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COLUMBIA

The Best Place on Earth February 19, 2008

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

*  The fiscal and economic forecasts for 2008/09 and futute years, which are detailed in Part 2 and Part 4.

*  All material economic, demographic, taxation, accounting policy and other assumptions undetlying the 2008/09
economiic, revenue, expenditure, surplus and debt forecasts ate also disclosed. In particular:

— The status quo policy is assumed for federal government transfer revenues. No revenues or expenditures have
been included in this budget either for the recently legislated federal Community Development Trust, or for the
transfer of labour market programs from the federal government which was still being finalized when the budget
went to press. These will be included in future fiscal updates as detailed agreements are complete and accounting
treatments confirmed. While both initiatives will result in increased revenue and expenditure, the net impact on
the three-year fiscal plan is expected to be small;

— Similarly, no assumptions have been made regarding measures that may be included in the federal budget
expected to be tabled on February 26, 2008; and

— Many of the wage agreements reached in the last round of public sector negotiations expire by the end of the
2009/10. In 2010/11, Ministry of Health funding growth is maintained at the same rate as for the previous year
to accommodate wage increases in that sector; an increased contingency vote allocation has been provided for
other sectors.

*  The report on the advice received from the Ministet's Economic Forecast Council on the economic growth outlook for
British Columbia, including the range of forecasts for 2008 and 2009.

*  The major areas of risk to the plan known at this time are disclosed in the risks section in Part 2, and in the material
assumptions tables in the Appendix.

Government continues to work towards providing funding information to health authorities and post-secondary
institutions sufficiently early in the fiscal year for them to develop board approved plans for the budget; however, this
was not possible for Budget 2008. As a result, the financial forecasts for school districts, universities, colleges and health
authorities (the SUCH sector) have all been developed by the Ministries of Health, Advanced Education and Education
on an aggregate basis for their respective sectors. Individual organizational plans for health authorities and post-
secondary institutions will be developed over the coming months and reflected in the updated fiscal plan in the first
Quarterly Report.

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 required under section 7(e) of the BTAA, the forecast allowance, which is an adjustment to the most likely
forecast of the 2008/09 sutplus, is also disclosed. The 2008/09 to 2010/11 forecast allowances help to mitigate against
revenue risks arising from a worse-than-expected economic slowdown in the US and in particular its housing sector,
unexpected costs such as natural disasters, changes in key commodity prices or out-year funding pressures.

I would like to recognize staff in government ministries and agencies for their contribution to this document. 1
would like to especially acknowledge staff in the Ministry of Finance, whose professionalism, commitment and expertise

were essential to the completion of this budget.
\L \'*

Chris Trumpy
Deputy Minister and
Secretary to Treasury Board

Ministry of Office of the Mailing Address: Location Address:
Fi Deputy Minister PO Box 9417 Stn Prov Govt Room 109
Inance Victoria BC V8W 9V1 617 Government Street

www.gov.bc.ca/fin Victoria BC
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Summary: BUDGET AND FISCAL PLAN —2008/09 to 2010/11

2007/08 Budget
- Updated Estimate Plan Plan

($ millions) Budget Forecast 2008/09 2009/10 2010/11
REVENUE ....oeiiiie e e e e e e 37,390 39,400 38,490 39,925 41,525
EXPEINSE ..ottt ittt et e e e e (36,240) (37,280) (37,690) (39,100) (40,700)

Surplus before forecast allowance ....................... 1,150 2,120 800 825 825
Forecast alloWanCe ............c.ceeveeiiuniiinieeieeiieiieeeaee s (750) (150) (750) (675) (675)

SUIPIUS e e e 400 1,970 50 150 150
Capital spending:

Taxpayer-supported capital spending ....................... 3,864 4,149 3,859 3,370 3,051

Total capital spending .........ccooveviiie i 5,156 5,525 5,766 5,479 5,440
Provincial Debt:

Government direct operating debt ...l 9,125 8,246 7,408 6,880 6,452

Taxpayer-supported debt ..........coovvviiii i, 27,803 26,792 27,741 28,973 30,044

Total debt ... 36,837 35,003 37,741 39,980 42,473

Government direct operating debt-to-GDP ratio .......... 4.9% 4.3% 3.7% 3.3% 2.9%

Taxpayer-supported debt-to-GDP ratio ..................... 14.8% 14.1% 14.0% 13.9% 13.7%

Total debt-to GDP ratio ........ccovvviiiiiiiie i e, 19.6% 18.4% 19.0% 19.1% 19.4%

A Budget for Climate Action

Budget 2008 supports and adds momentum to
government’s plan to reduce greenhouse gas
emissions by providing the fiscal framework to
implement government’s climate action initiatives.
At the same time, BC maintains its commitment to
a strong, vibrant and competitive economy that
promotes investment, innovation and job creation.
Consistent with these two objectives, government
intends to introduce legislation to implement a new
carbon tax effective July 1, 2008. Under a three
year revenue neutral carbon tax plan, 100 per cent
of revenues from the tax will be returned to British
Columbians through offsetting tax reductions.

Revenue Neutral Carbon Tax
2008/09 through 2010/11; $ millions

1,849 1,849 X
Small business

255 corporate income tax
reductions

Every dollar raised
by carbon tax is 415
returned to
taxpayers by law

«— Corporate income
tax reductions

Low income

395 climate action tax
— credit
784 « Personal income

tax reductions

Carbon tax revenues Tax reductions

The carbon tax will initially be based on a rate of
$10 per tonne of greenhouse gas (GHG) emissions,
and will increase to $30 per tonne by 2012.

To return the revenues from the carbon tax back
into the economy, government is:

e introducing a new low income refundable
Climate Action Tax Credit of $100 per adult and
$30 per child for low income families, which
will be paid quarterly;

¢ reducing personal income taxes by 5 per cent
on the first $70,000 of income by 2009;

e lowering the general corporate income tax rate
to 11 per cent from 12 per cent and the small
business rate to 3.5 per cent from 4.5 per cent;
and

e introducing additional increases to the Climate
Action Tax Credit and reductions to personal and
corporate income taxes. The goal is to lower the
general corporate income tax rate to 10 per cent
and the small business rate to 2.5 per cent by
2011.

Revenue Neutral Carbon Tax Plan

($ millions) 2008/09 2009/10 2010/11  Total
Carbon tax revenue ...............cccoeeeeene 338 631 880 1,849
Low income climate action tax credit ....... 104 145 146 395
Personal income tax reductions .............. 113 270 401 784
General corporate income tax cuts .......... 75 134 206 415
Small business corporate income tax cuts 46 82 127 255
Total tax reductions ...........cccceeeveeennns 338 631 880 1,849

In total, carbon tax revenues of $1.85 billion over
three years will be returned to taxpayers through
offsetting tax cuts and tax credits.

By taxing all of the fossil fuel combustion emissions
in BC that are included in the national emissions
inventory, the province is taking responsibility
for its own emissions and providing a key tool to
meet its GHG reduction targets.

Budget and Fiscal Plan— 2008/09 to 2010/11



2 Summary

The tax is initially being set at a relatively low rate
and being increased over five years to give people
and businesses an opportunity to adjust.

$/tonne of carbon dioxide
equivalent emissions

$30

$15

$10

2008 2009 2010 2011 2012

Climate Action Dividend

To help British Columbians make lifestyle changes
to reduce their use of fossil fuels, each resident
will receive a Climate Action Dividend payment of
$100 in June 2008, paid out of the 2007/08 surplus.
The total value of these benefits is $440 million.

Personal income tax reductions since 2001
$4,531

44%
reduction

$2,526

@ Budget 2001 O Budget 2008

75%

100% reduction
reduction
$810 \
$116
N $205
_ Bl e —

Senior couple - $30,000 Individual - $20,000 Family of four - $70,000

Significant tax reductions since 2001

The latest personal income tax cut of 5 per cent on
the first $70,000 in income builds on the 25 per cent
tax cut in 2001, the BC Tax Reduction in 2005
and the 10 per cent tax cut on the first $100,000
in income in 2007. As a result of these changes,
250,000 people no longer pay BC personal income
taxes and all taxpayers have received substantial
cuts. More than 85 per cent of taxpayers with
incomes of $70,000 or less have received tax cuts
of at least 37 per cent.

The general corporate income tax rate has been
cut by a third to 11 per cent from 16.5 per cent
in 2001, while the small business rate has been
reduced by more than 20 per cent to 3.5 per cent
from 4.5 per cent in 2001.

Corporate income tax reductions since 2001

16.5%
\ EBudget 2001  Budget 2008

11.0%

45% ~___
3.5%

Small business rate

General rate

Over $1 billion additional commitments to support
Climate Action

In addition to the carbon tax and offsetting tax
reductions, Budget 2008 also includes a further
$64 million of tax measures and $986 million
of spending commitments for climate action
initiatives.

Other Climate Action Tax Measures

($ millions) 2008/09 2009/10 2010/11  Total
Increase equity capital tax credits for

clean technology .............cccoceeiiiiiiiiiiiinnieenn. 5 5 5 15
Tax relief for conventional fuel efficient vehicles ... 11 11 11 33
PST exemption for ENERGY STAR® appliances 5 5 - 10
Other climate action measures ......................... 3 3 - 6
Total other climate action measures .............. 24 24 16 64

Budget 2008 includes further tax measures to
promote climate action for a total three year revenue
commitment of $64 million. These comprise:

e Small Business Venture Capital Act tax credit
budget increased by $5 million annually and
allocating $7.5 million to clean technology
businesses;

o tax relief for fuel efficient conventional vehicles
qualifying for the federal ecoAuto rebate, equal
to the federal rebate. This is in addition to the
existing tax relief for hybrid and alternative fuel
vehicles; and

e provincial sales tax exemptions for a variety
of energy efficient goods, including washing
machines, refrigerators and freezers as well as
electric power-assisted bicycles and tricycles
and electric motorcycles.

On the spending side, $690 million of operating
expenditures over four years are committed to
support greater energy efficiency and reduce
carbon emissions, to promote research into new
energy efficient technologies, expand public transit
and to help achieve a carbon-neutral government
by 2010. These include:

Budget and Fiscal Plan— 2008/09 to 2010/11



Summary 3

e $60 million for the LiveSmartBC incentives to
households for energy audits and retrofits; and
energy assessments for small businesses;

¢ $33 million for the BC Green Ports Initiative to
help reduce emissions from short-haul trucks
servicing BC ports, and to fund port electrification
to allow ships to turn their engines off while in
port; and to reduce truck emissions at inspection
stations; and

e up to $10 million for incentives to encourage
biodiesel production.

Funding for Climate Action Initiatives

($ millions) 2007/08 2008/09 2009/10 2010/11 Total
Throne Speech 2007 & Energy Plan ..... - 3 3 3 9
Individuals, families, communities.......... 19 23 28 28 98
Provincial Transit Plan ....................... 52 20 23 56 151
Other transportation initiatives ............. 0.3 12 11 10 33
Bioenergy and alternative energy ......... 30 18 4 5 57
Research into climate change solutions . 98 - - - 98
Improving BC's ability to adapt ............. - 14 16 17 47
Policy development and outreach ......... - 39 37 35 111
Carbon neutral public sector ................ 24 9 10 12 55
Managing BC's forests in a changing

climate .....oovvviiiiii 29 0.6 0.6 0.6 31
Transit and public sector capital outlays.. __ - _ 47 _ 93 _ 156 _ 296

TOtal oot 252 186 226 322 986

In addition, government has committed to
$296 million of capital spending that includes:

® $219 million for public transit projects including
three new rapid transit lines in the Lower
Mainland, RapidBus expansion, and additional
buses for use in many BC communities; and

¢ $75 million towards energy efficient retrofits for
public sector buildings.

The total spending commitment is $986 million.

In total, these tax reductions and spending
commitments exceed $1 billion over four years.

Domestic economy remained strong in 2007

British Columbia Economic Indicators

Year-to-date
Jan to Dec 2007/
Jan to Dec 2006

(annual per cent change)

Employment ..........ooooiiiiiin +3.2
Retail sales ................coo +7.1*
Housing starts ........cooveviiiiii i +7.6
Non-residential building permits ............ +0.2
Manufacturing shipments ..................... -2.4*
EXPOrtS ..o -5.1*

Note: * data available to November only

The government is committed to maintaining
both a strong, competitive economy and a robust,
affordable fiscal framework. This budget will be
the fifth consecutive balanced budget.

Through 2007, the domestic economy posted
a fourth consecutive year of strong growth led
by high employment, retail sales, and housing
construction. However, exports and manufacturing
declined reflecting weakness largely due to the
high Canadian dollar and a significant slowing in
the US housing market, related in large part to the
sub-prime mortgage market.

US housing market in decline

NAHB Housing Market Index,
seasonally adjusted

80 -

L

-l

v
40 A
Jan

30 1 2008

20 A

10 T T T T T
1985 1988 1991 1994 1997 2000

Source: National Association of Home Builders

T T
2003 2006

Growth to pick up after slowing in 2008

Looking ahead, significantly slower growth is
expected in the US for 2008, with US housing
starts falling well below trend. This results in
some slowing of economic growth in BC, with
BC real gross domestic product expected to grow
by 2.4 per cent. In the medium term, growth is
expected to pick up to average 2.8 per cent.

BC to outperform Canada

Real GDP
annual per cent change

4.5

BC
37 —

Canada 3.3

Forecast

2.9

2.8 2.8 2.8

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Sources: Statistics Canada, BC Ministry of Finance
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4 Summary

Prudence remains important to achieving a
balanced budget plan

The main risks to the fiscal plan lie in the potential
for a larger than expected slowdown in the US
economy and the US housing sector, particularly
in 2008/09. The volatility of natural gas, lumber
prices and the Canadian dollar also pose significant
risks. To help manage the higher level of risk in
2008/09, government is continuing its prudent
fiscal planning practices by:

e using economic planning assumptions that are
generally lower than forecasts provided by
external experts;

e maintaining a $375 million contingency
vote, equivalent to 1 per cent of operating
expenditures;

e retaining a $750 million forecast allowance to
protect the bottom line from revenue declines
and unexpected natural disaster costs;

e targeting a surplus of $50 million in 2008/09,
returning to $150 million in subsequent years as
economic conditions improve; and

e maintaining a $200 million capital contingency
in 2008/09 or 5 per cent of taxpayer-supported
capital outlays.

Balanced budgets supported by prudent forecast

allowances
Surplus ($ millions)

Forecast ——» 150
Allowance

Surplus after
Forecast —| 1970

Allowance
750 675 675
50 150 150
2007/08 2008/09 2009/10 2010/11

Debt remains affordable

Government is committed to a significant capital
spending program over the next three years,
to build much needed hospitals, roads, transit
facilities, and bridges. Taxpayer-supported capital
spending is forecast to total $10.3 billion over the
next three years. As a result, taxpayer-supported
debt is forecast to grow by $3.3 billion over the

next three fiscal years to $30 billion in 2010/11.
However, government continues to manage its
capital spending plan to ensure that the growth in
taxpayer-supported debt is less than the growth in
the overall economy.

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

Taxpayer-supported debt to GDP ratio trends down

per cent

21.3%

o 20.8%

Forecast
20.0%

20.6%
20.29% 20-3% N 18.3% 3-year moving average

debt to GDP ratio

18.20,

/ 16.1% .

Annual debt to GDP ratio

14.8%
14.1% 14.0% 13.9%

14.4%

14.1%  14.0%  13.9% 13.7%

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11

Government intends to continue its commitment to
maintaining this 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.

Additional Competitiveness Tax Measures
($ millions) 2008/09 2009/10 2010/11  Total

Increase film tax credit rates and enhance

regional credits ..........coocveviiiiiiiiieeieeanns a7 a7 18 112
Reduce school property tax rates for

MaJor iNAUSEY .......oviiiiiiiiiie e 12 24 24 60
Expand international financial activity program 2 2 2 6
Phase out capital tax for financial institutions . 36 74 110 220
PST review measures 3 3 3 9

Total tax reductions 100 150 157 407

Building on BC’s economic strengths

To ensure British Columbia’s economy remains
strong and competitive, further tax reductions
totaling $407 million over three vyears are
introduced in Budget 2008. The changes include
ensuring the film sector remains competitive with
other jurisdictions, addressing the competitive
pressures facing BC’s export-oriented businesses,
and promoting BC as an attractive location for
financial services:
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e the basic Film Incentive tax credit rate and the
basic Production Services tax credit rate are
increased and the regional film tax credit rate
is increased for production activities that are
distant from the Lower Mainland and Southern
Vancouver Island;

e the school property tax rate for major industrial
property is reduced over two years to equal the
business class rate in 2009, providing relief to
export-related industries including the forest
sector;

e to enhance Vancouver’s attractiveness as an
International Financial Centre, eligible activities
under the International Financial Activity Act
will be expanded; and

e the capital tax on financial institutions is phased-
out over three years, and then replaced by a
minimum tax.

In addition, to ease pressures faced by first
time home buyers, the First Time Home Buyers’
exemption threshold is increased to $425,000 from
$375,000 and firsttime buyers are no longer required
to have a mortgage of at least 70 per cent.

Tax reductions provided to British Columbians in
Budget 2008 total $2.3 billion over three years, of
which $1.85 billion is recycled from the carbon
tax.

In addition to tax reductions, spending
initiatives  that stimulate economic growth
remain a vital component of the province’s fiscal
plan. New investments totaling $346 million
over four years are included in this budget
supporting environmentally responsible resource
development, engagement with  Aboriginal
peoples regarding land and resource activities,
post-secondary  research  opportunities and
community development.

New Investments in the Economy and Communities
(in addition to Climate Action)

($ millions) 2007/08 2008/09 2009/10 2010/11 Total
Economic development ........................ 12 29 29 39 109
Education, research & a skilled workforce 60 6 2 4 72
Developing community infrastructure ...... 16 7 37 60
Expanding community arts & culture ....... 78 9 10 8 105

TOtal .o 150 60 48 88 346

Sustaining and strengthening social services

Budget 2008 also commits funding to sustaining
and enhancing education and other key services
upon  which  British  Columbians depend.
Budget 2008 provides:

e $144 million over three years for K-12 education,
despite declining enrolments. This funding
enables the opening of up to 400 Strong Start
centres by 2010; and

e $787 million over four years invested in programs
that reduce homelessness; support adults and
children at risk; implementation of a positive
aging action plan; maintain justice and public
safety; and sustain a wide range of supports for
those in need.

Strengthening Social Services

($ millions) 2007/08 2008/09 2009/10 2010/11 Total
Reducing homelessness ...................... 3 39 31 31 104
Childcare spaces/subsidies (federal) ....... 33 33 34 35 135
Children at risk and with special needs .... - 14 14 27 55
Persons with developmental disabilities ... - 8 14 20 42
Income assistance supplements - 10 10 11 31
Action plan for positive aging ..... 5 8 10 23
Services to victims of crime .................. - 5 6 6 17
Other service enhancements ................ - 11 10 10 31
Justice and public safety 16 44 48 57 165
Improvements to BC driver licences ....... - 6 7 7 20
Increased capacity in correctional centres __ 7 22 79 _ 56 _ 164

Total oo 59 197 261 270 787

$2.9 billion to support health care

Budget 2008 commits $2.9 billion in new funding
to health care to provide a sustainable growth track
averaging six per cent a year. The new funding
accounts for about two-thirds of the consolidated
revenue fund budget increases allocated in Budget
2008. Included in this funding is a $300 million
Transformation Fund to help implement a broad
package of changes impacting many areas of the
system, as well as the recently announced range of
legislative and regulatory initiatives. An Innovation
and Integration fund totaling $75 million is set
aside in the contingencies vote to:

e support patient focused service enhancement
and best practices;

e facilitate innovation; and

e improve integration and coordination of health
service delivery.

Budget and Fiscal Plan— 2008/09 to 2010/11



6 Summary

Government is also supporting major new
health projects in Victoria, Kelowna, Vernon and
Fort St John with $543 million over four years
contributed to those projects, and new projects at
the planning stage at the BC Children’s Hospital
and in Prince George.

Health budget increases
5.9%

$ millions
¢ ) $15,438
Budget 2008
$1i.?50§3 [+ increase T
' $1,647 92858
3-year total
increase:
792
6.2% $ $4,906
$13,765
Budget 2007
Base $414 Total
previous
l $831 $831 - increases
$2,053
$12,960 8391
2007/08 2008/09 2009/10 2010/11

Conclusion

In summary, Budget 2008:

e introduces a revenue neutral carbon tax as a key
climate action tool;

e provides the fiscal resources to support the
development and implementation of the climate
action plan;

e commits to additional tax cuts for business
and individuals to support climate action and
enhance competitiveness;

e makes continued investments to strengthen
competitiveness and  promote  economic
growth;

e includes significant prudence in face of the
economic risks in the US; and

e provides new funding to sustain health care and
other key public services in the years ahead.
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Part 1: A BUDGET FOR CLIMATE ACTION

Section 1.1: Summary

There is considerable evidence that global temperatures are warming and
that there are more frequent severe weather events causing increased
economic and related damage. The overwhelming scientific consensus is
that the main cause is the creation of greenhouse gases (GHGs) due to
extensive use of fossil fuels by humans.

BC has a clear track record of climate action initiatives going back several
years, including the 2002 Energy Plan, the 2004 “Weather, Climate, and the
Future: BC’s Plan,” and additional targeted measures.

The 2007 Throne Speech signaled that even more efforts are needed.

Also over the past year, the 2007 Energy Plan was released, the Greenhouse
Gas Reduction Targets Act was legislated, and work has continued on the
development of effective climate change actions.

Budget 2008 provides the fiscal tools to meet the climate challenge.
Its cornerstone is government’s intention to introduce a revenue neutral
carbon tax effective July 1, 2008.

The carbon tax has a broad base, so that it will affect emissions throughout
the provincial economy, but it is being introduced gradually to give
individuals and businesses time to adjust. All of the revenue raised will

be offset by cutting other taxes; none of the revenue will be used to fund
government programs. As part of the revenue recycling, a refundable tax
credit will help offset the tax for low income individuals and families.

In 2008, a Climate Action Dividend of $100 for all BC residents will help
British Columbians make adjustments to begin to move towards a lower
carbon lifestyle.

Budget 2008 also provides for almost $1 billion of new operating and
capital expenditures on climate action over four years to create incentives
to change behavior, implement new regulatory requirements, undertake
cutting-edge research, and make needed “low carbon” investments.

These actions place BC among the most progressive jurisdictions in the
world in terms of climate action policies.

The climate action challenge cannot be confronted in isolation from what
other governments are doing. BC will continue to work with its partners in
other jurisdictions on cooperative solutions, through mechanisms such as
the Western Climate Initiative.

Key next steps include implementation of: enhanced tailpipe emission
standards for new passenger vehicles; a “cap and trade” system for large
emitters; emission reductions from landfills; fuel standards that increase
use of biomass fuels; and planning for more sustainable community
development.

In summary, Budget 2008 introduces a carbon tax as a key climate action
tool and provides the needed fiscal resources to support the development
and implementation of the climate action plan.
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A Budget for Climate Action

A Climate Change Backgrounder

What is the problem?

There is considerable evidence that the climate
is changing, that it is being caused by human
activities, and its effects will worsen if no
action is taken. Virtually all of the world’s top
scientific experts in the subject area agree with
these conclusions, drawn from the most recent
report! by the Intergovernmental Panel on
Climate Change (IPCC). The IPCC concludes
that 11 of the last 12 years (1995-2006) rank
among the warmest since 1850. It has also
concluded that atmospheric carbon dioxide
equivalent (COZ-equivalent) concentrations
increased from a relatively stable 280 parts per
million (ppm) to 380 ppm over the past 150
years, as shown in Chart 1, and that current
concentrations are the highest on record for
650,000 years according to analysis of ice
cores.

These increases are primarily due to fossil
fuel combustion and land use changes,
releasing increased amounts of carbon
dioxide, methane, and nitrous oxide into the
atmosphere. These gases act to trap more

solar heat within the earth’s atmosphere than
was the case in pre-industrial times, much like
a greenhouse, hence the term “greenhouse
gases.” The likely key global effects of these
atmospheric changes as described by the IPCC,
if no action is taken, include:

e estimated global warming of 1.8 to
4.0 degrees Celsius by 2100 (average
annual best estimate) is projected, with the
higher value reflecting the impact of higher
emissions;

e rising sea levels, decreased snowpacks, and
glacial melting;

e increased heat waves and drought
occurrences; and

e increased tropical storm intensities and
frequency of extreme precipitation events,
leading to increased flood risks.

Chart 1 shows the close correlation between
CO,-equivalent concentrations and average
world temperature since the 1850s.

Chart 1 — Global carbon dioxide concentrations and temperatures 1856-2004

Carbon dioxide Temperatyre
Parts per million Degrees Celsius
390 r 14.8
370 A r14.6
350 - CO, concentration F14.4
r14.2

330 A
r14.0

310 A
,\ r13.8

290 +
Global mean - 13.6

4 temperature

270 P r13.4
250 r13.2
230 T T T T T T T T T T T T 13.0

1856 1868 1880 1892 1904 1916 1928

Source: Pacific Climate Impacts Consortium

1 Intergovernmental Panel and Climate Change, Fourth
Assessment Report: Climate Change 2007: Synthesis Report,
November 17,2007. See http://www.ipcc.ch.

1940
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What is the Intergovernmental Panel on
Climate Change?

The TPCC was established by the World
Meteorological Organization (WMO) and
United Nations Environment Programme
(UNEP) in 1988 to evaluate climate change
science, impacts and options for adaptation
and mitigation. The IPCC is open to all
member countries of WMO and UNEP.

The IPCC has coordinated four major
assessments of climate change, published in
1990, 1995, 2001 and 2007.

The drafting and review process for the
most recent assessment involved 450 lead
authors working with 800 contributors and
2,500 expert reviewers from 130 countries.
Hundreds of scientists all over the world
contribute to the work of the IPCC as
authors, contributors and reviewers. Over
25 of those collaborating on the fourth
assessment report (2007) are Canadians
from leading universities, government, and
other organizations, and 11 of these work in
British Columbia.

Why should we be concerned?

Changes in climate affect everything from
food production, the abundance of water
resources, the frequency of catastrophic
weather events, forest health, and
recreational activities. For North America,
the TPCC concludes that there will be:

e lower snowpacks in the western
mountainous areas, with more winter
flooding and competition for already
over-allocated water resources;

e challenges for crops that are already
susceptible to warm weather events
or depend on highly-utilized water
resources; and

e more extreme heat waves, causing
increased health problems in cities.

On a world-wide basis, the IPCC also
concludes that there are increased
risks of:

e extinction for approximately 20 to
30 per cent of plant and animal species; and

e decreases in global food production if
local average annual warming exceeds the
1 to 3 degrees Celsius range.

Global average temperature increases greater
than 2 degrees Celsius (relative to pre-
industrial temperatures) are generally viewed
by scientists as leading to impacts in many
regions that may be beyond society’s capacity
to adapt.? The 2007 IPCC report concludes
that based on the current understanding of
the sensitivity of the global climate system

to greenhouse gas emissions, avoiding a
global increase greater than 2.0-2.4 degrees
Celsius above pre-industrial levels requires
that emissions by 2050 be reduced by

50-85 per cent relative to 2000 levels.

This implies stabilization of atmospheric
concentrations of greenhouse gases at
445-490 ppm CO,-equivalent.

However, it is not only scientists and
governments that are concerned. A recent
report by Lloyd’s, the world’s leading insurer,
states that “The frequency and magnitude
of catastrophes — especially weather related
catastrophes — has increased significantly

in recent years. Climate change is expected
to exacerbate this further, and by 2050
mega-catastrophes like Hurricane Katrina,
which used to occur every 100 years,

are predicted to happen every 25 years.
Businesses need to prepare for the prospect
of growing natural hazard risks now.”

How is all this relevant to British Columbia?

The Pacific Climate Impacts Consortium
(PCIC) at the University of Victoria
concludes that BC’s climate has also changed
over the last 50-100 years, with the data
showing temperatures up by an average

0.6 to 1.7 degrees, depending on the region.
Winters have warmed faster than summers.

2 Based on IPCC Working Group 2 “Impacts,Adaptation, and

Vulnerability” Report (2007) and reports submitted to the Exeter

“Avoiding Dangerous Climate Change” conference (2005).

3 See www.lloyds.com/360.
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Chart 2 — BC greenhouse gas emissio
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While this increase seems small, it has been
enough to contribute to large losses in
snowpack (-25 per cent to -50 per cent in
lower elevations) during the past 50 years.
In addition this warming is causing spring
snowmelt events to occur 10 to 30 days
earlier. While there are regional variations,
total province-wide annual precipitation
has increased roughly 20 per cent across
the province over the last 100 years.

Warmer winters are also a contributing
factor to the Mountain Pine Beetle
epidemic that is devastating much of the
BC interior’s pine forests. There are also
growing concerns about summer water
shortages in the agriculturally-significant
Okanagan region and the risks to
electricity generation in the Columbia-
Kootenays due to the decline in snowmelt
runoff and the impending loss of glaciers.

What are the main sources of emissions and
what is the trend if we do nothing?

In BC, 65.9 million tonnes of CO,-
equivalent were released in 2005. Under a
“business as usual” scenario, emissions are
anticipated to continue to rise as they have
in the past. However, government is legally

2020

committed to reducing 2020 emissions to
33 per cent below the 2007 level, as indicated
in Chart 2.

In order to design effective strategies to
reduce emissions, it is important to know
which types of human activities generate
greenhouse gases. Because fossil fuels play
such an important role in providing energy
for most industries and for our daily activities,
emissions originate from a variety of sectors
as shown in Chart 3.

Chart 3 - BC greenhouse gas emissions
by sector (2005)

Per Cent of Total
Electricity
Agriculture

Residential &
Commercial
11%

Transportation
38%

Industry
15%

Fossil Fuel
Production
21%

Source: Environment Canada, 1990-2005 National Inventory Report
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Section 1.2: Carbon Tax and Revenue Recycling

Introduction

Principles

The government of British Columbia intends to introduce legislation to
implement a revenue neutral carbon tax based on GHG emissions from fossil
fuel combustion effective July 1, 2008.

A rare consensus has formed in BC among individuals, certain business
interests, environmental organizations, and economists that a carbon tax

is a key and necessary tool in the move to reduce GHG emissions, with
one significant proviso. With few exceptions, the advice of all these groups
has been “if there is a new tax, the additional revenue must be recycled to
taxpayers through reductions to other taxes”.

A carbon tax is usually defined as a tax based on GHG emissions generated
from the burning of fossil fuels within a jurisdiction.! It puts a price on each
tonne of GHG emitted, sending a price signal that will, over time, elicit a
powerful market response across the entire economy resulting in reduced
emissions. It has the advantage of providing an incentive without favouring
any one way of reducing emissions over another. Businesses and individuals
will be free to choose whether to pay the tax or to avoid it by reducing
usage, increasing efficiency, changing fuels, adopting new technology or any
combination of these approaches.

The National Roundtable on the Environment and the Economy (NRTEE) in its
January 7, 2008 report, Getting to 2050 — Canada’s Transition to a Low Carbon
Future?, provides a compelling argument as to why putting a price on GHG
emissions is important and how a carbon tax is an important element of an
effective climate action strategy, along with other types of measures that will
be facilitated by Budget 2008.

The British Columbia carbon tax is based on the following principles:

e All carbon tax revenue will be recycled through tax reductions — The
government intends to introduce legislation that includes a legal requirement
to present an annual three year plan to the legislature demonstrating how
all of the carbon tax revenue will be returned to taxpayers through tax
reductions. The money will not be used to fund government programs.

e The tax rate will start low and increase gradually — Starting low gives
individuals and businesses time to make adjustments and respects decisions
made prior to the announcement of the tax. There is also certainty about
rates for the first five years.

e Low income individuals and families will be protected — A refundable
Climate Action Tax Credit will ensure that those with lower incomes are
compensated for the tax, and that most will be better off.

! Some experts have suggested that a carbon tax should also include the GHG emissions generated by industrial processes and all fugitive
emissions.The government will consider expanding the tax base in the future to include these GHG sources.

2 http://www.nrtee-trnee.ca/eng/publications/getting-to-2050/intro-page-getting-to-2050-eng. html.
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e The tax will have the broadest possible base — All emissions from fossil fuel
combustion in BC captured in Environment Canada’s National Inventory
Report will be taxed, with no exemptions except those required for
integration with other climate action policies in the future and for efficient
administration.

e The tax will be integrated with other measures — The carbon tax will not,
on its own, meet BC’s emission reduction targets but it is a key element
in the strategy. To avoid unfairness and what might effectively be double
taxation, the carbon tax and complementary measures such as the “cap and
trade” system will be integrated as these other measures are designed and
implemented.

How does the tax work?

The carbon tax applies to the purchase or use of fossil fuel within the
province. The amount of GHGs emitted when a unit of fossil fuel is burned
depends fundamentally on the chemical makeup of the fuel, particularly
on the amount of carbon in the fuel. That fact allows for a relatively simple
administrative principle for applying the carbon tax.

Administratively, the carbon tax will be applied and collected at the wholesale
level in essentially the same way that motor fuel taxes are currently applied
and collected. This minimizes the cost of administration to government and
the compliance cost to those collecting the tax on government’s behalf.

Even though the carbon tax applies to a broader range of fuels and fuel uses
than existing motor fuel taxes, with few exceptions, the same mechanism

and administrative infrastructure can be used for both purposes. See the
accompanying Topic Box for more detail on the tax base.

The tax rates starting on July 1, 2008 are based on $10 per tonne of
CO,-equivalent® emissions, increasing by $5 per tonne each year for the next
four years to $30 per tonne in 2012 (see Table 1.1). Some environmentalists
and economists have suggested starting with a higher level of tax, arguing that
a low initial tax rate will have little immediate effect. However, allowing this
relatively long phase-in period up to the $30 per tonne level is intended to
give people and business time to adjust their habits and purchasing patterns,
and to respect decisions taken before the tax was announced, such as vehicle
purchases.

Table 1.1 Rate per Tonne of CO,-equivalent

Tax Rate
Effective Date $/tonne CO,-e
July 1, 2008 ................. $10
July 1, 2009 .......covvvenes $15
July 1, 2010 ...cevvvveenas $20
July 1, 2011 ...ovvvvvinnans $25
July 1, 2012 ......cvvvnans $30

3 There are several greenhouse gases, three of which are produced by fossil fuel combustion - CO,, methane and nitrous oxide. Both methane
and nitrous oxide have a greater impact per tonne on the greenhouse effect than CO,. CO-equivalent is a measure of the total greenhouse
effect created from all GHG emissions, with the non-CO, emission levels adjusted to a CO -equivalent basis. See the National Inventory Report,
1990-2005, Environment Canada, Section 1.1, page 18. (http://www.ec.gc.ca/pdb/ghg/inventory_report/2005_report/tdm-toc_eng.cfm)
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What is Taxed —the Carbon Tax Base

The tax base is made up of those items that
are subject to tax. For the carbon tax, the
purpose is to effectively tax all of the GHG
emissions in BC from the combustion of
fossil fuels that are captured in the National
Inventory Report.! In practice, this means
that the tax base includes all of the fossil
fuels:

e purchased for use in the province, or

e used by those importing or producing the
fuel.

The tax base includes fossil fuels used for
transportation by individuals and in all
industries, including the combustion of natural
gas to operate pipelines, as well as road, rail,
marine and air transportation. As well, the

tax base includes fuel used to create heat for
households and industrial processes, such as
producing cement and drying coal.

There are some exemptions to minimize
administrative and compliance costs, such

as small sealed containers of fuel. The chart
shows the 2007 GHG emissions resulting
from the burning of the main types of fossil
fuel used in British Columbia. Natural gas,
gasoline, diesel fuel and coal and coke
account for 96 per cent of emissions from the
combustion of fossil fuels in British Columbia.
Other fossil fuels include propane, light and
heavy fuel oil, aviation gasoline, aviation
turbo fuel and kerosene.

The only fuel types not included in the tax
base are those that are not “fossil fuels.” These
are generally referred to as biomass fuels

or biofuels, which include firewood, wood-
waste, ethanol, bio-diesel and bio-heating

oil.2 Under the international protocol used

for the National Inventory Report, the CO,
produced from the combustion of biomass

is not included in the inventory because

the carbon released by combustion was

LA full description of what emissions are measured under the

Kyoto Protocol is found in the National Inventory Report, 1990-

2005: Greenhouse Gas Sources and Sinks in Canada, November,
2007 (http://www.ec.gc.ca/pdb/ghg/inventory_report/2005_
report/tdm-toc_eng.cfm)

2 Hydrogen is another potential fuel that is neither a fossil fuel or

a biomass fuel. When and if hydrogen becomes generally used
as a fuel type, it will not be subject to the carbon tax because
its use does not generate any GHGs.

first drawn from the atmosphere by the plants
through photosynthesis. Fuels that include both
fossil fuel and biomass fuel, such as blended
gasoline and ethanol, will only be subject to tax
on the fossil fuel content of the fuel.

GHG emissions from fossil fuels

Per Cent of Total
Other

Coal & Coke

Gasoline
24%

Natural Gas
43%

Diesel
24%

Certain fuel uses are not subject to tax. These
exemptions, such as for inter-jurisdictional
commercial marine and aviation purposes

and fuel to be exported, are needed to ensure
that the tax applies only to combustion and thus
emissions produced in BC. The province is
taking responsibility for the emissions in our
province that are included in the inventory but
recognizes that other jurisdictions will need to
introduce their own GHG reduction policies.
Thus, neither the emissions released elsewhere
to produce fuel imported to BC or the emissions
released elsewhere from burning fuel exported
from BC are included in the tax base.

The intention is to effectively tax the emissions
from burning fossil fuels within the province.

The fossil fuels included in the tax base account
for about 70 per cent of British Columbia’s

total current GHG emissions. Other emissions,
including those resulting from industrial
processes such as production of oil, gas,
aluminum and cement, as well as emissions
from landfills and other sources, will not be
subject to the tax initially. More work is needed
to determine whether emissions from other
sources should be subject to the carbon tax.
There are technical measurement issues with
these other GHG emissions, many of which are
created during the production process and vary
considerably from facility to facility. Also, many
of these emissions will be subject to the cap and
trade system or other GHG reduction measures
under development. Further work will be
needed to ensure the carbon tax is appropriately
integrated with these other measures.
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Revenue Recycling

Since different fuels generate different amounts of GHG when burned,

$10 per tonne of CO -equivalent must be translated into tax rates for each
specific type of fuel. Table 1.2 shows the per unit rates for selected fossil fuels
in 2008. For example, in 2008 the rate for gasoline will be 2.41 cents per litre.
The tax rate for diesel used for road transportation will be slightly higher at
2.76 cents per litre due to the higher carbon content of the fuel while the tax
on propane will be lower on a per litre basis.

Table 1.2 Selected Carbon Tax Rates by Fuel Type

Units for Tax Rate
Tax Rates July 1, 2008
GasoliNg ......ccovviiiiiiie i ¢/litre 2.41
DieSel .. ¢/litre 2.76
Jetfuel ..o, ¢/litre 2.62
Natural gas ........cocoveviiieneeienennnn. ¢/gigajoule 49.88
Propane .........ccooociiiiiiiiic ¢/litre 1.53
Coal — Canadian bituminous ........... $/tonne 20.79
Coal — sub-bituminous ................... $/tonne 17.72

A key principle, reinforced in legislation, is that all the revenue generated by
the carbon tax will be recycled through tax reductions. None of the carbon tax
revenue will be used to increase spending.

In addition, Budget 2008 includes a Climate Action Dividend, an initial
payment of $440 million to all British Columbians to help begin the transition
to a lower carbon lifestyle. This payment is not part of the 2008 revenue
recycling and is being paid out of the 2007/08 surplus.

Accountability for full revenue recycling will be achieved primarily through
a legislated requirement that each year the budget include a three-year plan
for carbon tax revenue recycling. The first plan is included in the Revenue
Neutral Carbon Tax Plan topic box. It shows that for 2008, the revenue will
be recycled through a refundable tax credit, the Climate Action Tax Credit,
as well as reductions in personal and corporation income tax rates. The
legislation implementing the recycling tax cuts for 2008 and 2009 is tabled
with Budget 2008. Failure to table a revenue neutral plan will mean that the
Minister of Finance is ineligible to receive the 10 per cent salary holdback.

There will also be annual reporting on the actual amount of carbon tax
collected and revised estimates of revenue reductions due to the revenue
recycling measures. In next year’s budget, a revised estimate for 2008/09
will be provided based on results for the first three fiscal quarters. In future
years, the report will also include year end amounts as reported in the
Public Accounts.

By necessity, the revenue recycling plan in the budget must be based on
estimates and the actual carbon tax revenue and revenue recycling costs may
vary from those estimates for a number of reasons. If the actual amount of
revenue recycled is less than the amount of carbon tax revenue collected for a
given year, the plan will also show how the government intends to return the
excess to taxpayers through additional tax reductions. This ensures that there
will be full, transparent, ongoing revenue recycling.

Budget and Fiscal Plan— 2008/09 to 2010/11
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A Revenue Neutral Carbon Tax Plan

The table below contains the first plan that the next three fiscal years and tax measures
demonstrates how the carbon tax will be that will recycle at least that amount of
recycled. In future years this plan will be a revenue in each year.

legislated requirement. Revenue neutrality

means that there must be tax reductions that In the future, the plan will also show how
fully recycle the estimated revenue from the any excess carbon tax revenue collected in
carbon tax in a given fiscal year. The plan earlier years will be returned to taxpayers.

shows estimated revenue from the tax for

Revenue Neutral Carbon Tax Plan

($millions) 2008/09 2009/10 2010/11

Carbon tax revenue (amount to be returned to taxpayers) ........... (338) (631) (880)

Personal Tax Cuts

— Low income refundable tax credit * .............oooooiiiiiiii 104 145 146
— Reduce bottom two tax bracket rates by 2 per cent for 2008
and by 5 per cent for 2009 and subsequent years * .................. 113 230 244
— Additional personal income tax rate CutS ............cccveeuuieinieenaann. = 40 157
Total tax cuts for individuals ...............cocooeiiiiiiiii e, 217 415 547

Business Tax Cuts

— Reduce general corporate rate to 11 per cent July 1, 2008 * ....... 75 128 133
— Reduce general corporate rate to 10.5 per cent

January 1, 2010 and to 10 per cent January 1, 2011 ................. - 6 73
— Reduce small business corporate income tax rate to

3.5 percent July 1, 2008 * ....o.uiiiie it 46 79 82
— Reduce small business corporate income tax rate to 3

per cent January 1, 2010 and to 2.5 per cent January 1, 2011 .... = 3 45

Total tax cuts for bUSINESSES .........cvvivviiiiiiii e, 121 216 333
B 10 = | = D o U £ 338 631 880

* Legislation introduced with Budget 2008 .
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Table 1.3 shows the impact of the personal income tax revenue recycling
reductions on various taxpayers. It also demonstrates how the Climate Action
Tax Credit will assist those with low incomes. This refundable tax credit will
be paid quarterly, along with the GST Tax Credit, ensuring that low income
earners do not have to wait until they file their tax returns to receive the
benefit.

The tax reductions apply regardless of how much carbon tax an individual
pays. This will allow individuals and families to make their own choices about
how to adjust to a lower carbon lifestyle.

Table 1.3 British Columbia Tax Cut — Impact on Taxpayers*

2008 2009
Low income Personal Low income Personal
Climate Action  Income Tax Climate Action Income Tax
Family Type Income Credit cut Total Credit cut Total
Single $20,000 $50 $11 $61 $103 $28 $131
$60,000 $0 $68 $68 $0 $179 $179
Senior couple $30,000 $100 $0 $100 $205 $0 $205
Single parent -
aie Gl $35,000 $100 $17 $117 $205 $46 $251
Two eamerfamily 16000 65 $22 $87 $152 $56 $208
of four
$90,000 $0 $85 $85 $0 $224 $224

* Calculated for taxpayers with wage income and claiming basic credits.

Carbon lax Implications

Carbon Tax Impact on Individuals

The main impacts of the carbon tax on individuals are related to their
transportation and heating costs.

For those who use private vehicles for transportation, the impact of the tax
will depend on four factors — distance driven, fuel efficiency of the vehicle,
the type of fuel used, and driving habits. All of these can be adjusted over
time to reduce the impact of the tax. For example, in the near term by careful
planning, trips can be combined to reduce kilometers driven. In the first year,
driving roughly 10 km less per week would reduce fuel cost by enough to
offset the impact of the carbon tax.

Tables 1.4 and 1.5 show the annual carbon tax cost based on $10 and $30 per
tonne of GHG for a variety of fuel efficiency and annual distance driven for
gasoline and diesel vehicles. Table 1.8 shows the carbon tax cost for select late
model vehicles.

The amount of carbon tax associated with heating and cooling of residential
buildings and domestic hot water depend on the type of energy used, the
energy efficiency of the equipment, the outside temperature, the level at
which the thermostat is set and the energy efficiency of the building. Table 1.6
outlines the carbon tax costs that would result from various energy sources
based on provincial averages.
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Table 1.4 Annual Carbon Tax Cost for Gasoline Fueled Vehicles

Fuel Efficiency

Litres/100 km. ........... 5.0 7.5 10.0 12.5 15.0
$10 per tonne
10,000 km ................ $12.05 $18.08 $24.10 $30.13 $36.15
20,000 km ................ $24.10 $36.15 $48.20 $60.25 $72.30
30,000 km ................ $36.15 $54.23 $72.30 $90.38 $108.45
40,000 km .......oeenen $48.20 $72.30 $96.40 $120.50 $144.60
$30 per tonne
10,000 km ................ $36.15 $54.23 $72.30 $90.38 $108.45
20,000 km ................ $72.30 $108.45 $144.60 $180.75 $216.90
30,000 km ................ $108.45 $162.68 $216.90 $271.13 $325.35
40,000 km .......oeenen $144.60 $216.90 $289.20 $361.50 $433.80
Table 1.5 Annual Carbon Tax Cost for Diesel Fueled Vehicles
Fuel Efficiency
Litres/100 km. ........... 5.0 7.5 10.0 125 15.0
$10 per tonne
10,000 km ................ $13.80 $20.70 $27.60 $34.50 $41.40
20,000 km ................ $27.60 $41.40 $55.20 $69.00 $82.80
30,000 km ...........un.e $41.40 $62.10 $82.80 $103.50 $124.20
40,000 km .......ccneenes $55.20 $82.80 $110.40 $138.00 $165.60
$30 per tonne
10,000 km ................ $41.40 $62.10 $82.80 $103.50 $124.20
20,000 km ................ $82.80 $124.20 $165.60 $207.00 $248.40
30,000 km ...........un.e $124.20 $186.30 $248.40 $310.50 $372.60
40,000 km .......c..n....s $165.60 $248.40 $331.20 $414.00 $496.80

Table 1.6 Annual Carbon Tax Cost of Home Fuel Use

$10 per tonne

$30 per tonne

Home Heating

— ElectriCity ........cocoeiiiiiiiiiiis
—Fuel il .......coeviiiii
— Standard efficiency gas ..............
— Mid-efficiency gas .....................
— Highest-efficiency gas ................

Domestic Hot Water

— ElectriCity ........cocoveiiiiiiiniiiininnn
— Standard efficiency gas ..............
— Mid-efficiency gas .....................
— Highest-efficiency gas ................

$0
$47
$35
$29
$24

$0
$11
$10

$7

$0
$141
$105
$86
$72

$0
$32
$29
$21

Note: Based on average household consumption across mainland British Columbia.

Source: BC Hydro
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Table 1.7 shows the net impact of the carbon tax and the associated tax cuts
in 2008 and 2009 for two representative family types. It demonstrates that for
many typical families the tax cuts will exceed the cost of the carbon tax.

Table 1.7 Revenue Neutral Climate Action Measures — Impact on Taxpayers
Tax (Benefit)

2008* 2009
Double earner family of four with $60,000/year income
— Van — 10 L/100km fuel efficiency driving 20,000 km/year ............... 24 60
— Natural gas heat and hot water ...............cooiiiiiiiiiiii e, 21 53
— Personal income tax reduction ...............ccoooeiiiiin (45) (118)
[NIZ2 [ITEYER oncaaaanasaasaceasesaanseannassaanncosnooaoacaaaananaaaaoaanes aa000aa0a00s 0 (5)
Senior couple with $30,000/year income
— Gas guzzler — 12 L/100km fuel efficiency driving 7,000 km/year ...... 10 25
— Oil furnace using 2000 litres of heating oil peryear ........................ 28 70
— Personal income tax reduction (Climate Action Tax Credit) ............ (100) (205)
NEt IMPACE ... e (62) (110)

*July 1, to December 31, 2008

Carbon Tax Impact on Business

Every business or other organization that purchases or uses fossil fuel for
combustion in British Columbia will be subject to the carbon tax. The main
uses of the fuel are for transportation, heating of buildings and providing heat
for industrial processes.

The relative amount of tax paid and the impact on the business will depend
on many things, including the industry, the particular configuration of each
facility, the ability to use alternative fuel sources, and to make new investments
to reduce the use of fossil fuels. As with individuals, in both the near term and
further into the future, businesses will have choices that can be made in terms
of how things are shipped, how much business travel is undertaken and what
equipment and fuel is used, all of which will affect the amount of tax that will
be paid.

The low initial tax rate is not expected to significantly affect the business
community and the five year phase-in will allow time for businesses to adjust.
The province hopes that other jurisdictions will also put effective mechanisms
in place that put a reasonable price on GHG emissions. The cap and trade
system, which will be implemented across a number of western jurisdictions
will be an important step in that direction. Much of the carbon tax revenue
will be recycled to business, initially through significant corporation income
tax reductions, mitigating the net impact on the business community. In
addition, the reduction to school property tax rates for the major industrial
class announced in Budget 2008, while not a revenue recycling measure,

will provide important tax relief to industrial facilities across the province and
will help improve their competitiveness.

Impact on GHG Emissions
The carbon tax is purposely being started at a low rate compared to the rates

at which some experts have suggested will ultimately be required to encourage
significant changes in behavior. Even at $30 per tonne in 2012, some experts
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Table 1.8 Carbon Tax Cost of Selected Late Model Vehicles at $10 per tonne

Top 5 Most Fuel Efficient Passenger Cars — 2008 Model

. . Trans- Vehicles Average ATE
Rank Manufacturer Model Class Engine Size . Carbon Tax
mission Sold L/100km Cost (3)
#1 Toyota Prius Hybrid c 1.5L V N/A 4.1 20
#2 Honda Civic Hybrid C 1.3L Vv N/A 4.5 22
#3 Smart ForTwo SC 1.5L S5 N/A 54 26
#4 Toyota Camry Hybrid INT 2.4L \ N/A 5.7 27
#5 Nissan Altima Hybrid INT 2.5L V N/A 5.8 28
Top 5 Most Fuel Efficient Light Trucks — 2008 Model
. Annual
Rank Manufacturer Model Class Engine Size T.ran-s— Vehicles  Average Carbon Tax
mission Sold L/100km
Cost ($)
#1 Ford Escape Hybrid AWD Csu 2.3L V N/A 7.0 34
#2 Saturn VUE Hybrid ISU 24L E4 N/A 7.3 35
#3 Toyota Highlander Hybrid 4WD ISU 3.3L V N/A 7.9 38
#4 Jeep Compass/Patriot Csu 2.4L M5 N/A 8.1 39
#5 Lexus RX 400H LSU 3.3L \Y N/A 8.1 39
Top 10 BC Passenger Car Sales — 2006
. Annual
Rank Manufacturer Model Class Vehicles  Average Carbon Tax
Sold L/100km
Cost ($)
#1 Honda Civic Sedan/Coupe C 9543 6.8 33
#2 Mazda Mazda3 C 5661 7.9 38
#3 Toyota Corolla C 5450 7.0 34
#4 Toyota Yaris SC 4582 6.4 31
#5 Toyota Matrix C 3673 7.7 37
#6 Toyota Camry INT 3394 9.1 44
#7 Ford Focus C 3021 8.2 39
#8 Chevrolet Cobalt C 2755 8.2 40
#9 Honda Accord INT 2580 8.7 42
#10 Volkswagen  Jetta C 2524 8.8 42
Top 10 BC Light Truck Sales--2006
. Annual
Rank Manufacturer Model Class Vehicles  Average Carbon Tax
Sold L/100km
Cost ($)
#1 Ford F-Series Pick-Up LP 10361 14.0 68
#2 Dodge Ram Pickup LP 5269 14.1 68
#3 Chevrolet Silverado LP 4948 13.8 67
#4 Dodge Caravan SV 4802 10.5 51
#5 GMC Sierra LP 4415 14.0 67
#6 Ford Ranger SP 3272 11.6 56
#7 Ford Escape (0351V] 3217 9.2 44
#8 Honda CR-V Csu 2646 9.7 47
#9 Toyota RAV4 Csu 2249 9.3 45
#10 Honda Odyssey SV 2069 10.4 50
Notes: 1. Assumes 55% city and 45% highway driving to calculate average fuel consumption.
2. Assumes 20,000 km per year, $10 per tonne carbon tax rate.
Legend
1.Transmission 2. Class
E - Electronic automatic C - Compact LSU - Luxury Sport Utility
M - Manual SC - SubCompact LP - Large Pickup
S - Automatic with manual mode INT - Intermediate SP - Small Pickup
V - Continuously variable CSU - Compact Sport Utility SV - Small Van

ISU - Intermediate Sport Utility
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argue that a higher price will ultimately be required. As noted above, this
phase-in is intended to provide individuals and businesses with time to adjust
and to provide certainty about initial rates.

