 9,004 15,742 9,004 17,860
Pipelines 11,348 18,497 11,348 17.670
Transportation and

environmental services 6,784 12,898 6,784 12,316
Utilities 29,382 45,981 29,382 43,241

219,236 491,887 221,742 442,757
Short-term securities (b) (¢):

Government of Canada,

direct 29,388 29,444 87,483 87,488
Provincial:

Alberta, direct 6,196 6,195 9,947 9,947

Other, direct and guaranteed 15,973 15,972 30,802 30,802
Corporate 203,767 203,792 89,179 89,179

474,560 747,290 439,153 660,173

(a) The industrial classifications are those used by the Toronto Stock Exchange.

(b) At March 31, 1996 securities with a fair value of $98,897,000 were loaned to certain borrowers.
The loans were secured by marketable securities with a fair value of $106,413,000. During the
- term of the loans, the Fund retains the right to receive income on the securities loaned, in
addition to the fees earned.

(¢) Short-term securities have an average yield of 5.23% per annum based on cost and an average
term to maturity of 0.19 years.
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CAPITAL PrROJECTS DIVISION INVESTMENTS SCHEDULE 5

March 31, 1996 (in § thousands)
Department/Project 1996 1995

Economic Development and Tourism
Venture Capital Financing -

Vencap Acquisition Corporation (a) 63,988 —
Vencap Equities Alberta Ltd. (a) — 199,989
Unamortized discount on loan (b) (55,133) (63,748)
8,855 136,241

(a) In August 1995, the Province exercised an option to purchase one special share of Vencap
Equities Alberta Ltd. ("Vencap”) at $1.00.

In October 1995, the Province agreed to terms of an Arrangement Agreement with Vencap
and Vencap Acquisition Corporation (the "Acquiror”), an indirect wholly owned
subsidiary of Onex Corporation. The following transactions took place in January 1996
between Vencap, the Acquiror and the Province in accordance with the terms of the
Arrangement Agreement.

e The Province exercised its option to acquire a further 3,999,999 special shares of Vencap
for an aggregate exercise price of $3,999,999.

e Following the conversion by the Province of all special shares of Vencap into common
shares, the Acquiror purchased all outstanding common shares of Vencap for $8.50 per
common share.

e All assets of Vencap were transferred to the Acquiror, and all liabilities of Vencap,
including indebtedness of $199,988,000 owing to the Province, were assumed by the
Acquiror. ~

e The Acquiror repaid $136,000,000 principal amount of its assumed indebtedness to the
Province.

e The remaining $63,988,000 outstanding principal amount has been rescheduled on
amended terms as follows:

- $11,400,000 is repayable in January 2001, and will bear no interest.
- The balance of $52,588,000 is repayable in July 2046 and will also bear no interest.

The carrying value of the loan has been adjusted to an amount equal to the present
value of the anticipated loan repayments (see (b)). The net gain from these transactions
amounts to approximately $34 million and is included in investment income.




FINANCIAL STATEMENTS

SCHEDULE 5 (CONTINUED)

(b) The loan was originally provided to Vencap at an interest rate which was lower than the
Province's cost of borrowings when the loan was advanced. This difference in interest rates
constituted a form of financial assistance provided to Vencap. To reflect the value of the financial
assistance provided, the recorded amount of the loan on the date of advance has been reduced by a
discount. The discount is amortized to investment income over the remaining term of the loan.
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AUDITOR'S REPORT ON
INVESTMENT RETURNS

To the Provincial Treasurer

I have audited the Statement of Market Value Investment Returns of Cash and
Marketable Securities and of the Commercial Investment Division of the Alberta
Heritage Savings Trust Fund for the year ended and the two years ended March 31,
1996. This statement is the responsibility of the Fund's management. My responsi-
bility is to express an opinion on this statement based on my audit.

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

In my opinion, this statement presents fairly, in all material respects, the
investment returns of the Cash and Marketable Securities and of the Commercial
Investment Division of the Fund for the year ended and the two years ended
March 31, 1996 in accordance with the disclosed basis of accounting as described

in Note 2 to the statement.

FCA
Auditor General

Edmonton, Alberta
June 18,1996
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AUDITOR'S REPORT ON INVESTMENT RETURNS

STATEMENT OF MARKET VALUE INVESTMENT RETURNS OF CASH AND
MARKETABLE SECURITIES AND OF THE COMMERCIAL INVESTMENT DIVISION

For the Year Ended and the Two Years Ended March 31, 1996

One Two
Year Years
Cash and Marketable Securities
Short-term (less than 1 year) 7.4% 6.8%
Mid-term (1-5 years) 11.2% 9.2%
Total Return 8.8% 7.6%
Commercial Investment Division
Money market 7.0% 6.7%
Equities 16.3% 11.7%
Total Return 12.9% 9.8%

The accompanying notes are part of this statement.

