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BRITISH
COLUMBIA

The Best Place on Earth

February 20, 2007

As required by Section 7(d) of the Budget Transparency and Accountability Act
(BTAA), I am confirming that the Budget and Fiscal Plan contains the following elements:

The fiscal and economic forecasts for 2007/08, which are detailed in Part 1 and Part 3.

All material economic, demographic, taxation, accounting policy and other

assumptions underlying the 2007/08 economic, revenue, expenditure, surplus and
debt forecasts are also disclosed. In particular:

The status quo policy is assumed for federal government transfer revenues,
and in particular that equalization revenues will be zero for the 2007/08
through 2009/10 fiscal years. No revenues from the recently announced
Canada ecoTrust have been assumed,

Similarly, the status quo is assumed for provincial income tax bases that could
be impacted by federal government budget decisions, such as a change to
policies for income splitting;

Funding allocations for Health Authorities in 2008/09 and 2009/10 reflect
increases required to fund the costs of settlements negotiated in the recent
round of collective bargaining. Funding to reflect service requirements will be
added in future budgets pending information from the Conversation on Health.
The forecast allowances for 2008/09 and 2009/10 can accommodate future
increases within the fiscal plan surplus targets;

The capital spending plan includes a capital contingency averaging

9.5 per cent of total taxpayer-supported capital spending. This contingency
allowance provides protection against higher-than-expected construction price
inflation. This is expected to absorb the potential additional cost of the
Vancouver Convention Centre Expansion Project for which a revised project
budget is being developed for review by government. The capital contingency
also provides an allocation to assist health authorities to finance priority
hospital projects in Victoria, Kelowna, Vernon, and Fort St John, pending final
approval processes for those projects.

Government’s new environmental leadership commitments are not all
included in the budget as detailed implementation plans will be developed
over the next several months. Updates to Budget 2007 released in each of the
subsequent Quarterly Reports will include adjustments to the fiscal plan to fully
incorporate these commitments as they are developed.

The report on the advice received from the Minister's Economic Forecast Council on

the economic growth outlook for British Columbia, including the range of forecasts for
2007 and 2008. This is found at the end of Part 3.

The major areas of risk to the plan known at this time are disclosed in the risks

section in Part 1 and in the material assumption tables in the appendix.

A2
Ministryv of Office of the Mailing Address: Location Address:
Fi ry Deputy Minister PO Box 9417 Stn Prov Govt Room 109
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www.gov.bc.calfin Victoria BC



The financial forecasts of schools, universities, colleges and health authorities/societies
(the SUCH sector) have been developed and signed off by the relevant organization, using
broad policy assumptions provided by the Ministries of Health, Advanced Education and
Education. However, due to the timing of the budget, several SUCH sector organizations
submit their forecasts prior to formal development and approval of their annual plans by
their full boards. As a result, final approved financial plans may differ from the forecasts
included in the Budget and Fiscal Plan.

For full transparency and accountability it is preferable to obtain full board approvals
of financial plans, however the sign-off of the board chair alone has been accepted
in recognition that some agencies may have difficulty scheduling board meetings in
late December or early January. For health authorities, the chairs of the respective boards
have signed-off the 2007/08 forecasts, with the exceptions of the Vancouver Coastal and
Fraser Health Authorities, where management has provided sign-off. As both of these health
authorities have recently had new Board Chairs appointed, their boards did not have
sufficient time to review the earlier forecasts in detail prior to the Budget. The new boards
of the Vancouver Coastal and Fraser Health Authorities are currently reviewing the
authorities’ financial plans and expect to submit revised financial plans in early fiscal
2007/08. Due to the interim nature of the 2008/09 and 2009/10 funding targets, which
reflect increased funding for the settlement costs of the negotiating framework, health
authorities have not provided sign-off on these out-year forecasts.

The accounting policies followed in the Budget and Fiscal Plan comply, in all material
respects, with generally accepted accounting principles (GAAP) for senior governments as
prescribed by the Public Sector Accounting Board (PSAB).

As required under section 7(e) of the BTAA, the forecast allowance, which is an
adjustment to the most likely forecast of the 2007/08 surplus, is also disclosed. The
2007/08 forecast allowance helps to mitigate against revenue risks such as a sudden fall in
energy prices, or unexpected costs such as natural disasters. The forecast allowances in
subsequent years also provide cushions against events such as a significant slowing of
economic growth, changes in the key lumber and natural gas commodity prices, out-year
funding pressures, or the health authority updates noted above, that could have a negative
impact on the fiscal plan.

I would like to thank staff in all government ministries, Crown corporations and the
SUCH sector for their work in developing the plans and preparing these multi-year
economic and financial forecasts. I would like to especially acknowledge my colleagues in
the Ministry of Finance. Their professionalism, hard work and expertise were essential to

the preparation of this budget.

Tamara Vrooman
Deputy Minister and
Secretary to Treasury Board



Summary: BUDGET AND FISCAL PLAN -2007/08 TO 2009/10

2006/07 Budget
Updated Estimate Plan Plan

($ millions) Budget Forecast 2007/08 2008/09 2009/10

REVENUE ..o 35,364 38,040 37,390 37,870 39,075

EXPENSE vt (33,914) (34,890) (36,240) (36,720) (37,875)
Surplus before forecast allowance .......................... 1,450 3,150 1,150 1,150 1,200

Forecast allowance ...............coooiiiiiiiiiiiiiin, (850) (300) (750) (1,000) (1,050)
SUMPIUS ... 600 2,850 400 150 150
Capital spending:

Taxpayer-supported capital spending ....................... 3,488 3,468 3,864 3,308 2,851

Total capital spending ..........ccooiiiiiiiii, 4,826 4,516 5,156 4,916 4,567
Provincial Debt:

Government direct operating debt .................... 10,982 9,810 9,125 8,415 7,427

Taxpayer-supported debt ... 27,883 26,545 27,803 28,692 29,171

Totaldebt ... 36,590 34,352 36,837 38,681 39,981

Government direct operating debt-to-GDP ratio .......... 6.2% 5.5% 4.9% 4.3% 3.6%

Taxpayer-supported debt-to-GDP ratio ..................... 15.8% 14.8% 14.8% 14.6% 14.1%

Total debt-to GDP ratio ...........coooveiiiiiiiiiiien, 20.7% 19.2% 19.6% 19.6% 19.3%

Economic growth remains strong

BC is expected to be one of the growth leaders in
Canada over the next few years, fueled by strong
consumer and business confidence, and high levels
of residential and non-residential construction.
Following estimated GDP growth of 3.9 per cent
in 2006, the BC economy is forecast to grow by
3.1 per cent in 2007. Economic momentum is
expected to continue through to 2011 with annual
real GDP growth rates of 3.0 per cent or higher, as
the build-up to the 2010 Winter Olympics Games
continues.

With broad based strength now evident in the BC
economy, employment growth was second only to
Alberta for 2006, and BC’s annual unemployment
rate fell to 4.8 per cent. In January 2007 BC’s
unemployment rate was 4.3 per cent, its lowest
point in 30 years.

Economic growth remains strong
BC Real GDP
Per cent change

5 -
4.6 Forecast

41 36 37 39

28 31 30 34 3.0

3

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Sources: Statistics Canada, BC Ministry of Finance

For the last three years, net in-migration to BC has
averaged more than 41,000 people a year, with
over 35,000 entries from other countries and net
interprovincial in-migration averaging over 6,000
people per year. BC has seen net inflows from
all other provinces except Alberta. Combined with
higher incomes, this has created increased demand
for housing that has been reflected in rising home
prices.

Property values up 24 per cent in 2006

Total value of residential
property ($billions; includes
new construction)

BC Housing Starts
(Thousands)

40 - 24% growth in property values\ 596 - $600
480
I $500
P2
- $400
347
309
282 __— | %7 36.4
329 b - $300
0] |
26.2
21.6 - $200
17.2
10 T T T T T $100
2001 2002 2003 2004 2005 2006
Sources: Canada Mortgage and Housing Corp i BC (2006 is preliminary)

Budget 2007 focuses on housing

Among the challenges arising from a growing
economy is home affordability. Budget 2007
therefore focuses on meeting the housing
challenges of a growing economy. The stronger
financial position that results from prudent fiscal
management and a thriving economy now enables
government to take the following steps towards
every British Columbian having access to a safe,
appropriate and affordable home.

Budget and Fiscal Plan— 2007/08 to 2009/10
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Meeting the housing challenges of a growing economy

($ millions) 2006/07 2007/08 2008/09 2009/10 Total
Year-round shelter beds ... - 8 9 10 27
2006/07 supportive housing projects ..............ccocceveiinnnen. 38 - - - 38
Transition houses for women and their children .................. - 2 2 2 6
Increase in income assistance shelterrates ...................... 3 33 34 36 106
Convert social to supportive housing ..............cc.covoviinennn.. 5 11 19 10 45
Increase Rental Assistance Program threshold .................. 3 40 40 40 123
$250 million Housing Endowment Fund initiatives .............. - 10 10 10 30
Spending subtotal .................... 49 104 114 108 375
Increase First Time Home Buyers' threshold ..................... - 21 21 21 63
Increase Home Owner Grant threshold to $950,000 ........... - - - - -
Extend Home Owner Grant eligibility ................ .....cooeeni. - 1 1 1 3
Lower eligibility for property tax deferral to age 55 .............. - - - - -
Personal income tax rate reduction ..............ccoooiiiiiiinn. . 63 321 547 575 1,506
Tax reductions subtotal .................................. 63 343 569 597 1,572
Provincial funding subtotal ............................. 112 447 683 705 1,947
Additional social housing units ..............cocoiiiiiiiin - 25 25 - 50
Improving off-reserve housing conditions .......................... - 25 26 - 51
Federal funding subtotal ............................. - 50 51 - 101
Total ..o 112 497 734 705 2,048

More supports for the homeless

To increase access to shelter and supports for the
homeless, Budget 2007 increases the number of
year-round shelter beds by nearly 300 to a total
of 1,300. Increased funding of $27 million over
three years will support these additional beds, as
well as counseling services and help to move into
longer-term housing.

In addition, $38 million is made available in
2006/07 for supportive housing projects targeted
towards people who are homeless, or at risk of
being homeless, providing an estimated 600 beds
in shelters, transitional housing and permanent
housing.

Budget 2007 also provides $6 million over three
years to provide 24/7 staffing in transition houses
when required, increasing the safety of women and
their children who have left abusive relationships,
and providing additional crisis assistance and
support.

Enbancing Income Assistance

Budget 2007 contributes $106 million over four
years to increase the shelter rate for people on
income assistance by $50 per month, providing
recipients greater access to the housing market; or
allowing them to spend support money on food
and other necessities rather than on shelter costs.

In addition, government is standardizing shelter
and support benefits for families with children,
so that all parents — whether employable, with a
disability, or with persistent multiple barriers to
employment — receive the same supports for their
children.

Converting social to supportive housing

Recognizing the increased demand for supportive
housing primarily from lower income seniors,
Budget 2007 provides  $45 million over four
years to upgrade up to 750 social housing units
to supportive units, enabling seniors to remain in
their communities longer.

New support for working families

Budget 2007 raises the Rental Assistance Program
income threshold to $28,000, making over 20,000
lower income working families renting in the
housing market potentially eligible for direct
assistance.

Improving housing affordability

Budget 2007 includes tax changes to help British
Columbians with the rising cost of housing:

e The threshold for the First Time Home Buyers’
Program for property transfer tax exemption will
increase to a province-wide standard of $375,000
and there will be greater access to the program
for families acquiring Habitat for Humanity
homes;

Budget and Fiscal Plan

— 2007/08 to 2009/10
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e As announced in January 2007, the Home
Owner Grant phase-out threshold will rise to
$950,000 to ensure that more than 95 per cent
of homeowners continue to be eligible for the
full grant;

e The Home Owner Grant will also be available
to low income seniors, veterans, persons with
disabilities, and other qualified individuals
regardless of the assessed value of their home;

e Eligibility for the Property Tax Deferment
Program will be lowered to age 55 years from
the current 60; and

e Budget 2007 builds on previous reductions to
the personal income tax rate by providing a
10 per cent cut to provincial personal income
taxes for people earning up to $100,000.
Reductions to personal income taxes since 2001
mean that 250,000 British Columbians now
will pay no provincial income tax, while lower
income taxpayers have seen reductions of up to
70 per cent. Most taxpayers have seen reductions
of between 30 and 35 per cent. The additional
money in people’s pockets will help British
Columbians meet their housing challenges, and
help them with the high cost of housing in BC.

BC personal income taxes payable before and after tax cuts*

BC tax before BC tax after ~ Reduction Percent change
Taxable Income 2001 tax cuts 2007 tax cuts  in BC tax in BC tax
$15,000 $56 $0 $56 -100%
$20,000 $823 $256 $567 -69%
$30,000 $1,606 $1,023 $583 -36%
$40,000 $2,585 $1,679 $906 -35%
$50,000 $3,760 $2,484 $1,276 -34%
$60,000 $4,950 $3,299 $1,651 -33%
$70,000 $6,197 $4,142 $2,055 -33%
$80,000 $7,888 $5,210 $2,678 -34%
$100,000 $11,669 $7,766 $3,903 -33%
$120,000 $15,609 $10,706 $4,903 -31%
$150,000 $21,519 $15,116 $6,403 -30%

* See Part 2: Tax Measures for further information.

$250 million Housing Endowment Fund

Several years of robust economic growth, prudent
fiscal management, and a sustainable debt track
have provided additional financial flexibility,
enabling government to set aside $250 million out
of the $2.85 billion 2006/07 surplus to establish a
Housing Endowment Fund. This amount will be
invested and generate an estimated $10 million
annually in perpetuity. These earnings will be
available to support innovative housing proposals
to focus on new ways to meet the diverse needs
of individuals and families not being fully served
by existing programs and services.

Sustaining Services to British Columbians

Budget 2007 also commits funding to sustaining
and enhancing health, education and other key
services on which British Columbians depend.
Budget 2007 provides:

e Additional funding for healthcare and K-12
education totalling $1.4 billion over three years,
excluding funding for settlement costs under
the negotiating framework. Including funding
for negotiating framework costs results in total
funding increases of $3.3 billion;

e $468 million over four years invested in programs
that enhance the quality of life for children,
adults and families, and are targeted towards
children at risk or with special needs, adults
with developmental disabilities, and individuals
or families in need;

e An additional $178 million over four years to
improve and transform the policing, justice and
correction system to protect communities and
citizens;

e $189 million to strengthen BC communities
through local infrastructure and transportation
projects;

e $315 million over four years to enhance post-
secondary educational and training opportunities
throughout the province, reconciliation of
Aboriginal rights and title, and investments in
the natural resource sectors; and

e $103 million for environmental leadership
initiatives that protect the environment, and
support sustainable environmental management
and includes the following tax changes:

— Provincial sales tax relief for the purchase
of hybrid vehicles will be extended to
April 2011;

— The exemptions for ENERGY STAR furnaces,
boilers and heat pumps will be extended;
and

— The exemption for alternative fuels will be
expanded to include all biodiesel fuel.

Additional tax reductions

Budget 2007 also provides $303 million over four
years to improve the competitiveness and fairness
of the tax system including:

Budget and Fiscal Plan— 2007/08 to 2009/10
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e Implementing the training tax credit to help
ensure BC’s young people have the skills they
need;

e Implementing an enhanced dividend tax credit
to reduce the extent to which income is taxed at
both the corporate and personal level;

e Extending the Book Publishers tax credit for an
additional 5 years to 2012;

e Extending the provincial Scientific Research
and Experimental Development Tax Credit until
2014;

e Enhancing the Mining Exploration Tax Credit in
areas affected by the Mountain Pine Beetle; and

e Providing a tax refund on the purchase of eligible
medical equipment purchased by charities.

Building universities, hospitals and roads

The higher than expected surpluses over the
past few years have allowed the province to
make significant investments in infrastructure
without adding to provincial debt. For example,
the $3.06 billion surplus in 2005/06 and the
$2.85 billion surplus in 2006/07 helped finance
the following:

¢ $1.61 billion spending on post-secondary
facilities including the University of Victoria’s
Engineering and Computer Science Building,
and the North Cariboo Community Campus in
Quesnel;

¢ $0.65 billion spending on the K-12 school

system including Pacific Heights Elementary
school in Surrey, and L’Ecole Victor Brodeur in
Esquimalt;

¢ $1.70 billion for health facilities and equipment

including cancer treatment vaults at the
BC Cancer Agency’s Vancouver Centre, and
the Mental Health Building for Children at
BC Children’s and Women’s Hospitals; and

e $1.60 billion for roads and bridges projects
including the Cariboo connector program,
Kicking Horse Canyon PhaseI, and Yoho
bridge.

BC continues to invest in building and upgrading
schools, universities, colleges, hospitals, roads
and bridges to meet the needs of a growing
economy, with just over $10 billion forecast to be
invested in taxpayer-supported capital spending
over the next three years. However, borrowing

for capital purposes is forecast to increase by a
smaller $5 billion over the same period, as cash
and cost-sharing with partners reduces borrowing
requirements.

Capital investments require debt financing

($ millions)

$3,864 [0 Taxpayer-supported capital spending

[ Increase in other taxpayer-supported debt (capital)

$3,308

$2,851

$1,943

$1,599

$1,467

2007/08 2008/09 2009/10

Recognizing that higher than expected construction
costs are an ongoing concern, and that several key
health projects are still in the review phase, the
government has increased its capital contingency
to an average of 9.5 per cent of total taxpayer-
supported capital spending over the next three
years. This contingency is in addition to the
contingencies included in individual project
budgets, and is estimated to be sufficient to
accommodate these pressures within the overall
capital plan forecast.

Debt remains affordable

Although taxpayer-supported debt is forecast to
grow an average 3.2 per cent annually over the
next three fiscal years, reaching $29.2 billion in
2009/10, this growth is managed through debt
allocations for each sector, so that growth in debt
is less than the growth in the overall economy.

The taxpayer-supported debt to GDP ratio, a key
measure of fiscal sustainability used by credit rating
agencies, is therefore forecast to decline over the
next three years. However the decline is flat in

Taxpayer-supported debt to GDP ratio trends down

per cent

Forecast

3-year moving average
debt to GDP ratio

Annual debt to GDP ratio ~ 161% - 14.5%

14.1%

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10
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2007/08 and modest in 2008/09 reflecting higher
capital spending levels and smaller surpluses in
those years.

Government is committed to maintaining a
downward trend in the taxpayer-supported debt to
GDP ratio. Consistent with the recommendations
of the Economic Forecast Council, a moving
average is used to track the debt to GDP ratio
trend. This strategy keeps debt affordable for
future generations of British Columbians.

Forecast allowances cover risks and pressures on
the fiscal plan

The forecast surpluses for 2007/08, 2008/09 and
2009/10 included in Budget 2007 remain the
same as those set out in November 2005 when
the negotiating framework for public sector
compensation was established. As settlements
covering approximately 94 per cent of the public
sector have since been concluded, these negotiated
wage increases have now been included in

ministry budgets. Combined with funding for
service enhancements provided in Budget 2007,
this provides a sustainable spending plan for the
next three years.

The main risks to the fiscal plan lie in the potential
for a larger than expected slowdown in the US
economy; the volatility of commodity prices, in
particular natural gas and lumber prices; and the
Canadian dollar. As well, while the fiscal plan
assumes the status quo for federal government
policies regarding taxation and transfer payments
to the provinces, these could change in the
forthcoming federal budget. The main spending
uncertainty, other than from natural disasters, rests
with the interim nature of health authority funding
amounts for 2008/09 and 2009/10. The size of
forecast allowances for those years recognizes the
need to accommodate some additional growth
in health authority funding, as well as the above
noted risks.
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Part 1: THREE-YEAR FISCAL PLAN

Table 1.1 Three-Year Fiscal Plan — Operating Statement

2006/07 Budget
Updated Estimate Plan Plan
($ millions) Budget Forecast 2007/08 2008/09 2009/10
Taxpayer-supported programs and agencies:
REVENUE ....viieiei e 33,393 35,464 34,887 35,357 36,508
EXPENSE v e (33,914)  (34,600) (36,240) (36,720) (37,875)
Negotiating Framework incentive payments ..................... - (290) - - -
Taxpayer-supported balance .................................L. (521) 574 (1,353) (1,363) (1,367)
Commercial Crown corporation income .......................... 1,971 2,576 2,503 2,513 2,567
Surplus before forecast allowance ............................... 1,450 3,150 1,150 1,150 1,200
Forecast allowance ............ccoooiiiiiiiiiii (850) (300) (750) (1,000) (1,050)
SUMPIUS ... 600 2,850 400 150 150

Introduction

Budget 2007 continues government’s legislated commitment to balanced
provincial budgets. The budget includes additional revenues available since
Budget 2006 as a result of stronger economic performance.

As shown in Table 1.2, Budget 2007 provides for:

e More than $2.0 billion over four years to help British Columbians meet the
housing challenges of a growing economy.

¢ Additional funding for healthcare and K—12 education totaling $1.4 billion
over three years, excluding funding for settlement costs under the
negotiating framework. Including funding for negotiating framework costs
results in total funding increases of $3.3 billion.

e Enhanced social services: $468 million over four years for programs and
services to support the quality of life for children, adults and families living
in British Columbia communities.

e Justice and Public Safety: $178 million over four years for policing, justice
and the corrections system to protect communities and citizens.

e Strengthening Communities: $189 million over four years for local
infrastructure and transportation projects.

e Economic and Resource Development: $315 million over four years to
enhance post secondary educational and training opportunities throughout
the province, reconciliation of Aboriginal rights and title, and additional
investments in the natural resource sectors.

e Environmental Leadership: $103 million for initiatives that protect the
environment and support sustainable environmental management, including
$13 million of tax initiatives that support government’s environmental
objectives.

e Additional tax reductions of $303 million over four years (including
implementation of tax reductions included in the 2007 Budget Consultation
Paper) for other tax reductions outlined in Part 2: Tax Measures; and

e The surplus and forecast allowance, to help protect the balanced budget
plan.

Budget and Fiscal Plan— 2007/08 to 2009/10




12 Three-Year Fiscal Plan

Table 1.2 Three-Year Fiscal Plan Update — Changes from Budget 2006

($ millions) 2006/07 2007/08 2008/09 2009/10
Budget 2006 Fiscal Plan (February 21,2006) .................cccovviiiiiiiieinaanns 600 400 150 150
Budget 2007 Consultation Paper — available revenue ............................ 600 900 1,275 1,625
Updated fiscal plan before revenue changes and spending initiatives ...... 1,200 1,300 1,425 1,775
Revenue changes:
Personal income tax:

Personal income tax — one-time prior year adjustment ..............cccccoceeen 194 - - -

Personal income tax before measures ...........c.cccocvoieiiiiieic i 367 355 385 421
Corporate iINCOME tAX .....ccvuiiiiiiie et e e e eenneeeean 37 (33) (20) (154)
OFher taX SOUICES ...ttt 209 190 211 163
Medical Service Plan premiums .............ccoeiiiiiiiii e 11 15 22 8
Investment @arnings ... ...cooiiii 104 59 57 103
FOESES ..t 107 228 135 187
Other energy, mineral and metal reVENUES ...........ccceviiiieiiiie e 42 50 83 76
Natural gas royalties ..........cocooeiieiii e (111) (238) (150) 25
Federal government transfers:

ONE-tIME trUSES ...t 408 - - -

Health and social transfers ... 55 8 (28) (69)
Other taxpayer-supported reVENUE ............coouviiiniiiiiiiiaiieieiaeaeeanes 106 (13) (16) 8
Commercial Crown corporation operating results .................cooeeiiieninnns, 180 52 34 36

Total revenue changes before tax reductions ................................ 1,709 673 713 804
Less: Tax reductions to meet housing challenges of a growing economy ... (63) (343) (569) (597)

Additional tax reductions .............coiiiiiiiii (56) (83) (87) (90)
Implementation of tax measures presented in the
Budget 2007 Consultation Paper .............ccccocueiiiiiiiiiiiiiinininanns 64 90 90 90
Total revenue changes after tax reductions .................................. 1,654 337 147 207
Forecast allowance updates ..................coooiiiiiiiii 250 (200) (600) (650)
Less: expense increases (decreases):
Consolidated revenue fund (CRF) spending initiatives:

Meeting the Housing Challenges of a Growing Economy ...........cccccc....... 49 154 165 108

Healthcare and K—12 education (excluding negotiating framework) ......... - 429 385 556

Enhancing Social Services (Table 1.6) .....ccccooeeeiiiiiiiie e 14 107 137 210

Justice and Public Safety (Table 1.7) .....ccooviviiiieeee e 23 41 51 63

Strengthening Communities (Table 1.8) ..o 23 39 53 74

Economic and Resource Development (Table 1.9) ......coocveiiveiieeeinen, 50 68 80 117

Environmental Leadership (Table 1.10) .....cccooviiieiiiiiiee e 7 17 17 49

Other @lloCatioNS .........eiiiiiee e 101 64 (19) (14)

SUDBLOtAl ... 267 919 869 1,163
MOPD debt servicing savings net of other statutory pressures .................... (41) (63) (68) (33)
Notional contingencies allocation/ministry savings ............ccccoeviiiiiniinn. (267)

Net increase in CRF spending ...............ccccooiiiiiiiininie, (41) 856 801 1,130
Change in expenses recovered from external entities ............cccccoveeinnnnne. 286 70 68 106
Net spending changes of service delivery agencies ...........ccccccceevevevieeene, 9 111 (47) (54)

Total expense increases (decreases) ..............cocevvviiiiiiiiiiinnnennn, 254 1,037 822 1,182

Budget 2007 Updated Fiscal Plan ...................... s 2,850

400

150

150

Budget 2007 continues government’s commitment to an infrastructure

spending plan that is affordable. Provincial capital spending funds assets that
are important to the province and its citizens, including schools, hospitals,
medical equipment, university lecture halls, residences, government buildings,
court houses, roads, bridges, dams and transmission lines.

Total infrastructure spending on roads, schools, hospitals, post secondary
facilities and other capital assets totals $5.2 billion in 2007/08, $4.9 billion in
2008/09 and $4.6 billion in 2009/10. The capital plan includes a contingency to
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cover risks from higher than expected cost inflation on projects, including the
Vancouver Convention Centre Expansion Project, and includes a preliminary
allocation for priority hospital projects in Victoria, Kelowna, Vernon and

Fort St. John. More information on the three-year capital spending plan is
found on page 47.

The higher than expected surpluses over the past few years have allowed
the province to make significant investments in infrastructure without adding
to provincial debt. For example, the $3.06 billion surplus in 2005/06 and the
$2.85 billion surplus in 2006/07 helped finance the following projects:

e $1.61 billion spending on post-secondary facilities including the
University of Victoria’s Engineering and Computer Science Building, and
the North Cariboo Community Campus in Quesnel;

e $0.65 billion in spending in the K—12 school system including Pacific Heights
Elementary school in Surrey, and L'Ecole Victor Brodeur in Esquimalt;

e $1.70 billion for health facilities and equipment including cancer treatment
vaults at the BC Cancer Agency’s Vancouver Centre, and the Mental Health
Building for Children at BC Children’s and Women’s Hospitals; and

e $1.60 billion for roads and bridges including the Cariboo connector
program, Kicking Horse Canyon Phase I, and the Yoho bridge.

However, with smaller surpluses forecast from 2007/08 through 2009/10,
debt-financing is required to fund the provincial capital spending program.

Taxpayer-supported debt is forecast to increase by an average 3.2 per cent
annually over the next three years to $29.2 billion by 2009/10, reflecting
planned infrastructure spending in the health, education and transportation
sectors, offset by expected operating surpluses. Total provincial debt, which
includes commercial Crown debt and borrowing forecast allowances, is
forecast to increase by an average 5.2 per cent annually over the next three
years to $40.0 billion by 2009/10.

Chart 1.1 Taxpayer-supported debt to GDP ratio trends down

per cent

Forecast

3-year moving average
debt to GDP ratio

Annual debt to GDP ratio 16.1% \\\

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10

To ensure the debt remains affordable for future generations of

British Columbians, the government remains committed to a declining
trend in the taxpayer-supported debt to GDP ratio. Consistent with this
commitment the taxpayer-supported debt to GDP ratio is expected to fall
from 14.8 per cent in 2006/07 to 14.1 per cent by 2009/10.
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Government’s approach to debt management was recognized in 2006/07
when Moody’s Investors Service upgraded BC’s credit rating to Aaa, the
highest possible rating. In making its decision Moody’s cited a well structured
fiscal plan, leading to a reduced debt burden and the expectation of

further improvements in the province’s debt ratio over the medium term.
Additional information on the debt outlook is found starting on page 53.

Chart 1.2 Underlying revenue improves over the plan

$ billions
40 - $39.8
Revenue
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$35%
J 7
36 _
-
34 | §35.2 Underlying Revenue —
excludes one-time items
and Budget 2007 tax
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Significant one-time revenues totaling $1.1 billion in 2006/07 do not continue
through the full three-years of the fiscal plan. These include the impacts of
prior years tax results ($385 million), equalization revenues (net of reductions
in federal health and social transfers) which end in 2006/07 ($350 million) and
one-time federal trust funds ($408 million).

Overall underlying revenues (excluding the impact of one-time items in
2006/07 and before Budget 2007 tax reductions) are forecast to increase

from $37.0 billion to $39.8 billion by 2009/10, an increase of 7.5 per cent.
These increased revenues have provided the basis for expanded service levels
and lower taxes.

Chart 1.3 Revenue and spending trends
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The government revenue forecast is based on income growth, changes in
demand for goods and services, commodity prices, the exchange rate and
other related assumptions included in the economic forecast. Revenue also
includes forecasts submitted by Crown corporations and organizations in the
SUCH sector.

In addition to the $3.8 billion available revenues identified in the

Budget 2007 Consultation Paper, revenues are forecast to have increased
over the next three years by a further $2.2 billion, reflecting stronger

overall economic activity, higher forest revenues, and improved investment
earnings partially offset by lower natural gas royalties in 2006/07 through
2008/09. After deducting the impact of tax reduction measures — revenues
are up $1.7 billion in 2006/07, $337 million in 2007/08, $147 million in
2008/09 and $207 million in 2009/10 since the Budget 2007 Consultation
Paper (as shown in Table 1.2). Budget 2007 reflects tax reductions totaling
$1.8 billion (including implementation of tax reductions included in the
Budget 2007 Consultation Paper of $270 million), spending commitments
totaling $3.0 billion and increased forecast allowances of $1.45 billion, in part
to address the interim nature of the health funding allocations in 2008/09 and
2009/10. The tax policy changes are detailed in Part 2: Tax Measures.

The fiscal plan is based on the Ministry of Finance’s economic forecast that
projects economic growth of 3.1 per cent for 2007, 3.0 per cent in 2008
and 3.1 per cent in 2009. Consistent with its prudent forecasting practices,
the Ministry of Finance outlook is lower than the Economic Forecast
Council average. Full details of the economic forecast are found in Part 3:
British Columbia Economic Review and Outlook.

Overall spending is forecast to increase by an average 2.8 per cent annually
over the next three years to total $37.9 billion by 2009/10, as funding is
increased in most ministry budgets. Individual ministry budgets now reflect
the effect of public sector compensation increases for contracts that have
been settled. Amounts for contracts yet to be concluded continue to be held
centrally in a contingencies sub-vote.

The main risks to the government fiscal plan include economic fluctuations
such as exchange rate movements or sudden natural gas or other commodity
price changes, and potential changes to federal transfer allocations on the
revenue side, as well as service demand pressures on the expenditure side.
These and other risks are more fully described starting on page 56.

A $300 million forecast allowance is retained in 2006/07 to protect the bottom
line against unanticipated revenue shortfalls or spending pressures that may
arise before the end of the fiscal year. The fiscal plan also includes forecast
allowances of $750 million in 2007/08, $1.0 billion in 2008/09 and $1.05 billion
in 2009/10 to protect the fiscal plan from the revenue and spending risks such
as those cited above.

The higher forecast allowances in 2008/09 and 2009/10 recognize the interim
nature of the health spending plans, which have only been established for
2007/08. The health authority funding lifts for 2008/09 and 2009/10 include

Budget and Fiscal Plan— 2007/08 to 2009/10
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Table 1.3 Revenue by Source

2006/07 Budget
Updated Estimate Plan Plan
($ millions) Budget Forecast 2007/08 2008/09 2009/10
Taxation revenue
Personal inCome ..........cooiiiiiiii 5,847 6,702 6,389 6,577 6,993
Corporate iNCOME .....coviviiiiiii e 1,337 1,533 1,395 1,392 1,451
SOCial SEIVICE ... 4,374 4,716 4,890 5,129 5,406
FUBL e 923 900 919 937 958
TODACCO ..ot 690 745 705 705 705
Property ... 1,726 1,759 1,863 1,943 2,024
Property transfer ............coiiiiiii 750 925 904 879 829
Other . 571 597 606 623 639
16,218 17,877 17,671 18,185 19,005
Natural resource revenue
Natural gas royalties ............ccooviiiiiiiiiiiieee 2,277 1,392 1,699 1,778 1,737
Columbia River Treaty .........ccocooiviiiiiiiiins 335 235 285 285 315
Other energy and minerals .............cocoiiiiiiiiiiiiininnn. 808 965 902 798 725
FOrests .ovni e 1,083 1,293 1,395 1,274 1,311
Water and other resources ..............coovviiiinininan.. 349 339 347 391 398
4,852 4,224 4,628 4,526 4,486
Other revenue
Medical Services Plan premiums ...............cocoeeeiinennn, 1,414 1,484 1,497 1,512 1,525
Post secondary educationfees .................cooeiiinnnn. 923 922 964 1,005 1,036
Other health-care related fees ...t 191 211 219 219 219
Motor vehicle licences and permits ............................ 409 419 435 445 455
Other fees and licences ...........coooiiiiiiiiiiiiiiin, 685 736 756 718 725
Investment earnings ...........ccooveiiiiiiiiiii 819 947 914 942 989
Sales of goods and Services ...........cccoeeeiiiiiiiiiiiinnnnnn, 647 676 706 732 775
Miscellaneous ..........ccuiuiiiiiii i 1,506 1,558 1,554 1,553 1,577
6,594 6,953 7,045 7,126 7,301
Contributions from the federal government
Health and social transfers .................coooiiin. 4,403 4,476 4,644 4,650 4,811
Equalization ..o 459 459 - - -
Other cost-shared agreements .............ccocoeiiiiininn, 867 1,475 899 870 905
5,729 6,410 5,543 5,520 5,716
Taxpayer-supported programs and agencies ................ 33,393 35,464 34,887 35,357 36,508
Commercial Crown corporation net income
BC HYAro ..o 18 400 365 396 416
Liquor Distribution Branch ............cccoooiiiiiiiin 798 821 810 828 839
BC Lotteries (net of payments to federal government) ...... 932 981 1,024 1,078 1,133
BCRC e 84 38 60 5 5
(07 =T 02PN 131 321 225 183 150
Other o 8 15 19 23 24
1,971 2,576 2,503 2,513 2,567
Total revenue ............ccooiiiiii i 35,364 38,040 37,390 37,870 39,075

" BCRC's fiscal plan projections represent their earnings during government's fiscal year. On BCRC's fiscal year basis (December), the outlook is:
2006 (budget) — $84 million; 2006 (forecast) — $67 million; 2007 — $79 million; 2008 — $5 million; 2009 — $5 million.

2 |CBC's fiscal plan projections represent their earnings during government's fiscal year. On ICBC's fiscal year basis (December), the outlook is:

2006 (budget) — $131 million; 2006 (forecast) — $350 million; 2007 — $225 million; 2008 — $183 million; 2009 — $150 million.
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Table 1.4 Expense by Ministry, Program and Agency '

2006/07 Budget
Updated Estimate Plan Plan

($ millions) Budget Forecast 2007/08 2008/09 2009/10
Advanced Education .................oooiiiiiiiiii 2,027 2,027 2,151 2,243 2,336
Education ... 5,371 5,371 5,494 5,637 5,747
Health ... 12,182 12,182 12,967 13,358 13,798
Contingencies — Health Innovation Fund ......................cee. - - 100 - -
Sub-total 19,580 19,580 20,712 21,238 21,881

Office of the Premier ... 14 14 14 14 14
Aboriginal Relations and Reconciliation ............................... 36 36 55 61 49
Agriculture and Lands ............coooiiiiii 235 235 270 240 242
Attorney General .........cooiiiiiii 496 496 520 525 530
Children and Family Development .........c.ccooviiiiiiiiiiiiinnnns 1,873 1,873 1,867 1,934 1,982
ComMMUNILY SEIVICES ...vivieiii i 252 252 274 296 298
Economic Development ....... oo 312 312 266 199 240
Employment and Income Assistance ...............cocooiiiiiii, 1,387 1,387 1,480 1,509 1,551
Energy, Mines and Petroleum Resources ...................oovenne. 78 78 77 78 78
Environment ... 203 203 223 245 252
FINanCe ... 88 88 91 92 94
Forests and RaNge ........ooviniiiiiii i 974 1,094 1,078 1,147 1,116
Labour and Citizen's Services ..........c.coiiiiiiiiiiiiiiiiiiens 87 87 97 92 95
Public Safety and Solicitor General ...............cocooviiiiiiinn.n. 575 575 603 618 632
Small Business and Revenue ............cooiiiiiiiiiiiciiiiiens 58 58 60 61 62
Tourism, Sportand the ArtS .........ccooiiiiiiiiii e 210 210 130 86 76
Transportation .........ooeiii i 852 852 882 884 909
Total ministries and Office of the Premier ............... 27,310 27,430 28,699 29,319 30,101
Legislation ........coeiiiiii 51 51 58 59 61
Officers of the Legislature ..............ccocoiiiiiiiiiiiiiia 27 27 34 33 33
BC Family BONUS .......cvniniiiiiiie e 23 23 17 15 13
Management of public funds and debt ..................c.oeiiinne. 618 572 558 515 490
Contingencies — NEW Programs .............coeeeeieueenenannenanaenennes 182 182 360 365 375
Contingencies — negotiating framework ............................... - - 39 77 142
Other appropriations ............cooiiiiiiii e 9 9 10 6 6

Consolidated revenue fund expense before
Negotiating Framework incentive payments ......... 28,220 28,294 29,775 30,389 31,221
Negotiating Framework incentive payments ........................... - 290 - - -
Total consolidated revenue fund expense ........................... 28,220 28,584 29,775 30,389 31,221
Expenses recovered from external entities ............................. 1,685 2,065 1,827 1,810 1,884
Grants to service delivery agencies and other internal transfers:

School diStriCtS ... (4,490) (4,673) (4,743) (4,891) (4,986)
UNIVEISITIES ... (1,069) (1,145) (1,204) (1,286) (1,369)
Colleges, university colleges, and institutes ......................... (755) (820) (808) (834) (867)
Health authorities and hospital societies ..............cc.ccevuenen... (7,937) (8,156) (8,605) (8,784) (8,982)
Children and family development agencies/authorities ........... (606) (628) (684) (715) (742)
Other service delivery agencies .............cccccviiiiieeiiiiiiiieeeeee (674) (795) (776) (808) (716)

(15531) (16,217) _(16,820) (17,318) (17,662)

Service delivery agency expense:

School districts ..o 4,864 5,099 5,149 5,253 5,345
UNIVEISItIES v 2,532 2,661 2,794 2,949 3,073
Colleges, university colleges, and institutes ......................... 1,281 1,331 1,353 1,388 1,438
Health authorities and hospital societies 2% ..............cccceee.... 8,456 8,833 9,345 9,396 9,600
Children and family development agencies/authorities ........... 605 628 687 716 744
Other service delivery agencies ...........ccovveieeeeeeeeieeeeeee 1,802 1,906 2,130 2,137 2,232
19,540 20,458 21,458 21,839 22,432

Net spending of service delivery agencies ............................... 4,009 4,241 4,638 4,521 4,770
Total taxpayer-supported eXpense ..............ccceveiiiiiiininnnn.. 33,914 34,890 36,240 36,720 37,875

" The 2006/07 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.
2 Excludes inter-entity transactions between health authorities and hospital societies.

% The 2008/09 - 2009/10 health authorities plan is based on the health authorities budget for 2007/08. Additional provincial funding to cover negotiating
framework costs has been added in 2008/09 and 2009/10
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funding to cover negotiating framework costs. The Ministry of Health will
continue to work with the health authorities on their financial plans in the
context of the Conversation on Health. The Ministry of Finance will continue
to monitor and review these financial plans as part of budget processes.

The three-year fiscal plan conforms to the standards set by the accounting
profession for senior governments in Canada referred to as generally accepted
accounting principles or GAAP.

Consolidated Revenue Fund Spending

Housing

Consolidated Revenue Fund (CRF) spending is forecast to increase from
$28.2 billion in 2006/07 to $31.2 billion by 2009/10 — a 10.6 per cent increase.

This budget builds on Budget 2005 and Budget 2006 commitments to seniors
and children respectively, and is focused on meeting the housing challenges
of a growing economy. Budget 2007 also provides ongoing funding for
investments in natural resources and economic development, protecting the
environment and communities, sustaining and enhancing social services,
providing additional skills development and training opportunities, while
continuing government’s commitments to health care and education.

Chart 1.4 Consolidated Revenue Fund spending
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In Budget 2007, over $2.0 billion is targeted towards meeting the housing
challenges of a growing economy. The initiatives in the fiscal plan are listed
in Table 1.5. See the topic box on the next page for a complete discussion of
these initiatives.
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Meeting the Housing Challenges of a Growing Economy

British Columbia is enjoying a robust
economy with historically low
unemployment rates and sound economic
growth. Along with the many benefits of

a strong economy, come some challenges
such as rising property values. This creates
pressures on all forms of housing.

Property values up 24 per cent in 2006

Total value of residential
property ($billions; includes
new construction)

BC Housing Starts
(Thousands)

40 24% growth in property values 536 - $600

\

480

I $500

30 4 M7 |~

I $400
347 $

282 _— | 347 364 | | 5300

329

20
26.2
21.6 I $200

17.2

10 v v v v v $100
2001 2002 2003 2004 2005 2006
Sources: Canada and Housing Corporation; BC (2006 is preliminary)

Budget 2007 focuses on meeting the housing
challenges of a growing economy, and takes
a major step towards ensuring that every
British Columbian has access to a safe,
appropriate and affordable home.

Better shelter for people who are homeless
Year-round shelter beds

People who are homeless often have a
variety of needs in addition to the basic
requirement for a place to live. They

may face challenges of mental illness or
addictions, and generally need support to get
off the streets into housing, and stay there
long-term. As a first step in helping people
who are homeless, Budget 2007 increases
funding for the Emergency Shelter Program
by $27 million over three years. This funding
will convert nearly 300 cold wet weather
beds to year round shelter beds, raising the
total number of full-time shelter beds up to
about 1,300 across the province. In addition,
there will continue to be about 1,100
extreme weather beds that can be opened
up across the province when conditions are
particularly harsh or in case of emergency.

The $27 million in funding will also keep

open five emergency shelters that would have
otherwise closed in Nanaimo, Vancouver,
Kamloops, Vernon and Abbotsford. Some
additional funding will also be provided to help
shelter operators deal with rising costs so that
they may continue to offer shelter and supports
such as counseling services and helping shelter
users integrate into longer-term housing and
access community services.

2006/07 supportive housing projects

In cooperation with non-profit societies, up

to $38 million will be allocated in 2006/07 for
social housing projects across the province,
targeted to people who are homeless or at

risk of being homeless. This one-time funding
will provide an estimated 600 beds in shelters,
transitional housing, and permanent housing and
allow organizations to provide related support
services to people with mental health issues, and
people with drug and alcohol addictions.

For example, these funds will be used to
establish the first residential addiction treatment
center for male youth on Vancouver Island. The
center will focus on crystal meth addicts who
have successfully completed a detox process,
and provide services including supportive
counseling, life skills training and referrals.

Transition houses for women and their children

Transition houses provide safe and supportive
temporary accommodation for women and their
children who have left abusive relationships.
Women leaving abusive relationships are often at
risk from their abusers. Budget 2007 includes an
additional $6 million (over three years) for 24/7
staffing in transition houses across the province
when they need it, increasing the safety of
women and their children and providing them
with additional crisis assistance and support.
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Enhancing income assistance

Budget 2007 contributes $106 million over
four years to increase the shelter rate for
people on income assistance by $50 a month,
effective on March 28, 2007. This will
provide people on income assistance with
greater access to housing, or allow them to
spend support money on food and other
necessities, rather than on shelter costs.

Highest shelter rate in Canada for employable
singles
$ per month; single individual

$50 increase
400 -

$342 \?ﬂs

$
$300 -

3001 s260  $271

200 -

$168  $174

100 -

Sask Ont BC

Alta Nfid PEI Man NS
Source: Ministry of Employment and Income Assistance; as of January 2007

This is the first increase to the shelter rate
since 1992. British Columbia will now
have the highest shelter rate in Canada for
employable singles, couples and single
parent families.

In addition, government is standardizing
shelter and support benefits for families
with children. This means that all parents -
those who are employable, have a disability
or have persistent multiple barriers to
employment — will all receive the same
supports for their children.

For example, a single parent with one
child received a support benefit for their
child of $141 per month if that parent was
employable, but only $94 per month if

that parent had a disability. Now through
standardization of assistance rates for
families with children, both the employable
parent and the parent with a disability will
receive $141 per month as the support
benefit for their child.

As well, the support allowance for employable
singles, including single parents, is increasing
by $50 a month, to provide adequate resources
for food and other necessities.

Converting social to supportive housing

The demand for supportive housing continues
to increase as the population ages. To enable
people to remain living in their communities
longer while addressing this increased
demand, Budget 2007 provides $45 million
over four years to upgrade/convert up to 750
social housing units to supportive housing
units, primarily for lower income seniors.

Supportive housing offers a middle option
to bridge the gap between home care and
residential care for those who need some
assistance, but don’t want or need 24-hour
care. Services may include:

e Accommodation.

e Hospitality services such as meals,
housekeeping, laundry, recreational
opportunities and 24-hour response.

e Personal care services such as assistance
with grooming, mobility and medications.

The conversion of social housing units to
supportive housing involves the addition

of accessibility, fire and life safety features;
kitchen, dining, bathing and laundry facilities;
amenity space; staff and service space. The
conversion work can generally be done with
the tenants in place, and many of the current
occupants require the modifications and
services that will be provided by supportive
housing.

New support for working families

Increase to Rental Assistance Program income
threshold

In October 2006, the Minister Responsible for
Housing introduced a new Rental Assistance
Program designed to help move lower
income working families into market rental
accommodations. The program provides
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portable, direct cash assistance to eligible
lower income working families renting

in the private housing market. Currently,
about 15,000 families are eligible to access
the program at an income threshold

of $20,000. By increasing the income
threshold to $28,000, the number of
potentially eligible families expands by
5,800 to more than 20,000 families.

Families are eligible for the program if:

e they have at least one dependent child
under the age of 19;

e their annual family income is below
$28,000;

e some or all of their annual income comes

from employment;
e they have less than $10,000 in assets;
e they file an annual income tax return;

e more than 30 per cent of household
income is spent on rent;

e they have lived in BC for the full 12
months immediately preceding the date
of application; and

e they meet the citizenship requirements
for the program.

In addition to increasing the income
threshold, the level of assistance provided
to eligible households has been enhanced.
The amount of assistance provided is
calculated as a percentage (which ranges
from 35-90 per cent based on income — up
from 25-50 per cent) of the gap between
30 per cent of total family income and rent

paid (subject to rent ceilings). The program

offers four rent ceilings, based on the

number of members of the family and their

location (in or outside Greater Vancouver).

Rental Assistance Program Rent Ceilings

Other Areas
of the Province

Greater Vancouver
Regional District

$825
$875

Family of 3 or less .......
Family of 4 or more ......

$700 (up from $675)
$730 (up from $705)

Some examples of assistance are:

e A family of four living in Vancouver with an
income of $24,000 and paying the maximum
allowable monthly rent of $875 would receive
$129 per month in assistance.

e A couple with two children living in Kamloops
with an income of $24,000 a year, paying $730
a month in rent would receive $61 a month in
assistance.

Monthly assistance — family of four paying maximum rent

outside the

Annual Income Monthly Income in GVRD GVRD
$10,000 $833 $563 $432
$14,000 $1,167 $409 $296
$18,000 $1,500 $281 $185
$20,000 $1,667 $221 $136
$24,000 $2,000 $129 $61
$28,000 $2,333 $61 $11

3250 million Housing Endowment Fund initiatives

To encourage innovative solutions to
homelessness and social housing issues,
Budget 2007 sets aside $250 million in a new
Housing Endowment Fund. The Housing
Endowment Fund is a legacy that will exist in
perpetuity and earn an estimated $10 million a
year.

Earnings from the fund will be allocated

by the Minister Responsible for Housing

to fund innovative housing proposals from
individuals, the non-profit housing sector, the
construction industry, and others where there
are opportunities to improve housing outcomes
for British Columbians. These earnings will focus
on new ways to meet the diverse needs of those
individuals and families that are not being served
through existing programs and services.

New support for homeowners
Increase First Time Home Buyers’ threshold

The First Time Home Buyers’ Program helps
make the purchase of a first home more
affordable by exempting the purchaser from
the property transfer tax. Recognizing the
increased cost of housing across the province,
the threshold for the First Time Home Buyers’
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Program will be raised to $375,000 for

all regions of the province. Previously

the threshold was $325,000 for the

lower mainland and southern Vancouver
Island; all other regions were subject to

a threshold of $265,000. A proportional
exemption remains available for properties
with a fair market value of up to $25,000
above the threshold. With the change, first
time homebuyers can save up to $5,500 in
property transfer tax.

Increase Home Owner Grant threshold to
$950,000

Each year the Home Owner Grant
program assists many individuals

across the province with the cost of
homeownership. The homeowner grant
is a reduction of property taxes on a
principal residence and is available to
those who pay a minimum amount of
property tax. It benefits over 990,000
households. The basic homeowner grant
is $570. For seniors, those receiving
certain veteran’s benefits, and qualifying
disabled persons the grant is $845.

The grant is phased out for those whose
homes are above the threshold value.
This year, in response to rising assessed
values, the homeowner grant threshold

has been raised from $780,000 to $950,000.

The increase will ensure that more than

95 per cent of homeowners continue to be
eligible for the full grant. The total benefit

to taxpayers of increasing the threshold is

$14 million, this year.

For example, without changing the
threshold, a person who owns a home
that was assessed at $780,000 in 2006

and at $850,000 in 2007 would receive a
homeowner grant that is $350 less in 2007
than in 2006. The change in the threshold
means that the homeowner continues to
receive the full grant in 2007.

Extension of Home Owner Grant eligibility

Government is also taking steps to assist lower-
income seniors whose homes are assessed
above the homeowner grant threshold. In 2007,
government will implement a program so that
low income seniors, those receiving certain
veterans’ benefits, and certain persons with
disabilities will be eligible for the homeowner
grant, regardless of the assessed value of their
home. This change will help seniors to stay in
their homes as long as possible.

Key eligibility criteria for the grant are that a
homeowner:

e has low income — the qualifying income levels
will be based on the income levels used to
determine eligibility for Medical Services Plan
Premium Assistance; and

e would be eligible for the homeowner grant
except that their property is assessed above the
$950,000 threshold.

For example, a senior lives in a home that she
and her husband purchased for $70,000 in 1970
but the value has risen to $2 million in 2007.
Her annual school taxes are $3,400. The senior
is widowed and is living on a fixed income of
$28,000. Although the value of her home is well
above the threshold, she will now be eligible to
receive the full homeowner grant of $845.

Lower eligibility for property tax deferment to age 55

This year government is recognizing the
changing needs of society through changes to the
Property Tax Deferment Program. Many people
are choosing to retire earlier and government
will support people in this decision by changing
the eligibility age for the deferment program to
55 from 60. This program allows homeowners to
defer their property taxes at a low rate of interest
until the dwelling is sold or transferred to an
estate.
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New support for BC families

Budget 2007 builds on previous reductions
in the personal income tax rate by providing
a 10 per cent cut to provincial personal
income taxes for people earning up to
$100,000. Reductions to personal income
taxes since 2001 will mean that 250,000
British Columbians now pay no provincial
income tax. Lower income taxpayers, such
as a part-time employee earning $20,000,
have seen cuts of almost 70 per cent, while
most taxpayers have seen reductions of
between 30-35 per cent. For example, a
family of four with two working parents,
earning a combined income of $70,000 will
now save more than $1,800 a year. This
additional money in people’s pockets will
help British Columbians meet their housing
challenges, and help them with the high cost
of housing in BC.

Additional Social Housing Units

Upon finalization of their 2005/06 public
accounts in September 20006, the federal
government provided surplus funds to the
provinces for aboriginal and social housing,
transit and advanced education. These
advances from the federal government
provided $50 million for social housing in
BC.