After being phased-in, further tax rate changes will depend on a number of
factors including:

e whether BC is meeting its emissions targets;

e the expected future impact on emissions of other policies such as cap and
trade and low carbon fuel standards;

e the actions taken by other governments to reduce their GHG emissions and
to set a price on carbon; and

e the advice of the Climate Action Team.

A preliminary estimate by M. K. Jaccard and Associates suggests that in the
absence of other GHG reduction policies, the carbon tax could reduce BC'’s
GHG emissions in 2020 by up to 3 million tonnes of CO -equivalent annually.
This is based on introducing the tax, increasing it to $30 per tonne of CO,-
equivalent over 4 years, and then leaving tax rates unchanged thereafter.
When formally assessed in combination with the other GHG reduction policies
being implemented, the impact of the carbon tax will be somewhat lower.

Other Climate Action Tax Initiatives
To help families with the transition to a lower carbon lifestyle, the government

is also introducing new incentives through the tax system totaling $64 million
over three years. These measures are described in Table 1.9

Table 1.9 Additional Budget 2008 Climate Action Tax Initiatives

PST reduction for certain conventional fuel efficient vehicles that meet the fuel efficiency criteria set out in the federal government’s
ecoAuto rebate program. The tax reduction is $1,000, $1,500, or $2,000, and is based on fuel efficiency and vehicle type.*

PST exemption for ENERGY STAR qualified residential refrigerators, clothes washers and freezers (expires March 31, 2010).

PST exemption for energy efficient residential gas-fired water heaters with an energy factor of 0.80 or greater (expires December 31, 2009).
PST exemption for production machinery and equipment for local governments for power production and cogeneration.

Exemption from passenger vehicle rental tax for rentals of eight hours or less.

PST exemption for electric power-assisted two and three wheel cycles* and non-motorized adult-sized tricycles.

PST reduction for hydrogen fuel cell buses of 50% of the tax payable to a maximum of $10,000.*

PST reduction for electric motorcycles of 50% of the tax payable to a maximum of $1,000.*

PST exemption for insulation designed to prevent heat or cold loss from hot water tanks, hot and cold water pipes, and ductwork.

PST exemption for biodiesel fuel, including the portion of biodiesel fuel used in a furnace oil blend, when used for heating or other non-
motive uses.

PST exemption for certain aerodynamic devices purchased for use on commercial motor vehicles.
PST applied to coal and coke, except when purchased for use in a residential dwelling unit.
Biodiesel and ethanol classified as alternative motor fuels for all purposes and are exempt from tax.

Eligible intellectual property expanded to include green-related patents (patents with World Patent Office classifications related to power
generation using forces of nature such as wind, solar and tidal).

Equity tax credit budget increased by $5 million per year, with $7.5 million of tax credit budget dedicated to clean technology.

* Measures have a sunset date of March 31, 2011.
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What Can | Do to Reduce Carbon Emissions?

One of the most common questions people The table below provides examples of the
have about climate change is “What can I emissions reductions and financial savings
do to reduce greenhouse gas emissions?” that can result from some specific choices.

Savings from Carbon Emission Reductions

Carbon Tax Rate

Source of savings $10 $15 $20 $25 $30
dollars

Regularly tune up vehicle: tune Fuel ..................... 200 200 200 200 200
and maintain proper tire inflation carbontax ............ 5 7 10 12 14
can reduce fuel consumption by
10%: vehicle with fuel efficiency Total ..ovvivennennns 205 207 210 212 214
of 10 L/100km.
Drive one day less per week:  Fuel ................. 228 228 228 228 228
vehicle with fuel efficiency of Carbon tax ... 5 8 11 14 16
8 L/100km.

o) -1 I 233 236 239 242 244
Walk to work: 5 kilometre FUEl oo, 192 192 192 192 192
commute and vehicle with fuel Sy — 5 7 9 12 14
efficiency of 8 L/100km.

Total .......cocevnennns 197 199 201 204 206
Switch to transit: assumes Fuel .............o..o. 1,200 1,200 1,200 1,200 1,200
distance to work is 25km, vehicle carbontax ............ 29 43 58 72 87
Wlt(;] fuel efficiency of.lO L/100km Total oo 1,229 1,243 1,258 1,272 1,287
and a two zone transit pass at

P Less transit cost ... (1,044) (1,044) (1,044) (1,044) (1,044)

$87 per month i

Net savings 185 199 214 228 243
Replace inefficient vehicle: ST T 400 400 400 400 400
20’(.)00 km per year_ a_lnd replace Carbon tax ............ 10 14 19 24 29
vehicle with fuel efficiency of
12 L/100km with 10 L/100km Total ovvveevieen, 410 414 419 424 429
efficiency
Weatherize windows and Fuel oo 42 42 42 42 42
doors: Weatherizing all windows
and doors can reduce space Carbontax .......... 2 3 4 5 6
heating costs by 5%.

Total .....ovvevnnnnnns 44 45 46 47 48
Install programmable FUel ..oooviveeeenn, 85 85 85 85 85
thermgstat: A 5° celsius Carbon tax ............ 4 6 8 10 12
reduction for 8 hours per day
reduces heating costs by 10%. o) ... 89 91 93 95 97
Replace gas furnace: Replace Fuel.................. 254 254 254 254 254
a 65% efficient with a 95% Carbon tax ........... 12 17 23 29 35
efficient gas furnace.

o) -1 I 266 271 277 283 289

Assumptions:

— Gasoline price of $1 per litre and natural gas at $11 per gigajoule (not including fixed monthly charges).

— Carbon tax is levied at the equivalent of $10 per tonne July 1, 2008 rising by $5 per tonne each year.

— Vehicles driven 20,000 kilometres per year.

— Heating costs before changes assumes 77 gigajoules per year.

— Not included are savings in insurance costs due to vehicle replacement and change of use, parking and
the federal income tax credit for transit.
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Carbon Tax Conclusions

When implemented effective July 1, 2008, the carbon tax will provide

British Columbia with an important climate action tool. By phasing in the

tax based on an initial rate of $10 per tonne of GHG to $30 per tonne over
five years, individuals and businesses will have time to make adjustments
before the tax becomes more significant and recent purchase decisions will be
respected. The revenue from the tax will be fully and transparently recycled
by reducing other taxes, including the Climate Action Tax Credit specifically
designed to help lower income families. The carbon tax will apply as broadly
as possible to fossil fuel purchases and use by both individuals and businesses
in BC, effectively putting a price on 70 per cent of provincial emissions.

Section 1.3: Existing Climate Action and Related Initiatives in BC: A Track Record of Action

Significant public attention has only recently been focused on climate
change and energy conservation issues. However, the provincial government
has been responding for some time now. Early in its first mandate the
government recognized the importance of developing and using BC’s energy
resources efficiently and in a more environmentally responsible manner, as
evident in Energy for our Future: A Plan for BC, released in 2002. Then, in
December 2004, the government released its first climate strategy, Weather,
Climate, and the Future: BC'’s Plan. Complementing these early actions

have been a series of additional energy efficiency, clean power, alternative
energy, transportation, and related forestry initiatives. This extensive record is
documented in Table 1.10.

The 2007 Throne Speech and Budget 2007: Ramping up to Address Climate Change

While past actions were moving BC towards a lower carbon economy,

it became clear that more needed to be done. That is why last year’s

Throne Speech, delivered on February 13, 2007, committed to a 33 per cent
decrease in GHG emissions by 2020 compared to the current level. This target,
along with the 80 per cent reduction target for 2050, was enshrined in the
Greenhouse Gas Reduction Targets Act in the fall of 2007. However, targets are
only effective if there are actions to meet them. The key measures proposed
in the Throne Speech to begin the process for meeting the targets are noted in
Table 1.11.

Subsequent to the Throne Speech, Budget 2007 was tabled. In that document,
the government began the work on its renewed climate action agenda by
undertaking several measures. Among them, both the social service tax
exemption for home heating equipment that is “ENERGY STAR Qualified” and
the maximum $2,000 sales tax rebate on purchases of hybrid electric passenger
vehicles were extended, biodiesel fuel was exempted from the Motor Fuel

Tax Act, $10 million was provided to purchase hybrid vehicles for the
provincial fleet, and $4 million was allocated to establish the Climate Action
Secretariat.

Budget and Fiscal Plan— 2008/09 to 2010/11



A Budget for Climate Action 23

Table 1.10 A Track Record of Action on Energy and Climate Issues

Initiative

Details

Key Early Actions: 2002 Energy Plan

Commitment to update the province’s Energy Efficiency
Act.

Promote energy efficiency

Improve energy efficiency in buildings

New rate structures to encourage large consumers to
pursue energy efficiencies

Net Metering Program

Amend Utilities Commission Act to remove a
disincentive for energy distributors to invest in
conservation

Voluntary goal to acquire 50% of new supply from BC
Clean Electricity Sources

Fulfilled in 2006 with updated energy efficiency regulations for a number of
consumer products, such as furnaces, commercial boilers, gas fireplaces and
included North America’s most comprehensive regulation for heat loss from
windows.

Exempted from the Social Services Tax a range of products: EnergyStar®
windows; doors and skylights; residential furnaces, boilers and heat pumps; and
alternative energy sources such as wind, solar, and micro-hydro.

Voluntary and cost-effective efficiency targets for new and existing buildings were
set.

New stepped and time of use rates implemented in 2006.

Allows customers with small power generating facilities to produce electricity and
sell any surplus back to BC Hydro.

The Act was amended in 2003 to remove the disincentive.

In April 2004, the Province released the BC Clean Electricity Guidelines, and
revised them in September 2005. All new supply resources delivered to BC Hydro
from within BC met this criterion, which refers to alternative energy technologies
that result in net environmental improvements relative to existing sources.

Key Early Actions: Weather, Climate, and the Future: BC’s Plan (2004)

Support for Hydrogen and Fuel Cell technology
development

Enhancing Energy Conservation

Incorporating Climate Change into Transportation
Planning

Encouraging Local Government Actions

Green Buildings BC

Support for Applied Climate Change Research

Assistance to Communities at Risk from Climate
Change

Since 2002, BC has spent over $3 million in support of this work. Over $110
million in investment in hydrogen and fuel cells has been announced in BC,
including $30 million in federal funding.

Since 2001, BC Hydro’'s PowerSmart Program has spent $325 million on
incentives to replace less efficient appliances and building materials and to
increase conservation awareness. PowerSmart’'s Product Incentive Program for
businesses has also helped reduce energy requirements. The energy savings
amount to almost 2,700 gigawatt-hours per year, enough to power about 265,000
homes.

In Budget 2007, $9.4 million over three years was devoted to expanding transit in
25 communities. Also the $1.9 billion ($2003) Vancouver to Richmond “Canada
Line” was started in 2005, and will enable reduced use of private passenger
vehicles.

The Province supported the development of the Greenhouse Gas Action Guide, a
“best practices” blueprint for communities. Also, under the “Green Cities Project,”
$40 million over four years was allocated to build bike paths, walkways, and other
initiatives to encourage reduced use of automobiles, and the new Green City
Awards program encourages the exchange of best practices by communities.

Since 2000, government has delivered the Green Buildings BC Retrofit Program
for public sector buildings, which has resulted in energy efficiency investments
estimated at $133 million and projected annual energy savings of $14.4 million.

The Province was a founding partner in the Pacific Climate Impacts Consortium at
the University of Victoria, contributing $0.6 million by 2007/08.

These efforts have consisted of the provision of a $2 million Drought Planning
Fund, completion of a survey of the province’s 300 dikes, and $3 million to UBCM

for improved fire protection measures.
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Table 1.10 A Track Record of Action on Energy and Climate Issues — Continued

Initiative

Details

Key Early Actions: Energy Efficiency
Energy Efficient Buildings: A Plan for BC

Community Action on Energy Efficiency Program

Towns for Tomorrow

Smart Development Partnership Program

BC Local Government Grants Program

Key Early Actions: Clean Power

First Nations and Remote Community Clean Energy
Program

Additional Hydro Generation from the Kootenays

Key Early Actions: Alternative Energy

Participation Rent Policy for Wind Power

Tidal Power

BC Solar For Schools Project

Key Early Actions: Cleaner Transportation
Hydrogen Highway

Hybrid Vehicles in Government

Gateway Program

Cycling Infrastructure Partnerships

This 2005 plan aimed to reduce energy consumption and greenhouse gas
emissions in homes and buildings. In partnership with the federal government
beginning in 2006, $11 million was allocated to a large number of projects in
support of the Plan. This resulted in $100 million of combined investment with
other partners and saved enough energy to power 89,000 homes for one year.

Promoted community leadership to achieve energy efficiency improvements in
buildings and provides direct policy and technical support to local governments.
So far, $1.6 million has been allocated to assist 52 BC communities with
developing energy efficiency programs specific to their needs.

In 2006/07, $21 million in capital funding over three years was allocated to energy
improvement projects in communities with under 5,000 population, including for
local government buildings.

Government has been providing as much as 50% of a local government’s costs up
to a $50,000 maximum to encourage communities to adopt more sustainable land
use planning practices.

Offers $10,000 each for local government projects that support community energy
planning and climate action.

This $3.9 million pilot program began in 2006, and provides financial incentives to
assist these communities adopt lower emission and more efficient electricity
supply options. It has provided support to 10 First Nations communities.

Columbia Power Corporation, a crown entity, completed three significant, hydro-
electric power projects in the Columbia Basin between 2002 and 2007, using
existing dam infrastructure: The Brilliant Upgrades, Arrow Lakes Generating
Station, and the Brilliant Expansion. An additional project, the Waneta Expansion,
is currently in the planning stage.

For wind projects on Crown land, this 2005 pricing policy provides more certainty to
proceed with new investments, by allowing for zero payment of participation rents
for the first 10 years of commercial operations.

BC Hydro has supported a feasibility study for tidal energy on Haida Gwaii and
government has provided operational funding for a tidal pilot project at Race
Rocks, near Victoria.

Three BC educational institutions have participated in this pilot. These schools are
now using clean, renewable solar energy to supplement their grid-powered energy
requirements.

This initiative was announced in 2005. By 2009, 20 new BC Transit fuel cell buses
will be based in Whistler as part of public transportation for the 2010 Games. The
total cost for the hydrogen bus fleet is $89 million, cost shared with the federal
government.

In 2006, government changed its procurement policy, with some minor exceptions
based on local conditions, to ensure that new vehicles purchased or leased are to
utilize hybrid technology. As of Fall 2007, government had procured over 450
hybrid vehicles in the government fleet — a 10-fold increase from 2005. The
Province also initiated a plug-in hybrid electric vehicle demonstration project to
investigate the increased utilization of the grid as a source of power.

Includes $50 million for the development of cycling and pedestrian paths in the
Lower Mainland.

This program began in 2006 in partnership with local government to encourage

new cycling infrastructure.
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Table 1.10 A Track Record of Action on Energy and Climate Issues — Continued

Initiative Details

Key Early Actions: Forestry Mitigation and Adaptation

Mountain Pine Beetle Action Plan The mountain pine beetle has affected 40 per cent of the pine forests in BC. Since
2001 the government has committed about $620 million for mitigating future
impacts of the infestation and economic diversification, including steps to use pine
fibre for bioenergy production. In addition, the federal government has invested
$340 million in BC since 2002.

Future Forest Ecosystems Initiative The Ministry of Forests is working to adapt BC's forest and range management
framework to a changing climate. Its key objective is to help maintain and
enhance the resilience of BC's forest and rangeland ecosystems to ecological
changes associated with climate change.

Key Early Actions: Existing Tax Incentives Supporting Climate Action

Provincial Sales Tax Incentives for Vehicles PST reduction for: hybrid electric vehicles of 100% of the tax payable to a
maximum of $2,000; for other eligible alternative fuel vehicles (e.g. operate on
ethanol, natural gas or propane) of 50% of the tax payable to a maximum of
$1,000; and for 50% of the tax payable to a maximum of $5,000 for alternative fuel
shuttle buses and $10,000 for alternative fuel passenger buses; PST exemption
for purchase of and charges to install kits to convert motor vehicles to operate on
natural gas or propane, or to operate exclusively on electricity; PST refund on
parts and labour to convert shuttle buses and passenger buses to operate as
hybrid electric vehicles or to operate on HCNG (a blend of hydrogen and
compressed natural gas).

Provincial Sales Tax Incentives for Households PST exemptions for: ENERGY STAR qualified windows, doors and skylights; for
insulation designed to prevent loss of heat from a building, including weather
stripping and caulking and window insulating systems; for eligible wind powered,
solar powered, or micro-hydro powered generating equipment, including solar
photovoltaic collector panels (can also be used for heating/hot water); and for
ENERGY STAR qualified home heating equipment, including oil-fired forced-air
furnaces, boilers, air-source heat pumps, and ground-source heat pumps.

Other Provincial Sales Tax Incentives PST exemption for non-motorized two wheel bicycles and for penstock equipment
used for hydroelectric power generation.
Motor Fuel Tax Exemptions for: natural gas and alcohol-based fuels (blends of gasoline or diesel

fuel and at least 85% ethanol or methanol) when purchased to propel a motor
vehicle; the ethanol portion, including denaturant, of an ethanol/gasoline or
ethanol/diesel blend if the ethanol portion is not less than 5% or more than 25% of
the volume of the blend; biodiesel, including the biodiesel portion of any blend of
biodiesel fuel and diesel fuel and pure biodiesel (the latter two exemptions do not
apply to coloured fuel, locomotive fuel, marine diesel fuel, jet fuel or aviation fuel).
Also, a preferential tax rate (2.7¢/litre) for propane purchased for use in operating
a motor vehicle or stationary engine.

Property Tax Property (School) tax exemption for specified improvements to eligible wind
power or hydroelectric power projects.

2007 Energy Plan: Continued Actions for Conservation and Greener Energy

On February 27, 2007, the government released The BC Energy Plan: A Vision
Sfor Clean Energy Leadership, updated from the 2002 version. This document
contains a total of 55 policy initiatives, many of which will act to reduce fossil
fuel consumption and therefore GHG emissions. The main components that
will directly contribute to emission reductions are outlined in Table 1.12.
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Table 1.11 Key 2007 Throne Speech Directions: Strengthening the Commitment to Climate Action

* Limits on emissions for large industry emitters and development of a system to register and trade carbon offsets and
carbon credits (“cap & trade” system)

¢ Limits on tailpipe emissions from new vehicles sold in BC
* Limits on emissions from landfills

* Investments in forest carbon sinks

* Create a new “Green Building Code” by 2008

* By 2012, installation of electrical “smart meters” for all BC Hydro customers so that residents can monitor usage and
make energy-saving adjustments in real time

* A “Citizen’s Conservation Council,” comprised of leading British Columbians, to help guide the public in making positive
contributions to climate action initiatives

* A “Climate Action Team” of experts to advise on realistic, economically viable strategies to reduce emissions and set
interim emission targets for 2012 and 2016

* Initiatives to retrofit existing homes

New regional transit options

® Creation of electrified truck stops and anti-idling measures for heavy vehicles
* Seek federal cooperation for port electrification

* Government operations to be “carbon-neutral” by 2010

Table 1.12 Key 2007 Energy Plan Initiatives that Support Climate Action

¢ All new electricity generating facilities must have net zero GHG emissions and all existing thermal generation power plants
will have net zero GHG emissions by 2016

* Clean or renewable electricity generation to account for 90% of total generation

¢ Acquire 50% of BC Hydro's incremental resource needs through conservation by 2020

« Implementation of a 5 per cent renewable fuel content standard for diesel and a 5 per cent ethanol content of gasoline by
2010.

¢ A new industrial energy efficiency program, in which government will work with industry to encourage more efficient and
greener alternatives for power needs

¢ A “bio-energy strategy” to spur quicker development of energy from wood residue, agricultural waste, and municipal solid
waste

* Electricity procurement to recognize the value of intermittent resources (e.g., wind, solar, small hydro, and tidal)
* A new pilot project for energy performance labeling

¢ A new BC Hydro “Standing Offer” to encourage clean electricity projects under 10 mega-watts to allow smaller facilities to
sell power at a fixed price with standard contract terms and conditions

¢ Eliminate routine flaring from oil and gas producing wells and other facilities by 2016
* BC Hydro to issue a call for proposals to produce power from wood fibre (e.g., beetle-kill timber and sawmill residue)

¢ A $25 million, Innovative Clean Energy (ICE) Fund, financed by a surcharge on energy sales, to promote cleaner energy
sources

Results of Public Consultations to Prepare for Budget 2008

Prior to each budget, the Select Standing Committee on Finance and
Government Services travels the province to consult with British Columbians
on their fiscal priorities. Based on what the Committee heard regarding the
climate action issue in Fall 2007, its report advised that the government should:

e take decisive action on climate change by providing clear and concise
information on programs and measures available to individuals and
businesses to change behaviors;
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e expedite the construction of rapid transit;

e promote energy-efficient households;

e provide incentives to support BC’s growing biofuels industry;
e support the trucking industry’s green transition; and

e given the potential for government to implement a carbon tax, mitigate the
impacts of such a tax on lower and middle-income families.

Although there is additional work to be done, Budget 2008 addresses all of
these suggestions and goes even further.

Section 1.4: Budget 2008: Expenditures to Support Climate Action

The government has now had one year to begin to fulfill the commitments
made in 2007. Many of these measures are complex or will require
negotiations with stakeholders, and therefore will take more time to fully
implement. However, Budget 2008 provides the foundation to assure

British Columbians that the emission reductions required will be achieved.
Table 1.13 summarizes the government’s operating and capital expenditure
initiatives over four years, which total almost $1 billion. The following section
provides the details as to how that amount is allocated to the various climate
action initiatives funded by Budget 2008.

Table 1.13 Budget 2008 : Total Climate Action Expenditure Initiatives

$ millions 2007/08  2008/09  2009/10  2010/11 4the:|r
Operating expenditures
Throne Speech 2007 legislative commitments ........................ - 2 2 2 6
Energy Plan climate change policy initiatives ................ccooeeieeees - 1 1 1 3
Individuals, families, COMMUNILIES ..........cceiuiiiiiiiiiiiiiieeieeens 19 23 28 28 98
Provincial Transit Plan ............coooieiiiiiiei e e 52 20 23 56 151
Additional transportation initiatives .............cccoovveiiii e ienen.. 0.3 12 11 10 33
Bioenergy & alternative energy SOIUtioNS ...........cccoovvviiiinennnns 30 18 4 5 57
Researching solutions to the climate challenge ........................ 98 - - - 98
Improving BC's ability to adapt ..........ccooeviriiiiiiie e - 14 16 17 a7
Policy development and public outreach (incl. contingencies) ..... - 39 37 35 111
Carbon neutral public SECLOr ..........ccvvuiiiiiiii i, 24 9 10 12 55
Managing BC's forests in a changing climate ........................... 29 0.6 0.6 0.6 31
Total operating exXpenditures ...........coeeviuiiiiiiineieniiiiineneenn, 252 139 133 166 690
Capital expenditures

Provincial Transit Plan

— Provincial bus fleet expansion ..............cocoviiiiineiee i - 2 22 9 33
— RapidBus (Lower Mainland, Capital Region, Kelowna) ........... - 17 16 11 44
— Rapid Transit (Evergreen, UBC, & EXpo Lin€s) ..................... - 2 29 111 142
Sub-total: Provincial Transit Plan - 21 67 131 219
Public sector building energy efficiency retrofits - 25 25 25 75
Upgrade climate/hydrometric monitoring networks .................... - 0.5 0.5 0.5 2
Total capital expenditures ............cveeiiiiieeieeiieiieee e, - 47 93 156 296
Overall climate action expenditure total ...................cocoieeee. 986
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Funding for Key 2007 Throne Speech Legislative Commitments

Government must be creative in managing an issue as complex as climate
change, and has to use all the levers it has available, i.e. expenditure
programs, regulations, and tax initiatives. Budget 2008 contains measures
to reduce emissions utilizing all these tools, in part by providing almost
$6 million in funding for the following legislative measures announced in
Throne Speech 2007:

e Limits on GHGS by large emitters — Greenhouse gases from these sources,
which includes fossil fuel production and other industries, comprise
36 per cent of total BC emissions. Budget 2008 will fund the development
of a regulatory “cap and trade” system for large emitters. See the “Cap
and Trade System for Large Emitters” topic box for an explanation of this
market-based mechanism.

e Limits on GHGS from new vebicles sold in BC— Of the 38 per cent of BC
emissions attributable to the transportation sector, over one-third of those
are from passenger vehicles. Budget 2008 provides the resources to develop
emission standards for new motor vehicles sold in BC. These standards will
be phased in over time.

e Limits on GHGS from landfills — Organic waste in BC landfills decomposes
to create methane, a greenhouse gas that is 21 times more damaging than
CO, and it comprises 8 per cent of provincial emissions. The problem
is caused by the 30-40 per cent of the waste stream that is compostable.
New standards will result in increased capturing of methane on site. The
fiscal plan will fund the development of criteria and standards in support of
these goals, working closely with local governments.

e Development of a “Green Building Code” that will introduce the highest
energy efficiency standards in Canada — Incremental funding is allocated
to develop and implement the new Code, in consultation with industry,
professional, and community representatives. The new “green requirements”
will mean every new home and building will conserve more energy and
water, reducing the environmental impacts and resulting in long term cost
savings.

Funding for 2007 Energy Plan Initiatives supporting Climate Action

Budget 2008 allocates $3 million over 3 years to fund the further development
of many of the climate action-related commitments in the 2007 Energy Plan
(see Table 1.12). In addition, Budget 2008 provides for an exemption on
royalties for gas that would otherwise be flared at producing wells. The value
of the royalties is estimated to be $1 million annually, but the initiative is
revenue neutral since royalties would not be collected under the status quo.

Initiatives to assist individuals, families, and communities
BC’s 1.8 million households contribute almost 20 million tonnes in CO,-
equivalent emissions annually for an average of 11.1 tonnes per household.

The sources of these emissions are shown in Chart 1.1.

In 2008 Throne Speech, government outlined a new LiveSmartBC strategy to
reward smart choices that will save energy, water, fuel, time and money.
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Chart 1.1 — Household greenhouse gas emissions in BC (2005)
Per Cent of Total

Bus and Rail

Air Travel
12%

Car and Truck
44%

Home 24%

space heating/cooling 15%
water heating 8%
appliances/lighting 1%

Source: BC Ministry of Environment

Since household GHG emissions constitute over 30 per cent of the

provincial total, it is imperative that strategies be implemented to assist

British Columbians adjust to a lower carbon footprint. Budget 2008 supports
this goal by allocating a total of $98 million over 4 years to initiatives.
Consistent with the 2008 Throne Speech, $60 million of this amount is to fund
the new LiveSmartBC: Efficiency Incentive Program that will provide financial
support to households for energy audits and building retrofits. Small businesses
can receive energy assessments under the program as well. Some of the details
of this new initiative are contained in Table 1.14.

As part of this allocation to Individuals, Families, and Communities,
Budget 2008 also will provide:

e $20 million over four years to help switch remote communities, mainly
First Nations, from diesel-generated power plants to sources of clean

Table 1.14 LiveSmartBC: Efficiency Incentive Program

Target
Target Group 3-Year Amount Number
Home owners ............ $38 million 30,000 e« Minimum 50% of household energy
(Retro-fits) and carbon lifestyle audits paid by
the program
« Average retrofit payment of $1,000
per household
» Will be in addition to federal
incentives
Social housing units ..... $18 million 9,000 < In partnership with BC Housing
(Retro-fits)

Small businesses ........ $4 million 3,000 o Energy assessments for existing
small commercial buildings with
under $50,000/year in electricity

Total v $60 million 42,000
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electricity, and to improve the energy efficiency of their homes and
businesses;

e $15 million in 2007/08 to expand and refine the existing “SCRAP-it” program
that provides financial and other incentives to get older, less efficient
vehicles off the road; and

e $3 million to fund an updated Energy Efficient Buildings Strategy, to
encourage even greater participation by home-owners, businesses, and
communities in taking advantage of conservation-oriented building
technologies and practices.

These initiatives will complement BC Hydro’s “smart metering” initiative,
which will allow all of its customers to monitor power consumption as it is
being utilized, allowing them to make conservation decisions immediately.
The meters are to be installed by 2012 at a cost of up to $930 million.

Provincial Transit Plan

As is evident from Chart 1.1, the most significant component of household
GHG emissions is from personal vehicles. On January 14, 2008, the
government announced its Provincial Transit Plan, designed to reduce private
vehicle usage.

e The plan will fund four new rapid transit lines in the Lower Mainland,
nine new Rapid Bus routes in the Lower Mainland, the Capital Region and
Kelowna, and purchase up to 1,600 buses for use in many BC communities.

e Overall, the plan is costed at $14 billion to 2020, with the intent that it
be cost-shared among the province, the federal government, the South
Coast British Columbia Transportation Authority (formerly 7ransLink), and
local governments.

e Over four years, the province’s contribution is anticipated to be $151 million
of operating funding and $219 million in capital funding.

The Provincial Transit Plan includes the existing commitment of $435 million
to help fund the new Canada Line, which will connect downtown Vancouver
with Richmond and the Vancouver International Airport.

It is important to note that, while GHG reductions are an important benefit
of improving mass transit, there are many other benefits to such investments.
These include time savings for both transit riders and private vehicles by
reducing road congestion, encouraging more efficient community planning,
and providing seniors, young people, and others having limited access to
automobiles with increased convenience in the course of their commuting
requirements.

Additional transportation initiatives

A large proportion of emissions from the transportation sector are generated
by heavy-duty commercial vehicles and port activities. Therefore, Budget 2008
provides funding for the following:

¢ $30 million over three years for the BC Green Ports Initiative to implement
emission reducing practices for short-haul commercial trucks servicing
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BC ports, and to fund port electrification to allow ships to turn off their
engines while in port.

e $3 million over three years for a Green Lights Transportation Program which
will utilize new technologies to assess commercial vehicles for compliance
with trucking regulations while in transit on highways, reducing the
frequency of stoppages and idling. This funding will also provide plug-in
infrastructure at key truck-stop locations to reduce idling times.

As well, sales tax exemptions on after-market products that improve the
aerodynamics and therefore the fuel efficiency of larger commercial vehicles
are contained in Budget 2008.

Bio-energy and alternative energy solutions

To the extent that traditional fossil fuels can be replaced with cleaner energy
choices, GHG emissions will be reduced. To encourage development of
greener fuels in BC sooner than they would otherwise occur, the following
initiatives are planned:

e As announced on January 31, 2008, an immediate priority is for $25 million
to establish a new Bioenergy Network, to encourage research and
investments in such areas as wood-waste co-generation, bio-fuels from
wood, agricultural, or waste biomass, and wood pellet production.

The Network will also be responsible for directing research and initiating
projects that promote the development and use of fuel from organic
resources.

e Also part of the announcement was a production incentive to encourage
biodiesel production. If the appropriate capital investments are made,
producers could be eligible for financial support, depending on the specifics
of the facility. The actual cost to the fiscal plan is dependent on the size
and nature of the investments made, but could reach $10 million over three
years.

e Additional 2007/08 funding of $5 million will support the expansion of solar
thermal energy systems in BC. The funding is largely intended to increase
the number of solar installations in BC, mainly for water heating purposes.

e Also included in this category are planned 2008/09 expenditures of
$17 million from the Innovative Clean Energy (ICE) Fund that was
announced last spring. This fund will, among other functions, assist in
bringing promising new clean energy technologies to market.

Researching solutions to the climate challenge

Further research is necessary to design the required actions to mitigate climate
change and to better understand its implications, however government cannot
do this alone. Therefore, as announced on January 25, 2008, an immediate
priority for 2007/08 is to provide a $95 million contribution, of which

$90 million is for an endowment fund, to assist two organizations undertake
valuable research and generate solutions to key technical and policy questions
posed by government. The organizations are as follows:
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e The Pacific Institute for Climate Solutions (PICS) — Led by the University of
Victoria in cooperation with the University of BC, Simon Fraser University,
and the University of Northern BC, this new collaborative will provide
government with scientific research expertise on climate change issues,
such as enhancing the understanding of low carbon technologies and
industrial processes, investigating practical alternatives to current “carbon-
intensive” consumer products, and researching opportunities for more
environmentally-friendly commercial investments in BC.

e The Pacific Climate Impacts Consortium (PCIC) — This organization has
evolved from a concept in 2005 to a partnership among the University
of Victoria, BC Hydro, Environment Canada, and the BC Ministry of
Environment. Its mandate is to produce practical scientific information to
help communities, natural resource managers and business adapt to climate
change.

In addition, given the economic importance of BC’s oil and gas industry, the
capture and permanent underground storage of CO, generated by petroleum
production is likely to be an important mechanism to help meet BC’s emission
reduction targets. To that end, Budget 2008 provides $3 million in 2007/08

to undertake a feasibility study on this technology at a natural gas plant in
northern BC.

Improving BC’s ability to adapt to climate change implications

While acting to minimize the impacts of climate change, it is prudent to also
accurately monitor and plan for those changes that will continue to occur for
some time due to past emissions. In addition to the contributions to designing
adaptation strategies that will be provided from organizations such as PCIC
and PICS, Budget 2008 also provides for the following:

e Working in partnership with federal agencies, $10 million over three years
in operating funding and $1.5 million in capital funding, to upgrade the
government’s hydrometric, fire, and meteorological networks to collect more
reliable climate and related data. Data provided by these systems is critical
in order to cope with extreme weather events and to adapt to long term
changes in climate.

e $1 million over three years will help assess strategies to improve the
province’s ability to respond to events such as floods and droughts, the
frequency of which is likely to increase. Key economic resources in the
areas of fisheries, agriculture, and hydro-electricity face mounting risks from
such occurrences.

e An allocation of $30 million over three years is part of a 10-year,
$100 million program for flood protection infrastructure and maintenance
with a shift in emphasis from response/recovery to mitigation. Over 240
communities in BC have been identified as being at some risk of flooding.
Projects will include structural flood protection works, gravel removal, and
engineering/modeling work. Federal cost sharing is also being pursued.

¢ An additional $6 million over three years will assist with eliminating the
backlog in Independent Power Producer applications, resulting in additional
green power supplies to augment the BC Hydro system.
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Policy Development and Public Outreach

To ensure that ministries and other public sector organizations are coordinating
their efforts to advance climate change initiatives, the Climate Action
Secretariat was created in 2007 with an initial budget of $4 million for 2007/08.
Budget 2008 increases the funding for its operations to $46 million over

3 years (along with a further $62 million in contingency funding for additional
new initiatives) allocated as follows:

e Operating budget — $12 million over 3 years for policy formulation and
coordination, developing required legislation and regulations, ensuring the
achievement of a carbon neutral public sector by 2010, development of a
regional “cap and trade” system, and related functions.

e Outreach and engagement — $12 million over 3 years for consultations with
stakeholder groups, for work with other levels of government and other
partners on climate action solutions, and to establish/fund the Citizen’s
Conservation Council. The Council, to be established this year, will have a
mandate for climate change education and outreach. A further $3 million
over three years is provided outside of the Secretariat’s budget for a new
“Food Miles” Initiative, to increase public awareness of the distance food
products are transported to encourage the purchase of local agricultural
products.

e Technical analysis — $7 million over 3 years to develop models, impact
assessments, and other analytical tools to assist in making key policy
choices. Some of this funding will support the Climate Action Team, whose
22 members and a Special Advisor were announced on November 20, 2007.
The Team will advise on interim emission reduction targets for 2012 and
2016, and provide recommendations to government on additional strategies
to reduce emissions.

e Communications and education — $15 million over 3 years to provide
information to British Columbians about choices they can make in support
of reducing greenhouse gas emissions.

e Contingencies — The work of the Secretariat and the Climate Action Team
is in its initial stages, and the Citizen’s Conservation Council has yet to
be established. An allocation of $62 million over three years will also be
maintained as a part of government’s contingencies vote to support further
initiatives.

Carbon neutral public sector

Only through changing the collective behavior of all members of society,
including government, can the climate challenge be met successfully. Simply
put, government must lead by example. Therefore, the province has committed
that its operations will be “carbon neutral” by 2010. Note that “carbon neutral”
does not imply zero emissions, but rather zero net emissions. This means

that for those emissions that can’t be reduced further, accountability is taken
by purchasing offsets from projects that reduce or sequester emissions.

Budget 2008 assists in this regard as follows:
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e Emissions by the public sector currently totals several hundred thousand
tonnes of CO -equivalent annually. Budget 2008 allocates $14 million in
operating funding over 3 years, and $75 million in capital funding, to retrofit
existing provincial public sector buildings. Retrofits will include measures
such as higher efficiency lighting and more efficient boiler systems.

This program complements the announcement in the 2008 Throne Speech
that all new provincial public sector buildings will be constructed to a
minimum of “LEED” (Leadership in Energy and Environmental Design) Gold
or equivalent standards.

e The Pacific Carbon Trust, a new Crown corporation, will receive $24 million
over 4 years to invest in GHG-reducing projects in BC. The mandate of
the Trust will be to purchase credible, low-cost offsets in BC to assist the
government meet its carbon neutral target by 2010. Once up and running,
the Trust will be able sell offsets to individuals and many businesses.

e $15 million will be provided in 2007/08 to begin to develop
advanced communication and collaboration tools, including desktop
videoconferencing, to reduce public servant travel, in addition to $2 million
to develop new low-carbon procurement procedures and a “Green BC
Website” for ministries to better track their GHG emissions and evaluate new
strategies for reductions.

These initiatives will complement the Public Sector Energy Conservation
Agreement, announced in 2007, which applies to some 6,500 public sector
buildings. This $200 million joint government-BC Hydro initiative will decrease
electricity consumption across the public sector building portfolio over the
next 12 years.

Managing BC'’s Forests in a Changing Climate

e $19 million in 2007/08 and a further $2 million for staffing over the next
three years is allocated to accelerate forest growth and reduce losses due to
forest health problems in order to sequester more CO,, develop new seed
technologies that are more resilient to climate change, and reduce risks of
wildfire to communities.

e $10 million to assist BC’s pulp and paper industry develop new technologies
to further reduce its GHG emissions from the processing of wood chips into

pulp.

Total Climate Action Expenditures and the Federal Ecotrust Contribution

The above measures total almost $700 million in operating funding and

$300 million in capital spending over four years beginning in 2007/08.

As part of this operating funding, the government intends to introduce
Supplementary Estimates to obtain the necessary legislative approvals to fund
over $250 million of 2007/08 priority initiatives, such as the Provincial Transit
Plan, the Bioenergy Network, the Pacific Institute for Climate Solutions and
the Pacific Climate Impacts Consortium. The federal government provided BC
with a $199.3 million “EcoTrust” contribution in 2007, to support provincial
projects that will result in real reductions in greenhouse gas emissions and air
pollutants.
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In summary, Budget 2008 provides the fiscal mechanisms to begin to

address emissions in all the key sectors (see Chart 3 in the Climate Change
Backgrounder topic box): the public transit, green ports, trucking, bio-energy,
tailpipe emissions, and enhanced “SCRAP-it” initiatives will reduce emissions in
the Transportation sector; the resources provided for “cap and trade,” energy
plan carbon sequestration feasibility analysis and research will address the
fossil fuels, industry, and electricity sectors; the new LiveSmartBC: Efficiency
Incentive Program, electrification of remote communities, new Energy Efficient
Building Strategy, solar, and public sector building retrofits will assist with
emission reductions in the residential/commercial sector; and the new landfill
emission standards will mitigate against higher GHGs in the Waste category.
Finally, the carbon tax will address emissions in all sectors, due to the
incentives it will create to utilize fossil fuels more efficiently.

Environmental, Economic and Health Implications

e Greenhouse Gas Reductions — The regulatory, expenditure, and taxation
policies being facilitated through Budget 2008, will be significant in helping
British Columbia make the social and economic adjustments necessary to
meet its GHG targets. The government has recently engaged MK Jaccard
and Associates, a highly respected firm that has completed many other
environment/energy/economy modeling exercises, to analyze the impacts
of new and existing policy measures. At this time, given the large number
of initiatives being undertaken and their complexity, the estimates of the
impacts are not yet finalized. The Climate Action Team will be using this
modeling to inform its recommendations, with significant work to be
completed by Summer 2008.

e Economic Implications — The economic impacts from the climate initiatives
supported by Budget 2008 are anticipated to occur gradually over time.
There will be some increased costs to businesses and consumers from
the upcoming regulatory measures (e.g., “cap and trade” system for large
emitters, new fuel standards, and the vehicle tailpipe standards), however
many of the changes will be phased in so that any necessary adjustments
can be made over several years.

As for the new carbon tax, implementation in stages will have significantly
lower economic impacts than if the tax were suddenly introduced in its
entirety. This approach allows consumers and businesses to adjust their
behaviour over time, and provides incentives for them to purchase lower
carbon technologies when it is time to replace their capital stock (e.g.
vehicles or production machinery). The macroeconomic costs of the carbon
tax will be substantially reduced through the full and carefully planned

recycling of carbon tax revenues.
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In order to continue to ensure that the economy remains competitive, the
government has introduced a net reduction in overall taxes in this budget.
Moreover, increasing the price of carbon, through the carbon tax, will
also send more appropriate “price signals” to the market that make the
development of alternative energy sources, such as wind power, more
economically attractive.

e Co-Benefits for Health — Many climate action policy initiatives will also have
significant positive impacts for public health. The most obvious is due to
improved air quality, since GHG emissions and air pollution often occur
concurrently. Lowering emissions will also reduce incidences of respiratory
diseases, often linked to premature mortality, and policies that reduce the
reliance on automobiles will encourage more active lifestyles.

Section 1.5: Looking Ahead
Continuing to Work with the Western Climate Initiative (WCI) and other Partners

As noted previously, it is critical to work with other jurisdictions if BC is to
be successful in reducing the effects of climate change. At this time, BC’s key
partners are the eight other members (seven states and one other province)
that comprise the WCI. For example, partnering on a regional emissions
trading market through the WCI is a priority action for 2008. Through the
WCI, the province is also collaborating with European Countries, US states,
and New Zealand in the International Carbon Action Partnership to provide
a global mechanism to share best practices and to consider development of
compatible multi-country carbon trading markets.

Pending Legislative and Regulatory Changes

Introduction of some important legislation to further the climate action agenda
is another priority for 2008. These regulatory changes will complement the
measures facilitated by Budget 2008 and other actions now in the planning
stage:

e Limits on GHGSs by large emitters (“cap and trade”) — The WCI has set a
date of August 2008 to come to agreement on a workable system for carbon
trading for large emitters. The government intends to introduce legislation in
2008 to enable adoption of this system.

o Limits on GHGS from new vebicles sold in BC — The new tailpipe standards
would be introduced over time, with standards to be fully phased in by
2016. Therefore legislation is planned for 2008.

e Limits on GHGS from landlfills — These new standards would set minimum
requirements for the capture of methane gas from landfills. Legislation is
planned for 2008.

e Amend Utilities Commission Act — The Energy Plan, smart meters and
rate structures to encourage energy efficiency and conservation will be
supported by a new legislated direction for the BC Utilities Commission.
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e Renewable Fuel Standards (RFS) and Low Carbon Fuel Standards (LCFS) —
Government will pass enabling legislation covering both these standards,
likely in 2008. The RFS will require 5 per cent renewables in fuel (gasoline
and diesel) by 2010. The LCFS will require transportation fuel suppliers and
importers to reduce the average global warming intensity of their products
(grams of CO,-equivalent per unit of energy) by 10 per cent by 2020.

e Green Communities — Legislation is also being developed to assist local
governments encourage more compact communities that reduce energy use,
reduce the costs of servicing, and increase the opportunities to walk and
cycle to work in order to reduce GHG emissions. Emission reduction targets,
policies and actions will be required elements in all official community plans
and regional growth strategies.

Facilitating a new provincial climate action plan

Like the 2007 Throne Speech, last year’s Energy Plan, and the Greenhouse Gas
Reduction Targets Act, Budget 2008 is another step forward in developing a
renewed climate action plan for BC. As noted earlier, Budget 2008 provides
the fiscal resources and incentives, in the context of a revenue-neutral carbon
tax, to support BC’s efforts to meet its GHG reduction targets.
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“Cap and Trade” System for Large Emitters

Working within the Western Climate Initiative

BC is participating with Manitoba and
seven US states (Arizona, California, New
Mexico, Oregon, Washington, Utah and
Montana) in the Western Climate Initiative
(WCD), to implement a market-based, multi-
sector “cap and trade” system to reduce
GHG emissions. Design of the system is
underway and scheduled for completion by
August 2008.

How a “Cap and-Trade” System Works

Under cap-and-trade, hard “caps” are
placed on the quantity of GHGs that can
be produced by major emitters covered

by the system. The overall cap is reduced
over time in line with emissions reduction
targets. The total number of allowances
within the system corresponds to the
overall cap; for the WCI, each allowance
will be a permit to emit one tonne of
carbon dioxide equivalent (COZ-equivalent).
Each regulated entity must hold enough
allowances to cover all of its regulated
emissions in each compliance period.
Initial allowances are issued either through
free allocation or by auction, or some
combination of both.

The main characteristics of a cap and trade
system are as follows:

e A cap puts a ceiling on total emissions.
The cap provides an environmental
advantage over traditional regulatory
methods for individual emitters, which
do not prevent aggregate emissions from
rising as new sources are created.

e Limiting the number of available emission
allowances reinforces the cap. Scarcity
of allowances ensures that a “price” is
placed on pollution, and thus provides
the incentive to reduce emissions.

e Covered entities may choose from many
options to meet their emission reduction
targets, adopting those which are the most
cost-effective and best meet their needs.
They may reduce their own emissions
using new technologies or other means,
buy unused allowances from other
covered entities that have reduced their
emissions, potentially purchase offset
credits from outside the system, or use a
combination of all of these.

e Covered entities can bank unused
allowances for future use, which creates
a tangible economic incentive to decrease
emissions below allowable levels. Early
emissions reductions also result in earlier
environmental benefits.

Advantage of a Multi-Jurisdictional Cap and
Trade System

The main advantage of BC participating in a
WCI-wide cap-and-trade system rather than
developing a system of its own is that the
larger market provides more opportunities
for low-cost emissions reduction solutions.
WCI members now have a population of

63 million people, significantly more than
the population of Canada, and is likely to
grow. Participating in this larger market also
helps ensure that BC businesses face the
same policies as their competitors in other
W(CI jurisdictions.

GHG emissions trading is a growing
phenomenon worldwide. Systems with
varying degrees of sectoral coverage

are underway or in the process of being
developed in several regions and countries,
including the North Eastern US States,
New Zealand, Australia, Japan, Norway,
Switzerland and the European Union. It
is possible that eventually linkages could
be made to other GHG emissions trading
systems outside of the WCI region.
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The US Acid Rain Program: A Successful that emissions allowance trading leads to
Example of Cap-and-Trade a reduction in overall compliance costs
compared to meeting the same target
emissions level through “command-and-
control” regulatory means.

Using cap and trade to reduce other

types of emissions has been successfully
demonstrated in North America. The
United States Environmental Protection
Agency’s (EPA) Acid Rain Program is the
most prominent example. The program
sets a nationwide cap on sulphur dioxide
(SOZ) emissions from fossil fuel combustion
electric-generating facilities under the US
Clean Air Act.

As shown in the chart, by 2006, SO, emissions
in the US have been reduced by 7.9 million
tons under the program compared to 1980
levels — over a 45 per cent reduction. The
program also sets nitrogen oxide (NOX)
emission limitations for coal-fired plants with
some compliance flexibility, and has resulted

The EPA outlines the same benefits of in a 42 per cent reduction from 1990 levels.

the program as noted above', and adds

1 Source: US EPA. 2002. Clearing the Air:The Facts About Capping and Trading Emissions.Accessible at
http://www.epa.gov/airmarkets/progsregs/arp/docs/clearingtheair. pdf.

Sulphur dioxide emissions under the US Acid Rain Program 1980-2006
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BC as a Climate Action Leader:
A Comparison with Other Jurisdictions

Since climate change became a major global
issue, European countries have been the
leaders in terms of advancing the agenda.
However, along with California, BC is at

the forefront in North America in terms of
implementing progressive climate action
policies. This is demonstrated in the table
below, which is a summary of the records of
various western, industrialized jurisdictions
in terms of their key climate change policies.
Note that change on this front is rapid and
planning for climate change in most of these
jurisdictions is in flux. However, at this time,
the conclusions are:

e 7 of the 23 jurisdictions (the European
Union is counted as a single jurisdiction)
have legislated targets for absolute
reductions of GHG emissions, some more
aggressive than others;

e excluding the European Union (EU), 3 of

— BC, Quebec, and the United Kingdom
(UK) — however several countries in the
EU also have some form of carbon tax;

e 8 of 23 cither are now part of a GHG “cap
& trade” system or have committed to join
one, and all EU jurisdictions including
the UK belong to the existing EU carbon
trading system that was launched in 2005;

e 11 of 23 have either committed to adopt
California’s proposed GHG tailpipe
emissions standards or are proposing
more stringent standards; and

e of those included in the table, only BC,
the EU, and the United Kingdom have
legislated targets for absolute emission
reductions, some variation of a carbon
tax, a commitment to “cap and trade” for
large emitters, and intend to implement
California tailpipe emission standards or

22 have some variation of a carbon tax better.
Significant Climate Action Policies in 23 Jurisdictions
Legislated "Absolute" GHG GHG "Cap and . .
Jurisdiction Targets and Details of Policy Carbon Tax Trade" System for R el

or Other Targets

Canadian Jurisdictions

British Columbia Yes: 33% below 2007 level

by 2020 & 80% by 2050

Yes: e.g., 2.41
cents/litre on
gasoline in
2008; 7.24 cents
in 2012

Large Emitters

Yes: committed to
join WCI system

Standards

Yes: plan to adopt
California tailpipe
standards

Government of Canada No; 20% below 2006 level by None Not currently To adopt at least
2020 C.A.F.E." standards by
2011
Alberta No; 14% below 2005 level by None Not currently Interest in adopting
2050 California standards
Saskatchewan No; reduce by 22 tonnes per None WCI Observer Interest in adopting
person by 2020 vs. 2004 & California standards
80% by 2050
Manitoba Not at this time; reduce by None Yes: committed to Yes: plan to adopt
6% below 1990 level by 2012 join WCI system California standards by
2010
Ontario No; 15% below 1990 level by None Indicates it will join No plan to adopt
2020 Cap & Trade California standards
Quebec No; 1.5%-6% below 1990 Yes: e.g., 0.8 WCI Observer; Yes: plan to adopt
level by 2012 centsl/litre on indicates it will join California standards
gasoline Cap & Trade
New Brunswick No; 10% below 1990 level by None Not currently Yes: plan to adopt

2020

California standards

—
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Significant Climate Action Policies in 20 Jurisdictions — Continued

Legislated "Absolute" GHG GHG Cap and Trade

Vehicle GHG Emission

Jurisdiction Targets and Details of Policy or  Carbon Tax System for Industry Standards
Other Targets
Canadian Jurisdictions — Continued
Nova Scotia Yes: 10% below 1990 level None Not currently Yes: plan to adopt
by 2020 California standards
Prince Edward Island No; 10% below 1990 level by None Not currently Interest in adopting
2020 (region) California standards
Newfoundland No; 10% below 1990 level by None Not currently Interest in adopting
2020 (region) California standards
Yukon No None Not currently Interest in adopting
California standards
Northwest Territories No; public sector to be 10% None Not currently Interest in adopting
below 2001 level by 2011 California standards
Nunavut No None Not currently Interest in adopting
California standards
United States Jurisdictions
U.S. Federal No None Not currently C.A.F.E Standards
Government
California Yes: 2000 level by 2010; None Yes: committed to Yes: by 2016, new fleet
1990 level by 2020; 80% join WCI system average GHG
below 1990 level by 2050 emissions to be 30%
below 2009 level 2
Washington Yes: 1990 level by 2020; 25% None Yes: committed to Yes: plan to adopt
below 1990 by 2035; 50% join WCI system California standards
below 1990 by 2050
Oregon Yes: Stabilize by 2010; 10% None Yes: committed to Yes: plan to adopt
below 1990 level by 2020; join WCI system California standards
75% below 1990 by 2050
Alaska No targets, though some are None Observer at WCI No indication to adopt
expected California standards
Arizona No; 2000 level by 2020; 50% None Yes: committed to Yes: plan to adopt

below 2000 level by 2040 join WCI system

Europe and Other Jurisdictions Outside of North America

California standards

European Union * Yes: 20% below 1990 level Yes: Several Yes: European Yes: proposed

(27 countries) by 2020 and 50% by 2050 jurisdictions; Union Emission standards of most
amounts and Trading Scheme countries to be more
coverage stringent than
variable California’s *

United Kingdom Yes: 60% below 1990 level Yes: Climate Yes: member of the Yes: conforms to EU

by 2050 and 26-32% by 2020 Change Levy
on some energy

types

European Union
Emission Trading
Scheme

standards

Australia

To be introduced no
later than 2012.