NOTES TO THE STATEMENT OF MARKET VALUE INVESTMENT RETURNS OF
CASH AND M ARKETABLE SECURITIES AND OF THE COMMERCIAL
INVESTMENT DIVISION

For the Year Ended and the Two Years Ended March 31, 1996

Note 1 Authority and Purpose

The Alberta Heritage Savings Trust Fund operates under the authority of the Alberta Heritage Savings Trust Fund Act (the Act),
Chapter A-27, Revised Statutes of Alberta 1980, as amended.

The funds invested in cash and marketable securities and Canadian equities are comprised of readily marketable instruments.
Therefore, returns can be calculated on the basis of market value.

The objectives of the remaining divisions include requirements such as the need to achieve policy objectives. Further, the investments
are held for the long-term and most are not traded on public markets.

Note 2 Significant Accounting Policy

Rates of return have been calculated at market value using the time-weighted method. The rate of return on investment measures the
total proceeds received from an investment per dollar injtially invested. Total proceeds include cash distributions (interest and
dividend payments) and capital gains or losses (realized and unrealized) for market value rates of return. The investment
industry uses time-weighted rates of return when comparing the returns of funds with other funds or indices. The time-weighted
rate of return is designed to eliminate the effect that the size and timing of cash flows has on the internal rate of return, since the
pattern of cash flows vary significantly among funds.
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STATISTICAL APPENDIX

In this section of the annual report are seven tables which
provide some additional statistical information on aspects
of the Heritage Fund.

FINANCIAL SUMMARY —
FINANCIAL ASSETS AND
RATES OF RETURN

This table presents a five-year summary of the Heritage
Fund's assets by division and by type of asset (market vs.
policy investment) for the years ended March 31. It also
summarizes rates of return of the Cash and Marketable
Securities Portfolio, the Commercial Investment Division

and the total Heritage Fund.

INCOME VARIANCE —
ACTUALTOBUDGET 1995-96

Included is information on the variation of budgeted
income for 1995-96 compared to actual Heritage Fund
income for 1995-96, and the explanations for this variance.
Information is presented by division.

COMPARISON OF BOOK AND
FAIRVALUES OF HERITAGE FUND
INVESTMENTS

This table compares the book value of the Fund’s financial
assets with available fair values at March 31, 1996. Fair
value is similar to market value. It represents the price at
which an arms length person could buy or sell the asset in
the marketplace. If the particular asset does not trade in
any market, such as the Provincial corporation debentures
in the Alberta Investment Division, then various
procedures are used to estimate the fair value. Fair values
for securities which are actively traded (bought and sold)
are based on March 31, 1996, closing prices. Fair values
were calculated by independent pricing sources and
Canadian investment dealers. No attempt has been made
to derive fair values for project investments, which would
have required extensive analysis and due diligence.

The debentures in the Canada Investment Division are
priced using appropriate interest rate premiums over
similar Government of Canada benchmark bonds trading in
the market. Callable bonds are priced to the early call date.

Fair values for provincial Crown corporation debentures in
the Alberta Investment Division are based on the net
present value of future cash flows. Each individual cash
flow payment is discounted at a rate which matches the
term of the cash flow payment and is adjusted for a yield
premium to reflect several factors such as liquidity and the
blended payment structure of the debentures.

ALBERTA INVESTMENT DIVISION—
SUMMARY OF INVESTMENT
TRANSACTIONS

This table shows the amount of purchases, write-downs,
disposals, repayments and redemptions for each
investment in the Alberta Investment Division (based
on cost).

COMMERCIAL INVESTMENT DIVISION
—SUMMARY OF INVESTMENT
TRANSACTIONS

This table shows the amount of purchases, amortizations,
disposals, repayments and redemptions for each
investment category in the Commercial Investment
Division (based on cost). Market value as at March 31,
1996, is also shown for each major investment category for

COMPparison purposes.

ANNUALIZED RATES OF RETURN

This table shows 1, 3, 5 and 10-year annualized book value
rates of return for the Heritage Fund for all divisions as
well as the Cash and Marketable Securities portfolio. The
book value rates of return include investments in joint
ventures (Syncrude and the Lloydminster Bi-provincial
Upgrader) as well as Al-Pac, Millar Western and Ridley
Grain. Returns include applicable write-downs.