Up to 250 Provincial Homelessness Initiative
units will be funded with $25 million in
2007/08 and $25 million in 2008/09. Under

the Provincial Homelessness Initiative, funding
is allocated to developments that integrate
subsidized housing with support services

for people who are homeless or at risk of
homelessness, people with mental illnesses
and physical disabilities, those with drug and
alcohol addictions, aboriginal peoples, and
youth.

Specific projects will be identified over the
coming months. An example of a Provincial
Homelessness Initiative project is the

recently announced, 85 unit transition house
development in Vancouver’s Downtown
Eastside named Grace Mansion. This project
will provide housing and support programs to
help people who have completed drug and
alcohol rehabilitation programs regain their
independence in the community.

Improving off-reserve housing conditions

The federal government also provided

$51 million to the province to improve off-
reserve housing conditions for Aboriginals.
Funding under this program will be delivered
through the BC Housing Management
Commission in consultation with the Aboriginal
Housing Management Association (AHMA),
resulting in approximately 200 new units of
housing for Aboriginal households across the
province. It is expected that $25 million will
be spent in fiscal 2007/08 and $26 million in
2008/09.
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Table 1.5 Meeting the housing challenges of a growing economy

($ millions) 2006/07 2007/08 2008/09 2009/10 Total
Year-round shelter beds ... - 8 9 10 27
2006/07 supportive housing projects ............cocevviiiiiiinnenns 38 - - - 38
Transition houses for women and their children .................... - 2 2 2 6
Increase in income assistance shelterrates ........................ 3 33 34 36 106
Convert social to supportive housing .............c.coooviiiuiinanen. 5 11 19 10 45
Increase Rental Assistance Program threshold .................... 3 40 40 40 123
$250 million Housing Endowment Fund initiatives ................ - 10 10 10 30
Spending subtotal ... 49 104 114 108 375
Increase First Time Home Buyers' threshold ....................... - 21 21 21 63
Increase Home Owner Grant threshold to $950,000 ............. - - - - -
Extend Home Owner Grant eligibility ................ ccooiiiin, - 1 1 1 3
Lower eligibility for property tax deferral toage 55 ................ - - - - -
Personal income tax rate reduction ...............coooviiiiiiinn.. 63 321 547 575 1,506
Tax reductions subtotal ............................... 63 343 569 597 1,572
Provincial funding subtotal ................................ 112 447 683 705 1,947
Additional social housing units ..............cco - 25 25 - 50
Improving off-reserve housing conditions ............................ - 25 26 - 51
Federal funding subtotal .........................ooon, - 50 51 - 101
Total ..o 112 497 734 705 2,048
Summary
Budget 2007 responds to the housing e establishing the $250 million Housing

challenges of a growing economy and
takes a major step towards every British
Columbian having access to a safe,
appropriate and affordable place to live,
by:

e increasing the number of year-round
shelter beds for people who are
homeless;

e providing 24/7 staffing in transition
houses for women and their children
leaving abusive relationships;

e increasing income assistance shelter
rates by $50 per month;

e converting up to 750 social housing
units to supportive housing to better
meet the specialized needs of seniors
and people with disabilities;

e increasing the Rental Assistance Program
threshold to $28,000, making over
20,000 families potentially eligible for
cash benefits;

Endowment Fund as a legacy that will
provide an estimated $10 million a year in
earnings available to fund new innovative
ways of meeting housing challenges;

enhancing the First Time Home Buyers’
Program by raising the threshold to $375,000
across the province;

raising the threshold for the Home Owner
Grant and extending eligibility to lower
income seniors, regardless of their home’s
assessed value;

allowing people to defer their property taxes
starting at age 55, rather than 60;

making it more affordable for families to call
British Columbia home by cutting personal
income taxes by 10 per cent for people
earning up to $100,000;

creating up to 250 additional units under the
Provincial Homelessness Initiative; and

improving housing conditions for Aboriginals
who live off-reserve.
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Health Care

Budget 2007 reconfirms government’s commitment to health care and
provides $2.69 billion over three years in increased funding beginning

in 2007/08. This is in addition to $987 million previously allocated, for a

total funding increase of $3.68 billion. This increase includes funding for
negotiated settlements of $224 million in 2007/08, $440 million in 2008/09 and
$723 million in 2009/10.

Chart 1.5 Health budget increases
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($ millions) $13,798
2.2%
Budget 2007
$13,358 lilngreease
«— $2,690 —
7.3%
$13,067 $1,241 3-year total
$100 increase:
$801 $3,677
$548
Total previous
increases
375 375
$12,182 $237 $ $ T se87 —
2006/07 2007/08 2008/09 2009/10
Budget 2006 Base

In 2007/08, funding provided for the Ministry of Health and health authorities
increases by $885 million, a 7.3 per cent increase over 2006/07. This includes
$100 million for the Health Innovation Fund to promote innovation within
the health care system. The fund will assist health authorities in implementing
best practices, restructuring service delivery systems and eliminating key
information bottlenecks.

Health spending by function includes all healthcare related spending by the
Ministry of Health, health authorities, other ministries including Children and
Family Development and Employment and Income Assistance as well as other
service delivery agencies such as Canadian Blood Services. Health spending
by function will increase to $14.21 billion in 2007/08, up from $9.36 billion in
2000/01, a 51.8 per cent increase.

Health authority funding is increased to $7.53 billion in 2007/08 from

$7.06 billion in 2006/07, a 6.7 per cent increase. For planning purposes, health
authority funding increases for 2008/09 and 2009/10 include negotiating
framework costs only. The Ministry of Health will continue to work with the
health authorities on their financial plans in the context of the Conversation
on Health. The Ministry of Finance will continue to monitor and review these
financial plans as part of budget processes. To ensure that the Province’s
three-year fiscal plan remains balanced, the forecast allowances for 2008/09
and 2009/10 recognize the interim nature of the health spending targets and
can accommodate some additional growth in health authority funding.

Additional funding provided in 2007/08 will fund initiatives to improve
health services provided to the public, including working towards providing
timely access to key surgical and medical services. For example, funding for
life support programs will increase by $41 million in 2007/08 and provide
additional procedures and services, including:
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e 185 open-heart surgical procedures;
e 220 implantable defibrillator procedures;
e 900 angioplasty procedures;

e increased usage of drug-eluting stents (i.e. stents coated with medicine to
prevent a coronary artery from narrowing again after angioplasty); and

e cancer drug treatments, renal dialysis treatment and transplant drugs.

In 2007/08, the ministry will continue to engage British Columbians in a
discussion on health service priorities through the Conversation on Health.
This will help inform fiscal and service planning later in the fiscal planning
period.

Budget 2007 provides $633 million over three years in increased funding for
K-12 education. This is in addition to the $132 million allocated in previous
budgets, for a total funding increase of $765 million over three years.

This increase includes funding for negotiated settlements of $94 million in
2007/08, $188 million in 2008/09 and $284 million in 2009/10.

Chart 1.6 K-12 budget increases
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Overall, the K—12 budget increases an average 2.3 per cent per year, and fully
funds the negotiated settlements reached earlier this year with employees

in the K-12 sector, as well as an increase to the Teacher’s Pension Plan
contribution rate.

The negotiated settlements in the education sector balance the interests

of taxpayers and employees and allow parents, educators, students and
administrators to build the best possible education system. In addition, the
teacher’s compensation agreement, the first to be successfully negotiated since
1994, contains a number of initiatives, including enabling rural and remote
school districts to attract teachers to more difficult to fill positions.

The average per pupil funding for 2007/08 is estimated at $7,910, an increase
of 4.1 per cent over 2006/07. Per pupil funding is projected to continue to
rise to $8,430 by 2009/10. There were about 12,300 fewer students in 2006/07
than the previous year and enrolment is projected to continue to fall about

1 per cent per year over the fiscal plan.
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Chart 1.7 Student enrolment and per pupil funding (public schools)
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Post-Secondary Education

Budget 2007 continues to build on government’s ongoing commitment to
increase access to post-secondary education. Government recognizes that BC
faces significant challenges now and into the future with labour shortages in
sectors such as health care, applied sciences, engineering and trades. To help
address these challenges Budget 2007 provides new funding of $343 million
over three years beginning in 2007/08. This is in addition to $306 million
allocated in previous budgets, for a total funding increase of $649 million over
the next three years. This increase includes funding for negotiated settlements
of $41 million in 2007/08, $87 million in 2008/09 and $133 million in 2009/10.

Chart 1.8 Post-secondary education budget increases
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Budget 2007 reconfirms government’s commitment to create, in partnership
with the post-secondary sector, 25,000 new student spaces including the
commitment to create 2,500 new graduate spaces. Budget 2007 includes

$82 million in new funding over three years for these initiatives to increase
access to the post-secondary system. An additional $20 million is being funded
in 2006/07 to provide scholarships and internships to support the new and
existing graduate spaces.

In addition to enhancing general access to post-secondary education,
government is committed to increasing Aboriginal participation in
post-secondary education and programming. The Ministry of Advanced
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Education will provide $15 million over the next two years to plan and
implement Aboriginal post secondary service plans for institutions in
collaboration with Aboriginal communities and develop culturally enhanced
curricula, programs and services.

To help train skilled workers supporting the province’s growing mining
industry, the Ministry of Advanced Education is contributing $2 million over
the next two years to the Reclamation and Prospecting Program at Northwest
Community College. This is a three year pilot project initiated in 2006/07

in partnership with the federal government, the college and the Smithers
Exploration Group.

Through Campus 2020, the province is examining how to build on the
strengths of the post-secondary system while discovering new approaches
to expand the network of learning opportunities across BC. The final report
of Campus 2020, to be delivered in the spring of 2007, will help inform
government policy on post-secondary issues.

The province is also investing in the needs of future learners with the
Children’s Education Credit. Beginning in 2007, the province will invest
$1,000 for each new child born in the province, to contribute toward the cost
of tuition and other related educational expenses. More information on the
Children’s Education Fund can be found in the topic box on page 64.

Enbancing Social Services

Budget 2007 invests $468 million over four years on programs and services
to enhance the quality of life for children, adults and families living in British
Columbia communities. This funding is targeted to programs and services to
children and youth at risk or with special needs, adults with developmental
disabilities, and individuals and families in need.

Table 1.6 Enhancing Social Services
($ millions) 2006/07 2007/08 2008/09 2009/10 Total

Children and youth at risk or with special needs ...... 28 31 34 93

Independent school special needs services ............ 0 11 13 43
Foster parents .........c.coooiiiiiii 7 10 14 32
Representative for Children and Youth .................. 5 5 5 15
First Nations — Transformative Change Accord ....... - 3 3 4 10
Income Assistance:

- ©
-

— Families with children .................c.coon. 1 15 15 16 47
— Support allowance for single employable persons . 2 11 11 11 35
— Caseload growth: persons with disabilities ........... - - 8 43 51
Persons with developmental disabilities ................. - 7 12 29 48
Adult Family Care Providers.............ccooevvininnannn. - 2 3 5 10
Community and social services providers .............. - 16 24 32 72
Responsible gambling ..............oooooiiii 1 3 4 4 12

Total ... 14 107 137 210 468

Government continues to build on its ongoing investment in services to
children and youth by providing $93 million to maintain services to children
at risk, and children with special needs. By 2009/10, up to an additional 1,200
children with special needs will receive funding for intervention therapies and
supports, and up to an additional 300 children with severe disabilities or in
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the care of the province will receive essential medical equipment, therapies,
and other medical benefits. This is in addition to the investments made in
Budget 2006 and the September Update which provided increased access to
services by children and youth at risk or with special needs and their families.

Independent schools will receive additional grants of $43 million to increase
the share of government funding of programs that provide physical, health,
intellectual and psychological services to students with special needs, giving
families more choices in their children’s education.

Budget 2007 provides $32 million to fund rate increases to foster parents.
Foster parents provide residential services for children in the care of the
Province. There are approximately 3,500 foster parents in British Columbia.
These rate increases acknowledge the increased financial pressures faced

by these dedicated caregivers. This builds on additional support provided in
April 2006, when the mileage allowance for foster parents was increased from
$0.20 per kilometre to $0.30 per kilometre to reflect higher transportation costs.

Budget 2007 also provides $15 million to fund the office of the Representative
for Children and Youth. The Representative is a new independent officer of
the Legislature whose mandate is to advocate, monitor and report publicly on
systemic issues across the child welfare system, including critical injuries and
deaths of children in care.

In 2005, the Province, First Nations Leadership Council and the federal
government signed the Transformative Change Accord. The accord affirms
the commitment of all parties to close the socio-economic gap between
First Nations and other British Columbians over the next ten years.

Budget 2007 includes $10 million as part of government’s action plan to
deliver on this commitment.

Budget 2007 provides $47 million to increase income assistance rates

for families with dependent children. Approximately 18,800 families will
see an increase to their monthly income assistance effective March 28, 2007.
These increases are in addition to the general increase in the shelter rate of
$50 per month (see the topic box on Meeting the Housing Challenges of a
Growing Economy on page 19).

In addition to the shelter rate increase of $50 per month, $35 million has been
provided to increase the income assistance support rate for single employable
clients by $50 per month, effective March 28, 2007. The combined increases
will raise the monthly income assistance rate for single employable clients

by 20 per cent, from $510 per month to $610 per month. Approximately
16,300 individuals on income assistance will benefit from these rate increases.
The support rate for single employable clients was last increased in 2000.

The Ministry of Employment and Income Assistance will also receive an
additional $51 million to provide for projected growth in the number of
persons with disabilities in 2008/09 and 2009/10. By 2009/10, the persons with
disabilities caseload is projected to grow by 9,765 cases or 16 per cent from
2006/07. This funding also provides for growth in supplementary assistance,
including health benefits and bus passes for low income seniors and persons
with disabilities.
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Budget 2007 invests $48 million in programs and services that assist individuals
with developmental disabilities and their families. The number of adults with
developmental disabilities accessing residential and day support services and
the acuteness of need are increasing as a result of demographic trends and
advancing technologies. This funding will provide new or continued access to
community living services for 1,600 adults with developmental disabilities and
their families through additional respite care, residential placements, and life
skills training.

In addition, $10 million over three years is provided to increase rates for adult
family care providers. Adult family care homes provide residential services to
developmentally disabled adults in a family setting. There are approximately
2,100 adult family care homes in British Columbia.

Government is committed to ensuring the level and quality of community
health and social services received by British Columbians in need is
sustainable. Budget 2007 provides $72 million to support contracted providers
who provide services such as family development, services for children and
youth with special needs, adult community living services, victim services,
employment programs for individuals on income assistance, counselling
services, and multi-cultural programs. An additional $37 million will be
provided through the Ministry of Health over three years to support contracted
service providers in the health sector.

Budget 2007 also provides $12 million for responsible gambling programs and
services, including increased access to counselling for those with a gambling
addiction. Currently, these programs serve approximately 1,200 clients
annually.

Justice and Public Safety

Budget 2007 invests $178 million over four years to improve and transform the
policing, justice and corrections system to protect communities and citizens.

The BC justice system is provided with $38 million to improve access and
security, and to enable transformation to meet the needs of British Columbians:

e $12 million is allocated to transform the civil, family and criminal justice
systems so that they continue to protect rights, but seek solutions first, by
integrating the justice system with other systems and disciplines in order
to provide the public with ways to resolve problems with little or no
intervention by the courts, including:

— better delivery of counseling, legal information, legal advice, and other
forms of resolution services;

— piloting a “hub” which will serve as a “front door” to the justice system
where citizens can get services that will help them get disputes resolved;
and

— piloting community prosecution and other ways to engage communities
in the criminal justice system (e.g. the Community Court Pilot Project,
scheduled to open in Vancouver in January 2008).
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Table 1.7 Justice and Public Safety

($ millions) 2006/07 2007/08 2008/09 2009/10  Total
Justice reform and innovation ......................l - 3 4 5 12
COoUrt SErVICES ... - 6 6 5 17
Courthouse SeCcUrity ........c.covviiieiiieiiiieeannen - 3 3 3 9
Adult correctional services .............cocoviiieninnnn. 11 19 29 40 99
Policing — PRIME implementation ..................... 12 - - - 12
Gaming enforcement ... - 1 1 2 4
Traffic fine revenue sharing ................ccoiinn, - 9 8 8 25

Total ..o 23 1M 51 63 178

e $17 million is allocated to improve courthouse services, such as court
administration, registry and trial support and security, including $1 million to
address the demand for additional court sittings in Fort St. John.

e $9 million is allocated for enhanced courthouse security, particularly for
major or extraordinary trials and family court matters.

Budget 2007 provides $99 million to manage the rising number of inmates

in British Columbia correctional centres and the number of offenders under

community supervision. This funding will:

e provide for over 150 additional staff to improve security and maintain
standards for inmate services, such as food and health care, in correctional
centres; and

e support an assertive case management strategy in community corrections
that will manage the risk of re-offending and enhance offender reintegration
into the community.

Additional funding of $12 million is provided in 2006/07 to complete

the implementation of PRIME (Police Records Information Management
Environment). PRIME is a real-time online data sharing system that provides
police officers with instant access to information about criminals and crimes.
The additional funding will make the system available to an additional
3,300 RCMP members in 103 detachments across the province.

Budget 2007 provides $4 million to enhance the regulation of gaming in
British Columbia to protect the public from unscrupulous activity, including
investigating allegations such as cheating and money laundering.

Budget 2007 also provides $25 million for traffic fine revenue sharing,
reflecting government’s ongoing commitment to return 100 per cent of net
traffic fine revenue to participating local governments to improve policing and
community safety.

Strengthening Communities

Budget 2007 reflects government’s commitment to strengthen BC communities
by investing $189 million in new spending from 2006/07 to 2009/10 for
initiatives in areas such as local infrastructure, transportation and community
meeting spaces:

e $14 million in additional funding for the Municipal Rural Infrastructure Fund,
to provide investments in sustainable local infrastructure to achieve cleaner
water, cleaner air and a reduction of greenhouse gas emissions. This builds
on $90 million of provincial funding for local infrastructure previously
committed for 2007/08 -2009/10.

Budget and Fiscal Plan— 2007/08 to 2009/10




32

Three-Year Fiscal Plan

Table 1.8 Strengthening Communities

($ millions) 2006/07 2007/08 2008/09 2009/10 Total
Municipal Rural Infrastructure Fund .............. - - 2 12 14
Peace River regional district ........................ - 3 3 3 9
LocalMotion ..............ccccoiiiiiiiiiiiiiiiiiien, 20 5 10 3 38
Spirit Squares .........cocviii - 10 10 - 20
Towns for TOMOIMOW ...........cccoevuviinieninnnn. - 3 7 5 15
Small community/regional district grants ........ - - - 7 7
Northern Ferries routes ..............cccoviiiennns 1 13 13 35 62
BC Ferries social program .................c.oeeeee. 2 3 4 5 14
BC Transit service expansion ...................... - 2 4 4 10
Total ... 23 39 53 74 189

e $9 million for local infrastructure in the Peace River Regional District.

e $38 million for LocalMotion, to be invested in bike paths, walkways,
greenways and accessibility improvements for persons with disabilities,
which will leverage an additional $38 million in local funding.

e $20 million for Spirit Squares, a program that will create or enhance outdoor
public meeting spaces, with a focus on celebrating BC2008, which will
leverage an additional $20 million in local funding.

e $15 million for Towns for Tomorrow, a program targeting infrastructure
investments in towns with populations under 5,000, which will leverage an
additional $4 million in local funding.

e $7 million to fulfill the provincial commitment to double small community
grants to $54 million annually by 2009/10.

e $62 million for an increased service fee under a new agreement between
the province and BC Ferry Services for accelerated vessel replacements and
terminal improvements, enhancing the service for communities served by
the northern routes.

¢ $14 million to maintain provincial support for seniors, students and the
disabled using coastal ferry services.

e $10 million for expansion of BC Transit services. This funding will provide
an additional 66,700 service hours in 2007/08, and 117,700 service hours in
each of 2008/09 and 2009/10. The province is also providing $22 million
in capital funding for the purchase of 121 buses allowing 25 communities,
including the Greater Victoria area, Kelowna, Chilliwack, Nanaimo and the
Central Fraser Valley to expand public transit services.

In addition, the province will flow $52.5 million from the federal Public
Transit Capital Trust to the Union of BC Municipalities in 2006/07 to help local
governments reduce traffic congestion in urban areas, reduce carbon dioxide
and other emissions, and invest in public transit infrastructure.

Economic and Resource Development

Initiatives to facilitate and support economic growth are critical components

of the provincial fiscal plan. These initiatives include investments in skills and
training, reconciliation of Aboriginal rights and title, and additional investments
in the natural resource sectors.
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Skills and Training

In Budget 2007, government continues its commitments to enhance
post-secondary educational and training opportunities throughout the province
by providing $315 million over four years towards ensuring that the province
has a well-trained workforce for the future:

e The Industry Training Authority will receive $33 million to create an
additional 7,000 apprenticeship spaces through public and private training
institutions by the end of 2009/10. This builds on the $39 million in funding
provided in Budget 2006 to fund approximately 2,100 additional apprentice
training spaces, help create 2,200 youth spaces in foundation programs,
establish three additional Industry Training Organizations, and update
20 industry training programs.

e Post-secondary institutions will receive $82 million in additional operating
funding to support the creation of 25,000 new student spaces including the
commitment to create 2,500 new graduate spaces.

e $20 million will be provided in 2006/07 for scholarships and internships to
support new and existing graduate spaces at BC universities.

Table 1.9 Economic and Resource Development

($ millions) 2006/07 2007/08 2008/09 2009/10  Total
Skills and Training

— Industry Training Authority .................cne. - 7 11 15 33
— Post-secondary seats and programs ................ 20 8 14 60 102

First Nations and Aboriginals

—Reaching treaties .............cco - 4 5 5 14
— Treaty implementation .................cooiiinennn - 9 15 2 26
—Engagement ... - 3 3 3 9
Farm income stabilization .....................c.on - 21 15 15 51
Forests
— Fire preparedness ..........coceviiiiiiiiiiie - 7 8 8 23
—Roads and bridges ..........ccocoiiiiiiiiii - 3 3 3 9
Environmental assessment of major projects ........ - 2 2 2 6
Improved mining safety and compliance .............. - 4 4 4 12
Coastal economic development and conservation . 30 - - - 30
Total ..o 50 68 80 117 315

First Nations and Aboriginal People

Budget 2007 includes $49 million in funding for initiatives targeting
reconciliation of aboriginal rights and title, as well as building strong and
respectful relationships between government and aboriginal organizations:

e $14 million for additional negotiations staff to accelerate treaty negotiations
and complete other lasting agreements with First Nations.

e Up to $26 million in additional resources may be provided to implement
the recently initialled Maa-nulth, Tsawwassen and Lheidli T’enneh Final
Treaty Agreements, subject to ratification. This reflects funding that may be
required for costs related to ratification of the Final Agreements, transferring
Crown lands and other benefits to the First Nations, and for additional
staff needed to carry out the province’s legal obligations under the Final
Agreements.
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¢ $9 million for enhanced consultation and relationship building activities with
aboriginal leadership, including the Leadership Council and the Métis Nation
of BC, and to increase engagement with aboriginal youth.

Natural resources are a vital component of the provincial economy. The
province continues to invest in initiatives to facilitate sustainable growth of this
sector to provide opportunities for workers and communities:

¢ $51 million to fulfill the province’s obligations under the Federal-Provincial
Canadian Agriculture Income Stabilization program, to stabilize farm
incomes and ensure BC’s continued food production capacity.

e $23 million for three additional long-term helicopter contracts and
approximately 150 seasonal fire fighting positions to increase the province’s
fire fighting capabilities.

e $9 million for repair and maintenance activities on non-industrial forest
service roads and bridges, providing enhanced access to rural communities,
including First Nations communities, as well as recreation, tourism and
smaller, community oriented tenures across the province.

e $6 million for the Environmental Assessment Office to undertake
environmental assessments throughout the province, ensuring that project
reviews are completed in a timely manner and continue to meet provincial
standards.

e $9 million to hire new regional inspections staff to ensure the safety of
mining operations and nearby communities, and to protect the environment
from the impact of expanded mining activities.

e $3 million to expand the province’s geological mapping co-op program to
provide data to support increased exploration and future mine development
projects.

e $30 million to fulfill government’s commitment towards First Nation
economic development and conservation management initiatives within the
central coast, north coast and Queen Charlotte Islands areas. The federal
government has committed to contribute $30 million and private
contributors are also expected to partner, resulting in a total combined
investment of $120 million for these initiatives.

Budget 2007 also includes $200 million for Mountain Pine Beetle related
initiatives, including $144 million for mitigating the impact of the epidemic
through the Forests for Tomorrow program, and $56 million for salvaging value
from impacted and dead trees.

Environmental Leadership

Government is committed to initiatives that protect the environment and
support the objective of leading the world in sustainable environmental
management. Budget 2007 includes $103 million to support environmental
initiatives:

¢ $15 million for parks upgrades, including an expansion of recreation
opportunities in selected parks, and updating water systems, campground
trails, and day use amenities in the most well-used BC parks.
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Table 1.10 Environmental Leadership

($ millions) 2006/07 2007/08 2008/09 2009/10 Total
Parks upgrade ...........cooiiiiii, - 4 5 6 15
Airaction plan .........oooiiiiii - 4 5 5 14
Climate change ... - 4 - - 4
Green vehicle fleet ..........c.oooiiiiiiii 7 1 1 1 10
Green City Awards .........cooiiiiiiiiiiiieas - 1 - 1 2
Total spending initiatives .............................. 7 14 1 13 45
Taxinitiatives ..o - 2 4 7 13
Provincial funding subtotal ........................... 7 16 15 20 58
Federal funding — hydrogen buses .................. - 3 6 36 45

Total ... 7 19 21 56 103

e $14 million to achieve air quality improvements in communities throughout
the province. Planned initiatives include retrofitting diesel buses, incentives
to reduce the use of conventional wood stoves and encouraging industry to
adopt better emission technologies.

e $4 million for climate change. This funding will support actions to reduce
provincial greenhouse gas emissions and improve the assessment of the
impacts of climate change on BC.

¢ $10 million for the purchase of hybrid vehicles as part of the provincial
government vehicle fleet.

e $2 million for the Green City Awards, highlighting achievements by local
governments in greening their communities.

¢ $45 million in federal funding for hydrogen powered buses to be used by
BC Transit.

In addition to the above spending initiatives, Budget 2007 includes $13 million
of tax initiatives that support government’s environmental objectives (for
details on tax changes, see Part 2 — Tax Measures).

This funding builds upon existing government commitments to environmental
management, including $69 million for the investigation and remediation

of contaminated sites on Crown land and $8 million for the ongoing
implementation of the drinking water action plan.

Vancouver Convention Centre Expansion Project (VCCEP)

The Vancouver Convention Centre Expansion Project (VCCEP) represents a
significant investment in tourism for the province. The total budget for this
project has been revised to $623 million from $615 million for the expansion,
upgrades to the existing Vancouver Convention and Exhibition Centre, and
the connection of the existing and new facilities. The additional $8 million is
required to meet the escalated cost of contracts that must be committed to by
the end of February 2007, to meet the project’s current schedule. Funding for
the $623 million budget is from the following sources:

e the province ($280.5 million);
e the federal government ($222.5 million);
e Tourism Vancouver ($90 million); and

e up-front payments related to commercial agreements ($30 million).
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Table 1.11 Vancouver Convention Centre Expansion Project Funding

($ millions) Prior years  2006/07 2007/08 2008/09 2009/10 Total
Funding Sources

Provincial contribution ... 202 71 - 8 - 281
Contribution funded on behalf of Tourism Vancouver .... 28 30 25 7 - 90

Total funding by province (Ministry of Tourism, Sport
and the ArtS) ..o 230 101 25 15 - 371

Over time, Tourism Vancouver will reimburse the province for the $90 million
contributed on its behalf.

At the time of writing, further work was underway to fully review and
assess the impact of higher than expected construction costs on the

project. Preliminary estimates of an updated project cost are in the range

of $800 million depending upon the contract model selected. The capital
contingency has been increased since Budget 20006 to reflect this pressure.
Subject to government approval of a revised budget for VCCEP, funding will
be allocated from the capital contingencies to the project and reflected in
subsequent quarterly reports and fiscal plans.

2010 Olympic and Paralympic Winter Games (2010 Olympics)

The province has committed $600 million towards funding of direct costs

for the 2010 Olympics. This includes the provincial contribution towards
components that are jointly funded with the federal government including
venue construction, security, a venues operating endowment, live sites, and
the Paralympic Games. It also includes the provincial commitment to medical
costs, First Nations, sports and municipal legacies, and a contingency allocation
for potential unbudgeted costs. The provincial contribution to venues includes
a reallocation of $55 million from the contingency allocation within the

$600 million envelope.

Budget 2007 includes $311 million for expenditures within the $600 million
envelope from 2007/08 and 2009/10. In conjunction with expenditures

to the end of 2006/07, expenditures to the end of 2009/10 are expected

to total $592 million. Budget 2007 also includes contingencies allocations
of $20 million in 2008/09 and $49 million in 2009/10 to cover potential
unbudgeted costs. This leaves $8 million remaining in the contingency
allocation for 2010/11.

Table 1.12 2010 Olympics Funding

Prior Provincial
($ millions) years 2006/07  2007/08  2008/09  2009/10 Total Envelope
Venues and Live Sites "................................. 84 100 79 47 - 310 310
Venues operating endowment ........................ 55 - - - - 55 55
Medical and security .............coviiiiiiiiiinin, 3 5 10 12 70 100 100
Paralympic Games ..........ccccoviiiiiiiiiiiiieean, - - - - 20 20 20
First Nations and municipal legacies "............... 6 28 4 - - 38 38
Olympics contingency allocations %................... - - - 20 49 69 77
Total contribution to provincial commitment ....... 148 133 93 79 139 592 600

" Includes amounts reallocated from the Olympics contingency allocation.

2 Notionally allocated within the Contingencies vote. For planning purposes, $8 million is notionally allocated to 2010/11.
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Transportation Investment Plan

Budget 2007 updates and builds on the government’s three-year transportation
investment plan. The province remains committed to securing federal cost
sharing on all eligible projects and programs, and leveraging additional
investments through partnerships with private partners.

Between 2007/08 and 2009/10 the updated transportation plan provides:
e $2.4 billion of provincial investment in transportation infrastructure; and

e $1.1 billion of investment leveraged through federal cost-sharing and
partnerships with private partners, local governments and other agencies.

The three-year transportation plan includes $491 million in provincial funding
for the Gateway program. The Gateway program has three key projects,

the North Fraser Perimeter Road, South Fraser Perimeter Road and the Port
Mann/Highway 1 project. The federal Asia-Pacific Gateway Strategy and
Corridor Initiative has provided an initial commitment of $192 million to the
North and South Fraser Perimeter Road projects. Bridge tolling remains a
financing option for the Port Mann/Highway 1 project.

The province is committed to an overall provincial capital plan that is
affordable today and in the future. In evaluating affordability for taxpayers the
province continues to monitor the capital spending and debt of all sectors,
including the transportation sector, while ensuring the growth in taxpayer-
supported debt is less than growth in the provincial economy.

Table 1.13 Transportation Investment Plan

($ millions)

2006/07 3-Year
Update 2007/08  2008/09  2009/10 Total

Additional provincial investments:

— Rehabilitation ... 146 146 146 146 438
— Interior and rural side roads ..o 70 75 55 50 180
— Heartlands oil and gas road rehabilitation ................................ 42 42 42 - 84
— Mountain Pine Beetle strategy .........c..cocooiiiiiii 30 30 30 30 90
— Highway 1 — Kicking Horse Canyon ..............c.ccccoviiiiiiiiinnnnne. 47 13 2 - 15
— Sea-to-SKy highway .........ccooiiiiiiii e 147 151 76 39 266
— William R Bennett Bridge ......ccoovviiiiiiiiiiei e 51 45 14 2 61
— Border crossing infrastructure ..o 37 19 12 - 31
— Gateway Program ..........ouiuirieiii s 100 187 196 108 491
— Okanagan Valley COrridor ..........o.iiiuiiiiiiiiiiee e 18 11 44 63 118
— Cariboo connector program ............ccoouiiiiiiiiie e 19 31 20 18 69
— Other highway corridors and programs .............cccoveeeiinenieninnnn. 166 123 136 134 393
— AIrports and POrtS .......oeiuieiiii 31 13 10 10 33
— Canada Line Rapid Transit Project .............cooooiiiiiiiiiiiiininn. 17 118 - 20 138

Total provincial investment ... 921 1,004 783 620 2,407
Investments funded through contributions from other partners
— Richmond-Airport-Vancouver Rapid Transit Project (contributions

from the federal government; Greater Vancouver Transportation

Authority; Vancouver Airport Authority; and private sector partner) 605 521 202 131 854
— Border crossing infrastructure (federal contribution) .................... 16 18 10 - 28
— Other federal contributions to projects .............cccooviviiiiinnnnn... 58 81 72 82 235

Total investments funded through contributions

fromother partners ... 679 620 284 213 1,117
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Expenses Recovered from External Entities

Expenses recovered from external entities are expected to increase by

$380 million in 2006/07 compared to the projection in Budget 20006, primarily
due to federal funding received for one-time projects. These include

$73 million for Mountain Pine Beetle mitigation, $56 million for housing
projects, $52 million for local transportation capital, and $54 million for
scholarships and study grants.

For 2007/08 and 2008/09, the Budget 2007 projections are $113 million
and $78 million higher, respectively, than last year, reflecting the multi-year
nature of certain of the above mentioned projects. For 2009/10, recovered
expenses are projected to increase by $74 million over 2008/09, mainly due
to the additional recovery of interest costs from BC Hydro resulting from its
borrowing for capital expenditures.

Service Delivery Agency Expenses

Service delivery agency net spending (i.e. expenses in excess of government
transfers) is forecast to increase by $232 million in 2006/07 and $267 million
in 2007/08, and decrease by $39 million in 2008/09 when compared to the
projections in Budget 2006. Net spending in Budget 2007 is expected to
increase by $249 million between 2008/09 and 2009/10.

Projected net spending by school districts is up $52 million in 2006/07,

$65 million in 2007/08 and $17 million in 2008/09 due to spending increases
funded through increases in own source revenues, such as investment
earnings. In Budget 2007, the net spending of school districts remains almost
unchanged between 2008/09 and 2009/10.

Projected net spending by universities and colleges is up $38 million and

$2 million in 2006/07 and 2007/08 and down $60 million in 2008/09.

The increase in 2006/07 reflects additional faculty for education and

research programs. The net spending decrease in 2008/09 reflects additional
post-secondary funding grants from the Ministry of Health for additional spaces
for medical residents and funding provided by the Ministry of Advanced
Education through allocations within its existing budget.

In Budget 2007, the net spending of universities and colleges is expected
to increase by $58 million between 2008/09 and 2009/10 mainly due to the
impact of increased enrolment on ancillary operations such as housing and
food services.

Projected net spending by health authorities and hospital societies is up
$158 million in 2006/07 and $220 million in 2007/08 in part reflecting deficits
forecast by the Vancouver Coastal and Fraser Health Authorities.

The 2006/07 forecast update and the 2007/08 fiscal plan reflect updated
projections from health authorities and hospital societies. Health authorities
have projected deficits totaling $38 million for 2006/07 (Vancouver Coastal
Health Authority, including Providence — $40 million, partially offset by a small
surplus at the Northern Health Authority). Two health authorities have also
projected deficits for 2007/08 totaling $119 million (Vancouver Coastal Health
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Authority $54 million; Fraser Health Authority $65 million). As both of these
health authorities recently had new board chairs appointed, their boards did
not have sufficient time to review the earlier forecasts in detail prior to the
budget. The boards of the Vancouver Coastal and Fraser Health Authorities are
currently reviewing the authorities’ financial plans and are expected to submit
revised financial plans in early fiscal 2007/08.

Funding for the health authorities is focused on the 2007/08 fiscal year.

In addition to their operating grants, the health authorities will have access to a
new $100 million fund in 2007/08 to promote innovation and facilitate change
within the healthcare system.

In 2008/09 and 2009/10, health authority operating grants include funding
increases for settlement costs under the negotiating framework. This is for
planning purposes only. The Ministry of Health will continue to work with the
health authorities on their financial plans in the context of the Conversation
on Health. The Ministry of Finance will continue to monitor and review these
financial plans as part of budget processes.

To ensure that the Province’s three-year fiscal plan remains balanced, the
forecast allowances for 2008/09 and 2009/10 recognize the interim nature of
the health spending targets and can accommodate some additional growth in
health authority funding.

Projected net spending by children and family development agencies

and authorities for 2006/07 and 2007/08 is only slightly changed from the
projections for the same years in Budget 2006. For 2008/09, net spending is
$30 million lower compared to Budget 2006 due to a change in the approach
for the transfer of services and in the timing for establishing the aboriginal
authorities.

Net spending by children and family development agencies and authorities
shows only a slight increase between 2008/09 and 2009/10, as Budget 2007
projections continue to reflect only the activities of Community Living BC and
the expenses of the interim aboriginal authorities pending finalization of the
transfer of services.

The projected net spending of other service delivery agencies for 2006/07
to 2008/09 is virtually unchanged from the projections for the same

years in Budget 2006. Net spending by these agencies is expected to
increase by $187 million in 2009/10, mainly due to increased costs for the
BC Transportation Financing Authority resulting from the infrastructure
program.
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Revenue

Budget 2007 Plan

Government revenue includes the combined revenues of the CRF, taxpayer-
supported Crown agencies, the SUCH sector, and the net income of
commercial Crown corporations. Budget 2007 includes the effects of tax cuts
mainly targeted at families and individuals, including measures to increase the
affordability of housing for British Columbians.

Following growth of 7.7 per cent in 2005/00, revenue is forecast to total
$38,040 million in 2006/07, up 5.8 per cent. The 2006/07 forecast includes
the effects of 5.9 per cent nominal GDP growth in 2006 resulting in improved
taxation revenue, increasing federal transfer payments (including one-time
federal trusts) and commercial Crown net income. These improvements are
partially offset by the impacts of lower natural gas prices and tax measures
introduced since Budget 2000.

Chart 1.9 Revenue forecast
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In 2007/08, revenue is forecast to decline 1.7 per cent or $650 million,
reflecting $426 million of tax measures announced in Budget 2007, lower
equalization and other federal government transfers partially offset by higher
natural gas royalties as prices are expected to rise from the relatively low
levels in 2006/07 due to mild winter weather patterns. For more details on tax
initiatives, see Part 2: Tax Measures.

Table 1.14 Budget 2007 Tax Measures — 2006/07 to 2009/10

($ millions) 2006/07  2007/08 2008/09 2009/10

Personal iNnCOMe ........ccccoviiiiiiiiiiiie e (127) (396) (622) (650)
Corporate iNCOME .........coeeiiiiiiiieee e - (16) (18) (18)
Social SErVICe .......cocveviiiiieiie e 2 17) (19) (22)
Property ... 6 24 24 24

Property transfer ..o - (21) (21) (21)
Total tax measures ...............coeviiiiiiiiiiiiinnnn, (119) (426) (656) (687)
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Revenue increases 1.3 per cent or $480 million in 2008/09 as the effects of
4.9 per cent nominal GDP growth is partially offset by the second stage of
personal income tax cuts, lower forest revenue and the effects of falling coal
and metal prices.

In 2009/10, revenue growth of 3.2 per cent or $1,205 million incorporates the
impacts of 5.0 per cent nominal GDP growth and the partially offsetting effects
of declining energy and metal prices.

Table 1.15 Annual Revenue Change —2007/08 to 2009/10

($ millions) 2007/08 2008/09 2009/10
Taxpayer-supported programs and agencies
Personal iINCOME .......ccoiiiiiiii e (313) 188 416
Corporate iINCOME .......ccocviiiiiiiiieee e (138) 3) 59
SOCIAl SEIVICE ...eeiiiiiiiiiiie e 174 239 277
PrOPEITY . 104 80 81
Natural gas royalties ...........ccccvviiiiiiiici e 307 79 (41)
Other energy and minerals .............ccoccoeeiiiieiiiiniic e, (13) (104) (43)
FOPESES ..o 102 (121) 37
Health and social transfers ... 168 6 161
Equalization ... (459) - -
One-time federal trusts .........ccccoiiiiii e, (408) - -
Other reVENUE ........cooiiiiiiii e (101) 106 204
Subtotal ... (577) 470 1,151
Commercial Crown corporation net income
BC HYAIO ..ot (35) 31 20
Liquor Distribution Branch ..........cccccoeeiiiiiiiiiiiice e (11) 18 11
BC Lotteries (net of payments to the federal government) ..... 43 54 55
BCRC .o 22 (55) -
107 = OSSP (96) (42) (33)
OthET e e s 4 4 1
Subtotal ... (73) 10 54
Totalrevenue ..o (650) 480 1,205

Key assumptions and sensitivities relating to revenue are provided in Appendix
Table A10. The major revenue components are:

e Personal income tax — down $313 million in 2007/08, and rising
$188 million and $416 million over the next two years.

Table 1.16 Personal income tax revenue

($ millions) 2006/07  2007/08  2008/09  2009/10
Budget 2007 revVeNnUE ..........ccceeeeieieeeeeeeeiiiea e 6,702 6,389 6,577 6,993
Budget 2007 NEW MEASUIES ........eeeruveeeiieeerieeerieenns 63 321 547 575
Previously announced

(dividend and training tax credits) ...........ccccceviieene 64 75 75 75
Federal government measures (income splitting) ....... 10 40 40 40
Prior-year adjustment .........c.ccccoeiiieiiiii i, (385) - - -
Baserevenue .............ccooiiiiii i 6,454 6,825 7,239 7,683
Annual growth ... ..o 10.4% 5.7% 6.1% 6.1%
Personal income growth (calendar year) ................. 6.5% 4.2% 4.6% 4.7%

Excluding the one-time prior year adjustment in 2006/07 due to higher 2005
personal tax remittances and adding back the tax measures, base revenue
is forecast to grow 10.4 per cent in 2006/07 and average 6.0 per cent over
the next three years in line with the strong economic growth in 2006 that is
expected to moderate but remain solid in the revised three-year plan.
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e Corporate income tax — down $138 million and $3 million in 2007/08 and
2008/09 and up $59 million in 2009/10. Corporate income tax revenue is
recorded on a cash basis including federal government advance installments
with adjustments for over/under payments made in the following year,
consistent with the Tax Collection Agreement.

Table 1.17 Corporate income tax revenue

($ millions) 2006/07  2007/08 2008/09  2009/10

Advance instalments
Payment share (2—year lagged share of

national tax base) ... 9.9% 10.2% 10.0% 10.6%
Total advanCes .........c.coviiiiii i 1,259 1,267 1,331 1,474
International Financial Activity Act refunds ............. (2) (25) (25) (25)
Prior-year adjustment ...........ccccoviiiiieei e 276 153 86 2
Totalrevenue ... 1,533 1,395 1,392 1,451

Revenue is lower in all three years of the updated fiscal plan compared to
2006/07 as the prior-year adjustment declines over the 2007/08 to 2009/10
period. As BC’s payment share increases over the four years reflecting
stronger BC economic growth compared to the national average, federal
installment payments rise faster than entitlement and the prior-year
adjustment is expected to decline. By 2008/09, advance payments are
roughly equal to entitlements, resulting in a small $2 million prior-year
adjustment in 2009/10.

e Social service tax — after adjusting for $48 million of one-time revenue
in 2006/07 and measures introduced in Budget 2007, growth is forecast
to average 5.2 per cent over the next three years, in line with expected
consumer and business spending. For full details on tax measures, see
Part 2: Tax Measures.

e Property tax — increasing $104 million in 2007/08 and about $80 million
in the next two years mainly reflecting the introduction of a small
community/rural tax of $25 million in 2007/08 and 4.3 per cent average
growth in the next two years, in line with expected inflation and new
construction activity.

e Natural gas royalties — rising $307 million and $79 million in the first two
years and declining $41 million in 2009/10 reflecting changes in natural
gas prices over the four years. The average price (Canadian dollars per
gigajoule at plant inlet) rises by $0.85 to $6.50 in 2007/08 and $0.20
to $6.70 in the following year before falling $0.21 to $6.49 in 2009/10.
Volumes are expected to average 1.9 per cent growth over the fiscal plan.
The government continues to offer oil and gas royalty credits to encourage
industry-driven infrastructure investment that will generate further oil and
gas exploration. See the Natural Gas Prices topic box for more details
regarding natural gas markets and price forecasts.

e Other energy and minerals — declining in each of the next three years due
to the effects of commodity prices falling from the high levels occurring in
2006/07.

e Forests — increasing in 2007/08 due to the full year impact of the softwood
lumber border tax collections and rising stumpage revenues as lumber
prices begin to recover.
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Table 1.18 Forests revenue

($ millions) 2006/07 2007/08 2008/09 2009/10
StUMPAGE ..ovviii e 932 977 1,053 1,070
Softwood Lumber Agreement — border tax ................. 251 376 174 188
LOGING 18X . .vueieiiie e 80 20 25 30
OFNET .o 30 22 22 23
REVENUE ...t 1,293 1,395 1,274 1,311
Annual changes ...........ccooiiiiiiii - 102 (121) 37
Average exporttaxrate ..........coooeeiiiiiiiii 15.0% 12.7% 5.0% 5.0%
Total Crown harvest volumes (million cubic metres) ..... 69 66 68 71
Spruce-pine-fir 2X4 prices ( $US/1000 bd ft) .............. 266 275 300 300

The $121 million decline in 2008/09 reflects the decline of softwood border
tax revenues as prices recover to US$300 and the export tax rate falls to

5 per cent, offsetting the rising stumpage revenues due to higher prices and
harvest volumes.

e Health and social transfers — increases by $168 million in 2007/08 reflecting
a higher BC share of the national population and an increasing federal base.
Growth is relatively flat in 2008/09 as the effects of an increasing national
health base and higher BC population share are offset by declining deferred
revenue and the recent decision by the federal government to fund social
programs at 2007/08 levels. In 2009/10, growth is more in line with the
historical trend except for social transfer entitlement.

Table 1.19 Health and social transfers

($ millions) 2006/07 2007/08  2008/09  2009/10
Canada Health Transfer (CHT) ........ccooiiiiiiinnanen. 2,809 3,051 3,235 3,433
Wait imes ' ... 158 158 79 33
Health deferral ..o, 147 178 72 73
Canada Social Transfer (CST) ......ccovviiiiiiieennn. 1,175 1,257 1,264 1,272
Early Learning and Child Care Agreement .............. 147 - - -
Prior-year adjustments ... 40 - - -
Total health and social transfers ....................... 4,476 4,644 4,650 4,811

Annual Change 168 6 161

' Duetoa lump sum payment by the federal government, the 2006/07 to 2008/09 wait time revenue
represents deferred revenue.

e Equalization — forecast to be zero in 2007/08 and future years, based on the
latest information from the federal government. More details are expected to
be available with the release of the federal budget.

e One-time federal trusts — established by the federal government in 2006/07
for capital projects related to post-secondary infrastructure, public transit,
affordable housing and off-reserve aboriginal housing.

Changes from Budget 2007 Consultation Paper

Compared to the Budget 2007 Consultation Paper fiscal plan, revenue before
tax reductions announced in Budget 2007 are up $1,709 million, $673 million,
$713 million and $804 million over the 2006/07 to 2009/10 period reflecting:

e one-time effects in 2006/07 including an additional $194 million prior-year
adjustment mainly due to higher 2005 personal income tax remittances
and federal government trusts totaling $408 million to fund capital projects
in BC.;
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Table 1.20 Revenue changes since Budget 2007 Consultation Paper

($ millions) 2006/07 2007/08 2008/09 2009/10
Personal income tax:
Personal income tax — one-time prior year adjustment ............c.cccocoeeens, 194 - - -
Personal income tax before measures ............ccooooiiiiiiii 367 355 385 421
Corporate INCOME tAX ......ueiiiiiiiiiiii e 37 (33) (20) (154)
Other taX SOUICES ...c.iiiiiiiiiie ettt e e e e e e e neaeeaaeean 209 190 211 163
Medical Service Plan premiums ..........ccooiiiiiiiiii e 11 15 22 8
Investment @arnings ..........ooiii i 104 59 57 103
FOESES .t 107 228 135 187
Other energy, mineral and metal revVenuUEes ...........cccccocvveiiiieiiiic i 42 50 83 76
Natural gas royalties ..........ooooiiiiiiii e (111) (238) (150) 25
Federal government transfers:
ONe-tiME trUSES ..o 408 - - -
Health and social transfers ........ ... 55 8 (28) (69)
Other taxpayer-supported reVenuUe ..............covviiiiiiiiiiiiiiieiceeeen 106 (13) (16) 8
Commercial Crown corporation operating results .................cocoveviiininn, 180 52 34 36
Total revenue changes before tax reductions ................................ 1,709 673 713 804
Less: Tax reductions to meet housing challenges of a growing economy ... (63) (343) (569) (597)
Additional tax reductions ..............oooiiiiiii (56) (83) (87) (90)
Implementation of tax measures
previewed in Budget 2007 Consultation Paper ............................ 64 90 90 90
Total revenue changes after tax reductions .................................. 1,654 337 147 207

e the effects on tax and other own-source revenues (excluding natural

resources) of robust economic growth over the three years;

higher forests revenue mainly reflecting border tax revenue collected by the
federal government and remitted to BC, resulting from the Softwood Lumber
Agreement 2000,

improved revenue from other energy, mineral and metal sources mainly due
to stronger metal prices — especially copper; and

higher commercial Crown incomes mainly attributable to improved outlooks
for BC Hydro (primarily due to lower energy and financing costs, and the
introduction of regulatory account transfers as part of net income) and ICBC
(mainly due to higher premium revenue, increased investment income and
lower insurance operations costs). Future rate assumptions for BC Hydro are
disclosed in Appendix Table A10.

These improvements are partially offset by:

tax reduction measures announced in Budget 2007,
the impact of lower natural gas prices; and

reduced social transfers in 2008/09 and 2009/10 reflecting the recent
decision by the federal government to reduce Canada Social Transfer
funding to 2007/08 levels.

Commercial Crown Corporation Income

British Columbia Hydro and Power Authority — BC Hydro’s net income
projections for the Budget 2007 fiscal plan reflect higher domestic demand
and the recent BCUC decision on BC Hydro’s revenue requirements for
2006/07 and 2007/08. While new sources of supply will result in lower
market purchases to meet domestic demand, energy costs are expected

to increase as the new sources of supply are more expensive than

existing Heritage energy. BC Hydro is also projecting increased operating,
amortization and financing costs due to their capital asset improvement
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program. Future rate assumptions for BC Hydro are disclosed in Appendix
Table A10.

e British Columbia Liquor Distribution Branch (LDB) — LDB’s projections for
the Budget 2007 fiscal plan reflects a slight decrease in market share and net
income in 2007/08 due to the increase in the discount rate for licensee retail
stores. Market share is expected to stabilize by 2008/09, with normal sales
volume growth resulting in higher net income in the last two years of the
fiscal plan.

e British Columbia Lottery Corporation — BCLC’s projections for the
Budget 2007 fiscal plan reflects continued strength in casino revenue and a
resurgence of lottery and bingo gaming, partially offset by increasing costs
for prizes, commissions and operations that support the revenue growth.

A significant portion of BCLC’s transfers to government is redistributed
to charities and local governments. In Budget 2007, these distributions
are projected to increase from $238 million in 2006/07 to $263 million in
2009/10.

e British Columbia Railway Company — In its Budget 2007 outlook, BCRC
anticipates the sales of residual properties will occur by the end of 2007/08.
BCRC will continue to operate the Port Subdivision (Robert’s Bank) in
support of government’s ports and gateway strategies.

e Insurance Corporation of British Columbia — ICBC’s outlook for the
Budget 2007 fiscal plan reflects both strong vehicle growth and increasing
claims costs. The outlook projects annual increases to basic insurance rates
to cover expected claims and operating costs, and to maintain capitalization.
(Actual basic rate increases are subject to BCUC approval.) The projected
revenue improvements are offset by significant increases in claims costs,
primarily due to a continuing trend of higher costs from injury claims,
including an increase in legal tariff costs effective January 1, 2007.

Full-Time Equivalents (FTEs)

Taxpayer-supported FTEs, including ministries/special offices (CRF) and service
delivery agencies, are projected at 34,391 in 2007/08. This represents an
increase of 1,198 FTEs from 2006/07 and is 1,092 FTEs higher than the 2007/08
projection in Budget 2006. The increase reflects additional resources to address
service expansion including court services, corrections, adult community living
services, paramedics and forest fire preparedness.

By 2009/10, FTEs are projected to increase a further 316 to total 34,707 FTEs.
Table 1.21 provides details of changes from Budget 2000. FTEs of the SUCH
sector are not included in these forecasts.