No; reduce by 60% below None
2000 level by 2050 (signed

Kyoto Accord in 2007)

None

1 “Corporate Average Fuel Economy Standards,” which are less stringent than California’s.

2 california Tailpipe Standards: The fleet average GHG caps are scheduled to first apply to model year 2009. The caps become more
stringent annually so that by 2016 the fleet average will be 30% below 2009 levels. (2009: 201.9g CO2e/km; 2012: 145.6g/km; 2016:

128.1g/km)

3 Specific policies vary by member state.
4 California Standards vs. EU Standards: By 2012, the EU will require average CO2e emissions to be 130g/km. California will require a

145.6g CO2e/km standard.
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Part 2: THREE-YEAR FISCAL PLAN

Table 2.1 Three-Year Fiscal Plan — Operating Statement

2007/08 Budget
($ millions) Updated Estimate Plan Plan
Budget Forecast 2008/09 2009/10 2010/11

Taxpayer-supported programs and agencies:

REVENUE ... 34,887 36,525 35,810 37,238 38,788

EXPENSE ..ottt e (36,240) (37,280)  (37,690) (39,100)  (40,700)

Taxpayer-supported balance .............cccoeeviiii i, (1,353) (755) (1,880) (1,862) (1,912)

Commercial Crown corporation income .......................... 2,503 2,875 2,680 2,687 2,737
Surplus before forecast allowance ...............ccoevve e, 1,150 2,120 800 825 825

Forecast allowanCe ...........c.ccevviviiiiiiiii e (750) (150) (750) (675) (675)
SUIPIUS et 400 1,970 50 150 150
Introduction

Budget 2008 continues government’s legislated commitment to balanced
budgets — the fifth consecutive balanced budget. In the current environment of
economic uncertainty, Budget 2008 maintains government’s prudent approach
to fiscal management to ensure the budget remains balanced while making
major investments toward meeting its climate change goals; maintaining a
competitive economic environment and strengthening health care and other

government services.

As shown in Table 2.2, Budget 2008 provides for government’s plan to address
climate change, for initiatives to promote economic growth, to strengthen and
sustain government services while continuing to ensure a strong, vibrant and

competitive economy.

In addition to the $3.1 billion available revenues identified in the Budget 2008
Consultation Paper, forecasted revenues have increased over the next three
years by a further $891 million. Combined, these revenues and updates to the
forecast allowance of $1.0 billion, result in a total available fiscal room that
provides the basis for expanded service levels and lower taxes. Budget 2008

reflects tax reductions totaling $481 million over the next three years

(in addition carbon taxes of $1.8 billion are being implemented and are fully
offset by personal and corporate income tax reductions of $1.8 billion), and

spending commitments totaling $4.6 billion.

Chart 2.1 Revenue and spending trends
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Table 2.2 Three-Year Fiscal Plan Update — Changes from Budget 2007

($ millions) 2007/08 2008/09 2009/10 2010/11
Budget 2007 Fiscal Plan Surplus (February 20, 2007) .......ccoiieieeiieiinann, 400 150 150 150
Budget 2008 Consultation Paper — available revenue ........................... 1,200 600 675 1,775
Updated fiscal plan before revenue changes and spending initiatives ..... 1,600 750 825 1,925
Revenue changes:
Personal income tax:
Personal income tax — prior year adjustment ............ccccooieiieeieeiiciiieeeee s 117 - - -
Personal INCOME TAX .....eviiiiieiiriie e 207 205 212 240
COrporate iINCOME TAX .....ueeeeeeeeiiiieie e ettt e e e e ettt e e e e e abbee e e e e s anbee e e e e e snebeeeaeaan 449 75 (154) 34
OLNEI tAX SOUICES ...eeiiiiiiitiiiee e ettt e e ettt e e e ettt e e e e e anbae e e e e e e s nbbe e e e e e ennbeeaaens 87 (7 (12) (16)
FOTESES ..ottt ettt (198) (420) (234) (175)
Natural gas royalties ..........cooooi i (160) (293) (72) 64
Other energy, metals and MINEralsS ... 29 93 161 133
Other health-care related fEeS ........cvireie i, 18 33 57 83
INVESTMENT @AININGS ... .ot et e et et e e et e e e 56 (50) (44) (20)
Health and social transfers ........ ..o e, (111) 7 5 (22)
Other taxpayer-supported reVENUE ..........c.oeiuiuiiae e iee e eeieeeeen 282 319 293 274
Commercial Crown corporation operating results ............c.ccoeeeeviiineennes. 118 2 28 (16)
Total revenue changes before tax measures ...........ccoceeviviviiineennnn. 894 60 241 590
PlUus : Carbon 1aX ....c.ooniie i - 338 631 880
Less: Tax reductions for recycled carbon tax ..............cocooii i, - (338) (631) (880)
Budget 2008 taX MEASUIES ........uivrreeeiiiteesaeeieeieerteeeeeeieeianss (24) (150) (166) (165)
Total revenue changes after tax Measures ................c.oveveeeeeeeeeees, 870 (90) 75 425
Forecast allowance UPAAteS ............coevveiiieiiuieiieiieci e e e 350 250 375 375
Less: expense increases (decreases):
Consolidated revenue fund (CRF) spending initiatives:
Climate Action Initiatives (Table 1.13) ......ccueeiieiiiiiiee e 252 139 133 166
Climate Action Dividend (includes $10 million for administrative costs) .... 450 - - -
New Investments in the Economy and Communities (Table 2.5) ............ 150 60 48 88
K-12 EAUCALION .....eeveeiiieeeieec e - 38 31 75
Enhancing Health Care (Table 2.9) 100 464 817 1,647
Strengthening Social Services (Table 2.10) ... 36 125 127 150
Justice and Public Safety (Table 2.12) ... 16 44 48 57
Other allocationS/ChANQES ......cccveiiveiie e 192 14 (144) 186
SUD TOTAI .o 1,196 884 1,060 2,369
MOPD debt servicing Changes ..........ccooo i (130) (52) (5) 57
Contingency alloCationS ..........ccoviiie it (140) (73) (45) (19)
Net increase in CRF SPENAING ....ocoviiiiiiii i) 926 759 1,010 2,407
Change in expenses recovered from external entities ............ccccceeeeivniieee.n. 136 30 22 30
Net spending changes of service delivery agencies ..........cccccccevevveviercieennn. (212) 71 93 138
Total expense increases (ECrEaASES) .......cceeevureeeeeieeeeiieeeeeeeinnnn. 850 860 1,125 2,575
Budget 2008 Updated Fiscal Plan Surplus .........cccooviiiiiiiiiiiine e e, 1,970 50 150 150

The fiscal plan is based on the Ministry of Finance’s economic forecast that
projects real economic growth of 2.4 per cent for 2008, 2.8 per cent in 2009
and 2.9 per cent in 2010. Consistent with its prudent forecasting practices,
the Ministry of Finance outlook is lower than the Economic Forecast Council
average. The economic outlook is lower than expected at the time of the
2007/08 first Quarterly Report, particularly in 2008. This reflects deteriorating
conditions in the US economy, its housing sector and related effects on BC’s

forest sector. Full details of the economic forecast are found in

Part 4: British Columbia Economic Review and Outlook.
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Overall revenues are forecast to increase to $41.5 billion by 2010/11,

an average annual increase of 1.8 per cent over the next three years.
Excluding the impacts of one time revenues in 2007/08 and the impact of
tax reduction measures, total revenues would increase by an average of
3.0 per cent annually over the same period.

In 2007/08, strong revenues have enabled government to allocate $1.05 billion
to priority initiatives, primarily for climate action. Government intends

to introduce Supplementary Estimates to obtain the necessary legislative
appropriations to fund these initiatives.

Compared to the 2007/08 updated forecast, overall spending is forecast to
increase by an average of 3.0 per cent annually over the next three years to
total $40.7 billion by 2009/10, reflecting increases in most ministry budgets,
including significant investments in health care.

Budget 2008 continues government’s commitment to an infrastructure
spending plan that is affordable. Infrastructure spending on transit, roads,
schools, hospitals, post secondary facilities, electrical generation, transmission
and distribution projects and other capital assets totals $5.8 billion in 2008/09,
$5.5 billion in 2009/10 and $5.4 billion in 2010/11. The capital plan includes a
5 per cent contingency for taxpayer-supported projects as a prudent planning
measure to cover risks from higher than expected cost inflation on projects
and to provide for new priority projects that may be identified and approved
during the year. More information on the three-year capital spending plan is
found on page 72.

Taxpayer-supported debt is forecast to increase by an average of 3.9 per cent
annually over the next three years to $30.0 billion by 2010/11, 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 of 6.7 per cent annually over the next three
years to $42.5 billion by 2010/11.

Chart 2.2 Taxpayer-supported debt to GDP ratio trends down
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Table 2.3 Revenue by Source

2007/08 Budget
($ millions) Updated Estimate 20'2:710 20'?3711
Budget Forecast 2008/09
Taxation revenue
Personal INCOME .......cooviii i e 6,389 6,741 6,700 6,963 7,302
Corporate iINCOME .......oeieie et e et e e e 1,395 2,221 1,343 1,125 1,193
SOCIAI SEIVICE .t e e e e 4,890 5,091 5,284 5,563 5,857
FUEl o 919 938 957 975 996
CarbON e - - 338 631 880
TODACCO ..vini it 705 705 705 705 705
PropPertY ..o 1,863 1,788 1,861 1,943 2,040
Property transfer ... 904 1,075 1,020 1,020 970
Corporation capital ..........c.oviiiiiiie i 110 95 69 36 -
Ot e 496 515 532 549 568
17,671 19,169 18,809 19,510 20,511
Natural resource revenue
Natural gas royalties ..........cooiiiiie i e s 1,699 1,170 1,165 1,252 1,357
Columbia RIVEr Treaty .......cvvvvvieiiiiie e i e eeneann 285 230 245 305 310
Other energy and minerals ..........c..ccooveiiiiiiiiiinin e, 902 956 966 1,018 962
FOrESES i 1,395 1,098 952 1,048 1,131
Water and Other reSOUICES ..........cooeveeeiiiiieiiiieeaeieeee 347 340 395 406 402
4,628 3,794 3,723 4,029 4,162
Other revenue
Medical Services Plan premiums .............cooveviiieiininnns 1,497 1,550 1,571 1,592 1,612
Post secondary education fees .............cooeeiiiiiiiiin e, 964 957 989 1,015 1,040
Other health-care related fees ..........ccceeviiiiiiiiiininn.nn. 219 243 252 276 302
Motor vehicle licences and permits ..............c.coooveeeine, 435 436 445 454 463
Other fees and liCeNCeS .........ccvviiiiiiiii i i 756 760 819 786 779
INVEStMENT €ArNINGS . .cv vt e e e e e e, 914 954 884 942 1,015
Sales of goods and SErviCes ..........coovvieviiiiiii i, 706 668 688 737 751
MISCEIIANEOUS ......vveee e e 1,554 1,928 1,821 1,856 1,883
7,045 7,496 7,469 7,658 7,845
Contributions from the federal government
Health and social transfers .............cocoviiiiiiicii 4,644 4,759 4,794 5,001 5,260
Other cost-shared agreements .............cccovevvvieeeivinennen. 899 1,307 1,015 1,040 1,010
5,543 6,066 5,809 6,041 6,270
Taxpayer-supported programs and agencies ................ _ 34,887 36,525 35,810 37,238 38,788
Commercial Crown corporation net income
BC HYAIO ...t e e e e 365 370 358 402 444
Liquor Distribution Branch ............cccocoii i i, 810 845 854 863 875
BC Lotteries (net of payments to federal government) ...... 1,024 1,026 1,101 1,151 1,201
BCRC ... oo 60 28 75 20 1)
OB C 2 et e, 225 594 272 231 195
Ot e 19 12 20 20 23
2,503 2,875 2,680 2,687 2,737
TOtal FEVENUE ...t e e e e e e e 37,390 39,400 38,490 39,925 41,525

1

The 2007/08 amounts represent BCRC's projected earnings during government's fiscal year. On BCRC's fiscal year basis (December), the outlook for 2007

is: (budget) — $79 million; (forecast) — $28 million. For 2008/09 to 2010/11, the fiscal year and calendar year projections are assumed to be the same.

2

The 2007/08 amounts represent ICBC's projected earnings during government's fiscal year. On ICBC's fiscal year basis (December), the outlook for 2007

is: (budget) — $225 million; (forecast) — $642 million. For 2008/09 to 2010/11, the fiscal year and calendar year projections are assumed to be the same.
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Table 2.4 Expense by Ministry, Program and Agency*
- 2007/08 Budget Plan Plan
($ millions) Budget Egriifi Egt(l)gfotg 2009/10  2010/11
Advanced EAUCAtiON ..........coeuiiiii i e e 2,165 2,165 2,252 2,359 2,377
o U T 1T o 5,494 5,494 5,675 5,778 5,822
Health ... 12,960 12,960 13,765 14,583 15,438
Contingencies — Health Innovation Fund .................c.ccoeeuenies 100 100 - - -
Sub-total 20,719 20,719 21,692 22,720 23,637
Office of the Premier ... e 14 14 14 14 14
Aboriginal Relations and Reconciliation ............................l. 56 56 62 51 51
Agriculture and Lands ..o 271 253 289 257 260
ALOrNEY GENETAl ...cvuviiiiie it e e 527 527 555 564 565
Children and Family Development ...........ccccoeeiviiieiiiinnnenne. 1,858 1,858 1,987 2,043 2,064
COMMUNILY SEIVICES ...vviiiiiee et et et e e e e aeneaa 271 271 304 307 339
Economic Development .........covveiii i e 266 266 226 266 168
Employment and Income ASSIStance ...........ccocoeeviveieeiininnnnns 1,494 1,494 1,527 1,566 1,571
Energy, Mines and Petroleum ReSOUrces ...........ccccovvvvennenee. 80 51 91 78 78
01 V7T o] ]2 1T o | O 223 223 272 281 282
FINANCE oute e e e 95 95 97 99 99
Forests and Range .........cocoviiiiiiiiiiiie e e e 1,089 1,191 1,211 1,119 1,128
Labour and Citizens' SEIVICES ........coviiiuiiiiieiiiiee e 98 98 104 99 99
Public Safety and Solicitor General ...........c.cocooviiiiiineneeninne. 629 710 647 658 660
Small Business and ReVENUE ..........ccccoeviiiiiiiiiii i 60 60 65 67 68
Tourism, Sport and the ArtS ........coooiiiiiiiie i e 129 129 375 98 96
I T a L] o Jo 4 2= i o] o PPN 882 882 970 988 1,021
Total ministries and Office of the Premier ......................... 28,761 28,897 30,488 31,275 32,200
LegiSIation ... ..ivnie et i e 58 101 64 66 67
Officers of the Legislature .............coviiiiii i 34 34 53 43 43
BC Family BONUS ...t e e e 17 17 14 13 12
Management of public funds and debt ................cooviieieeinnnn 558 405 402 390 374
Contingencies — NEW PrograMS .........ocuveruueneeeeenennineaeaenes 317 317 375 390 400
Contingencies — COMPENSALION.........c.uvriierieieiinineieeeinennanns 20 20 - - 400
Other appropriations ............ccoeeeeeeireeeiiteeeiieeeeeee it eee e 10 10 11 11 11
Subtotal 29,775 29,801 31,407 32,188 33,507
Supplementary ESIMAtes ........coovviriviiieiie e e - 1,045 - - -
Total consolidated revenue fund eXpense ...............ccceoveunin. 29,775 30,846 31,407 32,188 33,507
Expenses recovered from external entities ..........c..ccevevveveeennnn, 1,827 2,077 1,885 1,955 2,004
Grants to service delivery agencies and other internal transfers:
SChOOI ISHHICES .vvve vt e e (4,743) (4,782) (4,909) (5,012) (5,069)
UNIVETSITIES ovvtii et eee et e et et e et et e ee e e (1,204) (1,347) (1,274) (1,341) (1,350)
Colleges, university colleges, and institutes ......................... (808) (859) (873) (892) (891)
Health authorities and hospital societies .............ccccoevivennnn. (8,605) (8,831) (9,264) (9,784) (10,326)
Children and family development agencies ......................... (684) (689) (724) (758) (764)
Other service delivery agencies .............couvvvvveeeeevieevee e (776) (867) (1,083) (754) (792)
(16,820) (17,375) (18,127) (18,541) (19,192)
Service delivery agency expense:
SChOOI dISTIICES ...vuvi e 5,149 5,183 5,319 5,425 5,491
UNIVEISITIES 11vtvtvt e eee et s e se e et e e ee e e eeee e e en e s 2,794 2,831 2,965 3,113 3,213
Colleges, university colleges, and institutes ......................... 1,353 1,392 1,436 1,478 1,497
Health authorities and hospital societies 2 ...................c....... 9,345 9,506 9,883 10,413 10,981
Children and family development agencies ......................... 687 692 725 759 765
Other service delivery agencies ...............cccvvevveevieeeeireeneenns 2,130 2,128 2,197 2,310 2,434
21,458 21,732 22,525 23,498 24,381
Net spending of service delivery agencies ..........ccccoceeeeevennnn, 4,638 4,357 4,398 4,957 5,189
Total taxpayer-supported eXpPense .........oceeveverieiirinieeiennnn. 36,240 37,280 37,690 39,100 40,700

! The 2007/08 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.
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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 14.1 per cent
in 2007/08 to 13.7 per cent by 2010/11. Additional information on the debt
outlook is found starting on page 78.

The main risks to the government fiscal plan include economic fluctuations
such as US economic growth rates, exchange rate movements or changes in
natural gas, lumber or other commodity markets, as well as service demand
pressures on the expenditure side. These and other risks are more fully
described starting on page 81.

The fiscal plan includes forecast allowances of $750 million in 2008/09, and
$675 million in 2009/10 and 2010/11 to help ensure government meets its
surplus targets. In addition, the budget includes contingencies of $375 million
in 2008/09, $390 million in 2009/10 and $400 million in 2010/11 representing
roughly 1 per cent of total spending. The budget includes a further

$400 million contingency in 2010/11 for the next round of wage and benefit
contract negotiations.

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

Climate Action

Consolidated Revenue Fund (CRF) spending, compared to Budget 2007, is
forecast to increase from $29.8 billion in 2007/08 to $33.5 billion by 2010/11 —
a 12.5 per cent increase. Budget 2008 represents a 5.5 per cent increase over
Budget 2007, and increases of 2.5 and 4.1 per cent over the following two
fiscal plans.

Budget 2008 supports the development and implementation of government’s
Climate Action commitments, and is focused on actions that will help

ensure new legislated greenhouse gas reduction targets are met. Funding for
Climate Action and BC Energy Plan initiatives, along with other Budget 2008
commitments, supports investments in new technologies, environmentally
sustainable natural resource and economic development, and continued
infrastructure support for BC communities. Budget 2008 also sustains

and enhances social services for British Columbians, provides additional
skills development and training opportunities, and confirms government’s
commitment to health care and education.

Budget 2008 commits almost $1 billion dollars over four years in operating
and capital expenditure initiatives to support a comprehensive multi-sector
approach to reducing BC’s greenhouse gas emissions. Climate Action initiatives
funded in Budget 2008 will help set BC on the path to achieving a 33 per cent
reduction in Provincial greenhouse gas emissions by 2020, a commitment that
is now confirmed in the Greenhouse Gas Reduction Targets Act. Climate Action
initiatives in the fiscal plan are described in full in Part 1, with the spending
initiatives set out in Table 1.13.
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New Investments in the Economy and Communities

Initiatives that stimulate economic growth and facilitate community enrichment
continue to be critical components of the province’s fiscal plan. In addition

to the Climate Action initiatives described in Part 1, Budget 2008 invests

$346 million over four years towards short and long term initiatives that
support environmentally responsible resource development, engagement with
Aboriginal peoples regarding land and resource activities, post-secondary
training and research opportunities, and community development through
expanded arts and culture.

Table 2.5 New Investments in the Economy and Communities (in addition to Climate Action)

($ millions) 2007/08  2008/09  2009/10 2010/11 Total
Economic Development
— Asia Pacific trade and Culture ..............cocooiiiii i - 10 10 20 40
— Expanding geoscience data in mountain pine beetle regions ........... 12 - - - 12
— Crown-First Nations engagement on land and resource issues ........ - 10 10 10 30
— Environmental assessment and resource permitting demand ........... - 7 7 7 21
— Supporting new parks and protected areas ..............o.c.eeeeeeiinnnnnn. - 2 2 2 6
SUD-TOTAL ... 12 29 29 39 109
Education, Research and a Skilled Workforce
— Research and education through GenomeBC and Science World ..... 60 - - - 60
— Expanding the Provincial Nominee Program .............cccoivveieiineens. - 1 2 4 7
— Enhancing Immigrant Skills Connect/International Qualifications ...... - 5 - - 5
SUD-TOTAL ... 60 6 2 4 72
Developing Community Infrastructure
—Build Canada FUNd ..........cooouiiiii e - - - 30 30
— CRD Waste Water treatment project ..........c.cooovviieiieiiniiiiinineieenn, - 3 3 3 9
— Road restoration in rural municipalities ..............c.coooiiiii i s - 10 - - 10
— Maintaining inland and coastal ferries service standards ................. - 3 4 4 11
SUD-TOLAI ... ettt et e - 16 7 37 60
Expanding Community Arts and Culture
— $150 million permanent endowment for the BC150 Cultural Fund ..... - 8 8 8 24
— Vancouver East Cultural Centre revitalization ..................ccccooeeenee. 9 - - - 9
— Exploring opportunities for future exhibition centres ....................... - 1 2 - 3
— Other arts and culture initiatives ..o, 69 - - - 69
SUD-TOLAI ...ttt et 78 9 10 8 105
TOtAl e 150 60 48 88 346

Economic Development

Government is committed to initiatives that encourage economic development,
investment from foreign markets and new resource exploration. However,

with the province’s strong commitment to Climate Action, investments in
British Columbia must also be environmentally responsible and sustainable.
The province’s Budget 2008 Climate Action initiatives will help to ensure future
economic activities in British Columbia minimize greenhouse gas emissions.
Budget 2008 also includes $109 million over four years to encourage economic
development that meets government’s social, economic and environmental
objectives.
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e In support of the Asia-Pacific Initiative, the fiscal plan includes $40 million

from 2008/09 to 2010/11 to promote Asia Pacific trade and culture.

This includes coordination of provincial business services related to trade
and investment with Asia Pacific nations and strengthening economic and
cultural links between BC and Asian countries through the expansion of
targeted trade, investment and cultural programs including trade missions,
business networks, and marketing.

Geoscience BC will receive $12 million in 2007/08, $6 million to further
develop geoscience data that will support mineral exploration in the
Mountain Pine Beetle infested areas of the province, and $6 million for oil
and gas exploration in frontier areas of the province.

Budget 2008 includes $10 million annually in new funding starting in
2008/09 for enhancing government’s engagements with First Nations when
Crown land and resource decisions affect asserted Aboriginal territories.

— This allocation includes $1 million per year for the Province’s
Environmental Assessment Office to assist with the costs of First Nations
consultation obligations on major project assessments.

— $9 million per year will be available to natural resource ministries for an
innovative cross government approach to effective engagements with
First Nations who are affected by government decisions on access to
Crown land and resources. This new strategy will ensure the Crown’s
obligation to consult is fully and appropriately met, while providing
opportunities to partner with First Nations in many large and small
economic development projects.

— With these initiatives, Budget 2008 maintains the provincial commitment
to funding for initiatives targeting reconciliation of aboriginal rights and
title, as well as building strong and respectful relationships between
government and aboriginal organizations.

Budget 2008 includes $7 million annually in new funding starting in 2008/09
to address increased applications for access to natural resources, which
require review by a number of provincial agencies.

— $2 million per year to enable the Environmental Assessment Office to
keep pace with the increasing number of major projects throughout the
province requiring environmental assessments. Environmental assessments
are comprehensive project reviews that include public and First Nations
consultation to ensure major projects meet the goals of environmental,
economic and social sustainability. This funding builds on the $2 million
base lift in Budget 2007 to ensure timely completion of assessments.

— Budget 2008 provides $5 million annually starting in 2008/09 for
additional staff resources to reduce environmental permitting and
licensing backlogs and to improve enforcement of environmental
regulations.

$2 million of this annual allocation will focus on addressing significant
independent power producer permit application backlogs that must move
through a multi-ministry permitting process. Applications have risen
dramatically in light of BC Hydro’s electricity self-sufficiency objectives
and associated calls for green electricity production from independent
producers.
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e Budget 2008 provides $2 million annually to staff and manage 125
new protected areas covering nearly 1.4 million hectares in the Central
Coast/North Coast, Morice, and Sea to Sky land and resource management
plans.

® Budget 2008 also introduces a new special account called the Park
Enhancement Fund, profiling BC Parks and inviting financial contributions
by businesses, non-profit organizations, or individuals who wish to support
BC Parks. All contributions to the Fund, as well as all revenues earned from
the sales of parks promotional and educational merchandise and services,
will be directed to enhanced parks projects or management initiatives that
meet recreational and conservation objectives.

These investments build upon the $15 million provided in Budget 2007 for
parks upgrades, in part to fund an expansion of recreation opportunities in
selected parks, and to update water systems, campground trails, and day use
amenities in the most well-used BC parks.

Education, Research and a Skilled Workforce

Budget 2008 reconfirms government’s commitment to increase access to
post-secondary education and training to ensure that British Columbia
continues to build a skilled and knowledgeable workforce that is well
positioned to meet current and future labour market challenges. The
province faces skilled labour shortages in a variety of sectors — healthcare,
early childhood education, applied sciences, engineering and trades — all of
which play key roles in ensuring a healthy, educated and financially secure
population and a sustainable provincial economy.

Post-Secondary Education and Research

Budget 2008 supports $493 million, over three years, in post-secondary
funding above the 2007 base budget level. By 2010/11, provincial funding
for the Ministry of Advanced Education will have risen by $549 million since
2004/05, a 30 per cent increase.

Chart 2.3 Advanced Education budget increases 30% since 2004/05
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Provincial funding has significantly increased access to post-secondary
institutions throughout the province, increasing enrollment opportunities so
that students with a B average in high school now have ready access to BC
universities. Although access has improved, the overall number of students
in the post-secondary system has increased less than previously forecast.
This provides an opportunity for the province to work with post-secondary
institutions to reassess current funding against program demands. Therefore,
Budget 2008 takes a renewed focus on available resources inside the post-
secondary system and redirects funds previously approved for seat growth to
areas of high labour market demand.

This approach allows the redirection of $18 million over three years to ensure
the province maintains its commitment to producing more trained doctors to
meet the demands of a growing and aging population. An additional $3 million
will be made available for increased nurse education and health care bursaries.

In 2007/08, government will contribute $60 million in new funding for research
and innovation initiatives:

e $50 million to Genome BC, for research that focuses on the challenges of a
changing world, including climate change. This contribution is expected to
attract an additional $150 million in external funding toward these research
activities.

e $10 million to Science World for structural upgrades to its landmark building
and to develop an outdoor science park.

e In addition to these allocations shown in Table 2.5, the province is also
investing $95 million in 2007/08 for Climate Action research at post-
secondary institutions. Further details are available in Part 1: A Budget for
Climate Action.

In the coming year, government will be reviewing the Campus 2020 report
which provides government with 52 recommendations on how to build on the
strengths of BC’s existing post-secondary education system and transform it for
the future.

Investment in current and future learners is also supported by the Budget 2007
Children’s Education Credit which provides $1,000 per newborn toward the
cost of future tuition and educational expenses.

Initiatives to Attract a Skilled Workforce

Government’s role in facilitating economic growth includes attracting a skilled
and knowledgeable workforce through programs that remove employment
impediments and welcome international workers into British Columbia’s
economy. Budget 2008 provides $12 million over four years for the following
initiatives:

e Increased funding of the Provincial Nominee Program (PNP) with an
additional $7 million over three years. The PNP, which attracts high demand
workers and business entrepreneurs from abroad, will be significantly
expanded from 2008/09 to 2010/11. The target number of PNP approvals
will total 15,000 for high demand and 720 for business immigrants,
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representing increases of 150 per cent and 50 per cent respectively over
previous targets.

$5 million in 2008/09 to extend the Skills Connect for Immigrants (SCI)
and International Qualifications (IQ) programs and leverage additional
federal dollars for these two programs. The SCI program provides

career planning services, job shadowing and mentoring opportunities

to underemployed/unemployed skilled immigrants to help them find
employment in sectors facing critical skills shortages, such as construction
and tourism.

The IQ program supports projects that remove systemic barriers preventing
skilled immigrants from obtaining employment in an area related to their
training and experience. Initiatives include work-based language training
and strategies to improve credential assessment.

This funding builds on Budget 2007’s $33 million investment in the Industry
Training Authority to create an additional 7,000 apprenticeship spaces through
public and private training institutions by the end of 2009/10. In addition,
Budget 2006 provided $39 million for an additional 3,700 apprentice training
spaces, and to establish three Industry Training Organizations.

Developing Community Infrastructure

Budget 2008 provides an additional $60 million into projects that maintain
community infrastructure across the province.

$30 million in 2010/11 for the Build Canada Fund, a federal/provincial/local
government infrastructure program which will allow communities in

British Columbia to address drinking water, sewage treatment and other
infrastructure issues.

Combined with existing investments of $157 million, the province will invest
$187 million in municipal infrastructure over the next three years. This

will leverage an additional $115 million in federal contributions, as well as
municipal funding for a variety of projects throughout the province.

$9 million over the fiscal plan to enter into a three-way cost sharing
agreement for planning and procurement of wastewater treatment facilities
in the provincial Capital Regional District.

$10 million in one-time grants in 2008/09 to help municipalities rehabilitate
roads damaged by increased logging truck traffic due to the increased
harvesting of trees infested by mountain pine beetle.

$8 million over three years for coastal ferries to meet continued funding
requirements resulting from the purchase of new vessels for the northern
ferry routes and address inflationary pressures. This additional funding
maintains current service levels on unregulated ferry routes and continues

to support social program subsidies for seniors, students, and people with
disabilities.

$3 million over three years for inland ferries to address expected inflationary
pressures in provincial inland ferry contracts, ensuring that existing service
levels continue for communities served by inland ferries.
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Expanding Community Arts and Culture

Budget 2008 provides $105 million over four years on British Columbia arts
and culture initiatives. The BC150 Cultural Fund, a $150 million permanent
endowment is being established in 2007/08. This investment is forecast to
generate $8 million annually to support new arts and cultural activities across
the province. Spending priorities will be identified by the BC Arts Council.
This represents a 50 per cent increase over current provincial funding to the
BC Arts Council.

Additional Budget 2008 arts and culture spending includes:

e $9 million in 2007/08 toward the revitalization and restoration of the
Vancouver East Cultural Centre, and establishment of an endowment fund to
assist with the ongoing operation of the expanded centre.

¢ $3 million over the next two years for the planning of an Aboriginal art
gallery and a World Women’s History Museum to celebrate the important
arts, culture and societal contributions made by British Columbia’s women
and Aboriginal peoples.

e $69 million in additional 2007/08 funding has been allocated to support
other arts and culture projects. Announcements on finalized spending
priorities will occur before the end of the fiscal year.

These investments will enhance the lives of British Columbians, providing new
experiences through expanded arts and cultural activities in their communities.

Vancouver Convention Centre Expansion Project (VCCEP)

The Vancouver Convention Centre Expansion Project (VCCEP) represents a
significant investment in tourism for the province. The total project budget of
$883 million includes the expansion and upgrade of the Vancouver Convention
and Exhibition Centre, and interconnection of the existing and new facilities.
The project is scheduled to be substantially complete by March 15, 2009.

Table 2.6 Vancouver Convention Centre Expansion Project Funding

($ millions) ;’;‘:; 2007/08 2008/09 2009/10 2010/11  Total
Funding Sources

Provincial contribution .............ccoooii 273 - 268 - - 541
Contribution funded on behalf of Tourism Vancouver ....... 58 25 7 - - 90
Total funding by province (Ministry of Tourism, Sport

and the ArtS) ... 331 25 275 - - 631
FUuNding from reVENUE GENETALION ... ..ce.itiit et et e et et e et et et et et e et e et e e e ren et s 30
Federal governmMeNnt fUNGING .........ooeuiiiit i e e e e e e et e e e e e e e e 222
I 1= L0 o 11T S 883
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2010 Olympic and Paralympic Winter Games (2010 Olympics)

The province has committed $600 million towards funding of the

2010 Olympic and Paralympic Winter Games. This includes a provincial
contribution towards components that are jointly funded with the federal
government including venues, security, a venue operating trust, live sites, and
the Paralympic Games. It also includes a provincial commitment to medical
costs, First Nations, sports and municipal legacies, and a contingency allocation
earmarked for addressing unbudgeted costs.

Budget 2008 includes $254 million for expenditures within the $600 million
envelope. Coupled with planned expenditures to the end of 2007/08,

provincial expenditures to the end of 2010/11 are expected to be
$600 million. Budget 2008 also includes an allocation of $20 million within
the Contingencies Vote in 2008/09 and $49 million in 2009/10 for managing
unforeseen pressures. This leaves $10 million remaining in the contingency
allocation for 2010/11 that would be available should any post-Games costs

emerge.

Table 2.7 2010 Olympics Funding

($ millions) ;r;; 2007/08 2008/09 2009/10  2010/11 ';rno\:’;':;:
Venues and LIVe SIES .......vviiiiii i 179 59 56 16 - 310
Venues operating endowment ..........c.oveveeviriinineienennns 55 - - - - 55
MediCal. .. ... - 1 4 8 - 13
SECUMEY .ottt e e e e et e e 6 10 10 61 - 87
Paralympic Games .........cooiiiiiiii i - - - 20 - 20
First Nations and municipal legacies .............cc.ccooeeein 32 4 - - - 36
Olympics contingency allocations *................cccoeeeevnnnnn. - - 20 49 10 79

Total contribution to provincial commitment ................. 272 74 90 154 10 600

! Notionally allocated within the Contingencies vote.

Provincial Transportation Investments

Budget 2008 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 2008/09 and 2010/11 the updated transportation plan provides:
e $2.3 billion of provincial investment in transportation infrastructure; and

e $0.7 billion of investment leveraged through federal cost-sharing and
partnerships with private partners, local governments and other agencies.

The three-year transportation plan includes $438 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. Under their Pacific Gateway Strategy,
the federal government has committed $90 million to the North Fraser
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Table 2.8 Provincial Transportation Investments

($ millions) ZSSJA ?f 2008/09  2009/10  2010/11 3%?;"
Transportation Investment Plan
— GAateWaAY PrOGIAM .. ..ttt e e et e e e e e e eeen e eaeaenene 174 233 90 115 438
—Rehabilitation ... 166 146 146 146 438
— Interior and rural Side roads ..........c.coeiee i 78 55 50 50 155
— Oil and gas road rehabilitation ..............ccooooiiiii i 38 42 - - 42
— Mountain pine beetle strategy ...........cocoieveiie i 30 30 30 30 90
— Highway 1 — Kicking Horse Canyon ............ccccoiiieiiiiieiininenennnn. 22 8 15 16 39
— Sea-to-Sky highway ...... ..o 219 110 43 - 153
— William R Bennett Bridge ..........oooeii i e 61 26 1 - 27
— Border crossing infrastructure .............coooiiiii i 54 23 - - 23
— Okanagan Valley COrridor .........oiiieiiiie i e, 22 32 35 24 91
— Cariboo CONNECLOr ProOgram ..........ccouiuieiiiie et eeiee e e 15 31 33 25 89
— Other highway corridors and programs ...........ccoooeeviiieeenineeennn. 119 79 102 68 249
— AIrports @nd POIS ...t e e e 12 11 8 8 27
— Cycling infrastruCture ........ ..o 3 7 7 7 21
Provincial Transit Plan
— Canada Line Rapid Transit Project ............cocooiiii i, 118 - 20 20 40
— Rail rapid transit Projects ........c.oeoeiii i - 2 29 111 142
— Rapid bUS Projects .......oo i 46 23 16 16 55
— Buses and other transit priofities ................ccccoooeiiiiiiiiiinne 29 31 89 30 150

Total provincial investment * ...............ccoooiiiiiiiiei e, 1,206 889 714 666 2,269
Investments funded through contributions from other partners
— Canada Line (contributions from the federal government; South

Coast British Columbia Transportation Authority; Vancouver Airport

Authority; and private sector partner) .............coooiieeiiiieeiiieeaann. 521 202 131 - 333
— Border crossing infrastructure (federal contribution) .................... 19 6 - - 6
— Other federal contributions to Projects .............c..ccoccveevnennens 100 96 114 116 326

Total investments funded through contributions from

OtNEr PAMNEIS ...vvtiie i e e 640 304 245 116 665

! Total provincial investment includes operating and capital spending.

Perimeter Road, and $365 million towards South Fraser Perimeter Road costs.
The Port Mann/Highway 1 project will be procured through a public-private
partnership, financed in part through user tolls.

The updated plan also includes a significant commitment to the provincial
transit plan, including $151 million in new operating funding and $219 million
in new capital funding over four years. Further information is provided in
Table 1.9.

K-12 Education

Budget 2008 provides $144 million over three years in increased funding for
K-12 education. This is in addition to the $648 million allocated in previous
budgets, for a total funding increase of $792 million over three years.

Over the fiscal plan, the K-12 education budget increases by an average of
2 per cent per year while the number of students is projected to decline by
1 per cent per year, resulting in an increase in per pupil funding.
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Chart 2.4 Student enrolment and per pupil funding (public schools)
Enrolment (FTEs) * Per Pupil Funding
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The FTE formula has been updated to more appropriately reflect distributed learning students.

Budget 2008 includes funding to continue the Strong Start program for early
learning. Up to 84 Strong Start centres are currently open and operating, and
$38 million over three years will support a significant expansion with up to
400 Strong Start Centres projected to open by 2010.

In 2007/08, 41,000 public school students enrolled in distributed learning.

Of these, 23,000 were students in grades 10-12 that enrolled in both classroom-
based and distributed learning courses. Boards of Education will be allocated
$37 million to fund distributed learning enrolment in the 2007/08 school year.
By 2008/09, the number of public school students enrolled in distributed
learning is projected to grow by 10 per cent to a total of 44,900 students.
Independent school enrolment is forecast to increase at 2 per cent annually,
and $17 million over three years in new funding has been allocated to meet
statutory funding commitments to independent schools.

Enbancing Health Care

Budget 2008 continues government’s commitment to health care and provides
$2.9 billion over three years in increased funding beginning in 2008/09. This
is in addition to $2.0 billion allocated in previous budgets, for a total funding
increase of $4.9 billion. The budget increases include funding for negotiated
settlements through 2009/10. In 2010/11, Ministry of Health funding growth

is maintained at the same 5.9 per cent growth as in 2009/10 to accommodate
potential wage increases.

New funding for the Ministry of Health accounts for 68 per cent of the
additional Consolidated Revenue Fund budget increases allocated in
Budget 2008 over the next three years.

Budget 2008 provides additional funding of $2.0 billion to health authorities
over the next 3 years, representing an average annual increase of 6 per cent.
The financial forecast for health authorities has been developed by the Ministry
of Health on an aggregate basis. Individual Health Authority budget allocations
and Service Plans will be developed over the coming months and will be
reflected in the updated fiscal plan in the first Quarterly Report.
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Chart 2.5 Ministry of Health budget increases
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Funding for the Ministry of Health programs, including areas such as
PharmaCare, Medical Services Programs and Emergency Health Services
(including BC Ambulance Services) increases by $555 million over the next
three years.

In total, funding to health authorities and ministry programs will rise to

$15.4 billion by 2010/11. This funding will go towards maintaining core health
services and government priorities, including new long-term care beds and
community mental health services, and specific initiatives such as increased
cataract procedures, improved access to services in Surrey, the opening of the
Abbotsford Regional Hospital and Cancer Centre, and the introduction of the
Human Papillomavirus (HPV) Vaccine immunization program to help protect
women and girls from cervical cancer.

Based on feedback obtained during the Conversation on Health, government
is implementing a broad package of changes impacting many areas of the
system, including a range of legislative and regulatory initiatives, to improve
health care for the long term with new emphasis on healthy lifestyles,
prevention and accountability as highlighted in the Speech from the Throne.
A Transformation Fund of $300 million over three years has been established
in the ministry’s budget, that will be used to drive change in the health care
system.

Budget 2008 also establishes a new Innovation and Integration Fund to

assist health authorities in implementing best practices and in integrating and
coordinating the delivery of health services, within a province wide patient
centered funding model. The Contingencies (All Ministries) and New Programs
vote includes an allocation of $50 million for the new funding in 2008/09 and
$25 million in 2009/10.

Priority 2007/08 initiatives of $100 million will be focused on a range of
important medical research initiatives in areas including cancer, neurological
disease and intestinal and liver disorders in children as well as core
promotional activities within the ActNow program in the Ministry of Tourism,
Sport and the Arts.
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Table 2.9 Enhancing Health Care

($ millions) 2007/08 2008/09 2009/10 2010/11 Total

Operating
Services delivered by health authorities (including mental health)........ - 297 588 1,113 1,998
Ministry of Health programs ...........cooiiiiini e - 17 104 434 555
Transformation FuNd ... - 100 100 100 300
Neuroscience Research — UBC brain research centre ...................... 25 - - - 25
Mental lliness — Coast Mental Health Foundation ............................ 1 - - - 1
Paediatric oncology research ........... coooviiiiiiiiiiin 2 - - - 2
Centre for Hip/Health and Musculoskeletal research......................... 10 - - - 10
Cancer research — Terry Fox Foundation ..............cccocoviiiiiivinvnnnn, 30 - - - 30
Children with intestinal and liver disorders — CHILD Foundation ......... 12 - - - 12
Cancer research and care — Li Ka Shing Foundation ....................... 15 - - - 15
Public health initiatives including heart health ................................ 5 - - - 5
Subtotal OPErating .....ovie it e 100 414 792 1,647 2,953
Innovation and Integration Fund (to be funded from contingencies) ..... - 50 25 - 75
o] E oY o T=T - LT o [P 100 464 817 1,647 3,028

Major Capital projects
Victoria Royal Jubilee Hospital inpatient facility ................ccccoeviennn, 6 83 83 10 182

Kelowna General Hospital Ambulatory Care Centre and
EmergencyDepartment & Vernon Jubilee Hospital Diagnostic

and Treatment Building ..........ooovriiiiii e 11 37 63 71 182
Fort St. John replacement hospital ..o - 8 107 64 179
Total CaPItal ..o 17 128 253 145 543

In addition, government is supporting new health capital projects in Victoria,
Kelowna, Vernon and Fort St. John with $543 million over 4 years beginning
in 2007/08 for major health facilities expansions in those areas. As part of the
Northern Cancer Control Strategy, government has committed to a new cancer
centre in Prince George. Preliminary funding for the project is provided in

the health capital plan. This allocation will be refined based on final project
approval in the coming months. Government also intends to upgrade and
expand BC Children’s Hospital facilities. Funding will be allocated from capital
contingencies as the project scope and budget are defined.

Health spending by function includes all health care related spending by

the Ministry of Health and 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, on a summary basis, increases to $14.8 billion in 2008/09, up from
$9.4 billion in 2000/01, a 57 per cent increase.

Strengthening Social Services

Budget 2008 commits $438 million over four years on programs and services
to enhance quality of life for British Columbians.

Included in the $438 million is $104 million of additional funding to reduce
homelessness (see Table 2.11).

Budget 2008 builds on the successes of Budget 2007 with an additional
$104 million over 4 years to implement new and expanded measures to help
break the cycle of homelessness, including:
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Table 2.10 Strengthening Social Services

($ millions) 2007/08 2008/09 2009/10 2010/11 Total
Initiatives to reduce homelessness (see Table 2.11 for details) ......... 3 39 31 31 104
Improved call wait times for residential tenancy services ................. - 2 3 3 8
Increasing childcare spaces and subsidies (federal funding) ............ 33 33 34 35 135
Supporting children and youth at risk and with special needs ........... - 14 14 27 55
Strengthening Aboriginal child and family services ......................... - 5 6 6 17
Supporting persons with developmental disabilities ........................ - 8 14 20 42
Supplements for persons on income assistance ................c..ooeeeen. - 10 10 11 31
INtroduCiNg @ 211 SEIVICE ...vuuie ittt et et aeeeenee - 4 1 1 6
Action plan for positive aging ..........ccuovovivieiiiinie e - 5 8 10 23
Enhancing services to victims of crime and trauma ........................ - 5 6 6 17

TOTAL 1.ttt e 36 125 127 150 438

e An additional $78 million over 4 years to allow emergency shelters to stay
open 24 hours a day/seven days a week to provide on-going support to link
people to existing community services, including more permanent types
of housing. This is in addition to $27 million provided in Budget 2007 to
convert 300 cold wet weather beds to year round shelter beds.

e An additional $2 million over 4 years is also provided for a new Aboriginal
outreach component. More than 2,000 people on the street in about
40 communities across the province have found stable housing as a
result of the $3 million outreach pilot project provided in Budget 20006.
An additional $11 million is provided in Budget 2008 to make the pilot
outreach project permanent as well as to expand homeless outreach services
in 27 communities.

e A pilot program providing 315 rent supplements to assist homeless people
find rental accommodation in the private market will be made permanent
and an additional 750 additional rent supplements will be made available at
a cost of $3 million over 4 years.

e To set the stage for faster delivery of additional, affordable and supportive
housing, the province will provide one-time funding of $10 million in
2008/09 for pre-development costs, such as architectural, geotechnical and
environmental plans and studies, to ensure city-owned sites will be ready to
start construction within a year.

Table 2.11 Reducing Homelessness

(% millions) 2007/08 2008/09 2009/10 2010/11 Total
Keeping emergency shelters open 24/7 .......... 3 25 25 25 78
Expanding homeless outreach services .......... - 3 5 5 13
Additional homeless rent supplements ............ - 1 1 1 3
Funding pre-development costs to fast-track

construction of new supportive housing units - 10 - - 10

TOAl 1ttt 3 39 31 31 104

Budget 2008 provides $8 million over 3 years for the Residential Tenancy
Office to hire additional information and dispute resolution officers to improve
client services and reduce call wait times and waits for dispute resolution
hearings across the province.
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In 2006/07, the federal government eliminated the Early Learning and Child
Care Agreement which represented a loss of approximately $455 million

in federal funding for BC between 2007/08 and 2009/10. In March 2007,

the federal government agreed to provide funding to the provinces and
territories to support the creation of child care spaces. Budget 2008 provides
$135 million over four years for the creation of 2,000 additional child care
spaces. This funding also provides for child care subsidy and operating
funding to support the additional spaces.

Budget 2008 continues government’s commitment to enhancing the quality

of life for children and their families. In Budget 2006, government invested
$421 million between 2005/06 and 2008/09 on programs and services for
children. In Budget 2007, $140 million was invested between 2006/07 and
2009/10 in programs and services to children and youth at risk or with special
needs. Budget 2008 builds on this investment by providing $55 million

over three years. This funding will support service providers in permanency
planning for children-in-care and family supports and includes $20 million for
new or continued access to services for children and youth with special needs.

Government is committed to ensuring culturally appropriate services for
Aboriginal children at risk and their families. Budget 2008 provides a further
$17 million over three years to support the delivery of services for Aboriginal
children in care and building capacity within the Aboriginal community for
child and family services.

Budget 2008 provides $42 million in programs and services to adults with
developmental disabilities and their families. This funding will:

e assist service agencies in providing new or continued access to community
living services including respite care, residential placements and life skills
training;

e implement more manageable caseloads for staff that work with families and
individuals; and

e provide an increased level of quality assurance in managing and monitoring
services to adults, children and their families.

Budget 2008 includes an additional $31 million over 3 years to provide for
increasing costs of and demand for supplementary benefits for persons and
families on income assistance, including residential facilities, medical supplies
and equipment and dental services provided under the Healthy Kids Program.

Budget 2008 provides $6 million to establish a provincial 211 service. This
service will offer one-stop access to a wide range of community and social
services and will provide families and individuals with referrals to basic human
needs resources, such as income assistance, housing, and shelter support as
well as connections to child care, literacy, and employment services.

Budget 2008 provides $23 million over three years to support the Positive
Aging BC Action Plan. This plan is intended to provide a framework for action
over the coming decade to support building systems of support for seniors.
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Budget 2008 provides $17 million over three years for victims service programs
to address caseload issues and introduce the Help Starts Here strategy, which
addresses critical demand pressures in existing services for victims of crime
and trauma and provides new service delivery approaches to address the
unique needs of Aboriginal peoples, women, children, and at-risk populations.
This funding will:

e support service transformation following best practice models to increase
program effectiveness;

e increase services such as outreach programs for victims and support of
victims of violent crime during court cases; and

e develop and implement strategies to address human trafficking into and
within BC.

Justice and Public Safety

Budget 2008 invests $329 million over four years including $165 million
to improve safety and maintain critical services in the justice sector and
$164 million to increase physical capacity in BC correctional centres.

Table 2.12 Justice and Public Safety

($ millions) 2007/08 2008/09 2009/10 2010/11 Total
Operating
Vancouver Community Court Pilot ............cooveviiiiiii e, - 4 4 5 13
Maintaining COUrhOUSES ..........ouiiriiiiiee e e - 6 7 7 20
Meeting justice sector compensation obligations .......................... 2 12 13 20 47
Improving safety in BC correctional centres .............ccooveiviiienennn, 14 15 17 17 63
Increasing community safety through sharing traffic fine revenue .... - 5 5 6 16
Implementation of Ombudsman's recommendations on gaming ...... - 2 2 2 6
QLI L= Lo} o 1= = i1 o RO 16 44 48 57 165
Capital
Increasing capacity in BC correctional Centres ......................c...... 7 22 79 56 164
ICBC
Improvements to BC driver ICENCES .............covveveeiiiieiiieieeiiee - 6 7 7 20

With the Downtown Vancouver Community Court scheduled to begin
operations in 2008, Budget 2008 provides $13 million to fund this innovative
pilot project for a three year period. The project will coordinate justice, health
and social services as part of an integrated solution to address the underlying
causes of crime in downtown Vancouver.

Budget 2008 provides $20 million over three years to maintain courthouses,
develop key information technology systems to support ministry operations,
and provide administrative support to the Superior Courts Judiciary.

Budget 2008 provides $47 million over four years to fund compensation
increases recommended by two independent judicial compensation
commissions for judges, masters and judicial justices of the peace and to fund
compensation increases contained in the 2007 Crown Counsel Association
Agreement for Crown counsel, legal counsel and officers.
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An additional $63 million is provided for enhanced safety initiatives within
correctional centres and new transitional accommodation options for
Aboriginal offenders. This funding will provide for:

e over 120 additional staff in provincial correctional centres to reduce
isolation, increase training, increase supervisory interaction with living unit
correctional officers and increase staffing for off-site inmate escorts; and

e contracted accommodation and specialized resources, including staffing,
meals, facilities and programs, to facilitate reintegration of Aboriginal
offenders into their communities.

Budget 2008 also provides an additional $16 million for Traffic Fine Revenue
Sharing, reflecting the government’s commitment to help local communities
improve policing and public safety, and the Peace River Fair Share Agreement.

In response to the provincial Ombudsman’s recommendations on lottery
retailers, Budget 2008 invests $6 million to implement all 27 of the
recommendations for regulation and oversight of the BC Lottery Corporation’s
activities to enhance registration, equipment and ticket certifications, audit and
compliance functions and investigations.

In addition, Budget 2008 includes $20 million for service improvements and
security enhancements to BC driver licences including improved processes,
card security and facial recognition biometrics. These changes will be funded
by the Insurance Corporation of BC to support both the implementation of the
Canadian Driver Licensing Agreement, a cross-Canada agreement to enable the
exchange of licencing and driver record information between provinces, and
the enhanced driver licence pilot to test the drivers licence as an alternative to
the passport for over land travel between BC and Washington.

Expenses Recovered from External Entities

Expenses recovered from external entities are expected to increase by

$136 million in 2007/08 compared to the projection in the Budget 2008
Consultation Paper, primarily due to federal funding received for the
Conservation Investments and Incentives Initiative Fund, additional healthcare
cost recoveries from insurance and out-of-province claims.

For 2008/09 to 2010/11, annual recovery projections are $30 million,

$22 million and $30 million higher, respectively, than the forecast incorporated
into the Budget 2008 Consultation Paper, reflecting higher projected healthcare
cost recoveries and additional federal funds for childcare and immigration
programs. These increases will be partially offset by lower recovery of interest
costs due to lower interest rate projections and reduced sinking fund earnings.