YIELDTOMATURITY

This table shows the book value yields to maturity for all
divistons of the Heritage Fund as at March 31, 1996 and
March 31, 1995. Yields are for interest bearing securities
only; equities and project investments are excluded.
Yields on provincial corporation debentures do not reflect
interest reopeners.
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STATISTICAL A PPENDIX

20 Financial Summary for the Years Ended March 31

S S ZE\| S e o

Annualized Returns Based on Market Values

Cash and Marketable Securities

1995-96 1994-95 1993-94 1992-93 1991-92
Financial Assets (in $§ millions)
By Division
Cash and Marketable Securities 7,836 6,768 6,029 5,339 4,865
Alberta Investment Division 2,722 3,373 3,706 4,421 4,658
Canada Investment Division 605 918 1,069 1,175 1,182
Commercial Investment Division 475 439 400 339 345
Capital Projects Division 9 136 131 127 122
Accrued Interest and Accounts Receivable 355 261 559 550 867
Total 12,002 11,895 11,894 11,951 12,039
d By Type of Asset
Market Investments
Short-term Securities 3,395 3,991 3,425 3,072 2,519
Mid-term Securities 4,696 2,994 2,771 2,294 2,358
Canadian Equities 219 222 232 312 333
Policy Investments
Debentures 2,596 3,251 3,631 4,118 4,332
iy Projects? 469 913 951 1,097 1,130
ffffffff . Corporate Securities? 272 263 325 508 500
Other
,,,,,,,,,, , Accrued Interest and Accounts Receivable 355 261 559 550 867
Total 12,002 11,895 11,894 11,951 12,039
*  Vencap included in Projects except in 1995-96 where it is included in Corporate Securities.
Rates of Return (%) 1Year 3 Years 5 Years 10 Years

Time-weighted Rate of Return

b Returns for money market securities not available before April 1992.

Short-term Marketable Securities 7.4 6.0 6.8 8.8
ScotiaMcLeod 91 day T-bills 7.4 6.0 6.8 8.7
. Mid-term Marketable Securities 11.2 7.9 9.0 9.4
""" ScotiaMcLeod Short-term Bonds 12.0 8.2 9.8 9.8
Total Returns for Cash and Marketable Securities 8.8 6.7 7.9 9.3
Commercial Investment Division
Money Market Securities 7.0 6.1 n.a. n.a’
ScotiaMcLeod 91 day T-bills 7.4 6.0 6.8 8.7
Canadian Equities 16.3 14.8 9.1 7.6
TSE 100 Index 18.0 14.3 10.1 8.5
Total Returns for Commercial Investment Division 12.9 12.7 7.9 7.2
1995-96 1992-96
(one year) (four years)
~ Annualized Returns and Cost of Debt Based on Book Values Internal Rate of Return
”””””” . Total Heritage Fund Rate of Return 9.0 8.7
Debt Servicing Costs (General Revenue Fund) 8.3 8.7




STATISTICAL APPENDIX

21 INCOME VARIANCE -

AcTtuaL 1O BUDGET 1995-96

T

O P A e

ALBERTA INVESTMENT DIVISION

Income in the Alberta Investment Division differed from that
forecasted in the budget for the following reasons:

e Sale of the province's remaining 11.74% interest in the
Syncrude project was unanticipated for budget purposes.
As a result of the sale, the Division earned $23 million less
in operating income than budgeted. The reduced operating
income was offset somewhat by the $10 million gain earned
on the sale.

e Income from provincial corporation debentures was
lower than anticipated. Alberta Social Housing Corporation
and Alberta Opportunity Company made $121 million in
debenture payments in 1995-96 above the level forecasted in
the budget. Also, interest rates in 1995-96 were lower than
those assumed at the time of the budget. At the time of
Budget '95, Alberta 20 to 25-year rates were forecast to
average 10.30%, but the actual average for the year was
8.40%.

CapritaL ProJects Division

The likely result of the sale and restructuring of the province's
investment in Vencap was unknown for budget purposes,
therefore, the gain of $34 million was not reflected in the budget.

CoMMERCIAL INVESTMENT DIVISION

The Commercial Investment Division's holdings in short-term
fixed income securities were higher than estimated at the time
of the budget. This increased interest income to levels higher
than budgeted but was partially offset by lower than expected
dividend income from equities.