Ministries/special offices (CRF)

The 2007/08 FTEs projection for ministries and special offices is 30,416 FTEs
—a net increase of 1,235 FTEs from Budget 2006. The increase primarily
reflects government’s priority to build internal capacity in a number of areas,
including additional resources for court services, corrections, adult community
living services, children at risk or with special needs, paramedics and forest
fire preparation.
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Table 1.21 Full-Time Equivalents (FTEs) — Changes from Budget 2006

FTEs 2007/08  2008/09  2009/10
Ministries and special offices (CRF):

BUdget 2006 "............ ..o 29,184 27,596
Changes:

Attorney General (courts services/enforcement) .............ocoviiiiii i 104 114

Children and Family Development (governance/children with special needs) .................. 121 122

Children and Family Development (implementation timing for new authorities) ............... 231 1,860

Forest and Range (forest fire preparedness/housing/BC Timber Sales) ......................... 143 154

Health (Emergency Health Services/Conversation on Health/Pharmacare) .................... 114 162

Public Safety and Solicitor General (COrrections) ..........cccceeeiiiiiiiire i 105 143

Other ministry Changes ........oiiiii e 414 430

1,232 2,985
Budget 2007 Updated Fiscal Plan ................... s 30,416 30,581 30,717

Service delivery agencies :

BUudget 2006 ...................o.oiiiiii 4,118 5,758
Changes:
BC Housing Management Commission (program transfers and new programs) .............. 32 32
BC Transit (impact of Service eXpansion) ...........oc.vuriiiiii e 34 34
Industry Training Authority (repatriation of customer service function) ........................... 25 25
Legal Services Society (inclusion of auxiliary employees) .............ccocoviiiiiiiiiiiiiiiininns 35 35
Organized Crime Agency of BC Society (transfer of municipal police officers to CFSEU) .. (47) (47)
Children and family development agencies (implementation timing for new authorities) .... (231) (1,860)
Other Changes (ML) ... e 9 8

(143) ~ (1,773)

Budget 2007 Updated Fiscal Plan ....................o e 3,975 3,985 3,990
Summary:

Ministries and special offices (CRF) ........iiiii e 30,416 30,581 30,717

Service deliVery agENCIES ... ... it 3,975 3,985 3,990

Budget 2007 Updated Fiscal Plan ................... e 34,391 34,566 34,707

! Opening balance has been restated to reflect a correction in the FTEs calculation for BC Ambulance Services and an increase in FTEs
under OIC 603 (dated August 15, 2006) for the new Minister of State office. This increased FTEs by 693 in 2007/08 and 2008/0¢

2 Service delivery agency FTE amounts do not include SUCH sector staff employment.

Service delivery agencies

The 2007/08 service delivery agencies FTE projection is 3,975 — a decrease
of 143 FTEs from Budget 2000. The reduction is primarily due to a change in
the timing of when regional children and family authorities are expected to
assume responsibility for delivery of services, partially offset by an increase
in resources for other service delivery agencies (see Table 1.21). By 2009/10,
service delivery agency FTEs are projected to increase by only 15. Future
allocations to the children and family development authorities will be
identified when the timing of the regional program transfers is finalized.
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Capital Spending !

In addition to funding municipal and regional infrastructure delivered by local
governments, the province also invests directly in capital infrastructure to
provide services to the public and facilitate economic development. Provincial
capital infrastructure investments are made through school districts, health
authorities, post-secondary institutions, Crown agencies and ministries.

Table 1.22 Capital Spending

2006/07 Budget
Updated Estimate Plan Plan
($ millions) Budget Forecast 2007/08 2008/09 2009/10
Taxpayer-supported

Education

Schools (K=12) ...ouiiiiiiii i 252 367 365 411 411

Post-secondary ...........cocoiiiiiiii 988 817 857 590 475
Health ... 666 849 819 669 649
BC Transportation Financing Authority ....................... 794 890 922 816 633
Vancouver Convention Centre expansion project ' ....... 164 118 206 143 15
Government operating (ministries) ................c.oeevenee. 413 313 325 257 256
OtNET 2. 46 64 75 92 82
Capital spending contingencies .............cccooevvviiinnn.. 165 50 295 330 330
Total taxpayer-supported .................ccooviiiiiiiinnnnn, 3,488 3,468 3,864 3,308 2,851

Self-supported

BC HYArO ..o 1,020 843 995 1,296 1,373
BC Transmission Corporation .............c.coveviiiiiiinnenns 65 62 68 21 9
Columbia River power projects >.............cccceeeeeeeeennn. 43 25 30 148 198
BCRC .ot 62 19 66 19 2
ICBC .ottt 41 32 30 30 40
BC LOtteries .....couiniii i 80 43 85 80 80
Liquor Distribution Branch ...............cccooiiiiiiiiiiiiennn. 27 24 18 14 14
Total self-supported commercial ........................... 1,338 1,048 1,292 1,608 1,716
Total capital spending ........................... 4,826 4,516 5,156 4,916 4,567

' An additional $8 million is reflected in 2008/09, to meet the escalated cost of contracts to meet the project's current schedule. Further work is underway
to review the impact of higher than expected construction costs on the project. Preliminary estimates of an updated project cost are in the range of
$800 million depending on the contract model selected.

% Includes BC Housing Management Commission, Provincial Rental Housing Corporation, Ministry of Attorney General, Ministry of Public Safety and
Solicitor General, Ministry of Children and Family Development, Rapid Transit Project 2000, and BC Transit.

% Joint ventures of the Columbia Power Corporation (CPC) and Columbia Basin Trust (CBT).

* Includes ICBC Properties Ltd.

The rising infrastructure demands of a growing economy coupled with
inflationary pressures on existing capital projects requires government to be
diligent in ensuring that capital and debt are affordable over the long term.
To achieve this, government is committed to maintain a downward trend in
the taxpayer-supported debt to GDP ratio, using a three-year moving average.
This ratio is a key measure often used by financial analysts and investors to
assess a province’s ability to repay debt.

Additional information on the provincial capital plan and debt management is
provided in the topic box on page 66.

! Capital investments are not included in the government’s annual surplus or deficit. In accordance with generally accepted accounting
principles (GAAP), annual amortization expenses that recognize the estimated wear and tear of capital assets during the fiscal year are
included in the government’s annual expenses instead of recording the full capital costs as they occur.
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Taxpayer-supported capital spending

Taxpayer-supported capital spending includes capital infrastructure for school
districts, health authorities, post-secondary institutions, taxpayer-supported
Crown agencies, and ministries.

The capital spending numbers for health and education reflect the forecasts
for health authorities, school districts and post-secondary institutions. Annual
interest costs on capital related debt, as well as estimates of asset depreciation
are also charged against government’s surplus.

Taxpayer-supported capital spending is projected at $3.9 billion in 2007/08
before declining to $2.9 billion in 2009/10. Significant elements of this
projected spending include the following:

e Continued management of the $1.5 billion program to seismically upgrade
at-risk schools in the province. A long-term plan for the program is currently
being developed by the Ministry of Education in conjunction with school
boards. The province is providing over $867 million in capital funding from
2007/08 to 2009/10 to replace, renovate or expand K—12 facilities.

e The 25,000 seat expansion to the post-secondary system has significant
implications on institutional facilities now and into the future. This need
to accommodate the government’s growth plan, replace or renovate aging
facilities and develop new research capacity and infrastructure requires
substantial capital funding contributions from the Province. Budget 2007
includes over $700 million in capital funding to post-secondary institutions
throughout the province. Projects funded include the Engineering and
Computer Science Complex at the University of Victoria, the Teaching and
Learning Centre at UNBC, the BCIT Aerospace Technology Campus and the
Cloverdale Trades and Technology Campus.

e Post-secondary capital spending also includes a significant level of
investment funded through other sources, including foundations, donations,
cash balances, federal funding and revenues generated from services.
Examples of projects financed wholly or partially through such sources
include Marine Drive student housing at UBC, the Arts and Social Sciences
Complex at SFU, the Second Technology and Science Complex and various
parking structures and student residences planned at various campuses
throughout the province.

e The Ministry of Health will also provide $1.2 billion (including federal
equipment funding) in capital grants to health authorities for new major
construction and upgrading of health facilities, equipment, and information
systems over the next three years. Including funding from own sources,
such as Regional Hospital Districts and Foundations, this will support a total
capital spending plan for the health sector of approximately $2.1 billion over
the next three years.

Examples of major capital projects include:

— Construction of a new ambulatory care facility in Surrey (the Surrey
Outpatient Facility), scheduled to be completed in 2009.

— Residential care and Assisted Living projects to support seniors and
people with disabilities throughout the province.
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— New academic space in teaching hospitals throughout BC, including
Prince George Regional Hospital, and planning is underway at Kelowna
General Hospital to support medical school expansion.

— Expansion of the Shuswap Lake General Hospital in Salmon Arm,
scheduled to be completed in 2009.

— Construction of a new Perinatal Wing at Nanaimo Regional General
Hospital.

— Replacement of St. Bartholomew’s Health Centre in Lytton.
— Completion of the Vancouver General Redevelopment Project in 2007/08.

— Expansion and upgrade of the Pediatric Intensive Care Unit at Children’s
and Women’s Hospital in Vancouver.

— Abbotsford Regional Hospital and Cancer Centre P3 Project, expected to
be completed in May 2008.

— Investments in new and replacement medical and diagnostic equipment
such as MRI and CT scanners.

— Information management and technology projects including, for example,
diagnostic imaging systems and clinical information systems.

— province-wide eHealth initiatives such as Telehealth and the Electronic
Health Record.

Key hospital projects identified by health authorities in Victoria, Kelowna,
Vernon, and Fort St. John. Recognizing their importance to the provincial
health system, government has set aside a preliminary allocation within
capital contingencies to assist the health authorities in financing these
projects.

Ongoing commitment to the Transportation Investment Plan (see page 37
for more information) which will provide $3.5 billion of public and private
sector investment over the next three years. Under the plan, provincial
capital spending for 2007/08 to 2009/10 is directed towards initiatives such
as Phase 2 of the Kicking Horse Canyon Project, the new Pitt River Bridge
component of the Gateway Project, the Sea-to-Sky Highway improvements,
the William R. Bennett Bridge, and funding to support road rehabilitation
benefiting the oil and gas sector and additional road rehabilitation to
manage the impacts of intense harvesting required under the Mountain Pine
Beetle Strategy.

The Vancouver Convention Centre Expansion Project (VCCEP). Capital
spending for VCCEP on Table 1.22 is based on the total capital cost of the
VCCEP, reflecting the funding provided by all partners; the province, the
federal government, and Tourism Vancouver. Table 1.23 shows the capital
expenditures for the VCCEP associated with provincial financing only, which
totals $281 million. Table 1.11 provides the timing and amount of provincial
funding grants provided to the VCCEP. These grants are eliminated in the
summary financial statements, so that only the total capital expenditures of
the VCCEP are reported in the government financial statements.
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At the time of writing, further work was underway to fully review and
assess the impact of higher than expected construction costs on the

project. Preliminary estimates of an updated project cost are in the range

of $800 million depending upon the contract model selected. The capital
contingency has been increased since Budget 2006 to reflect this pressure.
Subject to government approval of a revised budget for VCCEP, funding will
be allocated from the capital contingencies to the project and reflected in
subsequent quarterly reports and fiscal plans.

Capital Contingencies

Recognizing that rising construction costs are currently a concern, the province
has included a capital contingency averaging 9.5 per cent of total taxpayer-
supported capital spending in its three-year capital plan as a prudent planning

measure. This contingency is in addition to the contingencies included in
individual project budgets.

In addition to covering risks from higher than expected cost inflation on
projects including VCCEP, the capital contingency includes a preliminary
allocation for hospital projects in Victoria, Kelowna, Vernon and Fort St. John.

Should the capital contingency not be used in any year, taxpayer-supported
debt will be lower.

Provincial capital infrastructure spending is financed through a combination of
sources:

e cash balances;

e partnerships with the private sector (public-private-partnerships);

e cost-sharing with partners; and

e borrowing (debt financing).

Debt financing continues to represent a significant source of financing for

provincial capital spending, so the level of capital spending has a significant
impact on projected provincial debt.

Chart 1.10 Capital financed through debt

($ millions)
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[0 Taxpayer-supported capital spending
[ Increase in other taxpayer-supported debt (capital)
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Self-supported capital spending

Total capital spending includes capital infrastructure for self-supported
commercial Crown corporations.

Self-supported capital spending is projected to range from $1.3 billion in
2007/08 to $1.7 billion in 2009/10. The majority of this capital spending is for
electrical generation, transmission and distribution projects carried out through
BC Hydro and BC Transmission Corporation to enhance reliability, public
safety and growing demand. In addition to the projects shown on Table 1.23,
other examples of electrical generation, transmission and distribution

projects included in self-supported capital spending are the Mission-Matsqui
Transmission Reinforcement Project, a new substation in Abbotsford, and
upgrades to the GM Shrum generating station on the Peace River and the John
Hart generating station on Vancouver Island.

Further details on provincial capital investments are shown in the service plans
of ministries and Crown corporations.

Projects over $50 million

As required under the Budget Transparency and Accountability Act, major
capital projects with multi-year budgets totaling $50 million or more are shown
in Table 1.23. Annual allocations of the full budget for these projects are
included as part of the provincial government’s capital investment spending
shown in Table 1.22.

Over the next three years, over $1.2 billion of provincial funding will be spent
on major capital investments (greater than $50 million) including:

e $269 million for the Abbotsford Regional Hospital and Cancer Centre and
the Surrey Outpatient Facility.

* $434 million for major transportation capital infrastructure. In addition, the
Ministry of Transportation is investigating financial and project delivery
options through P3s for improvements to Lower Mainland infrastructure.
Provincial funding for the RAV project is not included in the province’s
capital spending, but is included in the transportation investment plan.

® $347 million for power generation and transmission capital projects by
BC Hydro, BC Transmission Corporation and the Brilliant Expansion Power
Corporation.

e $169 million for other projects including the revised provincial cost for the
Vancouver Convention Centre Expansion Project, and tenant improvements
for Surrey Central City (ICBC Properties Ltd.).

Projects completed during 2006/07 include SFU’s Surrey Central City campus,
the Gordon and Leslie Diamond Health Care Centre (previously called the
Academic Ambulatory Care Centre), 5 Mile (Yoho) Bridge, Nisga’a Highway,
and SkyTrain extension. Since the second Quarterly Report, the Surrey
Outpatient Facility, the GM Shrum stator replacement and Peace Canyon
turbine overhaul power projects have been added to the $50 million list.

Table 1.23 identifies the provincial share of funding for major capital projects
(over $50 million). However, total costs for some of these projects are higher
as they are cost-shared with the federal government, municipal authorities or
the private sector.

Budget and Fiscal Plan— 2007/08 to 2009/10



52 Three-Year Fiscal Plan

Table 1.23 Capital Expenditure Projects Greater Than $50 million’
Note: Information in bold type denotes changes from the 2006/07 second Quarterly Report.

Estimated
Forecast Cumulative Cumulative
Start Completion Spending at Spending Spending Spending Spending at Total Project

($ millions) Date Date Mar. 31, 2007° * 2007/08 * 2008/09 * 2009/10 = Mar. 31,2010 Budget® Forecast ®
Health facilities °
Vancouver General Hospital,

redevelopment project ................ Sept. 2000  Aug. 2007 6 154 2 - - 156 156 156
Abbotsford Regional Hospital and

Cancer Centre ..........cooevevveenans Fall 2004 Summer/08 191 106 19 - 316 316 316
Surrey Outpatient Facility ............. Spring 2006 Dec. 2009 2 7 71 66 146 151 151

Total health facilities ................. 347 115 90 66 618 623 623
Transportation
Trans Canada Highway —

—10 Mile (Park) Bridge ............... Oct. 2005  Fall 2008 53 13 2 - 68 68 ' 68 7
Pitt River Bridge *... .... Feb.2006  Fall 2009 16 47 37 8 108 108 7 108 ’
Sea-to-Sky Highway "...................... April 2003 Winter 2009 326 151 76 39 592 600 600 ®
William R. Bennett Bridge *............... Mar. 2005  July 2008 83 45 14 2 144 144 144

Total transportation .................. 478 256 129 49 912 920 920
Power generation
BC Hydro
— Mica Dam — generator stator

replacement ...............oceeieennn Feb. 2004  Mar. 2011 36 16 17 6 75 76 76
— Peace Canyon Dam — generator

stator replacement and

rotor modification .2004  Oct. 2009 25 14 14 14 67 67 67
— Coquitlam Dam seismic upgrade ..... Oct. 2003  Jan. 2007 46 12 - - 58 58 58
— Aberfeldie redevelopment .............. Apr. 2005 Aug. 2008 11 54 27 - 92 92 92
— GM Shrum G2-G4 stator

replacement ............................ Sept. 2004  Aug. 2010 15 18 22 10 65 66 66
— Peace Canyon G1-G4 turbine

overhaul .............coooiiiiiiiinn, Oct. 2005 Oct. 2009 11 14 16 14 55 55 55
BC Transmission Corporation
— System control centre

modernization project ................. Feb. 2005  Oct. 2008 67 59 7 - 133 133 133
Brilliant Expansion Power Corporation o
— Brilliant Dam power expansion ....... Oct. 2002  June 2007 192 13 - - 205 205 205

Total power generation .............. 403 200 103 44 750 752 752
Other
ICBC Properties Ltd.
— Surrey City Centre Mall Ltd. ........... Sept. 1999  Mar. 2007 10 273 5 - - 278 312 278
Vancouver Convention Centre
expansion project®...................... 2003 2008 117 87 77 - 281 281 281 "
Total other ........coooiviiiiiiiins 390 92 77 - 559 593 559

Only projects that have been approved by Treasury Board and/or Crown corporation boards are included in this table. Ministry service plans may include
projects that still require final approval. Only the provincial share of funding is presented. Total costs for some of these projects could be higher as they
are cost-shared with the federal government, municipal authorities or the private sector.

N

Total expenditures since commencement of each project.

w

Represents sum of annual budgeted expenditures to complete each project.

~

Amounts shown exclude interest costs incurred during construction.

o

Amounts shown may include cost of construction, equipment, deferred development costs and land, less funding contributed by
Regional Hospital Districts, and exclude interest costs incurred during construction.

o

Individual components were completed starting in December 2000 and will continue to be completed before the end of the overall project.

~

Amount represents the provincial portion of this cost-shared project with the federal government.

™

Represents capital construction costs before the addition of enhanced rehabilitation and safety features. The total estimated outlays (including both
capital construction and operating activities) for the project over 25 years is $1.983 billion, which assumes 2 per cent inflation per year and maximum
performance payments.

A joint venture of the Columbia Power Corporation and the Columbia Basin Trust.

The base building was substantially completed in January 2003; however, work to prepare space for new tenants is still required.

Amount represents the provincial portion of this cost-shared project with the federal government and the tourism industry. An additional $8 million

is reflected in 2008/09 to meet the escalated cost of contracts to meet the project's current schedule. Further work is underway to review the impact
of higher than expected contruction costs on the project. Preliminary estimates of an updated project cost are in the range of $800 million
depending upon the contract model selected.
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Provincial Debt

The provincial government along with its Crown corporations and service
delivery agencies provide services and capital infrastructure to support

the social and economic programs needed for maintaining and enhancing
the quality of life in BC. Funding for these programs is mainly derived

from revenue sources such as taxation and the sale of natural resources.
Government also obtains financing from outside sources mainly through debt
issuances that are to be repaid on future dates.

Borrowing for operations is required to finance deficits and to meet other
working capital requirements such as loans and advances or changes in
accounts receivable/payable. This type of debt (government direct operating
debt) tends to rise during periods of deficits, but declines with surpluses.
Government operating debt is forecast to decline by $2.4 billion over the next
three years reflecting continuing surpluses.

Borrowing for capital projects finances the building of schools, hospitals, roads
and other social and economic assets. As these investments provide essential
services over several years, the government, like the private sector, borrows to
fund these projects and amortizes the costs over the assets’ useful life.

Table 1.24 Provincial Debt Summary "2

2006/07 Budget
Updated Estimate Plan Plan

($ millions unless otherwise indicated) Budget Forecast 2007/08 2008/09 2009/10
Taxpayer-supported debt

Provincial government direct operating debt ............. 10,982 9,810 9,125 8,415 7,427

Other taxpayer-supported debt (mainly capital)

EAUCAtION 2. ... 7,765 7,705 8,399 8,876 9,473

Health 2. e 3,041 2,866 3,348 3,739 4,088

Highways and public transit ..., 5,457 5,496 6,202 6,894 7,428

OthEr 2. 638 668 729 768 755

Total other taxpayer-supported debt ......................... 16,901 16,735 18,678 20,277 21,744
Total taxpayer-supported debt ..............................el. 27,883 26,545 27,803 28,692 29,171
Self-supported commercial Crown corporations debt .... 7,857 7,507 8,284 8,989 9,760
Total debt before forecast allowance ........................... 35,740 34,052 36,087 37,681 38,931
Forecast allowance “......................oooiiiiiiiii 850 300 750 1,000 1,050

Total provincial debt

Debt as a per cent of GDP

Provincial government direct operating .......................... 6.2% 5.5% 4.9% 4.3% 3.6%

Taxpayer-supported ....... ..o 15.8% 14.8% 14.8% 14.6% 14.1%

Total provincial ..........ccoiiii 20.7% 19.2% 19.6% 19.6% 19.3%
Taxpayer-supported debt per capita ($) ........................ 6,480 6,159 6,378 6,509 6,538
Taxpayer-supported interest bite (cents per

dollarof revenue) ................coooiiiiiii 4.9 4.4 4.7 4.7 4.8

" Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency
accrued interest is reported in the government's accounts as an accounts payable.

2 Includes debt and guarantees incurred by the government on behalf of school districts, universities, colleges and health authorities/hospital societies
(SUCH), and debt directly incurred by these entities.

% Includes service delivery agencies, other fiscal agency loans, student assistance loan guarantees, loan guarantees to agricultural producers, guarantees
issued under economic development and home mortgage assistance programs, and loan guarantee provisions.

4 Reflects the operating statement forecast allowance for each year (amounts are not cumulative). Since it is unknown as to which agency would require
this debt, the borrowing allowance is shown as a separate item over the plan.
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In 2006/07, provincial debt is forecast to total $34.4 billion, $2.2 billion below
budget. In 2007/08, provincial debt will increase $2.5 billion from the 2006/07
updated forecast to total $36.8 billion. The 2007/08 change reflects:

e a $1.3 billion increase in taxpayer-supported debt reflecting a $1.9 billion
increase in other taxpayer-supported debt mainly to finance net capital
requirements, offset by a reduction in operating debt;

e a $777 million increase in commercial Crown corporation debt, mainly to
fund power generation and transmission capital projects by BC Hydro and
BC Transmission; and

e 2 $450 million increase in the forecast allowance to mirror the $750 million
income statement forecast allowance.

Over the next two years, government direct operating debt is forecast to
decrease $1.7 billion reflecting continued surpluses, while other taxpayer-
supported debt will increase $3.1 billion mainly to finance capital
requirements.

Self-supported debt will increase $1.5 billion over 2008/09 and 2009/10,
mainly to fund power generation and transmission projects. Government and
BC Hydro are currently reviewing the corporation’s debt management policies
— including the legislated debt cap and debt-to-equity target — to optimize
fiscal efficiency while providing flexibility to refurbish aging infrastructure and
expanding capacity to support the province’s economic growth.

The debt forecast assumes a forecast allowance of $750 million in 2007/08,
increasing to $1,000 million in 2008/09 and $1,050 million in 2009/10 to mirror
the operating statement forecast allowance. Should the government not require
this allowance, projected debt levels under the fiscal plan would be lower by
the amount of the forecast allowance for each year.

In general, the change in debt will not equal the surplus:

e as debt is required to finance capital spending in excess of non-cash
amortization costs included in the surplus; and

e due to other working capital sources/requirements that represent changes
in balance sheet items (such as cash balances, loan receivables and other
accounts receivables/payables), but do not form part of the surplus.

Table 1.25 reconciles forecast surpluses with changes in debt. There is not a
dollar for dollar relationship between changes in direct operating debt and the
surplus or deficit due to changes in other balance sheet items. In the updated
fiscal plan, debt rises despite expected surpluses mainly due to the impact

of capital spending in excess of amortization, and higher commercial Crown
corporation debt incurred for capital investments.

The ratio of taxpayer-supported debt, which excludes commercial Crown
corporations and other self-supported debt, to GDP is a key measure often
used by financial analysts and investors to assess a province’s ability to repay
debt. The government is committed to maintaining a downward trend in this
ratio, using a three-year moving average.
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Table 1.25 Reconciliation of Summary Surpluses to Provincial Debt Changes
Updated Budget
Forecast Estimate Plan Plan
($ millions) 2006/07 2007/08 2008/09 2009/10
Operating statement surplus ... (2,850) (400) (150) (150)
Taxpayer-supported capital spending ............ccocoeiiiiiiiiiiiiien 3,468 3,864 3,308 2,851
Increase (reduction) in cash and temporary investments .................... (848) (244) (5) 238
Amortization (non-cash expense included in the surplus) .................... (1,392) (1,579) (1,700) (1,789)
Net increase in commercial Crown corporations (mainly capital) .......... 326 777 705 771
Other balance sheet and working capital changes ..................ccoeinie 1,292 67 (314) (621)
Total provincial debt increase (decrease) .......................cocovenn.. (4) 2,485 1,844 1,300

The taxpayer-supported debt to GDP ratio is forecast to decline from

14.8 per cent in 2007/08 to 14.6 per cent in 2008/09 and to 14.1 per cent in
2009/10, keeping debt affordable for future generations of British Columbians.

The decline in the taxpayer-supported debt-to-GDP ratio reflects the

$630 million improvement in taxpayer-supported debt in 2006/07, operating
surpluses over the next three years, and higher GDP forecasts. However,

taxpayer-supported interest costs are expected to rise to 4.8 cents per dollar
of revenue by 2009/10, due to higher interest rates and increased taxpayer-

supported capital debt.

The higher than expected surpluses over the past few years have allowed
the province to make significant investments in infrastructure without adding
to provincial debt. For example, the $3.06 billion surplus in 2005/06 and the

$2.85 billion surplus in 2006/07 helped finance the following projects:

e $1.61 billion spending on post-secondary facilities including the University
of Victoria’s Engineering and Computer Science Building, and the North

Cariboo Community Campus in Quesnel;

e $0.65 billion in spending in the K—12 school system including Pacific Heights
Elementary school in Surrey, and L’Ecole Victor Brodeur in Esquimalt;

¢ $1.70 billion for health facilities and equipment including cancer treatment
vaults at the BC Cancer Agency’s Vancouver Centre, and the Mental Health

Building for Children at BC Children’s and Women’s Hospitals; and

e $1.60 billion for roads and bridges including the Cariboo connector

program, Kicking Horse Canyon Phase I, and the Yoho bridge.

However, with smaller surpluses forecast from 2007/08 through 2009/10,
debt-financing is required to fund the provincial capital spending program.

Table 1.26 summarizes the provincial financing plan for 2007/08. New

borrowing of $5.3 billion is anticipated, of which $2.8 billion will be used
to replace maturing debt and $2 billion will be used for capital and other
financing requirements. The remaining $450 million reflects an increase in

the debt forecast allowance.

Additional details on the debt outstanding for government, service
delivery agencies and commercial Crown corporations are provided

in Appendix Tables A15 and A16.
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Table 1.26 Provincial Financing

Forecast Estimated
Debt ' Debt ' Debt '
Outstanding 2006/07 Outstanding 2007/08 Transactions Outstanding
at March 31, Debt at March 31, New Retirement Net at March 31,
($ millions) 2006 Change 2007 Borrowing 2  Provision Change 2008
Taxpayer-supported debt
Provincial government direct operating .. 11,888 (2,078) 9,810 422 (1,107) (685) 9,125
Education *.........cccooeeiiiii 7,276 429 7,705 1,207 (513) 694 8,399
Health ... ..o 2,447 419 2,866 686 (204) 482 3,348
Highways and public transit ................. 4,815 681 5,496 1,149 (443) 706 6,202
Otherdebt®........oooviiiiiiiiiii 749 (81) 668 88 (27) 61 729
Total taxpayer-supported debt ........... 27,175 (630) 26,545 3,552 (2,294) 1,258 27,803
Self-supported commercial Crown
corporations debt ........................... 7,181 326 7,507 1,304 (527) 777 8,284
Forecast allowance ............................ - 300 300 450 - 450 750
Total provincial debt ........................... 34,356 (4) 34,352 5,306 (2,821) 2,485 36,837

Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency accrued interest
is reported in the government's accounts as an accounts payable.

New long-term borrowing plus net change in short-term debt.

Sinking fund contributions, sinking fund earnings and net maturities of long-term debt (after deduction of sinking fund balances for maturing issues).
Includes debt and guarantees incurred by the government on behalf of school districts, universities, colleges and health authorities/hospital

societies (SUCH), and debt directly incurred by these entities.

Includes service delivery agencies, other fiscal agency loans, student assistance loans, loan guarantees to agricultural producers, guarantees issued
under economic development and home mortgage assistance programs, and loan guarantee provisions.

& woN

o

Risks to the Fiscal Plan

The major risks to the fiscal plan stem mainly from changes in factors that
government does not directly control. These include:

e Assumptions underlying revenue and Crown corporation and agency
forecasts such as economic factors, commodity prices and weather
conditions.

e The outcome of litigation, arbitrations, and negotiations with third parties.

e Potential changes to federal transfer allocations, cost-sharing agreements
with the federal government and impacts on the provincial income tax bases
arising from federal tax policy changes.

e Utilization rates for government services such as health care, children and
family services, or employment assistance.

In addition, changes in accounting treatment or revised interpretations of
generally accepted accounting principles (GAAP) could have material impacts
on the bottom line.

Table 1.27 summarizes the approximate effect of changes in some of the

key variables on the surplus. However, individual circumstances and inter-
relationships between the variables may cause the actual variances to

be higher or lower than the estimates shown in the table. For example,

an increase in the US/Cdn dollar exchange rate may be offset by higher
commodity prices; or as is forecast in 2006/07, significantly reduced natural gas
revenues, can be offset by positive variances in other areas, such as taxation
revenues, federal transfers and other improvements.
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Table 1.27 Key Fiscal Sensitivities

Annual Fiscal Impact

Variable Increases of: ($ millions)
Nominal GDP ........ccccvvviiiiiiieeeiiiieeeeii, 1% $150 — $250
Lumber prices (US$/thousand board feet) ...... $50 $75-$125"
Natural gas prices (Cdn$/gigajoule) .............. $1 $300 — $350
US exchange rate (US cent/Cdn $) .............. 1 cent -$25 to -$40
Interestrates .........cocooiiiiii 1 percentage point -$90
Debt ..o $500 million -$23

! Sensitivity relates to stumpage revenue only. Depending on market conditions, changes in stumpage

revenues may be offset by changes in border tax revenues.
Contingency Vote

Contingencies — General Programs

A $360 million Contingency vote for general programs is included in

the 2007/08 fiscal year. This is increased to $365 million in 2008/09 and

$375 million in 2009/10 representing roughly 1 per cent of overall government
expense. These amounts include the $68.5 million allocation of the remaining

$76.5 million 2010 Olympics contingency budget.

The allocation to contingencies is a prudent budgeting measure that protects

the three-year fiscal plan from:

e unforeseen and unbudgeted costs that may arise (such as unexpected

environmental remediation costs); and

e pressures for costs that are currently budgeted based on estimates whose
final value are impacted by external events or prices (such as payments
made under the Vancouver Island Gas Pipeline Assistance Agreement that

are directly linked to natural gas prices).

In addition to these specific items, corporate pressures such as the valuation
of employer contributions to pension plans may also impact the contingency

vote.

Table 1.28 Notional Allocations to Contingency Vote

($ millions) 2007/08 2008/09 2009/10
Vancouver Island Gas Pipeline Assistance Agreement — potential natural gas price changes .. 15 14 14
Traffic fines revenue sharing — potential changes in estimates ..................cooiii. - 5 5
Vancouver Convention Centre — project changes1 ........................................................... - 8 -
2010 Olympics — preliminary allocation of contingency amount ...............cccociiiiiiiiiiiinnn.. - 20 49

Subtotal notional allocations ...t s 15 47 68
Unallocated CONtINGENCIES ... ...t e 345 318 307

Total contiNgeNCIes ... 360 365 375

' An additional $8 million is reflected in 2008/09, to meet the escalated cost of contracts to meet the project's current schedule. Futher work is underway
to review the impact of higher than expected construction costs on the project. Preliminary estimates of an updated project cost are in the range of
$800 million depending on the contract model selected. Once updated project costs have been determined, appropriation for potential funding

increases exists within the Contingencies vote.
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Contingencies — Negotiating Framework

Budget 2007 includes $39 million in 2007/08, $77 million in 2008/09 and

$142 million in 2009/10 for the wage and benefit impacts for agreements yet to
be concluded. These amounts are held in contingencies and will be distributed
by the Minister of Finance once settlements are reached.

Contingencies — Health Innovation Fund

A new $100 million fund to promote innovation and facilitate change within
the healthcare system is included in Budget 2007. The Health Innovation
Fund will assist health authorities with the cost of implementing best practices,
restructuring service delivery systems and eliminating key information
bottlenecks.

Forecast Allowance

In 2007/08, the government continues to build a forecast allowance into the
bottom line to act as a cushion against possible deterioration in revenue or
spending forecasts, and thus increase the certainty of meeting the surplus
targets established in the fiscal plan.

A forecast allowance of $750 million is included in the 2007/08 budget.

This forecast allowance has the explicit effect of reducing the expected
surplus from the government’s most likely forecast of $1.15 billion in 2007/08
to a more conservative budget surplus of $400 million. The explicit nature

of this adjustment to the surplus flows from the Budget Transparency and
Accountability Act that requires disclosure of adjustments to the most likely
fiscal result.

A corresponding $750 million borrowing allowance has also been included in
the provincial debt forecast for 2007/08, increasing the total debt forecast by
$750 million compared to the most likely forecast.

Forecast allowances for the 2008/09 and 2009/10 fiscal years are set at

$1.0 billion and $1.05 billion, respectively. The higher forecast allowances

in 2008/09 and 2009/10 recognize the interim nature of the health spending
plans, which have only been established for 2007/08. The health authority
funding increases for 2008/09 and 2009/10 only include funding to cover
negotiating framework costs. The Ministry of Health will continue to work with
the health authorities on their financial plans in the context of the Conversation
on Health. The Ministry of Finance will continue to monitor and review these
financial plans as part of budget processes.

Own Source Revenue

The main areas that may affect own source revenue forecasts are BC’s overall
economic performance, exchange rate and commodity prices.

Revenues are sensitive to economic performance. For example, taxation

and other revenue sources are driven by economic factors such as personal
income, retail sales, population growth and the exchange rate. The revenue
forecast contained in the fiscal plan is based on the economic forecast detailed
in Part 3: British Columbia Economic Review and Outlook.
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Revenues in British Columbia are also volatile, largely due to the influence

of the cyclical natural resource sector in the economy and the importance of
natural resource revenues in the province’s revenue base. Spikes in commodity
prices such as natural gas, lumber and electricity may have a positive effect on
natural resource revenues in the near term, until supply/demand imbalances
level out.

While weather patterns and related reservoir inflows, as well as energy market
prices and margins, add considerable volatility to BC Hydro’s operating results,
the impact on the fiscal plan has been reduced by moving, consistent with
Canadian Institute of Chartered Accountants (CICA) guidance, to reporting

BC Hydro’s net income after regulatory account transfers. The impacts of
changes in these factors are transferred to deferral accounts and accrue to
ratepayers in future periods. However, BC Hydro’s results may be affected by
the outcome of BC Utilities Commission decisions on current and future rate
applications.

The fiscal plan incorporates estimated fiscal impacts resulting from
implementation of the Softwood Lumber Agreement 2006. However, during
times when lumber prices are low the economic impacts are more uncertain
and consequently this poses additional risk to the revenue forecast.

Federal Government Contributions

Potential policy changes regarding federal transfer allocations and cost-sharing
agreements could also affect the revenue forecast. However, due to insufficient
information on specific proposals, it is speculative to estimate the fiscal impact
with any degree of certainty. As a result, the fiscal plan includes only those
commitments made to the Province by the federal government.

It is possible that the federal government will announce changes to transfers
in the upcoming federal budget to address fiscal imbalance, including
changes to equalization. While it is possible that changes to federal transfers
for post-secondary education and infrastructure will be announced, there is
uncertainty as to the fiscal impact so no assumptions have been made in that
respect. The federal government has not yet announced how it will calculate
final provincial equalization amounts for 2007/08 and beyond. For this reason,
no equalization funding has been assumed for 2007/08 through 2009/10.

The province will continue to monitor the situation and revise the revenue
forecast as further information becomes available.

Details on major assumptions and sensitivities resulting from changes to those
assumptions are outlined in Appendix Table A10.

Service Delivery Agencies and Crown Corporations

Crown corporations and agencies have provided their own forecasts.

These forecasts, as well as their statements of assumptions were used to
prepare the fiscal plan. The boards of those corporations and agencies have
also included these forecasts, along with further details on assumptions and
risks, in the service plans being released with the budget.
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The fiscal plan does not assume or make allowance for extraordinary
adjustments other than those noted in the assumptions provided by the
Crown corporations and agencies. Factors such as electricity prices, water
inflows into the BC Hydro system, accident trends, interest/exchange rates,
decisions of an independent regulator, or pending litigation could significantly
change actual financial results over the forecast period.

New decisions or directions by agency or Crown corporation boards of
directors may result in changes to costs and revenues due to restructuring,
valuation allowances and asset write-downs, or gains and losses on disposals
of businesses or assets.

SUCH Sector

SUCH sector financial plans have been provided by management of various
organizations based on broad policy assumptions provided by the Ministries

of Health and Advanced Education. Every effort has been made to ensure that
the financial information is compiled in a manner consistent with GAAP as
financial information is converted from the accounting policies followed by the
sectors to those of the government reporting entity.

Three-year plans for the combined school districts have been developed by
the Ministry of Education based on the requirements of the School Act and the
amounts of block funding included in the budget. Since it is an aggregate plan,
it has not been signed off by school board chairs.

While the lead financial officers and chairs of the boards for the universities,
colleges and institutions have signed off on their plans, final plans are still
subject to formal approval of their boards at meetings to be held after the
budget submission. Final approved plans may therefore differ from the
management forecasts included in the budget.

While for full transparency and accountability it is preferable to obtain full
board approvals of financial plans, the sign-off of the board chair alone
has been accepted in recognition that the SUCH sector agencies may have
difficulty scheduling board meetings in late December or early January.

For health authorities, the board chairs have signed-off the 2007/08 forecasts,
with the exceptions of the Vancouver Coastal and Fraser Health Authorities,
where management has provided sign-off. As both of these health authorities
recently had new board chairs appointed, their boards did not have sufficient
time to review the earlier forecasts in detail prior to the budget. The new
boards of the Vancouver Coastal and Fraser Health Authorities are currently
reviewing the authorities’ financial plans and expect to submit revised financial
plans in early fiscal 2007/08. Due to the interim nature of the 2008/09 and
2009/10 funding targets, which reflect increased funding only for the costs of
the negotiating framework, health authorities have not provided sign-off on
these out-year forecasts.

In recognition of the limited time available between the receipt of funding
allocations in mid-December and the budget deadlines in January, which
require SUCH sector agencies to finalize and seek board approval of their
multi-year financial plans, government is looking at options for providing
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SUCH sector agencies with their funding allocations earlier in the fiscal year.
This would provide more time for board deliberation and review of their
financial plans.

Spending

The spending forecast contained in the fiscal plan is based on ministry and
service delivery agency spending plans and strategies, including SUCH sector
plans. Details on major assumptions and sensitivities resulting from changes to
those assumptions are shown in Appendix Table A11 and in ministry service
plans. The main spending issues follow.

Demand-driven Programs

The government funds a number of demand-driven programs such as
PharmaCare, K—12 education, student financial assistance and income
assistance. The budgets for these programs reflect the best estimate of demand
and other factors such as price inflation. If demand is higher than estimated,
this will result in a spending pressure to be managed.

Public Sector Program Delivery

The vast majority of government-funded services are delivered through
service delivery agencies that provide programs such as acute and continuing
health care, K-12 education, post-secondary education, and community
social services. All of these sectors face cost pressures in the form of program
demand and both wage and non-wage inflation.

Treaty Negotiations and the New Relationship

The government is committed to negotiating affordable, working treaties with
First Nations that provide certainty regarding ownership and use of provincial
Crown land and resources. In 2000, the first three Final Agreements under
the BC Treaty Commission process were initialed with the Lheidli T’enneh,
Maa-nulth, and Tsawwassen First Nations. If ratified by the First Nations

and the provincial and federal legislatures, the effective date of these Final
Agreements is expected to occur in fiscal 2008/09. Implementation and
settlement costs associated with the three Final Agreements have been
accounted for in the fiscal plan.

The province is also involved in various court cases with First Nations relating
to aboriginal rights. Settlement of these issues, either in or out of court, may
result in additional costs or transfers of lands and resources.

The provincial government is also committed to building a new relationship
with First Nations and Aboriginal communities based on openness,
transparency and collaboration. This commitment was articulated in the
March 2005 New Relationship document, and government continues to
engage with Aboriginal leadership to develop new processes and structures
that promote co-operation and workable arrangements for land and resources
decision-making.
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Objectives include reducing conflict and improving the health and economic
well-being of First Nations. The success of the New Relationship and the treaty
process may affect the economic and fiscal outlook for the province.

Capital Risks

The capital spending forecasts assumed in the fiscal plan may be affected by a
number of the various factors listed below:

e weather and geotechnical conditions causing project delays or unusual
costs;

e changes in market conditions, including service demand, inflation and
borrowing costs;

e the outcome of environmental impact studies;
e the accuracy of capital project forecasts;

e the successful negotiation of cost-sharing agreements with other
jurisdictions; and

e the success of public-private sector partnership negotiations.

The growth in the province’s construction industry over the last few years

in both residential and non-residential construction has led to some concern
surrounding a shortage of skilled workers and mounting cost pressures. Rising
building material costs and upward pressure on wages increase the risk of cost
overruns on capital projects, in part due to the cumulative effect of inflation.
Although many of the capital projects underway have contingency budgets,
increased cost pressures may continue to impact the accuracy of capital project
forecasts.

Unfunded Liabilities

The College, Public Service, Teachers and Municipal Pension Plans — the
four major public service plans — are joint trusteeship plans. In the event that
a plan deficit is determined by an actuarial evaluation, the pension boards
are required to address the shortfall by contribution adjustments or other
means. Any unfunded liabilities (funding basis) are therefore expected to

be short term in nature. For example, the most recent actuarial valuation

of the Teachers’ Pension Plan indicated a $904 million liability (funding
basis) as of December 31, 2006, which was addressed by an increase to
contribution rates of 1.61 per cent for both members and employers effective
July 1, 2007. The next actuarial valuation report for the College Pension Plan
is expected to be received in May 2007 and for the Municipal Pension Plan in
December 2007.

Catastrophes and Disasters

The spending plans for the Ministries of Forests and Range and Public Safety
and Solicitor General include amounts to fight forest fires and deal with

other emergencies such as floods and blizzards. These amounts are based on
historical averages of actual spending and on conditions of normal to moderate
severity. Extreme occurrences may affect expenses in these ministries and
those of other ministries.
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Pending Litigation

The spending plan for the Ministry of Attorney General contains provisions
for payments under the Crown Proceeding Act based on estimates of expected
claims and related costs of settlements likely to be incurred. These estimates
are based on a historical average of actual spending. Litigation developments
may occur that are beyond the assumptions used in the plan (for example,
higher-than-expected volumes, or size of claim amounts and timing of
settlements). Various legal actions may also establish precedents requiring
minimum service levels in various areas of provincial jurisdiction or exclude
certain services from taxation, such as the pending litigation regarding
provincial sales tax on legal services. These developments may affect
government revenues and/or expenditures in other ministries.

One-time Write-downs and Other Adjustments

Ministry budgets provide for anticipated levels of asset or loan write-downs
where estimates can be reasonably predicted. The overall spending forecast
does not make allowance for extraordinary items other than the amount
provided in the contingency vote.
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Children’s Education Fund

Introduction

People are the most important resource in the
modern economy. To meet its economic goals,
British Columbia will have to train, attract, and
retain workers. There will be challenges in
meeting the economy’s need for well trained
employees.

There are 550,000 young people in the K-12
public school system today. Over the next
12 years, the provincial economy is expected
to create one million new job openings— a
shortfall of 450,000 workers.

The province is taking a multi-pronged
approach to addressing this potential shortfall:

e The province is working to close the gaps
in education and economic opportunity to
help aboriginal youth fully participate in the
economy.

e The new provincial training tax credit
includes additional benefits for First Nations
people and for persons with disabilities to
recognize the unique challenges facing these
groups.

e As announced, the province is moving to
eliminate mandatory retirement to recognize
the valuable contribution that older
employees can make if they wish to continue
working.

e The government reconfirms its commitment
to create, in partnership with the
post-secondary sector, 25,000 new student
spaces incorporating the commitment to
create 2,500 new graduate spaces.

e The government will establish a new Pacific
Leader’s Fellowship for graduate studies.
The Fellowship will be available for graduate
students in British Columbia institutions and
the province’s public service.

e A total of 7,000 new apprenticeship spaces
will be added by 2010.

Finally to help the province’s young people
meet their post-secondary skills development
needs and learning in the future, beginning
in 2007, $1,000 will be invested for each new
child born or adopted in British Columbia.

The BC Children’s Education Fund will help
British Columbia families and children.

Description

e A special account called the Children’s
Education Fund will be established under
the Special Accounts Appropriation and
Control Act to hold the funds for the
program.

e The legislation will also provide the
regulatory authority to determine eligibility
and to define qualifying educational
institutions.

e Each year, commencing April 1, 2007,
the government will transfer to the
Fund an amount based on an estimate
of the total number of potential new
beneficiaries (roughly $40 million annually).
For simplicity, the amount transferred will
be based on the number of children born
plus the number of children adopted in
British Columbia in the year.

e Over time, the Fund will grow with new
contributions to the fund and with the net
investment earnings of the Fund.

e The Fund’s investments will be managed
by BC Investment Management Corporation
(bcIMO).

e Eligible students entering a British Columbia
post-secondary institution will apply to
receive their grant (estimated to be around
$2,200 based on current investment returns).
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Eligibility Criteria

e The grant will be available to any child born
on or after January 1, 2007 to parents that
are ordinarily resident in British Columbia.
In most situations this will apply to
children born in the province. However,
it will also include children born outside
British Columbia to parents who ordinarily
reside in the province, such as Canadian
forces personnel on assignment or mothers
who travel to other provinces for specialized
medical care.

e In addition, children born on or after
January 1, 2007 and adopted by residents of
British Columbia will also be eligible.

Eligible beneficiaries will simply be able to
apply for the benefit at the time they enter a
qualifying post-secondary institution as long
as they are 26 or younger. There will be no
need to register and keep track of each child
upon birth or adoption.

Qualifying educational institutions

will include a wide range of BC-based
institutions providing academic, trades or
other vocational training.

e The benefit will be available to contribute
towards the cost of tuition or other related
educational expenses such as books and
living expenses.

e The program has been designed to ensure
that all eligible children will benefit from
the Fund if they attend a post-secondary
institution in the province.

Reporting

e The annual contributions will be investments
and as such will not be reported as
expenses. The contributions to the special
account will be disclosed separately.

e The investment income earned by the fund
will be reported as revenue in the financial
statements of the province in the year it is
earned.

e All payments to recipients, made when
eligibility criteria are met, will be recorded as
expenses in the year they are paid.

The fund is expected to grow to almost
$1 billion after 18 years and will provide a
legacy to assist British Columbia’s young
people with the cost of their education.

The government will provide information on
how the investments in the Fund are growing
on a regular basis.
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Provincial Capital Investment and Debt Management Strategy

Provincial capital plan

Provincial capital spending funds assets

that are important to the province and its
citizens, including schools, hospitals, medical
equipment, university lecture halls, residences,
government buildings, court houses, roads,
bridges, dams and transmission lines.

Capital is costly to build, operate and maintain,
but it is long-lived and delivers benefits across
generations. Today’s British Columbians are
reaping the benefits of capital investments
made by their parents and grandparents.
Careful planning and budgeting is important so
government can build new capital, and update
existing capital, so that the province is left in
good order for future generations.

Financing capital spending

Capital spending can be financed through a
combination of:

e operating surpluses;

e cash balances;

e cost-sharing with partners (such as federal or
municipal governments);

e partnerships with the private sector
(public-private partnerships); and/or

e borrowing, or debt-financing.
The higher than expected surpluses over the
past few years have allowed the province to

make significant investments in infrastructure
without adding to provincial

Surpluses help finance capital spending

$ billions
$5.91
$5.56 Examples
Post-sec —| ¢1.61 UVIC Engineering and Computer
2006/07_| 385 $ Science building
Surplus
Schools —| $0.65 |Pacific Heights Elementary in Surrey
Health
facilities/ | %170 |Mental Health Building for Children
2005/06% $3.06 equipment
Surplus Roads and 1.60 Cariboo connector program; Kicking
bridges | $1. Horse Canyon Phase 1
2005/06 and 2006/07 2005/06 and 2006/07
Surplus Taxpayer capital spending

debt. For example, the $3.06 billion surplus
in 2005/06 and the $2.85 billion surplus in
2006/07 helped finance the following projects:

e $1.01 billion spending on post-secondary
facilities including the University of Victoria’s
Engineering and Computer Science Building,
and the North Cariboo Community Campus
in Quesnel,

* $0.65 billion in spending in the K12 school
system including Pacific Heights Elementary
school in Surrey, and L’Ecole Victor Brodeur
in Esquimalt;

* $1.70 billion for health facilities and
equipment including cancer treatment vaults
at the BC Cancer Agency’s Vancouver Centre,
and the Mental Health Building for Children
at BC Children’s and Women’s Hospitals; and

¢ $1.60 billion for roads and bridges including
the Cariboo connector program, Kicking
Horse Canyon Phase I, and the Yoho bridge.

With smaller surpluses forecast over the next

three years, debt-financing is required to fund
the provincial capital spending program, thus
the level of capital spending has a significant

impact on the amount of provincial debt.

Capital investments require debt financing

($ millions)

$3,864 [0 Taxpayer-supported capital spending

[ Increase in other taxpayer-supported debt (capital)

$3,308

$2,851

$1,943

$1,599 1,467

2007/08 2008/09 2009/10

Affordability — Debt strategy

The relationship between capital spending
and debt requires the province to establish a
capital plan that will meet the needs of the
province, while at the same time keeping debt
affordable for current and future citizens.
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The government is committed to maintain a
downward trend in the taxpayer-supported
debt to GDP ratio, using a three-year moving
average. A declining ratio means that debt
will not grow faster than the economy, so that
future generations will not be left with a debt
burden that they cannot afford.

The ratio of taxpayer-supported debt to GDP is
a key measure used by financial analysts and
investors to assess a province’s ability to repay
debt and is a key measure monitored by the
bond rating agencies.

Prudent management

Government’s prudent approach to debt
management was recognized when Moody’s
Investors Service upgraded BC’s credit rating
to Aaa, the highest possible rating. In making
its decision Moody’s cited a well structured
fiscal plan, leading to a reduced debt burden
and the expectation of further improvements
in the province’s debt ratio over the medium
term.

In Budget 2007 the taxpayer-supported
debt to GDP ratio is forecast to decline from
14.8 per cent in 2006/07 to 14.1 per cent by
2009/10.

Ensuring that affordability measures are met
Successful implementation of the provincial

capital and debt strategy requires prudent
budgeting, careful planning and management,

Taxpayer-supported debt to GDP ratio trends down

per cent

Forecast

3-year moving average
debt to GDP ratio

Annual debt to GDP ratic 161%™~

14.8%

01/02  02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10

and accountability for meeting debt targets.
The provincial debt strategy and capital
plan outlined in Budget 2007 provides
prudent budgeting as well as accountability
mechanisms to help ensure debt targets are
met.

The capital planning and management
regime will continue to evolve to ensure that
government’s fiscal and operational objectives
are met, including delivering provincial assets
within the debt targets.

Debt allocations

A key planning and accountability measure
is debt allocations for each sector; health,
K-12, post-secondary, transportation and
other taxpayer-supported debt. Use of sector
debt allocations will help ensure that overall
government debt targets are met, while also
reflecting the needs of various sectors and
allowing for flexibility between sectors.

Provincial Taxpayer-supported Debt Summary

2006/07 Budget
Updated Estimate Plan Plan
($ millions) Forecast 2007/08 2008/09 2009/10
Taxpayer-supported debt
Government direct operating debt .... 9,810 9,125 8,415 7,427
Other agency debt (mainly capital)
Education ..............ooooiiii 7,705 8,399 8,876 9,473
Health . ... 2,866 3,348 3,739 4,088
Highways and public transit ................ 5,496 6,202 6,894 7,428
Other ... 668 729 768 755
Total other agency debt ................... 16,735 18,678 20,277 21,744
Total taxpayer-supported debt ............