Service Delivery Agency Expenses

Service delivery agency net spending (i.e. expenses in excess of government
transfers) is forecast to decrease by $212 million in 2007/08 and then increase
by $71 million in 2008/09, $93 million in 2009/10 and $138 million in 2010/11
compared to the Budget 2008 Consultation Paper.
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Revenue

Budget 2008 Plan

Projected net spending by school districts is up $24 million, $14 million and
$42 million in 2007/08 to 2009/10 respectively. The increase in spending in
2007/08 relates to higher forecasted salary costs due to updated staffing level
information and the increases in 2008/09 and 2009/10 are due to increased
operating cost forecasts. In Budget 2008, the net spending of school districts is
expected to be consistent with prior years.

Projected net spending by universities and colleges is down $96 million in
2007/08 due to additional post-secondary funding grants relating to climate
change initiatives and additional funding for medical research projects.

The additional grants are funded through Supplementary Estimates. Projected
net spending by universities and colleges is down $16 million and $10 million
in 2008/09 and 2009/10 respectively due to updated forecasts for research
spending.

In Budget 2008, the net spending of universities and colleges is expected

to increase by $111 million between 2009/10 and 2010/11 mainly due to
spending increases for faculty, research programs and operating costs partially
funded through increases in own-source revenues.

Projected net spending by health authorities and hospital societies is down
$32 million in 2007/08, relatively unchanged for 2008/09 and 2009/10, and
then up $37 million in 2010/11 compared to the Budget 2008 Consultation
Paper. The decrease in 2007/08 reflects additional grants received to fund
health priority initiatives such as 5,000 beds, reduced wait times, health human
resource strategies, and health innovation initiatives.

The 2007/08 forecast update reflects updated projections from health
authorities and hospital societies. The combined health authority/hospital
society projected deficit for 2007/08 is $39 million — down $16 million

from the $55 million deficit forecast in the Budget 2008 Consultation Paper
(down $80 million from the $119 million deficit forecast in Budget 2007),
due primarily to revenue growth from one-time sources. The projections for
2008/09 to 2010/11 have assumed a balanced budget.

Government revenue includes the combined revenues of the CRF, taxpayer-
supported Crown agencies, the SUCH sector, and the net income of
commercial Crown corporations. In Budget 2008, government is introducing
a carbon tax based on GHG emissions from fossil fuel combustion effective
July 1, 2008, and is committed to recycle all amounts collected back to

British Columbians through cuts to personal income, corporate income

and other tax sources. Other tax measures implemented in Budget 2008
totaling $505 million over the fiscal plan are in addition to almost $2.5 billion
announced in Budget 2007. For more details on tax initiatives, see Part 3: Tax
Measures.

Following growth of 7.0 per cent in 2006/07, revenue is forecast to total
$39.4 billion in 2007/08, up 2.3 per cent. The 2007/08 revised forecast
incorporates the effects of 5.6 per cent nominal GDP growth on taxation
revenue (up 6.4 per cent); and higher ICBC net income resulting from
the disposition of Surrey Central City Mall and lower claims costs. These
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Table 2.13 Budget 2008 Tax Measures — 2007/08 to 2010/11

($ millions) 2007/08  2008/09  2009/10  2010/11 Total
Carbon tax .......cooviiiiiiii - 338 631 880 1,849
Recycled carbon tax
— Personal income tax .................... - (217) (415) (547) (1,279)
— Corporate income tax ................... - (121) (216) (333) (670)

Total recycling .........ccoeveveveeennnnn, - (338) (631) (880) (1,849)

Other Tax Measures
Personal income ...............oociv (21) 6 40 40 65
Corporate inCome ..........c.ccevuvveenns. - (49) (49) (20) (118)
Social Service .......cooveviviie i - (26) (26) (18) (70)
FUBL o - 3) 3) 3) 9)
Property ......ooiiiiiiii ?3) (12) (24) (24) (63)
Property transfer ...............ocooev - (30) (30) (30) (90)
Corporation capital ...................cc.... - (36) (74) (110) (220)
Total tax Measures ..........occccv.... (24) (150) (166) (165) (505)

improvements are partially offset by the impacts of tax cuts introduced in
Budget 2007, lower forests revenue resulting from the effects of a rising
Canadian dollar and a weak US housing sector; and declining federal transfers.

In 2008/09, revenue is forecast to decline 2.3 per cent or $910 million, due to
the effects on taxation and forests revenue from a slowing US economy; tax
measures introduced in Budget 2007 and Budget 2008, and a further decline in
federal transfers mainly related to one-time funding received in 2007/08.

Over the next two years as economic growth strengthens due in part to an
improving US economic outlook, revenue is expected to average 3.9 per cent
annual growth, rising $1.4 billion and $1.6 billion in 2009/10 and 2010/11,
respectively.

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

Chart 2.6 Revenue forecast
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Table 2.14 Personal income tax revenue

($ millions) 2007/08 2008/09 2009/10 2010/11
Budget 2008 reVeNUE .........coeeeiiiiiiieeeeeiiieee e 6,741 6,700 6,963 7,302
Budget 2008 measures:

— Recycling to individuals ............cccooooiii - 217 415 547

— Other measures ..........cooeveviiiinie i, 21 (6) (40) (40)
Budget 2007 MEASUIES .......ceevrirererirrieeiieeenreeeenneeens 321 547 575 612
Training tax credit ... ..o 15 15 15 15
Federal government measure (income splitting) ........ 40 40 40 40
Prior-year adjustment ... (42) - - -
Other one-time adjustments ................ccvvvuereennnn. (15) - - -
Base personal income tax revenue .................... 7,081 7,513 7,968 8,476
Annual growth ... 8.4% 6.1% 6.1% 6.4%
Personal income growth (calendar year) ................. 5.3% 4.4% 4.2% 4.5%
Labour income growth (calendar year) ................... 6.0% 4.7% 4.7% 4.8%

e Personal income tax — down 0.6 per cent in 2008/09, and rising 3.9 per cent
and 4.9 per cent over the next two years.

Over the four years, revenue includes the effects of $3.2 billion of tax
reductions provided to BC residents in the 2007 and 2008 budgets —
including an estimated $1,179 million of recycled carbon tax. Adding back
the tax measures, base revenue is forecast to average 6.2 per cent annual
growth over the next three years, consistent with Budget 2008 projections of
personal and labor incomes.

e Corporate income tax — down $878 million in 2008/09 due to tax cuts
implemented in Budget 2008 and abnormally high 2007/08 revenue
mainly reflecting underpayments from the federal government in 2006.
Revenue declines a further $218 million in 2009/10 due to overpayments
from federal government in 2008 and additional tax reductions introduced in
Budget 2008 associated with recycling carbon tax revenue.

In Budget 2008, the government has implemented corporate income tax
reductions totaling $788 million including $670 million of recycled carbon
tax cuts.

Table 2.15 Corporate income tax revenue

($ millions) 2007/08  2008/09  2009/10 2010/11
Advance instalments from the federal government:

—Paymentshare ... 10.2% 10.0% 9.6% 9.4%
Advances before measures .............coevvvieniininnns 1,499 1,550 1,539 1,596
Budget 2008 measures:

— Recycling to corporations ...........cccocevevivinans - (121) (216) (333)

— Other MEASUIeS .......oeiiiie ittt ceee e - (49) (49) (20)
International Financial Activity Act refunds ............ (15) (25) (25) (25)
Prior-year adjustment ............cccooeeveeeeeeeieeeeeeeeenn 737 12 (124) (25)
Corporate income tax revenue ...........c.cceeeeven.. 2,221 1,343 1,125 1,193
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e Social service tax — after incorporating measures introduced in Budget 2008,
annual growth is forecast to average 4.8 per cent over the next three years,
in line with expected consumer and business spending. For full details on

tax initiatives, see Part 3: Tax Measures.

Table 2.16 Social service tax revenue

($ millions) 2007/08 2008/09 2009/10 2010/11
Budget 2008 reVeNUE .........coovveieniiiiieieieeniininnnn, 5,091 5,284 5,563 5,857
Budget 2008 MEASUIES .......ovvvviririinie e - 26 26 18
BaSE rEVENUE ... 5,091 5,310 5,589 5,875
Annual growth ... 8.0% 4.3% 5.3% 5.1%

Annual per cent change (calendar year)
Personal consumption ............cooiiiiiiiiie i 6.2% 5.0% 5.2% 5.2%
INVESTMENT ... e e 9.3% 5.4% 6.9% 6.6%
NOmMINal GDP ... 5.6% 4.2% 5.3% 5.0%

e Property tax — including a new measure for major industrial property,
revenue is expected to average 4.5 per cent growth annually over the three
years, in line with expected inflation and new construction activity.

e Property transfer tax — including tax measures introduced in Budget 2008
targeted to first time homebuyers and moderation expected in the housing
market (consistent with the outlook for BC housing starts), revenue declines
an average of 3.4 per cent annually over the fiscal plan.

Chart 2.7 Property transfer tax
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e Corporation capital tax — phased out over three years to help stimulate
growth and competitiveness in the financial services sector by reducing
tax rates by one-third in 2008/09, an additional one-third in 2009/10 and

the final third effective April 1, 2010.

e Natural gas royalties — relatively flat growth in 2008/09 and 7.9 per cent
average annual growth over the next two years reflects the impacts of
expected changes in price, exchange rate and production volumes over the
2007/08 to 2010/11 period. The government continues to provide royalty
programs and credits to encourage industry infrastructure investment
that will generate oil and gas exploration and development. Robust sales
of Crown land leases in 2007/08 indicate industry’s strong interest in
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exploration and development in BC which could lead to higher future
production. See Appendix Table A.11 for more details regarding natural gas
price forecasts.

Chart 2.8 Natural gas
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e Other — revenue from other energy, metals and minerals increases
$25 million and $112 million in the first two years of the plan due to the
effects of improving mine profitability and increasing coal and electricity
prices. Revenue declines 3.9 per cent or $51 million in 2010/11 mainly due
to falling coal and metal prices.

Chart 2.9 Revenue from energy metals and minerals
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e Forests — From 2004/05 to 2007/08, stumpage revenue from Crown land
harvests has declined 45 per cent due to the effects of a slowing US housing
market, falling lumber prices, the mountain pine beetle infestation and a
rising Canadian dollar.

The prevailing weak lumber prices and US housing market are expected to
continue throughout 2008 resulting in a further stumpage revenue decline
in 2008/09. As prices and markets recover beginning in 2009, stumpage
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Chart 2.10 Crown harvest volume and lumber prices
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revenue increases to $919 million by 2010/11, although still below levels

recorded in the past three years.

Border tax revenue increases in 2007/08 due to the full-year impact of the
Softwood Lumber Agreement 2000, effective October 2006 and declines in
2008/09 reflecting reduced lumber exports to the US in response to weak
markets. The export border tax is assumed to be 15 per cent in 2007/08 and
2008/09 reflecting low lumber prices. Over the last two years of the fiscal
plan, border tax revenue is expected to decline as the export tax rate falls
to 5 per cent by 2010/11, consistent with the assumed recovery of lumber

prices to US$300.

Chart 2.11 Forests revenue
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e Health and social transfers — growth is relatively flat in 2008/09 as the
effects of increasing national bases and a higher BC population share
are offset by declining deferred federal contributions (mainly 2004 Wait
Time Trust) and the effect of $70 million prior-year adjustments recorded
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in 2007/08. Over the next two years, revenue is expected to average
4.7 per cent annual growth, in line with federal commitments of annual
increases for health and social programs of 6 per cent and 3 per cent,
respectively.

Table 2.17 Health and social transfers

($ millions) 2007/08 2008/09 2009/10 2010/11
Canada Health Transfer (CHT) .......oovviiiviiiennn. 3,057 3,243 3,444 3,667
Wait tiIMeS .. e - - 34 34
Health deferral ..........cooiiiiiii 288 144 67 52
Canada Social Transfer (CST) .....ccoooeeiiiiiiiiiinen 1,311 1,407 1,456 1,507
2007/08 Child care spaces funding (one time) .......... 33 - - -
Prior-year adjustments .............cc.cooevviiiiiniennnnn, 70 - - -

Total health and social transfers .................... 4,759 4,794 5,001 5,260
Annual change ........ccooii i 286 35 207 259

Other federal contributions — the one-time ecoTrust ($199 million), the
contribution to the Conservation Investments and Incentives Initiative fund
($30 million) and deferred revenue associated with mountain pine beetle
($33 million) recorded in 2007/08 contribute to the $292 million revenue
decline in 2008/09. Over the last two years of the fiscal plan, other federal
contributions are expected to be relatively flat.

Chart 2.12 Federal contributions
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Commercial Crown Corporation Income

e British Columbia Hydro and Power Authority — BC Hydro’s net income

projections for the Budget 2008 fiscal plan reflect increases in financing and
operating costs resulting from additional borrowings needed to meet capital
asset improvement programs and operating and maintenance requirements.
These requirements are driven by the ageing infrastructure and the need
for increased expenditures to address reliability issues, capacity constraints
caused by demand load growth, and escalating construction costs.

Energy costs are also expected to increase due largely to a greater
proportion of energy requirements being met by energy purchases from new
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sources of supply which cost more than energy from Heritage resources,
and to an increase in the water rental rates paid on hydro generation.

While BC Hydro has incorporated rate increases into its projections, these
rate increases are subject to review by the BC Utilities Commission through
the revenue requirements application process. BC Hydro will be filing its
Revenue Requirement Application for F2009 and F2010 in February 2008.
Actual rate increases may vary and will be determined by the review
process. 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 2008 fiscal plan reflects an increasing sales trend for spirits,
imported wine and draught beer, and lower beverage container handling
costs resulting from the devolution of the recycling program to the industry.

e British Columbia Lottery Corporation — BCLC’s projections for the
Budget 2008 fiscal plan show continued strength in revenue from casinos
and community gaming centres, partially offset by slower growth in lottery
revenue, resulting in a projected increase in provincial income from
$1,026 million in 2007/08 to $1,201 million in 2010/11.

A significant portion of provincial income from gaming is redistributed
to charities and local governments. In Budget 2008, total distributions of
gaming income are projected to increase from $253 million in 2007/08 to
$281 million in 2010/11.

e British Columbia Railway Company — In its Budget 2008 outlook, BCRC
anticipates the sales of residual properties will be completed by the end of
2009. BCRC will continue to operate the Port Subdivision (Robert’s Bank)
as well as invest in the DeltaPort Berth 3 expansion project in support of
government’s ports and gateway strategies.

o Insurance Corporation of British Columbia — ICBC’s premium revenue
outlook for the Budget 2008 fiscal plan includes the full year impact of
the 3.3 per cent rate increase on Basic insurance and a 3.8 per cent rate
decrease on Optional insurance that came in effect on May 1, 2007, as well
as strong vehicle growth. Projected claims costs reflect moderating claims
trends and a slight increase in the discount rate used in calculating current
value of outstanding claims. These improvements are partially offset by
lower expected investment returns and higher projected operating costs,
primarily resulting from road safety, climate action and other business
initiatives.

Full-Time Equivalents (FTEs)

Taxpayer-supported FTEs, including ministries/special offices (CRF) and
service delivery agencies, are projected at 36,095 in 2008/09. This represents
an increase of 1,564 FTEs from 2007/08 and is 1,529 FTEs higher than the
projection in Budget 2007. The increase reflects government’s priority to build
internal capacity in a number of areas, including children at risk and healthcare
as well as reflecting transit expansion.

By 2010/11, FTEs are projected to increase a further 449 to total 36,544 FTEs.
Table 2.18 provides details of changes from Budget 2007. FTEs of the SUCH
sector are not included in these forecasts.
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Table 2.18 Full-Time Equivalents (FTEs) — Changes from Budget 2007

FTEs 2008/09  2009/10 2010/11
Ministries and special offices (CRF):
BUAGEE 2007 «.e ettt et ettt et e e et e et e e et 30,581 31,830 31,830
Changes:
Attorney General (courts services/enforCemMENt) .........ovuveiiiiie i e e 92 - -
Children and Family Development (governance/children with special needs) .................. 261 - -
Health (pharmacare/health line services/stewardship)............ccoviiiiiiiii i i e 382 133 278
Labour and Citizen's Services (alternative service delivery/policy and research)............... 119 - -
Public Safety and Solicitor General (corrections/policing and community safety) ................ 171 - -
Other MINISIrY CRANGES ... ittt e e e e e e e e e ae e 224 71 71
1,249 204 349
Budget 2008 Updated FiSCal PIAN .........uiiiiiiei it ee e 31,830 32,034 32,179
Service delivery agencies ™:
BUAGEE 2007 ..ottt it et et et e e e e e e e e et e e e 3,985 3,990 3,990
Changes:
BC Housing Management Commission — SRO housing management requirements ....... 76 85 85
BC Transit - impact of transit eXPanSIioN ........c.ciiiir i e e e e 144 194 226
Children and family development agencies — program iNCreaSES ..........evveveeerrenrenrinnnnns 27 27 28
Other ChANGES (NEL) ...iuttiit it et e et e e et e et et e e e e e e e e e eaaeee s 33 29 36
280 335 375
Budget 2008 Updated Fiscal Plan ..........cooiiiiii e 4,265 4,325 4,365
Summary:
Ministries and special offices (CRF) ... e e 31,830 32,034 32,179
SErViCe dElIVEIY AQENCIES ...uuiits e 4,265 4,325 4,365
Budget 2008 Updated Fiscal Plan ...........ooiuiiiie it e e e aee e 36,095 36,359 36,544

1 Service delivery agency FTE amounts do not include SUCH sector staff employment.
Ministries/special offices (CRF)

The 2008/09 FTEs projection for ministries and special offices is 31,830 — a

net increase of 1,249 FTEs from Budget 2007. The increase primarily reflects
government’s priority to build internal capacity in a number of areas, including
additional resources for children at risk or with special needs, additional court
enforcement, healthcare, and corrections requirements.

Service delivery agencies

The 2008/09 service delivery agencies FTE projection is 4,265 — an increase of
280 FTEs from Budget 2007. The increase is primarily due to the requirements
for expanded transit service that is part of the provincial government’s climate
action plan. Other increases include additional staff to manage the single room
occupancy accommodations purchased by government in support of low
income housing, and program increases for children and family development
agencies (see Table 2.18). By 2010/11, service delivery agency FTEs are
projected to increase to 4,365, mainly reflecting further transit expansion.

Capital Spending’

In addition to funding municipal and regional infrastructure delivered by
local governments, the province also invests directly in capital infrastructure

! 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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Table 2.19 Capital Spending
2007/08 Budget
- Updated Estimate Plan Plan

($ millions) Budget  oecast 200809 200910 2010111
Taxpayer-supported

Education

SChOO0IS (K=12) t.uviiiiiiiiiite e e 365 426 441 441 438
POSt-SECONArY ......vviii e 857 870 706 578 451

Health ..o 819 973 924 946 881

BC Transportation Financing Authority ....................... 922 1,063 884 639 665

BC TranSit ....cc.viiii i e 44 49 74 175 110

Vancouver Convention Centre expansion project ......... 206 261 288 37 -

Government operating (Ministries) ..............cccoeevveennne. 325 325 286 336 317

Other .o 31 77 56 43 39

Capital spending contingencies ..............ccoeevevennennn.. 295 105 200 175 150

Total taxpayer-supported ...............oeeeeeiiieeeeeennnn... 3,864 4,149 3,859 3,370 3,051
Self-supported

2T O o Y7o o 995 1,109 1,663 1,744 1,921

BC Transmission Corporation ..............c.coeevveeinnnennn. 68 82 21 22 10

Columbia River power projects 2............ccoeeeueeeennnnnn. 30 28 19 154 234

BCRaAIl ... 66 21 30 9 12

LCBC 2 e e 30 24 30 45 55

BC LOEIES ..ot ittt et et e 85 94 124 116 117

Liquor Distribution Branch .............c..ccooeveiiiiinienenn. 18 18 20 19 40

Total self-supported commercial ...............ccevvvvennns 1,292 1,376 1,907 2,109 2,389

Total capital spending .......cccooviiiiiiiii 5,156 5,525 5,766 5,479 5,440

! Includes BC Housing Management Commission, Provincial Rental Housing Corporation and other service delivery agencies.

2 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

3 Includes ICBC Properties Ltd.

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.

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 88.

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.

Taxpayer-supported capital spending is projected at $3.9 billion in 2008/09,
declining to $3.1 billion by 2010/11. Significant elements of this projected

spending include the following:

e Continued management of the $1.5 billion program to seismically upgrade
at-risk schools, as well as the ongoing rehabilitation of schools through-
out the province. The province is providing $915 million in capital funding
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from 2008/09 to 2010/11 to replace, renovate or expand K—12 facilities.
Projects funded include Mission Hills Elementary in Kelowna, Duchess Park
Secondary in Prince George, and Clayton Centre Area Elementary in Surrey.

Budget 2008 includes $600 million in capital funding to post-secondary
institutions throughout the province. Projects funded include the Arts

and Science Building at UBC Okanagan, the UVIC Science building, the
renovation and redevelopment of existing space at the Abbotsford campus
of UCFV, upgraded trades training facilities at the College of New Caledonia,
and places to support Aboriginal learners on campuses at post secondary
institutions throughout the province.

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, and various parking structures and student residences
planned at various campuses throughout the province.

The Ministry of Health will also provide almost $1.2 billion 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 $2.7 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.

— Royal Jubilee Hospital inpatient facility in Victoria.
— Fort St John Hospital replacement.

— Kelowna General Hospital Ambulatory Care Centre and Emergency
Department.

— Vernon Jubilee Hospital Diagnostic and Treatment Building.

— A new cancer centre in Prince George as part of the Northern Cancer
Control Strategy.

— Residential care and Assisted Living projects to support seniors and
people with disabilities throughout the province.

— 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.

— Abbotsford Regional Hospital and Cancer Centre P3 Project.

— 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.
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Government also intends to upgrade and expand BC Children’s Hospital
facilities. Funding will be allocated from capital contingencies as the project
scope and budget are defined.

e Ongoing commitment to the provincial transportation investments
(see page 56 for more information) which will provide $2.9 billion of public
and private sector investment over the next three years. Under the plan,
provincial capital spending for 2008/09 to 2010/11 is directed towards
initiatives such as the new Pitt River Bridge component of the Gateway
Project, Sea-to-Sky Highway improvements, the William R. Bennett Bridge,
the Cariboo connector program, 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.

e Commitments to the Provincial Transit Plan, building on exiting investments
in transit vehicles and projects throughout the province. See page 56 for
more information on the Provincial Transit Plan.

e The Vancouver Convention Centre Expansion Project (VCCEP). Capital
spending for VCCEP on Table 2.19 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 2.6 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.

e The capital plan also includes $164 million to increase physical capacity in
BC correctional centres.

Capital Contingencies

Recognizing that rising construction costs remain a concern, the province
has included a capital contingency 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, the capital contingency will be used to fund emerging government
priorities such as the upgrade and expansion of BC Children’s Hospital, the
revitalization of Robson Square, eHealth projects and energy conservation
upgrades to existing facilities.

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

Financing Capital Projects

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

e cash balances;

e partnerships with the private sector (public-private partnerships);
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Chart 2.13 Capital financed through debt

($ millions) [0 Taxpayer-supported capital spending
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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.

Self-supported capital spending

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

Self-supported capital spending is projected to increase from $1.9 billion in
2008/09 to $2.4 billion in 2010/11. The majority of this capital spending is

for electrical generation, transmission and distribution projects carried out
through BC Hydro to enhance reliability, public safety and growing demand.
In addition to the projects shown on Table 2.20, 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 from provincial sources totaling

$50 million or more are shown in Table 2.20. Annual allocations of the full
budget for these projects are included as part of the provincial government’s
capital investment spending shown in Table 2.19.

In addition to financing through provincial sources, major projects may be
cost-shared with the federal government, municipalities and regional districts,
and/or the private sector. Total capital spending for these major projects
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Table 2.20 Capital Expenditure Projects Greater Than $50 million *

Projected Total Costs Projected Total Project Financing
Completion to Costs to Capital Internal/ Federal Other
($ millions) Date Dec. 31, 2007 Complete Costs Debt Government Contributions
Post secondary facilities
University of Victoria
— Science building ..........ccooiiiiiiiii Spring 2009 18 49 67 57 - 10
University of British Columbia
— Marine Drive student housing .............ccecvvvviniinns Spring 2009 87 16 103 83 - 20
Vancouver City College
— Broadway (King Edward) Campus expansion . Winter 2008 31 25 56 53 - 3
Total post-secondary facilities ...................c......... 136 90 226 193 - 33
Health facilities
Vancouver General Hospital redevelopment project ... Spring 2008 155 4 159 159 - -
Abbotsford Regional Hospital and Cancer Centre
— Government dir€Ct COSt .......cuoviviiiniiiiiiiniinaans Summer 2008 26 - 26 26 - -
—PBCONACE? ..ot Summer 2008 367 82 449 378 - 71
Surrey Outpatient Facility ....... Spring 2010 4 194 198 198 - -
Victoria Royal Jubilee Hospital inpatient facility® ....... Spring 2010 4 305 309 182 - 127
Fort St. John Hospital replacement Fall 2010 - 268 268 179 - 89
Expansions to Kelowna General and Vernon Jubilee
HOSPItAIS 3. Fall 2010 - 290 290 182 - 108
Total health facilities ...............ccoccovi . 556 1,143 1,699 1,304 - 395
Transportation
Trans Canada Highway — 10 Mile (Park) Bridge
— Government direCt COSt ..........cooeeniiiiiiiiiiniinans Summer 2007 61 3 64 2 62 -
—P3contract?............ ... Summer 2007 74 5 79 79 - -
Pitt RIVEr Bridge .......eveniiiiiiiiteie e e Spring 2010 72 126 198 108 90 -
Sea-to-Sky Highway
— Government dir€Ct COSt .......c.ovvviniiniiiiiiiiniineans Summer 2009 158 76 234 234 - -
—P3CONACE? ... Summer 2009 374 187 561 561 - -
William R. Bennett Bridge 2 ..........c..cccooeveereeevnennn.. Summer 2008 128 57 185 185 - -
Total transportation .............c.cccveeieeiieininnnnnnnnn. 867 454 1,321 1,169 152 -
Power generation and transmission
BC Hydro
— Mica Dam — generator stator replacement ............. Spring 2010 51 46 97 97 - -
— Peace Canyon Dam — generator stator
replacement and rotor modification ...................... Fall 2009 39 47 86 86 - -
— Coquitlam Dam seismic upgrade ................coeevvnns Fall 2008 56 10 66 66 - -
— Aberfeldie redevelopment ...... Fall 2008 38 57 95 95 - -
— GM Shrum G2-G4 stator replacement .................. Summer 2010 29 46 75 75 - -
— Peace Canyon G1-G4 turbine overhaul ................ Fall 2009 20 35 55 55 - -
— Revelstoke Unit 5 project 4 Fall 2011 37 313 350 350 - -
— Vancouver Island Transmission Reinforcement®..... Fall 2008 83 204 287 287
— Mission and Matsqui Area Supply® Spring 2009 30 27 57 57
BC Transmission Corporation
— System control centre modernization project .......... Fall 2008 110 23 133 133 - -
Brilliant Expansion Power Corporation
— Brilliant Dam power expansion ............................ Summer 2007 198 7 205 205 - -
Total power generation and transmission .............. 691 815 1,506 1,506 - -
Other
Vancouver Convention Centre expansion project....... Summer 2009 474 409 883 541 222 120

-

N

accounting guidelines. See the Capital Financing and Debt Management topic box for further information.

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. Capital costs reflect current government accounting policy.
The following table shows the breakdown between capital and operating costs for each existing P3 contract as originally allocated and under new P3

Total Original Allocation

Total Current Allocation

P3 Project Capital Operating Total Capital Operating Total
Cost Expense Contract Cost Expense Contract
Abbotsford Regional Hospital and Cancer Centre ......................... 356 1,326 1,682 449 1,233 1,682
Trans Canada Highway — 10 Mile (Park) Bridge ............................ 66 186 252 79 173 252
Sea-to-SKy Highway .........coooiiiiiiiii e 366 1,247 1,613 561 1,052 1,613
William R. Bennett Bridge ..........covvvviiiiiiiiiiiciiii e 144 442 586 185 401 586

w

IS

project.

@

and in the utility industry, and due to higher legal and environmental expenses.

=)

Figures shown for the Surrey, Victoria Royal Jubilee, Fort St. John, Kelowna General, and Vernon Jubilee hospital projects are based on preliminary
Treasury Board approvals. These amounts will change after P3 contracts are finalized.
Total costs for Revelstoke Unit 5 range from $280 million to $350 million with forecast completion in 2010/11 or 2011/12, depending on final scope of the

Total costs for VITR have increased from $249 million to $287 million primarily as a result of cost escalation related to current market conditions in BC

Total costs for the Mission Matsqui Area Supply project from $41 million to $57 million primarily as a result of changes in scope and cost escalation.
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Provincial Debt

is $5.3 billion, reflecting financing of $4.4 billion through internal sources
or borrowing, $374 million from federal government contributions and
$548 million from other sources including private donations. Major capital
investments include:

e $226 million for post-secondary facilities including a new science building
at the University of Victoria, student residences at UBC, and expansion of
Vancouver City College’s Broadway (King Edward) Campus.

e $1.7 billion for health facilities including the Abbotsford Regional Hospital
and Cancer Centre; the Surrey Outpatient Facility; expansions to the
Victoria Royal Jubilee, Kelowna General and Vernon Jubilee hospitals, and
replacement of the Fort St. John hospital.

e $1.3 billion 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.

e $1.2 billion for power generation and transmission capital projects by
BC Hydro, BC Transmission Corporation and the Brilliant Expansion Power
Corporation.

e $883 million for the Vancouver Convention Centre Expansion Project.

The provincial government along with its Crown corporations and 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 $1.8 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.

In 2007/08, provincial debt is forecast to total $35.0 billion, $1.8 billion below
budget. In 2008/09, provincial debt will increase $2.7 billion from the 2007/08
updated forecast to total $37.7 billion. The 2008/09 change reflects:

e a $949 million increase in taxpayer-supported debt reflecting a $1.8 billion
increase in other taxpayer-supported debt mainly to finance net capital
requirements, offset by a reduction in operating debt;
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Table 2.21 Provincial Debt Summary *?
2007/08 Budget
(% millions unless otherwise indicated) Bud Updated Estimate Plan Plan
UGl Forecast  2008/09  2009/10  2010/11

Taxpayer-supported debt

Provincial government direct operating debt ............... 9,125 8,246 7,408 6,880 6,452

Other taxpayer-supported debt (mainly capital)

EdUCAtION 2., .. et e e, 8,399 8,290 8,755 9,329 9,782

Health 2. ... e e, 3,348 3,380 3,945 4,479 4,959

Highways and public transit ..., 6,202 6,243 6,916 7,524 8,048

Other ... e 729 633 717 761 803

Total other taxpayer-supported debt ...............ccc.c....... 18,678 18,546 20,333 22,093 23,592
Total taxpayer-supported debt ..o, 27,803 26,792 27,741 28,973 30,044
Self-supported commercial Crown corporations debt ..... 8,284 8,061 9,250 10,332 11,754
Total debt before forecast allowance ............................ 36,087 34,853 36,991 39,305 41,798
Forecast allowance “.............cooiiiiii i 750 150 750 675 675
Total provincial debt ............ccoiiiiiii 36,837 35,003 37,741 39,980 42,473
Debt as a per cent of GDP

Provincial government direct operating .............cc.coevevveenns, 4.9% 4.3% 3.7% 3.3% 2.9%

Taxpayer-suppPorted ........cooceviie it e e e 14.8% 14.1% 14.0% 13.9% 13.7%

Total provinCial ...........oiiiii 19.6% 18.4% 19.0% 19.1% 19.4%
Taxpayer-supported debt per capita ($) ......oeovvevvviinnnnn. 6,378 6,117 6,248 6,441 6,593
Taxpayer-supported interest bite (cents per

dollar of revenue) ... 4.7 4.1 4.5 4.5 4.6

! 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.

3 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 which agency would require this debt is unknown,

the borrowing allowance is shown as a separate item over the plan.

e a $1.2 billion increase in commercial Crown corporation debt, mainly to
fund power generation and transmission capital projects by BC Hydro; and

e 2 $600 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 $956 million reflecting continued surpluses, while other

taxpayer-supported debt will increase $3.3 billion mainly to finance capital

requirements.

Self-supported debt will increase $2.5 billion over 2009/10 and 2010/11, mainly
to fund power generation and transmission projects which will refurbish aging
infrastructure and expand capacity to support the province’s economic growth.

The debt forecast assumes a forecast allowance of $750 million in 2008/09,
decreasing to $675 million in 2009/10 and 2010/11 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.
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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 2.22 Reconciliation of Summary Surpluses to Provincial Debt Changes

Updated

Budget

- ) Plan Plan
($ millions) Forecast Estimate
2007/08 2008/09 2009/10 2010/11

Operating statement SUIPIUS ....oooveietiiie e e (2,970) (50) (150) (150)

Taxpayer-supported capital Spending ...........coovviiiiiiie i 4,149 3,859 3,370 3,051

Increase (reduction) in cash and temporary investments .................. 1,102 (1,366) (480) (8)

Amortization (non-cash expense included in the surplus) .................. (1,563) (1,781) (1,821) (1,910)

Net increase in commercial Crown corporations (mainly capital) ........ 588 1,189 1,082 1,422

Other balance sheet and working capital changes ........................... (707) 887 238 88
Total provincial debt increase (decrease) .........cccoeveeeiiiiiiiinnennnns. 1,599 2,738 2,239 2,493

Table 2.22 reconciles forecast surpluses with changes in debt. 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.

Table 2.23 Provincial Financing

Debt Estimated Estimated
- 2007/08 Debt * 2008/09 Transactions Debt *
Outstanding ) )
at March 31 Debt Outstanding N Refi Outstanding
($ millions) ! Change at March 31, evy B etlr_er_nen3t Net at March 31,
2007 2008 Borrowing Provision Change 2009
Taxpayer-supported debt
Provincial government direct operating ..... 9,505 (1,259) 8,246 1,271 (2,109) (838) 7,408
Education ®.........ccoooeeiiiiiieeeiiiii e 7,633 657 8,290 903 (438) 465 8,755
Health ... 2,870 510 3,380 832 (267) 565 3,945
Highways and public transit .................... 5,378 865 6,243 1,075 (402) 673 6,916
Other debt®..........coovvvviiiiiiiiiiie e, 545 88 633 104 (20) 84 717
Total taxpayer-supported debt .............. 25,931 861 26,792 4,185 (3.236) 949 27,741
Self-supported commercial Crown
corporations debt ............ccoooiiiiiii 7,473 588 8,061 837 352 1,189 9,250
Total self-supported debt..................... 7,473 588 8,061 837 352 1,189 9,250
Forecast allowance ............cc.ooeeeevivnennss - 150 150 600 - 600 750
Total provincial debt .............cooviviiiinnn, 33,404 1,599 35,003 5,622 (2,884) 2,738 37,741

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

3 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.

5 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.

Budget and Fiscal Plan— 2008/09 to 2010/11



Three-Year Fiscal Plan 81

The taxpayer-supported debt to GDP ratio is forecast to decline from
14.0 per cent in 2008/09 to 13.9 per cent in 2009/10 and to 13.7 per cent in
2010/11, keeping debt affordable for future generations of British Columbians.

However, taxpayer-supported interest costs are expected to rise to 4.6 cents
per dollar of revenue by 2010/11, due to higher interest rates and increased
taxpayer-supported capital debt.

Table 2.23 summarizes the provincial financing plan for 2007/08.

New borrowing of $5.6 billion is anticipated, of which $2.9 billion will be used
to replace maturing debt and $2.1 billion will be used for capital and other
financing requirements. The remaining $0.6 billion reflects an increase in the
debt forecast allowance.

Additional details on the debt outstanding for government, Crown corporations
and service delivery agencies are provided in Appendix Tables A16 and A17.

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, commercial Crown corporation, and
service delivery 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, and 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 2.24 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

Table 2.24 Key Fiscal Sensitivities

Annual Fiscal Impact

Variable Increases of: ($ millions)
NOMINAI GDP ....cvvviiiiiiiii e e 1% $150 — $250
Lumber prices (US$/thousand board feet) ........ $50 $75-$1251
Natural gas prices (Cdn$/gigajoule) ................ $1 $275 - $325
US exchange rate (US cents/Cdn $) ............... 1 cent -$25 to -$40
Interestrates ..........ooviiiiiiiiii e 1 percentage point -$90
DT o] P $500 million -$23

1 Sensitivity relates to stumpage revenue only. Depending on market conditions, changes in stumpage
revenues may be offset by changes in border tax revenues.
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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.

Forecast Allowance

In Budget 2008, the government continues its prudent approach of building
forecast allowances 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.

Forecast allowances of $750 million in 2008/09, and $675 million in each of
2009/10 and 2010/11 are included the budget. The Budget Transparency and
Accountability Act requires disclosure of such adjustments to the most likely
fiscal result.

Corresponding borrowing forecast allowances have also been included in the
provincial debt forecast for 2008/09 through 2010/11, increasing the total debt
forecast compared to the most likely forecast.

Own Source Revenue

The main areas that may affect own source revenue forecasts are BC's overall
economic performance, the 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 4: British Columbia Economic Review and Outlook.

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, or low lumber prices (as are currently
being experienced) may have a positive or negative effect on natural resource
revenues in the near term, until supply/demand imbalances level out.

Income tax revenues can be affected by timing lags in reporting current and
prior years tax assessments by the Canada Revenue Agency.

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.

In particular, the federal government recently announced a $1 billion dollar
Community Development Trust, of which BC’s estimated per capita share

is $129 million; however, neither revenue nor associated spending plans
have been reflected in Budget 2008. Revenue has not been included in the
budget as the accounting treatment of these funds has not yet been finalized.
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Spending plans will be prepared based on community needs and in line
with the purposes of the trust. An update on the impacts of this trust will be
reflected as part of the first Quarterly Report for 2008/009.

Budget 2008 does not include any federal funding or associated spending
in respect of labour market agreements currently being negotiated with the
federal government.

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

Commercial 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.

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. BC Hydro’s and ICBC’s results may
be affected by the outcome of BC Utilities Commission decisions on current
and future rate applications.

New decisions or directions by 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

Three-year aggregate financial plans for the SUCH sector have been developed
by the Ministries of Health, Education and Advanced Education based on
broad policy assumptions and the funding for SUCH sector organizations
included in the respective ministry budgets. Since these are aggregate

plans, they have not been signed off by the boards of the health authorities,
universities and colleges or school districts.

Due to the on-going work stemming from the Conversation on Health,
including new legislation and other policy changes, government has not
communicated funding decisions to health authorities in advance of this
years’ budget. Similarly, government is assessing progress against its plan to
increase access to post secondary education, particularly given the significant
challenges with labour and skills shortages. As a result, funding information
was not provided to universities and colleges prior to budget.

Final financial plans, based on government funding to be communicated after
budget, are still subject to formal approval of the respective boards. Final
approved plans may, therefore, differ from the ministry developed forecasts
included in the budget.
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Spending

The spending forecast contained in the fiscal plan is based on ministry and
taxpayer-supported Crown corporation and agency spending plans and
strategies. Details on major assumptions and sensitivities resulting from
changes to those assumptions are shown in Appendix Table A12 and in
ministry service plans. The main spending issues follow.

Compensation

Many of the wage agreements reached in the last round of public sector
negotiations expire by the end of 2009/10. In 2010/11, Ministry of Health
funding growth is maintained at the same rate as for the previous year to
accommodate wage increases in that sector, and an increased contingency vote
allocation has been provided for other sectors.

Contingency Vote
Contingencies
A Contingency vote of $375 million is included in 2008/09, rising to

$390 million in 2009/10 and $400 million in 2010/11. These contingencies
represent roughly 1 per cent of overall government expense.

Table 2.25 Notional Allocations to Contingencies

($ millions) 2008/09 2009/10 2010/11
Innovation and Integration Fund ... 50 25 -
ClimMate ACLION ...t 23 20 19
2010 Olympics — preliminary allocation of contingency amount ... 20 49 10

Subtotal notional allocations ..........c.ccoeviiiiiiiiiineien, 93 94 29
Unallocated cONtiNgENCIES ........vvvviieiee i eee e eee e 282 296 371

Total contingencies before compensation ...................... 375 390 400
2010/11 compensation CONtiNGENCIES ..........ceeevveneeeeeiieaeeeennn, - - 400

Total CONtINGENCIES ..o.iv it e 375 390 800

The contingency amounts provide $75 million for the Innovation and
Integration Fund. This fund will assist health authorities in implementing best
practices and in integrating and coordinating the delivery of health services.

The work of the Climate Action Secretariat and the Climate Action Team

is in its initial stages, and the Citizen’s Conservation Council has yet to be
established. These groups, as well as other entities in government, could
propose additional initiatives worth pursuing and therefore an allocation of
$62 million over three years has been provided for within the contingencies
vote.

The contingency amounts also include the remaining $79 million contingency
that is earmarked to help address cost uncertainties in areas related to staging
and hosting the 2010 Winter Olympic and Paralympic Games (2010 Winter
Games), including security. Both the Province and Canada are continuing to
review the various planning assumptions to be used in finalizing the security
budget for the 2010 Winter Games. However, the level of security resources
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ultimately committed will depend on various factors, including broader
domestic and international conditions leading up to and during the 2010
Winter Games. As such, the security area will continue to represent a risk
requiring close monitoring and attention.

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; and

e pressures for costs that are currently budgeted based on estimates whose
final value are impacted by external events or prices.

Contingencies — Compensation

Budget 2008 includes $400 million in 2010/11 for the next round of wage and
benefit contract negotiations.

Public Sector Program Delivery

The vast majority of government-funded services are delivered through third
party 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 non-wage inflation. The government also 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 estimates 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.

Treaty Negotiations and the New Relationship

The provincial government is committed to building a new relationship with
First Nations and Aboriginal people based on mutual respect, recognition, and
reconciliation of Aboriginal rights and title. The vision for the New Relationship
was established in 2005 and government continues to partner with Aboriginal
leadership to develop new means and structures that promote co-operation
and workable arrangements with a goal of closing the gap that exists between
Aboriginals and other British Columbians.

Government remains committed to negotiating treaties which provide certainty
regarding ownership and use of provincial Crown land and resources.

In November 2007, legislation to establish the first two treaty Final Agreements
under the BC Treaty Commission process, with the Maa-nulth and Tsawwassen
First Nations, received Royal Assent in the British Columbia legislature. Both
Final Agreements have been ratified by the respective First Nations and now
require signing and legislative approval by the federal Parliament before taking
effect. Implementation and settlement costs associated with the two Final
Agreements have been accounted for in the fiscal plan. Government continues
to negotiate treaties and their impact on the fiscal plan will depend on the
outcome of negotiations.
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Government is also considering new types of lasting agreements between

the province and First Nations that provide land and resources to support the
immediate social and economic needs of Aboriginal communities. The nature
of these new agreements is evolving and will likely have associated costs that
impact the fiscal plan.

The province is involved in litigation with First Nations relating to aboriginal
rights. Settlement of these issues, either in or out of court, may result in
additional costs to government.

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;

e the application/interpretation of accounting treatments;
e the success of public-private sector partnership negotiations; and

e rising building material costs and upward pressure on wages stemming from
shortages of skilled workers.

Unfunded Liabilities

The Public Service, Teachers, College and Municipal Pension Plans — the four
major public service plans — are joint trusteeship plans. Actuarial evaluations
are conducted on each plan every three years, and a report is received within
one year of the evaluation. In the event that the actuarial evaluation indicates
a plan deficit, the pension boards are required to address the shortfall by
contribution adjustments or other means.

e The most recent actuarial valuation report for the Public Service Pension
Plan as of March 31, 2005 indicated a $767 million liability. Contribution rate
increases of 1.88 per cent for both members and employers were required
effective April 1, 2006 to address the deficit.

e The most recent actuarial valuation report for the Teachers’ Pension Plan as
of December 31, 2005 indicated a $904 million liability. Contribution rate
increases of 1.61 per cent for both members and employers were required
effective July 1, 2007.

e The most recent actuarial valuation report for the College Pension Plan as of
August 31, 2006 indicated a $54 million liability. Contribution rate increases
of 0.51 per cent for both members and employers were required effective
September 1, 2007.
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e The most recent actuarial valuation report for the Municipal Pension Plan as
of December 31, 2006 indicated a surplus of $438 million.

e The next actual valuation report for the Public Service Pension Plan as of
March 31, 2008 is expected to be received by March 31, 2009; the report
for the Teachers’ Pension Plan as of December 31, 2008 is expected to be
received by December 31, 2009; the report for the College Pension Plan as
of August 31, 2009 is expected to be received by August 31, 2010; and the
report for the Municipal Pension Plan as of December 31, 2009 is expected
to be received by December 31, 2010.

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. 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.

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. 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). 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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Capital Financing and Debt Management

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.

Financing government’s capital plan
Total capital spending
($ millions) —

$3,859
Source of financing $3,370 -
$3,051
Available cash from $1,738
surpluses and $1.271
operations ' $1.215
Capital contributions — $425 $378
. $378
— 348 394
P3 liabilities $ $ 5205
Direct borrowing — | $1,348 $1,327 $1,253
2008/09 2009/10 2010/11

Capital is costly to build, operate and
maintain. Furthermore, while surpluses help
finance capital spending, borrowing is also
required to fully finance the provincial capital
spending program. Careful planning and
budgeting is important so government can
build new capital, and update existing capital,
while leaving the province’s finances in good
order for future generations.

In order to ensure value for British
Columbians from capital spending and to
promote efficiency in the allocation of capital
funding, the government has promoted
public-private partnerships and is reviewing
how it manages capital grants to service
delivery agencies, including the SUCH

sector (schools, universities, colleges and
health organizations). Development of these

capital plan will meet the needs of the
province, while at the same time keeping
debt affordable for current and future
citizens. The government is committed

to maintaining a downward trend in the
taxpayer-supported debt to GDP ratio, using
a three-year moving average, which is a key
measure used by financial analysts, investors,
and bond rating agencies to assess whether a
province can sustain its level of borrowing.

Taxpayer-supported debt to GDP ratio

per cent
21.3%

20.6%. -~ -

20.8% Forecast

20.0%

203% %%

20.2% 3-year moving average

debt to GDP ratio

18.3%

/ " 1;/;\ 14.8%

N 19
Annual debt to GDP ratio R 14.1% 14.0% 13.9%

14.1%  14.0%  13.9% 13.7%

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11
The key planning and accountability measure
used by the provincial government for

capital financing and debt management is
debt allocations for each sector of taxpayer-
supported debt: health, K-12, post-secondary,
transportation and other. Capital plans are
then prioritized within the available financing
to ensure program requirements are met on a
timely basis. Also, debt allocations encourage
sectors to seek out the most efficient means
of financing their capital requirements. Use
of sector debt allocations will help ensure
that overall government debt targets are met,
while allowing for flexibility within sectors.

Table 1 Taxpayer-supported Debt — Sectoral Allocations

2007/08 Budget
processes will result in improvements to how Updated  Estmate  Plan  Plan
. . . ($ millions) Forecast 2008/09 2009/10 2010/11
capital and capital funding are reported. Taxpayer-supported debt
Government direct operating debt .... 8,246 7,408 6,880 6,452
Other agency debt (mainly capital)
Education (K-12) ........ccceivvivviiiiineenns 4,959 5,235 5,513 5,794
PrUdent management Post-secondary ... 3,331 3,520 3,816 3,988
Health ... 3,380 3,945 4,479 4,959
. . . . High d public t it . 6,243 6,916 7,524 8,048
The relationship between capital spending ~ gumreser o B3 s s s
and debt requires the province to establish Total other agency debt ................. 18546 20,333 22,093 23,502
an accountability measure that ensures the Total taxpayer-supported debt .......... 26,792 27,741 28,973 30,044
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Public Private Partnerships
Over the past 5 years, British Columbia has Original reporting on the capital cost of
emerged as a leader in North America in these projects focussed on construction
the use of public-private partnerships (P3s) costs as the means of allocating the contract
to deliver public-use infrastructure. P3s amount between capital cost and operating
are a relatively new procurement method expense. The P3 accounting guidelines
that transfers capital project risks from recently developed by the Office of the
government to the private sector through Comptroller General in accordance with
fixed price agreements, guaranteed delivery generally accepted accounting principles,
dates, long-term warranties and guarantees clarified that the costs allocated to capital
of performance. Payments to the P3 for these projects must also include
concessionaire are subject to meeting interest during construction and project
performance standards, and usually include management COSts.
penalty provisions for non-performance.
The application of P3 accounting
Under a public-private partnership contract, guidelines has resulted in a restatement
a concessionaire constructs a specified of the cost allocation between capital
capital asset, and operates and maintains cost and operating expense for existing
it for a term specified by the contract. P3 contracts. Most projects have seen an
In return, the provincial government increase in the allocation to capital cost,
either pays the concessionaire an annual with a corresponding decrease to operating
unitary service payment, or allows the expense, as is shown in the table below.
concessionaire to charge a toll to users of
the asset. The payments, or the tolls, cover Under P3 accounting, the capital cost is
both the cost of the capital asset plus the presented as an asset on the provincial
ongoing operating expenses over the term government’s balance sheet that is offset by
of the contract. an equivalent liability, or debt, to pay for
the capital cost. However, a feature of the
When government began entering into unitary service payment is that it provides
P3 contracts, there was little in the way for the retirement of the liability/debt by
of pre-existing guidelines specific to the end of the contract. This feature reduces
P3 accounting. While the total contract the build up of debt as new capital is
amount was known, it was based on a constructed.
unitary payment for service based on
performance that combined the provision The application of P3 accounting guidelines
of a capital asset with ongoing operation does not affect the total contract amount or
of the asset. For accounting and reporting the amount of the annual service payment
purposes, it was unclear as to how much to the concessionaire. Nor does it impact
of the contract amount should be allocated the estimated benefits to the public of the
to capital cost and how much toward P3 agreement in comparison to alternate or
operating expense. more traditional procurement methods.
Table 2 Impact of New P3 Accounting Guidelines on Allocation of Contract Costs
Total Original Allocation Total Current Allocation
Capital  Operating Total Capital  Operating Total
Cost Expense Contract Cost Expense Contract
Abbotsford Regional Hospital and Cancer Centre ... 356 1,326 1,682 449 1,233 1,682
Trans Canada Highway — 10 Mile (Park) Bridge ..... 66 186 252 79 173 252
Sea-to-Sky Highway ..........cccoviiiiii i 366 1,247 1,613 561 1,052 1,613
William R. Bennett Bridge ...........cccoovvviveiieiininnnnns 144 442 586 185 401 586
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Capital Funding

Capital funding provided to service delivery
agencies in the SUCH (schools, universities,
colleges and health organizations) and
transportation (BC Transit and RTP 2000
Ltd.) sectors is currently accounted for in the
consolidated revenue fund (CRF) as prepaid
capital advances (PCAs). PCAs were created
as a means of reporting all the assets
acquired with public money and, prior to
the full consolidation of the SUCH entities
in the Public Accounts, were disclosed as
capital assets on the government’s balance
sheet. Consolidation of the SUCH sector
eliminated the presentation of PCAs in the
Public Accounts; however, they remain as

a CRF financing transaction in the annual
Estimates.

In order to promote more transparent
disclosure of all the funding provided to

the SUCH and transportation sectors, and

to improve efficiency in managing capital
funding to service delivery agencies in these
sectors, government is reviewing whether
to record capital funding provided to SUCH
and transportation service delivery agencies
as “grants restricted for capital purposes”
(restricted capital grants), rather than the
current practice of recording these advances
as PCAs. Under this option, capital funding
would no longer be reported as a financing
transaction, but as part of the grants to
agencies.

The amortization of the PCA assets that was
previously charged to the appropriations
for the Ministries of Advanced Education,
Education, Health, and Transportation

(the ministries) would be eliminated as
would all existing PCA balances in the

CRF. As well, debt service costs would be
centralized in the Management of Public
Funds and Debt (MOPD) Vote, rather than
being allocated to the ministries’ votes.
Total debt servicing costs would remain the
same and this classification is consistent
with the presentation in the Public
Accounts.

The proposed changes would clarify the

total capital and operating funding provided

to SUCH and transportation sector service
delivery agencies by disclosing the total grants
(operating and capital) in one place, the
ministry vote. The change would improve cash
and debt management processes by allowing
debt to be managed on a consolidated basis;
streamline operations; improve accountability;
and facilitate simpler, more efficient debt
service cost management. The ministries would
no longer be required to track, allocate and
budget for debt servicing costs that they have
limited ability to control.

The change from issuing PCAs to issuing
restricted capital grants impacts only the CRF.
In the Public Accounts, PCAs are currently
eliminated on consolidation of the SUCH
agencies to avoid double counting of expense,
and the new restricted capital grants would
receive the same accounting treatment.

While individual ministry appropriations

may decrease, there would be no impact on
total funding received by school districts,
universities, colleges, health authorities, or
transit programs, nor does it change how the
agencies may use the funding they receive.

As well, total expense would remain the same.

These proposed changes have not been
reflected in the 2008/09 Estimates and the
2008/09-2010/11 Budget and Fiscal Plan as
government is in the initial stages of discussing
the changes with the SUCH and transportation
sectors and developing conversion procedures.