CaSH AND MARKETABLE SECURITIES

Interest rates in 1995-96 were lower than forecast at the time
of the budget which caused lower interest income than
budgeted. However, more significantly, it also had the effect of
increasing the market value of the mid-term component of the
portfolio above book value, resulting in the reversal of the $53
million provision on the books at the end of 1994-95 because
the book value exceeded market value at that time. Also,
because of lower interest rates and the higher market value of
the securities, the sale of securities during the year resulted in
about $11.5 million in capital gains being realized which were
not budgeted.

: 1995-96 1995-96
¢ (in § millions) Budgeted Actual Income
Income Income Variance
F
% Alberta Investment Division
S Syncrude 32 19 (13)
2 Other 298 277 1)
330 296 34)
Canada Investment Division 103 103 —
Commercial Investment Division
Interest and Dividend Income 20 26 6
Realized Capital Gains 9 7 2)
29 33 4
Capital Projects Division (Vencap) 9 34 25
Cash and Marketable Securities 550 581 31
Administration Expenses 1) 1) —
TOTAL 1,020 1,046 26
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STATISTICAL APPENDIX

» "

22 Comparison of Book and Fair Values

of Heritage Fund Investments

at March 31, 1996 (in $ millio

i S T R T T L A e T
Financial Assets Book Value Fair Value*
Cash and Marketable Securities
Mid-term securities 4,696 4,714
Short-term money market securities 3,140 3,150
Total Cash and Marketable Securities 7,836 7,864
Canada Investment Division 605 686
Commercial Investment Division 475 747
Alberta Investment Division
Provincial Crown Corporation Debentures
Agriculture Financial Services Corporation 837 888
Alberta Social Housing Corporation 976 1,128
Alberta Municipal Financing Corporation 140 167
Alberta Opportunity Company 39 40
Corporate Securities
TransCanada PipeLines Limited convertible
subordinated debentures 150 154
Canadian Western Bank common shares 1 2
NOVA Corporation common shares 112 139
Alberta Investment Division Assets Above 2,255 2,518
Total for which Fair Values are Available 11,171 11,815
Remaining Investments at Book Value® 476
Accrued Interest and Accounts Receivable 355
Total 12,002

@ Fair value is similar to market value. It represents the price at which an arms length person could buy
or sell the asset in the marketplace. If the particular asset does not trade in any market, such as the
Provincial corporation debentures in the Alberta Investment Division, then various procedures

are used to estimate the fair value.

b No fair values are available for the remaining investments: Alberta Pacific Pulp Mill project,
Millar Western Pulp Ltd., Ridley Grain Ltd. (Prince Rupert) and Vencap Equities Alberta Ltd.
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‘d

A

23 Alberta Investment Division
Summary of Investment Transactions for
the year ended March 31, 1996 (in $ millions)
e i Ao ST = P S
Disposals,
Cost Repayments Cost
March 31, and March 31,
1995 Purchases Write-down Redemptions 1996
Investments in Provincial
Crown Corporations:
% Agriculture Financial Services
,,,,,,,,,,,,, ¥ Corporation Debentures 894.3 — — 57.1 837.2
¢ Alberta Social Housing
Corporation Debentures 1,220.6 — — 245.1 975.5
Alberta Municipal Financing
Corporation Debentures 140.0 — — — 140.0
Alberta Opportunity Company
Debentures 78.4 — — 39.8 38.6
ii
m Total Provincial Crown Corporations 2,333.3 — — 342.0 1,991.3
Other Alberta Investment
3 Division Investments:
{  Alberta-Pacific Pulp Mill Project
Variable rate debentures, Nov. 30, 2010
Crestbrook Forest Industries Ltd. 125.1 11.9 ‘ — — 137.0
Kanzaki Paper Canada Inc. 78.1 73 7 — — 85.4
MC Forest Investment Inc. 109.3 / 10.3/§\L;O — — 119.6
Millar Western Pulp Ltd. ya g
Participating debenture, Oct. 31, 2004 20.6 — — — 20.6
] Ridley Grain Ltd.
{ Debenture, 11% July 31, 2015 119.1 — 8.6 43 106.2
TransCanada PipeLines Limited
Convertible debenture,
10.426% Dec. 20, 2001 150.0 — — — 150.0
Canada Western Bank
Common shares 0.7 — — — 0.7
“4° NOVA Corporation
’ Common shares 112.3 — — — 112.3
Participation in Syncrude Project 324.2 29.6 — 353.8 —
Total 3,372.7 59.1 8.6 700.1 2,723.1