26,545

27,803 28,692 29,171
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Capital Contingency

Recognizing the rising construction costs are
currently a concern, the province has included
a capital contingency averaging 9.5 per cent of
total taxpayer-supported capital spending in its
three-year capital plan as a prudent planning
measure. This contingency is in addition to the
contingencies included in individual project
budgets. In addition to covering risks from
higher than expected cost inflation on projects
including the VCCEP, the capital contingency
reserves room for priority health care projects
in Victoria, Kelowna, Vernon and Fort St. John,
as additional review and approval processes
proceed. Should the full contingency not be
required in any year, taxpayer-supported debt
will be lower than forecast.

Ensuring Value for Money

Provincial policy now requires that public
private partnerships (P3s) are the “base case”
where the province will be contributing more

than $20 million to the capital cost of a
project. The focus of the policy is to ensure
that there is a rigorous examination of
options in the planning stage, to ensure
that provincial capital investments provide
the best value for money for taxpayers.

The new standard applies to all ministries
and to service delivery agencies within the
government reporting entity.

The new standard also applies to local
government capital projects where the
province is contributing more than
$20 million to the capital cost.

Although a P3 is considered the base case,
other procurement options may still be
supported based on a value for money
analysis. Not all projects will be delivered
as P3s, as not all projects lend themselves
to a partnership approach.
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Natural Gas Prices

Natural Gas Price Forecast

Natural gas prices are expected to average
$5.65 (Canadian dollars per gigajoule at
plant inlet) in 2006/07, down $2.90 from
budget and 25 per cent lower than 2005/06.
This lower outlook is mainly due to the
milder winter and cooler summer weather
patterns experienced in 2000, resulting in
reduced demand for heating and electricity
generation. In addition, there was no
upward price pressure from the relatively
mild hurricane activity in 2006 — especially
compared to the impacts from the severe
supply/distribution disruptions caused by
Hurricane Katrina and Hurricane Rita in
2005.

The forecast assumes the price of natural

gas rises to $6.50 in 2007/08 as the effects

of mild winter weather are not expected

to repeat. Prices are forecast to increase

3.1 per cent to $6.70 in 2008/09 mainly
reflecting tight supply markets before settling
at about $6.50 in the next two years.

Natural gas price outlook

Natural gas price
(Cdn$/GJ at plant inlet)

16 1 Budget 2007
Forecast

$6.50

(2007/08)
$7.57
(2005/06)

Fiscal year average
$6.70 $6.49 $6.47

\ $5.65

(2006/07)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Sources: BC Ministry of Energy, Mines and Petroleum Resources; BC Ministry of Finance

High Storage Levels

High natural gas storage levels pose the
greatest short-term risk with potential
significant downside price volatility.

The effects of milder winters, weaker
demand and lower prices resulted in high
natural gas inventory levels in 2006 and early
2007. The storage level in 2006 was above
2005 all year and 15 per cent higher than the
five-year average (2001 to 2005) at year end.
Higher levels continued in January 2007,
possibly indicating downward price pressure

in 2007. Levels did decline in late January and
early February in response to much colder
weather in the Midwest and northeast US and
eastern Canada.

Natural gas storage levels

US natural gas storage

(trillion cubic feet) Gas storage levels

4 continue well above
five-year average

’ '\ Average

2001-2005

1 - -
Source: Energy Information Administration;
Lower 48 States Working Natural Gas in Underground Storage

As an indicator of the impacts of weather and
price volatility, January 2007 natural gas prices
at Henry Hub Louisiana, a major natural gas hub
supplying US north east markets, ranged from
$5.40 to $7.76 ($US/MMBtu). This 44 per cent
increase mainly reflected a change from
relatively mild weather in early January to
significantly colder weather later in the month.

Medium-term Prospects Positive

Despite falling natural gas prices, industry
interest in acquiring drilling rights in BC
remained strong in 2006/07 due in part to
government programs and initiatives to promote
BC’s natural gas potential and attract industry
investment. Continued strong interest in drilling
rights acquisitions is a positive indicator of
Drilling rights bids

BC Oil and Gas Rights — Average Price
(Cdn$/hectare)

1,200 4

Strong and Rising
Drilling Rights Bids

1,000

800 1

600 1

400

200 A

0

99/00  00/01 01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10

Source: BC Ministry of Energy, Mines and Petroleum Resources
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future development and production activity.
The 2006/07 average price per hectare is
expected to be $8063, rising to $1,000 in
each of the next three years of the fiscal
plan.

North American Natural Gas Markets

The interdependence of energy
commodities including electricity, oil, coal
and natural gas has resulted in increased
prices for coal and electricity over the past
few years. As an increasing amount of
electricity supply is generated from natural
gas fired plants, electricity prices will be
influenced by natural gas price swings
and natural gas prices will be increasingly
sensitive to electricity demand.

North American demand for natural gas

is mainly supplied from North American
sources as offshore imports (in the form
of liquefied natural gas) are relatively
small and not expected to increase
significantly over the forecast horizon.
Potential increased supply due to proposed
pipeline projects from Alaska and northern
Canada would help alleviate the supply-
demand gap but are not expected to be in
service over the medium-term outlook. In
the absence of any new significant North
American natural gas discoveries, prices
are expected to remain firm reflecting
continued tight supply markets although
producers’ reactions to the current high
inventory levels could lead to increased
price volatility in 2007.

Risks and Sensitivities

BC natural gas royalty revenues are very
sensitive to natural gas prices and the
forecast allowances in the revised three-year

plan incorporate risks associated with price

volatility. A price change of Cdn$1.00 per

gigajoule results in about $325 million revenue

change. Risks and factors associated with

natural gas prices include:

e global economic growth particularly in US
and China;

e industry investment intentions (drilling
activity and drilling rights acquisition);

e technological advancements affecting
exploration and extraction;

e capital markets (interest rates and industry
profitability);

e industry interest/commitment in other energy
projects (e.g. oil sands, coal fired electricity
plant);

e effects on industry of federal government
changes with respect to the tax treatment of
income trusts;

e New Relationships with First Nations;
e environmental considerations; and

e weather

BC Government and Private Sector Forecasts

The Ministry of Energy, Mines and Petroleum
Resources uses private organizations and
internal analysis in the preparation of the
natural gas price forecast. BC’s royalty price
forecast is based on the average of private
sector forecasts, converted for unit and pricing
point differences and adjusted to a fiscal year
outlook.
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Natural Gas Price Forecasts

Private sector forecasts (calendar year)

Adjusted to fiscal years and
$C/gigajoule at plant inlet

2007 2008 2009 2007/08 2008/09 2009/10

GLJ Henry Hub US$/MMBtU (Jan 2007) .....cccvvmnieiieiiniaeeiiiiaaeeeeennn 7.25 7.50 7.50 6.44 6.20 6.18
Sproule Henry Hub US$/MMBtu (Dec 2008) .............cccocuvveeeeaennn.. 7.85 8.39 7.65 6.85 6.93 6.29
GLJ Alberta AECO-C Spot CDN$/MMBtu (Jan 2007) ..........oveeeennnn. 7.20 7.45 7.75 6.56 6.55 6.77
Sproule Alberta AECO-C Spot CDN$/MMBtu (Dec 2006) ................. 1.72 8.59 7.74 6.96 7.32 6.69
GLJ Sumas Spot US$/MMBtU (Jan 2007) ......cceeeevvviiiiiiiiiiiieeeeeen 6.60 6.85 7.05 6.41 6.32 6.45
Sproule Sumas Spot CDN$/MMBtu (Dec 2006) ............c.c.eeveeeeennnn... 748 8.45 7.60 6.25 6.69 6.06
GLJ BC Spot Plant Gate CDN$/MMBtu (Jan 2007) ...............cceeennnn, 7.05 7.30 7.60 6.40 6.40 6.62
Sproule BC Plant Inlet CDN$/MMBtu (Dec 2008) .................cceennn.... 6.72 7.69 6.84 6.63 7.06 6.43
GLJ Midwest Chicago US$/MMBtu (Jan 2007) ............ceeeeeevreeeiinnnns 7.10 7.45 7.50 6.56 6.42 6.47
Sproule Alliance Plant Gate CDN$/MMBtu (Dec 2006) ..................... 742 8.29 747 6.68 7.05 6.44
US EIA US$/MMBtu Henry Hub (Dec 2006) ..........cceeeeeeeeeeeeiiiinnnns 7.64 - - - - -
TD Economics Henry Hub Futures US$/MMBtu (Nov 2006)............... 7.90 - - - - -
Scotiabank Group Henry Hub US$/MMBtu (Dec 2006) ..................... 7.50 - - - - -
BMO Alberta Empress US$/MMBtu (Dec 2006) .............cevveeeeeeennn... 6.25 7.20 - 6.35 - -
Exports Development Canada Henry Hub US$/MMBtu (Fall 2008) ..... 6.50 - - - - -
Tristone Capital Henry Hub US$/MMBtu (Dec 2006) ........................ 8.50 - - - - -
Petro-Canada AECO-C Spot CDN$/Mcf (Dec 2006) ........................ 8.00 - - - - -
NYMEX Forward Market converted to Plant Inlet CDN$/GJ (Jan 2007) ..........oevvueiiineaiieiiieeeiieeeenn, 6.44 6.80 6.43
Average all minus high/low ......... ... 6.54 6.68 6.45
Average one forecast per consultant minus high/low ......................... 6.46 6.73 6.53
Natural Gas Royalty Price Forecast ................coooiiiiiiiiiii 6.50 6.70 6.49
GLJ: Gilbert Laustsen Jung Associates Ltd US EIA: US Energy Information Administration AECO: Alberta Energy Company
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British Columbia is a leader in regulatory
reform. Government again exceeded its multi-
year target of a zero net increase in regulatory
requirements by decreasing regulatory
requirements an additional 1.2 per cent

as of December 31, 2006, compared to a

year earlier, and 5.9 per cent from the June
2004 baseline. Since the implementation of
the Regulatory Reform Initiative in 2001,
British Columbia has cumulatively reduced
the regulatory burden by 41.3 per cent.
Newfoundland and Labrador have adopted
the British Columbia model for regulatory
reform and established a 25 per cent
reduction target. The Mayor of Winnipeg

has committed to adopt the British Columbia
model and reduce its regulatory burden by

15 per cent.

Regulatory Requirements and Results — June 200

Regulatory Reform

The Regulatory Reform Initiative continues
to build an effective and efficient
regulatory system encouraging economic
opportunities, innovation, and prosperity
while preserving and protecting the public
interest. The government is committed to
maintaining a zero net increase through
2008, and will continue to identify

further regulatory reduction and reform
opportunities.

Through a focused and responsible approach
to regulatory reform, government is moving
toward a modern regulatory system that
increases British Columbia’s economic and
business competitiveness.

4 to December 31, 2006

Regulations Regulations
Baseline Count Net Change to Baseline Count
Ministry June 2004 Dec. 31,2006 Dec. 31,2006
Number of Regulations
Aboriginal Relations and Reconciliation ......................... 61 - 61
Advanced Education ..o 1,271 68 1,339
Agriculture and Lands ... 6,485 (216) 6,269
Attorney General .........ooviiii 14,637 (1,345) 13,292
Children and Family Development ...............c..coooiiiiennt. 8,543 (211) 8,332
Community SErviCeS .....c.oviiiiiiiiii e 11,637 22 11,659
Economic Development ............coooiiiiiiiiiiiiieee, 1,245 (13) 1,232
Education ... 21,095 (2,498) 18,597
Employment and Income Assistance .................cc.cooenne. 1,322 (20) 1,302
Energy, Mines and Petroleum Resources ....................... 11,448 (561) 10,887
Environment ... 13,500 (251) 13,249
FINanNCe ... 25,611 (3,489) 22,122
Forests and Range/Housing ...........cocooiiiiiiiiiniiiinens. 28,598 (906) 27,692
Health ... 7,744 (64) 7,680
Labour and Citizens' Services ...........cccooevviiiiiiiiiiiinn. . 29,789 (3,037) 26,752
Premier's Office — Intergovernmental Relations ............... 9 - 9
Public Safety and Solicitor General ................cocoeiinene. 21,560 (642) 20,918
Small Business and Revenue " .............cccccoeeviiiiieennn. 14,063 (460) 13,603
Tourism, Sport andthe Arts ... 7,042 - 7,042
Transportation .........oooiiiiii 13,754 (472) 13,282
Total government ..o 239,414 (14,095) 225,319
Reduction percentage -5.9%

' The baseline regulatory count on June 2004 reflects a correction to the baseline count for the BC Assessment Authority.
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Building on our success, government is
committed to continuous improvement
through Citizen-Centred Regulatory Reform.
Every ministry has undertaken a project

to streamline how citizens, business,

and industry interact with government.
Whether streamlining the processes for permit
applications, providing accessible government
databases, or delivering consistent service
across government, the objective of these
projects is to save time and ultimately reduce
the cost of interacting with government.

Major achievements include:

e Implementing a small business lens
recommended by the permanent Small
Business Roundtable, to ensure all
proposed laws and regulations meet

British Columbia’s regulatory reform goals
and to consider their potential impact on
small business.

The British Columbia-Alberta Trade,
Investment, and Labour Mobility
Agreement was signed in April 2006.

The two provinces are working to reconcile
standards and regulations — creating a more
open competitive economy in which goods,
services, investment, and workers can move
freely.

Transportation legislation and regulations
have been modernized and streamlined,
while maintaining safety and protecting and
improving transportation services. A more
results-based transportation regulatory
system contributes to British Columbia’s
economic and business competitiveness.
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Part 2: TAX MEASURES

Table 2.1 Summary of Tax Measures

Effective Date

Taxpayer Impacts

Income Tax Act
« Introduce a 10 per cent tax cut up to $100,000 in income

* Introduce an adoption expense tax credit ......... ..o

» Remove Universal Child Care Benefit payments from net income for

purposes of BC Sales Tax Credit benefits ..o

» Amend the foreign tax credit and alternative minimum tax to prevent

double taxation ....... ...

» Enhance the Mining Exploration Tax Credit for exploration activity

in Mountain Pine Beetle affected areas ...............coooiiiiiiiiiiiiiiin,

» Extend the Book Publishing Tax Credit for five more years to 2012

» Extend the Scientific Research and Experimental Development Tax Credit
for five more years t0 2014 ... o

» Extend the Scientific Research and Experimental Development Tax Credit
10 PaAMNErshiPS ..o

* Implement the enhanced dividend tax credit ..o,

* Implement the BC Training Tax Credit program

* Implement the elimination of the royalty and deemed income rebate ..........

Mineral Tax Act

» Extend the new mine allowance to 2016 ............cccovveiriiiiiiiiiiiiieeeenns

Social Service Tax Act
» Restructure the exemption for multi-glazed windows and doors
to apply only to ENERGY STAR® windows, doors (including side panels)

and skylights ... o

» Extend the expiry dates for ENERGY STAR furnaces, boilers and heat

o181 0] o XS TP PEPPP

» Extend the tax relief for hybrid passenger vehicles to 2011
» Exclude value of manufacturers' rebates from the taxable purchase price

of vehicles when the rebate is provided tothe dealer ..............................
» Provide a tax refund on eligible medical equipment purchased by charities ...
« Clarify exemption for grain, mill and other agricultural feeds and seeds .......

Motor Fuel Tax Act

+ Classify all biodiesel fuel as alternative motor fuel ...................cocooinni.

» Expand the tax exemption for propane use to include all vehicles and

machines used on afarm ... ...

Property Transfer Tax Act

« Set a province-wide First Time Home Buyers' threshold at $375,000 up from

$325,000 in the Lower Mainland and Capital Regional District and from

$265,000 in other areas of the Province ............ccooeeviiiiiiiiiiiiiieee,

» Allow greater access to the First Time Home Buyers' program for families

acquiring Habitat for Humanity homes ...

January 1, 2007
January 1, 2007

January 1, 2006

January 1, 2007

February 21, 2007
April 1, 2007

September 1, 2009
February 21, 2007
January 1, 2006

January 1, 2007
January 1, 2007

February 21, 2007

February 21, 2007

February 21, 2007
February 21, 2007

February 21, 2007

February 21, 2007
February 21, 2007

February 21, 2007

February 21, 2007

February 21, 2007

February 21, 2007

2007/08 Full Year
(% millions)
(321) (515)
(1) (1)
- )
(60) (60)
(30) (30)
23 23
2) (1)
- 3)
(4) (4)
(21) (21)

" ENERGY STAR® mark is administered and promoted in Canada by Natural Resources Canada and is registered

in Canada by the United States Environmental Protection Agency.
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Table 2.1 Summary of Tax Measures — Continued

Taxpayer Impacts
Effective Date 2007/08 Full Year

Home Owner Grant Act

($ millions)

* Implement the increase in the Home Owner Grant phase-out threshold ....... 2007 tax year - -
« Extend Home Owner Grant eligibility to certain low-income homeowners
with homes assessed above the phase-out threshold ............................... 2007 tax year (1) (1)

Land Tax Deferment Act

» Extend eligibility to homeowners age 55 and over from 60 and over ............ 2007 tax year - -

Ports Property Tax Act

» Provide authority to apply the tax rate cap to an eligible ports property
in the year itbecomes taxable ... Royal Assent - -

School Act

 Set residential school property tax rates ............ccoooiiiiiiiiii 2007 tax year - -
» Set provincial non-residential school property tax rates ................c.coceeueni. 2007 tax year - -
* Provide a school tax exemption for wind power towers and foundations ....... 2007 tax year - -

Taxation (Rural Area) Act

« Set provincial rural property tax rates ............cccoiiiiiiii 2007 tax year - -

Provincial Sales Tax Review
Various Consumption Tax Statutes
» Changes to consumption tax statutes to reduce compliance burden
for businesses and simplify specific exemptions .............ccocoiiiiiin, various (40) (40)

Subtotal .............

Police Act

............................................................................. (457) (655)

» Implement new property tax to help fund police services in rural areas and
communities under 5,000 population .............cooiiiiiiiiiii 2007 tax year 25 25

............................................................................. (432) (630)

Tax Measures — Supplementary Information

For more details on tax changes see Ministry of Small Business and Revenue website at:

Income Tax Act

www.sbr.gov.be.ca/budget/budget.htm

Personal Income Tax Reduction

Effective for the 2007 and subsequent tax years, the province will reduce

the four lowest personal income tax bracket rates and reduce the phase-out
rate for the BC Tax Reduction such that all taxpayers will receive a reduction
in personal income taxes payable. The tax rate changes will mean at least

a 10 per cent personal income tax cut up to $100,000. The direct benefit to
taxpayers will be approximately $515 million on a full year basis.

The four lowest tax bracket rates are reduced by about 5 per cent for the
2007 tax year and by about 10 per cent for the 2008 and subsequent tax years.
The phase-out rate for the BC Tax Reduction is reduced from 3.6 per cent

to 3.4 per cent for 2007 and to 3.2 per cent for 2008 and subsequent tax
years. Table 2.2 shows British Columbia’s personal income tax brackets and
corresponding rates before and after the changes for 2007 and 2008. The tax
rates will be adjusted effective July 1, 2007 for source deduction purposes.
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Table 2.2 British Columbia Personal Income Tax Brackets and Rates

Tax rates
After changes
Tax bracket Taxable income range* Prior to changes 2007 2008
1 $1 to $34,397 6.05% 5.70% 5.35%
2 $34,397.01 to $68,794 9.15% 8.65% 8.15%
3 $68,794.01 to $78,984 11.70% 11.10% 10.50%
4 $78,984.01 to $95,909 13.70% 13.00% 12.29%
5 Over $95,909 14.70% 14.70% 14.70%

* Brackets are indexed to provincial inflation.

Table 2.3 shows the impact of the tax rate changes to British Columbia
personal income taxes payable for a single individual with wage income and
claiming basic credits only.

Table 2.3 British Columbia Tax Cut — Impact on Taxpayers*

2007 BC tax Reduction in tax Percentage change
Taxable Income before tax cuts 2007 2008 when fully implemented
$20,000 $338 $41 $82 -24%
$30,000 $1,157 $67 $134 -12%
$40,000 $1,895 $109 $216 -11%
$50,000 $2,799 $158 $315 -11%
$60,000 $3,714 $208 $415 -11%
$70,000 $4,659 $258 $517 -11%
$80,000 $5,849 $319 $639 -11%
$100,000 $8,630 $430 $864 -10%
$120,000 $11,570 $430 $864 7%
$150,000 $15,980 $430 $864 -5%

* Calculated for a single taxpayer with wage income and claiming basic credits.

With the 10 per cent tax cut, BC will have the lowest personal income tax
burden in Canada for individuals up to about $108,000 in income.

Since 2000, the province has introduced three significant changes to personal
income taxes; the 25 per cent tax cut in 2001, the BC Tax Reduction in 2005
and the 10 per cent tax cut in Budget 2007. Table 2.4 shows the impact of
these changes by comparing BC taxes payable using rates in effect prior to the
changes in 2001 and after the 10 per cent tax cut.

Table 2.4 British Columbia Personal Income Taxes Payable
Before and After Tax Cuts’

BC tax before BC tax after Reduction  Percentage change
Taxable Income 2001 tax cuts 2007 tax cuts in BC tax in BC tax
$15,000 $56 $0 $56 -100%
$20,000 $823 $256 $567 -69%
$30,000 $1,606 $1,023 $583 -36%
$40,000 $2,585 $1,679 $906 -35%
$50,000 $3,760 $2,484 $1,276 -34%
$60,000 $4,950 $3,299 $1,651 -33%
$70,000 $6,197 $4,142 $2,055 -33%
$80,000 $7,888 $5,210 $2,678 -34%
$100,000 $11,669 $7,766 $3,903 -33%
$120,000 $15,609 $10,706 $4,903 -31%
$150,000 $21,519 $15,116 $6,403 -30%

* Taxes are calculated for a single wage earner claiming basic credits and using 2007 credit amounts and
tax bracket thresholds. Taxes before tax cuts are calculated using tax rates in place prior to the
25 per cent tax cut in 2001. Taxes after tax cuts are calculated using 2008 tax rates as announced in Budget 2007 .
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Adoption Expense Tax Credit

Effective for the 2007 and subsequent tax years, the province will provide an
Adoption Expense Tax Credit. The credit will be harmonized with the federal
adoption expense tax credit and will be calculated using the same expenses
used to calculate the federal credit but using the provincial non-refundable

tax credit rate. The maximum expenses that can be claimed is $10,445 for
2007 (indexed to national inflation) and will provide parents with a provincial
personal income tax reduction of up to $595 for 2007. It is expected that about
600 families will be able to claim the credit each year.

BC Sales Tax Credit and Universal Child Care Benefit Income

Effective for 2006 and subsequent tax years, the Act is amended to exclude
the federal Universal Child Care Benefit from the definition of income used for
determining the BC Sales Tax Credit. The federal Universal Child Care Benefit
is $100 per month per child under the age of six. This change will ensure that
families will not receive a reduction in their BC Sales Tax Credit due to the
receipt of Universal Child Care Benefit payments.

Foreign Tax Credit and Alternative Minimum Tax

Effective for 2007 and subsequent tax years, the Act is amended to prevent
double taxation in certain situations where a taxpayer claims a foreign tax
credit and is subject to alternative minimum tax.

Enhanced Mining Exploration Tax Credit

Effective for eligible expenses incurred after February 20, 2007, mining
exploration in prescribed Mountain Pine Beetle affected areas will be eligible
for an enhanced tax credit rate of 30 per cent, up from 20 per cent. The tax
credit is available to eligible individuals, corporations and partnerships
conducting grassroots mining exploration in BC. The expiry date for the
enhanced tax credit rate will be December 31, 2016.

Book Publishing Tax Credit Extended

The Book Publishing Tax Credit is extended for an additional five years to
2012. The Book Publishing Tax Credit provides BC publishers a credit based
on their eligibility for the Aid to Publishers component of the federal Book
Publishing Development Incentive Program. The expiry date for the credit is
changed to April 1, 2012 from April 1, 2007.

Scientific Research and Experimental Development Tax Credit

The Scientific Research and Experimental Development Tax Credit is
extended for an additional five years to 2014. The credit is available to eligible
taxpayers that undertake eligible research and development activities in the
province. The expiry date for the credit is changed to September 1, 2014 from
September 1, 2009.
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Scientific Research and Experimental Development Tax Credit and Partnerships

The Scientific Research and Experimental Development Tax Credit is
extended to partnerships effective for eligible expenditures incurred after
February 20, 2007. Corporations that are active members of a partnership that
incurs qualifying expenditures will be able to claim the credit.

Enhanced Dividend Tax Credit

As announced on October 10, 2006, the province is implementing an enhanced
dividend tax credit at the 12 per cent rate effective for 2006 and subsequent
tax years. The change parallels the new federal enhanced dividend tax credit
mechanism and will reduce the extent to which corporate income is taxed at
both the corporate and personal level.

Under the new enhanced dividend tax credit mechanism for personal income
tax:

e cligible dividends will be determined under federal income tax rules;
¢ dividends will be grossed up by 45 per cent and added to taxable income;

e a new enhanced dividend tax credit will apply to the grossed up amount
(federal rate is 19 per cent and BC rate is 12 per cent).

The existing BC dividend tax credit of 5.1 per cent is unchanged and will
continue to apply to dividends that are subject to the existing federal gross up
of 125 per cent. This is primarily dividends paid by corporations eligible for
the small business deduction.

BCTraining Tax Credit

As previously announced, a package of training tax credits for employers and
employees is introduced to help address the skill shortage in BC. There are
three main elements to the training tax credits:

e basic credits;
e completion credits; and

e enhanced credits for First Nations individuals and persons with disabilities.

British Columbia’s basic credits will complement the federal government’s
incentives for apprenticeship training which are limited to the first two years

in Red Seal apprenticeship programs (apprentice programs that are recognized
across Canada). British Columbia’s basic training tax credits will provide similar
incentives to BC-recognized (non-Red Seal) apprenticeship programs not
currently eligible for the federal incentives.

The basic credit for employers will be 10 per cent of wages paid up to

$2,000 per apprentice in the first 24 months of a non-Red Seal apprenticeship
program. The basic credit for employees will be $1,000 per year for completing
the first year or second year levels of any non-Red Seal apprenticeship
program.
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British Columbia’s completion credits will apply to both Red Seal and
non-Red Seal apprenticeship training programs and provide further benefits
tied to the completion of higher training levels. The employer credits will

be the lesser of $2,500 or 15 per cent of wages paid to an apprentice that
completes level 3 of any apprenticeship program, and up to $3,000 or

15 per cent of wages paid to an apprentice that completes level 4 or higher
of any apprenticeship program. The employee credits will be $2,000 for an
apprentice that completes level 3 of any apprenticeship program, and $2,500
for an apprentice that completes level 4 or higher of any apprenticeship
program.

To encourage greater participation in trades training in respect of First Nations
individuals or persons with disabilities, individual and employer tax credits will
be 50 per cent higher than they would otherwise receive. Eligible First Nations
individuals are those persons who hold Status Indian cards, and persons with
disabilities are those eligible for the disability amount credit on their income
tax return.

The employer credits are effective for wages paid after December 31, 2006
and the employee credits are available for the 2007 and subsequent tax years.
The credits will be scheduled to expire effective January 1, 2012.

Royalty and Deemed Income Rebate

As announced in Budget 2000, the royalty and deemed income rebate is
eliminated effective for tax years starting after 2006. Under the royalty and
deemed income rebate taxpayers calculate tax by adding back into income
the federal resource allowance, and deducting provincial royalties and taxes
paid under the Mineral Tax Act. This provision was put in place in the 1970s
because the province did not want to parallel the federal resource allowance.

The federal government has eliminated its resource allowance and, with the
elimination of the BC royalty and deemed income rebate, the federal and
provincial taxation of the resource sector is now harmonized.

Mineral Tax Act
Extension of New Mine Allowance

Effective February 21, 2007, the new mine allowance is being extended

to January 1, 2016 from January 1, 2010. The allowance encourages new
mine development in the province by effectively providing a deduction of
133.3 per cent of capital costs for mines that commence production between
December 31, 1994 and January 1, 2016 or that expand existing mines during
the same period. This deduction reduces the net revenue mineral tax payable
by taxpayers.
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Social Service Tax Act

Exemption for “ENERGY STAR Qualified”Windows, Doors (Including Side
Panels) and Skylights

Effective February 21, 2007, the exemption for storm windows and storm
doors, multi-glazed windows, doors containing multi-glazed windows,

and glass and other materials purchased by a vendor to make multi-glazed
windows is restructured to apply only to windows, doors (including side
panels) and skylights that are listed as being “ENERGY STAR Qualified” by the
Office of Energy Efficiency, Natural Resources Canada. The exemption will
expire on April 1, 2009.

To be listed as “ENERGY STAR Qualified”, products must meet or exceed
technical specifications to ensure they are among the most energy efficient in
the market place.

Energy Efficient Residential Heating Equipment Exemption Extended

The exemption for the purchases or leases of home heating equipment,
listed as being “ENERGY STAR Qualified” by the Office of Energy Efficiency,
Natural Resources Canada, is extended in the following manner:

e Gas fired forced-air furnaces if purchased before January 1, 2008.

e Boilers, air-source heat pumps and ground source heat pumps if purchased
before April 1, 20009.

In addition, effective February 21, 2007 a new exemption is implemented
for the purchase or lease of “ENERGY STAR Qualified” oil fired forced-air
furnaces. This exemption will expire on April 1, 2009.

The exemption for oil-fired forced-air furnaces that have a Seasonal Energy
Utilization Efficiency Rating of at least 85 per cent, as established under the
federal Energy Efficiency Act, will expire on April 1, 2007, as indicated in
Budget 2005.

Relief for Hybrid Vehicles Extended

The existing provincial sales tax relief for hybrid electric passenger vehicles

is extended to March 31, 2011. Hybrid electric passenger vehicles will be
eligible for a 100 per cent reduction of sales tax up to a maximum of $2,000 if
purchased or leased before April 1, 2011.

Previously, these vehicles were eligible for the maximum $2,000 sales tax relief
until March 31, 2008 and then a maximum of only $1,000 from April 1, 2008 to
March 31, 2009 at which time the concession was scheduled to expire.

Concession for Manufacturers’ Rebates on Vehicles

Effective February 21, 2007, the Act is amended to exclude the value of
manufacturers’ rebates from the taxable purchase price of motor vehicles if
the rebate is provided by the manufacturer to the seller of the vehicle as a
condition of the sale of the vehicle.

Budget and Fiscal Plan— 2007/08 to 2009/10



Tax Measures 81

Motor Fuel Tax Act

This amendment ensures that customers who purchase a motor vehicle are not
liable for tax on a rebate payment that the motor vehicle dealer receives from
the manufacturer for the sale of that vehicle.

Refund Program for Registered Charities Purchasing Medical Equipment

Refunds of provincial sales tax will be available to a registered charity or

an eligible hospital auxiliary on medical equipment purchased on or after
February 21, 2007. The refund is only available when the purchase is made
with the charity’s or auxiliary’s funds and the medical equipment is used by a
health facility to treat or diagnose patients.

The legislation enabling these refunds will be brought into effect by regulation
after the government consults with representatives of the British Columbia
Association of Health-Care Auxiliaries, hospital foundations and health
authorities to develop the details of the refund claim process.

Agricultural Feeds and Seeds Exemption Clarified

Effective February 21, 2007, the Act is amended to clarify that grain, mill and
other agricultural feeds and seeds are exempt when purchased and used solely
for an agricultural purpose.

Feeds for animals that are raised ordinarily as food for human consumption
or for animals that are sold in the regular course of business continue to be
exempt.

Alternative Motor Fuel Classification for Biodiesel Fuel

Effective February 21, 2007, the Motor Fuel Tax Regulation is amended to
allow all biodiesel fuel to be eligible for alternative motor fuel status. As a
result, biodiesel fuel in all blends of biodiesel fuel with diesel fuel, as well as
100 per cent biodiesel fuel, is exempt from tax.

Use of Propane Motor Fuel for Farming Purposes
Effective February 21, 2007, the Motor Fuel Tax Regulation is amended to

clarify that propane used in any motor vehicle or machinery for farming
purposes is exempt from tax.

Property Transfer Tax Act

Fair Market Value Threshold for Eligibility under the First Time Home Buyers’
Program

Effective for registrations after February 20, 2007, the fair market value
threshold for eligible residential property under the First Time Home Buyers’
Program is increased and will apply throughout the province. The new
threshold will be $375,000, which is increased from $325,000 in the Capital
Regional District, Fraser Valley Regional District and Greater Vancouver
Regional District, and from $265,000 in other areas of the province.
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A proportional exemption is provided for principal residences that have a fair
market value up to $25,000 above the new threshold.

With this change, eligible first time homebuyers can save up to $5,500 in
property transfer tax on the purchase of their home.

Habitat for Humanity Families and the First Time Home Buyers’ Program

Effective for registrations after February 20, 2007, families purchasing homes
from BC affiliates of Habitat for Humanity Canada (Habitat) will have greater
access to the First Time Home Buyers’ exemption. Under the First Time Home
Buyers’ Program, eligible purchasers can claim an exemption if the fair market
value of the home is less than a threshold.

Habitat families contribute a minimum number of hours in building their own
home and accept a first mortgage from Habitat. The Act is amended to base
eligibility under the First Time Home Buyers’ Program on the principal amount
of the first mortgage which is the total amount Habitat families pay for their
homes.

Home Owmner Grant Act
Increase in Threshold for Home Owner Grant Phase-out

As announced January 12, 2007, effective for the 2007 tax year, the threshold
for the phase-out of the homeowner grant is increased to $950,000 of assessed
value from $780,000 of assessed value. This change ensures that more than

95 per cent of homeowners are eligible for the full grant. Without the threshold
increase taxpayers would pay about $14 million more in property taxes this
year.

For properties valued above the threshold of $950,000, the grant is reduced
by $5 for every $1,000 of assessed value in excess of the threshold. The basic
grant is eliminated for properties valued at $1,064,000 and above and
eliminated for those recipients of the additional grant, available to seniors,
veterans and the disabled, whose properties are valued at $1,119,000 and
above.

Extension of Home Owner Grant Eligibility

Effective for the 2007 tax year, the homeowner grant is provided to some
low-income homeowners who, but for the high assessed value of their home,
would receive the additional home owner grant. Key eligibility criteria for the
supplement are that a homeowner:

e would qualify for the additional home owner grant amount (seniors, certain
veterans and certain persons with disabilities), except that their home is
assessed above the threshold; and

e meets low-income criteria.

Budget and Fiscal Plan— 2007/08 to 2009/10



Tax Measures 83

This measure ensures that low-income seniors and other qualified individuals
who own and reside in properties that have increased in value beyond the
threshold but who may face financial hardship receive some of or all the
homeowner grant.

The Ministry of Small Business and Revenue will administer the program and
applications must be made directly to the Ministry. Further details about the
program and application forms will be available before property taxes for 2007
become due.

Land Tax Deferment Act

Extension of Homeowner Eligibility

Effective for the 2007 tax year, the age at which an owner may begin to defer
property taxes on their principal residence is lowered to 55 from 60 years of
age. The Property Tax Deferment Program is a low interest loan program that
enables qualifying BC homeowners to defer the annual property taxes on their
homes.

Ports Property Tax Act

School Act

Applicability of Tax Rate Cap in the Case of Occupation of Crown Land

The Ports Property Tax Act is amended to allow eligible ports property that
becomes taxable during the year through the occupation of Crown Land to be
designated for the ports property tax rate cap in the year the property becomes
taxable.

Provincial Residential School Property Tax Rates

For the 2007 tax year, average residential school property taxes before
application of the homeowner grant will be increased by the provincial
inflation rate from the previous year. For 2007 the increase will be 2.0 per cent.
This rate setting policy has been in place since 2003.

Provincial Non-Residential School Property Tax Rates

A single province-wide rate is set for each of the seven non-residential
property classes.

In response to increases in assessed values, the rates for 2007 will be set so
that the change in total non-residential school tax revenue will be limited to
inflation plus new construction. This adjustment to rates may differ by property
class to reflect differences in relative changes in assessed values by class.

The rates will be set when revised assessment roll data are available.
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School Tax Exemption for Alternative Energy Power Projects

Effective for the 2007 tax year, an exemption from school tax is introduced for
specified improvements of wind power projects. Similar tax relief was provided
to eligible hydroelectric power projects in Budget 2005.

The exemption is for the towers that support wind turbines and for the
foundations for those towers.

Taxation (Rural Area) Act

Provincial Rural Area Property Tax Rates

A single provincial rural residential tax rate applies province-wide. For the
2007 tax year, the average residential provincial rural area taxes will increase
by the 2006 provincial inflation rate of 2.0 per cent.

Non-residential provincial rural tax rates will be set so that the change in
total non-residential rural tax revenue will be limited to inflation plus new
construction.

Provincial Sales Tax Review

Police Act

For a description of the results of the review, see the topic box at the end of
this Part.

New Property Tax to Help Fund Police Services

As previously announced, the province will introduce a new funding model for
policing. In 2007, taxpayers in municipalities with populations under 5,000 and
in rural areas will pay up to 50 per cent of the total annual provincial policing
costs for these areas.
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Provincial Sales Tax Review

A competitive and streamlined tax structure
benefits British Columbians by making

it easier to do business, encouraging
business growth and investment, and
promoting British Columbia as the most
small business-friendly jurisdiction in
Canada. In turn, the economic benefits

of a streamlined tax structure support the
province’s Great Goal to lead Canada in job
creation.

To help achieve these benefits, the Ministry
of Small Business and Revenue completed a
review of provincial sales tax (PST) policies
and legislation. The review sought to
develop options to simplify, streamline and
enhance the fairness of the sales tax.

Between November 2005 and May 2000,
the Minister of Small Business and
Revenue invited small business, industry
and individuals to attend one of 20 PST
Review consultation meetings in regions
across British Columbia or to send written
submissions by mail, email or facsimile.

With the support of the Ministry of Finance,
the Ministry of Small Business and Revenue
evaluated the resulting proposals and
options based on whether they:

e support the Province of British Columbia’s
Strategic Plan goals;

e enhance British Columbia’s business-
friendly environment;

e minimize the negative impact on small
business; and

e case the administrative burden for
retailers, who handle most PST collections
and remittances.

Statutory and policy changes in Budget 2007
that flow from the PST Review are described
below. These changes total $40 million
annually in savings for businesses across
British Columbia. The PST Review identified
other options to simplify tax applications
that will require further discussion and

analysis, since they would result in fundamental
changes for certain businesses. Through
2007/08, the Ministry of Small Business and
Revenue will continue consultations with
affected businesses on these issues, which are
also listed below.

Tax Remittances

Extension of Remittance Date - Effective

April 1, 2007, the due date for remitting

tax returns and payments under the Social
Service Tax Act and the Hotel Room Tax Act is
extended from the 15th day to the 23rd day
of the month. For example, tax collected or
that becomes payable in March 2007 is due
on or before April 23, 2007. This responds to
complaints from businesses of all sizes that
the current remittance period of 15 days is too
short.

Clarification of Due Date — Effective

April 1, 2007, the Social Service Tax Act and
Hotel Room Tax Act are amended to clarify
that tax returns and payments are considered
remitted on time if they are received by the
province on the due date. For remittances sent
by mail, courier or other electronic means,

the business must allow sufficient time for

the return and payment to be received by

the province on the 23" of the month. This is
a change from the return or payment being
considered on time as long as the payment
was sent on or before the due date. If the
remittance is made at a financial institution, the
payment must be dated on or before the 23™,
Remittances delivered in person to a Consumer
Taxation Branch or Service BC office, must be
received by that office on or before the 23

Tax Return Reporting Frequency - Effective
February 21, 2007, the threshold for reporting
less frequently than monthly is increased under
the Social Service Tax Act and the Hotel Room
Tax Act. Business with annual tax remittances
of $12,000 or less may qualify for quarterly,
semi annual or annual reporting frequencies,
depending on the amount of tax remitted, the
nature of the business and compliance history.
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The increase from the previous threshold
of $8,400 for less frequent remittances will
provide greater flexibility for many small
businesses to match their tax reporting
frequency to their business needs.

Audits, Refunds, and Record Keeping

Audit Assessment Period Reduced — Effective
February 21, 2007, audit assessment
limitation periods are reduced to four

years from six years under the Social
Service Tax Act, Hotel Room Tax Act,

Motor Fuel Tax Act and Tobacco Tax Act.
All tax assessments issued on or after
February 21, 2007 will be limited to

a maximum of four years, including
assessments related to audits that began
before February 21, 2007 but are not yet
completed. The four year limitation period
does not apply in cases of fraud, for which
there is no limitation period. All businesses
in the province, including over 100,000
businesses registered to collect tax, will
benefit from this initiative which reduces the
impact of inadvertent error and the amount
of potential tax liabilities.

Refund Limitation Period Reduced — Effective
May 1, 2007, the limitation period for
applying for a refund is reduced to four
years from six years under the Social Service
Tax Act, Hotel Room Tax Act, Motor Fuel
Tax Act and Tobacco Tax Act. Applications
for refunds of tax paid more than four years
ago but within the current six year limitation
period must be received by April 30, 2007
to be considered. This change does not
eliminate any rights to refunds of tax.

It simply reduces the time in which a refund
may be claimed, and maintains consistency
between audit and refund limitation periods.

Record Retention Period Reduced — Effective
February 21, 2007, record retention periods
are reduced to five years from seven years
under the Social Service Tax Act, Hotel Room
Tax Act, Motor Fuel Tax Act and Tobacco
Tax Act. This change is consequential to the
reduction in the audit assessment period,

and reduces the record keeping burden for
over 100,000 businesses that collect and remit
tax as well as for other persons carrying on
business in the province.

Audits of Liquor Licensees - Effective

February 21, 2007, audit assessments of liquor
licensees for variances between the amount of
tax remitted on liquor sales and the amount
of tax expected based on liquor purchases
will be reduced from the current six year
period to a maximum three year period. This
measure enhances fairness for liquor licensees
by implementing a similar approach to that
provided to other retailers with variances due
to unrecorded sales.

Registration and Collection Threshold — Effective
February 21, 2007, persons with annual gross
revenues of $10,000 or less from sales of all
tangible personal property, other than motor
vehicles (including all terrain vehicles and
snowmobiles), aircraft, vessels (including
personal watercraft) and liquor or parking
rights, who do not regularly make sales or
leases from established commercial premises
and who do not maintain an established
business premise are not required to register
as a vendor and collect and remit tax on
those sales. Eligible persons who choose not
to register must pay tax on all items acquired
for resale, including items used to make
other items for sale, and must keep records
of their sales. This measure removes the
responsibility of collecting and remitting tax
from approximately 20,000 small home-based
craft persons and non-profit organizations that
only make infrequent sales.

Exemptions

Oil and Gas Exploration and Development

- Effective February 21, 2007, the social service
tax exemption for production machinery and
equipment used exclusively in the exploration
for, discovery or development of petroleum

or natural gas is expanded to include the
following equipment:

e portable doghouses, winches, pickers,
and boilers and steamers required for
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heating blowout preventers, but not the
automotive unit on which the equipment
is transported; and

e parts of a pump truck, including pumps,
tanks, lines, pipes, controls, manifolds,
drop boxes, mixing hoppers, valves,
engines, and transmissions but not the
automotive unit on which the parts are
transported.

In addition, the Ministry of Small Business
and Revenue will consult with oil and gas
producers and processors to review the
current interpretation of the definition of
“well head” to ensure the tax application is
clear.

Roadside Tire Services — Effective
February 21, 2007, emergency roadside
motor vehicle tire change services are
exempt from social service tax. Currently,
tire changing services are the only road
side service subject to tax. Extending the
exemption to tire changes eliminates a
complexity for business.

Prescription Drug Samples — Effective
February 21, 2007, prescription medications
provided for promotional purposes by
pharmaceutical companies to a physician,
dentist or veterinarian are exempt from
social service tax. Currently, prescription
medications are only exempt when
purchased by consumers. The extension of
this exemption to samples of prescription
medications removes an anomaly under
which samples of non-prescription
medicines are exempt but samples of
prescription medicines are not.

Bare Leases and Lease with Operator

— Effective February 21, 2007, the
application of tax to equipment acquired
for lease and occasionally supplied with

an operator is simplified. Under the new
provisions, businesses that occasionally use
equipment from their lease inventory under
an agreement to supply the equipment
with an operator will only be required to
pay tax on the normal lease price of that

equipment. Currently, when equipment is
removed from the lease inventory and supplied
with an operator, the lessor is required to

pay tax on the full depreciated cost of that
equipment. This change eliminates the need
for such businesses to maintain two separate
inventories.

Catalysts and Direct Agents — As the result of
the Review a recommendation was made to
change the exemption for catalysts and direct
agents used in a chemical reaction for the
manufacture or transformation of a product
for sale or lease. The recommendation was to
expand the exemption to all substances used
in the production process that are integral to
the production (transformation of materials
into products for sale or lease), even if they do
not come into direct contact with the materials
being manufactured.

In January 2007, a decision of the

British Columbia Court of Appeal effectively
broadened the exemption for catalysts and
direct agents from the previous interpretation.
While the result is not identical to the
recommendation arising from the Review, it
does expand the exemption.

Rather than implement the recommendation
for catalysts and direct agents, Government
will administer the exemption in accordance
with the Court of Appeal’s interpretation.
Government is currently analyzing the Court’s
decision to determine how the exemption will
be administered.

Further Consultations

A number of issues arose during the

review which require further consultation.
The government will consult on the following
issues and develop recommendations for
further simplification and streamlining of the
tax system.

Farmers’ Exemption — The current social service
tax exemption for bona fide farmers is based
on a prescribed list of approximately 300 items
that are exempt to farmers. Interpreting and
applying the list can be administratively
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burdensome for both farmers and retailers.
Consultations will focus on simplifying the
approach to the exemption.

Work Related Safety Equipment Exemption
— The current exemption for work related
safety equipment designed to be worn by a
worker is difficult to interpret and apply for
retailers, businesses and individual workers.
Consultations will focus on simplifying the
approach to the exemption.

Tax Application to Real Property
Improvements — The current application of
social service tax to improvements to real
property contracts is complex because the
application is dependent on the form of the
contract under which the improvements
are carried out. An additional complexity
exists for taxable service providers as

they must determine whether they are
providing a service to an improvement

to real property or to tangible personal
property in order to ensure the tax is
applied correctly. Consultations will focus
on recommendations to address the
complexities of the current application.

Transfer of Business Assets for Partnerships —
The current application of social service tax
to asset transfers to and from partnerships

and transfers of partnership interests is
implicit in the principles of the Social Service
Tax Act. Consultations will focus on ways to
bring greater certainty to the application of
tax.

Trusts and Amalgamations — Consultations
will be undertaken to develop public
information providing clear guidelines

on the application of social service tax

to transactions involving trusts, or the
amalgamation of companies or organizations.

Special Registration Permits — In consultation
with industry, a special registration permit
system will be designed to replace the
Certificate of Exemption currently used

by businesses eligible for the production
machinery and equipment exemption, and

to replace the refund system on purchases of
goods for use out of province. The special
permits will reduce the administrative burden
for retailers and business.

Audit Sampling — Consultations will occur
with the business community to develop

proposals for modernized audit sampling
techniques.

Budget and Fiscal Plan— 2007/08 to 2009/10




Part 3: BRITISH COLUMBIA ECONOMIC REVIEW AND OUTLOOK'

Summary

British Columbia’s economy is estimated to have grown 3.9 per cent in 2000,
following growth of 3.7 per cent in 2005. The Ministry of Finance forecasts
BC economic growth of 3.1 per cent in 2007 and 3.0 per cent in 2008

(see Chart 3.1).

In the medium-term, growth is expected to remain solid throughout the
forecast period due to continued expansion of the domestic economy and
improved trade sector growth.

The main risks to the economic outlook are:

Further weakness in the US economy, particularly in the US housing market
The Canadian dollar rises significantly above the current forecast

Slower than anticipated global demand results in lower demand for
British Columbia’s exports

Skilled labour shortages and inter-provincial migration pressures

The Mountain Pine Beetle epidemic

Chart 3.1 British Columbia’s economic outlook

BC Real GDP
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e: estimate, The EFC provided an average forecast for 2009 to 2011

The Economic Forecast Council’s average estimate of economic growth was
4.0 per cent for 2000, 3.4 per cent for 2007 and 3.3 per cent for 2008. Over
the medium-term (2009 to 2011), the Council’s average forecast called for
British Columbia’s economic growth to be 3.2 per cent per year. Consistent
with prudent forecast assumptions, the Ministry of Finance outlook is lower
than the Economic Forecast Council forecast average (see Chart 3.1). A topic
box at the end of Part 3 reports on the Minister of Finance’s consultation with
the Economic Forecast Council.

! Reflects information available as of February 9, 2007. All annual and quarterly references are for the calendar year. Some numbers may not

add due to rounding.
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Recent Developments

BC’s economy showed considerable strength in 2000, with solid growth in
retail sales, housing starts and non-residential building permits, indicating
robust domestic demand. On the trade side, the current value of merchandise
exports declined from high levels earlier in the year, partly due to a higher
Canadian dollar, declining prices for natural gas and lumber, and weaker
demand for BC wood exports due to a slowdown in the US housing market.

The performance of key BC economic indicators in recent quarters is
presented in Table 3.1.

Table 3.1 British Columbia Economic Indicators

Data seasonally adjusted unless otherwise noted

Third Quarter Fourth Quarter Year-to-Date
Jul. to Sep. 2006  Oct. to Dec. 2006 Jan. to Dec. 2006
change from change from change from

Apr. to Jun. 2006  Jul. to Sep. 2006 Jan. to Dec. 2005
Per cent change

Employment ..o +0.3 +0.7 +3.1%*
Manufacturing shipments ................ -0.5 +0.8* +2.7*
EXPOrts ... -2.4 -1.4* -1.4*
Retail sales ..........cccoiiiiiiiinns +1.2 -1.2* +6.3%
Housing starts .............c.coeeveeennennn. +5.1 -1.7 +5.1**
Non-residential building permits ........ -1.8 +43.9 +21.9**

Note: * data available to November only; ** annual non-seasonally adjusted data

In 2000, total employment in BC posted annual growth of 3.1 per cent, or
65,000 new jobs. The unemployment rate continued to reach lows not seen in
over thirty years, falling to 4.3 per cent in June, before rising to 5.2 per cent in
December. For the year 2000, the unemployment rate averaged 4.8 per cent.
Sectors that saw the largest employment gains (in terms of growth rates)
were: health and social services, retail and wholesale trade, education, mining
and construction. In January 2007, employment increased by 31,700 jobs (or
1.4 per cent), resulting in the unemployment rate dropping back down to

4.3 per cent.

The housing sector was a source of economic strength in 2006, with housing
starts for the year increasing by 5.1 per cent over 2005 levels and reaching
36,443 units. The growth in housing starts has largely been in single units,
which increased 12.5 per cent, while multiple units increased by only

0.3 per cent. In January 2007, housing starts rose to an annualized rate of
39,200 units, an increase of 15.0 per cent over December levels. Demand in
the housing sector continues to be supported by positive inter-provincial
migration and solid income growth.

Retail sales continued to post robust growth in the first 11 months of 2000,
with retail sales in BC rising 0.3 per cent on a year-to-date basis to November.
Retail sales growth has been broad based with categories such as used and
recreational motor vehicle sales, home furnishings stores, home centres and
hardware stores seeing the highest growth. Retail sales have been driven

by robust income growth, positive consumer confidence and the additional
demand for household goods from an active housing market. Retail sales in
BC declined for three consecutive months from September to November 2000.
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According to Statistics Canada, severe storms at the end of November are
thought to have played a role in dampening November retail sales.

The value of manufacturing shipments rose 2.7 per cent in the first 11 months
of 2000, largely due to increases in non-forestry manufacturing. Manufacturing
of primary and fabricated metal, computer and electronic, and transportation
equipment all saw gains in 2006. However, the value of wood products
manufacturing declined 12.0 per cent year-to-date to November compared

to the same period the prior year, due to declining prices and a slowing US
housing market.

The value of merchandise exports declined 1.4 per cent in the first 11 months
of 2006 mainly due to a 14.2 per cent drop in energy exports and a

3.3 per cent decline in forestry exports. Excess supply of natural gas led to
declines in prices from the high levels seen in 2005, which were caused by
North American supply disruptions resulting from Hurricanes Katrina and Rita.
Meanwhile, forestry exports declined due to lower prices and weaker demand
from the US.

The value of non-residential building permits grew 21.9 per cent in 2000.
Commercial permits led all categories, rising by 32.1 per cent in 2006 as
all three categories of non-residential permits (industrial, commercial and
institutional and government) saw gains.

The Outlook for the External Environment

United States

According to advance estimates, US economic growth accelerated in the fourth
quarter of 2000, reaching an annualized rate of 3.5 per cent. This followed
weaker growth of 2.6 per cent in the second quarter and 2.0 per cent in the
third quarter. The solid growth in the fourth quarter was due to a number of
factors, including robust growth of consumption, government spending and
exports, as well as a decline in imports. Residential investment continued to
be a significant drag on quarterly growth, posting an annualized decline of
19.2 per cent in the fourth quarter. This was the fifth consecutive quarterly
decline in residential investment. Based on the advance estimate, annual 2006
US economic growth was 3.4 per cent, although it should be noted that the
fourth quarter estimate was the first of three estimates to be made by the

US Bureau of Economic Analysis.