An illustrative example of the impact of

these changes on the funding for educational
programs and the appropriation for the
Ministry of Education in the 2008/09 Estimates
is provided below. The changes would have a
similar impact on the ministries of Advanced
Education, Health, and Transportation.

The change in how capital funding is managed
would have no impact on total debt, as the
funding for either PCAs or restricted capital
grants would come from the CRF. Regardless
of how the appropriations are structured, the
borrowing requirements are the same.
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Table 3 CRF Impact of Change from PCAs to Restricted Capital Grants
Ministry of Education MOPD Total
($ millions) 2008/09 Impact of Restated 2008/09 Impactof Restated 2008/09 Impactof Restated
Budget  Change Budget Budget  Change Budget Budget  Change Budget
Core Business
Educational programs — operating ......... 5,009 - 5,009 - - - 5,009 - 5,009
Educational programs — capital ............ - 305 305 - - - - 305 305
Debt Servicing ........ccooeviieeeiiiiiiiieeen, 375 (375) - 402 375 77 77 - 77
PCA amortization ....... 196 (196) - - - - 196 (196)
Public libraries ..............cooi 16 - 16 - - - 16 -
Management services ........................ 21 - 21 - - - 21 -
Executive and support services ............ 58 - 58 - - - 58 -
Total VOte ...oovviiiiiei e 5,675 (266) 5,409 402 375 777 6,077 109 6,186
Capital Financing
Educational programs — PCAs .............. 305 (305) - - - - 305 (305)
Total educational programs funding ...... 5,314 - 5,314 - - - 5,314 - 5,314

Continued monitoring and prudence

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
while keeping debt affordable.

At the same time, recognizing that rising
construction costs are currently a concern, the
province has included a capital contingency
averaging 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.

The combination of constant improvement to
capital procurement and funding management
processes, the use of debt allocations as a
key accountability measure and prioritization
of capital projects within those allocations,
and the provision for unusual circumstances
through capital contingencies will ensure the
robustness and affordability of the province’s
capital plan.
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Building on British Columbia’s Strengths

British Columbia is the home, workplace

and community for over 4 million people.
Over the span of its history, British Columbia
has always welcomed people seeking to fulfill
their dreams and prosper. The willingness

of individuals to invest time and energy

into building British Columbia has made the
province the envy of many around the globe.

The government recognizes that keeping
British Columbia an attractive place to live and
invest is essential for the province’s continued
growth and prosperity. Indeed, government
policies have contributed to a remarkable
improvement in British Columbia’s business
investment activity over the last seven years.
The positive investment climate has, in turn,
contributed to a significant rebound in the
provincial economy as sectors that languished

in the 1990s, such as mining, have re-emerged.

This turnaround can be seen in the chart
below. BC real (inflation adjusted) business
capital investment rose at an average annual
rate of 2.5 per cent between 1990 and 2000
before jumping to a 6.6 per cent average
annual growth between 2000 and 2006.

This bounce in investment activity translates
into more jobs, better incomes and an
increase in the overall standard of living for
British Columbians. Real GDP per capita, a
popular measure of average living standards,

grew at a 1.9 per cent average annual rate
in the six years to 2000, more than triple the
0.6 per cent average growth recorded in the
1990s.

The rekindling of the provincial economy
and average living standards is evident in
other economic figures. The pace of growth
in British Columbia real GDP — the broadest
measure of overall economic activity — has
exceeded the national average every year
since 2001. The number of people employed
in British Columbia has risen by 345,000 since
2001; job growth in 2007 was the second
strongest in Canada and the province’s annual
unemployment rate dropped 0.6 percentage
points to 4.2 per cent in 2007, its lowest annual
rate in more than 30 years.

British Columbia has regained its reputation as
a place to live, work and invest. The province
now has a solid underpinning that will help it
withstand the high degree of uncertainty and
mounting economic upheaval seen in some
international economies. But the government
cannot take this improvement for granted and
is now developing ways to create an even more
resilient, flexible and diversified economy.

The government’s efforts are focused toward
building on the province’s strengths, while also
addressing areas of the economy where special
attention is needed.

BC real business investment*

Average annual

percentage change
7.0 4
6.0
5.0 1
4.0 A
3.0 7 25
2.0 1

1.0 4

0.0

1990 - 2000

2000 - 2006

BC’'s rebound in business investment and average living standards

* Business fixed capital investment, including machinery and equipment and non-residential structures.
Source: Statistics Canada Provincial Economic Accounts, November 2007
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The Government’s Strategy

Encouraging investment from overseas is a key
to the future success of the provincial economy

in an increasingly integrated, highly competitive,

global economy. The government’s objective is
to make the province a magnet for the domestic
and international investments that create jobs
and incomes for all British Columbians.

To accomplish this, the government will bolster
British Columbia’s attractiveness as a place to
invest. This will be done by enhancing the
attributes that sway decisions about where firms
locate and invest and where individuals choose
to work and raise their families. The strategy
focuses on six key attributes:

Quality of life— Knowledge-based industries are
increasingly attracted to locations with excellent
recreational opportunities, cultural activities,
health care and education systems;

Environmental leadership — Many forward-
looking firms are likely to choose to locate in
jurisdictions that demonstrate a commitment to
the environment;

Tax and regulatory competitiveness — While not
the only influence on investment decisions, a
competitive tax and regulatory regime is a clear
requirement for a healthy investment climate;

Sound fiscal management — Investors are
attracted to jurisdictions that have stable and
sustainable fiscal practices and a government
with a proven record of fiscal discipline;

A skilled and adaptable workforce — The new
fast-paced global economy requires successful
businesses to be nimble and responsive to
changing market conditions. This places a
premium on employees that are technically
skilled but also able to adapt to changing
workplace demands; and

Access to markets — The presence of an efficient
and reliable transportation system as well
as a network of connections to existing and
emerging markets are critical to success in the
global economy.

The government’s plan also recognizes the
need to provide support for British Columbia’s
traditional industries, particularly the forest
sector, which is facing the challenges of a US
housing market downturn, the high value of
the Canadian dollar and the Mountain Pine
Beetle infestation.

Quiality of life

Many studies have shown that quality of life
plays a major role in where businesses decide
to locate and invest — particularly knowledge-
based industries. British Columbia is renowned
for the superior lifestyles enjoyed by its
citizens, reflecting the province’s unparalleled
natural beauty, first rate recreational facilities
and abundant cultural activities. British
Columbia boasts world class skiing, hiking
and kayaking as well as a major professional
hockey team. The province’s recreational
opportunities will be enhanced by the hosting
of the 2010 Olympic and Paralympic Winter
Games and the legacy the games will leave to
the province.

The high quality of life in British Columbia is
recognized in the international community.
This can be seen in the results of a recent
survey of the livability of major cities around
the world conducted by Mercer Human
Resource Consulting. The survey considered
39 quality of living determinants including
each jurisdiction’s political and social
environment, health and sanitation, public
services and education system. This survey
ranked Vancouver third among major cities in
overall quality of living in 2007, placing behind
only Geneva and Zurich. Toronto was the
next highest ranked Canadian city, placing 15"
overall. Ottawa, Montreal and Calgary placed
within the top thirty.

A major facet of British Columbia’s superior
quality of life is the province’s universal
health care system. British Columbians are
able to access the system to help maintain
and improve their health at all stages

of life. According to the latest Statistics
Canada provincial demographic figures,
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British Columbians enjoy Canada’s highest life
expectancy at birth, with residents expected,
on average, to live to 81 years of age. Reliable
high quality health care has long furnished
the province with a significant competitive
advantage, particularly compared to the
United States.

As part of an ongoing commitment to
strengthen the province’s health care system,
the government engaged British Columbians

in a Conversation on Health. The objective of
this dialogue was to gather the views, concerns
and insights of people that actually use the
public health system. Input from the province-
wide discussions is shaping future government
policy directions, as outlined in the Throne
Speech.

The government is committed to a broad range
of initiatives that will transform many aspects
of the province’s health care system. Budget
2008 creates a Transformation Fund within the
Ministry of Health to facilitate the anticipated
changes resulting from these initiatives, with

a total of $300 million allocated over the three
years of the fiscal plan. Budget 2008 increases
health funding by $2.9 billion over the three
years to 2010/11.

British Columbia also boasts a vibrant

cultural life including a wide array of music
venues, world class museums and a lively
theatre scene. Budget 2008 includes funding
totalling $105 million over four years in
support of various arts and culture initiatives.
The government is also establishing the BC150
Cultural Fund with a $150 million permanent
endowment to support new arts and cultural
activities.

Budget 2008 includes 2007/08 year-end
priority initiatives of $78 million to support
British Columbia arts and culture. This includes
$9 million for the revitalization and restoration
of the Vancouver East Cultural Centre.

Access to housing is another important
factor in living standards. The strength of
the provincial economy, combined with
British Columbia’s desirability as a place

to live, means that housing affordability is
becoming an issue for some groups in the
province. While there are recent signs that
house price increases are moderating, Budget
2008 has introduced several measures to help
improve affordability.

The Home Owner Grant phase-out threshold
has been increased from $950,000 to
$1,050,000, ensuring that more than 95 per cent
of homeowners will continue to qualify for the
full grant. First time home buyers will benefit
from an increase in the price threshold from
$375,000 to $425,000. This means first time
home buyers can save up to $6,500 in property
transfer tax.

The province’s overall quality of life also
depends on helping those people who have
fallen behind. The provincial government,
working in partnership with local governments,
has made a commitment to tackle the
challenging issue of homelessness among the
province’s most vulnerable citizens.

For example, the government recently
announced increased funding of $41 million
for the Province’s Housing Matters BC
program which will support new and
expanded measures to help break the cycle
of homelessness.

Environmental Leadership

Increasingly, successful businesses are
looking beyond just the bottom line and are
considering their impacts on the environment.
Concepts such as triple bottom line
accounting — which take into consideration
the business’s performance related to the
environment, social issues and profits — are
becoming increasingly commonplace.

British Columbia has long recognized the
importance of using energy resources in an
efficient and environmentally friendly manner.
Two early plans are Energy for our Future: a
Plan for BC, which was released in 2002, and
Weather, Climate and the Future: BC’s Plan,
released in 2004. Another example is last year’s
$13.5 million air action plan that will result in
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improved quality of community airsheds across
the province.

The Province’s leadership in these areas will
be a magnet for those progressive firms that
embrace environmental responsibility as a core
value. This is reinforced by the government’s
legislated requirement for a one-third reduction
in greenhouse gas (GHG) emissions by 2020.

British Columbia’s GHG reduction targets
and policies will also create opportunities
for research and development of new
environmental technologies. The province is
encouraging the investigation of alternative
energy sources and other technologies to
reduce the province’s carbon footprint.

For example, the recent announcement

by Westport Innovations Inc. of a new
arrangement to supply its liquid natural

gas (LNG) fuelling technology to Kenworth
Trucks demonstrates the sort of economic
opportunities created by sound environmental
stewardship.

The province will also address climate change
through its procurement practices that will
focus on reducing the government’s ecological
footprint. For example, the government is
generating increased demand for innovative
construction technologies by requiring

that new government buildings meet the
Leadership in Energy and Environmental
Design (LEEDs) Gold standard or equivalent —
an acknowledged green buildings rating.

Government’s commitment to become carbon
neutral by 2010 includes the adoption of

new technology, such as desktop video
conferencing, to reduce greenhouse gases
produced by travel. Public sector building
retrofits will also improve the energy efficiency
of government facilities.

Other initiatives include the new BC Energy
Plan, announced in February 2007, which

set ambitious goals for energy conservation
and efficiency. In addition, the BC Bioenergy
Strategy targets the province’s extensive natural
biomass resources, such as wood residue,
diseased timber and agricultural and municipal

wastes, for use in the generation of clean and
renewable sources of power.

The Innovative Clean Energy (ICE) Fund
has been established and will produce new
opportunities for research and development
into alternative energy technologies and
cleaner energy sources. Projects will begin
receiving ICE funding in the Spring of 2008.

Another example of the government’s
environmental leadership is its efforts to
expand and improve the province’s network
of protected areas. In recent years, the
government has made land use decisions
that add protected areas on the Central/
North Coast and in other areas such as Haida
Gwalii, bringing the total area protected up
to 14 per cent of the province. Budget 2008
includes an additional $2 million annually to
staff and manage many of the province’s new
protected areas.

Tax and Regulatory Competitiveness

While taxes alone do not determine where
firms will locate and invest, a competitive
personal and corporate tax system is clearly

a prerequisite to a strong investment climate.
In addition, governments can provide certainty
within the business environment by setting
firm goals and articulating a policy road map
showing how the goals will be achieved.

Since 2001, British Columbia has taken major
strides to create a stable and competitive tax
and regulatory system.

Budget 2008 builds on this record with
additional cuts to personal and corporate
income tax rates. These measures have

been made possible by the government’s
commitment to return the revenue generated
from the carbon tax to British Columbians
through direct tax reductions and from the
commitment to constantly seek ways to
become more competitive.

In 2008, as part of carbon tax revenue
recycling, the general corporate income tax
rate will be reduced to 11 per cent. The
goal is to reach a general rate of 10 per cent
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Major Tax Competitiveness Measures Since 2001

Personal Income Tax
2001 - Introduce a 25% reduction in provincial personal income tax
2005 - Introduce BC Tax reduction to eliminate or reduce tax for 730,000 taxpayers
2007 - Introduce a 10% tax cut on the first $100,000 in income
2008 - As part of revenue neutrality, a 5% reduction on the first $70,000 in income by 2009
Corporate Income Tax
2001 - Reduce general corporate income tax rate to 13.5% from 16.5%
2002 - Raise small business threshold to $300,000
2003 - Introduce new incentives for film and digital animation
- Introduce a new book publishing tax credit
2005 - Increase film tax credit rates
- Increase small business threshold to $400,000 from $300,000
2007 - Implement the BC training tax credit
2008 - As part of revenue neutrality, a reduction in the general and small business tax rate
- Increase in film tax credit rates
Provincial Sales Tax
2001 - Exemption of production machinery and equipment
2006 - Exempt services to maintain or modify software
Corporation Capital Tax
2001 - Phase out tax on general corporations
2008 - Phase out tax on financial corporations and replace with a minimum tax
International Financial Activity Act
2004 - Expand the list of qualifying activities and allow non-financial busineses to register
2005 - Provide refunds of corporate income tax related to the use of life science patents
2008 - Expand the list of eligible activities to include specified head office activities
Other Taxes
2004 - Reduce property taxes on major BC port facilities and compensate municipalities
2006 - Increase the small business venture tax credit budget
2008 - Lower major industry school property tax rate down to business class rate

over two years

by 2011. This decrease, together with tax

rate reductions announced by the federal
government, will result in a combined federal
and provincial rate of 25 per cent by 2012 —

well below the average US rate of 35 per cent.

In addition, the small business income tax
rate will be reduced from 4.5 per cent to

3.5 per cent, effective July 1, 2008 with a goal
of further reductions to 2.5 per cent by 2011.

As a result of Budget 2008, British Columbia
will have the lowest personal income taxes
in the country on incomes up to $111,000.
Keeping tax rates low for lower and middle
income earners adds to the province’s allure
as a place to work and live.

Changes to the International Financial
Activity Act provide incentives for
international firms to locate head office
functions in the province. Changes include an

amendment to allow non-security corporations

to trade in money market investments and

an amendment to allow management and
control functions, such as human resource
and strategic planning services, as eligible
international financial activities.

Also, Budget 2008 phases out the capital
tax on financial institutions. By 2010,

the tax will be replaced with a financial
institutions minimum tax, thereby creating
new opportunities for investment and

job growth in the credit union, trust and
banking sectors. The financial sectors of the
economy provide well paid, high skill jobs
and a low “carbon foot-print.”

To secure the future of film production
activity in the province and to ensure

British Columbia retains its “Hollywood
North” label, the province’s film tax credits
are enhanced. In particular, the basic Film
Incentive BC tax credit is increased from

30 per cent to 35 per cent while the basic
Production Services Tax Credit is raised from
18 per cent to 25 per cent.

British Columbia’s export-oriented sectors,
such as forestry and mining, will benefit
from a reduction in the provincial school
tax rate on major industrial properties.
This measure will result in a $12 million
tax reduction in 2008 and a $24 million
reduction in 2009 and future years.

An important government objective is a
modern, efficient and effective regulatory
system that promotes innovation and
economic opportunity while protecting the
public interest. As of December 31, 2007,
the government exceeded its multi-year
target of a zero net increase in regulatory
requirements, with the number of regulatory
requirements 1.3 per cent lower than the
previous December. Since implementation of
regulatory reforms in 2001, the government
has reduced its regulatory burden by

42.6 per cent. Such continuous improvement
reduces impediments to business success in
British Columbia.
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Regulatory Requirements and Results to December 31, 2007
Net Change Requirements

Requirements as of as of
as of Dec. 31, Dec. 31,
Ministry June 2004 2007 2007
Number of Regulations

Aboriginal Relations and Reconciliation............. 61 - 61
Advanced Education..................... 1,271 63 1,334
Agriculture and Lands... 6,485 (212) 6,273
Attorney General ...........ccooeeiiiiiiiiianieeeee 14,637 (1,061) 13,576

Children and Family Development................... 8,543 (209) 8,334
Community Services................. 11,637 - 11,637

Economic Development 1,244 (13) 1,231
Education...............ccccciiiiiiiennens 21,095 (2,627) 18,468
Employment and Income Assistance.... 1,322 (20) 1,302
Energy, Mines and Petroleum Resources.. 11,448 (561) 10,887
ENVIFONMENt....0eeei e 13,501 (1,039) 12,462
FINANCE.....eii it e e 25,611 (3,398) 22,213
Forests and Range... 28,598 (895) 27,703
7,744 (291) 7,453

29,789 (3,037) 26,752

Premier's Office - Intergovernmental Relations .. 9 - 9
Public Safety and Solicitor General.................. 21,560 (866) 20,694
Small Business and Revenue..... 14,063 (753) 13,310
Tourism, Sports and the Arts.. 7,042 (4,174) 2,868
Transportation .................... e 13,754 (157) 13,597
Total GOVernMeNt..........oevvveereeeiieiiianeeeannns 239,414 (19,250) 220,164

The government’s ongoing effort to improve
British Columbia’s tax and regulatory
competitiveness creates a business climate
conducive to new investment and job
creation. It also helps improve conditions in
sectors that may be going through periods
of difficulty, such as the province’s forestry
sector.

Sound Fiscal Management

Successful businesses tend to prefer
jurisdictions with sustainable fiscal
management practices. Desirable locales
exhibit relatively stable tax and regulatory
regimes that allow business leaders to
focus on the job at hand — orienting their
operations toward meeting customer needs.
This means that, if a government wants to
attract and retain businesses and investment,
it must establish a reputation for keeping its
financial house in order.

Over the last several years, the British
Columbia government has consistently
demonstrated a commitment to prudent
fiscal planning and sustainable budgetary
practices. The province will record its fourth
consecutive surplus budget in 2007/08 while
the ratio of taxpayer-supported debt to

GDP — a measure of the debt burden — has
been reduced from previous high levels.

After peaking at 21.3 per cent in 2002/03, the
province’s debt-to-GDP level is expected to fall
to 14.1 per cent by the end of 2007/08.

The government’s careful attention to its fiscal
bottom line and its ongoing success in bringing
down the province’s debt burden has received
favourable reviews from major credit rating
agencies. Moody'’s Investor Services has given
British Columbia its coveted Aaa rating, the
highest rating possible. Similarly, Standard and
Poor’s gives the province its top AAA rating.

Looking forward, Budget 2008 maintains the
government’s sound fiscal position with modest
surpluses expected for each of the three years
of the fiscal plan. These balanced budgets

are underpinned by legislated fiscal rules that
prohibit deficit budgets. Prudent financial
planning practices, such as forecast allowances
applied to the annual balance and conservative
economic assumptions, will help ensure

the Province achieves the projected budget
surpluses.

A Skilled and Adaptable Workforce

North American businesses need an educated,
well-trained workforce to succeed in today’s
competitive world economy. For domestic
enterprises to compete, governments must
ensure businesses can rely on access to a
pool of literate, engaged employees that have
the educational foundation to adapt to the
constantly changing nature of world markets.

The government is meeting the needs of
businesses and individuals by working toward
making British Columbia the best educated and
most literate jurisdiction in North America. The
province’s excellent primary and secondary
education system consistently scores well in
international standardized testing.

For example, recently released results of the
Organization for Economic Co-operation and
Development’s (OECD) tri-annual Programme
for International Student Assessment (PISA)
found that British Columbia 15-year-olds were
in the top ranks worldwide, standing fourth in
science, sixth in reading and thirteenth in math.
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British Columbia's PISA Rankings - 2006

Science Reading Math

4th 6th 1 3|h

Note: assessments were conducted in 57 countries and 10 Canadian provinces.
Source: Programme for International Student Assessment (OECD)

The Province is expanding access to post-
secondary education institutions, boosting
support for research and increasing
opportunities for skills training. For example,
the government is addressing priority
education issues by creating 625 additional
graduate spaces per year to complete the
commitment to add 2,500 new graduate
spaces. An additional 200 spaces will also be
made available for aboriginal access and 300
spaces will be made available to respond to
waitlist pressures for skilled trade foundation
programs.

In addition to maintaining its previous
commitment to produce more trained doctors,
government is adding a further 900 health
spaces to increase the number of nurses and
allied health care professionals.

Increased Provincial support for skills training
provided in earlier budgets is paying off. The
Industry Training Authority (ITA) — the agency
responsible for apprenticeships and industry
training programs — expects a total of 43,900
participants in its training programs during
2007/08, which is up from 38,000 training
participants in 2006/07. In addition, the ITA
anticipates that it will award a total of 8,016
training credentials in 2007/08, an increase of
884, or 12 per cent, over the previous year’s
total.

Access to markets

Successful businesses prefer to operate near
the transportation hubs that give them access
to suppliers and customers. Indeed, situating
operations close to efficient and reliable
transportation networks is a high priority

for companies doing business in the global
economy.

British Columbia is fortunate to be
strategically situated at the junction between
established North American markets

and rapidly growing Asian economies.

The province’s world-class transportation
infrastructure provides the land, air and sea
links essential for the movement of products
to and from the immense Pacific Rim market.

Recognizing the benefits that are gained

by tapping emerging overseas markets,

the government is making the investments
necessary to expand and improve the
province’s transportation infrastructure.

British Columbia’s reputation as

North America’s gateway to the fast growing
Pacific Rim economy will be greatly enhanced
upon completion of current and planned
transportation projects.

For example, the province, together with
the federal government, other provinces
and transportation stakeholders, is following
through on the Pacific Gateway Strategy.
This ambitious multi-year action plan is the
backdrop for several current and anticipated
road, highway, airport, rail and port
improvement projects — undertakings that
will upgrade vital links to overseas trading
partners and bolster the competitiveness of
the province’s transportation industry.

Another critical component of the
government’s overall transportation plan is the
Ports Strategy, which was adopted in 2005.
The strategy seeks to boost exports, increase
Asia-Pacific container traffic through British
Columbia ports and enhance the province’s
position as a world class cruise destination.
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A major milestone in the Province’s Ports
Strategy was achieved with the opening

of the Prince Rupert Container Terminal in
September 2007. The $170 million project
was funded by the Province, the Government
of Canada, the Prince Rupert Port Authority
and private sector partners. The terminal

has a designed shipping capacity of 500,000
twenty-foot equivalent units (TEUs), which
will enable fast, efficient and reliable
movement of products between North
American and Asian markets. The terminal,
given its location on the Pacific Ocean’s
“Great Circle Route,” is one-to-two days closer
to Asia than other west coast ports.

The government also recently announced a
10-year extension to its Ports Competitiveness
Initiative, which was originally introduced

in 2003. This program provides property tax
relief to 20 of British Columbia’s major ports
by capping municipal tax rates on eligible
facilities and provides compensation to

local governments for the resulting revenue
loss. The extension increases the level of
compensation and ties future payment

increases to the rate of inflation. In addition,
the initiative enables local governments to
set up their own competitiveness agreements
with port operators.

The Province’s investments in improving
access to markets will pay dividends to
British Columbians for years to come.

The expansion and improvement in

British Columbia’s transportation system will
ensure that the province will remain a major
player in the global economy and be ready
to take advantage of emerging markets and
future opportunities in the global economy.

Conclusion

Attracting businesses and investment to
British Columbia remains a top priority for
the Province. Having succeeded in rekindling
investor interest in the province, the
government is now building on the province’s
renewed economic and social strengths.
Measures introduced in Budget 2008 will
ensure that British Columbia is an even more
desirable place to live, work and do business.
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Table 3.1 Summary of Tax Measures

Taxpayer Impacts

Effective Date 2008/09 2009/10
($ millions)
Revenue Neutral Climate Action Initiatives
Carbon Tax
« Introduce a tax based on $10 per tonne of CO ,e emissions effective
July 1, 2008 and increasing by $5 per tonne each July from 2009 to 2012 ......... July 1, 2008 338 631
Income Tax Act
* Introduce a $100 per adult and $30 per child low income refundable
climate action tax Credit .........oou.ir i e July 1, 2008 (104) (145)
« Reduce each of the bottom two personal income tax rates by 2 per cent
for 2008 and by 5 per cent for 2009 ..........cooiiniii i January 1, 2008 (113) (230)
« Reduce general corporate income tax rate to 11 per cent from 12
per cent effective July 1, 2008 .........couiiriiniiie e e July 1, 2008 (75) (128)
* Reduce corporate income tax small business rate to 3.5 per cent from
4.5 per cent effective July 1, 2008 ........oviiiiii i July 1, 2008 (46) (79)
Outstanding Revenue to be Returned to Taxpayers1 .............................. 0 49
 Provide a one-time payment of $100 per person resident in BC on
DECEMBET 31, 20072 oo e e, December 31, 2007 * *
Other Climate Action Initiatives
Small Business Venture Capital Act
« Increase equity tax credit budget by $5 million per year and set a tax
credit budget of $7.5 million for clean technology .............ccocoviiiiiiiiiiiie s 2008/09 (5) (5)
International Financial Activity Act
» Expand eligible intellectual property to include green-related patents ............ March 1, 2008 * *
Social Service Tax Act
* Provide tax relief for conventional fuel efficient vehicles .............................. February 20, 2008 (11) (11)
» Exempt ENERGY STAR® qualified residential refrigerators, clothes
Washers and freEZEIS® ..........oo oo February 20, 2008 (5) (5)
« Exempt energy efficient residential gas-fired water heaters ........................ February 20, 2008 ?3) ?3)
» Exempt production machinery and equipment for local governments
for power production and COgeNEration .............cc.oiiiiiteiiieiee e ceeceee s February 20, 2008 * *
« Provide relief from passenger vehicle rental tax for rentals
Of 8 NOUIS OF 1SS ... it e e e e e e e e e e April 1, 2008 * *
» Expand the bicycle exemption to include electric power-assisted two
and three wheel cycles and non-motorized adult tricycles ........................... February 20, 2008 * *
* Reduce tax payable on electric motorcycles .............coooiiii i February 20, 2008 * *
« Exempt insulation for hot water tanks, hot and cold water pipes and
AUCIWOTK et e e e e e e e e e e February 20, 2008 2) )
* Reduce tax payable on hydrogen fuel cell buses ................cooiiii i eene, February 20, 2008 * *
» Exempt biodiesel fuel or portion of biodiesel fuel for heating ...................... February 20, 2008 ) 1)
« Exempt aerodynamic devices for commercial vehicles .....................oooee. February 20, 2008 * *
» Impose tax on coal and coke except for residential use ................coooevnennen. February 20, 2008 3 3
Motor Fuel Tax Act
« Classify biodiesel and ethanol as alternative motor fuels for all purposes ...... February 20, 2008 * *

* Denotes measures that have no material impact on the status quo revenue forecast for provincial revenues.

1 Additional tax reductions are planned for 2009/10 and future years, as shown in the required revenue neutral plan. This table only

shows those legislated changes which are being introduced with Budget 2008 .

2 The cost of the one-time payment including administration costs is estimated at $450 million and is accounted for in 2007/08.
ENERGY STAR® mark is administered and promoted in Canada by Natural Resources Canada and is registered in Canada by the

3

United States Environmental Protection Agency.

=
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Table 3.1 Summary of Tax Measures — Continued

Taxpayer Impacts

Effective Date 2008/09 2009/10
($ millions)
Other Revenue Measures
Income Tax Act
* Reduce dividend tax credit rates for ordinary dividends and for
enhanced dIVIENAS .........oiiirii e e e e e e e e e e January 1, 2009 11 45
« Extend film tax credits for five more years from 2008 to 2013% various * *
¢ Increase the basic Film Incentive BC tax credit rate to 35 per cent from
30 per cent and the basic Production Services Tax Credit rate to 25 per
cent from 18 per cent for tWo Years ..........coooieiiii i January 1, 2008 (44) (44)
« Enhance the regional film tax credit for productions in distant locations ........ February 20, 2008 ?3) ?3)
¢ Change residency requirements for BC labour expenditures ...................... February 20, 2008 * *
Corporation Capital Tax Act
* Phase-out corporation capital tax and replace with a new financial
INSHEULIONS MINIMUM TAX ... vee et e e e e e e e e e e e e e ee e April 1, 2008 (36) (74)
« Clarify tax treatment of non-equity shares .............ccoooi i January 1, 2001 * *
International Financial Activity Act
« Change definition of international financial business to include a
SUDSEANTIAI PrESENCE TS ...vv et eee e e et e et e e e February 20, 2008 1) 1)
o Clarify hedging aCtiVItIES ............cuuieriiiee e e e e September 1, 2004 * *
¢ Allow trading in short term financial instruments for non-securities
[o70]q oTo] =11 o] F- PPN February 20, 2008 Q) Q)
* Allow management and control activities ...........cc.ccvviiii it iiiiiiiiee e, February 20, 2008 * *
Social Service Tax Act
¢ Clarify tax application to nominal value tokens provided by registered
charities in exchange for donations .............cooiiii i e February 20, 2008 (1) (1)
* Expand exemption for catalysts and direct agents ...............ccccceiiviiiie s, February 20, 2008 * *
« Clarify definition of charity funds for tax refund on eligible medical
equipment purchased DY Charities .............uuiviieiie e eee et eee e eeeeeieanas February 21, 2007 * *
¢ Exempt diesel emission control deviCes ..........ccvviiiiiiiiiiie i i February 20, 2008 3) 3)
* Provide exemption for samples of prescription optical and dental
= o] o] 1= g Tod =, February 20, 2008 * *
« Clarify application of trade-in allowance to motor vehicles purchased
(o TUL ) o (0171 o] = N February 20, 2008 * *
« Clarify formula to calculate tax on dedicated telecommunication
LY Y/ (o1 = February 20, 2008 * *
Motor Fuel Tax Act
« Clarify use of locomotive fuel in vehiclesrunonrails .............c.cooviiiie s February 20, 2008 * *
* Expand definition of Crew crummy .......c.ooviiiiiieiii e e e February 20, 2008 * *
* Expand tax refund for persons with disabilities ................c.ccooiiiiiiiin .l February 20, 2008 3) 3)
Hotel Room Tax Act
 Increase tax dedicated to Tourism BC to 3 percentage points .................... April 1, 2008 * *
Ports Property Tax Act
* Extend the ports competitiveness initiative for ten years5 ........................... various * *
Property Transfer Tax Act
* Increase the First Time Home Buyers' threshold to $425,000 from
B375,000 ..ottt e e — e a et e e naaaae s February 20, 2008 (22) (22)
¢« Remove First Time Home Buyers' 70% financing requirement .................... February 20, 2008 (8) (8)
4 The cost of the extension of the film tax credits is already included in the fiscal plan.
5 The cost is an expenditure in Ministry of Community Services budget. |:>
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Table 3.1 Summary of Tax Measures — Continued

Effective Date

Taxpayer Impacts

2008/09 2009/10

($ millions)
Home Owner Grant Act
* Increase home-owner grant phase-out threshold ................c.coeiieiiiinnn, 2008 tax year
» Allow grant for up to two years in certain cases of extended absence ........ 2008 tax year * *
* Provide the additional grant to owners of new homes designed with
modifications that cost at least $2,000 to accommodate a disability ............ 2008 tax year * *
o Clarify various eligibility Criteria ...........ooeiiiie i e, 2008 tax year
School Tax Act
* Set residential school property tax rates ..........coovvriiiii e, 2008 tax year * *
« Set provincial non-residential school property tax rates ..............coccvvvvnenns 2008 tax year *
* Reduce non-residential school tax rate for major industrial property ........... 2008 tax year (12) (24)
Taxation (Rural Area) Act
* Exempt properties used by registered charities for eligible camps and
temporarily grandparent others ............co i 2009 tax year * *
e Set provincial rural area property taX rates ..........coevviiiiiiiiiiiiiiieiieeeenns 2008 tax year * *
British Columbia Railway Act
* Provide authority for BC Rail to make an annual grant in lieu of school
€= 5P 2007 tax year * *
Provincial Sales Tax Review
Various Consumption Tax Statutes
* Change consumption tax statutes to reduce compliance burden for
business and simplify specific exemptions .............cccooeeveeeiiiiiineeeieeann. various (€)) (€))
TOtA oot (150) (166)
Motor Fuel Tax Act
* Increase the Victoria transit tax by 1 cent per litre on behalf of Victoria
Regional Transit COMMISSION ........oiiiiirie e e et e e e aeaaas April 1, 2008 3 3

Tax Measures — Supplementary Information

For more details on tax changes see Ministry of Small Business and Revenue website at:
www.sbr.gov.bc.ca/budget/budget.htm

Revenue Neutral Climate Action Initiatives

Carbon Tax

The Government intends to introduce legislation that, if passed, will impose,
effective July 1, 2008, a broadly based revenue neutral tax on the purchase or
use in BC of fossil fuels such as gasoline, diesel fuel, natural gas, home heating

fuel, propane and coal.

The initial rate of tax for each fuel will be based on $10 per tonne of carbon
dioxide equivalent (CO_e) emissions released from the burning of the fuel.
CO.e is a measure of the total greenhouse effect created from all greenhouse
gases (GHGs) produced from the combustion of fossil fuels, with the non-CO,
GHG emissions adjusted to a CO,e basis. The tax rates will increase over the

next four years based on CO_e emissions of:

e $15 per tonne on July 1, 2009;
e $20 per tonne on July 1, 2010;
e $25 per tonne on July 1, 2011; and
e $30 per tonne on July 1, 2012.
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Income Tax Act

As of July 1, 2008, the tax rates for major fuel types are:

e gasoline 2.41 cents per litre

e diesel fuel 2.76 cents per litre

e natural gas 49.88 cents per gigajoule
¢ heating fuel oil 2.76 cents per litre

e Canadian bituminous coal $20.79 per tonne

e sub-bituminous coal $17.72 per tonne

The carbon tax will be revenue neutral. The legislation will require that a plan
be tabled in the legislature each year showing how all of the revenue raised
from the carbon tax will be used to reduce other provincial taxes.

The following personal and corporate income tax reductions will return carbon
tax revenue to taxpayers in 2008/09.

Low Income Climate Action Tax Credit Introduced

To help low-income individuals and families with the carbon taxes they pay
and as part of the government’s commitment that the carbon tax be revenue
neutral, a new ongoing low income climate action tax credit is introduced
effective July 2008.

The maximum annual tax credit is calculated as $100 per adult plus $30 per
child with single parent families receiving the adult amount for the first child
in the family. The maximum annual credit is reduced by two per cent of net
family income (recipient’s and spouse’s net incomes from the prior year) in
excess of a threshold of $30,000 for single individuals and $35,000 for families.
For example, for the period from July 2008 to June 2009, a single individual
with net income of $30,000 or less will receive $100; a couple or a single
parent with one child and $35,000 or less in family net income will receive
$200; and a couple with two children and net family income of $35,000 or less
will receive $260.

The reduction thresholds will be indexed to provincial inflation starting in
2009. The maximum tax credit amounts for 2009 will increase by 5 per cent
each to $105 per adult and $31.50 per child.

The credit will be paid together with the federal Goods and Services Tax Credit
payment which is made each January, April, July and October. As such, eligible
recipients will receive one-quarter of the annual tax credit each calendar
quarter. The first payments under this program will be made in October 2008
and will include the amount for July 2008.
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Personal Income Tax Rates Reduced

As part of the government’s commitment that the carbon tax be revenue
neutral, the bottom two provincial personal income tax rates are reduced
effective for the 2008, 2009 and subsequent tax years. The rate reductions will
result in a tax cut for all taxpayers of about 2 per cent in 2008 and 5 per cent
in 2009 on income in the first two tax brackets, up to about $70,000 in taxable
income.

Table 3.2 shows the provincial personal income tax rates prior to the rate cuts
and the rates for 2008, 2009 and subsequent tax years.

Table 3.2 British Columbia Personal Income Tax Brackets and Rates

Tax rates
After changes
Tax bracket Taxable income range* Prior to changes 2008 2009
1 $1 to $35,016 5.35% 5.24% 5.06%
2 $35,016.01 to $70,033 8.15% 7.98% 7.70%
3 $70,033.01 to $80,406 10.50% 10.50% 10.50%
4 $80,406.01 to $97,636 12.29% 12.29% 12.29%
5 Over $97,636 14.70% 14.70% 14.70%

* Brackets are indexed to provincial inflation.

Table 3.3 shows the impact of the tax rate changes to British Columbia
personal income taxes payable by a single individual with wage income and
claiming basic credits only.

Table 3.3 British Columbia Tax Cut — Impact on Taxpayers*

2008 BC tax Reduction in tax Percentage change
Taxable Income before tax cuts 2008 2009 when fully implemented
$20,000 $233 $11 $28 12%
$30,000 $1,015 $20 $55 5%
$40,000 $1,654 $34 $90 5%
$50,000 $2,455 $51 $134 5%
$60,000 $3,270 $68 $179 5%
$70,000 $4,085 $85 $224 5%
$80,000 $5,134 $85 $224 4%
$100,000 $7,642 $85 $224 3%
$120,000 $10,582 $85 $224 2%
$150,000 $14,992 $85 $224 1%

* Calculated for a single taxpayer with wage income and claiming basic credits.

The tax rate reductions build on the personal income tax cuts the government
has introduced since 2001. These tax cuts include the 25 per cent tax cut in
2001, the BC Tax Reduction in 2005, the 10 per cent tax cut in 2007 and the
reductions announced in this year’s budget. Table 3.4 shows the impact of
these changes by comparing BC taxes payable using rates in effect prior to the
changes in 2001 and after the rates are cut for 2009.
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Table 3.4 British Columbia Personal Income Taxes Payable
Before 2001 and After 2009 Tax Cuts’

BC tax before BC tax after Reduction  Percentage change
Taxable Income 2001 tax cuts after 2009 tax cuts  in BC tax in BC tax
$15,000 $419 $0 $419 -100%
$20,000 $810 $205 $605 -75%
$30,000 $1,594 $960 $634 -40%
$40,000 $2,553 $1,564 $989 -39%
$50,000 $3,721 $2,321 $1,400 -38%
$60,000 $4,911 $3,091 $1,820 -37%
$70,000 $6,101 $3,861 $2,240 -37%
$80,000 $7,769 $4,910 $2,859 -37%
$100,000 $11,525 $7,418 $4,107 -36%
$120,000 $15,465 $10,358 $5,107 -33%
$150,000 $21,375 $14,768 $6,607 -31%

* Taxes are calculated for a single wage earner claiming basic credits and using 2008 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 2009 tax rates as announced inBudget 2008.

General Corporate Income Tax Rate Reduced

As part of the government’s commitment that the carbon tax be revenue
neutral, the provincial general corporate income tax rate is reduced from
12 per cent to 11 per cent effective July 1, 2008. Since 2001, the rate has
been reduced from 16.5 per cent to 11 per cent, a reduction of one-third.

Small Business Corporate Income Tax Rate Reduced

As part of the government’s commitment that the carbon tax be revenue
neutral, the small business corporate income tax rate is reduced to 3.5 per cent
from 4.5 per cent effective July 1, 2008, a reduction of 22 per cent. In
recognition of the importance of small business to the economy, the small
business tax rate threshold has also been doubled from $200,000 to $400,000
since 2001.

One-time Climate Action Dividend Payment

In addition to the tax cuts outlined above to make the carbon tax revenue
neutral, the province will make an additional one-time climate action dividend
payment of $100 to each British Columbian who was resident in the province
on December 31, 2007. This additional payment, which is funded from the
2007/08 surplus, is intended to help British Columbians make changes to
reduce their use of fossil fuels.

Individuals who have attained the age of 18 years, meet the residency
requirement and are not incarcerated for a period of 90 days that includes
January 1, 2008, and who have filed either a 2006 or 2007 personal income tax
return for British Columbia, will receive the payment automatically. In addition
to their $100 payment, parents will receive $100 for each child that is under

18 years of age at the end of 2007.
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Most British Columbians will receive their one-time payment in June 2008.
Payments will continue to be made as eligible British Columbians file their
income tax returns. To receive a payment, individuals must file an income tax
return or notify the province of their eligibility no later than August 31, 2010.

Outreach programs will be established to ensure that all eligible
British Columbians receive their payments.

Other Climate Action Initiatives
Small Business Venture Capital Act
Equity Capital Budget Increased for Clean Technology

Effective 2008/09, the tax credit budget for the equity capital program is
increased by $5 million annually with $7.5 million of the total budget allocated
to clean technology businesses. With this change, the total tax credit budget
for the Equity Capital Program rises to $30 million annually.

International Financial Activity Act
Intellectual Property Expanded to Include Green-Related Patents

Effective March 1, 2008, the list of eligible life-science related patents is
expanded to include patents with classifications under the International Patent
Classification System related to power generation using forces of nature such
as wind, solar and tidal.

Social Service Tax Act
Tax Relief Provided for Certain Conventional Fuel Efficient Vehicles

Effective February 20, 2008, a point-of-sale tax reduction is provided for the
purchase or lease of new conventional fuel efficient vehicles that meet the
fuel efficiency criteria set out in the federal government’s ecoAUTO rebate
program.

The tax reduction program is generally based on the federal program with the
following differences:

e hybrid vehicles and other alternative fuel vehicles eligible for existing partial
provincial sales tax (PST) reductions to a maximum of $2,000 and $1,000
respectively will continue to receive that benefit;

e flexible fuel vehicles are treated the same as conventional gasoline or
diesel powered vehicles; and

e unlike the federal program, there is no new levy imposed on fuel inefficient
vehicles.
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Otherwise, all vehicles eligible for a federal rebate will receive a point-of-sale
PST reduction equal to the amount of the federal rebate. Table 3.5 shows fuel
efficiency ratings required to qualify for a tax reduction, the amount of the tax
reduction and 2008 model year vehicles that qualify.

Table 3.5 Tax Reductions for Fuel Efficient Vehicles

Fuel Efficienc
y Tax Reductions Qualifying 2008 Vehicle Models?

Ratings®
Passenger Cars:
5.5 or less $2,000 Smart ForTwo
5.6t06.0 $1,500 --
6.1t06.5 $1,000 Toyota Corolla, Toyota Yaris,
Mini Cooper, Honda Civic,
Honda Fit
Light Trucks:
7.3 or less $2,000 -
741078 $1,500 --
7.91t08.3 $1,000 Jeep Compass, Jeep Patriot,

Chevrolet HHR, Nissan Rogue

! Fuel efficiency ratings are weighted averages of vehicle city fuel consumption (55%) and
highway fuel consumption (45%) ratings as indicated by the federal government's EnerGuide
label for new motor vehicles. The ratings are expressed as litres per 100 kilometres.

2 Some sub-models within a model group may not be eligible due to higher fuel consumption.

The tax reduction for conventional fuel efficient vehicles, hybrid electric
vehicles and all other alternative fuel vehicles will expire on March 31, 2011.

Exemption Provided for “ENERGY STAR Qualified” Refrigerators, Clothes
Washers and Freezers

Effective February 20, 2008, an exemption is provided for residential
refrigerators, clothes washers and freezers that are listed as being “ENERGY
STAR Qualified” by the Office of Energy Efficiency, Natural Resources Canada.

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 marketplace. This exemption will expire on March 31, 2010.

Although the production of hydro electricity does not itself produce
greenhouse gas emissions, conservation of electricity is essential to achieving
provincial Energy Plan objectives to reduce and, in the future, eliminate the
importation of electricity produced from less environmentally friendly sources
such as coal.

Exemption Provided for Energy Efficient Residential Gas-Fired Water Heaters
Effective February 20, 2008, gas-fired water heaters with an energy factor

of 0.80 or greater are exempt from PST when purchased for residential use.
The energy factor is a measure of efficiency and is determined according to
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Canadian Standards Association standardized testing methods. A list of eligible
gas-fired water heaters is available at the Ministry of Small Business and
Revenue website. This exemption will expire on December 31, 2009.

Exemption Provided for Production Machinery and Equipment Used by
Local Governments for Power Production and Cogeneration Purposes

Effective February 20, 2008, local governments, including local government
corporations, may qualify for exemption from PST on purchases or leases of
production machinery and equipment used primarily to generate electricity or
in a cogeneration plant to generate electricity and heat for sale or own use.
Eligible machinery and equipment includes turbines, generators, cogenerating
reciprocating engines, heat exchangers, boilers and associated equipment
necessary for their operation.

Relief Provided from Passenger Vehicle Rental Tax for Short-Term Rentals

Due to uncertainty about the applicability of passenger vehicle rental tax
(PVRT) to car-sharing organizations and automotive service facilities, the
legislation clarifies that PVRT does not apply to leases entered into before
April 1, 2008. As of February 20, 2008, PVRT should not be charged on leases
made between a membership-based car-sharing organization and a member
of the organization or on leases between an automotive service facility and

a person receiving services to a motor vehicle from the facility (i.e. courtesy
cars). If members of a car-sharing organization or persons who leased a
courtesy car paid PVRT on these leases, the members or persons may apply
for a refund of tax paid prior to February 20, 2008.

Effective April 1, 2008, the $1.50 per day PVRT will not apply to passenger
vehicles leased for a period of 8 consecutive hours or less. While this tax relief
will benefit members of car sharing companies and vehicle co-operatives

who lease vehicles by the hour for short periods, it also applies to passenger
vehicles leased from all lessors, including rental companies and automotive
service facilities that provide courtesy vehicles for their customers.

Bicycle Exemption Expanded to Include Electric Power-Assisted Two and
Three Wheeled Cycles and Non-Motorized Tricycles

Effective February 20, 2008, the exemption from PST for non-motorized two
wheeled bicycles is expanded to include electric power-assisted two and

three wheeled cycles. To be eligible, electric power-assisted cycles must be
equipped with pedals or hand cranks for propelling the cycle by muscular
power. The exemption for power-assisted cycles will expire on March 31, 2011.
The exemption is also broadened to include adult-sized non-motorized three
wheeled tricycles.

Tax Reduction for Electric Motorcycles

Effective February 20, 2008, two-wheeled vehicles that are manufactured to
operate exclusively on electricity are eligible for the alternative fuel vehicle
tax reduction. Electric motorcycles and other two-wheeled electric vehicles
are eligible for a tax reduction of 50 per cent, to a maximum of $1,000,
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provided certain eligibility criteria are met. The tax reduction will expire on
March 31, 2011.

Exemption Provided for Insulation for Hot Water Tanks, Pipes and Ductwork

Effective February 20, 2008, a new exemption from PST is provided for the
purchase of insulation designed to prevent heat loss from hot water tanks,
hot and cold water pipes, and ductwork (e.g., insulation jackets for hot water
heaters, foam insulation sleeves for hot water pipes). The exemption does not
apply to tapes and sealants.

Tax Reduction for Hydrogen Fuel Cell Buses

Effective February 20, 2008, hydrogen fuel cell passenger buses are eligible for
a 50 per cent reduction in the amount of tax payable on the purchase or lease
of the bus to a maximum of $10,000. This parallels the tax reduction available
to other alternative fuel passenger buses. The tax reduction will expire on
March 31, 2011.

Exemption Provided for Biodiesel Fuel Used for Heating

Effective February 20, 2008, an exemption from PST is provided for biodiesel
fuel, including the portion of biodiesel fuel used in a furnace oil blend, when
used for heating or other non-motive purposes.

Exemption Provided for Certain Aerodynamic Devices Purchased for Use on
Commercial Motor Vehicles

Effective February 20, 2008, the following devices are exempt from PST when
purchased for the purpose of increasing the aerodynamics of a commercial
tractor trailer:

e tractor/trailer gap faring device;

tractor roof faring;

trailer side skirts; and

e aerodynamic bumper and tank skirts.

These devices can significantly improve the fuel efficiency of commercial
tractor-trailers. Labour charges to install exempt devices are also exempt.

Tax Imposed on Coal and Coke Except for Residential Use

Effective February 20, 2008, the exemption from PST for coal and coke

is repealed except when purchased for use in a residential dwelling unit.

This amendment removes a historical tax preference for coal and coke
compared to other sources of energy such as natural gas, fuel oil and electricity
when purchased for commercial use.
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Motor Fuel Tax Act

A one-year transitional refund is provided for purchases of coal or coke under
fixed-price contracts entered into before February 20, 2008 where the contract
cannot be adjusted to account for the tax.

Alternative Motor Fuel (AMF) Classification for Biodiesel and Ethanol Expanded

Effective February 20, 2008, biodiesel and ethanol are classified as alternative
motor fuels (AMFs) for all purposes. As such, biodiesel and ethanol used as
coloured fuel, marine diesel, locomotive fuel, jet fuel or aviation fuel, including
the portion used in a fuel blend, are exempt from tax. Previously biodiesel

and ethanol were only exempt from tax when used in a motor vehicle on a
highway.

Other Revenue Measures

Income Tax Act

Dividend Tax Credit Rates Reduced

Effective January 1, 2009, the provincial personal income tax dividend tax
credit rates are reduced to reflect the one percentage point reduction in both
the general and small business corporate income tax rates. The dividend tax
credit rate applicable to enhanced dividends is reduced to 11 per cent from
12 per cent and the dividend tax credit applicable to ordinary dividends is
reduced to 4.2 per cent from 5.1 per cent.

Film Tax Credits Extended for Five Years

As announced on October 19, 2007, the Production Services Tax Credit and
Film Incentive BC tax credit are extended for five years to June and April 2013
respectively.

Basic Film Tax Credit Rates Increased for Two Years

As announced on January 25, 2008, the basic Film Incentive BC tax credit rate
is increased to 35 per cent from 30 per cent and the basic Production Services
Tax Credit rate is increased to 25 per cent from 18 per cent. These rates apply
to qualifying BC labour expenditures incurred after December 31, 2007 and for
new productions with principal photography beginning before January 1, 2010.

Regional Film Tax Credit Enhanced

Effective for productions with principal photography beginning after
February 19, 2008, the regional film tax credit rates are increased for
production activity in areas more distant from the Lower Mainland. Currently,
the province provides additional credits for production activity in regions

of the province outside a designated Vancouver area based on a labour-
management agreed upon area called the Vancouver Zone. For purposes of
the regional film tax credits, two regions will be defined that are outside the
designated Vancouver area: the nearby region and the distant region.
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The nearby region will extend from the designated Vancouver area north up
to and including Whistler, east to include Hope and will include the Capital

Regional District. The distant region will be the area of the province beyond
the nearby region.

The regional credit rates for the nearby region will be the same as the previous
regional credit rates of 12.5 per cent for Film Incentive BC and 6 per cent

for the Production Services Tax Credit. The regional credit rates for the

distant region will be 18.5 per cent for the Film Incentive BC tax credit and

12 per cent for the Production Services Tax Credit.

Definition of BC-based Individual Changed

Currently, a BC-based individual is defined for the entire length of a
production based on the residency status of the individual in the calendar year
that precedes the year principal photography begins. Effective for productions
with principal photography beginning after February 19, 2008, a BC-based
individual is a person who is resident in the province on December 31 of the
year preceding the year for which the tax credit is claimed. This change will
help a production that spans more than one year in the tax credit calculation.

Corporation Capital Tax Act

Existing Corporation Capital Tax Phased out and Replaced with a Financial
Institution Minimum Tax

The existing corporation capital tax is phased-out over three years by
reducing the tax rates by one-third effective April 1, 2008, one-third effective
April 1, 2009 and eliminated effective April 1, 2010. The following table shows
current rates and the phase-out schedule over the next three years.

Table 3.6 Corporation Capital Tax Rates

Tax rates
Tax Rate Current April 1, 2008 April 1, 2009 April 1, 2010
Small financial institutions* ..... 1% 2/3% 1/3% 0%
Large financial institutions ...... 3% 2% 1% 0%

* Financial institutions with paid up capital under $1 billion or that have a head office in BC.

Effective April 1, 2010, a minimum tax will apply to financial institutions that
have net paid up capital in excess of $1 billion. The tax will be calculated as
one per cent of BC paid up capital and a deduction for BC corporate income
taxes paid will be allowed. This will ensure that large financial institutions pay
a minimum amount of tax each year.