49



STATISTICAL APPENDIX

24 Commercial Investment Division

Summary of Investment Transactions for
the year ended March 31, 1996 (in $ millions)

N L
Disposals, Market
Cost Repayments Cost Value
March 31, and March 31, March 31,
1995 Purchases Amortization Redemptions 1996 1996
Common and preferred shares 221.7 — — 2.5 219.2 491.9
Short-term money market securities 209.2 864.1 14.1 832.1 255.3 2554
Bonds, bond coupons and residuals 8.2 22.8 0.6 31.6 — —
Total 439.1 886.9 14.7 866.2 474.5 747.3

25 Yield to Maturity (Book Value)®

as at March 31

1996 1995

Cash and Marketable Securities
Short-term 6.2 7.7
Mid-term 7.0 7.4
Cash and Marketable Securities Total 6.7 7.6
Commercial Investment Division 5.2 7.7
Canada Investment Division 11.9 11.9
Alberta Investment Division 10.0 10.3
Total Heritage Fund 7.6 8.6

*  Yields are for interest bearing securities only; equities and projects are excluded.
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STATISTICAL APPENDIX

26 Annualized Book Value Rates of Return |
(percentage, years ending March 31, 1996) |

Annualized Time-weighted Returns Based on Book Values 10 Years

5 Years 3 Years | Year

Alberta Investment Division? 10.9 10.5 10.8 9.5
Canada Investment Division 12.6 12.5 12.7 13.2
Commercial [nvestment Division 8.3 7.7 11.1 8.2
Cash and Marketable Securities 9.6 8.4 7.1 8.1

11.0 9.8 8.5 9.0

Total Returns®

* Includes investments in joint ventures (Syncrude and Lloydminster Bi-provincial Upgrader) as well as
Al-Pac, Millar Western and Ridley Grain. Returns include applicable write-downs.

® Includes Vencap.
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DETAILED LIST OF
INVESTMENTS
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MEASURING RETURNS

Rates of retum measure total proceeds' received per
dollar initially invested. The definition of total
proceeds depends on whether one is calculating book
value rates of return or market value rates of return.
There are two rate of return measures; the internal
rate of return {also called the “dollar-weighted”
return) and the time-weighted rate of return. Both are
expressed as average annual rates over the period in
question. While the two measures are closely related,
there are differences between the two which must be
recognized.

The internal rate of return is the average rate carned
by each and every dollar invested during the period.
This rate is influenced not only by the movements in
financial markets and decisions made by portfolio
managers, but also by the timing and the size of the
cash inflows and outflows and the beginning and
ending book or market values. Since the internal rate
of return weights the final overall return by the size of
the investment and the timing and size of cash flows
in each subperiod, the method produces

inappropriate results if the purpose is to compare the
performance of two funds. For that purpose, the
investment industry standard is to use time-weighted
rates of return.

The investment industry uses time-weighted rates of
return when comparing the returns of funds with
other funds or indices (indices do not have cash
inflows and outflows). Time-weighted rates of return
are designed to eliminate the effect that the size and
timing of cash flows has on the intemal rate of return,
since the pattern of cash flows vary significantly
among funds.

The market value rates of return in this annual report
are time-weighted rates of retum. When comparing
the return on the Heritage Fund to the cost of the
province's debt, it makes sense to use bock values
calculaled on an internal rate of return basis, since
the financial statements of the province and the
Heritage Fund are based on book values. The cost of
the province's debt is calculated similarly to an
internal rate of return measure.

! Total proceeds for book value rates of retum =
"money in the bank” which comes from cash
interest and dividend payments and realized
capital gains or losses from selling the
investment, plus accounting adjustments.

Total proceeds for market value rates of retun
= "money in the bank" plus paper profits or
losses (unrealized capital gains or losses).
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(GLOSSARY

Accrued Interest
Interest income that has been earned but not yet paid in cash.

Bond/Debenture
A financial instrument showing a debt where the issuer promises to pay interest and repay the principal by the maturity
date.

Capital Gain
The market value received on sale of an asset beyond its book value or purchase price. If an asset is bought for $50 and
sold for $75, the realized capital gain (profit) is $25.

Consolidated Financial Statements

The “total” financial statements which eliminate transactions between different parts of the government, and therefore
provide a record of the results of all government dealings with third parties such as individuals, corporations or other
governments.

Diversification

A way of spreading risk by spreading investments among different types, i.e., stocks, bonds, or real estate. Individual
investments can be diversified as well. Stocks can be diversified by investments in different industries. Bonds can be
diversified by varying length of maturity.