The US labour market, a lagging indicator of economic activity, was healthy in
2006. Annual average non-farm employment increased by 2,468,000 persons
(or 1.8 per cent), while the unemployment rate declined to an annual average
of 4.6 per cent, down from 5.1 per cent in 2005. US consumer price inflation
was 3.2 per cent in 2006, while core inflation (which excludes food and
energy) was 2.5 per cent. Sustained higher core inflation has raised concerns
that the US Federal Reserve may be forced to hold interest rates steady or even
raise rates to combat inflationary pressures, even though economic growth
remains weak.

Budget and Fiscal Plan— 2007/08 to 2009/10



92

British Columbia Economic Review and Outlook

The US housing market peaked in January 20006, with annualized housing
starts reaching 2.265 million units, and declined throughout the rest of the
year, reaching a low of 1.478 million annualized starts in October. This decline
in housing was a drag on economic growth throughout the year. The US
National Association of Home Builders’ (NAHB) housing market index, a
measure of present and future housing market conditions, fell to levels not
seen since early 1991. The index has moved up in recent months, although

in January 2007 it still remained at levels considered unfavourable (see

Chart 3.2). Additionally, December median home prices of sales of existing
homes remained flat in year-over-year terms and inventories of unsold existing
homes have remained at high levels, although they have dropped in recent
months. Foreclosures and mortgage default risk have risen, partly due to
previous interest rate increases by the Federal Reserve, and the impact of
flattening/declining house prices coupled with the increased prevalence of
interest-only and adjustable rate mortgages.

Chart 3.2 US housing market declines in 2006
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Source: National Association of Home Builders

According to the January Consensus Economics survey of private sector
economists, US real GDP is expected to grow by 2.4 per cent in 2007 and

3.0 per cent in 2008. The 2007 outlook for the US increased slightly in January,
due to improved data for retail sales, the labour market and consumer
confidence, as well as waning price pressures. The 2007 economic outlook
had been deteriorating throughout 2006 as the US housing market cooled
dramatically, resulting in slowing real GDP growth. The evolution of the
Consensus Economics survey forecast for the US can be seen in Chart 3.3.

In order to reflect the risks surrounding the US economic outlook, the
Ministry of Finance’s growth assumptions are somewhat lower than the
consensus. The Ministry of Finance is assuming that the US economy will
grow by 2.1 per cent in 2007, compared to the current 2.4 per cent Consensus
Economics survey average. US growth is expected to accelerate to 2.8 per cent
in the Ministry of Finance forecast for 2008, while the January Consensus
Economics survey predicts growth of 3.0 per cent. Over the medium-term, the
Ministry of Finance assumes that the US economy will grow at a rate of about
3.0 per cent per year. This medium-term outlook is slightly below analysts’
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Canada

Chart 3.3 US consensus outlook deteriorates
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The chart represents forecasts for US real GDP growth in 2006 and 2007 as polled on specific dates. For example,
forecasters surveyed on January 11, 2007 had an average 2007 U.S. growth forecast of 2.4 per cent, while in March
2006 they forecast 2007 U.S. growth at 3.0 per cent.

general view that annual potential economic growth (the rate at which the
economy can grow without causing inflation to accelerate) for the US is
approximately 3% per cent.

The Canadian economy grew at an annualized rate of 3.8 per cent in the

first quarter, but slowed to 2.0 per cent growth in the second quarter and

1.7 per cent in the third quarter of 2006. The slower growth in the second and
third quarters was due to a decline in real residential construction investment,
weaker export growth and robust import growth, due in part to a higher
Canadian dollar and weakening US demand. Nationally, employment grew by
314,600 jobs (or 1.9 per cent) in 2006, while the unemployment rate averaged
6.3 per cent. Employment gains were seen in several sectors including:
natural resources, business, building and other support services, finance,
insurance, real estate and leasing, health care and social assistance, other
services and construction.

The appreciating Canadian dollar and weakened demand from the US
contributed to slower (current value) merchandise exports growth of

1.1 per cent through the first 11 months of 2006. The weak growth was led
by lower exports to the US, which fell 1.7 per cent year-to-date to November,
largely the result of falling energy prices and lower exports of lumber and
automobiles.

The value of manufacturing shipments declined 0.5 per cent year-to-date to
November 20006, and according to Statistics Canada, once the impact of price
changes are taken into account, the volume of manufacturing shipments
declined by 1.6 per cent over this period.

Domestic demand continued to be a source of strength for the Canadian
economy in 2000. Retail sales grew 6.2 per cent through the first 11 months of
2006 and average consumer confidence in 2006 was 3.2 per cent higher than
2005 levels. Canadian housing starts grew 0.8 per cent in 2006. According to
the Canada Mortgage and Housing Corporation (CMHC), housing growth was
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Japan

driven by low mortgage rates, solid employment and income growth, and a
high level of consumer confidence. Some provinces, notably Alberta and BC,
saw significant growth in housing starts, while others such as Ontario, Quebec,
PEI and Newfoundland saw declines. National housing starts had seen robust
growth from 2001 to 2004 and 2006 housing starts remained at high levels.

In January 2007, national housing starts increased to an annualized rate of
249,300 units, up 17.3 per cent over December, driven by continued gains in
western Canada.

The Consensus Economics survey average forecast for 2007 Canadian real GDP
growth has deteriorated in recent months, averaging 2.3 per cent in January,
down from October’s average of 2.6 per cent. The decline in expectations

was due to weakness in recent indicators such as flat industrial production,
weak exports and falling commodity and oil prices. The Consensus Economics
January participants’ survey average indicates that Canadian economic growth
will accelerate in 2008 to 2.9 per cent. The Ministry of Finance economic
forecast assumptions are more prudent, with Canadian real GDP growth
expected to be 2.0 per cent in 2007, 2.7 per cent in 2008 and 2.8 per cent over
the medium-term. The evolution of the Consensus Economics survey average
forecast for Canada can be seen in Chart 3.4.

Chart 3.4 Consensus outlook for Canada in 2006 and 2007 lower

Forecast annual per cent
change in Canadian real GDP

3.5 1

2006

TN

2.5 1 .
. 2.3%
" Jan
2.0 — T T T T T T T T T T T T T T T T T T T
Jan Mar May July Sept Nov Jan Mar May July Sep Nov Jan
2005 2006 2007

Source: Consensus Economics

The chart represents forecasts for Canadian real GDP growth in 2006 and 2007 as polled on specific dates.
For example, forecasters surveyed on January 11, 2007 had an average 2007 Canadian growth forecast of
2.3 per cent, while in September 2006 they forecast 2007 Canadian growth at 2.7 per cent.

According to the January Consensus Economics survey, the Japanese economy
is estimated to have grown 2.2 per cent in 2006. The survey noted strong
growth in business investment and industrial production as well as housing
starts as positive indicators for Japanese economic growth. Consumer spending
was a source of weakness, and was expected to have grown only 1.0 per cent
in 2006. The January Consensus Economics survey predicts Japan’s real
economic growth will reach 1.8 per cent in 2007 and 2.3 per cent in 2008.
The Ministry of Finance is assuming lower growth of 1.7 per cent in 2007

and 1.9 per cent in 2008. The Ministry of Finance economic forecast assumes
growth of 1.5 per cent over the medium-term. These prudent assumptions
reflect the continued uncertainty regarding the Japanese economic outlook
both in the short and medium-term.
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Other Economies

In Europe, 2006 saw an acceleration in economic growth from 2005 for the
thirteen countries that share the common Euro currency (EMU). According to
the January Consensus Economics survey, the EMU economies are estimated
to have grown by 2.7 per cent compared to 1.4 per cent growth in 2005.
Germany’s economy saw improved industrial production and investment,
while France’s saw robust household consumption and business investment.
In the January Consensus Economics survey, expectations call for slower
growth in Europe going forward, with survey participants forecasting average
growth of 2.0 per cent for 2007 and 2.1 per cent for 2008. The Ministry of
Finance assumes slightly lower growth for Europe of 1.8 per cent in 2007 and
1.9 per cent in 2008.

China continued its rapid pace of economic growth in 2006, maintaining
double digit growth of 10.7 per cent according to the February Blue Chip
Economic Indicators, a monthly survey of about 50 leading business
economists. The survey participants’ average forecast calls for continued
rapid growth in 2007 and 2008, with forecast growth of 9.5 and 9.1 per cent
respectively. China’s growth in recent years has been fueled in part by
growth in exports, investment and manufacturing, which has in turn led

to higher global demand and prices for commodities. According to the
Economist magazine, between 1993 and 2003 China doubled its share of world
manufacturing output and, since 2000, China’s contribution to global growth
has been larger than that of the US. The government of China in recent years
has taken several steps to reform its economy, including financial institution
reforms, loosening state control of companies, joining the World Trade
Organization (WTO) in 2001 and partially de-linking its currency from the

US dollar. The Chinese Yuan now floats within a very narrow band against a
basket of currencies from the country’s major trading partners, allowing the
Yuan to appreciate moderately against other currencies, such as the US dollar.

Table 3.2 Ministry of Finance Economic Forecast: Key Assumptions

Forecast
2006 2007 2008 2009 2010 2011
Per cent change unless otherwise noted

USreal GDP .....ccoiiiiiiiiiieee 3.4 21 2.8 3.0 3.0 3.0
Canadareal GDP ... 2.7° 2.0 2.7 2.8 2.8 2.8
Japanreal GDP ........cccoooeiiiiiiiiiiiieieee 2.2° 1.7 1.9 15 15 15
Europereal GDP ... 2.6° 1.8 1.9 2.0 2.0 2.0
US housing starts .........cccooiviiiiiiiiiienn. -12.3 -23.0 10.7 3.2 0.0 0.0
Canada 3—month treasury bill rate ................ 4.0 4.0 4.1 4.4 4.9 5.0
Canada 10-year government bonds .............. 4.2 4.1 4.5 5.2 57 6.0
US cents/Canadiandollar ............................ 88.2 86.9 88.1 88.5 88.5 88.5

¢ Ministry of Finance estimate
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Financial Markets

Interest Rates

The US Federal Reserve Board has left the intended federal funds rate
unchanged at 5.25 per cent since last raising rates midway through the year.
In their latest announcement on January 31%, the Fed noted that indicators
suggested US economic growth had firmed somewhat and there were
tentative signs of stabilization in the housing market. The Fed indicated

that the economy is expected to grow at a moderate pace in the near term.
The announcement also indicated that readings of core inflation improved in
recent months and that inflationary pressures were expected to ease going
forward, although a high level of resource utilization has the potential to
sustain inflation. Chart 3.5 shows the average of private sector forecasts for US
and Canadian administered rates.

Chart 3.5 Short-term interest rates expected to decline in 2007
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The Bank of Canada (BoC) has left its key interest rate (the target for

the overnight rate) unchanged at 4.25 per cent since last raising rates on
May 24, 2000. In their January 16, 2007 announcement, the Bank noted that
while global demand remained robust in 2006, the US economy slowed
resulting in reduced demand for Canadian exports (particularly of building
materials and motor vehicles). Inflation has largely evolved in line with BoC
expectations and the BoC projects CPI inflation rising to the targeted level by
the second half of 2007. The statement concluded that inflation risks remain
roughly balanced and the current level for the target rate was judged, at that
time, to be consistent with achieving the inflation target of 2 per cent over the
medium-term.

Outlook

Based on the average of six private sector forecasts as of January 4, 2007, the
Ministry of Finance interest rate outlook assumes that the US Federal Reserve
will begin lowering interest rates in the second quarter of 2007, with the

Fed Funds rate falling to 4.5 per cent by the end of the year. On average the
forecasters assume that the Fed will remain on hold until the third quarter of
2008, when they are expected to raise their targeted rate by 25 basis points to
4.75 per cent.
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Exchange Rate

The average of private sector forecasters’ views on the Bank of Canada’s
3-month T-bill interest rates as of January 4" (see Table 3.3) indicates that
interest rates will average 4.0 per cent in 2007 and 4.1 per cent in 2008.

Table 3.3 Private Sector Canadian Three Month Treasury Bill
Interest Rate Forecasts

Average annual interest rate (per cent) 2007 2008
Global Insight ..o 4.2 4.3
BMO . 4.2 4.2
Nesbitt BUINS .. ..o 4.0 41
Scotiabank ... 3.9 3.7
TD ECONOMICS .. .eeieieieeeee ettt 3.9 3.9
RBC Capital Markets ..........cccoiiiiiiii 41 4.3
Average (as of January 4,2007) ..............ccocoivviiiiinninninnns 4.0 41
Budget 2007/08 Forecast ...............ccocovviiiiiiiniiinin, 4.0 41

Ten-year government of Canada bonds are forecast to average 4.1 per cent in
2007 and 4.5 per cent in 2008, indicating that the spreads between long-run
and short-run rates will turn positive.

Table 3.4 Private Sector Canadian 10-year Government Bond
Interest Rate Forecasts

Average annual interest rate (per cent) 2007 2008
Global Insight ... 4.3 4.8
BMO 4.1 4.8
Nesbitt BUINS ... .o 3.9 4.6
Scotiabank ... 3.8 41
TD ECONOMICS ...utieiiitete et 4.1 4.6
RBC Capital Markets ........ccocoiiiiiii e 4.0 4.4
Average (as of January 4, 2007) ..............ccooveiiiiiiiiiniinnn, 41 4.5
Budget 2007/08 Forecast ...............cocovviiiiiiiiiiiiiie, 41 4.5

The Canadian dollar continued its recent trend of appreciation against the

US dollar in 2000, due in part to general weakening of the US dollar and

high prices for commodities such as oil and metals. The loonie peaked at just
under 91 US cents on June 12, 2006 as commodity prices spiked higher due to
strong demand and tight supplies. Since then, the Canadian dollar has declined
somewhat, ending the year at 85.8 US cents. For the year the dollar averaged
88.2 US cents, appreciating 5.6 cents over the 82.5 cents average in 2005.

More recently, the Canadian dollar continued its slide reaching 85.2 US cents
on February 9.

Outlook

Continued weakness in the US dollar (weighed down by the twin fiscal

and trade deficits) and high commodity prices are expected to support

the Canadian dollar in 2007, although the Canadian dollar is expected to
depreciate from 2006 levels due to softening commodity prices and declining
interest rates.
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Chart 3.6 Private sector expects Canadian dollar to appreciate in 2008
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*The average of 6 private sector forecasters; Global Insight, BMO, Nesbitt Burns, RBC Capital Markets,
Scotia, and TD. First Quarterly Report 2006 as of July25, 2006 and Budget 2007 as of January 4, 2007.

Average private sector forecasts as of January 4, 2007 expect the Canadian
dollar will average 86.9 cents US in 2007, rising to 88.1 cents US in 2008. The
Ministry of Finance exchange rate outlook is based on these private sector
averages (see Table 3.5). The Ministry of Finance assumes that the Canadian
dollar will level off at 88.5 cents US for the 2009 to 2011 period.

Table 3.5 Private Sector Exchange Rate Forecasts

Average annual exchange rate (US cents/Can $) 2007 2008
Global Insight ... ..o 88.4 89.6
BMO 89.9 89.8
Nesbitt BUrNS ... 86.2 85.5
Scotiabank ... 86.1 89.9
TD ECONOMICS -.uiniinieititetet e 86.9 88.8
RBC Capital Markets ..........ccooviiiiiiii, 83.9 84.9
Average (as of January 4, 2007) ..............ccoviiiniennnnnn. 86.9 88.1
Budget 2007/08 Forecast ...............ccocveiiiiiiiiiiiienss 86.9 88.1

The British Columbia Economic Outlook

BC’s economy continued to post strong growth through 2006, as domestic
demand indicators such as housing starts, non-residential building permits and
retail sales saw strong growth. Robust income growth, a low unemployment
rate and positive consumer confidence contributed to solid growth in
consumer spending. However, BC’s merchandise exports were hit by lower
demand from the US and falling lumber and energy prices. The Ministry of
Finance estimates that the BC economy posted growth of 3.9 per cent in 2000,
ahead of last year’s February 21, 2006 budget forecast of 3.3 per cent and the
subsequent first Quarterly Report forecast of 3.6 per cent.
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The Ministry of Finance forecasts BC’s economy to grow 3.1 per cent in 2007
and 3.0 per cent in 2008. Over the medium-term, the Ministry of Finance
forecasts growth of 3.1 per cent in 2009, 3.3 per cent in 2010 and 3.0 per cent
in 2011, averaging 3.1 per cent over the 2009 to 2011 period. This outlook is
consistent with the Ministry of Finance’s prudent assumptions and is slightly
lower than the Economic Forecast Council’s outlook (see Table 3.6 for a
comparison of MoF and the EFC economic outlooks).

Table 3.6 British Columbia Economic Outlook

Forecast
2006 2007 2008 2009 2010 2011
Per cent change in real GDP
Ministry of Finance economic forecast .......................... 3.9° 3.1 3.0 3.1 3.3 3.0
Economic Forecast Council " ..............ccccooiiiiiiiiien . 4.0 3.4 3.3 3.2 3.2 3.2

¢ Ministry of Finance estimate.
" Average of the 13 members who provided forecasts (the Council provided a single average annual growth rate for the

2009 through 2011 period).

Table 3.7 summarizes the Ministry of Finance’s outlook for key economic
indicators, while Tables 3.9.1 to 3.9.4 at the end of Part 3 provide additional
detail on the economic forecast.

Table 3.7 Ministry of Finance Economic Forecast: Key Economic Indicators

Forecast

2006 2007 2008 2009 2010 2011
British Columbia Economic Indicators Per cent change unless otherwise noted
REAIGDP ... 39° 3.1 3.0 3.1 3.3 3.0
Nominal GDP ...t 59° 5.0 4.9 5.0 5.2 5.0
Employment ... .o 3.1 1.9 1.9 1.9 20 2.0
Unemployment rate (percent)..........ccccooeviiiiiiiininnn. 4.8 4.8 4.8 4.8 4.8 4.8
Total net in-migration (thousands of persons) .............. 426" 39.8 43.9 47.8 51.0 53.0
Personal iNCOME .............ccoouviiiiiiieeeiiiieee e, 6.5° 4.2 4.6 4.7 4.7 4.7
Corporate pre-tax profits ..........cccoocviiiiiiiiiiiiin 19° 5.2 4.7 4.6 4.7 4.6
Housing starts (thousands of units) ........................... 36.4 33.6 31.6 31.3 30.8 30.7
Retail SAIES ........ccoviiiieieiiiie e, 6.4° 5.4 5.2 5.2 5.3 5.3

© Ministry of Finance estimate.

The Labour Market

' BC STATS estimate.

Employment in British Columbia grew 3.1 per cent in 20006, following
growth of 3.3 per cent in 2005 (see Chart 3.7). This translated to average
total employment of 2,195,500 persons employed, an increase of 65,000 jobs.
Full-time employment increased by 56,300, while part-time employment
increased by 8,600 jobs.

Growth in employment outweighed growth in the labour force resulting

in British Columbia’s unemployment rate averaging 4.8 per cent in 20006.

The unemployment rate in June 2006 reached a low not seen in over 30 years,
as it fell to 4.3 per cent before rising to 5.2 per cent in December.
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Chart 3.7 BC employment growth continued to be robust in 2006
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In January 2007, employment increased by 31,700 jobs, or 1.4 per cent.

The employment gains outpaced the increase of 0.5 per cent in the labour
force, resulting in the unemployment rate falling to 4.3 per cent. Full-time
employment grew by 21,100 jobs (1.2 per cent), while part-time employment
increased by 10,600 jobs (2.4 per cent).

Outlook

The Ministry of Finance outlook is for employment in British Columbia

to increase by 1.9 per cent in 2007, or approximately 42,000 jobs. In 2008
and 2009 employment is forecast to grow by 1.9 per cent each year and
by 2.0 per cent per year in each of 2010 and 2011. Labour force growth
in BC is forecast to grow at a similar pace as employment, resulting in the
unemployment rate remaining stable at 4.8 per cent from 2007 to 2011.

Chart 3.8 BC unemployment rate forecast to remain steady
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Domestic Demand

Consumer Spending and Housing

Retail sales saw robust growth through the first 11 months of 2006, compared
to the same period the previous year. Sectors that put in a solid year-to-date
performance through September 2006 were: used and recreational motor
vehicle sales (+23.1 per cent), home furnishings stores (+18.1 per cent),

and home centres and hardware stores (+22.7 per cent). High levels of
housing activity in 2006 continued to support retail categories that sell
durable and semi-durable household goods. Monthly retail sales declined
from September 2006 through November 20006, although weaker November
retail sales are thought to have been influenced by the severe storms BC
experienced at the end of that month.

Chart 3.9 BC retail sales through November remain robust

Total retail sales, $billions;

seasonally adjusted 2006 year-to-date

4.6 increase=6.3%"*
.
4.4 4
4.2 A
4.0
2005 Annual
>\ increase=5.7%
3.8 4

2004 Annual

: —R 20
36 4 increase=6.3%

N

2003 Annual

2002 Annual increase=2.7%

increase=6.3%

3.4 4

2002 2003 2004

Source: Statistics Canada; * seasonally adjusted

2005 2006

British Columbia housing starts totaled 36,443 units in 2006, a 5.1 per cent
increase compared to 2005. Seasonally adjusted housing starts at annual rates
peaked in June, hitting 41,800 units, slowing to 34,100 units by December.
The robust growth in housing starts in 2006 was supported by solid income
growth. It should be noted that while Western Canada’s housing market
remained buoyant due to robust economic growth, national housing starts
cooled in 2000, rising only 0.8 per cent. BC housing activity started strongly
in 2007, with January starts rising to an annualized 39,200 units, 15.0 per cent
higher than December’s levels.

Leading indicators for non-residential investment were also quite strong

in 2006 with the total value of non-residential building permits rising

21.9 per cent. In 20006, the value of commercial permits saw the largest gains
(+32.1 per cent), followed by institutional and government (+9.0 per cent) and
industrial (+3.5 per cent). Total non-residential building permits had slowed

in the second and third quarters, but rebounded sharply in the fourth quarter,
largely due to an increase in the value of commercial permits.
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Outlook

The Ministry of Finance estimates that real (inflation-adjusted) consumer
spending on goods and services grew by 4.2 per cent in 2006 and forecast
growth of 3.2 per cent in 2007 (see Table 3.9.1 at the end of Part 3). A robust
labour market and continued growth in personal income is expected to
support consumer demand for goods and services this year. Real consumer
spending is forecast to grow by 3.1 per cent in 2008 and 2009, with growth
rising slightly to 3.2 per cent in 2010 and slowing to 3.1 per cent in 2011.
Retail sales are estimated to have increased 6.4 per cent in 20006, and are
forecast to grow 5.4 per cent in 2007, 5.2 per cent in 2008 and 2009, and

5.3 per cent in 2010 and 2011.

Housing starts in British Columbia are forecast to ease from the high levels
observed in 2006. The lagged impact of previous Bank of Canada interest
rate increases, slowing demand and higher house prices are expected to

cool housing starts over the forecast period. Housing starts are forecast to
total approximately 33,600 units in 2007 and 31,600 units in 2008. Over the
medium-term BC housing starts are forecast to level out, averaging just under
31,000 units through 2009 to 2011.

Chart 3.10 BC housing starts forecast to ease from high levels
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Business and Government

Real business investment (including residential) is estimated to have increased
by 7.6 per cent in 20006, after growing by 7.4 per cent in 2005. The main
sources of strength behind business investment growth in 2006 are estimated
to have been robust non-residential investment and machinery and equipment
investment.

Real business machinery and equipment investment (adjusted for inflation)
continued to benefit from the appreciation of the Canadian dollar in 2000.
Following growth of 17.4 per cent in 2005, machinery and equipment
investment is estimated to have grown 11.9 per cent in 2000.
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Real business non-residential investment (adjusted for inflation) is estimated
to have increased by 9.1 per cent in 20006, following a 0.8 per cent decline in
2005. This measure represents inflation-adjusted spending by businesses for
construction of industrial, commercial and institutional buildings, highways,
bridges, sewage systems and various other projects.

Real residential investment (adjusted for inflation), which includes new
housing investment as well as renovations and improvements, is estimated to
have grown 4.1 per cent in 2006, following growth of 6.5 per cent in 2005.
Nominal residential investment (not adjusted for inflation) is expected to have
grown 9.1 per cent in 20006, following growth of 12.7 per cent in 2005.

Continued strength in both residential and non-residential investment has
raised concern that the construction industry may be facing rising labour

costs due to a skilled worker shortage. The unemployment rate among

British Columbia construction workers fell from 4.8 per cent in 2005

to 3.9 per cent in 2006, the lowest rate of all provinces for the second
consecutive year. If the current tight labour market in the construction sector is
not alleviated, there may be a shortage of skilled workers resulting in upward
pressure on construction sector wages. There is also some speculation that
Alberta’s strong economic growth and continued demand for construction
workers will put additional pressure on BC’s labour market.

The rising cost of material inputs in the construction sector has also been

of concern in recent years. Several material input prices continued to rise
through 2006, including petroleum and coal products, diesel fuel, asphalt, and
concrete.

According to the BTY Group, a construction industry consulting company,
lower mainland construction cost inflation (including residential) was estimated
to be 11.0 per cent in 2006. Construction cost inflation is expected to slow

due to a number of factors including the shifting scope and timing of projects
due to high costs, a slowing BC housing market and the downturn in the

US housing market reducing demand for materials (particularly lumber).

BTY forecasts construction cost inflation to slow to 6.0 per cent in 2007,

5.0 per cent in 2008 and 3.0 per cent in 2009 and 2010.

The Vancouver non-residential building construction price index, a measure of
costs facing the construction industry in Vancouver that includes both labour,
building material costs and profits, rose 9.3 per cent through the first nine
months of 2006, compared to the same period in 2005. This follows growth of
7.3 per cent in 2005.

Real (inflation adjusted) local, provincial and federal government combined
spending on goods and services in BC is estimated to have increased

4.2 per cent in 2006 in inflation-adjusted terms, following growth of

1.5 per cent in 2005.
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Chart 3.11 Vancouver non-residential construction prices rise

Vancouver Non-Residential Building Construction Price Index
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Outlook

Total real (inflation adjusted) investment in British Columbia is forecast to
grow by 3.8 per cent in 2007, slowing to 3.1 per cent in 2008. This growth
reflects public sector investment in capital projects as well as strength in
machinery and equipment investment and non-residential investment. Over the
medium-term, total investment in British Columbia is expected to grow
approximately 4.7 per cent per year on average. Growth in non-residential
investment and machinery and equipment investment are expected to continue
to be significant sources of growth over the medium-term.

On average, real non-residential investment is forecast to grow at 6.6 per cent
from 2009 to 2011, while machinery and equipment investment is forecast to
average 8.8 per cent as firms continue to take advantage of the high Canadian
dollar to import equipment from the US at a lower cost.

Combined real spending (adjusted for inflation) by the three levels of
government (federal, provincial and municipal) on goods and services is
expected to grow 4.1 per cent in 2007, slowing to 1.8 per cent in 2008.
Over the medium-term, real government spending from all three levels of
government is forecast to grow 2.2 per cent on average per year.
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External Trade and Commodity Markets

The value of BC’s merchandise exports declined throughout 2006, and
year-to-date to November were down 1.4 per cent compared to the same
period the previous year. The decline in the value of exports was due in
part to weaker demand from the US, as well as lower prices for some key
commodities such as lumber and energy, and a higher Canadian dollar.

The value of forestry exports declined 3.3 per cent year-to-date to November,
due to a slowing US housing market, lower western spruce-pine-fir prices, and
the continued effect of a higher Canadian dollar. Western spruce-pine-fir prices
averaged US$296 in 2006, a 16.6 per cent decline from the US$355 average

in 2005. The price of hemlock baby squares, a key price for the coastal forest
industry, averaged US$584 in 2006, up 8.1 per cent compared to the 2005
average price of US$540.

The value of energy exports declined 14.2 per cent through the first 11 months
of 2000, as natural gas prices declined due to higher storage levels, a mild
hurricane season in the US and relatively milder temperatures in North
America. Canadian natural gas prices were generally lower in 2006 compared
to 2005 and continued to be volatile. BC Plant inlet prices ranged from

$8.58 C/G]J in January to an estimated low of $4.18 C/GJ in September. For the
year, natural gas prices at plant inlet averaged an estimated $5.53 C/G]J, or
23.8 per cent lower than the 2005 average price of $7.26 C/GJ.

Metallic mineral prices soared in the middle part of 2000. In early May weekly
copper prices peaked at $3.75 US/Ib, while zinc averaged $2.04 US/Ib in early
November. Other commodities, such as gold, silver, lead and molybdenum also
saw similar strength. Higher prices were largely driven by tight world supplies
and robust global demand, particularly from China. Prices have generally fallen
from these highs, but remain well above 2005 levels.

Outlook

Real exports of goods and services are forecast to increase 2.7 per cent in
2007. The high Canadian dollar, weak demand by the US housing market for
BC forest products, weaker demand from Japan and weakening commodity
prices are among the reasons for the relatively soft performance. Real export
growth is forecast to improve over the medium-term as the US and Canadian
economies accelerate, resulting in growth of 3.6 per cent in 2008 and average
growth of 3.7 per cent over the 2009 to 2011 period.
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Western spruce-pine-fir prices are expected to remain below trend through
2007, mainly due to the weak US housing market. As the US housing
market improves in 2008, prices are expected to return to US$300 over the
medium-term (see Chart 3.12).

Chart 3.12 Forestry prices expected to remain weak through 2007 before
returning to trend
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Based on private sector forecasts, natural gas prices are expected to improve

from 2006/07 levels over the forecast period but remain below the highs seen
in 2005/06. Between 2007/08 and 2010/2011, natural gas prices are expected

to average between $6.47 and $6.70 C/GJ (see Chart 3.13). A topic box at the
end of Part 1 provides further information on natural gas prices.

Chart 3.13 Natural gas prices forecast to be lower
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Inflation

The British Columbia goods and services export price deflator (the average
price of BC goods and services exports) is forecast to rise 2.1 per cent in 2007,
following an estimated decline of 1.8 per cent in 2006. The Ministry of Finance
forecasts that the price of BC’s exports will grow 0.1 per cent in 2008 and the
average export price growth is expected to be 0.7 per cent over the 2009 to
2011 period as commodity prices stabilize and the Canadian dollar remains at
88.5 US cents.

Chart 3.14 Real exports growth forecast to pick up in medium-term
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Consumer price inflation (CPD in British Columbia averaged 1.8 per cent in
2006, as higher consumer inflation in non-durables and services was offset by
weaker inflation in durable and semi-durable goods. BC’s CPI inflation was
slightly below the Canadian average rate of inflation of 2.0 per cent in 2006.
High gasoline prices were partly responsible for the strength of non-durable
inflation, while higher mortgage costs and price inflation for education,

health care and restaurants were responsible for higher services CPI inflation.
CPI inflation picked up in May 2006 as gasoline prices jumped, but by
September gasoline prices fell below September 2005 levels and year-over-year
monthly inflation dipped to 1.0 per cent in September 2006. BC CPI inflation
accelerated to 2.1 per cent in December (compared to December 2005), as fuel
prices jumped higher.

Outlook

Consumer price inflation in British Columbia is forecast to average 2.0 per cent
per year in 2007 and 2008. Over the medium-term, CPI inflation is forecast

to average 2.1 per cent. The Canadian rate of inflation is expected to average
1.9 per cent in 2007. Over the medium-term, national CPI inflation is expected
to be 2.0 per cent, in line with the Bank of Canada’s inflation target.
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Risks to the Economic Outlook

The most significant risks to the British Columbia outlook remain the volatility
of the Canadian dollar and the US economic slowdown.

The British Columbia economy could grow faster than forecast if:

The Canadian dollar falls significantly below the current forecast.
The US housing market rebounds.

The new Softwood Lumber Agreement 2006 export taxes result in industry
rationalization and higher than anticipated lumber prices.

The US economy performs better than anticipated.

British Columbia business confidence and investment strengthen further; this
would provide a base for stronger economic growth in the province.

Interprovincial net in-migration strengthens further; this would generate
additional demand for goods and services and boost economic growth.

Visitors to BC increase more than expected, as Vancouver gains further
international recognition as a tourist destination through promotion of the
2010 Winter Olympics.

Alternatively, the British Columbia economy could grow slower than forecast

if:

There is a slowdown in world economic activity or a US recession.

The Canadian dollar movements become increasingly volatile or the dollar
appreciates rapidly above the current forecast.

Oil prices rise and remain at a high level, dampening global growth
prospects.

The new Softwood Lumber Agreement 2006 export taxes combined with
the weak US housing market result in net lumber prices that are below BC
lumber firm production costs, resulting in shut-downs and layoffs.

Skilled labour shortages lead to increased wage inflation.
BC interprovincial migration weakens and skilled labour shortages occur.

Lumber damaged due to the Mountain Pine Beetle epidemic becomes
increasingly unsalvageable.

Interest rates in the US and Canada rise more quickly than forecast.

Commodity prices decline more sharply than forecast or become more
volatile.

Geopolitical uncertainty accelerates due to events in the Middle East or
further terrorist attacks.

Tourism in BC could slow if US travel to BC declines due to fears of an
avian flu pandemic or influenza pandemic outbreak, or due to US passport
requirements.
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Table 3.8 British Columbia Economic Review
Budget 2006 Actual/
Actual Forecast Estimate
2005 2006 2006
Per cent change unless otherwise noted
Real gross domestic product (per cent change) ............coveviiiiiiiniinnen. 3.7 3.3 39"
ConsuMEr eXPENAItUrE ..........cceuei et 4.4 3.4 42"
Capital INVESIMENT ... oo 8.5 6.4 92"
Government expenditure ...........coooiiiii e 15 2.8 42"
Exports of goods and SErviCes ...........ccoooiiiiiiiiiii e 2.9 1.9 24"
Imports of goods and SEIVICES ..........c.vuiiniiiiiiii e, 5.7 3.0 49"
Inventory investment (change in billions of constant 1997 dollars) ......... 1.7 0.7 0.9’
BC Economic Forecast Council — Real GDP growth ............ccooviiiiiiinnn, 3.7 3.6 4.0
Gross domestic product (current dollars; per cent change) ....................... 7.2 5.7 59
Population July 1 (per cent change) ...........cooviiiiiiiiiii e 1.3 1.1 1.2
Total net in-migration (PErSONS) .......cooviiiiii e 43,654 45,006 42,563 2
INtEIProVINCIAl .. ..o 4,811 13,600 6,499 2
International ... 38,843 31,406 36,064 2
Labour force (thousands of PErsons) ...........cocviiiiiiiiiiiiieeens 2,263 2,304 2,305
(PErCent ChaNGE) ... cuei i 1.9 1.8 1.8
Employment (thousands of persons) ...........c.coooviiiiiiiiiiiiiiiii e 2,131 2172 2,196
(PErCent Change) ... c.ouuieiiii e 3.3 2.0 3.1
Unemployment rate (Per CeNt) ........oovveiuiiiiiii e 5.9 5.7 4.8
Retail sales (millions of current dollars) ..............coooiiiiiiiiiiiiie 49,915 52,995 53,125 '
(PEr CeNt ChaNGE) .. ..ce e 5.7 5.7 6.4
Labour income® (millions of current dollars) .................ooooiiieeeieeeiiiiinn, 85,402 87,626 92,081 '
(PErCent ChanNGE) ... c.uie i 6.5 51 7.8
Corporate pre-tax profits (millions of current dollars) ................c.coooveennen. 20,011 20,197 20,393 '
(PErCent ChanGE) ... c.uie i 17.6 7.8 1.9
HousINg Starts (UNItS) ......vuieiiie e 34,667 32,000 36,443
(PErCent ChanNGE) ... c.ouie i 5.3 -7.7 5.1
Consumer Price Index (1992 = 100).........oviiiiiiiiiiii e 125.3 128.0 127.5
(PErCent ChanNGE) ... c.ouie i 2.0 22 1.8
Key Assumptions:
Economic growth (per cent change)
CaNada ... 2.9 2.8 2.7
United States .......couieiii e 3.2 3.0 3.4
JAPAN <o 1.9 1.8 22"
BUFOPE ..o 1.5 1.7 26"
Housing starts (per cent change)
CANAAE ...t -3.4 -14.4 0.8
United States .......couiiiii e 6.3 -9.2 -12.3
JADAN 4.0 -2.0 4.4
Industrial production (per cent change)
United States ... ...oeeiii 3.2 3.0 4.1
JADaAN 1.6 2.5 4.1
Canadian consumer price index (per cent change) .............ccccoeviennne. 2.2 2.2 2.0
Canadian interest rates (per cent; annual average)
3-month treasury bills ... 2.7 3.9 4.0
Government of Canada 10—yearbonds ..............ccooiiiiiiiiiinininn, 41 4.7 4.2
United States interest rates (per cent; annual average)
3-month treasury bills ... 3.1 4.6 4.7
Government 10—year bonds ...........cccoiiiiiiiiiii 4.3 5.0 4.8
US cents/Canadian dollar (annual average) ...........ccccovovviiiininininenaann. 82.5 86.2 88.2
BC goods and services export price deflator (Cdn$; per cent change) ..... 3.7 0.4 1.8

' Ministry of Finance estimate.
2 BC Stats estimate.
3 Wages, salaries and supplementary labour income.
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Table 3.9.1 Gross Domestic Product: British Columbia

Forecast
2005 2006 © 2007 2008 2009 2010 2011
BRITISH COLUMBIA:
Gross Domestic Product at Market Prices:
— Real (1997 $ billion; chain-weighted) . 145.5 151.2 155.8 160.4 165.3 170.8 176.0
(Yochange) ............cocoeeviiiiiinn, 3.7 3.9 31 3.0 31 3.3 3.0
— Current dollar ($ billion) ...................... 168.9 178.9 187.9 197.0 206.8 217.4 228.4
(Yochange) .......cocoveviiiiiiiiinnn, 7.2 5.9 5.0 4.9 5.0 5.2 5.0
— GDP price deflator (1997 = 100) .......... 116.1 118.3 120.6 122.8 125.1 127.3 129.8
(% change) ......ccooovvviiiiiiiiiii, 3.4 1.9 1.9 1.9 1.8 1.8 1.9
Real GDP per person
(1997 $; chain-weighted) ................ 34,173 35,071 35,743 36,383 37,052 37,793 38,444
(% change) .....cccovevviiiiiiiiiien, 24 2.6 1.9 1.8 1.8 2.0 1.7
Real GDP per employed person
(%o change) .......coeoeviiiiiiiiiiien, 0.4 0.8 1.1 1.0 1.1 1.3 1.1
Unit labour cost’ (% change) .................... 2.7 3.8 1.0 20 21 1.9 21
Components of British Columbia Real GDP at Market Prices ($1997 billions; chain-weighted)
Personal expenditure on
Goods and Services ............coeeuieninnnn. 92.3 96.2 99.3 102.4 105.5 108.9 112.2
(% change) ......coovvviiiiiiiii, 4.4 4.2 3.2 3.1 3.1 3.2 3.1
—G00AS ..euieiiii e 39.5 41.6 42.9 44 .3 45.6 47.0 48.5
(Y% change) ......coovvvviiiiiiiiii, 3.4 5.2 3.3 3.1 3.1 3.1 3.0
— SEIVICES vt 52.8 54.6 56.4 58.1 59.9 61.8 63.7
(Y% change) ......coovvviiiiiiiiie, 51 3.4 3.2 3.1 3.1 3.2 3.1
Government current expenditures on
Goods and Services .......cccoccvveveeninnnnn. 25.9 26.9 28.0 28.6 29.3 30.0 30.5
(% change) .....coovvviiiiiiiiii, 1.5 4.2 41 1.8 2.5 2.3 1.9
Investment in fixed capital ......................... 33.8 36.9 38.3 39.5 41.2 43.2 45.3
(Y% change) ......coovvviiiiiiiiie, 8.1 9.2 3.8 3.1 4.3 4.8 4.9
Final domestic demand ......................... 151.3 159.3 164.9 169.6 1751 181.0 186.9
(Yochange) ..........oooveiiiiiiinin. 4.5 5.2 3.5 2.8 3.3 3.4 3.3
Exports goods and services ...................... 67.5 69.1 71.0 73.6 76.4 79.4 82.0
(Y%ochange) .......cccoevviiiiiiiinann, 2.9 24 27 3.6 3.9 4.0 3.3
Imports goods and services ...................... 751 78.7 81.0 83.5 86.3 89.2 92.2
(% change) .....cooveviiiiiiii, 5.7 4.9 29 3.1 3.3 3.4 3.3
Inventory change ..........c.cooiiiiiiiiiininn, 1.7 0.9 0.7 0.9 0.7 0.6 0.7
Statistical discrepancy ..............cooceveeeninne. 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Real GDP at market prices ...................... 145.5 151.2 155.8 160.4 165.3 170.8 176.0
(Yochange) ..........oooveiiiiiiinin. 3.7 3.9 3.1 3.0 3.1 3.3 3.0

¢ Figures for 2006 are Ministry of Finance estimates

" Unit labour cost is the nominal cost of labour incurred to produce one unit of real output.
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Table 3.9.2 Components of Nominal Income and Expenditure
Forecast
2005 2006 2007 2008 2009 2010 2011
Labour income” ($ million) ....................... 85,402 92,081 ° 95,836 100,684 105,936 111,515 117,350
(% change) .....cccoveviiiiiiiii, 6.5 7.8 4.1 5.1 5.2 5.3 5.2
Personal income ($ million) ..................... 130,481 139,016 © 144,830 151,452 158,534 166,018 173,835
(% change) ......cccovvviiiiiiiiii, 5.7 6.5 4.2 4.6 4.7 4.7 4.7
Corporate profits before taxes ($ million) .... 20,011 20,393 °© 21,446 22,450 23,490 24,593 25,717
(% change) ......cccevviiiiiiiiiiiie, 17.6 1.9 5.2 4.7 4.6 4.7 4.6
Retail sales ($ million) ...............coooeeeenie. 49,915 53,125 ° 56,006 58,910 61,986 65283 68,739
(% change) ......cccoveviiiiiiiiiiie, 5.7 6.4 5.4 5.2 5.2 5.3 5.3
Housing starts ............cccooviiiiiiiiiiiinss 34,667 36,443 33,590 31,550 31,341 30,770 30,739
(Y%ochange) ......coooevveiiiiiiiien, 5.3 5.1 -7.8 -6.1 -0.7 -1.8 -0.1
Residential investment? ($ million) ............ 14,602 15,933 ¢ 16,609 17,422 18,352 19,346 20,476
(Y%ochange) ......cccoevviiiiiiiiiieen, 12.7 9.1 4.2 4.9 5.3 5.4 5.8
BC consumer price index (1992 = 100) ...... 125.3 127.5 130.1 132.7 135.5 138.4 141.3
(Y%ochange) .......cocvvviniiiiiiiieen, 2.0 1.8 2.0 2.0 21 21 21
€ Ministry of Finance estimate.
" Domestic basis; wages, salaries and supplementary labour income.
2 Includes renovations and improvements.
Table 3.9.3 Labour Market Indicators
Forecast
2005 2006 2007 2008 2009 2010 2011
Population (on July 1) (000'S) .........cevnenee. 4,258 4,310 4,359 4,408 4,462 4,518 4,577
(%o change) ....cc.oevveviiiiiiiiiieea 1.3 1.2 1.1 1.1 1.2 1.3 1.3
Labour force population, 15+ Years (000's) .. 3,448 3,511 3,565 3,619 3,674 3,732 3,789
(Y% change) ....cc.ovvvviiiiiiiiiiieea 1.7 1.8 1.5 1.5 1.5 1.6 1.5
Net in-migration
— International’ ... 38,843 36,064 ° 30,261 32,929 33,790 33,991 34,037
— Interprovincial ... 4,811 6,499 ° 9,500 11,000 14,000 17,000 19,000
—Total .o 43,654 42,563 ° 39,761 43,929 47,790 50,991 53,037
Participation rate? (%) oo 65.6 65.7 65.9 66.2 66.4 66.7 66.9
Labour force (000'S) .....cvvveieiiiiiiiienenes, 2,263 2,305 2,349 2,394 2,441 2,488 2,537
(% change) ....coevvviiiiiiiiiiea 1.9 1.8 1.9 1.9 1.9 2.0 2.0
Employment (000'S) ........ocovviiiiiiiininnns 2,131 2,196 2,237 2,280 2,323 2,369 2,416
(Y% change) ....cc.ovvvvviiiiiiiiiiea 3.3 3.1 1.9 1.9 1.9 2.0 2.0
— Goods sector employment (000's)3 ....... 442 455 468 482 496 511 527
(% change) ....cc.ovvveviiiiiiiiiieia 3.4 29 2.8 3.0 29 3.1 3.1
— Service sector employment (OOO's)3 ..... 1,688 1,740 1,769 1,798 1,827 1,858 1,889
(%o change) ....c.ovvveviiiiiiiiiiea 3.3 3.1 1.6 1.6 1.6 1.7 1.7
Unemployment rate (%) ........cooevvveninnennnnn. 5.9 4.8 4.8 4.8 4.8 4.8 4.8

°BC Stats estimate.

! International migration includes net non-permanent residents and returning emigrants less net temporary residents abroad.

2 Percentage of the population 15 years of age and over in the labour force.
3 Components may not sum to total due to rounding.

Budget and Fiscal Plan— 2007/08 to 2009/10



112 British Columbia Economic Review and Outlook

Table 3.9.4 Major Economic Assumptions

Forecast
2005 2006 2007 2008 2009 2010 2011
GDP (billions)
Canada real (1997 $; chain-weighted) .... 1,158 1,189 © 1,213 1,245 1,280 1,317 1,354
(Y%ochange) ......ccvvveiiiiiiiii, 29 2.7 2.0 2.7 28 2.8 28
Canada current dollar ($ billion) ............ 1,371 1,438 °© 1,490 1,558 1,630 1,704 1,782
(Y%ochange) ......cocovvveiiiiiiiiin, 6.2 4.9 3.6 4.6 4.6 4.6 4.6
Canada GDP price deflator (1997 = 100) 118.5 1209 °© 122.9 125.2 127.3 129.5 131.7
(Y%ochange) .....cocovviiiiiiiiin, 3.2 21 1.6 1.9 1.7 1.7 1.7
US real (1996 US$; chain-weighted) ...... 11,049 11,422 11,659 11,986 12,339 12,711 13,097
(Y%ochange) ......covviviiiiiiiiii, 3.2 3.4 21 2.8 3.0 3.0 3.0
Japan real (2000 Yen; chain-weighted) .. 537,270 548,873 © 558,398 569,089 577,519 586,176 595,223
(Y%ochange) ......ccvvieviiiiiiin, 1.9 2.2 1.7 1.9 1.5 1.5 1.5
Europe real’ (% change) ..................... 1.5 26 ° 1.8 1.9 2.0 2.0 2.0
Housing starts? (000's)
Canada .......ooviiii 225 227 195 185 185 185 185
(Yochange) ......coovviiiiiiiii, -3.4 0.8 -14.2 -5.1 0.0 0.0 0.0
US 2,073 1,819 1,400 1,550 1,600 1,600 1,600
(Yochange) ......coooviiiiiiiiii, 6.3 -12.3 -23.0 10.7 3.2 0.0 0.0
Japan ... 1,236 1,290 1,230 1,170 1,150 1,150 1,150
(Y%ochange) ......ccovviviiiiiiiiie, 4.0 4.4 -4.7 -4.9 -1.7 0.0 0.0
Consumer price index
Canada (1992=100) ........ccoevnveneeneannnn. 127.3 129.9 132.4 135.1 137.9 140.6 143.4
(Y%ochange) ......ccovviviiiiiiiiie, 2.2 2.0 1.9 21 2.0 2.0 2.0
Canadian interest rates (%)
3-Month treasury bills ........................ 2.7 4.0 4.0 41 4.4 4.9 5.0
10-year government bonds .................. 41 4.2 41 4.5 5.2 5.7 6.0
United States interest rates (%)
3-Month treasury bills ........................ 3.1 4.7 4.7 4.5 4.9 5.0 5.0
10-year government bonds .................. 4.3 4.8 4.5 4.9 5.5 5.8 6.0
Exchange rate (US cents / Canadian §) .... 82.5 88.2 86.9 88.1 88.5 88.5 88.5
British Columbia goods and services
Export price deflator (% change) ......... 3.7 -1.8 ° 2.1 0.1 0.1 0.9 1.2

© Ministry of Finance estimate.

" Euro zone (12) is Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands

2 British Columbia housing starts appear in Table 3.9.2.

, Portugal and Spain.
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The Economic Forecast Council, 2007

Introduction

As a requirement of the Budget Transparency
and Accountability Act, the Minister of Finance
seeks the advice of the Economic Forecast
Council (the Council) every year on the outlook
for the provincial economy. This consultation
process takes place prior to the budget and the
resulting Council forecasts are presented each
February when the budget is delivered.

The Minister met with Council members on
December 8, 2006 to discuss their estimates
for 2006 as well as the economic outlook for
2007 and beyond. Participants each provided
information for the individual years 2006, 2007
and 2008 as well as an average forecast for the
years 2009 to 2011.

Council members discussed their views on BC’s
near-term economic outlook and on factors
affecting the province’s medium-term outlook.
Among various topics discussed were the
international outlook, commodity prices, the
continued demand for skilled labour, as well as
the tourism, forestry and construction sectors.
This was followed by discussions on health
care spending and the economic impacts of the
2010 Olympics.

Forecast details from the Council surveys are
summarized in the table at the end of this topic
box.

Chart 1 — Economic Forecast Council
Outlook for the BC Economy

BC Real GDP
Per Cent Change
5.0 1
4.0
4.0 A
3.4 3.3 32
3.0
2.0 A
1.0 4
0.0 T T
2006 2007 2008 2009-11

Note: BC real GDP per cent change represents the average of the Economic Forecast Council’'s
forecasts

Overview

The Council’s estimates for economic growth in
British Columbia in 2006 averaged 4.0 per cent,
while its forecasts for future growth averaged
3.4 per cent for 2007, 3.3 per cent for 2008

and 3.2 per cent for the 2009 to 2011 period.
Council members anticipated strong growth in
BC over the next few years relative to the other
Canadian provinces, and that BC’'s economy
would outperform Canada’s through 2011.

Participants expected domestic demand to
continue as the main source of growth for BC in
the near-to-medium-term. Key economic drivers
include strong employment gains, healthy
consumer spending, steady housing activity,
and continued strength in non-residential
construction. Council members expect a strong
domestic economy to be supported by several
other factors including continued demand for
BC’s natural resources, growing trade with Asia
and the provincial government’s improved fiscal
position.

The Council encouraged the provincial
government to maintain its healthy fiscal
situation and to focus policies on skills training
and productivity.

The primary risk to the forecast noted by
Council members is the softening of the US
economy, as a slowing US housing sector could
hinder economic growth south of the border.
Medium-to-long term forecast risks include the
impact of the Mountain Pine Beetle infestation,
commodity price volatility, the rising cost of
construction projects, growth in health spending,
and demographic trends that are expected to put
further pressure on BC’s labour supply.

International Outlook

The Council’s estimates for US growth averaged
3.3 per cent for 2006, while its forecasts for

US growth averaged 2.5 per cent for 2007,

3.1 per cent for 2008, and 3.0 per cent for the
2009 to 2011 period.
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Despite a weaker housing sector, most Council
members felt that the overall US economy would
continue to grow at a reasonable pace in 2007
and 2008.

Council members anticipated global growth

to remain robust, especially in Asia and other
developing countries. Some participants expected
continued strong economic growth and high
demand in China and India, while others noted
growing domestic demand developing in Latin
America and Eastern Europe.

The Canadian Economy

After seeing the Canadian economy benefit from
high commodity prices and continued strength
in domestic demand in early 20006, the Council
was in agreement that Canada will experience
slower growth in 2007, brought on mainly by
a cooling US economy. While most members
felt that Canada would weather this storm and
rebound in 2008, other members were more
pessimistic, acknowledging that a slowing
manufacturing sector and high Canadian dollar
would pull national growth down even further.
Several Council members pointed out that the

Canadian dollar, expected to remain high in the
medium-term, could continue to hurt net exports
and hinder tourism from the US.

Most Council members agreed that Western
Canada will be the engine of national economic
growth over the next few years. In particular,
Alberta, British Columbia and Saskatchewan will
see sustained growth beyond 2007. Participants
noted concern over a general labour and skills
shortage in the Canadian economy, and that large
scale interprovincial migration to Alberta was
depleting the already shrinking labour supply in
other provinces.

Estimates for Canadian growth averaged

2.7 per cent for 2006, slowing to an average
forecast of 2.4 per cent for 2007 before rising to
2.9 per cent for 2008. The Council’s forecast then
dipped slightly to a 2.8 per cent average for the
2009 through 2011 period.