Tax Treatment of Non-equity Shares Clarified
The Act is amended to clarify that only non-equity shares of credit unions

are to be excluded from the tax base for purposes of corporation capital tax
liabilities. This change is effective January 1, 2001.
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International Financial Activity Act
Definition of International Financial Business Amended

Effective February 20, 2008, the definition of international financial business is
changed to include a substantial presence test. This change is made following
consultations with taxpayers regarding the definition, which is critical to the
program. The new definition of international financial business will include the
following requirements:

e the corporation carries on an active business; or

e the corporation incurs a prescribed amount of expenditures for services
rendered in BC in connection with international financial activities; and

e the corporation has shares of a prescribed level.
Allowable Hedging Activities Clarified

Effective September 1, 2004, the Act is amended to clarify the inclusion of
hedging activities for taxpayers.

Short Term Financial Instruments Allowed

Effective February 20, 2008, the Act is amended to allow non-securities
corporations to trade in money market investments. These are generally
short-term investments and include treasury bills issued by a government,
commercial paper and bankers’ acceptances.

Management and Control Activities Allowed

Effective February 20, 2008, the Act is amended to allow management and
control functions as eligible international financial activity. Management and
control functions will be prescribed and will include, for example, human
resource and strategic planning services.

Social Service Tax Act

Application of Tax to Tokens Provided by Registered Charities In Exchange for
Donations Clarified

Effective February 20, 2008, registered charities that provide tangible personal
property of nominal value (tokens or gifts such as pins, ribbons, plastic
bookmarks etc.) in exchange for donations are not required to collect PST
from donors. In these circumstances, registered charities are required to pay
PST on the purchase of the tokens or gifts. This tax application to goods of
nominal value does not apply to goods sold by charity-run thrift stores which
must continue to collect tax on their sales, to items of more than nominal
value provided to donors, or to items sold by or on behalf of charities for a
fixed price.
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Exemption Expanded for Catalysts and Direct Agents

Effective February 20, 2008, the PST exemption for catalysts and direct agents
is expanded to include chemical substances that produce or modify a reaction
that is essential for the processing or manufacture of a product for sale or
lease. Reactions produced or modified by catalysts, direct agents and chemical
substances may be physical or chemical in nature. The exemption no longer
requires direct contact with the material being processed or manufactured.
The exemption does not apply to substances:

e used to maintain, lubricate or prolong the life of machinery;

e added to a tailings or settling pond or to waste removed from the
production process; or

e used for testing.

To qualify as processing, the processing must be a series of operations or a
complex operation that results in a substantial change in the form or other
physical or chemical characteristics of the tangible personal property.

This exemption also does not include changes in state effected only by
temperature or pressure changes (e.g. from ice to water).

This change fully implements a 2007 PST Review recommendation by building
on the results of a 2007 British Columbia Court of Appeal decision.

Charity Funds Eligible for the Registered Charities Medical Equipment
Refund Clarified

Effective February 21, 2007, the definition of charity funds is clarified to
include bingo affiliation grants for purposes of the medical equipment refund
available to registered charities or eligible hospital auxiliaries. As a result,
registered charities and eligible hospital auxiliaries may apply for refunds of
PST paid on medical equipment purchased with the charity’s or auxiliary’s
bingo affiliation grants.

Exemption Provided for Diesel Vehicle Emission Control Devices

Effective February 20, 2008, an exemption from PST is provided for emission
control devices for diesel vehicles that are verified to reduce particulate
emissions by at least 20 per cent if purchased before January 1, 2009.

Emission control devices for diesel vehicles that are verified to reduce particulate
emissions by at least 50 per cent are exempt if purchased before April 1, 2011.
Labour charges to install exempt emission control devices are also exempt.

Exemption Introduced for Samples of Prescription Optical and Dental
Appliances

Effective February 20, 2008, prescription dental and optical appliances
provided for promotional purposes to a dentist, optometrist, optician, or
physician are exempt from PST. This parallels the tax treatment provided
to pharmaceutical samples.

Budget and Fiscal Plan— 2008/09 to 2010/11



114

Tax Measures

Motor Fuel Tax Act

Hotel Room Tax Act

Trade-In Allowance for Out-of-Province Motor Vehicle Purchases Clarified

Effective February 20, 2008, the trade-in allowance is clarified to apply to
purchases of motor vehicles from other Canadian jurisdictions for use in BC.
The trade-in allowance allows purchasers to pay tax on the difference between
the purchase price of the new vehicle and the value of the vehicle taken in
trade. To qualify for the trade-in allowance on out of province purchases the
trade-in vehicle must have been licensed in BC.

Formula to Calculate Tax Payable on Dedicated Telecommunications Services
Clarified

Effective February 20, 2008, the application of PST to dedicated
telecommunications services in BC is clarified by excluding distances to and
from satellites to calculate the tax payable. With this clarification only the most
direct land distance between originating and receiving transmitters is used to
calculate the total distance.

Locomotive Fuel Use in Vehicles Run on Rails Clarified

Effective February 20, 2008, the Act is amended to clarify that motor vehicles
that also run on railway tracks are authorized to use locomotive fuel while
traveling on the rails. Purchasers must self-assess and remit tax at the higher
clear fuel tax rate for fuel used on highway.

Coloured Fuel Use in Crew Crummies Expanded

Effective February 20, 2008, crew crummies used by logging and mineral
mining companies may use lower taxed coloured fuel when transporting
contractors or agents as well as employees. This is consistent with
longstanding administrative and industry practice.

Tax Refund Expanded for Persons with Disabilities

Effective February 20, 2008, the fuel tax refund for persons with disabilities is
expanded to include persons with mental disabilities. To be eligible individuals
must be certified by a medical practitioner as suffering from a permanent
mental disability which precludes them from safely using public transit.
Payments are made to guardians on behalf of eligible individuals.

Funding Increased for Tourism BC

Effective April 1, 2008, the proportion of the 8 per cent hotel room
tax transferred to Tourism BC is increased to 3 percentage points from
1.65 percentage points.
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Ports Property Tax Act
Ports Competitiveness Initiative Extended for 10 years

The ports competitiveness initiative under which property tax relief is
provided to port operators is extended for ten years. The initiative includes a
municipal tax rate cap of $27.50 per $1,000 of assessed value on existing ports
facilities, a 10-year cap on municipal tax rates for new investment in ports
facilities of $22.50 per $1,000 of assessed value, and an increase in annual
base compensation to municipalities. Starting in 2009 compensation will be
adjusted annually for inflation.

Property Transfer Tax Act

Fair Market Value Threshold for Eligibility under the First Time Home Buyers’
Program Increased

Effective for registrations after February 19, 2008, the fair market value
threshold for eligible residential property under the First Time Home Buyers’
Program is increased to $425,000 from $375,000.

A proportional exemption is provided for principal residences that have a fair
market value up to $25,000 above the new threshold.

Financing Requirements under the First Time Home Buyers’ Program Removed

Effective February 20, 2008 first time buyers are no longer required to have
registered financing to be eligible for the exemption.

For first time buyers who bought a home prior to February 20, 2008, and were
eligible for the exemption because they had a mortgage of at least 70 per cent,
the requirements regarding the amount by which the mortgage may be
reduced during the first year of ownership remain in place until midnight
February 19, 2008. After February 19, 2008, a mortgage may be paid down by
any amount without losing entitlement to the exemption.

Home Owner Grant Act
Threshold for Home Owner Grant Phase-out Increased

As announced on January 11, 2008, effective for the 2008 tax year, the
threshold for the phase-out of the home owner grant is increased to $1,050,000
of assessed value from $950,000. This change ensures that more than

95 per cent of homeowners remain eligible for the full grant.

For properties valued above the threshold of $1,050,000, 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 $1,164,000 and above and for
recipients of the additional grant, which is available to seniors, veterans and
the disabled, it is eliminated for properties valued at $1,219,000 and above.
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Grant Provided During an Extended Absence

A person who ceases to occupy their residence because of damage or
destruction from fire, flood or other natural disasters during reconstruction or
repair may claim the grant or the low-income grant supplement for up to two
taxation years if:

e the person occupied the residence as their principal residence before it was
damaged or destroyed and intends to reoccupy it as their principal residence
once it has been reconstructed or repaired,

e the residence is unoccupied and is not rented or for sale during the absence;
and

e the person would have been eligible for a grant or a low-income grant
supplement had the damaged or destroyed residence continued to be their
principal residence during the absence.

A person who ceases to occupy their residence for any other reason, other
than incarceration, may claim the grant for up to two taxation years if:

¢ the person occupied the residence as their principal residence before the
absence and received a grant or low-income grant supplement on the
residence in the year before the absence;

e the person intends to reoccupy the residence as their principal residence
in the first taxation year after the last taxation year in which they claimed a
home owner grant or low-income grant supplement as an absent owner;

e the residence is occupied by a spouse or relative of the owner or is vacant
during the absence;

e the residence is not rented or for sale during the absence; and,

e the person would have been eligible for a home owner grant or low-
income grant supplement had the residence continued to be their principal
residence during the absence.

Disability Portion of Additional Grant for Home Owners Expanded

Effective for the 2008 tax year, home owners may qualify for the additional
grant if they construct a new residence that has design specifications that have
been modified to meet their disability needs or those of their spouse or relative
and the modifications impose a cost that exceeds $2,000.

The Home Owner Grant Act is Clarified

The following clarifications are made to the Act:

e the definition of spouse is amended so that those who cohabit and live
in a marriage-like relationship for a period of at least two years before
they apply for a low-income grant supplement are considered spouses for
purposes of the Act;

e the Act is amended to clarify that:
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School Act

— if an individual has received a home owner grant or a low-income grant
supplement in respect of a residence for a taxation year, neither they
nor their spouse may claim a home owner grant or a low-income grant
supplement in respect of another residence for that year; and

— an individual may not claim a grant or a low-income grant supplement in
respect of a residence for which their spouse has already claimed a grant
or low-income grant supplement for a taxation year unless they claim a
partial home owner grant or low-income grant supplement.

e a permanent resident is defined to have the same meaning as in the
Immigration and Refugee Protection Act (Canada). The conditions for
eligibility under the Act are amended to clarify that the applicant must be
a Canadian citizen or permanent resident and that they must be ordinarily
resident in British Columbia; and

e the conditions under which the spouse or relative of a deceased person may
be eligible for the grant are amended to clarify that the deceased person
must have been a Canadian citizen or permanent resident and must have
occupied the residence as their principal residence at the time of death.

Provincial Residential School Property Tax Rates Policy Set

For the 2008 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. This rate setting policy has been in place
since 2003.

Provincial Non-Residential School Property Tax Rates Policy Set

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 2008, except for the
rate for the major industry property class, 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.

School Tax Rate for Major Industrial Property Reduced

Effective January 1, 2008, to reflect the competitive pressures facing
British Columbia’s export oriented sectors, the provincial school tax rate
on major industrial property will be reduced. Beginning in 2008, the rate
will be reduced over two years to equal the business class rate.

This will provide a tax reduction of $12 million in 2008 and $24 million
in 2009 and future years to British Columbia’s major industrial properties
including pulpmills, sawmills, ports and mines.
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Taxation (Rural Area) Act

Exemption and Temporary Grandparenting Provided for Camp Properties that
were Previously Exempt

In response to a Property Assessment Appeal Board decision, effective for the
2009 tax year, an exemption is provided for eligible camps that are owned,
held in trust for, or occupied by a charity registered under the Income Tax Act
(Canada).

Camps that were exempt prior to the decision but that do not qualify under
the new exemption will be exempt for the 2008, 2009 and 2010 tax years.
This will provide owners of those properties time to consult with government
regarding eligibility criteria for the exemption or to seek registered charity
status to qualify for the exemption.

Provincial Rural Area Property Tax Rates Policy Set

A single provincial rural residential tax rate applies province-wide. For the
2008 tax year, the average residential provincial rural area taxes will increase
by the 2007 provincial inflation rate.

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.

British Columbia Railway Act

Authority Provided for BC Rail to pay Grants in Lieu of School Tax to the
Province

Effective for the 2007 and subsequent tax years, in keeping with government
policy, British Columbia Railway Company may make an annual grant to the
Surveyor of Taxes, on behalf of the province, equivalent to the taxes that the
company would have paid under the School Act if it were subject to taxation.

Victoria Regional Transit Commission Tax Increased by 1 Cent Per Litre

Effective April 1, 2008, at the request of the Victoria Regional Transit
Commission, the tax collected by the province on its behalf to help
fund the local share of transit services is increased by 1 cent per litre to
3.5 cents per litre.
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Provincial Sales Tax Review

A competitive and streamlined tax structure
benefits British Columbians by making it
easier to do business, encourages business
growth and investment, and promotes 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 this end, the Ministry of Small Business
and Revenue, with the support of the Ministry
of Finance, 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. Results from the first phase of the
review were announced in Budget 2007.

Over 2007/08, the Ministry of Small Business
and Revenue conducted further reviews,
focusing on specific issues that arose during
the 2007 consultation process. Changes in
Budget 2008 that flow from the PST Review are
described below. These changes streamline,
simplify, and clarify the tax for business across
British Columbia. Detailed information on
these changes is available on the Ministry of
Small Business and Revenue website.

PST Exemption Provided for Bona Fide Farmers

Effective February 20th, 2008, bona fide
farmers and aquaculturists are exempt from
PST on purchases of qualifying all terrain
vehicles acquired and used solely for a farm
or aquaculture purpose. To qualify, ATVs
must have an engine displacement of 200

cc or greater and must be equipped at the
time of sale with a carrying rack, platform or
cargo box.

Government will continue to review the
application of the PST to farm equipment on
an ongoing basis with a focus on streamlining
and simplification.

Coloured Fuel Use in Farm Vehicles

Effective February 20, 2008, under the Motor
Fuel Tax Act, authorized coloured fuel use
in farm vehicles is expanded to allow all
vehicles licensed as farm vehicles under the
Commercial Transport Act to use coloured
fuel when traveling for farm purposes on a
highway. This change will ensure all farms
qualify for the benefit regardless of business
structure. As the existing family farm truck
emblem program is no longer required, it is
eliminated.

Work Related Safety Equipment Exemption
Modified

Effective February 20, 2008, work related
safety equipment and apparel worn by
or attached to a worker and purchased
to meet the requirements of the Workers
Compensation Act or the Mines Act is exempt
from PST if it is:
e purchased by an employer for use by
their employees in the course of their
employment, or

e purchased by a person who is self-
employed for own use in the course of
self-employment, or

e purchased by a school board or similar
authority for use in instructing students.

All workers continue to be exempt at the
point-of-sale on the purchase of safety
eyewear, footwear, head protection,

hearing protection and gloves. In addition,
the exemption for gloves is clarified and
expanded to include any gloves with built in
safety features, such as reinforced thumbs,
cuffs or palms, that protect the wearer from
physical injury. These changes support work
safety and bring greater clarity and certainty
to the exemption.
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Tax Application to Real Property
Improvements Clarified and Simplified

Effective with contracts entered into on

or after October 1, 2008, a contractor is
responsible for paying the PST on any
tangible personal property used in the
completion of a contract to improve real
property, unless the contract explicitly

states that the customer is liable for the tax.
Where a customer would be eligible for
exemption on some or all of the materials

if that customer purchased them directly
(e.g. First Nations, Diplomatic Corps,
Farmers), the contractor is eligible to claim
the exemption on the purchase of the
materials. The current application of tax
depends upon whether a contract is for time
and materials or for a lump sum amount, but
there are no clear guidelines for determining
the nature of the contract. The amendments
remove tax uncertainty by providing clear
guidelines on the application of tax to real
property contracts, and allows businesses to
determine the type of contract they wish to
establish with their customer. The delayed
implementation is to ensure that contractors
have sufficient time to become fully familiar
with the new application and to make

any adjustments required to their business
processes.

Special Registration Number Introduced

Effective April 1, 2008, eligible businesses
may enter into an agreement with the Ministry
of Small Business and Revenue to obtain

a special registration number. Using the
registration number replaces the need to
complete a certificate of exemption for
purchasing exempt production machinery and
equipment and to apply for a refund of tax
paid on items purchased in the province and
subsequently shipped out of province for use.
The special registration number will allow
eligible businesses to purchase qualifying
inventory exempt, and to self assess tax on

any items subsequently used for a taxable
purpose.

To be eligible to enter into an agreement, the
business must purchase a minimum annual
inventory of $250,000 and

e be eligible for exemption on the purchase
or lease of production machinery and
equipment, or

e be eligible for a refund of tax paid on
items purchased in the province, retained
in inventory, and subsequently removed
from the province for use outside of the
province.

Application of PST to Trusts and Amalgamations
Clarified

Public information has been developed to
provide clear guidelines on the application of
PST to transactions involving trusts and the
amalgamation of companies or organizations.
As well, the application of PST to transfers

of assets involving family and spousal trusts
are clarified in the regulations. This provides
greater clarity and tax certainty for business
and individuals.

Application of PST to Partnerships Clarified

Public information has been developed to
provide clear guidelines on the application
of PST to transactions involving partnerships.
This provides greater clarity and tax certainty
for businesses and individuals.

Definition of Well Head Simplified

Effective February 20, 2008, the term

“well head” for purposes of the production
machinery and equipment exemption is
replaced with the term well site. The well site
is the area identified as such in applications
for approval to drill submitted to the Oil and
Gas Commission. This aligns the exemption
with industry practice and clarifies eligibility
for exemption.
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Part 4: BRITISH COLUMBIA ECONOMIC REVIEW AND OUTLOOK1

Summary

e The Ministry of Finance forecasts BC economic growth of 2.4 per cent in
2008 and 2.8 per cent in 2009 (see Chart 4.1).

e The forecast for BC in 2008 reflects the economic slowdown in the US, in
particular the weakness in the US housing sector.

e The US housing market decline is having a pronounced negative impact on
BC’s forest product exports.

e BC’s economy is now more diverse than in earlier decades, and the
province’s domestic economy is less affected by weakness in the US than it
was previously.

e In the medium-term, growth is expected to be slightly weaker than
previously forecast due to a softer outlook for the US and Canadian
economies, and associated weakness in BC’s trade sector.

The main risks to the economic outlook are:

e weaker than expected US economic growth driven by a deeper than
expected housing market crash and financial sector crisis;

e a Canadian dollar significantly above the current forecast;

e slower than anticipated global demand resulting in reduced demand for
BC’s exports;

e skilled labour shortages and inter-provincial migration pressures; and

¢ the response of BC’s forest industry to the Mountain Pine Beetle epidemic.

Chart 4.1 British Columbia’s economic outlook

BC Real GDP
Per cent
change Forecast B Ministry of Finance
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e: estimate; The EFC provided an average forecast for 2010 to 2012

! Reflects information available as of February 6, 2008 with the exception of Statistics Canada's January Labour Force Survey results, released
February 8, 2008. All annual and quarterly references are for the calendar year. Some numbers may not add due to rounding.
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The Economic Forecast Council’s average estimate of BC’s economic growth

is 3.1 per cent for 2007, 2.8 per cent for 2008 and 3.0 per cent for 2009.

Over the medium-term (2010 to 2012), the Council’s average forecast calls for
BC’s economic growth to be 2.9 per cent per year. Consistent with prudent
forecast assumptions, the Ministry of Finance’s medium-term outlook is slightly
lower than the Economic Forecast Council’s outlook, at 2.8 per cent per year
on average (see Chart 4.1). A topic box at the end of Part 4 reports on the
consultation between the Economic Forecast Council and the Ministry of
Finance.

Recent Developments

BC’s economy showed considerable domestic strength in 2007, with solid
growth in retail sales and housing. On the trade side, the value of merchandise
exports declined due to the highly valued Canadian dollar and reduced
demand for BC’s forest product exports caused by the US housing market
slowdown. Lower natural gas and forest prices also put downward pressure on
economic growth in the province.

The performance of key BC economic indicators in recent quarters is
presented in Table 4.1.

Table 4.1 British Columbia Economic Indicators

Data seasonally adjusted unless otherwise noted

Third Quarter Fourth Quarter Year-to-Date
Jul. to Sep. 2007  Oct. to Dec. 2007 Jan. to Dec. 2007
change from change from change from

Apr. to Jun. 2007  Jul. to Sep. 2007 Jan. to Dec. 2006
Per cent change

Employment ...........ocooiiiiiin, +0.4 +1.0 +3.2%*
Manufacturing shipments ................ -2.5 -2.6* -2.4*
EXPOItS ...viiini e, -7.4 -2.9% -5.1*
Retail sales .........ccoooiiiiiiiiiiiin s +0.5 +0.6* +7.1*
Housing starts ...........c.coeveeivvninnnns +6.3 +7.3 +7.6%*
Non-residential building permits ........ -32.7 +12.7 +0.2**

Note: * data available to November only; ** annual non-seasonally adjusted data

In 2007, employment in BC posted annual growth of 3.2 per cent, or

70,800 new jobs. The unemployment rate continued to reach lows not

seen in over thirty years, falling to 3.9 per cent in March and ending the

year at 4.2 per cent. The unemployment rate averaged 4.2 per cent for the
year. Sectors that saw particularly strong gains in 2007 were: construction;
transportation and warehousing; information, culture and recreation; as well
as primary forestry, fishing, mining, oil and gas. BC’s economy added a further
12,300 jobs in January 2008, an increase of 0.5 per cent over December’s
employment levels. The monthly unemployment rate fell to 4.1 per cent in
January.

The housing sector continued to be a source of economic strength for BC in
2007, with housing starts for the year increasing by 7.6 per cent over 2006
levels and reaching 39,195 units. The growth in housing starts has been in
multiple units, which increased 17.7 per cent through the year, while starts of
single units declined 6.2 per cent from 20006 levels. Demand in the housing
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sector continues to be supported by positive inter-provincial migration and
solid income growth.

Retail sales in BC continued to post robust growth in the first eleven months
of 2007, rising 7.1 per cent on a year-to-date basis to November. Growth in
retail sales has been broad based, with categories such as home furnishings
stores, home centres and hardware stores experiencing the most rapid growth.
Sales in the retail sector have been driven by robust income growth, positive
consumer confidence and additional demand for household goods from an
active housing market.

The value of manufacturing shipments has fallen 2.4 per cent year-to-date to
November 2007, largely due to a sizable decline in wood product shipments.
Manufacturing shipments of fabricated metal, paper, primary metals and
other minerals all saw gains in 2007. These gains were more than offset by a
19.1 per cent year-to-date decline in the value of wood product shipments,
caused by weaker prices and the slowing US housing market.

The value of merchandise exports dropped 5.1 per cent through the first
eleven months of 2007 due to declines in lumber, natural gas, coal and copper
exports outweighing gains recorded in pulp, electricity, aluminum and zinc
exports. The high value of the Canadian dollar coupled with slowing demand
from the faltering US economy weighed heavily on BC’s export market through
2007. The US housing market crash has led to particular weakness in forest
product exports.

The value of non-residential building permits rose 0.2 per cent in 2007. A rise
in the value of commercial permits during the year offset declines in both
industrial and institutional building permits.

The Outlook for the External Environment

United States

According to advance estimates, US economic growth decelerated in the fourth
quarter of 2007, slowing to an annualized growth rate of just 0.6 per cent.

This followed strong growth of 3.8 per cent in the second quarter and

4.9 per cent in the third quarter. US economic strength in the third quarter

was somewhat misleading, as a surge in exports and a build-up of inventories
masked negative indicators such as declines in investment and corporate
profits. Slow economic growth in the fourth quarter was due to a number of
factors, including weakness in personal consumption, a continued decline in
residential investment, lower export growth and a decline in inventories.

The US labour market was relatively weak in 2007 as annual average
non-farm employment increased by 1,540,000 persons (or 1.1 per cent).

The unemployment rate remained at 4.6 per cent on average in 2007,
matching the rate observed in 2006. On a monthly basis, however, the
unemployment rate rose through the year, reaching 5.0 per cent by
December 2007. US consumer price inflation was 2.9 per cent in 2007, while
core inflation (which excludes food and energy) was 2.3 per cent. The US
Federal Reserve expects inflation to moderate in coming quarters.
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The US housing market has continued its rapid decline through 2007, with
annual housing starts falling to 1,343,900 units — far below the 1,811,900 starts
recorded in 2006. The pace of starts fell through the year, with annualized
starts ending up at 1,006,000 units in December — the lowest monthly pace
observed since May 1991.

The continued decline in housing was one of the largest drags 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, has shown considerable weakness in recent months,
hitting a record low of 18 in December (see Chart 4.2). Given the continued
low levels on this index, some analysts expect the worst is yet to come in the
US housing market slowdown. With the continued degradation in housing,
foreclosures and mortgage default risks have risen. With a sizable portion of
subprime mortgages scheduled to reset in 2008, there is considerable risk to
the US economy moving forward as well.

Chart 4.2 US housing market conditions very weak
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The total value of subprime mortgages in the US is currently estimated at
around US$1.3 trillion.? In November 2007, the OECD estimated that losses
caused by the US subprime and near-prime mortgage market could end up

in the US$200 to US$300 billion range. The financial sector exposure to these
losses lies mainly in holdings of mortgage-backed securities repackaged within
collateralized debt obligations (CDOs), variously held by hedge funds, banks
and bank-sponsored structured investment vehicles.

In addition, credit based on home-equity loans is now facing increasing risk
as house prices fall. With growing concern over the extent of the contagion
surrounding the subprime crisis, financial markets have been increasingly
volatile, as investors reshuffle their portfolios in attempts to minimize their
exposure to these risks.

In a bid to inject some much needed stimulus into the slowing US economy
and financial markets, the Federal Reserve slashed its key Fed funds rate

2 The Economist online — January 10, 2008.
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by 75 basis points in an unscheduled announcement on January 22, 2008.

In days leading up to this surprise announcement, stock markets world-wide
lost considerable ground as fears mounted that a US recession may be on the
horizon and that the subprime contagion in financial markets may be worse
than investors had previously anticipated. The rate cut has raised some hope
that positive feedback will be felt in the housing market. However, liquidity in
the housing market has been severely restrained as financial institutions have
tightened lending standards in response to the subprime crisis.

The Fed cut its key rate a further 50 basis points in a scheduled announcement
on January 30, 2008. The Fed funds rate, now sitting at 3.00 per cent, is at its
lowest since June 2005. The Fed cautioned that risks remain to the downside
and that it plans on acting in a timely manner as needed to address those risks.

According to the January Consensus Economics survey of private sector
economists, US real GDP is expected to grow by 2.0 per cent in 2008 and

2.7 per cent in 2009. The weak 2008 outlook for the US is due to growing
speculation that the housing downturn and subprime crisis are likely to
hamper economic growth more than previously expected. Along with the
downgrade to overall economic growth for 2008, the probability of a US
recession is increasing. In December, the Moody’s Economy.com probability
of recession in the next six months increased to 56 per cent—its highest rating
since 2001. Some analysts, such as David Rosenberg, Chief Economist with
Merrill Lynch, believe the US economy has already drifted into recession.

Chart 4.3 Rising probability of recession in the US
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In order to reflect the mounting risks surrounding the US economic outlook,
the Ministry of Finance’s growth assumptions are somewhat lower than the
January Consensus in anticipation that the Consensus will decline further in
coming months. The Ministry of Finance is assuming that the US economy will
grow by 1.7 per cent in 2008, compared to the 2.0 per cent January Consensus
average. US growth is expected to recover to 2.4 per cent in the Ministry of
Finance forecast for 2009, while the January Consensus predicts growth of

2.7 per cent. Over the medium-term, the Ministry of Finance assumes that the
US economy will grow at a rate of about 2.7 per cent per year.
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Canada

This medium-term outlook has been lowered since previous forecasts based on
concern voiced by the Economic Forecast Council that potential growth (the
rate at which the economy can grow without causing inflation to accelerate) in
the US is lower than previously thought.

Chart 4.4 US consensus outlook for 2008 deteriorates
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The chart represents forecasts for US real GDP growth in 2007 and 2008 as polled on specific dates. For example,
forecasters surveyed on January 14, 2008 had an average 2008 US growth forecast of 2.0 per cent, while on June 11,
2007 they forecast 2008 US growth at 2.9 per cent.

The Canadian economy grew at an annualized pace of 3.5 per cent in the first
quarter, 3.8 per cent in the second quarter, and then slowed to a still robust

2.9 per cent growth in the third quarter. The strength in the Canadian economy
thus far in 2007 has been due to strong consumer spending and business
investment outweighing weakness in the trade sector. Nationally, employment
grew by 382,100 jobs (or 2.3 per cent) in 2007, while the unemployment rate
averaged 0.0 per cent.

The appreciating Canadian dollar and weakened demand from the US
contributed to slower (current value) merchandise exports growth of

2.5 per cent through the first eleven months of 2007. While exports of forestry
products on the national level also fell substantially, they comprise a much
smaller portion of total national exports than they do for BC. Growth observed
in exports of agricultural, industrial, energy and consumer products more than
offset declines in forestry and automotive products at the national level.

The value of manufacturing shipments edged up 1.0 per cent year-to-date

to November 2007. Over the year, weakness in wood, chemical, plastics and
computer manufacturing has been offset by strength in petroleum and coal
products, minerals and metals.

Domestic demand continued to be a source of strength for the Canadian
economy in 2007, with retail trade rising 5.7 per cent through the first eleven
months of the year. Consumer confidence was slightly lower through 2007,
falling 0.4 per cent compared to 2006 levels. Canadian housing starts stayed
at relatively high levels through 2007, although a noticeable drop occurred in
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Japan

December. On an annual basis, Canadian housing starts rose 0.4 per cent from
2006 levels. Healthy increases in Saskatchewan, Manitoba, Newfoundland and
BC were largely offset by weakness in Ontario, with Alberta, PEI and Nova
Scotia also registering declines.

The Consensus Economics average forecast for 2008 Canadian real GDP growth
has deteriorated in recent months, averaging 2.1 per cent in the January
survey. There is high variance among individual forecasters, with a high
estimate of 2.8 per cent and a low of 1.5 per cent. The decline in expectations
over the year is largely due to the softening US outlook and highly valued
Canadian dollar, which forecasters believe will have a considerable impact

on the Canadian economy. The January Consensus average indicates that
Canadian economic growth is expected to recover to some degree in 2009,

to 2.5 per cent. The Ministry of Finance’s economic forecast assumptions are
more prudent, with Canadian real GDP growth expected to be 1.9 per cent

in 2008, 2.2 per cent in 2009 and 2.5 per cent over the medium-term.

The evolution of the Consensus survey average forecast for Canada can be
seen in Chart 4.5.

Chart 4.5 Canada consensus outlook for 2008 downgraded
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The chart represents forecasts for Canadian real GDP growth in 2007 and 2008 as polled on specific dates. For
example, forecasters surveyed on January 14, 2008 had an average 2008 Canadian growth forecast of 2.1 per cent,
while on July 9™, 2007 they forecast 2008 Canadian growth at 2.8 per cent.

According to the January Consensus survey, the Japanese economy is expected
to expand by 1.5 per cent in 2008. The survey noted weak exports and muted
consumer spending as reasons for its meagre growth outlook. The January
Consensus predicts that Japan’s real economic growth will reach 2.0 per cent
in 2009. The Ministry of Finance is assuming lower growth of 1.2 per cent

in 2008, 1.7 per cent in 2009 and 2.0 per cent over the medium-term.

These prudent assumptions reflect the continued uncertainty regarding the
Japanese economic outlook.
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Other Economies

According to the January Consensus, the European Monetary Union (EMU)
economies are expected to expand by 1.8 per cent in 2008, slower than

the growth exhibited by these regions over the past couple of years. In the
January Consensus, expectations also call for slower growth in Europe going
forward, with participants forecasting average growth of 2.0 per cent for 2009.
The Ministry of Finance assumes slightly lower growth rates for Europe, of
1.6 per cent in 2008 and 1.7 per cent in 2009.

China continued its rapid pace of economic expansion in 2007, maintaining
double digit growth of 11.3 per cent according to the January Blue Chip
Economic Indicators, a monthly survey of about 50 leading business
economists. The survey participants’ average forecast calls for continued rapid
expansion in 2008 and 2009, with forecast growth of 10.2 and 9.4 per cent
respectively. China’s growth in recent years has been fuelled in part by
strength in exports, investment and manufacturing, which in turn has led to
higher global demand and prices for commodities.

There is some concern, particularly with the global stock market volatility

of late, that China’s economic expansion is not as well protected from a US
slowdown as previously thought. The current view among economists is that
while China and other Asian economies may be more buffered than they were
through the 1990s, a US slowdown or recession would still have an impact on
Asia. The increasing global integration of trade and investment flows, as well
as the sheer size of the US economy, means most countries will likely feel
some ill effects from a US slump.

Table 4.2 Ministry of Finance Economic Forecast: Key Assumptions

Forecast
2007 2008 2009 2010 2011 2012
Per cent change unless otherwise noted

USTreal GDP .....o.oiiiiiiiiiii e 2.2 1.7 2.4 2.7 2.7 2.7
Canadareal GDP ............ccoeevvvieeieeiiiaennn, 2.5° 1.9 2.2 2.5 25 25
Japan real GDP ..........ccccooeeiueeeeiiiiiieeeeeen 1.8° 1.2 1.7 2.0 2.0 2.0
Europe real GDP ............cceeeeeieeieeeieeiin 2.6° 1.6 1.7 2.0 2.0 2.0
US housing starts ..........ccoveveieeiiniiiinnee s, -25.8 -27.8 13.4 27.3 14.3 0.0
Canada 3—month treasury bill rate ................ 4.2 3.9 4.4 4.9 5.0 5.0
Canada 10-year government bonds .............. 4.3 4.2 4.8 5.4 6.0 6.0
US cents/Canadian dollar ............................ 93.5 99.9 96.1 93.8 93.4 93.3

¢ Ministry of Finance estimate

Financial Markets

Interest Rates

After following a slight tightening trend through 2007, the US Federal Reserve
Board cut its key overnight target rate by 75 basis points to 3.50 per cent on
January 22, 2008, in response to mounting fears of a recession and associated
rapid weakness observed in stock markets worldwide. The cut was not
scheduled, but viewed as necessary to mitigate increasing downside risks to
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growth in the economy and a deepening of the housing contraction. It marked
the single biggest rate cut by the Fed since 1982.

The Fed cut its key rate a further 50 basis points in its scheduled
announcement on January 30, 2008, in a further effort to aid the suffering US
economy. The Fed funds rate, now sitting at 3.00 per cent, is at its lowest since
June 2005. In their January 30, 2008 statement, the Fed stated that risks remain
to the downside and that it plans on acting in a timely manner as needed to
address those risks.

On January 22, 2008, the Bank of Canada (BoC) lowered its key interest
rate (the target for the overnight rate) by 25 basis points to 4.00 per cent,

as widely anticipated. The BoC noted that while the Canadian economy
continues to operate above capacity right now, the US economy is suffering
a more prolonged housing decline than previously expected. This will lead
to downward pressure on Canadian export growth and lower inflation. The
statement concluded that further stimulus will likely be necessary moving
forward to keep aggregate supply and demand in balance, and to return the
inflation rate to the BoC'’s target over the medium-term.

Outlook

Based on the average of six private sector forecasts as of January 9, 2008, the
Ministry of Finance interest rate outlook assumed that the US Federal Reserve
would begin lowering interest rates at their January 30, 2008 meeting. With the
unscheduled cut announced on January 22, 2008 however, the Fed’s target rate
will be lower throughout the year compared to private sector forecasters’ views
as of January 9, 2008. The private sector anticipated the Fed funds rate would
average 3.8 per cent in 2008 and 4.1 per cent in 2009.

As of January 9, 2008, the private sector forecast assumed that the Bank of
Canada would lower the overnight target rate by 25 basis points in their
January 22, 2008 meeting (which did occur) then raise the rate by 25 basis
points in December 2008. The Bank was then expected to raise it by a further
25 basis points in early 2009 and then hold it steady at 4.50 per cent for the
rest of the year.

The average of private sector forecasters’ views on Canadian short-term interest
rates (3 month treasury bills) as of January 9, 2008 (see Table 4.3) indicates
that 90 day rates will average 3.9 per cent in 2008 and 4.4 per cent in 2009.

Table 4.3 Private Sector Canadian Three Month Treasury Bill
Interest Rate Forecasts

Average annual interest rate (per cent) 2008 2009
Global Insight ..., 4.3 4.9
CIB e 3.8 4.4
NESDItt BUINS ...t e et e e e e 3.8 4.3
Scotiabank .......coiiii 3.7 4.2
TD ECONOMICS ...ttt et e et e et e e e et e e e e 3.9 4.0
RBC Capital Markets .........coooeviiiiiiiiiiie i e e 4.0 4.5
Average (as of January 9, 2008) ........c.coeeeiiiiiiiiiini e, 3.9 4.4
Budget 2008 FOreCast ........ccovuviviiieiriiiiie e 3.9 4.4
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Ten-year Government of Canada bonds are forecast to average 4.2 per cent in
2008 and 4.8 per cent in 2009, indicating that the spreads between long-run
and short-run rates are expected to remain positive.
Table 4.4 Private Sector Canadian 10-year Government Bond
Interest Rate Forecasts
Average annual interest rate (per cent) 2008 2009
Global INSIght ... 4.4 5.2
B e e 4.1 4.7
NESDItt BUINS ... e ettt e 4.0 4.7
Scotiabank ... 4.0 4.7
TD ECONOMICS ..vitietiiei e e ettt et et e e e e e 4.2 45
RBC Capital Markets ............ccooviiiiiiiiiii e 4.3 4.8
Average (as of January 9, 2008) .......c.oeveeriiinieiiieiee e 4.2 4.8
Budget 2008 FOreCaSt .......cuitiieiitietiiiiie e et e 4.2 4.8
Exchange Rate

The Canadian dollar continued its trend of appreciation against the US dollar
in 2007, due in part to a general weakening of the US dollar and high prices
for commodities such as oil and metals. The noon spot rate peaked at

109.1 US cents on November 7, 2007 then drifted back down to parity a couple
of weeks later, and has remained within a few cents of parity ever since.

For the year, the dollar averaged 93.5 US cents, appreciating 5.3 cents over the
88.2 cents average in 20006.

Chart 4.6 Private sector expects Canadian dollar to remain high in 2008
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*The average of 6 private sector forecasters: Global Insight, CIBC, BMO CaFitaI Markets, RBC Financial
Group, Scotiabank, and TD Bank. First Quarterly Report 2007 as of July 241", 2007 and Budget 2008 as of
January 9th, 2008.

Outlook

The Canadian dollar is expected to retain its strength in the near-term, due to
high commodity prices and weakness in the US dollar. The loonie is expected
to drift down slightly vis-a-vis the US dollar in the medium-term as the US
dollar recovers from its current weakness.
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Average private sector forecasts as of January 9, 2008 expect the Canadian
dollar will average 99.9 US cents in 2008, falling to 96.1 US cents in 2009.
The Ministry of Finance’s exchange rate outlook is based on these private
sector averages (see Table 4.5). The Ministry of Finance assumes that the
Canadian dollar will fall to 93.3 US cents by 2012.

Table 4.5 Private Sector Exchange Rate Forecasts

Average annual exchange rate (US cents/Can $) 2008 2009
Global Insight ... 100.0 97.8
CIB it e e 101.7 97.6
NESDItt BUIMNS ...v i e e e e 99.9 93.7
SCOotiabank ..o 102.1 104.9
TD ECONOMICS .ovvuiiii it i e e e e ee e e e e e 97.9 92.8
RBC Capital Markets ..........cccoeviiiviiiii i v 97.7 90.0
Average (as of January 9, 2008) ........ccoveveieeiiiiiiinennnn. 99.9 96.1
Budget 2008 FOreCast .........cccovvviieiieiiniiiiine e, 99.9 96.1

The British Columbia Economic Outlook

BC’s economy continued its healthy expansion through 2007, as indicators of
domestic demand such as housing starts and retail sales saw strong growth.
Healthy income growth and a low unemployment rate contributed to solid
increases in consumer spending. However, BC’s merchandise exports were
hit by lower demand from the US and falling lumber and natural gas prices.
The Ministry of Finance estimates that the BC economy posted growth of

3.0 per cent in 2007, slightly below last year’s February 2007 budget forecast
of 3.1 per cent and matching the subsequent first Quarterly Report forecast of
3.0 per cent.

The Ministry of Finance forecasts BC’s economy to grow 2.4 per cent in 2008
and 2.8 per cent in 2009. Growth is expected to slow to some extent in 2008,
largely due to weakness in the US economy. Domestic demand, while still the
main driver of BC’s economic growth in 2008 and 2009, is expected to slow
somewhat due to the US downturn. The province’s export market will likely
continue to suffer with continued weakness in the US housing market.

Over the medium-term, the Ministry of Finance forecasts growth of 2.9 per cent
in 2010, 2.8 per cent in 2011 and 2.8 per cent in 2012, averaging 2.8 per cent
over the 2010 to 2012 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 4.6 for a comparison of MoF and the EFC
economic outlooks).

Table 4.6 British Columbia Economic Outlook

Forecast
2007 2008 2009 2010 2011 2012
Per cent change in real GDP
Ministry of Finance economic forecast .......................... 3.0° 2.4 2.8 29 2.8 2.8
Economic Forecast Council * .............cccoovieeeiiiiiienn.. 3.1 2.8 3.0 2.9 2.9 29

¢ Ministry of Finance estimate.
' Average of the 12 members who provided forecasts (the Council provided a single average annual growth rate for the
2010 through 2012 period).
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Table 4.7 summarizes the Ministry of Finance’s outlook for key economic
indicators, while Tables 4.9.1 to 4.9.4 at the end of Part 4 provide additional
detail on the economic forecast.

Table 4.7 Ministry of Finance Economic Forecast: Key Economic Indicators

Forecast

2007 2008 2009 2010 2011 2012
British Columbia Economic Indicators Per cent change unless otherwise noted
REAI GDP ...ttt 30°¢ 2.4 2.8 2.9 2.8 2.8
NOMINAI GDP ...t 5.6° 4.2 5.3 5.0 4.8 4.8
EMployment ... 3.2 1.7 1.7 1.9 1.9 1.9
Unemployment rate (per cent)..........ceevvevveveevenennnnns 4.2 4.7 4.8 4.8 4.8 4.8
Total net in-migration (thousands of persons) .............. 516" 48.9 50.4 51.4 52.5 51.4
Personal iNCOME ...........cuvviieieieee e, 53° 4.4 4.2 45 45 4.6
Corporate pre-tax profitS ........ccooivviiiii i 2.1° 0.4 5.8 5.9 3.4 3.5
Housing starts (thousands of units) ........................... 39.2 34.6 325 30.8 30.1 29.3
RELAI SAIES ... vvvveiee e ettt 6.7 ° 5.3 5.2 5.1 4.9 5.0

¢ Ministry of Finance estimate.

The Labour Market

1 BC STATS estimate.

Employment in British Columbia grew 3.2 per cent in 2007, following
growth of 3.1 per cent in 2006 (see Chart 4.7). This translates to average

total employment of 2,266,300 persons, an increase of 70,800 jobs. Full-time
employment increased by 58,500 jobs, while part-time employment increased
by 12,400 jobs.

Chart 4.7 BC employment continued to show strong gains through 2007
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Employment growth continued to outweigh growth in the labour force in
2007, resulting in British Columbia’s unemployment rate averaging 4.2 per cent
during the year. The provincial unemployment rate struck levels that had not
been observed in over 30 years, hitting a low of 3.9 per cent in March 2007.
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BC’s economy added 12,300 additional jobs in January 2008, an increase of
0.5 per cent over December’s employment levels. The unemployment rate
fell slightly to 4.1 per cent in January, as job gains outpaced the monthly
expansion in the labour force.

Outlook

The Ministry of Finance outlook calls for employment in British Columbia to
increase by 1.7 per cent in 2008, or approximately 37,600 jobs. Employment
is forecast to grow by 1.7 per cent in 2009, then 1.9 per cent per year through
the 2010 to 2012 period. Labour force growth in BC is expected to exceed
employment growth in the near-term, resulting in the unemployment rate
rising to 4.8 per cent for the 2009 to 2012 period.

Chart 4.8 BC unemployment rate forecast to rise from current lows
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Domestic Demand
Consumer Spending and Housing

Retail sales saw robust growth through the first eleven months of 2007, rising
7.1 per cent compared to the same period the previous year. Sectors that saw
solid year-to-date performance were: home centres and hardware stores, home
furnishing stores, clothing stores and gasoline stations. High levels of housing
activity in 2007 continued to support retailers that sell household goods.

Housing starts in BC totalled 39,195 units in 2007, a 7.6 per cent increase
compared to 2006. Seasonally adjusted housing starts peaked in November,
hitting an annualized 50,500 units, the fastest pace observed in the province
since February 1990. Housing starts subsequently fell back down to an
annualized pace of 33,900 units in December. The continued strength in
housing starts in 2007 was supported by solid income growth and net
migration. It should be noted that while most provinces showed further growth
in housing in 2007, some provinces (most notably Ontario) experienced
declines.

Leading indicators for non-residential investment remained high in 2007
with the total value of non-residential building permits rising 0.2 per cent
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Chart 4.9 BC retail sales through November remained robust
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compared to the high value observed in 2006. While the value of commercial
permits rose during the year, it was offset by declines in both industrial and
institutional building permits.

Outlook

The Ministry of Finance estimates that real (inflation-adjusted) consumer
spending on goods and services grew by 4.4 per cent in 2007, and is
forecasting growth of 3.4 per cent in 2008 (see Table 4.9.1 at the end of

Part 4). A robust labour market, continued growth in personal income along
with the federal GST cut effective January 1, 2008 are expected to support
consumer demand for goods and services this year. Real consumer spending is
forecast to grow around 3.0 per cent per year in the medium-term. Retail sales
are estimated to have increased 6.7 per cent in 2007, and are forecast to grow
5.3 per cent in 2008, 5.2 per cent in 2009 and around 5.0 per cent per year
through the 2010 to 2012 period.

Chart 4.10 BC housing starts forecast to ease from high levels
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Housing starts in British Columbia are expected to ease from the high levels
observed over the past couple of years, and are forecast to total approximately
34,600 units in 2008 and 32,500 units in 2009. Over the medium-term,

BC housing starts are expected to level out, averaging around 30,000 units per
year from 2010 to 2012.

Business and Government

Real business investment (including residential) is estimated to have increased
by 5.4 per cent in 2007, after growing by 9.5 per cent in 2006. The main
sources of strength behind business investment growth in 2007 are robust
machinery and equipment investment and residential investment.

Real business machinery and equipment investment (adjusted for inflation)
continued to benefit from the appreciation of the Canadian dollar in 2007.
Following growth of 14.9 per cent in 2006, machinery and equipment
investment is estimated to have grown 10.3 per cent in 2007.

Real business non-residential investment (adjusted for inflation) is estimated
to have increased by 1.1 per cent in 2007, following a 9.2 per cent gain in
2006. 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 4.9 per cent in 2007, following growth of 6.6 per cent in 2000.

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 shortage of skilled workers.

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 13.6 per cent through the first nine

Chart 4.11 Vancouver building construction price index accelerated in 2007
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months of 2007, compared to the same period in 2006. This follows annual
growth of 10.3 per cent in 20006.

Real (inflation adjusted) local, provincial and federal government combined
spending on goods and services in BC is estimated to have increased
6.4 per cent in 2007, following growth of 2.8 per cent in 2000.

Outlook

Total real (inflation adjusted) investment in British Columbia is forecast to
grow by 3.6 per cent in 2008, slowing to 2.7 per cent in 2009. This growth
reflects strength in non-residential investment, and investment in machinery
and equipment. Over the medium-term, total investment in BC is expected
to grow approximately 3.9 per cent per year on average. Growth in both
non-residential investment and machinery and equipment investment are
expected to continue as significant sources of growth over the medium-term.

On average, real non-residential investment is forecast to grow at 5.4 per cent
from 2010 to 2012, while machinery and equipment investment is forecast

to rise by an average 8.8 per cent per year. This growth will occur 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 2.2 per cent in 2008, rising to 2.5 per cent in 2009. Over the
medium-term, real government spending from all three levels of government
is forecast to grow 2.9 per cent on average per year.

External Trade and Commodity Markets

The value of BC’s merchandise exports declined throughout 2007, and year-
to-date to November were down 5.1 per cent compared to the same period
the previous year. The decline in the value of exports was chiefly due to an
8.8 per cent drop in year-to-date forestry exports. Further degradation in the
US housing market, the highly valued Canadian dollar and weak lumber prices
have taken a toll on BC’s forest industry. Weakness was also observed in
exports of energy, agriculture and machinery and equipment.

Western spruce-pine-fir (SPF) prices averaged US$249 per thousand board feet
in 2007, a 16.0 per cent decline from the US$296 average in 2006. The lumber
price trended downwards through most of 2007 and into 2008. More recently,
the western SPF price fell to US$185 on February 1, 2008, the lowest price
registered since late 2002. However, the price of hemlock baby squares, a key
price for the coastal forest industry, averaged US$609 in 2007, up 4.3 per cent
compared to the 2006 average price of US$584. While the vast majority of SPF
exported from BC is destined for the US, a sizable portion of BC’s hemlock
exports is destined for Japan.

Natural gas prices averaged $5.40/GJ through 2007, down slightly from
the $5.53/G]J observed in 2006. BC Plant inlet prices ranged from a high
of $6.41/G]J in February to a low of $4.03/G]J in September. Since this low,
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prices have regained some ground, with preliminary estimates of $5.55/G]J for
December 2007.

Metallic mineral prices remained at historically high levels in 2007. Prices for
both gold and silver rose by more than 15 per cent for the year, while copper
increased a further 5.3 per cent to US$3.24/1b in 2007. Lead prices doubled to
average US$1.17/1b for the year, while the prices of both zinc and aluminium
showed little change relative to the high levels they both recorded in 2006.
High mineral prices were largely driven by tight world supplies and robust
global demand, particularly from China.

Outlook

Real exports of goods and services are forecast to increase 1.3 per cent

in 2008. The high Canadian dollar and weak demand by the US housing
market for BC forest products 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 recover, resulting in growth of 3.8 per cent
in 2009 and average growth of 3.4 per cent over the 2010 to 2012 period.

Due to continued weakness in the US housing market, Western SPF prices

are expected to remain relatively weak through 2008, averaging US$213 per
thousand board feet for the year, down from the $275 that was assumed in the
first Quarterly Report. As the US housing market recovers, prices are expected
to return to US$300 over the medium-term (see Chart 4.12).

Chart 4.12 Forestry prices expected to remain weak through 2008 before
returning to trend
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Based on private sector forecasts, natural gas prices are expected to strengthen
from 2007/08 levels over the forecast period. Between 2007/08 and 2011/2012,
prices are expected to rise from $5.39/GJ to $6.39/GJ (see Chart 4.13).
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Chart 4.13 Natural gas prices forecast to rise from current levels
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The British Columbia goods and services export price deflator (the average
price of BC goods and services exports) is forecast to fall 2.4 per cent in 2008,
largely due to weakness in forestry prices and strength in the Canadian dollar.
The Ministry of Finance forecasts that the price of BC’s exports will recover in
2009 as the Canadian dollar weakens and lumber prices recover. The average
export price growth is expected to be 1.2 per cent over the 2010 to 2012
period, as commodity prices stabilize and the Canadian dollar levels out
around 93.3 cents US by 2012.

Chart 4.14 Real exports growth to pick up in medium-term
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Inflation

Consumer price inflation (CPD in British Columbia averaged 1.8 per cent in
2007, as higher consumer inflation in non-durables and services was offset

by continued price deflation in durable and semi-durable goods. BC’s CPI
inflation was below the Canadian average rate of inflation of 2.2 per cent in
2007. High gasoline, fuel oil and other fuel prices were partly responsible for
the strength of non-durable inflation. Food prices rose 2.6 per cent during the
year on average, while consumers saw the cost of clothing fall by 2.2 per cent.
Excluding food and energy, two of the most volatile components, BC
consumer prices rose 1.5 per cent in 2007.

Outlook

Consumer price inflation in BC is forecast to be 1.8 per cent in 2008, as a
further reduction in the federal goods and services tax is expected to put
downward pressure on some prices. Over the medium-term, CPI inflation is
forecast to average 2.1 per cent. The Canadian rate of inflation is expected to
average 1.8 per cent in 2008. 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.

Risks to the Economic Outlook

The balance of risks to the current economic forecast is to the downside.
Primary downside risks in the short-term include:

e The US performs worse than expected, or enters into recession.

e The credit crisis in financial markets becomes worse than anticipated due
to the onset of a US recession, or a worse than expected fallout from the
subprime mortgage crisis.

e The Canadian dollar rises above its forecasted values, putting further strain
on BC’s trade sector.

e Credit to small businesses in the US is restricted due to further tightening of
lending standards in financial markets.

¢ Developing economies such as China and India are not as well buffered
from a US slowdown as expected.