Duration (also called Modified Duration)
Modified duration is the weighted average term to maturity of the security's cash flows (i.e., interest and principal) and is
a measure of price volatility; the greater the modified duration of a bond, the greater its percentage price volatility.

External Asset/ External Debt

External assets are claims which the Province of Alberta has against third party individuals, corporations and govern-
ments. External debts are the claims these entities have against the Province of Alberta. These are the assets and debts
which are listed in the province’s consolidated financial statements.

Fair Value
Fair value is the amount of consideration agreed upon in an arm's length transaction between knowledgeable, willing
parties who are under no compulsion to act. Fair value is similar to market value.

Fixed Income Securities
Interest-bearing investments such as bonds or debentures and money market investments such as treasury bills and
discount notes (see “Bond” and “Money Market Security™).

Fund (or Regulated Fund)
Alberta has several different funds which serve different purposes. Examples of provincial funds are the Heritage Fund
and the General Revenue Fund.

General Revenue Fund (GRF)
The central operating account for the Province of Alberta. It is where most of the revenues received by the province are
deposited and from where most expenditures are made.
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(GLOSSARY

Generally Accepted Accounting Principles (GAAP)
These are accounting guidelines, formulated by the CICA’s (Canadian Institute of Chartered Accountants) Accounting
Standards Committee, that govern how businesses report their financial statements to the public.

They are the principles under which the financial statements of the Heritage Fund and other provincial funds are pre-
pared. These principles help ensure fair presentation of the financial affairs of the province.

Income
The return from an investment. Can be derived from interest, dividends or appreciation in the value of the asset that is

realized when the asset is sold.

Internal Assets/ Internal Holdings
Financial claims outstanding between two of the Province’s entities. These assets and debts are eliminated in the

consolidated financial statements.

Investment Portfolios
A pool of securities held as an investment. Holdings of a diverse group of assets by an individual company or fund.

Ligquidity
Describes the ease with which assets can be turned into cash and the certainty of the value it will fetch.

mcf

Million cubic feet.

Marketable Security
An investment for which there is usually a ready market.

Mid-term Investment
A fixed income investment (bonds, debentures, treasury bills or discount notes) that matures in one to five years from

the date of acquisition.

Modified Duration
A measure of price volatility of fixed income securities (i.e., bonds). It is the weighted average term-to-maturity of the
security's cash flows (i.e., interest and principal). The greater the duration of a bond, the greater its percentage price-

volatility.

Money Market Security
A fixed income security that matures within one year from the date of acquisition.

Net Income
The amount of earnings remaining after deducting expenses.

Nominal Value
A measure of value that does not account for the effect of inflation.

Par Value
A value set as the face amount of a security, typically expressed as multiples of $100 or $1,000. Bondholders receive par

value for their bonds on maturity.

Portfolio
The collection of investment securities held by an investor or a subset thereof.
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Preferred Stock
A class of stock that carries some form of preference to income or assets over common stock.

Provincial Crown Corporations

Special purpose companies which carry out government programs. Provincial Crown corporations are used because the
nature of the programs are different than those delivered through government departments. The provincial Crown
corporations discussed in this report generally offer financial services on a partial or full cost-recovery basis. Alberta
Opportunity Company and the Alberta Social Housing Corporation are examples of Alberta provincial Crown
corporations.

Real Value
A measure of value after accounting for inflation. It is equal to the nominal value less an amount for inflation.

Realized/ Unrealized
Terms generally used to describe capital gains or losses. A gain or loss is realized when an asset is sold; prior to sale the
gain or loss is unrealized and it is only a potential gain or loss.

Securities Lending

Securities lending involves lending a security (e.g., a common stock or a bond certificate) to an approved financial
institution (e.g., a bank or investment dealer) generally for several days for a fee. Securities from the Heritage Fund’s
Cash and Marketable Securities portfolio and the Commercial Investment Division are used for this purpose.

Security
Any investment instrument such as a bond, common stock, deed of trust on property, or any evidence of indebtedness or

equity.

Short-term Investment
An investment with a maturity date of less than one year.

Subordinated
A liability which is ranked below another liability in order of priority for payment or security.

Term-to-maturity
The number of years left until the bond matures.

TSE 100
Toronto Stock Exchange 100 Composite Index. A market-weighted composite of 100 actively traded stocks.

Volatility
In financial matters, volatility of returns is the measurement used to define risk. The greater the volatility, the higher the
risk.
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