The risks to Canadian economic growth in 2007
and 2008 include the softening US economy, a
high Canadian dollar and worsening labour and
skills shortages.

British Columbia Economic Forecast Council: Summary of Forecasts

Average

Participant Organization 2006 2007 2008 2009-2011
Per cent change in real GDP

Rick Egelton Bank of Montreal’ 4.0 3.5 3.5 3.3
Jock Finlayson BC Business Council' 4.3 34 3.5 3.2
Warren Lovely CIBC 4.5 3.5 3.3 3.3
Marie-Christine Bernard ~ Conference Board 3.9 3.2 3.1 2.8
Helmut Pastrick Credit Union Central of BC 4.2 4.0 3.6 3.6
Dale Orr Global Insight 4.1 3.0 2.7 29
Carl Sonnen Informetrica 3.8 3.5 3.3 3.5
William Tharp M. Murenbeeld & Associates 4.0 3.2 3.9 2.9
Craig Wright RBC Financial Group' 4.8 3.7 3.0 3.5
Warren Jestin Scotiabank 4.0 3.6 3.7 3.7
Ernie Stokes Stokes Economic Consulting 3.5 2.8 2.8 3.0
Derek Burleton TD Bank 4.0 3.0 3.3 3.5
David Baxter Urban Futures Institute 3.5 3.2 3.0 29
Average 4.0 3.4 3.3 3.2
Standard Deviation 04 0.3 04 0.3

"Updated subsequent to the December 8, 2006 meeting
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Financial Markets

The majority of Council members expected
the Federal Reserve to lower its Federal Funds
rate slightly in 2007 from its present rate of
5.25 per cent. However, one Council member
noted that this cut may not be seen before a
further decline in US inflation.

Council projections for the intended federal
funds rate' averaged 4.83 per cent for 2007,
declining to an average of 4.75 per cent in
2008, and declining again over the 2009 to 2011
period to average 4.57 per cent.

Council members generally agreed that the
Bank of Canada would hold interest rates
fairly steady in 2007, with the overnight target
rate? expected to average 4.08 per cent for the
year. The interest rate spread between the US
and Canada was expected to narrow slightly
on average over the medium-term. Council’s
forecasts for the Bank of Canada’s overnight
target rate averaged 4.13 per cent in 2008,
falling to 4.01 per cent over the 2009 to 2011
period.

Exchange rate forecasts averaged 87.8 cents US
for 2007, a slight drop from the Council’s
average estimate of 88.3 cents US for 2000.
Council’s predictions for 2007 ranged widely
from a low of 84.0 cents up to a high of

91.0 cents. Average exchange rate forecasts

for 2008 were 88.2 cents US with nine of 13
participants expecting the Canadian dollar

to appreciate in that year. On average, the
Council expected the Canadian dollar to hold
fairly steady over the 2009 to 2011 period,
averaging 87.9 cents US. However, Council
members continued to have quite divergent
views on the value of the Canadian dollar over
the medium-term, with forecasts ranging from
81.0 cents to 92.0 cents over the 2009 to 2011
period.

Council members were fairly consistent in
their concerns over the possible impacts of
the highly valued Canadian dollar. Several
participants noted that the high dollar is

! The intended federal funds rate is the interest rate at which
depository institutions lend balances at the Federal Reserve
to other depository institutions overnight.

2 The overnight target rate is the midpoint of the Bank of
Canada’s operating band for overnight financing.

Chart 2 — Economic Forecast Council
Outlook for the Exchange Rate
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already hurting net exports and tourism in BC
and Canada, and could slow economic growth
if it continues to remain high. Strong commodity
prices, further depreciation of the US dollar and
the US twin deficit situation were acknowledged
by some Council members as factors contributing
to the Canadian dollar’s sustained high value.

British Columbia Forecast

Council forecasts for BC’s economic growth
averaged 3.4 per cent in 2007, 3.3 per cent in
2008 and 3.2 per cent during the 2009 to 2011
period. Council members anticipated strong
growth in BC over the next few years relative
to the other Canadian provinces and for BC’s
economy to outperform Canada’s through
2011. Participants expected domestic demand
to continue as the main source of growth for
BC in the near-to-medium-term. Key economic
drivers include strong employment gains, healthy
consumer spending, steady housing activity,
and continued strength in non-residential
construction. Council members expect a strong
domestic economy to be supported by several

Chart 3 — Economic Forecast Council
Outlook for BC and Canada
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Note: Real GDP per cent change for BC and Canada represent the average of the Economic
Forecast Council's forecasts
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other factors including continued demand for
BC’s natural resources, growing trade with Asia
and the provincial government’s flexible fiscal
situation.

Chart 4 — Economic Growth Forecast 2007
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As shown in Chart 4, most Council members’
forecasts for BC growth in 2007 were between
3.0 per cent and 3.5 per cent, with a small
number of estimates on either side of that range.
For 2008, forecasts were distributed fairly evenly
across the 2.7 per cent to 3.9 per cent range (see
Chart 5).

Chart 5 — Economic Growth Forecast 2008
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Council forecasts for economic growth were
more uneven for the 2009-11 period. Eight
participants predicted growth to be 3.2 per cent
or greater for this period, while another five
members predicted growth to be 3.1 per cent or
lower (see Chart 0).

Chart 6 — Economic Growth Forecast 2009-11

Number of Forecasters

61 Average = 3.2%

—

2.8t029 3.0to0 3.1 321033 341035

Per cent change in real BC GDP

3.6t03.7

External Issues

The Council discussed at length the softening US
economic outlook, with particular focus on the
cooling housing market, volatile energy prices
and the twin deficit situation. As the US is still
BC’s major trading partner, a downturn in the

US economy would have a significant negative
impact on the province’s economic growth.
However, some Council members noted that
BC’s diversified export market, primarily BC’s
growing trade with Asia, would help to shield the
provincial economy from an economic downturn
in the US.

In addition, members noted that BC is well
positioned to benefit from rising demand for
overseas goods in several Asian countries,
especially China. Several Council members
emphasized trade opportunities brought on
by the rapid growth of China’s economy and
its increasing demand for commodities. Some
participants noted that sustained demand from
China, the US and other foreign markets will
cause commodity prices and energy prices to
remain at high levels or even increase in the
medium-term.

Sector-specific Issues

The Council’s discussion on BC’s domestic
economy focused on the housing, immigration
and labour markets.

Most Council members expected the housing
sector to slow slightly in 2007, due in part

to slowing demand. While housing starts are
projected to remain at high levels in 2007,
forecasts averaged 33,569 units for that year,
down from 36,208 units in 2006. The Council’s
estimates for housing starts averaged 31,758 units
for 2008 and 32,197 units over the 2009 to 2011
period.

On average, the Council expected total net
migration to BC to rise in 2007 from 2006 levels,
with forecasts averaging 44,841 people for 2007
compared to 42,973 people in 2006. Members
provided a broad range of forecasts for total

net migration in 2007, varying from a low of
35,423 people to a high of 55,000 people. Most
participants expected total net migration to BC to
increase over the medium term, though the range
of forecasts for this period is also very large.
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The Council anticipates total net migration to
average about 47,000 people in 2008, rising to
over 50,000 through the 2009 to 2011 period.

The issue of BC’s looming labour shortage
was Council’s primary medium-term issue,
with members concerned that there may not
be enough skilled workers to complete all
major construction projects planned in the
next few years. These shortages may push
up labour costs and inflation and could strain
economic growth. Some members also noted
that demographic trends would exacerbate
labour shortages across Canada over the
medium-term, as the number of workers
leaving the labour force will soon be greater
than the number entering. Alberta’s thriving
energy and construction sectors were cited
as contributing to labour shortages in Canada
and British Columbia. One member noted
that Alberta’s rapid expansion will place
inflationary pressure on BC, as competition
for human capital will intensify and lead

to wage inflation. Some Council members
commented that increased immigration

and greater investment in skills training are
key measures for combatting future labour
shortages.

Many Council members were concerned
about the impact of the softening US housing
market on BC’s forest industry, as US demand
for forest imports could continue to decline.
Participants also discussed the Mountain Pine
Beetle infestation and its negative effect on
BC’s lumber industry, noting that the epidemic
has spread more rapidly than anticipated and
that the infestation has accelerated lumber
processing rates in the near-term.

Council members discussed the

2010 Olympics as a medium-term issue,
and generally agreed that the Olympics
would provide a stimulus to BC’s economic
growth leading up to the games in 2010.
Some members cited concerns over rising

Olympics-related construction costs and over a
possible boom-bust following the games, but
most members agreed there would be no major
economic downturn after 2010.

Commenting on BC’s tourism industry, some
Council members suggested that tourism would
suffer in 2007 as the relatively high exchange rate
between Canada and the US and the introduction
of strict US passport requirements could dissuade
US tourists from visiting BC. Some participants
also noted that BC could invest in targeted
marketing campaigns for foreign tourists and
could also sharpen the type of product available
to tourists.

Some participants also touched on BC’s lagging
labour productivity relative to other provinces
and to Canada. Members noted that continued
weak productivity growth could create major
constraints on the provincial economy in

the medium-to-long-term. They agreed that

the government should continue to focus on
increasing productivity and skills training in the
future.

Government

Council members agreed that the BC
government’s strong fiscal position is promising
and could support future economic growth.
Participants also noted that carrying a budget
surplus each year provides fiscal flexibility

and would be an economic cushion for BC
against global market downturns. Some Council
members recommended that continued budget
surpluses should be allocated to debt reduction.

Government spending on health care was a topic
of concern among Council members. Forecasters
warned that continued spending growth at
increasing rates will limit fiscal flexibility and may
result in the crowding out of other government
spending programs. Forecasters called for
improved communication and accountability
within the health care system and emphasized
the importance of ensuring health care spending
remains at a sustainable level.

Budget and Fiscal Plan — 2007/08 to 2009/10




118 British Columbia Economic Review and Outlook

Forecast Survey — Participants’ Opinions

All figures are based 2006 2007 2008 2009 to 2011
on annual averages Range Average1 Range Average1 Range Average1 Range Average2

United States

Real GDP (% change) ............. 3.0-35 33 (13)3 1.9-3.0 25(13) 26-36 3.1(13) 21-33 3.0(13)
Intended Federal Funds

rate (%) «ovovviniiiia 484-513 498 (12) 450-525 4.83(12) 425-525 4.75(12) 3.00-5.17 4.57 (12)
Housing starts (million units) ..... 1.79-190 1.83(12) 150-1.73 1.58(12) 1.50-1.73 1.60(12) 1.50-1.85 1.64(12)
Canada
Real GDP (% change) ............. 25-29 27(13) 1.7-29 24(13) 26-33 29(13) 1.8-32 28(13)
Bank of Canada Overnight

Targetrate (%) ....coovenenennnn. 4.00-4.31 4.07 (12) 3.75-430 4.08(12) 3.85-4.36 4.13(12) 2.25-450 4.01(11)

Exchange rate (US cents/C$) ... 87.0-88.7 88.3(13) 84.0-91.0 87.8(13) 80.0-925 88.2(13) 81.0-92.0 87.9(12)
Consumer price index (% chg)... 12-24 20(13) 14-19 17(13) 18-22 20(13) 12-21 1.9(13)

British Columbia

Real GDP (% change) ............. 35-48 4.0(13) 28-40 34(13) 27-39 3.3(13) 28-3.7 3.2(13)
Nominal GDP (% change) ........ 6.0-74 6.4(11) 40-6.0 5.1(11) 44-70 54(11) 41-70 54(11)
GDP Deflator (% change) ......... 1.5-27 23(11) 08-29 1.7(11) 16-35 21(11) 1.2-34 22(11)
Personal Income (% Change) 55-85 6.5 (11) 45-59 51 (11) 42-6.3 5.0 (11) 43-6.7 5.2 (11)
Net Migration (thousand

PEISONS) c.uvvniineieieiiaieennn, 36.0-50.0 43.0(11) 354-55.0 44.8(11) 33.7-60.0 47.0(11) 31.7-65.0 50.2 (11)
Employment (% change) .......... 29-32 3.0(12) 15-28 2.1(12) 0.8-27 19(12) 1.1-35 2.0(12)
Unemployment rate (%) ........... 45-47 4.7(13) 3.8-53 4.4(13) 35-52 4.3(13) 34-55 42(13)
Corporate pre-tax profits

(% change) .......c.cooevveneennnn, -3.5-10.0 54(7) -6.6-6.8 22(7) -06-105 52(7) -35-64 4.3 (6)
Housing starts (thousand

UNIES) e 32.0-37.0 36.2(13) 30.0-36.6 33.6(13) 26.2-37.0 31.8(13) 23.4-385 32.2(13)
Retail sales (% change) ........... 6.5-75 6.8(13) 36-6.9 59(13) 3.1-6.7 56(13) 42-85 59(13)

Consumer price index (% chg)... 12-2.0 18(13) 15-23 19(13) 18-30 21(13) 13-40 2.1(13)

" Based on responses from participants providing forecasts.
2 Participants provided an average forecast for 2009 to 2011.
® Number of respondents shown in parenthesis.
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Part 4: 2006/07 UPDATED FINANCIAL FORECAST

(THIRD QUARTERLY REPORT)

Table 4.1 Budget 2006 and Quarterly Updates — Operating Statement

First Second Third
February 21 Quarterly Quarterly Quarterly
Budget Report Report Report

Taxpayer-supported programs and agencies:

................................................................................. 33,393 33,990 34,970 35,464
................................................................................... (33,914)  (34,346)  (34,440)  (34,600)

Taxpayer-supported balance

Negotiating Framework incentive payments.............cooiiiiiiiiinan. - (290) (290) (290)
................................................. (521) (646) 240 574

Commercial Crown corporation inCOmMe .............cocociiiiiiiiiiiiiiiinns. 1,971 2,396 2,460 2,576
Surplus before forecast allowance ................................. 1,450 1,750 2,700 3,150
................................................................... (850) (550) (550) (300)

Forecast allowance

................................................................................. 600 1,200 2,150 2,850

2006/07 Fiscal Year in Review

The government’s surplus for 2006/07 is projected at $2.85 billion, $2.25 billion
higher than the Budget 2006 budget.

Government revenue is forecast to be $2.7 billion higher than the projection in
Budget 20006, reflecting one-time revenues of $793 million ($385 million from
prior year tax results and $408 million from federal trust funds), $1.3 billion in
other taxpayer supported revenues (mainly from taxation), and a $605 million
increase in income from commercial Crown corporations.

Increased revenue is partially offset by higher than expected expenses

($976 million higher than Budget 20006), reflecting forest fire costs, negotiating
framework incentive payments, spending on one-time projects funded by the
federal government and increased spending by service delivery agencies.

The 2006/07 forecast allowance is now $300 million, reflecting reduced
forecast risk over the remaining three months of the fiscal year. Further details
on the changes from Budget 2007 are provided in Table 4.7.

Chart 4.1 Progress of 2006/07 financial forecasts

Surplus forecast $300
$ millions
$550
$550 $2,850
Forecast Allowance —» $850 $2,150
Surplus after $1,200
—
Forecast Allowance $600

Budget 1st Quarterly 2nd Quarterly 3rd Quarterly
2006 Report Report Report
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Changes since the Second Quarterly Report

The surplus forecast for 2006/07 has improved by $700 million from the
second Quarterly Report forecast, mainly due to higher personal income tax
revenue, increased income from commercial Crown corporations, and the
reduction in the forecast allowance.

Chart 4.2 2006/07 surplus improves by $700 million since
the second Quarterly Report

Main changes since the second Quarterly Report 700
$ millions

226

54

(160)

Higher Personal Commercial Higher Higher natural  Increased forest ~ Other revenue Net spending Forecast Increase in
income tax Crown earnings investment gas royalties revenues changes increase allowance Surplus since the
revenue earnings reduction Second Quarterly
Report

Since the second Quarterly Report in November:

e The forecast for total revenue, including income from commercial Crown
corporations, increased $610 million.

— Taxpayer-supported revenue is up $494 million, primarily due to higher
personal income tax revenue due to stronger estimates for 2006, increased
investment income from larger investment balances, natural gas royalties
resulting from higher prices, and forest revenue from logging tax on duty
deposit refunds.

— Income from commercial Crown corporations increased by $116 million,
primarily due to the impact of increased casino revenue on BCLC’s net
income and lower claims cost projections on ICBC’s bottom line.

e Total spending increased $160 million from the previous forecast, primarily
due to increased spending on one-time programs partially funded by the
federal government.

— Spending on one-time programs, whose costs are recoverable from
the federal government and other sources, increased by $248 million.
These programs include Mountain Pine Beetle mitigation, housing
projects, and transportation capital projects.

— The additional spending on one-time programs was partially offset by
$88 million in lower expenses in other areas, primarily due to a reduction
in net spending by service delivery agencies.

e The forecast allowance was reduced by $250 million in recognition of lower
uncertainties remaining until the accounts for the full year are completed.
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Table 4.2 provides more details on developments since the second Quarterly
Report.

Table 4.2 Operating Statement Update Since the Second Quarterly Report

Updated
($ millions) Changes Forecast
Budget 2006 Fiscal Plan (February 21, 2006) .............ccoouiiuiiiiiiii e 600
Revenue increases up to the second Quarterly RepOrt ............cooiiuiiiiiiiiiiiiii e, 2,066
Expense decreases up to the second Quarterly Report ............c..ooiiiiiiiiiiiiiiiiiiiieee (816)
Forecast alloWanCe AECIEASE ..........oouiriiii i e e e aaas 300
Net Change ... 1,550
2006/07 surplus — second Quarterly RePOIt ............ ..o 2,150
Third Quarterly Report forecast updates:
Revenue increases (decreases):
Personal income tax — stronger 2006 expectations ......... ... 226
Tobacco tax — higher year-to-date COllECHONS ...........ocoiiiiiii e 30
Social service tax — higher year-to-date collections ... 42
Property transfer tax — based on year-to-date activity ... (25)
Natural gas royalties — higher natural gas PriCes ...........ciuiiiiiii e 54
Forest revenue — mainly logging tax due to duty depositrefunds ................ooooiiiiiin, 52
Investment earnings — primarily higher investment balances ... 66
Federal government transfers — accelerated funding to combat the mountain pine beetle
infestation and other one-time project funding ............cooiiiiiii i 61
All other taxpayer supported ChangEs ..ot (12)
Commercial Crown corporation net income:
LDB — mainly higher SAlES ... 15
BC Lotteries — mainly increased casino revenue and lower operating costs ..............c.cccoveenne. 32
BCRC — mainly delayed asset diSpOSItiONS ..........o.viiniiiii e (11)
ICBC — mainly lower claims oSt Projections ............coiiiii i 74
Other Crown corporation Changes ... e 6

Total revenue Changes ... s 610
Less expense increases (decreases):

Interest costs — mainly reduced debt [EVEIS ........ ..o (6)
Increased ministry expenditures mainly recoverable from the federal government ....................... 248
Service delivery agencies - reduction in net SpeNding............ccoviiiiiiiiiii e (82)

Total eXPeNnSe ChANGES ..........iiiiii 160
SUDTOtAl ... 450
Forecast allowancCe dECIreaSe ...............ouiuiuiuiiiiiii e 250
Net change since the second Quarterly RepOrt .................c.oouiiiiiiiiiiiiiiii e 700

2006/07 surplus — third Quarterly REePOIt ............. ..o 2,850

2006/07 Priority Ministry Spending

As a result of ministry year-end savings, the province has an opportunity to
fund or accelerate the following priority initiatives in 2006/07:

e $20 million for LocalMotion, to be invested in bike paths, walkways,
greenways and accessibility improvements for persons with disabilities.
The Ministry of Economic Development will fund $13 million of this
initiative from internal savings and $7 million will be funded from the
Contingencies vote.

e $5 million for forest service road and bridge maintenance, and the
replacement of the Farwell Canyon Bridge.
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2006/07 Notional Contingencies Allocations

Spending commitments and pressures totaling $267 million have been
notionally allocated to the Contingencies vote. These allocations include:

As in the second Quarterly Report, up to $86 million for recently negotiated
K-12 service improvements and $37 million to address recommendations
from the October 2005 Ready Report,

$38 million for supportive housing projects;

$30 million to fulfill government’s commitment towards First Nation’s
economic development and conservation management initiatives within
the central coast, north coast and Queen Charlotte Islands areas. The
federal government has committed to contribute $30 million and private
contributors are also expected to partner, resulting in a total combined
investment of $120 million for these initiatives;

As in the second Quarterly Report, $20 million relating to negotiating
framework costs above the estimated $420 million allocation for 2006/07
(resulting from re-profiling the $4.7 billion negotiating framework’s
estimated annual costs to match the contract settlement requirements);

$20 million to provide scholarships and internships to support new and
existing graduate spaces; and

$12 million for a provincial contribution to complete the implementation of
PRIME (Police Records Information Management Environment).

See Table 4.3 for a complete list of notional Contingencies vote allocations.

Table 4.3 2006/07 Pressures Notionally Allocated to the Contingencies Vote

($ millions)
K—12 education service improvements ..............coooiiiiiiii e 86
Supportive hoUSING PrOJECES ... ....eiiiii e e 38
K—=12 — REAAY REPOIT ... ..o e 37
Coastal economic development and conservation ...............ccccoveiiiiiiiiiiiiiennns. 30
Post secondary scholarships and internships ...........c.cooooiiiiie 20
Higher ongoing negotiating framework settlement costs in 2006/07 ..................... 20
Policing - PRIME implementation .......... ... 12
MaJOr COUMt MIAlS ..o e 9
LOCAIMOTION ... e 7
Vancouver Island Gas Pipeline Assistance Agreement — adjustments
to reflect the latest natural gas price forecast ... 4
Blueberry River First Nation Economic Benefits Agreement ...................cc.ooevenee. 3
BC Ferry Services — accelerated vessel replacement for northern routes ............... 1
SUDLOTAL ... 267
Unallocated ... 53
Total contingencies budget ... 320
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Capital Spending and Provincial Debt

Updated capital spending of $4.5 billion is $442 million lower than the second
Quarterly Report forecast and $310 million lower than the Budget 2006
amount. The change from the second Quarterly Report is mainly due to slower
than expected spending on post-secondary education and health facilities and
electricity distribution projects, lower spending for gaming equipment, and a
lower contingency for capital spending.

Table 4.4 Budget 2006 and Quarterly Updates — Capital Spending and Provincial Debt

First Second Third
February 21 Quarterly  Quarterly  Quarterly
($millions) Budget Report Report Report
Capital spending
Taxpayer-suUPPOEA ... 3,488 3,749 3,770 3,468
Self-SUPPOMEd ... et 1,338 1,229 1,188 1,048
Total capital SPENAING .........oeiiiiiiiie e 4,826 4,978 4,958 4,516
Provincial Debt
Taxpayer-suUPPOEd ........ouiei i 27,883 27,902 26,338 26,545
Self-SUPPOIEA ... e 7,857 7,661 7,612 7,507
Forecast allowancCe ........ ... 850 550 550 300
Total provinCial debt ............uuiiiiiiieii e 36,590 36,113 34,500 34,352
Taxpayer-supported debt as a per cent of GDP ...........ccccoiiiiiiiiiiinens. 15.8% 15.7% 14.7% 14.8%
Total provincial debt as a percent of GDP ...........ccooiiiiiiiiiiiiiin, 20.7% 20.3% 19.3% 19.2%

Significant changes since the second Quarterly Report are shown in Table 4.5.
Further details on capital spending are shown in Table 4.12. Information on
updated forecasts for major capital projects (those with multi-year budgets
totaling $50 million or more) is provided in Table 4.13.

Provincial debt is forecast to total $34.4 billion at year-end ($2.2 billion below
the Budget 2006 amount), while taxpayer-supported debt is expected to total
$26.5 billion ($1.3 billion below budget).

The total debt forecast is $148 million lower than forecast in the second
Quarterly Report mainly due to lower capital spending for post-secondary
education and health facilities, and power generation projects, and a

reduced forecast allowance, partially offset by the Housing Endowment Fund
investments and higher working capital requirements for government operating
purposes (see Table 4.5).

Total debt represents 19.2 per cent of provincial GDP, while taxpayer-
supported debt is to 14.8 per cent of GDP. The debt to GDP ratios forecast in
the Budget 2006 for total and taxpayer-supported debt were 20.7 per cent and
15.8 per cent respectively. The improvements in the debt to GDP ratios reflect
lower than expected debt balances and stronger than forecast GDP.

Further information on the debt forecast is shown in Table 4.14.
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Table 4.5 Capital Spending and Provincial Debt Update Since the Second Quarterly Report

Updated
($ millions) Change Forecast
Budget 2006 capital spending (February 21, 2006) .................ccoooiiiiiiiiieeee, 4,826
Taxpayer-supported changes up to the second Quarterly Report ....................ccoiiii, 282
Self-supported changes up to the second Quarterly Report ..............cccoviiiiiiiiiiiiiiiiininnn. (150) 132
2006/07 updated capital spending — second Quarterly Report ....................ccocooeviiinnn, 4,958
Taxpayer-supported changes

Post-secondary education facilities — slower than expected spending............................. (99)

Health facilities — slower than expected spending............ccoooiiiiiiiiiii (76)

Capital spending contingencies — reduced uncertainty for projects in 2006/07 ................. (115)

O e (12) (302)
Self-supported changes

BC Hydro — slower than expected spending on electricity distribution projects ................. (78)

BC Lotteries — lower spending for gaming equipment .............c.ocoiiiiiiiiiiii (32)

O e (30) (140)
2006/07 updated capital spending — third Quarterly Report ........................ccccoeeveeinn..n. 4,516
Budget 2006 total provincial debt (February 21, 2006) ................ccooviiiiiiiiiiie 36,590

Taxpayer-supported debt changes up to the second Quarterly Report .............c.ccocvveenn... (1,545)

Self-supported debt changes up to the second Quarterly Report ............ccccoceviiiiiiiann.n. (245)

Forecast allowancCe dECrease ............uiuiiiiiiii i (300) (2,090)
2006/07 updated total provincial debt — second Quarterly Report .................................. 34,500

Taxpayer-supported debt changes

Government operating — Housing Endowment Fund ... 250

Government operating — other, mainly higher working capital requirements .................... 68

Post-secondary facilities — lower capital spending ...........cccooiiiiii i (37)

Health facilities — mainly lower capital spending ..............ccoooiiiiiiiiiii e (87)

L (0= PN 13 207
Self-supported debt changes

BC Hydro — mainly lower capital SPENdiNg .........ceiiuieiiiiiie e (101)

BC Transmission — mainly lower capital spending .............cocoiiiiiiiiiiiiiiii s (4) (105)
Debt forecast allowance adjustment to mirror operating statement change ........................ (250)
Total third Quarterly Report Changes ................oooiiiiiiiii e (148)

2006/07 updated total provincial debt — third Quarterly Report ..............................ooo..n. 34,352
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Table 4.6 2006/07 Operating Statement
Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance ~ 2005/06 Budget Forecast  Variance 2005/06
Taxpayer-supported programs
and agencies:
Revenue ... 25,160 25,968 808 24,437 33,393 35,464 2,071 33,749
EXPENSE ..ooiiiiiie e (24,653)  (24,109) 544 (22,501)  (33,914) (34,600) (686) (32,177)
Negotiating Framework incentive payments . - (244) (244) - - (290) (290) (710)
Taxpayer-supported balance................ 507 1,615 1,108 1,936 (521) 574 1,095 862
Commercial Crown corporation income ....... 1,549 2,125 576 1,679 1,971 2,576 605 2,198
Surplus before forecast allowance .......... 2,056 3,740 1,684 3,615 1,450 3,150 1,700 3,060
Forecast allowance ................co.coeiiiiiinin. - - - - (850) (300) 550 -
Surplus ... 2,056 3,740 1,684 3,615 600 2,850 2,250 3,060
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Table 4.7 2006/07 Forecast Update — Changes from Budget 2006

($ millions)

Updated
Changes Forecast

Budget 2006 Surplus (February 21, 2006)

Revenue increases (decreases):
Personal income tax:

— Prior-year adjustment — stronger 2005 tax assessments ...........c.oiiiiiiiiii
— Base — higher 2005 base and improved 2006 economic growth ...............cccooviiiiiiiiiiiiiiiiinine.
Corporate income tax — higher 2005 and prior year tax results .............coocoiiiiiiiiiiiiiiiieeeas
Social service tax — higher 2005/06 results and stronger 2006 economic growth ..........................
Fuel tax — lower sales volumes resulting from high pump prices ..........cccoooiiiiiiiiiiii,
Tobacco tax — stronger year-to-date sales and one-time inventory build up ...............coooiiiinn
Property tax — higher property tax base ......... ..o
Property transfer tax — strong housing market .......... ...
Insurance premium tax higher 2005/06 results and improved growth in 2006/07................cc.cccne...
Natural gas royalties — lower natural gas PriCES .........ovuiuiiiiii i

Other energy and mineral sources — higher metal prices, average bid price and volumes

sold for Crown land drilling rights, partially offset by lower electricity prices ........................
Forest revenue — border tax and logging tax up, partially offset by lower stumpage revenue ....

Medical Services Plan revenue — higher 2005/06 results and less premium assistance take-up

Investment earnings — mainly higher investment balances ...l

Federal transfers:
Health and social transfers — higher net tax point entitement and includes

$40 MIllioN fOr PrIOT-YEAIS .. ...uiei i
ONE-tIME TUSES . eie e e

Other transfers — increased ministry recoveries for Canada Study Grants and the Millennium

Scholarship Fund and direct post-secondary research grant funding .............................
All other taxpayer supported ChaNGES ..........iuiiie e

Commercial Crown corporation net income:

BC Hydro — primarily impact of lower energy costs and regulatory transfers .......................
ICBC — primarily higher premium revenue and investment income ..................ccccoeeiennne.

Other Crown corporation changes — mainly higher LDB and BCLC income partially offset by

a change in the timing of BCRC asset dispositions ...........c.coooiiiiiiiiiiieea
Total revenue Changes ...

Less: expense increases (decreases):

Negotiating Framework incentive payments (for contracts ratified after March 31, 2006) ' .......
FOrest fir8 COSES . .uinitii e e
MOPD debt SErviCiNg SAVINGS .......uiniin it

CRF eXpense CRaNgeSs ...........oiuiiiii e
Increased ministry expenditures recoverable mainly from the federal government ........................

Service delivery agencies self-funded expenses:

School districts — revised spending estimates for additional staffing ..................................
Post-secondary institutions — primarily additional faculty and research ..............................
Health authorities — increases in health care and staffing levels .................ooo,
Other service delivery agencies net spending ChangES .........coocuviiiiieeiiiee e,

Total eXPeNnsSe CRANGES ..o

Subtotal
Forecast allowance decrease

Nt Change ...
2006/07 surplus — third Quarterly Report

600

385
470
196
342

(23)
55
33
175
21

(885)

57
210

70
128

73
408

200
156

382
190

33
2,676

290
120
(46)

364

380

52
38
158

(16)

976
1,700
550
2,250
2,850

1
Budget 2006 assumed the entire $1.0 billion for incentive payments in the negotiating framework was available in 2005/06. All negotiations for contracts
expiring before March 31, 2006 were successfully concluded, and incentive payments totaling $710 million were made in 2005/06. The remaining $290
million was made available in 2006/07 and is being funded from the Contingencies vote. The Contingencies vote will be adjusted to meet all required

allocations through a Supplementary Estimate when the legislature resumes sitting.
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Table 4.8 2006/07 Revenue by Source
Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance  2005/06
Taxation
Personal income ............ccooiiiiiiiiienn, 4,317 4,965 648 4,261 5,847 6,702 855 5,838
Corporate iNnCOME .........cevvieniineiiiiianne. 988 952 (36) 851 1,337 1,533 196 1,426
Social ServiCe ........oocvviiiiiiiiiiiiiie 3,357 3,648 291 3,242 4,374 4,716 342 4,367
FUel oo 704 684 (20) 685 923 900 (23) 911
TODACCO ..viiviiiic 540 597 57 544 690 745 55 701
Property ......ooiiiii 1,275 1,288 13 1,273 1,726 1,759 33 1,718
Property transfer .............coooooiin 592 734 142 657 750 925 175 843
Other .o 427 463 36 448 571 597 26 625
12,200 13,331 1,131 11,961 16,218 17,877 1,659 16,429
Natural resources
Natural gas royalties ............cc..ccoeeviiinenine 1,765 907 (858) 1,627 2,277 1,392 (885) 1,921
Columbia River Treaty .............cccevvneennenn. 260 178 (82) 252 335 235 (100) 319
Other energy, metals and minerals ............ 605 721 116 601 808 965 157 797
FOrests .....ovuiiiiii 651 736 85 801 1,083 1,293 210 1,214
Water and other resources ....................... 524 266 (258) 228 349 339 (10) 316
3,805 2,808 (997) 3,409 4,852 4,224 (628) 4,567
Other revenue
Medical Services Plan premiums .............. 1,061 1,119 58 1,107 1,414 1,484 70 1,467
Post-secondary education fees ................. 690 656 (34) 671 923 922 (1) 892
Other health-care related fees .................. 150 161 11 156 191 211 20 204
Motor vehicle licences and permits ............ 310 323 13 307 409 419 10 403
Other fees and licences ..............ccceeenenn. 468 501 33 476 685 736 51 683
Investment earnings ...........ccocooeeviiiiniannn. 608 710 102 677 819 947 128 948
Sales of goods and services .................... 490 505 15 551 647 676 29 765
Miscellaneous ...........cvvveiiiiiiiiiiiienn, 1,118 1,176 58 955 1,506 1,558 52 1,605
4,895 5,151 256 4,900 6,594 6,953 359 6,967
Contributions from the federal
government
Health and social transfers ................... 3,268 3,302 34 3,126 4,403 4,476 73 4,220
Equalization ...........cccoooiiiiiiiii 344 345 1 442 459 459 - 590
Other federal contributions ................... 648 1,031 383 599 867 1,475 608 976
4,260 4,678 418 4,167 5,729 6,410 681 5,786
Taxpayer-supported programs and
AgeNCies ..........coooiiiiiiiii 25,160 25,968 808 24,437 33,393 35,464 2,071 33,749
Commercial Crown corporation net income
BC Hydro ......ooovviiiiieii e 99 380 281 250 18 400 382 266
Liquor Distribution Branch ....................... 638 677 39 633 798 821 23 800
BC Lotteries (net of payments to
the federal government) ....................... 699 762 63 689 932 981 49 914
BCRC .o 38 18 (20) (24) 84 38 (46) 10
ICBC 2. 69 265 196 101 131 321 190 191
Other ..o 6 23 17 30 8 15 7 17
1,549 2,125 576 1,679 1,971 2,576 605 2,198
Total revenue .............ccocoeiiiiiiiiiiiiiiinn. 26,709 28,093 1,384 26,116 35,364 38,040 2,676 35,947

" The year-to-date figures reflect BCRC's budget and results for the April to December period. The full year forecast represents BCRC's earnings during
government's fiscal year. On BCRC's fiscal year basis (December), the outlook is: 2006 (budget) — $84 million; 2006 (revised forecast) — $67 million.

2 The year-to-date figures reflect ICBC's budget and results for the April to December period. The full-year forecast represents ICBC's earnings during
government's fiscal year. On ICBC's fiscal year basis (December), the outlook is: 2006 (budget) — $131 million; 2006 (revised forecast) — $350 million.
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Table 4.9 2006/07 Expense by Ministry, Program and Agency

Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance 2005/06
Advanced Education ..............cooceiininnn. 1,478 1,499 21 1,417 1,982 1,982 - 1,865
Education ..........oooiiiiiii 3,873 3,863 (10) 3,683 5,196 5,196 - 5,073
Health' ... 8,947 8,810 (137) 8,266 11,910 11,910 - 11,414
Subtotal 14,298 14,172 (126) 13,366 19,088 19,088 - 18,352
Office of the Premier ..., 10 9 (1) 7 12 12 - 10
Aboriginal Relations and Reconciliation ........ 25 25 - 24 33 & - 33
Agriculture and Lands ............coooiiiiiinnn 98 100 2 71 226 226 - 170
Attorney General ............cooiiiiiiiiiiii 363 351 (12) 343 476 476 - 452
Children and Family Development ............... 1,341 1,277 (64) 1,168 1,836 1,836 - 1,635
Community Services .........cccooevvviuniinnennnnn. 230 193 (37) 186 267 267 - 258
Economic Development ..............c.coceeneeee. 223 160 (63) 162 310 310 - 437
Employment and Income Assistance ........... 1,021 955 (66) 958 1,369 1,369 - 1,327
Energy, Mines and Petroleum Resources ..... 58 60 2 60 77 77 - 67
Environment ... 137 131 (6) 113 194 194 - 177
Finance .......cooooviiiiiiii 69 55 (14) 54 84 84 - 67
Forestsand Range ...............ccocoiiiiiiiiinns 659 744 85 549 933 1,053 120 815
Labour and Citizens' Services .................... 151 131 (20) 133 206 206 - 188
Public Safety and Solicitor General .............. 410 409 (1) 414 548 548 - 515
Small Business and Revenue ..................... 35 47 12 29 45 45 - 44
Tourism, Sport and the Arts ' ...................... 135 134 (1) 145 209 209 - 179
Transportation .............coooiiiiii 629 624 (5) 604 839 839 - 829
Total ministries and Office of the Premier . 19,892 19,577 (315) 18,386 26,752 26,872 120 25,555
Legislation ..........ccooiiiiiiiiii 36 35 (1) 32 51 51 - 46
Officers of the Legislature .......................... 21 17 (4) 36 27 27 - 42
BC Family Bonus ...........ccocovviiiiiiiiiiinnn, 18 18 - 29 23 23 - 37
Management of public funds and debt .......... 458 431 (27) 456 618 572 (46) 593
Contingencies — new programs .................. - 58 53 1 320 320 - 320
Contingencies — Negotiating Framework ...... 165 - (165) - 420 420 - -
Other appropriations .............c..ccoceviiinnennn. (7) (15) (8) (20) 9 9 - (3)
Subtotal 20,583 20,116 (467) 18,920 28,220 28,294 74 26,590
First Nations New Relationships Fund ........... - = - - - = - 100
Consolidated revenue fund expense before
Negotiating Framework incentive ............. 20,583 20,116 (467) 18,920 28,220 28,294 74 26,690
Negotiating Framework incentive payments .. - 244 244 - - 290 290 710
Total consolidated revenue fund expense ... 20,583 20,360 (223) 18,920 28,220 28,584 364 27,400
Expenses recovered from external entities .. 1,264 1,439 175 1,219 1,685 2,065 380 1,841
Grants to service delivery agencies and
other internal transfers:
School districts ..........cocoveviiiiiiii (3,426) (3,437) (11) (3,263) (4,490) (4,673) (183) (4,345)
UNIVersities ........ooovviiiiiniiiiiiiiceenn (799) (854) (55) (797) (1,069) (1,145) (76) (1,108)
Colleges, university colleges, and institutes (566) (623) (57) (592) (755) (820) (65) (833)
Health authorities and hospital societies ....  (6,005) (6,204) (199) (5,626) (7,937)  (8,156) (219) (7,707)
Children and family development agencies (454) (468) (14) (268) (606) (628) (22) (445)
Other service delivery agencies ............... (506) (529) (23) (775) (674) (795) (121) (1,147)

(11,756) ~ (12,115)  (359) (11,321)  (15,531) (16,217) (686) (15,585)

Service delivery agency expense:

School districts ..........cocoveiiiiii 3,477 3,569 92 3,222 4,864 5,099 235 4,612

Universities ..........ccoovviiiiiiiii, 1,866 1,852 (14) 1,773 2,532 2,661 129 2,449

Colleges, university colleges, and institutes 952 940 (12) 903 1,281 1,331 50 1,252

Health authorities and hospital societies ... 6,461 6,637 176 6,032 8,456 8,833 377 8,289
Children and family development

agencies/authorities .......................... 454 461 7 264 605 628 23 441

Other service delivery agencies ............... 1,352 1,210 (142) 1,489 1,802 1,906 104 2,188

14,562 14,669 107 13,683 19,540 20,458 918 19,231

Net spending of service delivery agencies ... 2,806 2,554 (252) 2,362 4,009 4,241 232 3,646

Total taxpayer-supported expense.............. 24,653 24,353 (300) 22,501 33,914 34,890 976 32,887

' The 2005/06 actuals and 2006/07 budget have been restated to reflect the transfer of the ActNow BC initiative from the Ministry of Health to the Ministry of
Tourism, Sport and the Arts.

2 Excludes inter-entity transactions among health authorities and hospital societies.
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Table 4.10 2006/07 Expense By Function

Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance 2005/06
Health ..o, 9,454 9,446 (8) 8,940 12,833 12,944 111 12,414
Education ..........coooiiiiiiii 6,959 7,015 56 6,238 9,162 9,346 184 8,943
Social Services ..........coviviiiiiiiiiiiini 2,100 2,031 (69) 1,921 3,040 3,030 (10) 2,724
Protection of persons and property ............ 968 928 (40) 905 1,301 1,287 (14) 1,379
Transportation .............ccoooiiiiiiiiin, 878 857 (21) 874 1,173 1,273 100 1,196
Natural resources and economic
development ..........coooiiiiiiiii 988 1,050 62 893 1,483 1,679 196 1,599
Other ..o 773 703 (70) 669 1,213 1,280 67 1,096
Contingencies: new programs .................. - 58 53 1 320 320 - -
Negotiating Framework ...... 165 - (165) - 420 420 - -
General government ................coooeeeeenen. 647 346 (301) 424 665 765 100 644
Interest ......coovvviiiiii 1,721 1,680 (41) 1,636 2,304 2,256 (48) 2,182
Subtotal 24,653 24,109 (544) 22,501 33,914 34,600 686 32177
Negotiating Framework
incentive payments ' ............oocoiiiinn - 244 244 - - 290 290 710
Total exXpense .............ccceeeviviiiiiiinennnnn. 24,653 24,353 (300) 22,501 33,914 34,890 976 32,887

" The year-to-date negotiating framework incentive payments have been funded through the Contingencies vote. The Contingencies vote will be adjusted to
meet all required allocations through a Supplementary Estimate when the legislature resumes sitting.
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Table 4.11 2006/07 Service Delivery Agency Operating Results '

Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance 2005/06
School districts
Revenue ...........ccooiiiiiii 3,719 3,804 85 3,556 4,880 5,157 277 4,812
EXPENSE ..oiviiiiiiii (3,477)  (3,569) (92) (3,222) (4,864) (5,099) (235) (4,612)
242 235 (7) 334 16 58 42 200
Accounting adjustments .................. 24 34 10 (25) 42 30 (12) 24
Netimpact .........ccovveiiiiiiii, 266 269 3 309 58 88 30 224
Universities
Revenue ...........ccooviiiiiii 1,921 1,896 (25) 1,858 2,566 2,700 134 2,634
EXPENSE ...oivviiiiiii (1,866) (1,852) 14 (1,773) (2,532) (2,661) (129) (2,449)
55 44 (11) 85 34 39 5 185
Accounting adjustments .................. 36 22 (14) 60 47 48 1 93
Netimpact .........ccovvviiiiiiii, 91 66 (25) 145 81 87 6 278
Colleges, university colleges, and institutes
Revenue ...........ccooiiiiiii 951 1,024 73 959 1,264 P339 75 1,291
EXPENSE ..oiviiiiiiiii (952) (940) 12 (903) (1,281) (1,331) (50) (1,252)
(1) 84 85 56 17) 8 25 39
Accounting adjustments .................. (1) 12 13 11 6 14 8 40
Netimpact .........ccovviiiiiii, (2) 96 98 67 (11) 22 33 79
Health authorities and hospital societies
Revenue ...........ccooiiiiiiii 6,461 6,621 160 6,048 8,456 8,795 339 8,291
EXPENSE ..oiviiiiiiii i (6,461)  (6,637) (176) (6,032) (8,456) (8,833) (377) (8,289)
- (16) (16) 16 - (38) (38) 2
Accounting adjustments .................. (32) 19 51 5 1 (40) (41) 16
Netimpact .........ccovvviiiiiiii, (32) 3 35 21 1 (78) (79) 18
Children and family development agencies2
Revenue ...........ccooiiiiiii, 454 466 12 262 605 629 24 441
EXPENSE ..uiviiiiiiiiii (454) (461) (7) (264) (605) (628) (23) (441)
- 5 5 2) - 1 1 -
Accounting adjustments .................. - 3 3 6 1 1 - 4
Netimpact ..o - 8 8 4 1 2 1 4
BC Transportation Financing Authority
Revenue ... 465 468 3 477 620 609 (11) 657
EXPENSE ..oiviiiiiiiii (425) (423) 2 (440) (567) (591) (24) (604)
40 45 5 37 53 18 (35) 53
Accounting adjustments .................. (116) (132) (16) (129) (155) (155) - (168)
Netimpact .........ccovvviiiiiiii, (76) (87) (11) (92) (102) (137) (35) (115)
British Columbia Buildings Corporation
Revenue ...........ccooiiiiii, - - - 312 - - - 452
EXPense .......coooiiiiiiiiii - - - (274) - - - (398)
- - - 38 - - - 54
Accounting adjustments .................. - (12) (12) (7) - (12) (12) (7)
Netimpact .........ccovviiiiiii, - (12) (12) 31 - (12) (12) 47
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Table 4.11 2006/07 Service Delivery Agency Operating Results ' — Continued

Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance 2005/06

British Columbia Housing Management Commission

Revenue .........cccoooiiiiii 284 230 (54) 205 379 464 85 343
Expense .........ocooiiiiiii (284) (226) 58 (202) (379) (464) (85) (343)
- 4 4 3 - - - -
Accounting adjustments .................. (3) 20 23 62 (4) (15) (11) 5
Netimpact .........ccooeeiiiiiiiiiiiin. (3) 24 27 65 (4) (15) (11)

British Columbia Transit

Revenue ............ccooooii 119 100 (19) 92 159 168 9 155

EXpense .........cccoooeiiiiii (119) (100) 19 (92) (159) (168) (9) (155)
Accounting adjustments .................. - 8 8 (7) - 6 6 6
Netimpact ... - 8 8 (7) - 6 6

Tourism British Columbia

Revenue ...............ocoei, 44 49 5 47 58 58 - 58
EXpense .........cccoooeiiiiii (44) (31) 13 (30) (58) (58) - (57)
- 18 18 17 - - - 1
Accounting adjustments .................. 5 6 1 (1) 6 6 - (1)
Netimpact ... 5 24 19 16 6 6 - -

Other service delivery agencies

REVENUE .....covviiiiiiic e, 486 468 (18) 469 646 646 - 711
EXPENSE ..oivviiiiiiic (480) (430) 50 (451) (639) (625) 14 (631)

6 38 32 18 7 21 14 80

Accounting adjustments .................. 75 95 20 105 100 126 26 99
Netimpact .........ccovvviiiiiiii, 81 133 52 123 107 147 40 179
Total netimpact ......................oeiints 330 532 202 682 137 116 (21) 725

Total service delivery agency operating results:

Revenue ........cccoviiiiiiii, 14,904 15,126 222 14,285 19,633 20,565 932 19,845
Accounting adjustments .................. (22) 67 89 75 31 (1) (32) 105
14,882 15,193 311 14,360 19,664 20,564 900 19,950

EXpPense .......coooviiiiiiiiii (14,562) (14,669) (107)  (13,683) (19,540)  (20,458) (918) (19,231)
Accounting adjustments .................. 10 8 (2) 5 13 10 (3) 6
(14,552) (14,661) (109) (13,678) (19,527)  (20,448) (921) (19,225)

Total netimpact ................................ 330 532 202 682 137 116 (21) 725

' Revenue and expense are shown as reported in the entity financial statements and service plans, before consolidation and accounting adjustments.

2 The amount of funding to be transferred, and the timing of the transfer, will be based on an assessment of authority readiness.
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Table 4.12 2006/07 Capital Spending

Year-to-Date to December 31 Full Year
2006/07 Actual 2006/07 Actual
($ millions) Budget Actual Variance 2005/06 Budget Forecast Variance 2005/06
Taxpayer-supported

Education

Schools (K=12) .....ooviiiiiiiiiien, 179 253 74 206 252 367 115 286

Post-secondary ............ccoooiiiiiiiiniinns 628 566 (62) 480 988 817 171) 790
Health ... 498 489 9) 524 666 849 183 848
BC Transportation Financing Authority ..... 619 610 9) 467 794 890 96 712
Vancouver Convention Centre

€XPansion Project .........cocoveieiiniininenns. 111 77 (34) 62 164 118 (46) 85
Government operating (ministries) .......... 243 126 (117) 117 413 &S (100) 260
Other ..o 33 58 25 70 46 64 18 111
Capital spending contingencies .............. - - - - 165 50 (115) -
Total taxpayer-supported .................... 2,311 2,179 (132) 1,926 3,488 3,468 (20) 3,092

Self-supported

BCHydro ......ccooeviiiiiie 717 556 (161) 440 1,020 843 177) 610
BC Transmission Corporation ................ 45 30 (15) 12 65 62 3) 21
Columbia River power projects 2.............. 26 18 (8) 24 43 25 (18) 30
BC RaIl ..oovviiiiiieiii 47 16 (31) 13 62 19 (43) 15
ICBC 2 e 36 20 (16) 24 41 32 9) 27
BC Lotteries .......cocoveiiiiiiiiiic, 60 29 (31) 54 80 43 (37) 83
Liquor Distribution Branch ..................... 24 9 (15) 8 27 24 (3) 19
Total self-supported ........................... 955 678 (277) 575 1,338 1,048 (290) 805
Total capital spending ........................ 3,266 2,857 (409) 2,501 4,826 4,516 (310) 3,897

Includes BC Housing Management Commission, Provincial Rental Housing Corporation, BC Buildings Corporation, Ministry of Attorney General,
Ministry of Public Safety and Solicitor General, Ministry of Children and Family Development, Rapid Transit Project 2000, and BC Transit.

2 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

3 Includes ICBC Properties Ltd.
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Table 4.13 2006/07 Capital Expenditure Projects Greater Than $50 million’
Note: Information in bold type denotes changes from the 2006/07 second Quarterly Report.

Forecast Cumulative Spending Cumulative
Start Completion Spending at April 1 to Spending at Total Project
($ millions) Date Date Mar. 31, 2006 2+ Dec.31 =Dec. 31,2006 Budget® Forecast®
Advanced Education facilities
SFU — Surrey Central City Campus ...........c.ccoccuune. Mar. 2004  Mar. 2007 54 12 66 70 70
Health facilities °
Vancouver General Hospital redevelopment project . Sept. 2000  Aug. 2007 6 121 23 144 156 156
Gordon and Leslie Diamond Health Care Centre —
previously the Academic Ambulatory Care Centre .  Fall 2004 Summer/06 76 19 95 95 95
Abbotsford Regional Hospital and Cancer Centre ....  Fall 2004 Summer/08 97 66 163 316 316
Surrey Outpatient Facility ................................. Spring 2006  Dec. 2009 - 1 1 151 151
Total health facilities .............cccccccoveieeiiinenn. 294 109 403 718 718
Transportation
Trans Canada Highway —
-5 Mile (Yoho) Bridge * May 1999  Fall 2006 40 3 43 44 7 447
— 10 Mile (Park) Bridge *.........cvevveeeeeeeeeeeee. Oct. 2005  Fall 2008 17 25 42 68 ’ 68 '
Nisga'a Highway *..........cccooiiiiiiiiiiece Aug. 1998 Summer/06 49 3 52 52 52
Pitt River Bridge *.........ooveoeeoeeeeeeeeee e Feb. 2006  Fall 2009 4 3 7 108 108 ’
Sea-to-Sky Highway *.............cccooviiiiinieeie, April 2003 Winter 2009 179 110 289 600 600 °
William R. Bennett Bridge *...............c.cocooooennnnn. Mar. 2005  July 2008 32 40 72 144 144
SkyTrain extension ............ccociiiiniiiiniiiiiieenn Sept. 1998  June 2006 1,093 3 1,096 1,167 1,099
Total transportation ...................ccoiii 1,414 187 1,601 2,183 2,115
Power generation
BC Hydro
— Mica Dam - generator stator replacement ........... Feb. 2004  Mar. 2011 19 16 35 76 76
— Peace Canyon Dam — generator stator
replacement and rotor modification .................... Feb. 2004 Oct. 2009 9 13 22 67 67
— Coquitlam Dam seismic upgrade ....................... Oct. 2003 Jan. 2007 24 16 40 58 58
— Aberfeldie redevelopment ...............coooiiiiiannn Apr. 2005 Aug. 2008 4 3 7 92 92
— GM Shrum G2-G4 stator replacement .............. Sept. 2004  Aug. 2010 4 5 9 66 66
— Peace Canyon G1-G4 turbine overhaul. Oct. 2005  Oct. 2009 1 7 8 55 55
BC Transmission Corporation
— System control centre modernization project ........ Feb. 2005 Oct. 2008 12 27 39 133 133
Brilliant Expansion Power Corporation o
— Brilliant Dam power expansion ................ccocuveens Oct. 2002  June 2007 181 8 189 205 205
Total power generation ............ccocevveiiiiniiennns 254 95 349 752 752
Other
ICBC Properties Ltd.
— Surrey City Centre Mall Ltd ..............cooeiiiiiniennes Sept. 1999  Mar. 2007 10 260 9 269 312 278
Vancouver Convention Centre expansion project ..... 2003 2008 82 18 100 281 281 "
Total other ..........ooooiiiii 342 27 369 593 559

Only projects that have been approved by Treasury Board and/or Crown corporation boards are included in this table. Ministry service plans may include
projects that still require final approval. Only the provincial share of funding is presented. Total costs for some of these projects could be higher as they
are cost-shared with the federal government, municipal authorities or the private sector.