Medium-term risks to the economic forecast include:

e The possibility of a prolonged US slowdown.

e The Canadian dollar may rise higher (Jower) than expected, leading to
unanticipated weakness (strength) in BC’s trade sector.

e Skilled labour shortages lead to increased wage inflation or slower
production.

e BC’s interprovincial migration weakens and its skilled labour shortages
become worse.

e Commodity prices decline more sharply than forecast or become
more volatile.
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Table 4.8 British Columbia Economic Review

Budget 2007 Actual/
Actual Forecast Estimate
2006 2007 2007
Per cent change unless otherwise noted
Real gross domestic product (per cent change) ..........coooviiii i i 3.3 3.1 3.01
ConSUMEr EXPENAITUIE ... .. oivviitieeeee e eee e et e 5.5 3.2 441
Capital INVESIMENT ......ovtiit et e e 10.0 3.8 751
Government eXPENdItUIE .......c.ovveit it e e e e e e 4.3 4.1 6.4
Exports of goods and SErviCes ..........coovieiiiii i 25 2.7 111t
Imports of gOOdS and SEIVICES ........iiiuie it e e 8.1 29 511
Inventory investment (change in billions of constant 2002 dollars) ......... 1.1 0.7 0.81?
BC Economic Forecast Council — Real GDP growth .................cccociiient . n/a 3.4 3.1
Gross domestic product (current dollars; per cent change) ....................... 6.4 5.0 561
Population July 1 (per cent change) .........c.coooi i e 1.4 11 14
Total net in-migration (thousands of Persons) .............cocovvvviiiieiiiieninnnn, 48.3 39.8 51.6 2
INEEIPIOVINGIAL ... \vviie it e e et e e e e ee e 10.2 9.5 13.02
INEEINALIONAL ...\ et e e e e e e e e 38.1 30.3 38.6 2
Labour force (thousands of PErsonSs) .........coooiiiiiiiiiiii e 2,305 2,349 2,366
(Per CENE CNANGE) ... et e e e e e e e e e e 1.8 1.9 2.7
Employment (thousands Of Persons) ..........coooiiiiiiiiiiiii i e e 2,196 2,237 2,266
(Per CENE CNANGE) ...ttt e e e e e e 3.1 1.9 3.2
Unemployment rate (PEr CENL) ..o eneie it et e ieee e 4.8 4.8 4.2
Retail sales (millions of current dollars) .............cooiiiii i 52,627 56,006 56,152 *
(PEr CENL CNANGER) ... et e e e e e e e 6.8 5.4 6.7
Labour income? (millions of current dollars) ...............coevvvieieiiiiiieeeeinnnnn. 93,102 95,836 98,690 !
(PEr CENE CNANGE) ...ttt e e e e e e e e 8.5 4.1 6.0
Corporate pre-tax profits (millions of current dollars) ................ccooeeeinnnne. 21,322 21,446 21,764 1
(PEr CENE CNANGE) ...ttt e e e e e e e e e 6.7 5.2 2.1
HOUSING StartS (UNILS) ... vui it cit e et e et e et e e e e e e 36,443 33,590 39,195
(PEr CENE CNANGE) ...ttt e e e e e e e e 5.1 -7.8 7.6
Consumer Price Index (2002 = 100).......ceovuiie ittt ee e 108.1 110.3 110.0
(PEr CENE CNANGE) ...ttt e e e e e e e e 1.7 2.0 1.8
Key Assumptions:
Economic growth (per cent change)
CANATA ..v it et 2.8 2.0 25!
UNIted STAES ... et et e e e e e e 29 2.1 2.2
JAPAN oot ae 2.4 1.7 181
EUTOPIE oot it et et et e e e et e e 2.9 1.8 261
Housing starts (per cent change)
CANATA ... et e 0.8 -14.2 0.4
UNIted STAeS ... ettt e e e e e -12.6 -23.0 -25.8
JAPDAN e e 4.4 -4.7 -17.8
Industrial production (per cent change)
UNIted STAES ...t et e e e e s 4.0 2.0 1.9
JADAN e e e e 4.3 2.0 2.8
Canadian consumer price index (per cent change) ..........c.cocooieiiinnns 2.0 1.9 2.2
Canadian interest rates (per cent; annual average)
3-month treasury bills ..ot 4.0 4.0 4.2
Government of Canada 10-yearbonds ..........c..ccooeviiiii i, 4.2 4.1 4.3
United States interest rates (per cent; annual average)
3-month treasury billS ..o 4.7 4.7 4.4
Government 10—year bonds ..........coooiiiiiiii e, 4.8 4.5 4.6
US cents/Canadian dollar (annual average) ..........cooevieviiiiine e vennnnnn. 88.2 86.9 93.5
BC goods and services export price deflator (Cdn$; per cent change) ..... 0.9 2.1 -09!

t Ministry of Finance estimate.
2 BC Stats estimate.
3 Wages, salaries and supplementary labour income.
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Table 4.9.1 Gross Domestic Product: British Columbia

Forecast
2006 2007 © 2008 2009 2010 2011 2012
BRITISH COLUMBIA:
Gross Domestic Product at Market Prices:
— Real (2002 $ billion; chain-weighted) . 158.3 163.1 167.0 171.7 176.6 181.6 186.7
(% ChaNGe) «...vveeeeeeeceeee, 3.3 3.0 2.4 2.8 2.9 2.8 2.8
— Current dollar ($ billion) ...................... 180.3 190.4 198.3 208.8 219.3 229.9 241.0
(% change) ....coovvvviiiiieiie e 6.4 5.6 4.2 5.3 5.0 4.8 4.8
— GDP price deflator (2002 = 100) .......... 113.9 116.8 118.8 121.6 124.2 126.6 129.1
(% change) ....coovvvviiiiiiiie e 3.0 25 1.7 2.4 2.1 1.9 1.9
Real GDP per person
(2002 $; chain-weighted) ................. 36,649 37,232 37,614 38,167 38,748 39,333 39,934
(% ChANGE) .. 1.9 1.6 1.0 15 15 15 15
Real GDP per employed person
(% ChANGE) .. 0.3 -0.2 0.7 1.1 1.0 0.9 0.9
Unit labour cost® (% change) .................... 5.0 2.9 2.2 1.8 1.9 1.9 1.9
Components of British Columbia Real GDP at Market Prices ($2002 billions; chain-weighted)
Personal expenditure on
Go00ds and ServiCes ............cvvvevveninnnn. 106.0 110.7 114.4 118.1 121.8 125.3 129.1
(Yochange) ......ccoveviiie i 5.5 4.4 3.4 3.2 3.1 2.9 3.0
—GO0S i 445 47.2 48.9 50.6 52.2 53.8 55.5
(Yochange) ......cccoveviie i 5.3 6.0 3.5 3.5 3.2 2.9 3.2
— SEIVICES .ottt 61.4 63.4 65.5 67.5 69.6 71.6 73.7
(Yochange) ......cccoveviii i 5.6 3.2 3.3 3.1 3.1 2.9 2.9
Government current expenditures on
G00ds and ServiCes ...........cvevuveennnns, 30.3 32.3 33.0 33.8 34.6 35.7 36.9
(Yochange) ......ccoveviiii i 4.3 6.4 2.2 25 2.4 3.2 3.2
Investment in fixed capital ......................... 37.9 40.8 42.2 43.4 44.9 46.7 48.6
(Yochange) ......cccoveviii i 10.0 7.5 3.6 2.7 3.5 4.2 4.1
Final domestic demand ..................coeeeen, 174.0 183.5 189.5 195.1 201.1 207.6 214.4
(Yo change) ..c.ocovvvviiiii i 6.2 5.4 3.2 3.0 3.1 3.2 3.3
Exports goods and services ...................... 72.2 72.9 73.9 76.7 79.8 82.2 84.8
(% change) ......ocovvvviiiiiiiiiean, 25 1.1 1.3 3.8 4.0 3.1 3.1
Imports goods and services ...................... 89.6 94.1 97.4 100.8 104.2 107.9 111.9
(Yochange) ......ccoveviiii i 8.1 5.1 3.4 3.5 3.4 3.6 3.7
Inventory change ..........cooviiii i, 1.1 0.8 0.9 0.8 0.5 0.5 0.6
Statistical discrepancy .............coceeviiinenns -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
Real GDP at market prices .........ccccoevveens, 158.3 163.1 167.0 171.7 176.6 181.6 186.7
(% change) ......oovovviiiiiiiiiie 3.3 3.0 2.4 2.8 2.9 2.8 2.8

1 Unit labour cost is the nominal cost of labour incurred to produce one unit of real output.

€ 2007 figures are Ministry of Finance estimates.
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Table 4.9.2 Components of Nominal Income and Expenditure

Forecast
2006 2007 2008 2009 2010 2011 2012
Labour income™® ($ million) ...................... 93,102 98,690 © 103,307 108,155 113,374 118,792 124,516
(Y%ochange) ......ocovvvviiiiiii 8.5 6.0 4.7 4.7 4.8 4.8 4.8
Personal income ($ million) ..................... 141,098 148,574 ¢ 155,133 161,704 168,972 176,583 184,634
(%change) ....c.ocoevvviiiiiii 7.4 5.3 4.4 4.2 45 45 4.6
Corporate profits before taxes ($ million) .... 21,322 21,764 ¢ 21,858 23,117 24,492 25,312 26,185
(%change) ....c.ocoevvviiiiii 6.7 2.1 0.4 5.8 5.9 3.4 3.5
Retail sales ($ million) ...........cccoevieieenen. 52,627 56,152 °© 59,112 62,203 65,389 68,566 72,005
(% change) ......ocovvvviiiiiii 6.8 6.7 5.3 5.2 5.1 4.9 5.0
HOoUSING Starts ..........coevviviveeiiiiiiieiee e 36,443 39,195 34,597 32,524 30,762 30,100 29,286
(%change) ....cooovvvviiiiii i 5.1 7.6 -11.7 -6.0 -5.4 -2.2 -2.7
Residential investment? ($ million) ............ 17,191 19,068 °© 19,794 20,575 21,332 22,182 23,122
(Ychange) ....c.ocvvviiiiiiii 16.5 10.9 3.8 3.9 3.7 4.0 4.2
BC consumer price index (2002 = 100) ...... 108.1 110.0 111.9 114.3 116.7 119.2 121.7
(Ychange) ....cooovvvviiiiiiii 1.7 1.8 1.8 2.1 2.1 2.1 2.1
! Domestic basis; wages, salaries and supplementary labour income.
2 Includes renovations and improvements.
€ Ministry of Finance estimate.
Table 4.9.3 Labour Market Indicators
Forecast
2006 2007 2008 2009 2010 2011 2012
Population (on July 1) (000'S) .......ceuvvnen... 4,320 4,380 4,440 4,498 4,557 4,617 4,676
(Ychange) ....c.ocvvvviiiiiiiii 1.4 1.4 1.4 1.3 1.3 1.3 1.3
Labour force population, 15+ Years (000's) .. 3,511 3,571 3,632 3,691 3,751 3,809 3,865
(Ychange) ....c.ocvvvviiiiiiiii 1.8 1.7 1.7 1.6 1.6 1.6 15
Net in-migration (000's)
— International™ .............cociiiii 38.1 38.6° 35.7 37.0 37.9 39.0 37.9
— InterprovinGial® ...... ..o 10.2 13.0° 13.2 13.4 13.5 13.5 13.5
—Total o, 48.3 51.6 ¢ 48.9 50.4 514 52.5 514
Participation rate® (%) .......ccoceeeeeeeeeeeeenn, 65.7 66.3 66.5 66.7 66.9 67.1 67.3
Labour force (000'S) .....coevvvviviineieeiiiiinannn, 2,305 2,366 2,416 2,462 2,508 2,556 2,603
(Y%change) ....c.ocvvvviiiiiiiii 1.8 2.7 2.1 1.9 1.9 1.9 1.8
Employment (000'S) ......ccovviviiieiiiiininennen. 2,196 2,266 2,304 2,344 2,388 2,433 2,479
(Ychange) ....c.ocvvvviiiiiiiii 3.1 3.2 1.7 1.7 1.9 1.9 1.9
— Goods sector employment (000's)* ...... 455 485 496 507 520 533 546
(% €hange) ......oceveviiiiiiiei e 2.9 6.6 2.3 2.2 2.4 2.6 2.4
— Service sector employment (000's)° ..... 1,740 1,781 1,808 1,837 1,868 1,900 1,933
(Ychange) ....c.ocvvvviiiiiiiii 3.1 2.3 15 1.6 1.7 1.7 1.8
Unemployment rate (%) .......cccovveeinineennnn. 4.8 4.2 4.7 4.8 4.8 4.8 4.8

! 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.

¢ BC Stats estimate.
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Table 4.9.4 Major Economic Assumptions

Forecast
2006 2007 2008 2009 2010 2011 2012
GDP (billions)
Canada real (2002 $; chain-weighted) .... 1,282 1,314 ¢ 1,339 1,369 1,403 1,438 1,474
(% change) ..........coevnviiiiiiiiiinns 2.8 25 1.9 2.2 25 25 25
US real (2000 US$; chain-weighted) ...... 11,319 11,567 11,766 12,051 12,380 12,717 13,066
(% change) ..........coevveinniiiiiiinns 2.9 2.2 1.7 24 2.7 2.7 2.7
Japan real (2000 Yen; chain-weighted) .. 550,318 560,458 °® 567,334 576,754 588,556 600,052 611,903
(% change) ..........coevveinniiiiiiinns 24 1.8 1.2 1.7 2.0 2.0 2.0
Europe real' (% change) ..................... 29 26 ° 1.6 1.7 2.0 2.0 2.0
Industrial production index
US (2002 = 100) ..ceeneiieieeiee e e 111.2 113.4 114.5 116.8 119.8 123.0 126.4
(% change) ..........ccevvvinniiiiiiinns 4.0 1.9 1.0 2.1 25 2.7 2.7
Japan (2000 = 100) .......ovvuvvniininnninnnns 106.3 109.2 1111 113.6 115.9 118.2 120.6
(% change) ..........coevveiiniiiiiiinns 43 2.8 1.7 23 2.0 2.0 2.0
Europe’ (2000 =100) ........coveveeneennn 107.9 1116 © 113.5 115.5 117.8 120.2 122.6
(% change) ..........coevveiiiiiiiianns 4.0 34 1.7 1.8 2.0 2.0 2.0
Housing starts? (000's)
CaNAAA ... .eeeet i 227 228 195 185 185 185 185
(% change) ..........coevviinniiiniininns 0.8 0.4 -14.6 5.1 0.0 0.0 0.0
US o, 1,812 1,344 970 1,100 1,400 1,600 1,600
(% change) ..........coevvveiniiiiiiinns -12.6 -25.8 -27.8 134 27.3 14.3 0.0
JaAPAN oo 1,290 1,061 1,140 1,150 1,170 1,170 1,170
(% change) ..........coevviinniiiiiiinns 4.4 -17.8 7.5 0.9 1.7 0.0 0.0
Consumer price index
Canada (2002 = 100) ......ccvvvvverinnnnnnn. 109.1 1115 113.5 115.8 118.1 120.5 122.9
(% change) ..........coevveinniiiiiiinns 2.0 2.2 1.8 2.0 2.0 2.0 2.0
Canadian interest rates (%)
3-Month treasury bills .................ooc 4.0 4.2 3.9 4.4 4.9 5.0 5.0
10-year government bonds .................. 4.2 4.3 4.2 4.8 5.4 6.0 6.0
United States interest rates (%)
3-Month treasury bills ..................oo 4.7 4.4 3.2 4.1 4.8 5.0 5.0
10-year government bonds .................. 4.8 4.6 4.1 4.8 5.5 6.0 6.0
Exchange rate (US cents / Canadian $) .... 88.2 935 99.9 96.1 93.8 93.4 93.3
British Columbia goods and services
Export price deflator (% change) ......... 0.9 -09° 24 4.6 2.2 0.8 0.5

! Euro zone (12) is Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal and Spain.
2 British Columbia housing starts appear in Table 4.9.2.
¢ Ministry of Finance estimate.
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The Economic Forecast Council, 2008

Introduction

The Budget Transparency and Accountability Act

requires the Minister of Finance to consult the
Economic Forecast Council (the Council) each
year on the outlook for British Columbia’s
economy. The consultation process takes place
in advance of each year’s budget and the
resulting forecasts are published in February
along with the provincial budget.

The meeting between the Minister and Council
members occurred on December 7, 2007, where
the discussion centred around the Council’s
estimates for 2007 and its economic outlook for
2008 and beyond. Participants each provided
information for the individual years 2007,

2008 and 2009 as well as an average forecast
for the years 2010 to 2012. Six members also
subsequently updated their forecasts in early
January.

Council members presented their opinions on
BC’s near—term economic outlook and on factors
that may affect the province’s medium—term
outlook. Among various topics discussed were
the US economic slowdown, the international
credit crisis, commodity prices, the appreciating
Canadian dollar, as well as the construction,
forestry and tourism sectors. This was followed
by discussions on climate change and possible
means to further attract investment in the
province.

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
3.5 31
' 3.0
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Note: BC real GDP per cent change represents the average of the Economic Forecast Council's
forecasts

Overview

Council members’ forecasts for economic
growth in British Columbia in 2007 averaged
3.1 per cent, while their estimates for future
growth averaged 2.8 per cent for 2008,

3.0 per cent for 2009 and 2.9 per cent on
average over the 2010 to 2012 period. Council
members expected slightly weaker growth over
the next few years relative to what they had
anticipated a year ago. The US housing market
crash, and associated economic slowdown, as
well as the high value of the Canadian dollar
were the main reasons for their downward
revisions. Despite the softer outlook, economic
growth in BC is expected to outperform the
national average through 2012.

Participants expected domestic demand to
continue as the main source of growth for BC
in the near-to—medium-term, with trade being
the main soft spot for the province due to both
weaker external demand (particularly from the
US) as well as the high valued Canadian dollar.
Council members expect a strong domestic
economy to be supported by robust consumer
spending, continued strength in construction
and demand for BC’s natural resources.

The Council noted that while trade with the
US will likely suffer, BC is well positioned
(both geographically and economically) to take
further advantage of trading with Asia.

The Council encouraged the provincial
government to maintain its healthy fiscal
situation and to focus policies on attracting
and retaining skilled labour and enhancing
productivity.

The primary risk to the forecast noted by
Council members is a harsher than expected
US slowdown, as the turmoil in the US housing
market could hinder US economic growth more
than expected. Medium—to-long term forecast
risks include the availability of labour with
expected demographic trends, the impact of
the Mountain Pine Beetle infestation, the rising
cost of construction projects, and the risk of a
prolonged US slowdown.
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International Outlook

The Council’s estimates for US growth averaged
2.2 per cent for 2007, while its forecasts for

US growth averaged 2.1 per cent for 2008,

2.6 per cent for 2009, and 2.8 per cent for the
2010 to 2012 period.

Most Council members felt that the overall US
economy would expand at a slower pace in
2008, chiefly driven by the weakness in the

US housing sector. While the Council felt the

US would likely avoid recession in the near—
term, some members warned that it was still a
possibility. Most Council members also noted
that US potential economic growth may be lower
than previously thought. The majority of the
council lowered their medium-term outlook on
US real economic growth, relative to the previous
Council survey prior to Budget 2007.

Outside of North America, Council members
anticipated that global growth would remain
relatively robust, especially in Asia and other
developing countries. Most participants expected
continued strong economic growth and high

British Columbia Economic Forecast Council: Summary of Forecasts

demand in China and India, while some also
noted growing demand developing in other parts
of the world such as Brazil, Mexico and parts of
Europe.

The Canadian Economy

The Council was in agreement that Canada will
also experience slower growth over the coming
years, mainly brought on by weakness in the

US economy. Most members felt that Canada
would outperform the US economy in 2008, due
in part to weakness in Ontario being somewhat
offset by relative strength in the Western
provinces. The Council acknowledged that a
slowing manufacturing sector and high Canadian
dollar will continue to hamper growth in Eastern
Canada. Several Council members pointed out
that the Canadian dollar, expected to remain high
throughout the forecast period, could continue to
hurt net exports and hinder tourism from the US.

Council members agreed that Western Canada
would be one of the main drivers of national
economic growth over the next few years.
Participants noted concern over a general labour

Average
Participant Organization 2007 2008 2009 2010-2012
Per cent change in real GDP
Doug Porter Bank of Montreal* 3.1 3.0 3.0 2.9
Jock Finlayson BC Business Council 3.1 2.8 3.1 2.8
Avery Shenfeld CiBC 3.3 3.3 35 3.3
Marie-Christine Bernard Conference Board 2.9 3.0 3.1 25
Helmut Pastrick Credit Union Central of BC* 3.1 3.0 2.9 4.0
Dale Orr Global Insight 3.1 2.9 3.0 2.8
Carl Sonnen Informetrica 3.4 25 2.8 25
Paul Ferley RBC Financial Group® 3.0 25 3.0 3.2
Warren Jestin Scotiabank* 3.0 3.0 3.2 2.9
Ernie Stokes Stokes Economic Consulting 2.9 2.4 25 2.2
Derek Burleton TD Bank 3.2 2.8 3.0 2.7
David Baxter Urban Futures Institute 2.9 2.8 2.8 2.7
Average 3.1 2.8 3.0 2.9
Standard Deviation 0.2 0.3 0.2 0.5

1Updated subsequent to the December 7, 2007 meeting
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and skills shortage in the Canadian economy,
and that interprovincial migration to Alberta
could continue to deplete the already shrinking
labour supply in other provinces.

Estimates for Canadian growth averaged

2.6 per cent for 2007, slowing to 2.3 per cent
for 2008 before rising back to 2.6 per cent for
2009. The Council’s forecast then held steady at
2.6 per cent average for the 2010 through 2012
period.

The risks to Canadian economic growth in
2008 and 2009 included weakness in the
US economy, a high Canadian dollar and
worsening labour and skills shortages.

Financial Markets

At the time of the meeting in December, most
Council members expected the Federal Reserve
to lower its intended Federal Funds rate slightly
from its present rate of 4.25 per cent, to an
annual average of 3.93 per cent for 2008."
However, due to the increased financial and
economic turmoil observed in January, the
Federal Reserve employed a series of drastic
rate cuts in late-January, leading to the current
Fed funds rate of 3.00 per cent. Given the
recent movements by the Fed, and mounting
fears of a recession in the US, it is now
unlikely that the Fed funds rate will average
3.93 per cent in 2008.

Council projections for the intended federal
funds rate averaged 4.20 per cent for 2009 then
rose to an average of 4.67 per cent over the
2010 to 2012 period.

There was a mixed view among Council
members on whether the Bank of Canada
would need a higher or lower overnight target
rate in 2008 than the 4.25 per cent that was in
effect at the time of the December meeting.
On average, the Council expects the Bank’s
overnight target rate to average 4.16 per cent

! The intended federal funds rate is the interest rate
at which depository institutions lend balances at
the Federal Reserve to other depository institutions
overnight.

in 2008. 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 4.42 per cent in 2009 and
then averaged 4.56 per cent over the 2010 to
2012 period.

Chart 2 — Economic Forecast Council
Outlook for the Exchange Rate
US cents/ C$
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Exchange rate forecasts averaged 99.4 cents US
for 2008, a rise from the 93.1 cents US observed
in 2007. Council’s predictions for 2008 ranged
from a low of 95.5 cents up to a high of

103.0 cents. Average exchange rate forecasts for
2009 were 97.0 cents US with nine of the twelve
participants expecting the Canadian dollar to
average below parity that year. On average,

the Council expected the Canadian dollar to
lose some value vis—a—vis the US dollar by the
medium—term, and average 94.1 cents US for
the 2010-12 period. However, Council members
continued to have quite divergent views on the
value of the Canadian dollar over the medium—
term, with forecasts ranging from 84.8 cents to
108.0 cents over the 2010 to 2012 period.

Chart 3 — Economic Forecast Council
Outlook for BC and Canada

Real GDP
Annual Per Cent Change
4 - mBC O Canada
3.1 3.0
31 2.6 : 2.6
2.3
2 4
1 4
0 - T T
2007 2008 2009 2010-12

Note: Real GDP per cent change for BC and Canada represent the average of the Economic
Forecast Council’'s forecasts

Budget and Fiscal Plan— 2008/09 to 2010/11




British Columbia Economic Review and Outlook

147

Council members were fairly consistent in their
concerns over the possible impacts of a higher
Canadian dollar. Several participants noted that
the high dollar is already hurting net exports and
tourism in BC and Canada, and will likely hinder
economic growth if it continues to remain high.

British Columbia Forecast

Council forecasts for BC’s economic growth
averaged 2.8 per cent in 2008, 3.0 per cent in
2009 and 2.9 per cent during the 2010 to 2012
period. Council members anticipated a softer
outlook for BC than was forecast previously,
largely due to weakness in the US economy.
The Council agreed that while BC’s outlook is
lower than before, the province is still expected
to outperform the national average over the
forecast period. Participants expected domestic
demand to continue as the main source of
growth for BC in the near-to-medium-term.
Key economic drivers include robust consumer
spending, strong construction activity and
continued demand for BC’s resources, particularly
from rapidly expanding Asian economies.

Chart 4 — Economic Growth Forecast 2008
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As shown in Chart 4, most Council members’
forecasts for BC growth in 2008 were distributed
between 2.4 and 3.2 per cent, with one estimate

Chart 5 — Economic Growth Forecast 2009
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exceeding 3.2 per cent. For 2009, the majority
of forecasts fell within the 2.9 to 3.1 per cent

range, with a few falling outside of this range
(see Chart 5).

Half of the Council forecasts for economic
growth in the 2010 to 2012 period were within
the 2.6 to 2.9 per cent range. A few participants
predicted growth below this range, and a few
predict growth above (see Chart 6). The range of
forecasts was the broadest in this period, with a
low of 2.2 per cent and a high of 4.0 per cent.

Chart 6 — Economic Growth Forecast 2010-12

Number of Forecasters

87 Average = 2.9%

1

0 0 | |

2.2t025 2.6t02.9 3.0t03.3 3.4t03.7 3.8t04.1
Annual per cent change in real BC GDP

External Issues

The Council discussed at length the softening

US economic outlook, with particular focus on
the severe weakness in the US housing market.
As the US is still BC’'s major trading partner,

a prolonged 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 BC economy while
other provinces, particularly Ontario, would be
harder hit.

In addition, members noted that BC is well
positioned to benefit from rising demand for
overseas goods in several Asian countries,
especially China and India. Several Council
members emphasized trade opportunities brought
on by the rapid growth of Asian economies and
the current high demand for commodities. Some
participants noted that sustained demand from
Asia, as well as other parts of the world, will
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cause commodity prices and energy prices to
remain elevated in the medium-term.

Sector—specific Issues

The Council’s discussion on BC’s domestic
economy focused on consumer spending, the
labour market, construction and the forestry
sector.

Most Council members cited continued
strength in the domestic economy as the
key driver of BC’s economic growth over
the coming years. While the high dollar and
slowing US economy are hindering BC’s
external trade, BC’s domestic economy is
expected to remain strong, keeping our
economic growth ahead of the national
average.

Most Council members noted that consumer
spending in BC is expected to remain robust
over the forecast period. While housing starts
are expected to come down from the high
level observed in 2007, they are expected

to remain at relatively healthy levels in the
medium term.

On average, the Council estimated total net
migration to BC was 44,670 people in 2007,
with forecasts averaging 45,900 people for
2008. Members provided a broad range of
forecasts for total net migration in 2008,
varying from a low of 38,400 people to a
high of 55,000 people. Some participants
voiced concern over the availability of
working—aged migrants over the coming years
due to the oncoming wave of retiring baby
boomers, coupled with already tight labour
market conditions in most parts of Canada.
The Council anticipates total net migration to
average 46,890 people in 2009, falling to an
average 45,520 people per year through the
2010 to 2012 period.

The issue of a potential labour shortage in
BC was one of the Council’s medium—-term
issues, with some members suggesting that

migration levels may not be sufficient to replace
all the retiring workers over the coming years.
This could place significant strain on BC’s
labour market, which is already exhibiting a
very low unemployment rate. These shortages
may push up labour costs and inflation and
could strain economic growth. Alberta’s ability
to attract workers, as well as increased ease of
labour mobility due to the Trade, Investment
and Labour Mobility Agreement (TILMA), were
cited as possible contributors to labour shortages
in British Columbia. Some Council members
commented that policies to increase the inflow
of working migrants, through programs such as
the Provincial Nominee Program, could aid in
combating potential 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. With reduced demand and
the high value of the Canadian dollar, Council
members suggested the forest sector may be hard
hit over the coming years.

Commenting on BC'’s tourism industry, some
Council members suggested that tourism would
likely suffer with the continued high value of the
Canadian dollar compared to its US counterpart.
While tourism from the US is expected to be
weak, some Council members noted that tourism
from international sources may increase over the
coming years.

Many participants mentioned 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 must continue its focus on increasing
productivity and skills training in the future.
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Climate Change

The Council was asked to comment on the issue
of climate change, in terms of BC’s recent policy
announcements, as well as climate change policy
options and how they may impact the economy.

Council members felt that BC had set ambitious
targets for climate change, with the targeted

33 per cent reduction in emissions by 2020. It was
also suggested that this target may be particularly
challenging for BC to attain, since the province is
already one of the lowest emitters per capita.

Most Council members said that a carbon

tax would be their recommended method of
introducing incentives for emission reductions.
The Council members felt that a broad based
carbon tax that affects choices at the consumer
and household level, as well as all types of
businesses is preferable to a system that only
targets some emitters. Some members of the
Council stressed that if carbon taxes were to be
implemented, it should be done in a revenue—
neutral fashion, meaning that carbon tax revenues
collected by the government should be returned
to consumers and business, and not be retained
by government. One member added that carbon
tax revenues could be used to fund alternative
energy.

Some members commented that a cap and trade
system may not be appropriate for BC, as they
felt this type of system was preferred when there
is “low hanging fruit”, meaning quick and easy
ways for industries to reduce emissions. It was
suggested BC industries had few quick and easy
options available, and therefore a cap and trade
system may work to the province’s disadvantage.

Council members also voiced some concerns

and risks associated with undertaking climate
change initiatives. The Council was unanimous

in their view that there would be economic costs
associated with meeting the announced targets.
There was concern that climate change policies
could have a more pronounced negative impact
on BC’s interior, where many of the natural
resource industries operate. Some members
mentioned the conflict that could arise in BC from

trying to take advantage of high demand
for its natural resources and further
develop the oil and gas industry, while at
the same time trying to reduce greenhouse
gas emissions.

The Council also commented on BC’s
choice to implement climate change
policies ahead of many other provinces,
states, and federal governments. If other
jurisdictions implement more business-
friendly climate change policies in the
near-future, or do not implement climate
change policies at all, then BC could be at
risk on a competitive front.

While members agreed that emissions
reductions would cause economic
disruption, some members pointed out
that it would provide an opportunity
for expansion in the environmental
industry, and that it is a problem that all
governments will have to address in the
near future.

BC Business

The Council was asked to share their views
and strategies on attracting investment

to BC, including head offices or regional
offices. Council members voiced a fairly
unanimous opinion that trying to entice
head offices to locate in BC would not
be the best strategy. Rather, the Council
suggested that government should
continue to ensure that it creates a level
playing field for all types of business in
the province. Some Council members
suggested lowering the top marginal
income tax rate, or the marginal effective
tax rate, would serve to benefit the
business climate in BC. Overall, Council
members stressed the importance of small
business and that undertaking policies

to encourage investment from existing
business would be the most beneficial
course of action to the province on this
front.
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Forecast Survey — Participants’ Opinions

All figures are based 2007 2008 2009 2010 to 2012
on annual averages Range Average’ Range Average’ Range Average’ Range Average®

United States

Real GDP (% change) ............. 19-27 22(@12° 16-27 21(12) 1.7-35 26(12) 21-34 28(12)
Intended Federal Funds

rate (%) vovvvneeeeiieiieeeeen, 425-510 4.91(11) 3.37-4.80 3.93(11) 350-520 4.20(11) 3.75-5.30 4.67 (11)
Housing starts (million units) ..... 135-142 1.37(11) 0.90-1.60 1.14(11) 1.00-1.70 1.28(11) 1.35-1.80 1.52(11)
Canada
Real GDP (% change) ............. 24-26 2.6(12) 19-28 23(12) 22-31 26(12) 24-28 26(12)
Bank of Canada Overnight

Target rate (%) .......ovvvvvennenn. 426-4.40 435(11) 3.62-4.60 4.16(11) 4.00-4.94 4.42(11) 4.25-5.00 4.56 (11)
Exchange rate (US cents/C$) ... 93.0-96.0 94.0(12) 955-103.0 99.4(12) 89.3-105.0 97.0(12) 84.8-108.0 94.1(12)
Consumer price index (% chg)... 21-24 22(12) 14-22 19(12) 16-23 2.0(12) 19-24 21(12)

British Columbia

Real GDP (% change) ............. 29-34 31(12) 24-33 28(12) 25-35 3.0(12) 22-40 29(12)
Nominal GDP (% change) ........ 55-75 6.3(11) 45-65 5.3(11) 42-6.7 53(11) 3.8-6.7 49(11)
GDP Deflator (% change) ......... 22-43 3.2(11) 18-34 25(11) 12-37 23(11) 14-33 21(11)
Personal Income (% change) .... 52-76 6.4(1) 39-72 5.3(11) 40-75 5.4 (11) 4.2-6.5 5.2 (11)
Net Migration (thousand

PEISONS) ..vvvviveeeiieeeiiiieeen 39.7-52.0 44.7(12) 384-550 459(12) 39.9-58.0 46.9(12) 36.0-62.0 455(12)
Employment (% change) .......... 26-32 31(12) 14-26 19(12) 10-26 1.8(12) 0.7-25 1.6(12)
Unemployment rate (%) ........... 41-47 43(12) 40-47 43(12) 40-48 43(12) 38-50 4.4(12)
Corporate pre-tax profits

(% change) ......ccooevveinnnnnnn. 3.0-9.1 5.1(8) -3.0-6.6 2.2(8) 3.0-10.1 7.2(8) 26-6.7 4.9 (7)
Housing starts (thousand

UNIES) ©oveeiie e e 36.9-386 37.7(12) 31.1-37.0 34.7(12) 275-358 32.4(12) 23.0-355 30.6(12)
Retail sales (% change) ........... 59-83 6.9(12) 20-7.0 5.6(12) 27-78 54(12) 3.2-85 5.3(12)
Consumer price index (% chg)... 18-21 1912 14-22 1912 17-23 21(12) 19-39 22(12)

! Based on responses from participants providing forecasts.
2 Participants provided an average forecast for 2010 to 2012.
® Number of respondents shown in parenthesis.
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(THIRD QUARTERLY REPORT)

Part 5: 2007/08 UPDATED FINANCIAL FORECAST

Table 5.1 Budget 2007 and Quarterly Updates — Operating Statement

First Second Third
e February 20  Quarterly Quarterly Quarterly
(3 millions) Budget Report Report Report
Taxpayer-supported programs and agencies:
REVENUE ...t e e e e e 34,887 35,773 36,350 36,525
=T T (36,240) (36,430) (36,540) (37,280)
Taxpayer-supported balance ...........coooiiiiiiiii i (1,353) (657) (190) (755)
Commercial Crown corporation iNCOMEe ............ccoevvviveiiiiiiieennann.. 2,503 2,757 2,815 2,875
Surplus before forecast allowance ...........cocooiiiiiiiiiiiic i, 1,150 2,100 2,625 2,120
FOrecast alloWANCE ............ooe e e (750) (500) (500) (150)
SUTPIUS it e e e e e e e e e 400 1,600 2,125 1,970

2007/08 Fiscal Year in Review

The surplus for 2007/08 is projected at $1.97 billion, $1.57 billion higher than

the Budget 2007 budget.

Government revenue is forecast to be $2.0 billion higher than the projection in
Budget 2007, reflecting higher than anticipated taxation revenue ($1.5 billion),
federal transfers ($451 million) and commercial Crown corporation net income
($372 million), and other revenue increases totaling $451 million, partially
offset by an $834 million reduction in natural resource revenue.

The net increase in revenue enabled government to allocate $1.05 billion to

priority initiatives, primarily for climate action.

The 2007/08 forecast allowance has been reduced by $600 million to

$150 million since the start of the year. The reduced forecast allowance
reflects the forecast risk over the remaining three months of the fiscal year.
Further details on the changes from Budget 2007 are provided in Table 5.7.

Chart 5.1 Progress of 2007/08 financial forecasts

Surplus forecast

$ millions
$500 $150
$500
Forecast Allowance ——» $2,125 $1,970
$750 $1,600
Surplus after
Forecast Allowance —» $400
Budget 1st Quarterly 2nd Quarterly 3rd Quarterly
2007 Report Report Report
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Changes since the Second Quarterly Report

The surplus forecast for 2007/08 has been reduced by $155 million from the
second Quarterly Report forecast, primarily due to allocations for priority
initiatives, partially offset by additional revenue and a reduction in the forecast
allowance.

Chart 5.2 2007/08 surplus down $155 million since

the second Quarterly Report
Main changes since the second Quarterly Report
$ millions

305 350

N B

(155)

(1,045)

Net revenue increase Priority initiatives Ministry savings and ~ Forecast allowance : Decrease in Surplus
internal transfers reduction since the second
Quarterly Report

Since the second Quarterly Report in November:

e The forecast for total revenue, including income from commercial Crown
corporations, increased $235 million.

— Taxpayer-supported revenue is up $175 million, led by higher personal
income tax revenue, additional investment income and an increase in
other revenue, partially offset by a reduction in forest revenue and a
decline in projected federal transfers.

— Income from commercial Crown corporations increased by $60 million,
primarily due to the positive impact of lower claims cost projections and
the sale of assets on ICBC'’s financial results.

e Total spending increased $740 million from the previous forecast, primarily
due to increased spending on one-time programs partially funded by the
federal government.

— Government allocated $1,045 million of the surplus to priority initiatives
such as climate action (including a Climate Action Dividend to individual
British Columbians to help them achieve their climate action goals), arts
and culture, health and children, and research and education.

— The additional spending on priority initiatives, additional flood and
disaster relief costs and spending on one-time federally funded programs
was partially offset by lower interest costs and other savings.

— Some of the priority initiative funding will flow to universities, health
authorities and other organizations within the broader government
entity in the form of endowments and funds, resulting in a $299 million
reduction in the self-funded expenses of these organizations.
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e The forecast allowance was reduced by $350 million in recognition of the
lower risk to achieving the projected surplus remaining until the accounts
for the full year are completed.

Table 5.2 provides more details on developments since the second Quarterly

Report.
Table 5.2 Operating Statement Update Since the Second Quarterly Report
Updated
($ millions) Changes Forecast
Budget 2007 Fiscal Plan (February 20, 2007) ......cceiutiuiie et et et et e e e 400
Revenue increases up to the second Quarterly REpOrt .........covvviiii i e 1,775
Expense decreases up to the second Quarterly RepOIt ........c.cooiiiiiniiiiiiii e (300)
FOrecast allOWaNCE GECIEASE ..........ccuvriiuiitiee it eee e e ettt e e et e e e e e et e e e e e ees aaeaaaee e 250
NEE CRANGE . vie it e e e e e e e et e e ettt e e e 1,725
2007/08 surplus —second QUArterly REPOIT .........ieiiiiiiiiii i et 2,125
Third Quarterly Report forecast updates:
Revenue increases (decreases):
Personal income tax — stronger 2006 tax assessments and improved 2007 outlook ..................... 105
Corporate income tax — improved prior year tax aSSESSMENTS .........oeuvuiiieeeeerinieee e eenenenans 28
Property transfer tax — continued strong housing market ...............ccoiiiiiiiiii i e, 25
Sales of Crown land drilling rights — strong annual sales due to high average bid price/hectare ...... 36
Metal and minerals revenue — mainly lower mine production.............cc.ccoviiiiiiiiieiiiie e e (30)
Forests — depressed US market CONGItIONS ..........oeiiriiiii it e e e e (110)
Investment earnings — primarily gain from sinking fund liquidations ....................ccoooi 68
Federal government transfers — mainly deferral of federal government trusts related to health care . (107)
All other taxpayer SUPPOrEd ChANGES ......cv.iit e e e e e e e e e e e ee e 160
Commercial Crown corporation net income:
ICBC — mainly lower claims cost projections and gain from sale of Cambie Claims Centre .......... 57
Other Crown COrporation ChaNQeS ........ioitiie it e et e e e e e e e e ae e ees 3

Total FEVENUE CRANGES ..ottt et et e e e e e e e et et e e e e e e aanaaas 235

Less expense increases (decreases):
PrIOFILY INIHALIVES ...ttt e et et e et e et e e et e et et e e e e e aen e aenenens 1,045
Additional flood costs and disaster relief, partially offset by ministry savings ...............ccooeveiinnis 8
Interest costs — reduced debt levels and the impact of liquidating sinking funds ........................... (89)
Increased recoverable expenses — mainly federally-funded programs and debt servicing costs ...... 75
Service delivery agencies net spending changes — funding for priority projects .............c..cccevvennn (299)

TOtal EXPENSE CRANGES .ivvtiiiiiiit et et et et et e e et e e et e e et e aae e s 740
SUDT O AL L.t e e e e e e e e (505)
FOrecast allOWaNCE GECTEASE .............ceuviuut it eeeieitee ettt e e e e et e e e 350
Net change since the second QUarterly REPOIT ..........coiieieiiiiiii e (155)

2007/08 surplus —third Quarterly REPOIT ......uii i e e e e 1,970

2007/08 Priority Initiatives

Government intends to introduce Supplementary Estimates to obtain the
necessary legislative appropriations to fund the following priority initiatives.

Climate Action

2007/08 priority initiatives for Climate Action total $702 million, with specific
investments in the following areas:

e Climate Action Dividend ($450 million) — Budget 2008 will provide for a
$100 Climate Action Dividend payment to each British Columbia resident
to help people achieve their climate action goals ($440 million), and fund
administrative costs associated with making the payments ($10 million).

Budget and Fiscal Plan— 2008/09 to 2010/11



154 2007/08 Updated Financial Forecast (Third Quarterly Report)

Table 5.3 2007/08 Priority Initiatives

Supplementary

(% millions) Estimates
Climate Action

Climate Action Dividend ..........cooi i e 450

PICS/PCIC Climate RESEArCh .........ccouiuiiiiiiiiiiiiiiiiee e e 95

Provincial Transit Plan ..o e e 52

Bioenergy NEtWOIK .........c..viiiiie i e 25

SCRAP-It Program ........o.oeiiiiiiii e e e 15

Other Climate Action initiatives ..........cccooivi i 65
Arts and Culture

BC150 Cultural Fund endowment ...........ccocoovviiiiinienniennnns. 150

Vancouver East Cultural Centre .........ccoevviiiiiiiiecee e 9

Other Arts and Culture initiatives ..........cooeoeve i, 69
Health and Children

Advancements in healthresearch .............coocooiiiiiicn e, 37

Public health initiatives including heart health .......................... 5

Coast Mental Health ..ot s 1
Research and Education

Genome BC — climate action research .............occovviiieievennnn. 50

Geoscience BC — resource data collection ...................ooeeeenee. 12

Science World — renewal and eXpansion ...............cccceueeeieennnns 10
Total priority iNitiatiVes .......coovi v e 1,045

As British Columbian’s increase their awareness of the effects of greenhouse
gas emissions, it is anticipated that they will begin making personal
commitments to reduce their individual impacts on the world’s climate
through different consumption choices. These choices may carry additional
costs; but, while increasingly accepted as necessary costs, it will take time
for individuals to manage them within their personal finances. As well, the
government recognizes that the initial impact of new provincial Climate
Action initiatives aimed at reducing our collective carbon footprint will
impact individuals and businesses in the immediate term. The Climate
Action Dividend is intended to assist in the transition.

e Pacific Institute for Climate Solutions (PICS) and Pacific Climate Impacts
Consortium (PCIC) ($95 million) — PICS is a new multi-university
collaboration that will provide government with scientific research expertise
on climate change issues, enhancing our knowledge of low carbon
technologies and investigating practical alternatives to “carbon-intensive”
consumer products.

PCIC will produce reliable research to foster a better understanding of the
future impacts of climate change on BC’s water and other natural resources,
weather events, and the economy.

e Provincial Transit Plan ($52 million) — A grant will be provided to the
South Coast British Columbia Transportation Authority for Rapid Bus
development and other assets.

e Bioenergy Network ($25 million) — The funding will be used to establish
a network responsible for encouraging research and initiating projects that
promote the development and use of fuel from organic resources, including
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research and investments in wood-waste co-generation, bio-fuels from
wood, agricultural, or waste biomass, and wood pellet production.

e SCRAP-it Program ($15 million) — Funding for expansion of the program
that provides financial and other incentives to remove older, less efficient
vehicles from BC roads.

e Other Climate Action initiatives totaling $65 million include:

— Forest health and growth ($19 million) — Initiatives that maximize forest
sequestration of CO,, including strategies that improve adaptability to
climate change and reduce wildfire risks.

— Reduction of public servant travel ($15 million) — Allocated to the
development of advanced communication and collaboration tools,
including desktop videoconferencing, to reduce public servant travel.

— Pulp and paper industry emissions ($10 million) — Funding to assist
British Columbia’s pulp and paper industry to develop new technologies
to further reduce GHG emissions during the processing of wood chips
into pulp.

— Pacific Carbon Trust ($9 million) — Start-up funding for a Crown
corporation mandated to invest in GHG-reducing projects in British
Columbia and to assist the government in meeting its carbon neutral
target by 2010 by purchasing low-cost credible carbon offsets in BC.

— Solar energy ($5 million) — Funding to support the expansion and uptake
of solar thermal energy systems in British Columbia.

— Clean energy ($4 million) — Support for remote First Nations and other
communities currently reliant on diesel generated power plants to switch
to sources of clean electricity and improve the energy efficiency of their
homes and businesses.

— Carbon capture ($3 million) — Funding to research technology options for
the capture and permanent underground storage of CO, from oil and gas
production.

Arts and Culture

e BC150 Cultural Fund ($150 million) — This will be a permanent endowment
generating investment income that will fund a wide range of arts and
cultural activities in communities throughout the province, as identified by
the BC Arts Council.

e Vancouver East Cultural Centre ($9 million) — Support for the revitalization
and restoration of the Vancouver East Cultural Centre, and establishment of
an endowment fund to assist with the ongoing operation of the expanded
centre.

e Other arts and culture initiatives ($69 million) — Further initiatives will be
announced before fiscal year end.
Health and Children

e Brain research ($25 million) — Funding provided to the Brain Research
Centre at UBC for the development of prevention and rehabilitation
strategies.
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e Centre for Hip Health ($10 million) — Funding to complete facility
construction and support multidisciplinary programming on hip health
and musculoskeletal research.

e Childhood Cancer Treatment ($2 million) — Funding for research in the
area of Paediatric Oncology that focuses on developing new strategies for
treating childhood cancer.

e Public Health ($5 million) — Support for public health initiatives, including
$4.5 million to Legacies Now to fund health and wellness initiatives, and
$0.5 million to the Healthy Heart Society to conduct heart screening and
provide heart education sessions throughout the province.

e Coast Mental Health Foundation ($1 million) — An endowment fund for the
Courage to Come Back Awards recognizing British Columbians who have
overcome illness, injury or adversity to contribute to their communities.

Research and Education

e Genome BC ($50 million) — Support to the organization’s 2010-2015 strategic
plan for research that focuses on addressing the challenges of a changing
world, including climate change. This provincial contribution is expected to
attract an additional $150 million in external funding toward these research
activities.

e Geoscience BC ($12 million) — Funding for further development of
geoscience data that will support mineral and oil & gas exploration.

e Science World ($10 million) — Support for a major upgrade and renewal of
its facilities, including development of an outdoor science park. Science
World attracts over 500,000 visitors annually, and reaches over 180,000
children, educators and parents through its outreach programs.

2007/08 Notional Contingencies Allocations

In addition to the priority initiatives, spending commitments and pressures
totaling $140 million have been notionally allocated to the Contingencies
vote, as is shown in Table 5.4.

Table 5.4 2007/08 Notional Allocations to Contingencies

($ millions)

Negotiated Bill 29 compensation for BC healthcare workers ...................coooeeeee. 87
Correctional institution caseload and safety ISSUES ...........c..cooevviiiiiiiiiiinen, 13
Capitalization of forest Service roads ............cooviiiiie i, 11
Flood Hazard Mitigation Program — new funding for flood prevention strategies ..... 10
Additional Major trial COSIS ...t e e 8
Norman B. Keevil Institute of Mining Engineering at UBC ............cccoviiieiiiieinnnn. 5
Victims services — statutory benefits and victim support ..., 4
Enhanced driver's licence pilot program .............coeoeviniin i 2
Subtotal notional alloCations ..ot e 140
RemMaining CONtINGENCIES ... ..t ittt et e et e e e e e e e e e e 220
Total CONTINGENCIES ...t e e e e e e 360
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Musqueam

As noted in the second Quarterly Report, in November 2007 the government
announced a negotiated reconciliation agreement with the Musqueam people
to bring a resolution to three court cases. The agreement includes a cash
payment of $20.3 million and land transfers in the Lower Mainland involving
the University of BC golf course lands, Bridgepoint Casino lands and certain
lands within the Pacific Spirit Regional Park.

The overall value and provincial cost of the agreement is dependant on several
factors involving land transfers and valuations. The government expects

to finalize the agreement in March 2008. If the agreement is ratified by the
Musqueam, the government plans to seek the necessary approvals from the
Legislative Assembly to implement the Final Agreement.

The final costs of implementing the reconciliation agreement are expected to
be accommodated within the revised fiscal plan forecast for 2007/08.

Capital Spending and Provincial Debt

Updated capital spending of $5.5 billion is little changed from the second
Quarterly Report forecast and $369 million higher than the Budget 2007
amount.

The main changes since the second Quarterly Report are shown in Table 5.0,
and further details on capital spending are shown in Table 5.13.

Table 5.5 Budget 2007 and Quarterly Updates — Capital Spending and Provincial Debt

First Second Third
- February 20 Quarterly  Quarterly  Quarterly
($millions) Budget Report Report Report

Capital spending

Taxpayer-SUPPOIEM ... ... et et et et e e e s 3,864 4,257 4,206 4,149

SElf-SUPPOIEA ... e e et 1,292 1,341 1,327 1,376

Total capital SPENING ... ..o.ie it et 5,156 5,598 5,533 5,525
Provincial Debt

TaxXPayer-SUPPOIEA ... e it e eit e ettt et e e e e e e aa s 27,803 26,231 26,367 26,792

Self-SUPPOMEA ..ot e 8,284 8,029 8,041 8,061

FOrecast @allOWANCE .......ccuuuiieiieeee et et e e e e e e 750 500 500 150

Total provincial debt .........ooiii i 36,837 34,760 34,908 35,003
Taxpayer-supported debt as aper cent of GDP ..........ccoovvivviiii e e, 14.8% 13.8% 13.9% 14.1%
Total provincial debt as aper cent of GDP .........cooviiiiiiiiiiii i 19.6% 18.3% 18.4% 18.4%
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Provincial debt is forecast to total $35.0 billion at year-end — up $95 million
from the second Quarterly Report forecast, but $1.8 billion below the

Budget 2007 amount. Taxpayer-supported debt is expected to total

$26.8 billion — up $425 million from the second Quarterly Report forecast, but
$1.0 billion below budget.

Significant changes in debt since the second Quarterly Report are shown in
Table 5.6, and further details on the provincial debt forecast are shown in
Table 5.14.

The total debt forecast represents 18.4 per cent of provincial GDP, while
taxpayer-supported debt is forecast at 14.1 per cent of GDP. The debt to GDP
ratios forecast in the Budget 2007 for total and taxpayer-supported debt were
19.6 per cent and 14.8 per cent respectively. The improvements in the debt
to GDP ratios reflect lower than expected debt balances and stronger than
forecast GDP.