Total expenditures since commencement of each project.
Represents sum of annual budgeted expenditures to complete each project.
Amounts shown exclude interest costs incurred during construction.

oW N

o

Amounts shown may include cost of construction, equipment, deferred development costs and land, less funding contributed by Regional Hospital
Districts, and exclude interest costs incurred during construction.

Individual components were completed starting in December 2000 and will continue to be completed before the end of the overall project.

Amount represents the provincial portion of this cost-shared project with the federal government.

Represents capital construction costs before the addition of enhanced rehabilitation and safety features. The total estimated outlays (including both
capital construction and operating activities) for the project over 25 years is $1.983 billion, which assumes 2 per cent inflation per year and maximum
performance payments.

A joint venture of the Columbia Power Corporation and the Columbia Basin Trust.

The base building was substantially completed in January 2003; however, work to prepare space for new tenants is still required.

Amount represents the provincial portion of this cost-shared project with the federal government and the tourism industry. An additional $8 million

is reflected in 2008/09 to meet the escalated cost of contracts to meet the project's current schedule. Further work is underway to review the impact
of higher than expected contruction costs on the project. Preliminary estimates of an updated project cost are in the range of $800 million
depending upon the contract model selected.

© N o
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Table 4.14 2006/07 Provincial Debt '

Balance Balance at December 31, 2006 Forecast at March 31, 2007
March 31, Net Debt Outstanding Net Debt Outstanding
($ millions) 2006 Change 2 Actual Budget Variance = Change 2 Forecast Budget Variance

Taxpayer-supported debt
Provincial government operating .. 11,888 (2,090) 9,798 11,264 (1,466) (2,078) 9,810 10,982  (1,172)
Other taxpayer-supported debt
(mainly capital)

Education *
Schools .......oovvviiiiiiii 4,588 109 4,697 4,690 7 146 4,734 4,727 7
Post-secondary institutions ........... 2,688 204 2,892 2,957 (65) 283 2,971 3,038 (67)
7,276 313 7,589 7,647 (58) 429 7,705 7,765 (60)
Health®.........oooiiiiii 2,447 221 2,668 2,922 (254) 419 2,866 3,041 (175)
Highways and public transit
BC Transportation Financing
Authority .......cooviiii 2,686 341 3,027 3,189 (162) 675 3,361 3,320 41
BC Transit .......c.cooeviviiiiiiiin, 80 14 94 81 13 4 84 76 8
Public transit ............coocoooiin 904 2) 902 906 4) (3) 901 905 4)
SkyTrain extension ..................... 1,145 2 1,147 1,154 (7) 5 1,150 1,156 (6)
4,815 355 5,170 5,330 (160) 681 5,496 5,457 39
Other
BC Buildings ........cccovvviiiiinieinnn. 246 (246) - - - (246) - - -
Social housing *...............oeeeiinns 189 (8) 181 218 (37) 101 290 227 63
Homeowner Protection Office ........ 110 3) 107 157 (50) 14 124 163 (39)
Other®.....ooiiiiiiiiieeeeee e, 204 27 231 207 24 50 254 248 6
749 (230) 519 582 (63) (81) 668 638 30
Total other taxpayer-supported ... 15,287 659 15,946 16,481 (535) 1,448 16,735 16,901 (166)
Total taxpayer-supported debt ........ 27175 (1,431) 25,744 27,745 (2,001) (630) 26,545 27,883  (1,338)
Self-supported debt
Commercial Crown corporations
BC Hydro .......coccovviiiiiiiiien 6,892 355 7,247 7,418 (171) 329 7,221 7,541 (320)
BC Transmission Corporation ........ 37 - 37 67 (30) 10 47 77 (30)
Columbia River power projects °..... 247 (11) 236 247 (11) (11) 236 236 -
Liquor Distribution Branch ............ 5 (1) 4 4 - (2) 3 3 -
Total self-supported debt ............... 7,181 343 7,524 7,736 (212) 326 7,507 7,857 (350)
Forecast allowance ....................... - - - - - 300 300 850 (550)
Total provincial debt ..................... 34,356  (1,088) 33,268 35,481 (2,213) (4) 34,352 36,590 (2,238)

" Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency accrued
interest is reported in the government's accounts as an accounts payable.

2 Gross new long-term borrowing plus net change in short-term debt outstanding, less sinking fund contributions, sinking fund earnings and net maturities
of long-term debt (after deduction of sinking fund balances for maturing issues).

% Includes debt and guarantees incurred by the government on behalf of school districts, universities, colleges and health authorities/hospital societies
(SUCH), and debt directly incurred by these entities.
* Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation.

® Includes other taxpayer-supported Crown corporations and agencies, student loan guarantees, loan guarantees to agricultural producers,
guarantees issued under economic development and home mortgage assistance programs, and loan guarantee provisions.

5 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
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Table 4.15 2006/07 Statement of Financial Position
Actual Year-to-Date Forecast
March 31, December 31, March 31,
($ millions) 2006 2006 2007
Financial assets

Cash and temporary investments ............ccoooiiiiiiiiiiiii e 3,901 3,247 3,053

Other financial @SSetS .........oviiriiii 6,940 7,247 7,999

SINKING FUNAS ..o 4,059 3,945 3,796

Investments in commercial Crown corporations:

Retained earings ..........ooiviiiiiiii 3,422 4,108 3,869
Recoverable capital 10ans ..o 6,916 7,272 7,256
10,338 11,380 11,125
25,238 25,819 25,973

Liabilities

Accounts payable and accrued liabilities .................cooviiiii 7,218 6,301 7,251

Deferred rEVENUE ... e 5,674 5777 5,860

Debt:

Taxpayer-supported debt ... 27,175 25,744 26,545
Self-supported debt ... 7,181 7,524 7,507
Forecast allowance ...........coiiiiii - - 300

Total provincial debt ... 34,356 33,268 34,352
Add: debt offset by sinking funds ...............cooiiii 4,059 3,945 3,796
Less: guarantees and non-guaranteed debt ......................... (379) (360) (370)

Financial statement debt ....... ... 38,036 36,853 37,778

50,928 48,931 50,889
Net liabilities ...............oooi (25,690) (23,112) (24,916)
Capital and other non-financial assets
Tangible capital @ssets ... 24,744 25,849 26,820
Other non-financial @ssets ....... ..o 847 904 847
25,591 26,753 27,667
Accumulated surplus (deficit)................. (99) 3,641 2,751
Changes in Financial Position
Year-to-Date Forecast
December 31, March 31,
($ millions) 2006 2007
Change in accumulated deficit:
Surplus forthe period .......... ... (3,740) (2,850)
Capital and other non-financial asset changes:

Increase in taxpayer-supported capital investments ... 2,179 3,468
Less: amortization and other accounting changes ..............ccoooviiiiiiiiiiiccee (1,074) (1,392)
Change in net capital @SSets ..o 1,105 2,076

Increase (decrease) in other non-financial assets .............cocoiiiiiiiii 57 -

1,162 2,076
Increase (decrease) in net liabilities ... (2,578) (774)
Investment and working capital changes:

Increase (reduction) in cash and temporary investments ...............cocoiiiiiiii (654) (848)

Increase in total investment in commercial Crown corporations:

Increase (decrease) in retained €arniNgs .........ooieiiiiiiiii 686 447
Self-supported capital INVESTMENTS ..o 678 1,048
Less: loan repayments and other accounting changes ............cccooviiiiiiiiiiiiiie (322) (708)
1,042 787

Other working capital Changes ....... ..o e 1,007 577
1,395 516

Increase (decrease) in financial statementdebt ............................. (1,183) (258)
(Increase) decrease in sinking fund debt ..o 114 263
Increase (decrease) in guarantees and non-guaranteed debt ................ccocoii, (19) (9)
Increase (decrease) in total provincialdebt ...................................l (1,088) (4)
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APPENDICES

Al: Tax Expenditures

Introduction

A tax expenditure is the reduction in revenues from delivering government
programs or benefits through the tax system rather than through voted budget
appropriations. Tax expenditures are usually made by offering special tax
rates, exemptions, or tax credits. Governments introduce tax expenditures
primarily to achieve social policy objectives such as transfers to lower income
families or to promote economic development and job creation.

Reporting tax expenditures improves government accountability by providing a
more complete picture of government activities. The tax expenditure appendix
outlines major tax expenditures for the 2006/07 fiscal year. It does not include
tax expenditures introduced or expanded in Budget 2007. These are described
in Part 2: Tax Measures.

The Role of Tax Expenditure Programs

Using the tax system to deliver programs can reduce administration costs and
compliance costs for recipients. In certain situations, the tax system allows
intended beneficiaries to be readily identified from information that is already
collected. In these cases setting up a separate expenditure program would
result in costly overlap and duplication of effort. An example is the provincial
sales tax credit, which is delivered through the income tax system. If this were
a direct provincial expenditure program, a provincial agency or office would
have to be established to duplicate much of the work already done by the
Canada Revenue Agency. In addition, it would require individuals to undertake
a separate, time-consuming application process in order to qualify for the
benefit.

There are, however, several potential drawbacks to tax expenditure programs.
First, their overall cost often receives less public scrutiny than is the case for
spending programs because annual budget appropriations by the legislature
are not typically required. Second, tax expenditure programs do not always
effectively target those who are intended to benefit from them. Some
expenditure programs that are intended to provide tax relief for low income
earners may, in reality, confer the greatest benefit on high income earners who
pay the most taxes. Sales tax exemptions, for example, often provide a greater
absolute benefit to those with higher incomes because they have more to
spend on consumer products. Finally, costs are often more difficult to control
under a tax expenditure program because the benefits tend to be more open
ended and enforcement is often more difficult than for spending programs.

Tax Expenditure Reporting

Not all tax reductions, credits and exemptions are classed as tax expenditures.
Three criteria were used to choose those features of the tax system that should
be reported as tax expenditures.
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First, the emphasis is on tax reductions, exemptions and refunds that are close
equivalents to spending programs. By implication, the list does not include

tax measures designed to meet broad tax policy objectives such as improving
fairness in the tax system, or measures designed to simplify the administration
of the tax. The list also does not include items that are generally excluded from
a particular tax base. For example, most services are excluded from provincial
sales taxes, which are primarily designed to apply to purchases of goods.

Second, revenues raised under provincial government authority that are turned
over to agencies outside of government are not reported as tax expenditures
in this appendix. This includes, for example, the hotel room tax revenues
transferred to Tourism BC.

Third, smaller items of less than $2 million are not included. Where practical,
smaller items have been presented together as an aggregate figure.

British Columbia Tax Expenditure Programs
The following tables report 2006/07 tax expenditure estimates.

For presentation purposes, British Columbia tax expenditures have been
broken into three broad categories.

e Social and Income Transfer Programs (Table A1.1): These include tax
expenditures that are offered as part of government’s mix of health, education,
housing, income transfer and family related programs. Examples include
the BC Family Bonus, the home owner grant, the sales tax exemption for
children’s clothing and the income tax credit for medical expenses.

e FEconomic Development and Business Assistance Programs (Table A1.2):
This category includes tax preferences for small businesses and measures to
encourage new private sector investment.

e Environmental Protection Programs (Table A1.3): There are relatively few
tax expenditures in this category because environmental protection is now
generally based on the principle of “polluter pay”, such as the lead-acid battery
levy. However, environmental tax expenditures include, for example, a sales
tax exemption for bicycles and a fuel tax exemption for certain alternative
fuels.

Each category has its own table of tax expenditure estimates. Within each
table, the list of tax expenditures delivered through the income tax system has
been separated into two sub-categories.

e Provincial Measures: This includes all major tax expenditures that are under
provincial policy control.

e Federal Measures: British Columbia shares the cost of some federal income tax
expenditure programs because, under the tax collection agreement between
British Columbia and the federal government, the province has agreed to
maintain a consistent income tax base with the federal government in the
interest of reducing administrative and compliance costs.
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The cost of individual tax expenditures cannot be added together to reach a
total tax expenditure figure for two reasons:

e in some cases the programs interact with one another so that eliminating one
program could increase or decrease the cost of another; and

e climinating certain tax expenditure programs could change the choices
taxpayers make, which in turn would affect the cost estimates.

The estimates for each tax expenditure are based on a static analysis of the
costs and do not take into account any behavioural changes which could
change the cost over time. In addition, all estimates are recalculated each year
using current data sources and using refinements to the methods of estimation
which can result in significant changes to the value of a given tax expenditure
from prior years’ reports.

Table A1.1 Social and Income Transfer Programs — Tax Expenditure

2006/07
Estimated Cost
($ millions)

Provincial Sales Tax '
Exemptions for the following items:

» Food (basic groceries, snack foods, candies, soft drinks and restaurant meals) ............................ 880
» Residential fuels (electricity, natural gas, fuel Oil, eC.) .....ccovieeieiii i 192
* Prescription and non-prescription drugs, vitamins and certain other health care products

F= Lo 1= T o o1 =g o7= PP 166
* Children's clothing @and fOOTWEAN ...........ooi i 32
* Clothing patterns, fabrics @and NOLIONS ............uuiiiiiiiiiiieeeeeee e 4
* SpeCified SChOOI SUPPIIES .......vvieeieieeiieie e e e e e e e e e e e e e e et et et e e e e e e e e e e e e aees, 52
* Books, Magazines and NEWSPAPELS .....ccceiiiiiiieieeeeee ettt eeeeeaee e e e e e e e et e e e e e a e e e e e aeeeaeneneaans 62
* Basic telephone and Cable SEIVICE ...........oiiiiii e e 78
* "1-800" and equivalent telephONE SEIVICES ........cccoiiiuiiiiiiii i e eaaes 8
* Specified safety equipment ................... 10
* Labour to repair major household appllances clothlng and footwear ........................................... 7
« Miscellaneous consumer exemptions (e.g. used clothing under $100) ............c.coooviiiiiiiiiieinn.. 4
* Livestock for human consumption and feed, seed and fertilizer ..., 43

Personal Income Tax

Provincial Measures
BC FAMIlY BONUS 2.ttt e oot et 23

Sales tax credit 60

Political contribUtions tax Credit ...........ooveeieieeeee e e e e e e e e 3

Provincial Non-Refundable Credits: *
* Charitable donations tax Credit ...........cooouiiiiiiiiiie e et 140
 Tax credits for tuition and education .. 45
» Tax credits for disabilities and medlcal expenses 55
* Pension income tax credit ...........cccoeeeeiiiiiiiiiiiiiinn. 22
* Credit for persons older than 65 YEAIS ............ui it et eaes 62
* Married and equivalent-to-married CreditS .......cccooiiiii e 92
 Tax credit for Canada Pension Plan contribUtIONS ............eueueieieiiiiiiiiiiie e 127
* Tax credit for Employment Insurance premiums paid 48
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Table A1.1 Social and Income Transfer Programs — Tax Expenditure — Continued

2006/07
Estimated Cost
($ millions)
Federal Measures *
* Deduction and inclusion of alimony and child support payments .........c....ccoooiiiiiiiiiiiiiiieeene 5
* Child care exXpense dEAUCTION ........c.uuiiiiiiiii e itiis ittt eaeaeens 28
« Exemption from capital gains up to $500,000 for small businesses and family farms .............cc........... 32
* Deduction for residents of northern and isolated areas ............cccccoeiiiiiiiiii i 8
* Non-taxation of employer-paid insurance premiums for group private health and welfare plans ......... 133
» Registered Retirement Savings Plans: °
» exemption for — contributions ...............
- investment earnings
* taxation of —WItRArawals ... ..o
1o = | PP 404
» Registered Pension Plans: °
e exemption for — CONTHDULIONS .......c.ooiiiiiiecccee e 486
— INVESIMENT €arNINGS .. .ouiei 521
« taxation of = WItRAFAWAIS ... (407)
o] = | PP 600
Corporation Income Tax °
(O] F=Ta1e=1 o] (=N o] g = o] F 3 [T (8 Lo o 18

School and Rural Area Property Tax ’
[ (oY a g oI @ N1 ] = o | PP 652

Exemption for places Of WOISHID ......ooiiiiiiie ettt e e e eneens 9
Property Transfer Tax
Exemption for first-ime home DUYEIS .........oooiii e 47
Exemptions for the following:
* Property transfers between related individuals ............ooooiiiiiii e 49
* Property transfers to municipalities, regional districts, hospital districts, library boards,
school boards, water districts and educational institutions ... 5
* Property transfers to charities registered under the Income Tax Act (Canada) .........cccccoeeeveiiirnnnnen... 5

Estimates of the cost of sales tax measures are based on most current information available.

The $26 million represents the tax expenditure portion of the program's cost. The tax expenditure portion represents family bonus payments that
effectively reduce the recipient's personal income tax. The remaining cost of the program, including recoveries and administration costs,

of $23 million for 2006/07, is presented in the BC Family Bonus Vote because it represents payments to families which exceed their provincial income
tax liabilities. In 2006/07, the total program cost was $46 million.

Provincial non-refundable credits are generally based on estimates of credit claims by British Columbia residents.

The estimates show provincial revenue losses only. They are based on estimates of projected federal losses contained in Government of Canada:
Tax Expenditures and Evaluations, 2005. British Columbia personal income tax expenditures for the federal measures are based on the amounts
claimed by British Columbia residents for the measure and the relevant provincial tax rates for the period. (Prior to 1997 federal tax expenditure reports
did not include projections; previous estimates of provincial revenue losses were based on historical federal estimates.) Certain tax expenditure
items have been excluded where no data were available or the amounts were immaterial.

Registered retirement savings plans and registered pension plans are treated in the same way as in the federal tax expenditure report. The tax
expenditure associated with these schemes is presented as the amount of tax that would otherwise be paid in the year of deferral, were the

deferral not available. However, this type of estimate overstates the true costs of these preferences because taxes are eventually paid, including tax
on investment earnings. An estimate that does not overstate these costs would, however, be difficult to develop and would require some largely
speculative assumptions.

The deduction offered for corporate charitable donations is a federal measure, but the estimate shows only the provincial revenue loss. This is
calculated from the federal revenue loss by applying British Columbia's share of corporate taxable income and the relevant tax rates to the

federal estimate.

The property tax estimate is for the 2006 calendar year, and includes only school and rural area property taxes levied by the province. The Home
Owner Grant cost is shown for the 2006/07 fiscal year.
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Table A1.2 Economic Development and Business Assistance Programs — Tax Expenditure

2006/07
Estimated Cost

($ millions)

Fuel Tax
Tax exemption for international flights carrying Cargo ... 2
Tax exemption for family farm trucks (0N road) ...... ..o 3
Tax exemption for compressor fuel used to transmit natural gas from wellhead to processing plant ........ 14
Personal Income Tax
Venture Capital taxX CrEGit ..............oovoviviuieieeiee ettt ettt et e e e e e e e e s 20
Employee venture capital tax Credit ........... . e i e 4
BC mining flow-through tax credit ... 8

Corporation Income Tax
Provincial Measures

Film and VIO taX CreTit ... ..ot e 35
Production services tax credit ..................... 95
International financial activities tax refund '’ 2
Scientific Research and Experimental Development Tax Credit .............coooiiiiiiiiiii 117
Mining Exploration Tax Credit ... 6
School and Rural Area Property Taxation 2
Assessment exemption of $10,000 for industrial and business properties ..............ccccooveeiiiiieiiieinn.n. 9
Overnight tourist accommodation assessment relief ... 10
Exemption for property used for pollution abatement®....................oc.ooeeiooiieiiieieee e 6
" Includes employee income tax refunds.
2 Estimates are for the 2006 calendar year and include only school and rural area property taxes levied by the province.
3

The property tax exemption for most land and improvements used in pollution abatement equipment was removed for 1997, but existing properties
which were exempt in 1996 remain exempt under grandparenting provisions.

Table A1.3 Environmental Protection Programs — Tax Expenditure

2006/07
Estimated Cost

($ millions)
Provincial Sales Tax
Exemptions for the following items:

L =1 oY L= PP 8

« Specified energy conservation @QUIPMENT ... ..ot 12

* Hybrid electric passenger VENICIES ...........uuuiiiiiiiiee e e e e e e 5
Fuel Tax

Tax exemption for @lterNatiVe FUBIS ............cocvoeeeee e, 17

' Includes only thermal insulation material, polystyrene forming blocks used in construction industry and similar material that prevents heat loss

from a building.
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Table A2 Interprovincial Comparisons of Tax Rates — 2007
(Rates known as of February 6, 2007)1

Prince
British Saskat- New Nova Edward New-
Tax Columbia® Alberta chewan Manitoba Ontario  Quebec Brunswick Scotia Island  foundland
Corporation income tax
(per cent of taxable income) ®
General Rate.................... 12 10 13 14 14 9.9 12 16 16 14
Manufacturing Rate............ 12 10 10 14 12 9.9 12 16 16 5
Small Business Rate.......... 4.5 3 4.5 3 5.5 8.0 1 5 5.4 5
Small Business Threshold
($000S).....ccevviiieriininn. 400 430 450 400 400 400 500 400 400 400
Corporation Capital Tax *
Non-financial.................... Nil Nil .6 .3/.5 3 525 .25 .25 Nil Nil
Financial.............ccoovine 1.0/3.0 Nil .7/13.25 3.0 57 1.2 3.0 4.0 5.0 4.0
Health Care Premiums °
Individual/family................ 54/108  44/88 Nil Nil Nil Nil Nil Nil Nil Nil
Payroll tax © (per cent)............. Nil Nil Nil 2.15 1.95 4.26 Nil Nil Nil 2.0
Insurance premium tax
(percent) 7. ..oooooiiiiiiiiee, 2-4.4 2-3 3-4 2-3 2-3.5 2-3 2-3 3-4 3.5 4
Fuel tax (cents per litre)®
Gasoline .........ccoceveienannn. 14.5 9.0 15.0 11.5 14.7 215 17.5 225 19.5 235
Diesel.....ccovoveiiiiiiiiiean, 15.0 9.0 15.0 11.5 14.3 23.0 24.0 22.0 20.0 24.0
Sales tax (per cent)’
Generalrate..................... 7 Nil 5 7 8 7.5 8 8 10 8
Liquor™........ooiiiiiiee, 10 Nil 10 7 10, 12 75 8 8 375 8
Meals........ccoovviiiiiiiinnn.. Nil Nil Nil 7 8 7.5 8 8 10 8
Accommodation................ 8 4 5 7 5 7.5 8 8 10 8
Tobacco tax (dollars per
carton of 200 cigarettes) ....... 35.80 32.00 40.20 39.90 2595 20.60 28.20 36.30 34.90 41.65

' Rates shown are those known as of February 6, 2007 and that are in effect for 2007.

2 British Columbia rates are those announced in the February 20, 2007 Budget.

% Manitoba plans to reduce its general corporate rate to 13 per cent effective July 1, 2008; Quebec's general corporate
rate is reduced to 11.4 per cent effective Janaury 1, 2008 and to 11.9 per cent effective January 1, 2009; and
Prince Edward Island's small business rate is scheduled to be reduced to 1 per cent by 2010 with reductions each
April of 1.1 percentage points.

4 Ontario has a deduction of $10 million for all corporations; Manitoba has a $5 million deduction and the higher rate applies to
corporations with taxable capital in excess of $10 million; Saskatchewan has a $10 million deduction with up to an additional
$10 million proportional to wages and salaries paid in the province; Quebec has a $600,000 deduction.

Large Saskatchewan resource corporations are assessed a surcharge on the value of Saskatchewan
resource sales. Ontario and Quebec have an additional surcharge or compensation tax on financial institutions.

® British Columbia has a two-person rate of $96. British Columbia and Alberta offer premium assistance in the form of lower
rates or an exemption from premiums for lower income individuals and families. Ontario and Quebec levy health care
contributions as additions to provincial personal income taxes payable.

® Provinces with payroll taxes provide payroll tax relief for small businesses.

" The lower rate applies to premiums for life, sickness and accident insurance; the higher rate applies to premiums for property
insurance including automobile insurance. In Ontario, Quebec and Newfoundland specific sales taxes also apply to insurance
premiums, except those related to individual life and health.

8 Tax rate is for regular fuel used on highways. The British Columbia rate includes 6.75 cents per litre dedicated to the
BC Transportation Financing Authority. The rates do not include regional taxes. The tax rates for Quebec, New Brunswick,
Nova Scotia and Newfoundland include provincial sales tax based on current pump prices. The rate for PEI includes a 10%
tax on the estimated wholesale price.

® The rates shown are statutory rates. Quebec and PEI impose tax on the purchase price including GST.

"% In Ontario, sellers of liquor at licensed establishments are generally required to charge sales tax at the rate
of 10 per cent; however, rate of 12 per cent applies to liquor purchased at beer manufacturers' outlets, Brewers Retail stores,
government liquor stores and wine stores.

" Includes estimated provincial sales tax where applicable.

Budget and Fiscal Plan— 2007/08 to 2009/10



142

Appendices

Table A3 Comparison of Provincial and Federal Taxes by Province — 2007

Prince
British Saskat- New Nova Edward New-
Tax Columbia Alberta chewan Manitoba Ontario Quebec Brunswick Scotia Island  foundland
Two Income Family of Four - $90,000 (%)
1. Provincial Income Tax................... 3918 4,799 6,296 7,009 5,007 8943 6,847 7,047 7,180 8,162
Net Child Benefits........................ 0 28 0 -- 0 (1,551) 0 0 - 0
2. Property Tax - Gross.................... 2,814 2,693 4,101 3,486 4,395 3,921 4,019 2,532 2,813 3,504
-Netooe 2,244 2693 4,101 3,086 4,395 3,921 4,019 2532 2,813 3,504
3. Sales TaX...coeueieiiiiiieieeieen 1,184 14 1,205 1,286 1,642 2,057 1828 1,820 1,873 1,773
4. Fuel TaX....ooooiiiiiiicicecece, 218 135 225 173 221 330 263 338 293 353
5. Provincial Direct Taxes.................. 7,564 7,669 11,827 11,554 11,265 13,700 12,957 11,737 12,159 13,792
6. Health Care Premiums/Payroll Tax.. 1,296 1,056 -- 1,935 1,755 3,834 -- -- -- 1,800
7. Total Provincial Tax...................... 8,860 8,725 11,827 13,489 13,020 17,534 12,957 11,737 12,159 15,592
8. Federal Income Tax...................... 9,883 9,883 9,883 9,883 9,883 9,883 9,883 9,883 9,883 9,883
9. Net Federal GST...........cceevvivinnnn, 1,462 1,528 1,425 1,396 1,451 1,496 1,371 1,365 1,463 1,330
10. Total TaX....ooveeeieieiieieieeeene, 20,205 20,136 23,135 24,768 24,354 28,913 24,211 22,985 23,505 26,805
Two Income Family of Four - $60,000
1. Provincial Income TaX................... 1,835 2,253 3,339 3,751 2,327 4,574 3,703 3,711 4,018 4,475
Net Child Benefits........................ 0 28 0 -- 0 (2,651) 0 0 - 0
2. Property Tax - Gross.................... 2,163 1,901 2,563 2,499 2,999 2,801 2,053 1,789 2,237 2,196
-Neto.o 1,593 1,901 2,563 2,099 2,999 2,801 2,053 1,789 2,237 2,196
3. 8ales TaX...oovuvieniiiieieeceean 925 12 959 1,028 1,308 1,762 1,457 1,457 1,490 1,423
4. Fuel TaX....ooooiiiiiiiiiiieec, 218 135 225 173 221 330 263 338 293 353
5. Provincial Direct Taxes.................. 4,571 4329 7,08 7,051 6,855 6816 7,476 7,295 8,038 8,447
6. Health Care Premiums/Payroll Tax.. 1,296 1,056 - 1,290 1,170 2,556 - - - 1,200
7. Total Provincial Tax...................... 5867 5385 7,086 8,341 8,025 9372 7476 7,295 8,038 9,647
8. Federal Income Tax...................... 5219 5219 5219 5219 5219 5219 5219 5219 5219 5219
9. Net Federal GST.........cocviviiininnnn, 1,143 1,249 1,134 1,116 1,156 1,281 1,093 1,093 1,164 1,068
10. Total TaX....ooveeeieieieieeeeeen, 12,229 11,853 13,439 14,676 14,400 15,872 13,788 13,607 14,421 15,934
Two Income Family of Four - $30,000
1. Provincial Income TaxX................... 0 0 667 543 249 (468) 1,162 851 1,136 1,444
Net Child Benefits........................ 0 (891) 0 -- (287) (3,136) 0 0 - 0
2. Property Tax - Gross.................... 2,163 1,901 2,563 2,499 2999 2,801 2,053 1,789 2,237 2,196
-Neto.o 1,593 1,901 2,563 2,099 2,999 2,801 2,053 1,789 2,237 2,196
3. 8ales TaX...oovuvveniiiiieieeeeen 684 9 699 757 946 1,450 1,045 1,058 1,080 1,032
4. Fuel TaX....oooooiiiiiiiieceee, 145 90 150 115 147 220 175 225 195 235
5. Provincial Direct Taxes.................. 2,422 1,109 4,079 3,514 4,054 867 4,435 3,923 4,648 4,907
6. Health Care Premiums/Payroll Tax.. 0 263 - 645 585 1,278 - - - 600
7. Total Provincial Tax...................... 2,422 1,372 4,079 4,159 4,639 2,145 4,435 3,923 4,648 5,507
8. Federal Income Tax...................... 1,337 1,337 1,337 1337 1337 1,337 1,337 1337 1,337 1,337
9. Net Federal GST.........cocvviiiinnin, 121 272 102 98 112 331 60 70 119 50
10. Total TaX....ooeoeveieieieieeeeeee, 3,880 2,981 5518 5594 6,088 3,813 5832 5330 6,104 6,894
Unattached Individual - $25,000
1. Provincial Income TaxX................... 610 670 1,469 1,120 947 956 1,345 1,288 1,443 1,557
2. Property TaX.....cocoeuveeieineiiianannnn, -- -- -- -- -- -- -- -- -- --
3. Sales TaX...oeueieiiiiiieieeieen 394 5 410 466 574 755 671 673 721 661
4. Fuel TaX....ooooiiiiiiiiic, 145 90 150 115 147 220 175 225 195 235
5. Provincial Direct Taxes.................. 1,149 765 2,029 1,701 1,668 1,931 2,191 2,186 2,359 2,453
6. Health Care Premiums/Payroll Tax.. 259 528 - 538 488 1,065 - - - 500
7. Total Provincial Tax...................... 1,408 1,293 2,029 2,239 2,156 2,996 2,191 2,186 2,359 2,953
8. Federal Income Tax...................... 1,892 1,892 1,892 1,892 1,892 1,892 1,892 1,892 1,892 1,892
9. Net Federal GST...........cceevvivennnn, 174 184 151 161 164 193 141 143 175 134
10. Total TaX....cooveeiieieiieieeeeen, 3,474 3,369 4,072 4,292 4212 5081 4,224 4221 4426 4,979

=
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Table A3 Comparison of Provincial and Federal Taxes by Province — 2007 — Continued
Prince
British Saskat- New Nova Edward New-
Tax Columbia Alberta chewan Manitoba Ontario Quebec Brunswick Scotia Island  foundland
Unattached Individual - $80,000 (%)
1. Provincial Income Tax................... 4812 5556 7,549 8,173 5950 10,527 8,196 8,549 8,612 9,674
2. Property Tax - Gross.................... 1,322 1,711 3,930 2,460 2,925 3,921 2,225 3,797 2,062 2,383
-Net. 752 1,711 3,930 2,060 2,925 3,921 2,225 3,797 2,062 2,383
3.8ales TaX....oeveiieiiiieeeeeeeen 1,004 12 1,031 1,123 1,454 1,676 1,640 1,623 1,755 1,571
4. Fuel TaX....ocoooeeeiiiieiiiieeeeee 218 135 225 173 221 330 263 338 293 353
5. Provincial Direct Taxes.................. 6,786 7,414 12,735 11,529 10,550 16,454 12,324 14,307 12,722 13,981
6. Health Care Premiums/Payroll Tax.. 648 528 - 1,720 1,560 3,408 - - - 1,600
7. Total Provincial Tax...................... 7,434 7,942 12,735 13,249 12,110 19,862 12,324 14,307 12,722 15,581
8. Federal Income TaX...................... 11,928 11,928 11,928 11,928 11,928 11,928 11,928 11,928 11,928 11,928
9. Net Federal GST.............coeeennen. 1,369 1,402 1,289 1,260 1,331 1,234 1,230 1,218 1,306 1,178
10. Total TaX...o.oveeiiiiiiiieieeeen 20,731 21,272 25,952 26,437 25,369 33,024 25482 27,453 25956 28,687
Senior Couple with Equal Pension Incomes - $30,000
1. Provincial Income Tax................... 0 0 0 (400) (698) (836) 160 349 386 446
2. Property Tax - Gross.................... 2,163 1,901 2,563 2,499 2,999 2,801 2,053 1,789 2237 2,196
1,318 1,901 2,563 2,099 2,999 2,801 2,053 1,789 2237 2,196
3. Sales Tax 727 8 730 830 981 1,360 1,194 1,253 1,244 1,205
4. Fuel TaX....ocooeiiiiiiiiceiecee 145 90 150 115 147 220 175 225 195 235
5. Provincial Direct Taxes.................. 2,190 1,999 3,443 2644 3429 3545 3,582 3,616 4,062 4,082
6. Health Care Premiums/Payroll Tax.. 230 0 - -- -- -- -- -- -- --
7. Total Provincial Tax...................... 2,420 1,999 3443 2644 3429 3545 3,582 3,616 4,062 4,082
8. Federal Income Tax...................... 0 0 0 0 0 0 0 0 0 0
9. Net Federal GST.............coceennie. 510 504 451 497 456 528 422 466 524 429
10. Total Tax 2,930 2,503 3,894 3,141 3,885 4,073 4,004 4,082 4586 4,511

Personal Income Tax

e Income tax is based on basic personal credits, applicable provincial credits, and typical major deductions at each income level. Quebec residents pay
federal income tax less an abatement of 16.5 per cent of basic federal tax. This abatement has been used to reduce Quebec provincial tax rather than
federal tax, for comparative purposes. The two income family of four with $60,000 annual income is assumed to have one spouse earning $40,000 and
the other $20,000, the family with $90,000 income is assumed to have one spouse earning $50,000 and the other $40,000, the family with $30,000 is
assumed to have each spouse earning $15,000 and each senior is assumed to receive $15,000. All representative families are assumed to have

employment income except the senior couple. Contributions to the Quebec Health Services Fund are included in Quebec personal income tax.

Net Child Benefits

e Net child benefits are provincial measures affecting payments to families with children. Provincial child benefit measures are available in British Columbia
(BC Family Bonus), Alberta (Family Employment Credit), Saskatchewan (Child Benefit), Ontario (Child Care Supplement for Working Families), Quebec
(Child Assistance Payments), New Brunswick (Child Tax Benefit), Nova Scotia (Child Benefit) and Newfoundland (Child Benefit). In addition, the Alberta
government has chosen to vary the amount of the basic federal child tax benefit that its residents receive (shown as a net amount).

Property Tax

e The method used to determine property tax estimates in the tables has changed from prior years' methods. As a result, property taxes
are not comparable to other years. It is assumed that the individual at $25,000 rents accommodation; the family at $30,000 and at $55,000 and the
senior couple own bungalows; the family at $90,000 owns a two-story executive style home; and the single at $80,000 owns a luxury condominium
in a major city for each province. Net local and provincial property taxes are estimate as taxes owing after credits provided through the property tax

system are subtracted.

Sales and Fuel Tax Estimates

e Includes sales tax on meals, liquor and accommodation. Estimates are based on expenditure patterns from the Survey of Household Spending in 2001.
In estimating individual and family taxable consumption, disposable income is reduced by 20 per cent to reflect housing (mortgage and property taxes
or rent) costs. The senior couple is assumed to own their home and have no mortgage costs. For each province, disposable income is further reduced
by estimated federal income taxes, estimated provincial income taxes and health care premiums if applicable. In addition, the single individual with
$80,000 annual income and the family with $90,000 annual income are assumed to have savings equal to 5 per cent of their disposable income.

For each family, disposable income is distributed among expenditures using the consumption pattern of a typical family with the relevant
characteristics as estimated by the family expenditure survey. The provincial retail sales tax and the federal goods and services tax (GST) components
of these expenditures are then calculated. GST estimates have been reduced by the GST credit, where applicable.
® Fuel tax is based on annual consumption: 1,000 litres of unleaded fuel for the single at $25,000, the family at $30,000 and the senior couple; others are

assumed to consume 1,500 litres.

Health Care Premiums/Payroll Tax

e Health care premiums are levied in British Columbia and Alberta only. Approximately 50 per cent of British Columbia premiums are paid by employers on
behalf of their employees with the remainder paid by individuals, either by employees or by residents who are not employed. Payroll taxes, in the four
provinces that levy them, are paid by the employer. The cost to employers of payroll taxes and health care premiums paid on behalf of employees is

generally reflected in reduced wages.

Effective Tax Rates

e British Columbia taxes have been calculated using rates in effect for 2007. Taxes for other provinces were calculated using rates that were announced
prior to February 6, 2007, and that come into effect during 2007.
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Table A4 Interprovincial Comparisons of Provincial Personal Income Taxes Payable' — 2007

(Rates known as of February 6, 2007)

Prince
British Saskat- New Nova Edward New-
Taxable income > Columbia  Alberta chewan Manitoba  Ontario Quebec®  Brunswick  Scotia Island  foundland
Annual provincial taxes payable4 %)
$10,000.......ccccvviiniiinaennnes 0 0 79 56 0 (1) 122 0 0 221
$20,000......c.cccviineineinnnnn. 297 339 1,105 1,173 621 808 1,025 947 1,118 1,206
$30,000.......cccviineiininnnes 1,090 1,271 2,131 2,214 1,486 2,073 1,927 1,842 2,032 2,215
$40,000........ccviineiiaannnns 1,787 2,204 3,188 3,429 2,340 3,473 3,129 3,278 3,316 3,760
$50,000.....cc.uiiiiieiiiann. 2,641 3,186 4,468 4,709 3,393 5,016 4,593 4,756 4,678 5,356
$60,000........ccviineiinaannns 3,506 4,186 5,768 6,009 4,308 6,507 6,075 6,266 6,144 6,987
$70,000.......ccc0civniiinnnn. 4,401 5,186 7,068 7,529 5,328 8,301 7,585 7,933 7,933 8,948
$80,000.......cccviineiiniannns 5,530 6,186 8,368 9,269 6,991 10,256 9,237 9,600 9,770 10,912
$100,000......ccvveneinaannnnn. 8,200 8,186 10,968 12,749 10,473 14,158 12,541 13,291 13,444 14,840
$125,000......cccciveinaannnnn. 11,875 10,686 14,524 17,099 14,825 19,231 16,853 18,103 18,036 19,751
$150,000......ccveeeinaannnnn. 15,550 13,186 18,274 21,449 19,178 24196 21,313 22916 22,629 24,661
Provincial personal income taxes as a per cent of taxable income (%)

$10,000.......cccvviiniiiannnes 0.0 0.0 0.8 0.6 0.0 (0.0) 1.2 0.0 0.0 2.2
$20,000.......cccvviineiiennnnns 1.5 1.7 5.5 5.9 3.1 4.0 5.1 4.7 5.6 6.0
$30,000.......cceiiiiniiieeannes 3.6 4.2 71 7.4 5.0 6.9 6.4 6.1 6.8 7.4
$40,000.......ccccviineiieannnes 4.5 55 8.0 8.6 59 8.7 7.8 8.2 8.3 9.4
$50,000........ccvviineiinaaannns 5.3 6.4 8.9 9.4 6.8 10.0 9.2 9.5 9.4 10.7
$60,000.......ccc0vvvneiinenannns 5.8 7.0 9.6 10.0 7.2 10.8 10.1 10.4 10.2 11.6
$70,000........ccviieiieennnns 6.3 7.4 101 10.8 7.6 11.9 10.8 11.3 11.3 12.8
$80,000.......cccviineiinannnns 6.9 7.7 10.5 11.6 8.7 12.8 11.5 12.0 12.2 13.6
$100,000........veveinaannnnn. 8.2 8.2 11.0 12.7 10.5 14.2 12.5 13.3 13.4 14.8
$125,000........ccevneinannnnnn. 9.5 8.5 11.6 13.7 11.9 15.4 13.5 14.5 14.4 15.8
$150,000......c.vvvneinannnnnn. 10.4 8.8 12.2 14.3 12.8 16.1 14.2 15.3 15.1 16.4

IN)

w

IS

Calculated for a single individual with wage income and claiming credits for Canada Pension Plan and Quebec Pension Plan
contributions, Employment Insurance premiums, Quebec Parental Insurance Plan premiums and the basic personal amount.

Taxable income, total income less allowable deductions, is defined by federal legislation in all provinces except Quebec. In the table,
it is assumed that federally defined taxable income is equal to Quebec taxable income.
Quebec residents pay federal tax less an abatement of 16.5 per cent of federal tax. In the table, the Quebec abatement has been
used to reduce Quebec provincial personal income tax for comparative purposes.

Includes provincial low income reductions in British Columbia, Manitoba, Ontario, Nova Scotia and Prince Edward Island, provincial
surtaxes payable in Ontario, Nova Scotia, Prince Edward Island and Newfoundland and contributions to the Health Services Fund in
Quebec. Excludes credits for sales and property taxes.
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 20, 2007 *

July 30, 2001 Economic and Fiscal Update Effective Date
Income Tax

» 25 per cent personal iINCOME TaX CUL .......euiuiti e January 1, 2001

e Dividend tax credit rates redUCEA ..ot January 1, 2001

» General corporate income tax rate reduced to 13.5 per cent from 16.5 percent ....................... January 1, 2002
» Manufacturing and processing tax credit repealed ........... ..o July 31, 2001
Corporation Capital Tax

» Tax phased-out for general Corporations ........ ... ..o September 1, 2001
Social Service Tax

» Tax exemption for production machinery equipment .......... ..o July 31, 2001

» Vehicle surtax threshold for passenger vehicles increased ..............coocoiiiiiiiiiiiiia July 31, 2001
Motor Fuel Tax

» Tax exemption provided for marine bunker fuel ... August 1, 2001

» Domestic jet fuel and aviation fuel tax rates reduced to 2 cents/litre ..................coooiiiiiniinen. August 1, 2001
Budget 2002
Income Tax

* INCrease Sales taX CreAit ........o.oiii i January 1, 2002
o Adjust BC Family BONUS ... e e July 1, 2002

» Raise small business threshold t0 $300,000 .........cuiuininininiei e April 1, 2002
Medical Services Plan Premiums

* Increase premiums and enhance premium assistance ..............ooiiiiiiiiiiii May 1, 2002
Social Service Tax

* Increase provincial sales tax rate to 7.5 per cent from 7 percent ............ccooiiiiiiiiiiiiiniinns February 20, 2002
» Expand machinery and equipment tax exemption to include repairparts ...............cccoeviiiinni. February 20, 2002
Tobacco Tax

« Increase tobacco tax rate to $30 from $22 percarton .............c.oooiiiiiiii February 20, 2002
School and Rural Area Property Taxes

* Increase average gross residential rural and school property taxes by 2 percent ..................... January 1, 2002
Miscellaneous measures

+ Disability credits; sales tax exemptions for farmers and refunds to Parent Advisory Councils ...... various
Budget 2003

Income Tax

* Increase budget for labour sponsored venture capital tax credits ... April 1, 2003

* Introduce an equity tax credit for new media ....... ..o April 1, 2003

» Provide an enhanced regional incentive for film credits ..............ccooiiii April 1, 2003

* Introduce a Digital Animation or Visual Effects tax credit ................c.cooiiii April 1, 2003

» Extend the BC Mining Flow-Through Share Tax Credit ... January 1, 2004

» Extend the Mining Exploration Tax Credit for three years ... August 1, 2003

* Introduce a book publishing tax credit ......... ..o October 1, 2002

Corporation Capital Tax
* Increase the capital tax exemption threshold for small financial institutions

£0 $10 MIllion from $5 MIIION ... ee e April 1, 2003
Motor Fuel Tax
» Provide exemption for marine gas oil used in gas turbine powered commercial vessels ............. February 19, 2003

BC Transportation Financing Authority Revenue
* Increase the clear fuel tax rate levied on behalf of BC Transportation Financing Authority
DY 3.5 CONLS/IIIIE ..o e March 1, 2003
Tobacco Tax
« Increase the tobacco tax rate to $32 from $30 per carton

and to 16 cents from 15 cents per gram of fine-cut tobacco ..............cooiiiiiiii February 19, 2003
School and Rural Area Property Taxes
* Increase average gross residential rural and school property taxes by inflation ........................ January 1, 2003

Insurance Premium Tax
* Increase tax on property insurance to 4.4 per cent from 4 per cent to offset forest fire

LST0T o] o] == o 1o 1= £ 0 January 1, 2004
* Clarify the definition of taxable INSUErS .......... .o February 19, 2003
Property Transfer Tax
« Enhance fairness and effectiveness of First Time Home Buyers' exemption ............................ February 19, 2003

—
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 20, 2007 ' — Continued

Budget 2004 Effective Date
Income Tax
* Reduce BC Family Bonus and BC Earned Income amounts .............cccoviiiiiiiiiiiiiineenns July 1, 2004

» Extend Scientific Research and Experimental Development Tax Credit
International Financial Business Tax Refund
» Allow non-financial institutions to register, expand the list of qualifying activities and

eliminate the employee tax refund ........ ... September 1, 2004
Tobacco Tax
« Increase tobacco tax rate to $35.80 from $32.00 per carton and to 17.9 cents per gram for

LT RTS8 (0] oY= T3 o T December 20, 2003
Home Owner Grant Act
« Increase the threshold for the home owner grant phase-out to $585,000 from $525,000
Ports Property Tax Act

.................................. September 1, 2004

............ January 1, 2004

» Reduce property taxes on major BC port facilities and provide compensation to municipalities .... January 1, 2004
Budget 2005 — February 15, 2005

Income Tax

* Introduce the BC Tax Reduction, a non-refundable personal income tax credit ........................ January 1, 2005
» Extend the Mining Exploration Tax Credit t0 2016 ..........ooiiiiiiii e August 1, 2006
¢ Increase the Film Incentive BC and Production Services tax creditrates ............cccoovviiviinnnnn.. January 1, 2005

* Increase corporate income tax small business threshold to $400,000 from $300,000
Social Service Tax

................ January 1, 2005

» Reduce provincial sales tax rate to 7 per centfrom 7.5 percent ... October 21, 2004
* Increase incentives for purchases of hybrid passenger vehicles on a time-limited basis ............. February 16, 2005
» Provide time-limited exemption for ENERGY STAR residential heating equipment ................... February 16, 2005
- Increase vehicle surtax threshold for passenger vehicles to $49,000 from $47,000 ................... February 16, 2005
Property Transfer Tax

¢ Increase thresholds for First Time Home Buyers' program ..o February 16, 2005

Medicare Protection Act

» Enhance Medical Services Plan premium assistance ..............coooviiiiiiiiiiiiiii e July 1, 2005
Home Owner Grant Act

* Increase threshold for Home Owner Grant phase-out and reduce reductionrate ...................... 2005 tax year
School Act

» Exempt specified improvements of eligible hydroelectric projects ...............c.cooviiiiiiiiiininn... 2005 tax year
September Update (September 14, 2005)

Income Tax

» Reduce the general corporate income tax rate to 12 per cent from 13.5percent ...................... July 1, 2005
International Financial Activity Act

» Provide tax refunds for the exploitation of life science related patents ..................coooiiiiinn. January 1, 2006
Budget 2006

Income Tax

* Introduce an enhanced dividend tax credit to parallel new federal credit .........................ocel. January 1, 2006
» Extend the BC Mining Flow-through Share Tax Credit to December 31,2008 ....................cute. January 1, 2006
» Extend the enhanced tax credit rates for the Film Incentive BC and Production

Services tax credits 10 2008 ... ... April 1, 2006

Social Service Tax

» Exempt services to maintain or modify software ......... ... February 22, 2006
« Clarify and expand eligibility for machinery and equipment exemption .................cccooiiiienne. February 22, 2006
« Increase vehicle surtax threshold for passenger vehicles to $55,000 from $49,000 ................... February 22, 2006
» Provide authority to repeal tire levy when industry stewardship program introduced .................. January 1, 2007
Motor Fuel Tax

» Expand eligible coloured fUEl USES ... February 22, 2006
Home Owner Grant Act

« Increase the basic Home Owner Grant to $570 from $470 and the grant for seniors, veterans

and the disabled to $845 from $745 ... 2006 tax year

* Increase the threshold for the Home Owner Grant phase out ..............ccooiiiiiiiiiiii 2006 tax year
Small Business Venture Capital Act

* Increase the tax credit budget to $25 million from $20 million ... April 1, 2006

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 20, 2007 ' — Continued

Budget 2007 Effective Date
Income Tax
* Introduce a 10 per cent tax cut up to $100,000 iN INCOME .......ccuiiiiiirieiii i, January 1, 2007
* Introduce an adoption expense tax Credit ... ... January 1, 2007
» Enhance the Mining Exploration Tax Credit for exploration activity

in Mountain Pine Beetle affected areas ............ccoooviriiiiiii i February 21, 2007
» Extend the Book Publishing Tax Credit for five more years t0 2012 ..., April 1, 2007
» Extend the Scientific Research and Experimental Tax Credit for five more years to 2014 ............ September 1, 2009
* Implement the BC Training Tax Credit program .......... ..o e January 1, 2007
Mineral Tax Act
» Extend the new mine allowance t0 2016 .........cooouiiniitiiiii e February 21, 2007

Social Service Tax Act
» Restructure the exemption for multi-glazed windows/doors to apply only to ENERGY STAR

windows, doors (including side panels) and skylights ... February 21, 2007
» Extend the expiry date for ENERGY STAR furnaces, boilers and heat pumps to various dates ....  February 21, 2007
» Extend the tax relief for hybrid passenger vehicles to 2011 ..., February 21, 2007
» Provide a tax refund on eligible medical equipment purchased by charities .............................. February 21, 2007
Motor Fuel Tax Act
» Classify all biodiesel fuel as alternative motor fuel ... February 21, 2007
Property Transfer Tax Act
« Set the First Time Home Buyers' exemption threshold at $375,000 province-wide .................... February 21, 2007
Home Owner Grant Act
* Increase the threshold for the Home Owner Grant phase-out ................c.ccooiiiiiiiiin 2007 tax year
* Introduce relief from the Home Owner Grant phase-out for low income homeowners

eligible for the higher grant........ ... e 2007 tax year
Land Tax Deferment Act
» Extend eligibility to homeowners age 55 and over from 60 and over ...............cccoviiiiiiiineennn. 2007 tax year
Police Act
» New property tax to help fund police services in rural areas and communities under

5,000 POPUIALION ...ttt 2007 tax year

Provincial Sales Tax Review
Various Consumption Tax Statutes
» Changes to consumption tax statutes to reduce compliance burden for businesses and
simplify specific @XemPpPlions ... e various

' Measures with no material revenue impact are excluded. For details of these measures see the revenue measures section of each budget publication.
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Table A6 Operating Statement — 2003/04 to 2009/10
Updated Budget
Actual Actual Actual Forecast  Estimate Plan Plan

($ millions) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
Taxpayer-supported programs and agencies:
Revenue ........ccoooiiiiiiii 27,207 30,805 33,749 35,464 34,887 35,357 36,508
EXPENSE ..o (30,353) (30,667) (32,177) (34,600) (36,240) (36,720) (37,875)
Negotiating Framework incentive

PAYMENES ..eutiiiiie i - - (710) (290) - - -

Taxpayer-supported balance .............. (3,146) 138 862 574 (1,353) (1,363) (1,367)
Commercial Crown corporation income ..... 1,955 2,558 2,198 2,576 2,503 2,513 2,567
Surplus/(deficit) before forecast

allowance .............ccocieiiiiiiiiiii (1,191) 2,696 3,060 3,150 1,150 1,150 1,200
Forecast allowance .................cccceeiinnt. - - - (300) (750)  (1,000) (1,050)
Surplus/(deficit) ..................... (1,191) 2,696 3,060 2,850 400 150 150
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Table A7 Revenue by Source’ — 2003/04 to 2009/10

Updated Budget
Actual Actual Actual Forecast  Estimate Plan Plan
($ millions) 2003/04  2004/05  2005/06 2006/07  2007/08  2008/09  2009/10
Taxation revenue
Personalincome .............ccoooiiiiiiiinnnnn. 4,877 5,050 5,838 6,702 6,389 6,577 6,993
Corporate income ..........cooevviiiiiiiiininnns 775 1,255 1,426 1,533 1,395 1,392 1,451
Social Service .......cooocviiiiii 4,024 4,156 4,367 4,716 4,890 5,129 5,406
Fuel .o 875 904 911 900 919 937 958
TobaCCO ..o 647 699 701 745 705 705 705
Property .......oooiiiii 1,574 1,661 1,718 1,759 1,863 1,943 2,024
Property transfer .............cocooiiiiinns 518 604 843 925 904 879 829
Other? ... 540 588 625 597 606 623 639
13,830 14,917 16,429 17,877 17,671 18,185 19,005
Natural resource revenue
Natural gas royalties ..................ccooeeeen. 1,230 1,439 1,921 1,392 1,699 1,778 1,737
Columbia River Treaty .............cccceeeennnn. 230 258 319 235 285 285 315
Other energy and minerals ..................... 535 612 797 965 902 798 725
Forests .....oooviviiiiiiiii 1,014 1,363 1,214 1,293 1,395 1,274 1,311
Other resources ..........cocvveviiiiiiiiinnnnn. 300 301 316 339 347 391 398
3,309 3,973 4,567 4,224 4,628 4,526 4,486
Other revenue
Medical Services Plan premiums ............. 1,447 1,465 1,467 1,484 1,497 1,512 1,525
Post secondary education fees ............... 781 836 892 922 964 1,005 1,036
Other health-care related fees ................ 225 189 204 211 219 219 219
Motor vehicle licences and permits .......... 363 381 403 419 435 445 455
Other fees and licences ......................... 715 750 683 736 756 718 725
Investment earnings ................ooal. 950 833 948 947 914 942 989
Sales of goods and services ................... 714 740 765 676 706 732 775
Miscellaneous ® ...............cccooiiiiiiil. 1,254 1,499 1,605 1,558 1,554 1,553 1,577
6,449 6,693 6,967 6,953 7,045 7,126 7,301
Contributions from the federal government
Health and social transfers .................... 3,044 3,421 4,220 4,476 4,644 4,650 4,811
Equalization ...........c..cooooviiiiii (330) 979 590 459 - - -
Other cost shared agreements * .............. 905 822 976 1,475 899 870 905
3,619 5,222 5,786 6,410 5,543 5,520 5,716
Taxpayer-supported programs
and agencies .............ocoeeiiiiiiiiiini, 27,207 30,805 33,749 35,464 34,887 35,357 36,508
Commercial Crown corporation net income
BC HYdro ..o 111 402 266 400 365 396 416
Liquor Distribution Branch ...................... 724 779 800 821 810 828 839
BC Lotteries (net of payments
to the federal government) .................. 719 811 914 981 1,024 1,078 1,133
BCRC® .t 41 178 10 38 60 5 5
ICBC S e 352 383 191 321 225 183 150
Other ..o 8 5 17 15 19 23 24
1,955 2,558 2,198 2,576 2,503 2,513 2,567
Totalrevenue .........................ooon 29,162 33,363 35,947 38,040 37,390 37,870 39,075

" In order to comply with generally accepted accounting principles, revenue of school districts, post-secondary institutions and regional health
authorities/societies is included in the government's reporting entity beginning in 2004/05. To conform with this presentation, prior years

have been restated based on unaudited financial information in the Public Accounts .
2 Includes revenue from corporation capital, insurance premium and hotel room taxes.
% Includes asset dispositions, reimbursements for health care and other services provided to external agencies, and other recoveries.

* Includes contributions for health, education, housing and social service programs, for transportation projects, and for coastal ferry services.

5 Amounts represent earnings during government's fiscal year.
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Table A8 Expense By Function — 2003/04 to 2009/10

Updated  Budget

Actual Actual Actual Forecast Estimate Plan Plan
($ millions) 2003/04 2004/05 2005/06  2006/07  2007/08 2008/09 2009/10
Health ... 11,261 11,529 12,414 13,221 14,115 14,391 14,838
Health Innovation Fund ............................... - - - - 100 - -
Education .........ccooiiiiiiii 8,238 8,512 8,943 9,571 9,837 10,084 10,322
SOCIal SEIVICES ....vvviviiiiiii e 2,775 2,598 2,724 3,075 3,106 3,174 3,247
Protection of persons and property .................. 1,380 1,206 1,379 1,336 1,418 1,441 1,453
Transportation ...........ccooviiiiiiiiiin 1,124 1,308 1,196 1,284 1,351 1,271 1,336
Natural resources and economic development ... 1,529 1,688 1,599 1,716 1,566 1,561 1,641
Other .o 1,088 1,027 1,096 1,311 1,335 1,306 1,304
Contingencies: new programs’....................... - - - 182 360 365 375
Negotiating Framework ........... - - - - 39 77 142
General government ..........cocovvviiiniiiniennn. 520 505 644 652 668 656 668
Interest ... 2,438 2,294 2,182 2,252 2,345 2,394 2,549
Subtotal 30,353 30,667 32,177 34,600 36,240 36,720 37,875
Negotiating Framework incentive payments ....... - - 710 290 - - -
Totalexpense ....................coo 30,353 30,667 32,887 34,890 36,240 36,720 37,875

1 The Contingencies vote is allocated to functions according to actual results for 2003/04 to 2005/06 and forecast results for 2006/07.
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Table A9 Service Delivery Agency Operating Results ' — 2003/04 to 2009/10
Updated Budget

Actual Actual Actual Forecast Estimate Plan Plan
($millions) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
School districts
Revenue ..........cccooiiiiiiiiiiiii 4,555 4,666 4,812 5,157 5,200 5,326 5,418
EXpense ......cooooiiiiiiiii (4,471) (4,533) (4,612) (5,099) (5,149) (5,253) (5,345)
84 133 200 58 51 73 73
Accounting adjustments .............. 51 44 24 30 18 43 47
Netimpact ..............oo. 135 177 224 88 69 116 120
Universities
Revenue ..........ccoooiiiiiiiiiiiii, 2,031 2,158 2,634 2,700 2,813 2,958 3,077
EXPense .....coviiiiiii (1,905) (2,073) (2,449) (2,661) (2,794) (2,949) (3,073)
126 85 185 39 19 9 4
Accounting adjustments .............. 32 38 93 48 52 59 65
Netimpact ..., 158 123 278 87 71 68 69

Colleges, university colleges, and institutes

Revenue ........coocoviiiiiiiiii 1,362 1,400 1,291 1,339 1,343 1,384 1,427
EXPense ......ccooviiiiiiii (1,298) (1,345) (1,252) (1,331) (1,353) (1,388) (1,438)
64 55 39 8 (10) (4) (11)

Accounting adjustments .............. 10 13 40 14 15 17 18
Netimpact ..............oo. 74 68 79 22 5) 13 7

Health authorities and hospital societies 2

Revenue ........coooveiiiiiiiiiii, 7,702 7,861 8,291 8,795 9,226 9,396 9,600
EXPENSE .ovvviiiiiiiieiii (7,769) (7,794) (8,289) (8,833) (9,345) (9,396) (9,600)
(67) 67 2 (38) (119) - -

Accounting adjustments .............. 77 (40) 16 (40) (22) (11) (15)
Netimpact ........cccooveviiiiiiiinnnnn. 10 27 18 (78) (141) (11) (15)

Children and family development agencies/authorities *

Revenue ........c.cooeiiiiiiiii 4 1 441 629 687 716 744
EXPENSe .....coviiiii (3) (1) (441) (628) (687) (716) (744)
1 - - 1 - - -

Accounting adjustments .............. - - 4 1 (1) 1 -
Netimpact ................o. 1 - 4 2 (1) 1 -

BC Transportation Financing Authority

Revenue .......ccooooeiiiiiiiiiiiin, 622 1,405 657 609 609 612 616
EXPENSE .ovvviiiiiiiiiciii (497) (600) (604) (591) (720) (640) (726)
125 805 53 18 (111) (28) (110)

Accounting adjustments .............. (177) (172) (168) (155) (145) (137) (131)
Netimpact ........cccooveviiiiiiiinnnnn. (52) 633 (115) (137) (256) (165) (241)

British Columbia Buildings Corporation

Revenue ... 515 436 452 - - - -
EXPENSe ..o (468) (385) (398) - - - -
47 51 54 - - - -

Accounting adjustments .............. 1 (1) (7) (12) - - -
Netimpact ........ccoooeviiiiiiins 48 50 47 (12) - - -
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Table A9 Service Delivery Agency Operating Results ' — 2003/04 to 2009/10 — Continued

Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
($millions) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10

British Columbia Housing Management Commission

Revenue ..........ccccoeviiiiiiiiiiii, 279 284 343 464 505 523 469

EXPENSe .....cvviiiiiiiiii (279) (284) (343) (464) (505) (523) (469)
Accounting adjustments .............. 7 4 5 (15) (4) (1) -
Netimpact ................oooiiiiinne. 7 4 5 (15) (4) (1) -

British Columbia Transit

Revenue ..........cooooiiiiiiiiiiiiii, 138 146 155 168 187 218 229
EXPENSe ....ooviiiiiii (138) (146) (155) (168) (187) (218) (229)
Accounting adjustments .............. ((;) (I;) 6- 6- (6-) ( 1- ) ( 1- )
Netimpact ... (3) (3) 6 6 (6) (1) (1)

Tourism British Columbia

Revenue ... 33 45 58 58 58 70 74
EXPENSE ..o (37) (45) (57) (58) (58) (70) (74)
@) : 1 - - - -

Accounting adjustments .............. 5 (1) 6 - - -
Netimpact ... (4) 5 - 6 - - -

Other service delivery agencies

Revenue ..........cccoooiiiiiiiiiiiii, 693 706 711 646 671 699 755
EXpense ........ccooeiiiiiiiiii (661) (661) (631) (625) (660) (686) (734)
32 45 80 21 11 13 21
Accounting adjustments .............. 65 45 99 126 44 38 (15)
Netimpact .........cooeeiiiiiiins 97 90 179 147 55 51 6
Total net impact ............................. 471 1,174 725 116 (208) 71 (55)

Total service delivery agency operating results:

Revenue ...........ccoooviiiiiiiiiil 17,934 19,108 19,845 20,565 21,299 21,902 22,409
Accounting adjustments .............. 56 (55) 105 (1) (66) (19) (30)
17,990 19,053 19,950 20,564 21,233 21,883 22,379

EXPENSE ....oviviiiiii e (17,526) (17,867) (19,231) (20,458) (21,458) (21,839) (22,432)
Accounting adjustments .............. 7 (12) 6 10 17 27 (2)
(17,519) (17,879) (19,225) (20,448) (21,441) (21,812) (22,434)

Total netimpact ............................ 471 1,174 725 116 (208) 71 (55)

' Revenue and expense are shown as reported in the entity financial statements and service plans, before consolidation and accounting adjustments.
2 The 2008/09 - 2009/10 health authorities plan is based on the health authorities budget for 2007/08. Additional provincial funding to cover negotiating
framework costs has been added in 2008/09 and 2009/10.

3 Includes Community Living BC and interim aboriginal authorities.
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Table A10 Material Assumptions — Revenue

BC corporate income tax revenue due to the refunds of softwood lum

2005 Factors
12.75%| 12.95%

Prior Tax Years
BC general corporate tax rate (effective)........
BC tax base ($ billions) ...........cccoeevvieiinnnnd
BC tax base growth ...
BC corporate profits growth .......................

National tax base growth ..........................)

BC share of national tax base ....................
Gross 2005 taX ...oeoviviiiiiiii
2004 and prior-years revenue ....................

TaxcreditS ......coovveiiiiiii

$15.2
7.5%
7.4%
12.3%
9.50%
$1,431
$0
-$231

$15.9
12.2%
17.6%
9.3%
10.18%
$1,567
$71

-$207

ber duty deposits is b

Revenue Source Updated | Budget
and Assumptions Budget | Forecast| Estimate| Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Personal income tax $5,847 | $6,702 | $6,389 | $6,577 | $6,993
Tax Year
BC personal income growth ....................... 5.2% 6.5% 4.2% 4.6% 4.7% +/- 1% change in 2007 BC
BC tax base growth ................. 5.6% 8.0% 4.0% 5.2% 5.3% personal income growth
Average tax yield ............ccooviiiniini 5.64% 5.89% 5.69% | 5.51% | 5.55% | equals +/- $50 to $100 million
Gross current-year tax ............ccocoeiiiiiiiiin.l $5,763 | $6,240 | $6,276 | $6,389 | $6,777
Tax credits and BC Tax Reduction .............. -$296 -$244 -$258 -$257 -$257 | +/- 1% change in 2006 BC
Prior-year adjustment (fiscal year) ................] $0 $385 personal or taxable income
Family Bonus offset (fiscal year) ................. -$23 -$23 -$17 -$15 -$13 growth equals +/- $50 to $100
10 per cent cut up to $100,000 in income (fiscal year) -$63 -$321 -$547 -$575 | million one-time effect
(prior-year adjustment)
Prior Tax Years 2005 Factors and could result in an
BC personal income growth ....................... 5.3% 5.7% additional +/- $50 to $100
BC tax base growth ................. 6.7% 8.1% million base change in 2007/08
Average 2005 tax yield ...............coooeiinnn. 5.60% 5.75%
Gross 2005 tax ....oceovuiiniiiiiieeeee $5,421 $5,635
2004 and prior years tax ............cccoceueiunnnn. $315 $310
Tax credits and BC Tax Reduction .............. -$257 -$234
Corporate income tax $1,337 | $1,533 | $1,395 | $1,392 | $1,451
Tax Year
National tax base ($ billions) ...................... $174.4 | $165.7 | $167.0 | $177.3 | $183.2 | +/- 1% change in the 2007
National taxable income from softwood lumber national tax base equals
duty deposit refunds ($ billions) .............. $0.0 $2.3 $1.2 $0.0 $0.0 +/- $15 to $20 million in
BC general corporate rate ......................... 12.00% | 12.00% | 12.00% | 12.00% | 12.00% | 2007/08
BC small business corporate rate ............... 4.50% 4.50% 4.50% 4.50% | 4.50%
BC tax base (instalments $ billions) .............. $17.3 $16.7 $17.1 $17.8 $19.3
BC instalment share ...................ccoien 9.92% 9.92% | 10.18% | 10.05% | 10.56%
Tax credits ......oovviiiiiiiiei e -$236 -$239 -$293 -$312 -$292
International Financial Activity Act refunds ...| -$25 -$2 -$25 -$25 -$25
Prior-year adjustments ...................... $45 $276 $153 $86 $2
Entitlement excluding duty deposits refunds +/- 1% change in the 2006
BC Tax base ($ billions) ........cccccoeverenenne $16.4 $16.2 $17.0 $17.8 $18.6 | BC tax base equals +/- $15
BC tax base growth .................... 8.0% 2.0% 5.0% 4.5% 4.5% | to $20 million in 2007/08
BC corporate profits growth ....................... 7.8% 1.9% 5.2% 4.7% 4.6%
BC tax base entitlement from
duty deposit refunds ($ billions) ................, $0 $1.9 $0.8 $0 $0
Advance instalments .............ccccoooiiiiinneei, $1,317 | $1,259 | $1,267 | $1,331 | $1,474
Revenue from softwood lumber
duty deposit refunds .............c.coiiiiineninnn. $0 $25 $168 $67 $0

ased on federal government estimates.

Revenue is recorded on a cash basis. Due to lags in the federal collection and instalment systems, changes to the
BC corporate profits and tax base forecasts affect revenue in the succeeding year. For example, 2007/08 instalments from the

federal government are based on BC's share of the national tax base for the 2005 tax year (assessed as of December 31, 2006)

and a forecast of the 2007 national tax base. Cash adjustments for any under/over payments from the federal government
in respect of 2006 will be received/paid on March 31, 2008.

=
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Table A10 Material Assumptions — Revenue — Continued

Revenue Source Updated | Budget
and Assumptions Budget | Forecast| Estimate| Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Social service tax $4,374 | $4,716 | $4,890 | $5,129 | $5,403
Calendar Year
Consumer expenditure ..........cccccceeevveeieeennens 5.6% 6.0% 5.2% 5.1% 5.2% +/- 1% change in 2007 growth
equals up to +/- $15 million
Business investment ...........cccooiiiiiiiiiies 11.0% 9.4% 8.4% 9.4% 10.3% | +/- 1% change in 2007 growth
equals up to +/- $5 million
Other expenditure ..........cccceviieiiieiiiciceen 2.5% 3.2% 4.6% 3.1% 3.7% +/- 1% change in 2007 growth
equals up to +/- $10 million
Social service tax base growth (fiscal year)...... 5.4% 6.7% 5.4% 4.9% 5.4%
Components of revenue
Consolidated Revenue Fund ............c...c......... $4,305 | $4,647 | $4,821 | $5,060 | $5,334
BC Transportation Financing Authority .......... $12 $12 $12 $12 $12
Recovery to vote (MSBR) ..........cccvevvvrnrnnnnn, $57 $57 $57 $57 $57

Social service tax revenue forecast includes $50 million assumed to be the full-year amount that will be held in trust by lawyers until
the Supreme Court of Canada rules on the constitutionality of applying social service tax on legal services.

Currently, lawyers must collect and remit social service tax on all legal services that are solicitors' services (i.e. services not

related to the determination of rights and obligations by courts and independent tribunals).
Social service tax is not collected from low income clients with respect to barristers' services. Lawyers must collect social service
tax on barrister's services from clients who are not low income and hold in trust pending the Supreme Court of Canada ruling.
Due to uncertainty, an equal and offsetting provision for bad debt allowance is also included as a forecast expense.

Fuel tax $923 $900 $919 $938 $958
Calendar Year
Real GDP ... 3.3% 3.9% 3.1% 3.0% 3.1% +/- 1% change in gasoline
Gasoline and diesel volume ..............ccccoc...... 3.3% 0.0% 2.0% 2.0% 2.0% | and diesel volume growth
equals up to +/- $10 million
Components of revenue
Gasoline and diesel
Consolidated Revenue Fund ... $382 $366 $374 $381 $389
BC Transit c...oeeeeeeee e $8 $8 $8 $8 $8
BC Transportation Financing Authority ....... $428 $411 $419 $428 $436
Other fuel SOUrCes ..........coccuveveeceeeeecieeeeeeenn. $105 $115 $118 $121 $125
Property tax $1,726 | $1,759 | $1,863 | $1,943 | $2,024
Calendar Year
BC Consumer Price IndeX ........cccccceciirineennn. 2.2% 1.8% 2.0% 2.0% 2.1% +/- 1% change in new
Housing starts ........cccccooiiiiiiiiiicceee 32,000 | 36,383 | 33,590 | 31,550 | 31,341 | construction and inflation
Home owner grants (fiscal year) ............c.......... -$635 -$647 -$667 -$687 -$707 | equals up to +/- $5 million
in residential property
Components of revenue taxation revenue
Residential (net of home owner grants) ......... $607 $620 $659 $690 $720
Non-residential ............ccceeevveiveicieeiieeeeee $944 $954 $992 $1,032 | $1,073 +/- 1% change in non-
Rural @area .........cccoooeeiiieiieieeeee e $81 $82 $86 $89 $92 residential assessed values
POIICE ..ot $0 $6 $25 $25 $25 equals up to +/- $5 million
BC Assessment Authority..........cccccooeiiiennn $66 $66 $66 $69 $71
BC Transit.........c..cccoovuennnn. $30 $33 $37 $40 $45
Commissions ($2) ($2) ($2) ($2) ($2)

=
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Table A10 Material Assumptions — Revenue — Continued

Revenue Source Updated | Budget
and Assumptions Budget | Forecast| Estimate| Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Other taxes $2,011 | $2,267 | $2,236 | $2,228 | $2,194
Calendar Year
Population ........ccccceevieieiieie e 1.1% 1.2% 1.1% 1.1% 1.2%
BC Consumer Price IndeX ........cccccceciinineninnn. 2.2% 1.8% 2.0% 2.0% 2.1%
Housing starts ........cccccooiiiiiiiiiiieceee -7.7% 4.9% -1.7% -6.1% -0.7%
Nominal GDP .......ccccoviiiiiiiieeee e 5.7% 5.9% 5.0% 4.9% 5.0%
REaI GDP ..o 3.3% 3.9% 3.1% 3.0% 3.1%
Components of revenue
Property transfer ..........ccccooevieviiiieeicecieenn $750 $925 $925 $900 $850
TODACCO - $690 $745 $705 $705 $705
Corporation capital ............ccccecvevveveiieeeeneane $110 $112 $110 $110 $110
INsurance Premium .........c.ccooeeeeeeeeeeenenenn, $318 $339 $348 $357 $366
Hotel room
Consolidated Revenue Fund ...................... $113 $115 $116 $94 $98
Tourism British Columbia .............c.ccceveeenns) $30 $31 $32 $62 $65
Petroleum, natural gas, minerals
and Columbia River Treaty
export electricity sales $3,420 | $2,592 | $2,886 | $2,861 | $2,777
Natural gas price +/- $1.00 change in the
($Cdn/gigajoule at plantinlet) ..................... $8.55 $5.65 $6.50 $6.70 $6.49 | natural gas price equals
Natural gas volumes (petajoules) .................. 1,095 1,095 1,116 1,137 1,158 | +/- $300 to $350 million
Annual per centchange ............c.cooeeeiienni. 1.8% 1.8% 1.9% 1.9% 1.8% | +/- 1% change in natural gas
volumes equals +/- $20 to $25
Oil price ($US/bbl at Cushing, OK) ...............| $57.87 | $66.06 | $62.41 | $63.38 | $59.59 | million
Auctioned land base (000 hectares) .............. 538 672 411 411 411
Average bid price/hectare ($) ..........ccccooeeie $800 $863 $1,000 | $1,000 | $1,000
Metallurgical coal price
($US/tonne,fob west coast) ..........ccccoceerennee $110 $105 $90 $85 $75
Copper price (SUS/ID) ...c.oovvveieeiiciieiecieeiees $1.45 $3.20 $2.55 $1.85 $1.45
Columbia River Treaty sales
Annual quantity set by treaty ........................ 4.3 4.3 4.1 4.0 4.5 +/- 10% change in the average
(million mega-watt hours) Mid-Columbia electricity price
Mid-Columbia electricity price ...................... $71 $53 $65 $67 $65 equals +/- $25 to $30 million
($US/mega-watt hour)
Components of revenue
Natural gas royalties ...................cooeeeint. $2,277 | $1,392 | $1,699 | $1,778 | $1,737
Bonus bids, permits and fees ..................... $453 $475 $500 $499 $512
Petroleum royalties .............ccoociiiiiiininnts $78 $127 $112 $104 $91
Columbia River Treaty electricity sales ........| $335 $235 $285 $285 $315
€08l i $145 $122 $98 $82 $55
Minerals, metals and other ........................ $99 $212 $161 $81 $34
Oil and Gas Commission fees .................... $33 $29 $31 $32 $33
Royalty Programs and Infratstructure credits
Summer driling .......ooooviiiiii -$27 -$37 -$40 -$43 -$46
Deep drilling ......covvnieiiieiieei e -$40 -$52 -$56 -$61 -$65
Marginal, Low Production and Ultramarginal . -$49 -$100 -$113 -$124 -$133
Road infrastructure .................................. -$40 -$39 -$31 -$10 -$4
Pipeline infrastructure ......................coooil -$33 -$27 -$7 $0 $0
New infrastructure credits (road & pipeline) ... $0 $0 -$16 -$33 -$16
Total credits ........vevvieiiiii -$189 -$255 -$263 -$271 -$264
Implicit royalty rate.............c.coooiiiiiinnnn. 24.3% 22.5% 23.4% 23.3% | 23.1%

Royalty program (marginal, low production and ultra marginal drilling) adjustments reflect reduced royalty rates.
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Table A10 Material Assumptions — Revenue — Continued

Revenue Source Updated | Budget
and Assumptions Budget | Forecast| Estimate| Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Forests $1,083 | $1,293 | $1,395 | $1,274 | $1,311
Prices (calendar year average) +/- US$50 change in SPF
SPF 2x4 ($US/1000 bd ft) ..oeevveeeiieiineeenn. $338 $296 $269 $294 $300 | price equals +/- $75 to
Random Lengths Composite $125 million
($US/thousand board feet)..........ccccevevennene $326 $304 $329 $335 | +/- US$100 change in hemlock
Hemlock price ($US/1000 bd ft) $556 $584 $600 $600 $600 | price equals +/- $15 to $30
Pulp (SUS/toNNe) ..o $600 $674 $713 $700 $700 | million
Coastal log ($Cdn/cubic metre) +/- US$50 change in pulp price
(Vancouver Log Market, fiscal year) ............ $82 $84 $86 $85 $85 equals +/-$5 to $10 million
+/- Cdn$10 change in average
Fiscal Year Trade Assumptions log price equals +/-$55 to
Export tax rate (effective rate)........c.ccccecveeene 15.0% 12.7% 5.0% 5.0% $85 million
SPF 2x4 ($US/1000 bd ft) ..oeevveeeieeiiieeenn. $325 $266 $275 $300 $300
Random Lengths Composite price
($US/thousand board feet)...........cccccveveeninns $297 $310 $335 $335
Lumber shipments and consumption (billion board feet)
U.S. lumber consumption........................ 29.7* 55.0 57.0 58.9
BC surge trigger volumes........................ 6.3* 117 12.1 12.5
BC lumber exportsto U.S....................e. 5.9* 9.8 10.7 117
* Forecast based on October 2006 to March 2007
+/- 10% change in Interior
Crown harvest volumes (million cubic metres) harvest volumes equals
INEEIIOr L. 52.0 54.0 52.0 53.0 55.0 +/- $50 to $75 million
C0aSE .. 16.0 15.0 14.0 15.0 16.0 +/- 10% change in Coastal
Total covi 68.0 69.0 66.0 68.0 71.0 harvest volumes equals
BC Timber Sales (included in above) ........... 13.3 13.5 14.3 14.7 15.0 +/- $10 to $15 million
Components of revenue
TENUIES ..ovieieiie e $695 $634 $659 $726 $737 The above sensitivities relate
BC Timber Sales ............ccocceevviiiiiiiinns. $328 $298 $318 $327 $333 | to stumpage revenue only.
Softwood Lumber Agreement 2006 Depending on market
bordertax...........cocoiviiiiii $0 $251 $376 $174 $188 | conditions, changes in
Logging taX ........ooeiiiiiiiiiii $40 $80 $20 $25 $30 stumpage revenues may be
Other ... $20 $30 $22 $22 $23 offset by changes in border
tax revenues.
2006/07 logging tax revenue forecast includes $60 million resulting from refunds of duty deposits
Health and social transfers $4,403 | $4,476 | $4,644 | $4,650 | $4,811

National Cash Transfers

Canada Health Transfer (CHT) excluding Trusts, September 2004 First Ministers' Meeting (FMM)

and prior-year adjustments
FMM base (absorbs Health Reform Transfer)
Canada Social Transfer (CST)
Early Learning and Child Care (ELCC)
ELCC Federal Budget 2005
National basic federal tax ($ billions) .
BC basic federal tax ($ billions)

BC share of national population, June 1, 2006

BC health and social transfers revenue

2003 Medical Equipment ($200 million)
2004 Public Immunization ($52 million)
FMM Base (absorbs Health Reform Transfer)
FMM Deferral (Base and Wait Times)
Wait Times

FMM Capital Equipment Funding
CST

ELCC Federal Budget 2005
ELCC Federal Budget 2005 Deferral

$13,400
$6,740
$8,200
$300
$650
$117.1
$14.0
13.20%

$1,901
$17
$18
$889
$228
$0
$0
$1,163
$40
$85
$62

Prior-year adjustments

$0

$13,400
$6,740
$8,200
$300
$650
$116.9
$14.6
13.21%

$1,919
$19
$18
$890
$228
$0
$0
$1,175
$40
$85
$62
$40

$13,750

$6,740

$8,450
$350

$122.1
$15.3
13.24%

$2,045
$19
$0
$1,006
$267
$0
$4
$1,257
$46
$0
$0
$0

$14,100

$7,598

$8,450
$350

$128.3
$16.1
13.27%

$2,104
$19
$0

$1,131
$79
$0
$7

$1,264
$46
$0
$0
$0

$14,400

$8,529

$8,450
$350

$134.8
$17.0
13.31%

$2,157
$19
$0

$1,276
$0
$33
$7

$1,272
$47
$0
$0
$0

+/- 0.1% change in BC's
population share equals
+/- $10 million
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Table A10 Material Assumptions — Revenue — Continued
Revenue Source Updated | Budget
and Assumptions Budget | Forecast| Estimate| Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Service delivery agency direct
revenue $4,146 | $4,357 | $4,430 | $4,592 | $4,715
SChoOl dISriCtS ....vvvvviiiiiiiiiiiieieeeeeeeeeeeeen $432 $514 $475 $478 $479
UNIVErSIties .....oveeieieeie e $1,544 | $1,603 | $1,661 | $1,731 | $1,773
Colleges, university colleges
and institutes ..........oooooiiiii $515 $533 $550 $567 $578
Health authorities and hospital societies ......... $520 $599 $599 $601 $603
Children and family development agencies ...... $0 $2 $2 $2 $2
BC Transportation Financing Authority ........... $465 $453 $463 $474 $485
Other service delivery agencies ....................... $670 $653 $680 $739 $795
Commercial Crown corporation
net income $1,971 | $2,576 | $2,503 | $2,513 | $2,567
BCHYdro .........oooviiiiiiiiiiicee, $18 $400 $365 $396 $416
reservoir water inflows ... 90% 87% 100% 100% 100% | +/-1% in hydro generation
= +/-$25 million
MEAN gas PriCE ....cuuveieeeiieiiiieeieeeeeeenn 8.81 6.13 7.44 7.61 7.47 +/-10% = -/+$20 million
(Sumas, $US/MMbtu - BC Hydro forecast based on NYMEX forward selling prices)
electricity prices .......c..oooviiiiiiii 66.09 45.17 60.00 61.67 59.80 | +/-$1 MWh in electricity trade
(Mid-C, $US/MWh) margins = +/-$35 million
assumed rate iNCreases ..............ccoeeueennens n/a 1.54% 2.10% 5.86% | 3.74%

(The 2006/07 rate increase was a two-tiered approval by the BCUC consisting of a base 1.54% increase effective July 1, 2006

with a further 0.10% increase plus a 2.00% rate rider added effective February 1, 2007. Outer years include the notional annual
increases that would be required for BC Hydro to earn its allowed return on equity as mandated by the BCUC. These increases are
included for planning purposes only. Actual rate increases in these years will be determined by future applications to the BCUC.)

vehicle growth ......
claims cost trend
investment return

10SS ratio ..oeveeeeeieiiie e

$131
+2.3%
+5.0%
5.7%

........ 89.8%

$321
+3.2%
+4.1%
6.9%

$225
+2.5%
+6.3%
5.5%

90.4%

88.9%

$183
+2.6%
+5.3%
5.5%

90.5%

$150

+2.6%

+5.3%
5.4%

92.0%

In 2006, BCUC approved a basic rate increase of 6.5%. Rates for 2007 to 2010 will be based on applications to BCUC that reflect
ICBC's mandated capilization level, and current claims cost and vehicle growth trends. All rate increase applications are subject to
BCUC review and approval before they are implemented.

+/-1% = +/-$32 to 38 million
+/-1% = -/+$25 to 31 million
+/-1% return = +/-$77

to $100 million
+/-1% = -/+$32 to 38 million
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Table A11 Material Assumptions — Expense

Ministry Programs Updated | Budget
and Assumptions Budget " |Forecast '| Estimate Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Advanced Education ............... 2,027 2,027 2,151 2,243 2,336

The number of student spaces may vary

Student spaces — (# of FTEs) ....| 177,784 | 186,304 | 190,442 | 194,600 | 198,626 |depending on the financial and other
policies of post secondary institutions.

The number of recommended criminal

Attorney General ..................... 496 496 520 525 530 .

cases brought forward by the various

New cases filed/processed ....... 310,000 | 295,000 [ 295,000 | 295,000 | 295,000 |police departments, resulting in charges

(# for all courts) b'ei'ng. .Iaid.by the Crown, the number of.

civil litigation cases, the number of traffic
fines disputed and the number of family
cases.

Crown Proceeding Act (CPA) 28 24 28 28 28 The number and size of |It|gat|0n bI'OUght
against the province.

Children and Family A 1% increase in the cost per case or a
Development ........................ 1,873 1,873 1,867 1,934 1,982 |1% increase in the average caseload will
Average children-in-care ......... 9100 | 9,200 | 9,150 | 9,100 | 9,000 ;geftr:iﬁi‘;i”d't“res by approximately

caseload (#) ' '
Average annual residential ........ 29,500 28,100 28,700 29,200 29,800

cost per child in care ($)

Adult Community Living:

Residential Services: The adult community living caseload is
Average caseload (#) ............ 5,299 5,293 5,486 5,688 5,899 [sensitive to the pressures of an aging
Average cost per client ($) ..... 63,850 65,800 65,300 64,400 63,900 |population. A 1% increase in the average

residential services caseload will increase

Day Programs: expenditures by approximately

Average caseload (#) ............ 10,100 | 10,126 | 10496 | 10,887 | 11,300 |ea" ikion A 19 increase in the average
Average cost per client ($) ..... 17,200 | 17,000 [ 17,000 | 17,00 | 17,200 |, residential services caseload will cost
approximately $1.7 million.
Education ..................c....... 5,371 5,371 5494 | 5637 | 5747

Student Enrolment (# of FTEs)...] 562,199 | 555,414 | 549,304 | 544,361 | 538,917

Employment and Income
Assistance ........................... ] 1,387 1,387 1,480 1,509 1,551

Temporary Assistance ............. 47,150 41,900 41,870 42,280 43,770 |The expected to work caseload is
annual average caseload (#) sensitive to fluctuations in economic

and employment trends in the service
sector. A 1% change in the Temporary
Assistance annual average caseload
or average cost per case will affect
expenditures from $3 to $4 million
annually.

" The 2006/07 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies. |:>
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Table A11 Material Assumptions — Expense — Continued

Ministry Programs Updated | Budget
and Assumptions Budget ' | Forecast '| Estimate Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)
Employment and Income Assistance — continued

Disability Assistance ................ 62,450 60,235 64,000 67,000 70,000 |The caseload for persons with

annual average caseload (#) disabilities is sensitive to the
aging of the population and overall
health needs. The average cost per
case is sensitive to the composition
of the caseload. A 1% change in the
Disability Assistance annual average
caseload or average cost per case will
affect expenditures from
$6 to $7 million annually.

Total annual average The average cost per case is sensitive

caseload (#) .....coveiiiiiiinans 109,600 102,135 | 105,870 | 109,280 | 113,770 |to the composition of the caseload,
and reported income. A 1% change
in the annual caseload or average cost
per case will affect expenditures from
$9 million to $11 million annually.

Forests and Range .................| 974 1,094 1,078 1,147 1,116

Direct Fire Fighting .................. 55 166 55 55 55 Over the past 10 years, fire fighting costs
have ranged from a low of $19 million in
1997 to a high of $372 million in 2003.

BC Timber Sales .................... 169 176 182 196 215 Targets can be impacted by changes to
actual inventory costs incurred. There is
a lag of approximately 2 years between
when inventory costs are incurred and
when they are expensed. Volume
harvested can also impact targets. For
example, if volume harvested is less than
projected in any year then capitalized
expenses will also be reduced in that year.

Health ............cccoooiiil) 12,182 12,182 12,967 13,358 13,978

Pharmacare 951 927 1,021 1,059 1,098 |A 1% change in utilization or drug

Demand/cost growth ...............| 7.3% 6.3% 7.3% 3.7% 3.7% |prices affects costs by approximately

(per cent change) $9 million.

Medical Services Plan (MSP) ....{ 2,903 2,892 3,057 3,167 3,282 |A 1% increase in volume of services
provided by fee-for-service physicians
affects costs by approximately $20 million.

Regional Health Sector

Funding ................cooeiii 7,563 7,553 8,407 8,215 8,442

" The 2006/07 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.

=
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Table A11 Material Assumptions — Expense — Continued

Ministry Programs Updated | Budget

and Assumptions Budget ' |Forecast | Estimate Plan Plan Sensitivities
2006/07 2007/08 | 2008/09 | 2009/10 2007/08
($ millions unless otherwise specified)

General .............ccoceiiiiiiennn. 575 575 603 618 632 occupied and the number of investigations
and audits based on the volume of gaming
activity.

Emergency Program Act (EPA) . 16 16 16 16 16 The number and severity of

Funding remains constanton a  |natural disasters.
year-to-year basis.
Management of Public Funds
andDebt ...l 618 572 558 515 490
Interest rates for new
provincial borrowing: Full year impact on MoPD on interest
Short-term ........oocooiiiiinn. 4.30% 4.41% 4.24% 4.40% 4.81% |costs of a 1% change in interest rates
Long-term .......coooiiiiiiiniinnns 5.50% 4.88% 4.84% 5.41% 6.01% |equals $26 million; $100 million
CDN/US exchange rate (cents) ..| 86.1 88.2 87.1 88.3 88.5 increase in debt level equals $4 million.
Service delivery agency net

spending ............ccoceeiiiiiiiennn. 4,009 4,241 4,638 4,521 4,770

School districts ............c.ccc. 374 426 406 362 359

Universities ..........coooviiviiiinin 1,463 1,516 1,590 1,663 1,704

Colleges, university colleges

and institutes .................ell 526 511 545 554 571

Health authorities and

hospital societies .................. 519 677 740 612 618
Children and family development

AgENCIES ...uvvniiiiiiieiee, (1) 0 3 1 2
BC Transportation Financing

Authority ........coooiiiiii, 567 591 720 640 727
Other service delivery agencies . 561 520 634 689 789

" The 2006/07 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.
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Table A12 Full-Time Equivalents (FTEs)'—2003/04 to 2009/10

Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
2003/04  2004/05 2005/06  2006/07  2007/08  2008/09  2009/10
Ministries and special offices (CRF)2 .............. 29,049 27,252 27,129 29,253 30,416 30,581 30,717
Service delivery agencies ° ....................c..... 4,570 3,822 3,992 3,940 3,975 3,985 3,990
Total FTES ... 33,619 31,074 31,121 33,193 34,391 34,566 34,707

" Full-time equivalents (FTEs) are a measure of staff employment. FTEs are calculated by dividing the total hours of employment paid for in a given period
by the number of hours an individual, full-time person would normally work in that period. This does not equate to the physical number of employees. For
example, two half-time employees would equal one FTE, or alternatively, three FTEs may represent two full-time employees who have worked sufficient

overtime hours to equal an additional FTE.

2 Opening balance has been restated to reflect a correction in the FTEs calculation for BC Ambulance Services and an increase in FTEs

under OIC 603 (dated August 15, 2006) for the new Minister of State office. This increased FTEs by 693 in 2007/08 and 2008/09.

% Service delivery agency FTE amounts do not include SUCH sector staff employment.

Table A13 Capital Spending — 2003/04 to 2009/10

Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
($ millions) 2003/04  2004/05 2005/06  2006/07  2007/08 2008/09 2009/10
Taxpayer-supported

Education

Schools (K=12) ..o, 313 239 286 367 365 411 411

Post-secondary ...........ccooiiiiiiiiiiiin 605 696 790 817 857 590 475
Health ..o 420 568 848 849 819 669 649
BC Transportation Financing Authority ........... 407 513 712 890 922 816 633
Vancouver Convention Centre

expansion project ' ..............cciiiii. 56 51 85 118 206 143 15
Government operating (ministries) ................ 185 175 260 313 325 257 256
Other?. ... 59 81 111 64 75 92 82
Capital spending contingencies .................... - - - 50 295 330 330
Total taxpayer-supported ......................... 2,045 2,323 3,092 3,468 3,864 3,308 2,851

Self-supported

BC HYdro ..o.oeiiii e 574 528 610 843 995 1,296 1,373
BC Transmission Corporation ...................... - - 21 62 68 21 9
Columbia River power projects *................... 100 84 30 25 30 148 198
BCRC ..o 33 30 15 19 66 19 2
(07 26 31 27 32 30 30 40
BC Lotteries ........ooovviiiiiiiiiiiiii 49 93 83 43 85 80 80
Liquor Distribution Branch ........................... 2 10 19 24 18 14 14
Total self-supported commercial ............... 784 776 805 1,048 1,292 1,608 1,716
Total capital spending .............................. 2,829 3,099 3,897 4,516 5,156 4,916 4,567

" An additional $8 million is reflected in 2008/09, to meet the escalated cost of contracts to meet the project's current schedule. Further work is underway
to review the impact of higher than expected construction costs on the project. Preliminary estimates of an updated project cost are in the range of

$800 million depending on the contract model selected.

2 Includes BC Housing Management Commission, Provincial Rental Housing Corporation, BC Buildings Corporation, Ministry of Attorney General,

Ministry of Public Safety and Solicitor General, Ministry of Children and Family Development, and BC Transit.

3 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

* Includes ICBC Properties Ltd.
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Table A14 Statement of Financial Position — 2003/04 to 2009/10 "

Updated Budget

Actual Actual Actual Forecast  Estimate Plan Plan
($ millions) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
Financial assets

Cash and temporary investments ............. 2,690 3,583 3,901 3,053 2,809 2,804 3,042

Other financial assets ................cccoeeevenn.n 6,339 6,661 6,940 7,999 8,137 8,062 8,217

Sinking funds ........ooooiiiii 4,619 4,516 4,059 3,796 3,490 3,409 3,253
Investments in commercial Crown corporations

Retained earnings ...........c.cooviiiiiiinnen. 3,020 3,164 3,422 3,869 4,243 4,536 4,806

Recoverable capital loans ..................... 7,612 6,901 6,916 7,256 7,900 8,595 9,388

10,532 10,065 10,338 11,125 12,143 13,131 14,194
24,180 24,825 25,238 25973 26,579 27,406 28,706

Liabilities
Accounts payable & accrued liabilities zZ . 6,879 6,655 7,218 7,251 7,691 8,185 9,189
Deferred revenue .............ccooiiiiiiiiiiins 4,003 5,181 5,674 5,860 5,889 5,928 5,969
Debt:
Taxpayer-supported debt ...................... 30,028 28,657 27,175 26,545 27,803 28,692 29,171
Self-supported debt ...l 7,739 7,169 7,181 7,607 8,284 8,989 9,760
Forecast allowance ......................... - 300 750 1,000 1,050
Total provincial debt ................ccooviinn, 37,767 35826 34,356 34,352 36,837 38,681 39,981
Add: debt offset by sinking funds ........... 4,619 4,516 4,059 3,796 3,490 3,409 3,253
Less: guarantees and
non-guaranteed debt ................... (399) (421) (379) (370) (528) (540) (519)
Financial statement debt ...............ccccooeee, 41,987 39,921 38,036 37,778 39,799 41550 42,715
52,869 51,757 50,928 50,889 53,379 55,663 57,873
Net liabilities ...........................lL (28,689) (26,932) (25,690) (24,916) (26,800) (28,257) (29,167)
Capital and other assets
Tangible capital assets .................c...eeee. 22,295 23,160 24,744 26,820 29,105 30,713 31,775
Otherassets ......ccovviviiiiiiiiii 539 613 847 847 846 845 843
22,834 23,773 25,591 27,667 29,951 31,558 32,618
Accumulated surplus (deficit) ................. (5,855) (3,159) (99) 2,751 3,151 3,301 3,451

! Comparative figures have been restated to reflect government's accounting policies in effect at March 31, 2006.
2 Accrued liabilities include accumulated forecast allowances of $300 million in 2007/08, $1,050 million in 2008/09, and $2,050 million in 2009/10.

Budget and Fiscal Plan— 2007/08 to 2009/10



Appendices 163
Table A14a Changes in Financial Position —2003/04 to 2009/10
Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
($ millions) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
(Surplus) deficit for the year: 1,191 (2,696) (3,060) (2,850) (400) (150) (150)
Capital and other asset changes:
Taxpayer-supported capital investments .... 2,045 2,323 3,092 3,468 3,864 3,308 2,851
Less : amortization and other
accounting changes .................... (2,198) (1,458) (1,508) (1,392) (1,579) (1,700)  (1,789)
Increase in net capital assets .................... (153) 865 1,584 2,076 2,285 1,608 1,062
Increase (decrease) in other assets ............ 15 74 234 - (1) (1) (2)
(138) 939 1,818 2,076 2,284 1,607 1,060
Increase (decrease) in net liabilities .......... 1,053 (1,757) (1,242) (774) 1,884 1,457 910
Investment and working capital changes:
Increase (reduction) in cash and
temporary investments ......................... 73 893 318 (848) (244) (5) 238
Investment in commercial Crown corporations:
Increase (decrease) in retained earnings .. 416 144 258 447 374 293 270
Self-supported capital investments .......... 784 776 805 1,048 1,292 1,608 1,716
Less: loan repayments and
other accounting changes ............ (503)  (1,387) (790) (708) (648) (913) (923)
697 (467) 273 787 1,018 988 1,063
Other working capital changes ................. (1,372) (735)  (1,234) 577 (637) (689)  (1,046)
(602) (309) (643) 516 137 294 255
Increase (decrease) in
financial statementdebt ....................... 451 (2,066) (1,885) (258) 2,021 1,751 1,165
(Increase) decrease in sinking fund debt .... 455 103 457 263 306 81 156
Increase (decrease) in guarantees
and non-guaranteed debt ...................... (16) 22 (42) (9) 158 12 (21)
Increase (decrease) in
total provincialdebt ............................. 890 (1,941) (1,470) (4) 2,485 1,844 1,300
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Table A15 Provincial Debt Summary — 2003/04 to 2009/10 "2

Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
($ millions unless otherwise indicated) 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
Taxpayer-supported debt
Provincial government direct operating ............. 15,694 14,481 11,888 9,810 9,125 8,415 7,427
Other taxpayer-supported debt (mainly capital)
Education
SChOOIS 2. . 4,409 4,483 4,588 4,734 4,961 5,237 5,515
Post-secondary institutions 2............................. 2,112 2,326 2,688 2,971 3,438 3,639 3,958
6,521 6,809 7,276 7,705 8,399 8,876 9,473
Health?..........ooooieee e 2,215 2,112 2,447 2,866 3,348 3,739 4,088
Highways and public transit
BC Transportation Financing Authority ............... 2,764 2,474 2,686 3,361 4,058 4,708 5,194
BC Transit .........ooeviiiiiiiiee e 83 78 80 84 78 89 90
Public transit .............ccooiiiii 914 906 904 901 916 947 994
SkyTrain extension ..........ccccooviiiiiiiiiiiiinienn, 1,119 1,135 1,145 1,150 1,150 1,150 1,150
4,880 4,593 4,815 5,496 6,202 6,894 7,428
Other
BC BUIldiNgS ... 317 241 246 - - - -
Social housing “.........ooovvviiiiiiiiiiiiieeeee e 156 133 189 290 272 256 239
Homeowner Protection Office .......................... 129 130 110 124 148 159 166
Other .. 116 158 204 254 309 353 350
718 662 749 668 729 768 755
Total other taxpayer-supported debt ................. 14,334 14,176 15,287 16,735 18,678 20,277 21,744
Total taxpayer-supported debt ............................ 30,028 28,657 27,175 26,545 27,803 28,692 29,171
Self-supported debt
Commercial Crown corporations
BC HYAro ......cooviiiiiii e 7,040 6,906 6,892 7,221 7,806 8,503 9,246
BC Transmission Corporation .......................... - - 37 47 95 94 77
Columbia River power projects ®........................ 215 257 247 236 381 391 436
BCRaIil ..o 477 -7 - - - - -
Liquor Distribution Branch ..................c..ooinn. 7 6 5 3 2 1 1
Total self-supported debt ................................... 7,739 7,169 7,181 7,507 8,284 8,989 9,760
Total debt before forecast allowance ................... 37,767 35,826 34,356 34,052 36,087 37,681 38,931

Forecastallowance ® .............ccoeevviiiieieiiiieeeeee, - - - 300 750

Total provincial debt ......................... 37,767 35,826 34,356 34,352 36,837 38,681 39,981
Debt as a per cent of GDP
Provincial government direct operating ................. 10.8% 9.2% 7.0% 5.5% 4.9% 4.3% 3.6%
Taxpayer-supported ..........cccoeereiiiiiniinaiieean, 20.6% 18.2% 16.1% 14.8% 14.8% 14.6% 14.1%
Total provincial ..........ccooviiiiiiii, 25.9% 22.7% 20.3% 19.2% 19.6% 19.6% 19.3%

' Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency accrued
interest is reported in the government's accounts as an accounts payable.

2 Includes debt and guarantees incurred by the government on behalf of school districts, universities, colleges and health authorities/hospital societies (SUCH),
and debt directly incurred by these entities.

® Debt of BC Buildings is transferred to the province as the corporation's operations will be conducted through the Ministry of Labour and Citizens' Services.

* Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation.

® Includes service delivery agencies, student loan guarantees, loan guarantees to agricultural producers, guarantees issued under economic development and
home mortgage assistance programs and loan guarantee provisions.

° Ajoint venture of the Columbia Power Corporation and Columbia Basin Trust.

" BC Rail debt was repaid after completion of the BC Rail investment partnership.

8 Reflects the operating statement forecast allowance for each year (amounts are not cumulative). Since it is unknown as to which agency would require
this debt, the borrowing allowance is shown as a separate item over the plan.
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Table A16 Key Provincial Debt Indicators — 2003/04 to 2009/10

Updated Budget
Actual Actual Actual Forecast Estimate Plan Plan
2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10

Debt to revenue (per cent)

Total provincial ......cccccooviiiiin. 100.7 85.1 74.6 73.2 76.9 78.9 78.8

Taxpayer-supported ................cooeenee. 107.3 88.5 77.6 73.9 76.5 77.8 76.7
Debt per capita ($) 2

Total provincial ........c...cocovviiiiiiiiinnns 9,090 8,524 8,069 7,970 8,451 8,775 8,960

Taxpayer-supported ..............coooevennne. 7,227 6,818 6,382 6,159 6,378 6,509 6,538
Debt to GDP (per cent) 3

Total provincial ........cccoeeeviiiiiiininins 25.9 22.7 20.3 19.2 19.6 19.6 19.3

Taxpayer-supported .............cooeevennnne. 20.6 18.2 16.1 14.8 14.8 14.6 141
Interest bite (cents per dollar of revenue) *

Total provincial ........c...cocovviiiiiiiinn, 5.9 4.7 4.3 4.4 4.7 4.7 4.9

Taxpayer-supported .............ccocovvennne. 6.1 5.0 4.4 4.4 4.7 4.7 4.8
Interest costs ($ millions)

Total provincial ........cccccovvviiiiiiininines 2,220 1,986 1,993 2,086 2,244 2,323 2,469

Taxpayer-supported ............ccceeueennnee. 1,695 1,622 1,526 1,591 1,691 1,734 1,828
Interest rate (per cent) °

Taxpayer-supported .............c.coeevennnnn. 5.7 5.5 5.5 5.9 6.2 6.1 6.3

Background Information:
Revenue ($ millions)

Total provincial ®........cccccvvvvveeiiieieennn, 37,495 42,076 46,076 46,931 47,900 49,016 50,732

Taxpayer-supported "..............ccceunn.... 27,997 32,391 35025 35911 36,333 36,874 38,056
Debt ($ millions)

Total provincial..........cccc.ccevuvueveeeeeeennn. 37,767 35,826 34,356 34,352 36,837 38,681 39,981

Taxpayer-supported ®.......................... 30,028 28,657 27,175 26,545 27,803 28,692 29,171
Provincial GDP ($ millions) ®...................... 145,763 157,540 168,855 178,818 187,789 196,918 206,684
Population (thousands at July 1) °............ 4,155 4,203 4,258 4,310 4,359 4,408 4,462

1 Includes fiscal data of school districts, post-secondary institutions and regional health authorities/societies (SUCH).
2 The ratio of debt to population (e.g. 2007/08 debt divided by population at July 1, 2007).

3 The ratio of debt outstanding at fiscal year end to provincial nominal gross domestic product (GDP) for the calendar year ending in the fiscal
year (e.g. 2007/08 debt divided by 2007 GDP).

* The ratio of interest costs (less sinking fund interest) to revenue. Figures include capitalized interest expense in order to provide a more
comparable measure to outstanding debt.

5 Weighted average of all outstanding debt issues.

° Includes revenue of the consolidated revenue fund (excluding dividends from enterprises) plus revenue of all government organizations and enterprises.
" Excludes revenue of government enterprises, but includes dividends from enterprises paid to the consolidated revenue fund.

8 Excludes debt of commercial Crown corporations and agencies and funds held under the province's warehouse borrowing program.

9 GDP for the calendar year ending in the fiscal year (e.g. GDP for 2007 is used for the fiscal year ended March 31, 2008).

1 Population at July 1st within the fiscal year (e.g. population at July 1, 2007 is used for the fiscal year ended March 31, 2008).
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