Table 5.6 Capital Spending and Provincial Debt Update Since the Second Quarterly Report

- Updated
($ millions) Change Forecast
Budget 2007 capital spending (February 20, 2007) ......couuii it 5,156
Taxpayer-supported changes up to the second Quarterly Report ............cooooiiiiiiiii e nenen. 342
Self-supported changes up to the second Quarterly REPOIt ............eivviiiiiiiiieeieiiieiieiiieeeass 35 377
2007/08 updated capital spending — second Quarterly REPOIt .........cccoeeevvieeeeeiiieeeeeennnnnn., 5,533
Taxpayer-supported changes:
K-12 schools — computer, furniture and equipment and vehicle purchases
financed from cash DalanCes ......... ..o 35
Post-secondary education facilities — spending deferred on UBC and UBCO projects
due to labour/material SNOMAGES ... .. v e e e e (96)

L 1T P 4 (57)
Self-supported changes:

BC Hydro — higher than expected spending on electricity transmission projects .................. 46

(0711 PP PP PP PTTTPPPPPIN 3 49
Total third Quarterly REpOrt Changes .......oieiii e e e e 8

2007/08 updated capital spending — third Quarterly Report .........ccovoiiiiiiiiii i i 5,525
Budget 2007 total provincial debt (February 20, 2007) .......c.ovuviiii i e 36,837
Taxpayer-supported debt changes up to the second Quarterly Report ............coooviviviiiiinenn, (1,436)
Self-supported debt changes up to the second Quarterly Report ...........ccoovviiiiiiiiiiiiiiinnnenns (243)
FOrecast alloWANCE UECTEASE ......... ...t irieeiieiit it e e eeetee et e e e e e e e e e e e e aee et e e eeeeaeaeenens (250) (1,929)
2007/08 updated total provincial debt — second Quarterly REpOrt .........ccoeevvvvvivieivieienennnn. 34,908
Taxpayer-supported debt changes:

Government operating — mainly lower operating surplus .............cooooiiiiiiiiii i e, 348

Health facilities — mainly interest during construction being included on capital projects ...... 94

L 1 = PP @an 425
Self-supported debt changes:

BC Hydro — mainly higher capital SPENAING .........oceieriiiiii et 20
Debt forecast allowance adjustment to mirror operating statement change ........................... (350)
Total third Quarterly REPOrt Changes ......ciiriii i e e e e e ae 95

2007/08 updated total provincial debt — third Quarterly Report ...........cccooii i iiiiiiiinee. 35,003
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Table 5.7 2007/08 Operating Statement
Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance  2006/07 Budget Forecast Variance 2006/07
Taxpayer-supported programs and agencies:
REVENUE ..ottt e 25,665 26,663 998 25,983 34,887 36,525 1,638 35,819
EXPENSE .vvtiiii ettt e e (25,930) (25,608) 322 (24,126) (36,240) (37,280) (1,040) (34,184)
Negotiating Framework incentive payments . - = - (244) - = - (264)
Taxpayer-supported balance................ (265) 1,055 1,320 1,613 (1,353) (755) 598 1,371
Commercial Crown corporation income ...... 1,965 2,418 453 2,127 2,503 2,875 372 2,685
Surplus before forecast allowance ......... 1,700 3,473 1,773 3,740 1,150 2,120 970 4,056
Forecast allowance ............ccc.coeveveeennnnn, - = - - (750) (150) 600 -
SUIPIUS et 1,700 3,473 1,773 3,740 400 1,970 1,570 4,056
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Table 5.8 2007/08 Forecast Update — Changes from Budget 2007

Updated
($ millions) Changes Forecast
Budget 2007 Surplus (February 20, 2007) ......ccouun it e e e e e e e 400
Revenue increases (decreases):
Personal income tax:
— Prior-year adjustment — stronger 2006 tax aSSESSMENLS .......c.uuiiririeeiiieeieeeaeeeeneecenane s 42
— Base — improved economic growth and continuation of robust earnings from higher income
TAXPAYETS IN 2007 ..o it ettt e et e e e e e e e e et an e ae e 310
Corporate income tax — improved 2006 corporate profits and tax assessments
including higher impact of duty deposit refunds on forest sector firms' income ........................ 826
Social service tax — stronger 2007 economic and sales growth ...........c..ooevviiiiiriiinine e, 201
Fuel tax — higher year-to-date results mainly in diesel and natural gas volume sales..................... 19
Property tax — lower than expected property taxX Dase ..........ccovvviriiniiiiie i e e (75)
Property transfer tax — strong year-to-date results and improved market outlook .......................... 171
Insurance premium tax — higher 2006/07 results and improved growth in 2007/08 ........................ 14
Natural gas royalties — lower natural gas prices and production VOIUMES .............ccvevviiineneennne. (529)
Forest revenue — lower lumber prices, stumpage rates and harvest volumes ................coeevevevennes (297)
Medical Services Plan revenue — higher 2006/07 results and a change in accounting treatment ...... 53
Investment earnings — mainly higher investment balances .............cocoooi i 40
Federal transfers:
Canada Health Transfer — mainly prior YEars ...........ouii it e e 48
Canada Social Transfer — mainly one-time child care spaces funding and prior years ................. 67
ONE-TIME BCO-TIUSE ...t ittt ittt et et e et et e e et e ettt e et et et e et eee et e e ne e e et ea e es 199
Other transfers — multiculturalism and immigration, Millennium Scholarship Fund and direct
post-secondary research grant funding and a contribution to Clll fund .............c.cooiiinenenen. 209
All other taxpayer-supported ChaNGES .........oiiiii e e e e e 340
Commercial Crown corporation net income:
LDB — primarily improved sales and lower container handling COStS ...........cocovviiriiiiiieiiniiinnnn 35
BCRC — deferral of asset diSpostions t0 fUtUre YEArs ..........ccoiuiiiiiiie e e e (32)
ICBC — higher premium revenue and investment income, lower costs, and gain on sale of assets 369
Other Crown corporation Changes (NEL) ..........uie i e et eeaeens -
Total FEVENUE ChaNgES ..oviiii it et e e e e e e e e et e e e e e e e e e e aaaas 2,010
Less: expense increases (decreases):
PrIOKILY INIHALIVES ..ottt e e et e et e e e e et e et et et e e e e e e ean s 1,045
FOPESE T COSES ..ttt it et et et e e e e e et et e e et et e e et et e e e s 61
Agriculture and Lands — primarily fewer Crown 1and grants .............cooooiiiiiiiie i e (18)
Energy, Mines and Petroleum Resources — reflects a reduction in VIGAS agreement costs ........... (29)
Forests and Range — mainly increase in BC Timber Sales COStS .........ccoovviiiiiiiiiii i 41
Public Safety and Solicitor General — flood costs and disaster assistance ................c.ccocovvviiiiennns 81
Changes to MLA compensation and PENSIONS ........uvuiuitoirietn e et et e et e ren e s 43
Interest costs — mainly reduced operating debt [eVelS ................oeiiiiiiieiiiee e _ (a53)
CRF EXPENSE CRANGES .ttt e e e e et et e et et e e e e ae e 1,071
Increased ministry expenditures recoverable mainly from the federal government ........................ 250
Service delivery agencies:
FUuNding fOr Priority PrOJECES ......iui ettt e e et et et e e e et et e e e ea e e (299)
Other service delivery agencies net spending Changes .........cocooeiieriiiene e, 18
Total EXPENSE CRANGES ....oeuiiiiiit et e e e e e e e e 1,040
101 o] (0 ) - | PPN 970
FOrecast allOWANCE GECTEASE .......covve eeeiiteee e e e e e et e e e 600
N LT 1 TV o L= IR 1,570
2007/08 surplus — third Quarterly REPOIT .......uiiii it e e e 1,970
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Table 5.9 2007/08 Revenue by Source

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance ~ 2006/07 Budget Forecast Variance  2006/07
Taxation
Personal income ...........cooiiiiiiiiiiii e 4,770 4,998 228 4,965 6,389 6,741 352 6,905
Corporate iNCOME ......ovnvunviiniiieeeaeen 952 1,055 103 952 1,395 2,221 826 1,538
Social SEIVICE .....ivuiiiiiiiiiiie i 3,740 3,862 122 3,648 4,890 5,091 201 4,714
Fuel ... 698 713 15 684 919 938 19 901
TODACCO .vcvniitii e e 548 549 1 597 705 705 - 726
Property .........euveiiniiiiiiie e 1,385 1,313 (72) 1,288 1,863 1,788 (75) 1,732
Property transfer ..o 707 859 152 734 904 1,075 171 914
(0] 121=] ST 452 472 20 463 606 610 4 588
13,252 13,821 569 13,331 17,671 19,169 1,498 18,018
Natural resources
Natural gas royalties .............ccoeeveiiiien e, 1,221 811 (410) 907 1,699 1,170 (529) 1,207
Columbia River Treaty ..........cceeieeieiiinnans 214 175 (39) 178 285 230 (55) 223
Other energy, metals and minerals ............. 675 746 71 721 902 956 54 935
FOrests ....oooviiii i 866 810 (56) 736 1,395 1,098 (297) 1,276
Water and other resources ........................ 247 238 9 266 347 340 ) 341
3,223 2,780 (443) 2,808 4,628 3,794 (834) 3,982
Other revenue
Medical Services Plan premiums ................ 1,101 1,165 64 1,133 1,497 1,550 53 1,524
Post-secondary education fees .................. 721 684 (37) 656 964 957 ©) 928
Other health-care related fees ................... 166 186 20 161 219 243 24 216
Motor vehicle licences and permits ............. 328 337 9 321 435 436 1 424
Other fees and licences .............ccccoevvvenenn. 488 530 42 503 756 760 4 699
Investment earnings ............coceeieeiiinnens 564 764 200 710 914 954 40 1,032
Sales of goods and services ...................... 523 483 (40) 509 706 668 (38) 693
MISCEIIANEOUS . ..coee e 1,169 1,387 218 1,173 1,554 1,928 374 1,917
5,060 5,536 476 5,166 7,045 7,496 451 7,433
Contributions from the federal
government
Health and social transfers ..................... 3,478 3,668 190 3,302 4,644 4,759 115 4,473
Equalization ... - - - 345 - - - 459
Other federal contributions ..................... 652 858 206 1,031 899 1,307 408 1,454
4,130 4,526 396 4,678 5,543 6,066 523 6,386
Taxpayer-supported programs and
AQENCIES ..o e 25,665 26,663 998 25,983 34,887 36,525 1,638 35,819
Commercial Crown corporation net income
BCHYdro .....ccooviiiiiii 298 350 52 380 365 370 5 407
Liquor Distribution Branch ......................... 650 690 40 677 810 845 35 840
BC Lotteries (net of payments to
the federal government) ......................... 749 812 63 762 1,024 1,026 2 1,011
BCRC ..ot 77 19 (58) 20 60 28 (32) 29
ICBC 2. e e 174 531 357 265 225 594 369 381
OhET woiiie i 17 16 €] 23 19 12 @ 17
1,965 2,418 453 2,127 2,503 2,875 372 2,685
Total revenue .......coooveiiiiiiii e 27,630 29,081 1,451 28,110 37,390 39,400 2,010 38,504

1 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 — 2007 (budget): $79 million; 2007 (forecast): $28 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 — 2007 (budget): $225 million; 2007 (forecast): $642 million.
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Table 5.10 2007/08 Expense by Ministry, Program and Agency

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance  2006/07 Budget Forecast Variance  2006/07
Advanced Education .............cooceiiiiiiiinnnn. 1,633 1,619 (14) 1,499 2,151 2,151 - 2,027
Education ........coooiiiiii 4,099 4,075 (24) 3,866 5,494 5,494 - 5,312
Health ..., 9,537 9,598 61 8,821 12,967 12,967 - 12,124
Contingencies — Health Innovation Fund ........ 75 47 (28) - 100 100 - -
Subtotal 15,344 15,339 (5) 14,186 20,712 20,712 - 19,463
Office of the Premier ................ooi 11 10 (1) 9 14 14 - 12
Aboriginal Relations and Reconciliation ......... 37 32 (5) 25 55 55 - 43
Agriculture and Lands ..............cooiiii 121 122 1 105 270 252 (18) 238
Attorney General .........coooveviiiiiiiie e 390 389 Q) 363 520 520 - 485
Children and Family Development ................ 1,399 1,373 (26) 1,292 1,867 1,867 - 1,852
Community SErviCes ........ccoevvvriiiieienaiiinenns 211 181 (30) 182 274 274 - 267
Economic Development 167 138 (29) 161 266 266 - 282
Employment and Income Assistance ............. 1,100 1,051 (49) 967 1,480 1,480 - 1,358
Energy, Mines and Petroleum Resources ....... 58 32 (26) 61 77 48 (29) 75
ENVironment .........ccooevviiiii e 162 143 (29) 137 223 223 - 193
Finance ..o 71 64 (@) 58 91 91 - 75
Forestsand Range ..........c.cocvvviiiieecininnna s 765 863 98 756 1,078 1,180 102 1,000
Labour and Citizens' Services ...................... 72 51 (21) 42 97 97 - 210
Public Safety and Solicitor General ............... 445 491 46 418 603 684 81 594
Small Business and Revenue ...................... 44 47 3 53 60 60 - 45
Tourism, Sport and the Arts ...........ccoovieiennes 94 90 4) 134 130 130 - 214
TransSportation ............ccevvveieiieiieineieaennnn. 658 667 9 629 882 882 - 842
Total ministries and Office of the Premier ... 21,149 21,083 (66) 19,578 28,699 28,835 136 27,248
Legislation ..........cooove i 44 40 4) 35 58 101 43 49
Officers of the Legislature ....................ccee. 26 21 (5) 17 34 34 - 24
BC Family BONUS .........ccccvvvieieiiiiiiieeeenenn, 13 12 Q) 18 17 17 - 23
Management of public funds and debt ........... 418 295 (123) 431 558 405 (153) 544
Contingencies — New programs .................... - - - 53 360 360 - 53
Contingencies — Negotiating Framework ........ 4 4 - - 39 39 - -
Other appropriations ................cc.veeeeevnnnnn. (©) (15) (10 (15) 10 10 - 4
Subtotal 21,649 21,440 (209) 20,117 29,775 29,801 26 27,945
Supplementary Estimates .................c..coee.e. - - - - - 1,045 1,045 -
Negotiating Framework incentive payments .... - = - 245 - = - 264
Total consolidated revenue fund expense .... _21,649 21,440 (209) _20,362 29,775 30,846 1,071 28,209
Expenses recovered from external entities ... _ 1,371 1,495 124 1,451 1,827 2,077 250 2,117
Grants to service delivery agencies and
other internal transfers:
School diStricts .........ovvieeiiniiiiiiiee e, (3,583) (3,598) (15) (3,684) (4,743) (4,782) (39) (4,677)
UNIVEISItIES ©..eoveve e (895) (897) %) (857) (1,204)  (1,347)  (143)  (1,109)
Colleges, university colleges, and institutes . (598) (653) (55) (636) (808) (859) (51) (842)
Health authorities and hospital societies ...... (6,425)  (6,641) (216)  (6,205) (8,605)  (8,831)  (226) (8,132)
Children and family development agencies .. (513) (508) 5 (463) (684) (689) (5) (629)
Other service delivery agencies ................. (583) (602) (19) (531) (776) (867) (92) (913)
(12,597) (12,899) (302) (12,376) (16,820) (17,375) (555) (16,302)
Service delivery agency expense:
School districts .......ccoovviiiiiiiiii 3,615 3,635 20 3,816 5,149 5,183 34 5,041
UNIVErSItIes ....uvniiiiiicie e 1,938 1,953 15 1,855 2,794 2,831 37 2,593
Colleges, university colleges, and institutes . 971 998 27 953 1,353 1,392 39 1,310
Health authorities and hospital societies ...... 7,000 7,007 7 6,638 9,345 9,506 161 8,892
Children and family development agencies .. 515 512 3) 461 687 692 5 631
Other service delivery agencies ................. 1,468 1,467 @ 1,210 2,130 2,128 2 1,957
15,507 15,572 65 14,933 21,458 21,732 274 20,424
Net spending of service delivery agencies .... _ 2,910 2,673 (237) 2,557 4,638 4,357 (281) 4,122
Total taxpayer-supported expense................ 25,930 25,608 (322) 24,370 36,240 37,280 1,040 34,448
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Table 5.11 2007/08 Expense By Function

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance ~ 2006/07 Budget Forecast  Variance 2006/07
Health:
Medical Services Plan ..........cceeeveeueinnnn. 2,368 2,326 (42) 2,102 3,154 3,220 66 2,969
Pharmacare .........oueve e 776 764 (12) 733 1,023 1,020 3) 914
Regional SEIVICeS ........cc.covvvvvieeiireeeinenenn, 6,565 6,553 (12) 6,094 9,048 8,984 (64) 8,500
Other healthcare expenses ................coeee... 583 572 (11) 531 890 907 17 867
Health Innovation Fund ................cccc.ooo.... 75 47 (28) - 100 100 - -
10,367 10,262 (105) 9,460 14,215 14,231 16 13,250
Education:
Elementary and secondary ........................ 3,855 3,840 (15) 3,748 5,545 5,541 4) 5,272
POSt-SECONTAIY ... ccvvviveieiie e eeeieeeee e 3,060 3,055 (5) 3,139 4,123 4,090 (33) 4,088
Other education expenses ......................... 127 114 13) 128 169 169 - 159
7,042 7,009 (33) 7,015 9,837 9,800 (37) 9,519
Social services:
Social assiStanCe ......vvvvee e 1,418 1,374 (44) 1,227 1,912 1,912 - 1,713
Childcare SEerviCes .......ocovu e 806 782 (24) 732 1,106 1,155 49 1,085
Other social services expenses .................. 71 68 (3) 72 88 96 8 94
2,295 2,224 (71) 2,031 3,106 3,163 57 2,892
Protection of persons and property ................ 1,020 1,069 49 929 1,418 1,532 114 1,329
Transportation ..............c.vvereeeiueiireeeiineeneens 983 973 (10) 857 1,351 1,365 14 1,251
Natural resources and economic
development ..........oviiiiiiii i 1,085 1,131 46 1,052 1,566 1,998 432 1,663
Other ..., 903 838 (65) 703 1,335 1,397 62 1,278
Contingencies — New programs ...........c.......... - - - 53 360 360 - -
— Negotiating Framework ......... 4 4 - - 39 39 - -
General government ............coeviiiiieneninnnnn. 473 451 (22) 346 668 1,170 502 768
INEEIESE - oo 1,758 1,647 (111) 1,680 2,345 2,225 (120) 2,234
Subtotal ..o 25,930 25,608 (322) 24,126 36,240 37,280 1,040 34,184
Negotiating framework incentive payments . - - - 244 - = - 264
Total eXPENSE ..ovviiiiiei i 25,930 25,608 (322) 24,370 36,240 37,280 1,040 34,448
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Table 5.12 2007/08 Service Delivery Agency Operating Results*

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
(% millions) Budget Actual Variance 2006/07 Budget Forecast Variance 2006/07
School districts
Revenue ...........cccoveviinnn, 3,653 3,965 312 3,804 5,200 5,294 94 5,178
EXPense ......ccoveveveeiiinnnnnn. (3,615) (3,635) (20) (3,569) (5,149) (5,183) (34 (5,041)
38 330 292 235 51 111 60 137
Accounting adjustments .. 14 22 8 34 18 13 (5) 61
Net impact ...........ccevvenennnn. 52 352 300 269 69 124 55 198
Universities
Revenue ..........ccocevviennn.n, 1,953 1,991 38 1,896 2,813 2,908 95 2,751
EXpense .......cccocvevveiiiinnnn. (1,938) (1,953) (15) (1,852) (2,794 (2,831) (37) (2,593)
15 38 23 44 19 77 58 158
Accounting adjustments .. 39 29 (10) 22 52 206 154 95
Netimpact ...............coeene. 54 67 13 66 71 283 212 253
Colleges, university colleges, and institutes
Revenue ...........cccoveviinen, 963 1,076 113 1,024 1,343 1,417 74 1,378
EXPENSE ..ovvvvivieveeiieeaei e, (971) (998) (27) (940) (1,353) (1,392) (39) (1,310)
8) 78 86 84 (20) 25 35 68
Accounting adjustments .. 12 (5) (17) 12 15 9 (6) 22
Net impact ...........ccevvenennnn. 4 73 69 96 5 34 29 90
Health authorities and hospital societies
Revenue ..........ccceveviinnn.n, 6,911 7,050 139 6,622 9,226 9,467 241 8,857
EXpense .......cccocvevveiiiinnnn. (7,000) (7,007) () (6,638) (9,345) (9,506) (161) (8,892)
(89) 43 132 (16) (119) (39) 80 (35)
Accounting adjustments .. (15) 83 98 19 (22) 47 69 (88)
Netimpact .............c.cevnenn. (104) 126 230 3 (141) 8 149 (123)
Children and family development agencies
Revenue ...........cccoveviinnn, 515 512 ?3) 466 687 692 5 631
EXPENSE ..ovvvvivieeieiieeaei e, (515) (512) 3 (461) (687) (692) (5) (631)
- - 5 - - - -
Accounting adjustments .. - 1 1 3 (2) (@) - 1
Net impact ...........ccevvenennnn. - 1 1 8 1) (@) - 1
BC Transportation Financing Authority
Revenue ..........cccoveviennnn, 457 501 44 468 609 622 13 618
EXPENSE ..vvvvvreieeeaeeiiiiieee (540) (503) 37 (423) (720) (703) 17 (585)
(83) 2 81 45 (111) (81) 30 33
Accounting adjustments .. (109) (116) (7) (132) (145) (145) - (155)
Netimpact .............c.eevnenn. (192) (118) 74 (87) (256) (226) 30 (122)
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Table 5.12 2007/08 Service Delivery Agency Operating Results * — Continued

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance 2006/07 Budget Forecast Variance 2006/07
British Columbia Housing Management Commission
Revenue ............cccocieveienn, 379 308 (71) 230 505 506 1 497
EXPENSE w..coveveeeeeeeeeeee (379 (308) 71 (226) (505) (506) 1) (497)
- - - 4 - - - -
Accounting adjustments .. 3 78 81 20 (4) (5) (1) (15)
Netimpact .........cocevveniennnn. (3) 78 81 24 (4 (5) (@) (15)
British Columbia Transit
Revenue ...........coovv i, 140 122 (18) 100 187 185 (2) 165
EXPENSE .ovvevviieiiiieeie, (140) (123) 17 (100) (187) (185) 2 (167)
- 1) 1) - - - - 2
Accounting adjustments .. 4) - 4 8 (6) 1) 5 -
Netimpact ..........c.ceeunnnnen. (4) (@) 3 8 (6) (@) 5 2
Tourism British Columbia
Revenue .............cooveveienn, 44 47 3 49 58 61 3 60
EXPENSE .oevveeeeeeeeiveiieaensn (44 (30) 14 (1) (58) (61) 3) (59
- 17 17 18 - - - 1
Accounting adjustments .. - 1 @) 6 - - - 7
Netimpact ............covveeenen, - 16 16 24 - - - 8
Vancouver Convention Centre Expansion Project Ltd.
Revenue ............ccccceeeeienn, - - - - - - - -
Expense .........ocoviiiiiiiennnn - - - - - - - -
Accounting adjustments .. 24 29 5 - 36 32 4 107
Netimpact ..............ceveneeen. 24 29 5 - 36 32 4) 107
Other service delivery agencies
Revenue ..........coovvviinnn, 336 583 247 468 671 720 49 722
EXPeNnse .......covvvieneeieniannn, (330) (503) (173) (430) (660) (670) (10) (649)
6 80 74 38 11 50 39 73
Accounting adjustments .. 4 (4) (8) 83 8 118 110 48
Netimpact .........cc.cvvveenenee. 10 76 66 121 19 168 149 121
Total netimpact ................. (159) 699 858 532 (208) 416 624 516
Total service delivery agency operating results:
Revenue .........ccoeviviinnn, 15,351 16,155 804 15,127 21,299 21,872 573 20,857
Accounting adjustments .. (50) 114 164 67 (66) 266 332 73
15,301 16,269 968 15,194 21,233 22,138 905 20,930
EXPENSE w.ovveveeeeieiieiieaenn (15,472) (15,572) (100) (14,670) (21,458) (21,729) (271) (20,424)
Accounting adjustments .. 12 2 (10) 8 17 7 (10) 10
(15,460) (15,570) (110) (14,662) (21,441) (21,722)  (281) (20,414)
Total net impact ................. (159) 699 858 532 (208) 416 624 516

Revenue and expense are shown as reported in the entity financial statements and service plans, before consolidation and accounting

adjustments.
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Table 5.13 2007/08 Capital Spending

Year-to-Date to December 31 Full Year
2007/08 Actual 2007/08 Actual
($ millions) Budget Actual Variance 2006/07 Budget Forecast Variance 2006/07
Taxpayer-supported

Education

Schools (K=12) ....c.ovviiiiiiiiiiiiiiiiieanans 275 285 10 253 365 426 61 322

Post-secondary ............ocooviiiiiiinns 432 530 98 566 857 870 13 874
Health ... ..o, 458 395 (63) 502 819 973 154 777
BC Transportation Financing Authority .... 692 658 (34) 610 922 1,063 141 821
Vancouver Convention Centre

eXpansion Project ........cc.oveveveiuiinenennns 130 183 53 7 206 261 55 108
Government operating (ministries) .......... 136 121 (15) 125 325 325 - 309
Other .. e 38 94 56 57 75 126 51 172
Capital spending contingencies .............. - = - - 295 105 (190) -
Total taxpayer-supported .................... 2,161 2,266 105 2,190 3,864 4,149 285 3,383

Self-supported

BCHydro ........coov i 764 785 21 556 995 1,109 114 807
BC Transmission Corporation ................ 60 58 2) 30 68 82 14 50
Columbia River power projects 2.............. 22 12 (20) 18 30 28 2 19
BCRal ..o 50 19 (31) 16 66 21 (45) 19
ICBC 2. i 29 20 9) 20 30 24 (6) 22
BC LOtErIeS ...vvnieniiiiiie e 64 46 (18) 29 85 94 9 44
Liquor Distribution Branch ..................... 12 7 5 9 18 18 - 22
Total self-supported ..........c.ceeevevnninn, 1,001 947 (54) 678 1,292 1,376 84 983
Total capital spending ................eeuee 3,162 3,213 51 2,868 5,156 5,525 369 4,366

1 Includes BC Housing Management Commission, Provincial Rental Housing Corporation, Rapid Transit Project 2000, BC Transit and other service delivery

agencies.

2 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

3 Includes ICBC Properties Ltd.
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Table 5.14 2007/08 Provincial Debt *

Balance Balance at December 31, 2007 Forecast at March 31, 2008
March 31, Net Debt Outstanding Net Debt Outstanding
($ millions) 2007 Change 2 Actual Budget Variance  Change 2 Forecast Budget Variance

Taxpayer-supported debt
Provincial government operating .. _ 9,505 (1,379) 8,126 9,464 (1,338)  (1,259) 8,246 9,125 (879)
Other taxpayer-supported debt
(mainly capital)

Education ®
SChOOIS ..., 4,724 138 4,862 4,847 15 235 4,959 4,961 (2)
Post-secondary institutions ........... 2,909 254 3,163 3,203 (40) 422 3,331 3,438 (107)
7,633 392 8,025 8,050 (25) 657 8,290 8,399 (109)
Health ... 2,870 187 3,057 3,107 (50) 510 3,380 3,348 32
Highways and public transit
BC Transportation Financing
AUthOTItY ..o 3,237 507 3,744 3,710 34 851 4,088 4,058 30
Public transit .............ooeii 892 21 913 908 5 21 913 916 3)
SkyTrain extension ..................... 1,153 - 1,153 1,150 3 - 1,153 1,150 3
BC Transit ......cocooeiveiiiiiiiiiieiees 96 (4) 92 81 11 () 89 78 11
5,378 524 5,902 5,849 53 865 6,243 6,202 41
Other
Social housing *.............c..coeeeue.. 216 1 217 290 (73) 3) 213 272 (59)
Homeowner Protection Office ........ 110 11 121 136 (15) 23 133 148 (15)
OtNET ..o 219 72 291 259 32 68 287 309 (22)
545 84 629 685 (56) 88 633 729 (96)
Total other taxpayer-supported ... 16,426 1,187 17,613 17,691 (78) 2,120 18,546 18,678 (132)
Total taxpayer-supported debt ........ 25,931 (192) 25,739 27,155 (1,416) 861 26,792 27,803 (1,011)
Self-supported debt
Commercial Crown corporations
BCHydro ........coooveviiiii 7,144 501 7,645 7,344 301 543 7,687 7,806 (119)
BC Transmission Corporation ........ 37 48 85 71 14 58 95 95 -
Columbia River power projects ©..... 236 (12) 224 315 (91) (12) 224 381 (157)
Liquor Distribution Branch ............ 3 1) 2 3 1) (1) 2 2 -
Post-secondary institutions'
subsidiaries ............cooeieiiiennns 53 - 53 - 53 - 53 - 53
7,473 536 8,009 7,733 276 588 8,061 8,284 (223)
Warehouse borrowing program ....... - 55 55 - 55 - - - -
Total self-supported debt ............... 7,473 591 8,064 7,733 331 588 8,061 8,284 (223)
Forecast allowance ....................... - - - - - 150 150 750 (600)
Total provincial debt ...................... 33,404 399 33,803 34,888  (1,085) 1599 35,003 36,837 (1,834)

' 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).

3 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.

5 Includes debt of other taxpayer-supported Crown corporations and agencies and fiscal agency loans to local governments. Also includes student loan
guarantees, loan guarantees to agricultural producers, guarantees under economic development and home mortgage assistance programs, and loan
guarantee provisions.

6 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
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2007/08 Updated Financial Forecast (Third Quarterly Report)

Table 5.15 2007/08 Statement of Financial Position

Actual Year-to-Date Forecast

($ millions) March 31, December 31, March 31,

2007 2007 2008
Financial assets

Cash and temporary iNVEStMENES .........coiiiiiiiiiiiii e 3,367 4,132 4,469

Other fiINAaNCIal ASSELS ... .vini i e e e e 7,854 8,393 7,798

SINKING fUNAS ...t e e e e e e e e e 3,798 3,691 2,698

Investments in commercial Crown corporations:

Retained arniNgS ... cuvieie it e e e e et e e 4,396 5,232 5,105
Recoverable capital I0aNS ...............vueieeiiniie e, 7,170 7,729 7,780
11,566 12,961 12,885
26,585 29,177 27,850

Liabilities

Accounts payable and accrued liabilities ..o 7,094 6,347 8,473

Deferred rEVENUE ..ot e e e e e e 5,986 6,740 5,971

Debt:

Taxpayer-supported debt ... 25,931 25,739 26,792
Self-supported debt ... 7,473 8,064 8,061
FOrecast alloOWaNCE .........ovviitiie ittt e e e e e e e e e - - 150

Total provincial debt ....... ... 33,404 33,803 35,003
Add: debt offset by sinking funds ..............cooiiiiiii 3,798 3,691 2,698
Less : guarantees and non-guaranteed debt ...............coooii i, (407) (395) (395)

Financial statement debt ....... ..., 36,795 37,099 37,306

49,875 50,186 51,750
NEt [HaDIlITIES ...vne et e e e e e e (23,290) (21,009) (23,900)
Capital and other non-financial assets
Tangible capital @SSELS ........oiuiiiiie e s 26,683 27,761 29,269
Other NON-fiNANCIAl ASSELS .....uvuiit it 943 977 937
27,626 28,738 30,206
Accumulated surplus (defiCit).......oo v 4,336 7,729 6,306
Changes in Financial Position
Year-to-Date Forecast
(& millions) December 31, March 31,
2007 2008
(Increase) decrease in accumulated SUIPIUS ..o e e e e (3,393) (1,970)
Change in comprehensive income and other equity adjustments ...............ccoovvviiviinnenn ., (80) -
SUrplus for the Period ........ooooiiiiiiii (3,473) (1,970
Capital and other non-financial asset changes:

Increase in taxpayer-supported capital INVeStMENtS .........ccovviiiiiii i 2,266 4,149
Less: amortization and other accounting Changes .............cooviiiiiietieeiieiieee e (1,188) (1,563)
Change in Net Capital ASSELS ......iuiii it e e e e e e e e e e 1,078 2,586

Increase (decrease) in other non-financial aSSEetS ........c..covviiiiiiiie i e 34 (6)

1,112 2,580
Increase (decrease) in Net HADIITIES ........cccococviivieeeee e (2,361) 610
Investment and working capital changes:

Increase (reduction) in cash and temporary iInVeStments .............ooooiiiiiiiiiii i 765 1,102

Increase in total investment in commercial Crown corporations:

Increase (decrease) in retained EarNINGS .........iuiie it it et e e 836 709
Less: Change in comprehensive iNCOME ..........uiii it it et et e e eeeee 80 -
Self-supported capital INVESIMENTS ...t e e e e e e e 947 1,376
Less: loan repayments and other accounting Changes ..............ocevviviiniiriiriiniineinennis (308) (766)
1,475 1,319

Other working Capital CRANGES ..........ovviiii et e et e et e e e 425 (2,520)
2,665 (99)

Increase (decrease) in financial statement debt .............oooiiiiiiii 304 511
(Increase) decrease in sinking fund debt ..........coooiiiii i 107 1,100
Increase (decrease) in guarantees and non-guaranteed debt ..................cccovveiiiieeeenin... (12) (12)
Increase (decrease) in total provincial debt ... 399 1,599
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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 2007/08 fiscal year. It does not include
tax expenditures introduced or expanded in Budget 2008. These are described
in Part 3: 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 2007/08 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

2007/08
Estimated Cost

($ millions)

Provincial Sales Tax *
Exemptions for the following items:

* Food (basic groceries, snack foods, candies, soft drinks and restaurant meals) ...................coee.e. 914
* Residential fuels (electricity, natural gas, fuel Oil, e1C.) .....ccuuiiiriii 192
* Prescription and non-prescription drugs, vitamins and certain other health care products

AN APPIANCES ..o it e e e e e e e e e e 166
* Children's Clothing @nd fOOTWEAK .........ooiiiiiiiiii ittt e et et e et eae e een e 32
* Clothing patterns, fabrics and NOLIONS ...........uiiiiiiiii e e e e e e e eea e aeeeneans 4
o Specified SChOOI SUPPIIES ......eeeiieeiiiei ettt et et e e e eea e reb e aaneanas 54
* BoOKS, Magazines and NEWSPAPELS ......eieeiiiuiiieieesiiiieeeeeeeaitaeeeesastaretaae st e aas e es et ee et taeeanaeeenanens 64
* Basic telephone and Cable SEIVICE .........ooiiiiiiiii e e et et e e 80
* "1-800" and equivalent telephONE SEIVICES ........oiiiiiiiiiiee et et et ee e e e e e e aaeeanas 8
o Specified safety EQUIPIMENT ... ... e e e e e s et e e e et e e ea e een e eenens 11
« Labour to repair major household appliances, clothing and footwear ...............cocooiiviiiiiiiiie e, 8
* Miscellaneous consumer exemptions (e.g. used clothing under $100) ...........ccovviiiviiiinniinnenn, 4
* Livestock for human consumption and feed, seed and fertilizer ..o 43

Personal Income Tax
Provincial Measures

O o AT 1V =T 121U LT 17
STe 1L = Y e (=T L] AP 56
Political coNtriDULIONS taX CrEAIL .......ceiiiieiiiiieee e e e e e e e e e e e aaeeaeeaeeaeeaens 3
Provincial Non-Refundable Credits: *
o Charitable dONAtiONS tAX CrEAIL .......iiiiiiii e e e e e e e s e e et et e e e s e e e s eaaee e aaeaeas 155
» Tax credits for tUition and EAUCALION ............uuiiiiiieeee e e e e e e e e e e e e eae e e eaeeaeeens 45
* Tax credits for disabilities and mediCal EXPENSES .........cuii it e 55
* PeNSIioN INCOME AX CIEAIL ....iiiiiiiiiie ettt e s e e e e e e e e e e e e e ea e eea e seteteaeneaaeeeen 22
* Credit for persons older than B85 YEAI'S .......cccuuiiiiiieiiiee et e et et e e e en e reeeenees 62
» Married and equivalent-to-married CreditS ..........ooi i e e e e e e e e aee s 92
» Tax credit for Canada Pension Plan CONtribDULIONS ...........oovuuiiiiiiiiiieeeie e et et 127
« Tax credit for Employment Insurance premiums Paid ..........oeooiiiiiiieoiiiei e e e e e e ee e e e 48
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Table Al1.1 Social and Income Transfer Programs — Tax Expenditure — Continued

2007/08
Estimated Cost

Federal Measures *
 Deduction and inclusion of alimony and child SUpport Payments ...............oeiieiiiii i e,
* Child care eXpensSe AEAUCTION .......c..iiiiiiiiiieiitiies ettt ettt et e e et ne e e et ean e ans
» Exemption from capital gains up to $500,000 for small businesses and family farms ..............c.c.........
 Deduction for residents of northern and isolated areas
» Non-taxation of employer-paid insurance premiums for group private health and welfare plans .........
« Registered Retirement Savings Plans: ®

e exemption for — CONtrDULIONS .......oeitii e e 401
— INVESIMENT BAMMINGS .\ iiiieiit et e e e e e e e a e 329
* taxation of — withdrawals

« Registered Pension Plans: °
e exemption for — CONHDULIONS ... ..ou e e e e e e 520
— INVESTMENT BAIMINGS ... ettt ettt eea e 553
* taxation of —WIthdrawals ... (431)

Corporation Income Tax °
(o1 =14 e=1 o] (o Lol PoY T T S o [=To [N Tox 1o o IO

School and Rural Area Property Tax ’

HOME OWNEE GIANT ....eiiiitiiie ettt ettt e e et et e e e e et s et e e e nen eae et e en e nenea e eenee,
Exemption for Places Of WOISKID ..o e e e et e et e e e e een e

Property Transfer Tax

Exemption for first-time hOME DUYEIS ........e it e et e et e e e e e aea e ee e
Exemptions for the following:
* Property transfers between related iNdiVIAUAIS ............ooooiiiiiiiiiiic e e e e e e e e eeas
« Property transfers to municipalities, regional districts, hospital districts, library boards,

school boards, water districts and educational iINSttULIONS ..o
* Property transfers to charities registered under the Income Tax Act (Canada)

($ millions)

28
32

142

452

600

18

663

73

70

12

1 Estimates of the cost of sales tax measures are based on most current information available.

N

The $17 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 $17 million
for 2007/08, is presented in the BC Family Bonus Vote because it represents payments to families which exceed their provincial income tax liabilities.

In 2007/08, the total program cost was $34 million.

w

Provincial non-refundable credits are generally based on estimates of credit claims by British Columbia residents.

IS

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, 2006. 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.

o

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.

~

Grant cost is shown for the 2007/08 fiscal year.

The property tax estimate is for the 2007 calendar year, and includes only school and rural area property taxes levied by the province.

The Home Owner

Budget and Fiscal Plan— 2008/09 to 2010/11



174 Appendices

Table A1.2 Economic Development and Business Assistance Programs — Tax Expenditure

2007/08
Estimated Cost

($ millions)

Fuel Tax
Tax exemption for international flights Carrying Cargo ..........oooveiiiiiieiiie e e 2
Tax exemption for family farm trucks (0N road) ..........oiiiiiii e 3
Tax exemption for compressor fuel used to transmit natural gas from wellhead to processing plant ........ 14
Personal Income Tax
TrAINING tAX CTEAIE ... e. et et e et e et et e et et e et et e et ettt et ne e e an e neeeeneanen 15
VENtUre CaPItal tAX CEOIL .........uiiiiieie ittt e bttt e et ne e e as e e neeeaten e neeaes 20
Employee venture Capital taX CrEIL ...........o.uuiiiiiiiii e e e e et e e e e et e e 4
BC mining flow-through tax Credit ... ... e e e e e 14

Corporation Income Tax
Provincial Measures

I = UL To TR = ol =T | PPN 15
Film and video tax credit ........................ 40
Production services tax credit 110
International financial ACHVItIES taX FEFUNG L...........eiiieeee ettt e e e e e e et e e e e eeaes 15
Scientific Research and Experimental Development Tax Credit ..........c..cooiiiiiii i e e, 150
MiNING EXPIOration TaX Creit ... ... oo ve ettt et e et et et e e e et et e et eet e e nee e eneans, 6
School and Rural Area Property Taxation 2
Assessment exemption of $10,000 for industrial and business properties ...........c..ccooevviviiiiiiineveen 9
Overnight tourist acCOMMOdAtion aSSESSMENt FEIET > ......o.vvve ettt e, 3
Exemption for property used for pollution abatemeENt ™ ............ocooeieii ittt e e e e e e eeens 6
! Includes employee income tax refunds.
2

Estimates are for the 2007 calendar year and include only school and rural area property taxes levied by the province.

There is no reduction in the expenditure cost in 2007/08 compared to 2006/07. The $10 million cost reported in 2006/07 was overstated.

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.

w

~

Table A1.3 Environmental Protection Programs — Tax Expenditure

2007/08
Estimated Cost

($ millions)
Provincial Sales Tax
Exemptions for the following items:

O BICY IS it e e e et e e e e 8

* Specified energy ConsServation EQUIPMENT L............oi oottt et e e e e ee e e e aaeaeeaeeas 13

* Hybrid electric passenger vehicles 5
Fuel Tax

Tax exemption for AlErNAtIVE FUEIS ..........oo i et et et e ren 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 — 2008
(Rates known as of February 6, 2008) *

British - Prince :
Tax Columsbiaz Alberta fr?;vlf:n Manitoba  Ontario Quebec Bru’\r‘g/\lvick SNCC:J\{; Elglvx;d fOLE\:E?;n d
Corporation income tax
(per cent of taxable income) 3
General Rate..................... 12 10 13 14 14 11.4 13 16 16 14
Manufacturing Rate............ 12 10 10 14 12 11.4 13 16 16 5
Small Business Rate............ 4.5 3 45 2 55 8.0 5 5 4.3 5
Small Business Threshold
($000S).....ceereiiiiereeenen 400 460 450 400 500 400 500 400 400 400
Corporation Capital Tax *
Non-financial..................... Nil Nil .15 .3/.5 .225 .36 .25 .25 Nil Nil
Financial.............c.cooevvnnne 1.0/3.0 Nil 713.25 3.0 .54/.675 72 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 215 195 4.26 Nil Nil Nil 2.0
Insurance premium tax
(Percent) "o, 2-4.4 2-3 3-4 2-3 2-35 2-3 2-3 3-4 3.5 4
Fuel tax (cents per litre) ®
Gasoline ..........ccocevveeenen. 14.5 9.0 15.0 11.5 14.7 22.5 18.0 23.0 15.8 24.5
Diesel.......ovvriiiiiiiiiiiis 15.0 9.0 15.0 11.5 14.3 235 24.5 23.0 20.0 24.5
Sales tax (per cent) °
Generalrate..................... 7 Nil 5 7 8 7.5 8 8 10 8
Liquor ..o 10 Nil 10 7 10, 12 7.5 8 8 375 8
MealS......coooveveiiiiiiii, 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 37.00 40.20 39.90 25.95 20.60 28.20 38.50 34.90 41.65

1 Rates shown are those known as of February 6, 2008 and that are in effect for 2008.

2 British Columbia rates are those announced in the February 19, 2008 Budget.

3
The British Columbia corporate income tax rate is reduced to 11 per cent and the small business rate to 3.5 per cent effective July 1, 2008; Alberta's

small business threshold is increased to $500,000 effective January 1, 2009; Saskatchewan's general rate is reduced to 12 per cent and the small
business threshold is increased to $500,000 effective July 1, 2008; Manitoba's general corporate income tax rate is reduced to 13 per cent effective
July 1, 2008; Quebec's general rate is increased to 11.9 per cent effective January 1, 2009; and Prince Edward Island's small business rate is
reduced by 1.1 percentage points each April in 2008, 2009 and 2010.

4 Ontario's general corporation capital tax no longer applies to corporations primarily engaged in manufacturing and processing and those in the
resource sectors. Provinces eliminating their general corporation capital taxes are Saskatchewan, effective July 1, 2008, although the tax will
continue to apply to Crown corporations, and Ontario, effective July 1, 2010. Provinces eliminating their capital tax on financial institutions include
British Columbia, effective April 1, 2010 and Ontario, effective July 1, 2010.

5 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 rates shown are statutory rates. Quebec and PEI impose tax on the purchase price including GST.

¥ n Ontario, sellers of liquor at licensed establishments are generally required to charge sales tax at the rate of 10 per cent; however, a rate of

12 per cent applies to liquor purchased at beer manufacturers' outlets, Brewers Retail stores, government liquor stores and wine stores.

1 Includes estimated provincial sales tax where applicable.
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Table A3 Comparison of Provincial and Federal Taxes by Province — 2008

British — \jperta S2KaE - nitoba  Ontario Quebec New Nova gdr\lll\j;zi New-
Tax Columbia chewan Brunswick ~ Scotia sland foundland
Two Income Family of Four - $90,000 (%)
1. Provincial Income TaX.................. 3,629 4652 6,231 6,896 4,957 7,064 7,063 7,001 6,903 6,750
Net Child Benefits 0 27 0 -- 0 (1,551) 0 0 - 0
2. Property Tax - Gross 2,970 2,537 3,075 4,064 4,466 4,398 4,364 2,306 2,813 2,516
SNet 2,400 2,537 3,075 3539 4466 4,398 4,364 2,306 2,813 2,516
3. Sales Tax 1,237 15 930 1,341 1,705 2,206 1,891 1,893 1,942 1,904
4. Fuel TaX...ooviiiiee e e, 218 135 225 173 221 338 270 345 237 368
5. Net Carbon Tax .......cceeveviininnnnens (34) -- -- - - - -- - - -
6. Provincial Direct Taxes................. 7,450 7,366 10,461 11,949 11,349 12,455 13,578 11,545 11,895 11,538
7. Health Care Premiums/Payroll Tax.. 1,296 1,056 - 1,935 1,755 3,834 - - - 1,800
8. Total Provincial TaX..............c.ce.... 8,746 8,422 10,461 13,884 13,104 16,289 13,578 11,545 11,895 13,338
9. Federal Income TaX.............c.oee... 8,612 8,612 8612 8,612 8,612 8,612 8,612 8,612 8,612 8,612
10. Net Federal GST........cooevevinnnnns 1,273 1,329 1,251 1,213 1,257 1,349 1,182 1,183 1,276 1,190
11. Total TaX...oovoiieeeieeeee e, 18,631 18,363 20,324 23,709 22,973 26,250 23,372 21,340 21,783 23,140
Two Income Family of Four - $60,000
1. Provincial Income TaX.................. 1,652 2,112 3,295 3,697 2,253 3,029 3,671 3,671 3,797 3,663
Net Child Benefits..........ccccvvvenni. 0 27 0 -- 0 (2,651) 0 0 - 0
2. Property Tax - GroSS.........cccveeuunes 2,162 1,812 2,713 2,529 3,104 2,984 2,165 2,152 2,237 1,540
SNet 1,592 1,812 2,713 2,004 3,104 2,984 2,165 2,152 2,237 1,540
3. Sales Tax.. 970 12 743 1,074 1,365 1,892 1,522 1,522 1,551 1,522
4, FUBI TaX. ittt 218 135 225 173 221 338 270 345 237 368
5. Net Carbon Tax .......cceeveviininennens 3) -- -- - - - -- - - -
6. Provincial Direct Taxes 4,429 4,098 6976 6,948 6,943 5592 7,628 7,690 7,822 7,093
7. Health Care Premiums/Payroll Tax.. 1,296 1,056 -- 1,290 1,170 2,556 -- - - 1,200
8. Total Provincial Tax 5,725 5154 6976 8,238 8,113 8,148 7,628 7,690 7,822 8,293
9. Federal Income Tax 4,219 4,219 4,219 4,219 4,219 4,219 4219 4,219 4,219 4,219
10. Net Federal GST...........ccoevvennenn. 998 1,091 999 971 1,006 1,157 951 951 1,019 951
N o] = I - 10,942 10,464 12,194 13,428 13,338 13,524 12,798 12,860 13,060 13,463
Two Income Family of Four - $30,000
1. Provincial Income TaX.................. 0 0 552 531 437 (1,035) 0 809 863 1,163
Net Child Benefits.............c.coven.i. 0 (1,033) 0 -- (287) (3,136) 0 0 - 0
2. Property Tax - GrosS.............cceuvnee 2,162 1,812 2,713 2,529 3,104 2,984 2,165 2,152 2,237 1,540
SNet 1,592 1,812 2,713 2,004 3,104 2,984 2,165 2,152 2,237 1,540
CRICT: U[CE T - O 716 10 322 794 983 1,524 1,148 1,112 1,135 1,096
4, FUEI TaX it 145 90 150 115 147 225 180 230 158 245
5. Net Carbon Tax .......c..ovevvveninnnnnne (103) -- -- - - - -- - - -
6. Provincial Direct Taxes................. 2,453 879 3,737 3,444 4,384 562 3,493 4,303 4,393 4,044
7. Health Care Premiums/Payroll Tax.. 0 263 - 645 585 1,278 - -- - 600
8. Total Provincial TaX...................... 2,453 1,142 3,737 4,089 4,969 1,840 3,493 4,303 4,393 4,644
9. Federal Income Tax.. 635 635 635 635 635 635 635 635 635 635
10. Net Federal GST.......ocovevevennnnns 0 134 2) (20) (14) 194 (21) (43) 8 (53)
11, Total TaX...ovvi e, 3,088 1911 4370 4,704 5590 2,669 4,107 4,895 5,036 5,226
Unattached Individual - $25,000
1. Provincial Income TaX.................. 527 599 1,453 1,014 977 264 1,316 1,268 1,416 1,269
2. Property TaX......oocveeuueneneeiennnnnes -- -- -- - - - -- - - -
CRIST: 1[-E 3 - U 404 5 319 480 585 800 687 689 732 689
4, FUBI TaX. it 145 920 150 115 147 225 180 230 158 245
5. Net Carbon Tax ..........ceeevenennannne (37) -- -- - - - -- - -- -
6. Provincial Direct Taxes................. 1,039 694 1,922 1,609 1,709 1,289 2,183 2,187 2,306 2,203
7. Health Care Premiums/Payroll Tax.. 259 528 -- 538 488 1,065 -- - - 500
8. Total Provincial TaX...................... 1,298 1,222 1,922 2,147 2,197 2,354 2,183 2,187 2,306 2,703
9. Federal Income TaX..................... 1,730 1,730 1,730 1,730 1,730 1,730 1,730 1,730 1,730 1,730
10. Net Federal GST.......ocoveveivinnnnns 90 99 77 80 78 126 60 62 90 62
N o] = - 3,118 3,051 3,729 3,957 4,005 4,210 3,973 3,979 4,126 4,495

=
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Table A3 Comparison of Provincial and Federal Taxes by Province — 2008 — Continued

British — \perta 53K\ itoba Ontario Quebec New Nova ;(;\I/:l]sfd New-
Tax Columbia chewan Brunswick  Scotia sland foundland
Unattached Individual - $80,000 ($)
1. Provincial Income TaX.................. 4,473 5478 7,511 8,013 5879 8918 8466 8,523 8,148 8,090
2. Property Tax - Gross. . 1,479 1,450 2,170 2,628 2,914 3,786 1,913 2,229 2,062 2,114
SNet. 909 1,450 2,170 2,103 2,914 3,786 1,913 2,229 2,062 2,114
3. Sales TaX....oiuvueeeiieiee e 1,031 12 644 1,149 1,482 1,776 1,657 1,654 1,795 1,675
4. FUel TaX...ooeoioieiee e 218 135 225 173 221 338 270 345 237 368
5. Net Carbon Tax .........ccceevivninnnnnn. (44) -- -- -- - - -- - -- --
6. Provincial Direct Taxes 6,587 7,075 10,550 11,438 10,496 14,818 12,306 12,751 12,242 12,247
7. Health Care Premiums/Payroll Tax.. 648 528 -- 1,720 1,560 3,408 -- -- -- 1,600
8. Total Provincial TaX...................... 7,235 7,603 10,550 13,158 12,056 18,226 12,306 12,751 12,242 13,847
9. Federal Income TaX..........ccoeeunneee 11,555 11,555 11,555 11,555 11,555 11,555 11,555 11,555 11,555 11,555
10. Net Federal GST.......c.oeevivnninnnen. 1,171 1,192 1,107 1,074 1,131 1,099 1,036 1,034 1,124 1,047
11. 20,350 23,212 25,787 24,742 30,880 24,897 25,340 24,921 26,449

1. Provincial Income TaX.................. 0 0 0 (300) (888) (870) 0 426 378 495
2. Property Tax - GrosS.................... 2,162 1,812 2,713 2,529 3,104 2,984 2,165 2,152 2,237 1,540
SNet 1,317 1,812 2,713 2,004 3,104 2984 2,165 2,152 2,237 1,540
3. SaleS TaX.iiuiiiieieiiiieee e 730 9 571 821 993 1,338 1,197 1,271 1,245 1,259
4. Fuel Tax... . 145 90 150 115 147 225 180 230 158 245
5. Net Carbon Tax .........ccoevvvvninnnnnn. (73) -- -- -- - - -- - -- --
6. Provincial Direct Taxes................. 2,119 1911 3,434 2640 3,35 3,677 3542 4,079 4,018 3,539
7. Health Care Premiums/Payroll Tax.. 230 0 - -- -- -- - -- - -
8. Total Provincial Tax...................... 2,349 1911 3434 2640 3356 3,677 3542 4,079 4,018 3,539
9. Federal Income Tax.. . 0 0 0 0 0 0 0 0 0 0
10. Net Federal GST........cccoevvuvinnnnns 339 343 338 316 301 346 264 311 356 303

11, Total TaX.....oovreiiiiiiiiiiiieeeeee 2,688 2254 3,772 2956 3,657 4,023 3,806 4,390 4374 3842

Personal Income Tax

o 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. British
Columbia personal income tax has been calculated using the 2008 tax rates in effect prior to the implementation of the rate cuts in the government's plan
to recycle carbon tax revenues.

Net Child Benefits

o 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

® |tis 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, Fuel and Carbon Tax Estimates

o Includes sales tax on meals, liquor and accommodation. Estimates are based on expenditure patterns from the Survey of Household Spending. 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.

e 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.

e Carbon tax applies in British Columbia to household consumption of gasoline, diesel, natural gas and home heating fuel. Estimated carbon tax liabilities
are based on natural gas and home heating fuel consumption amounts from the Survey of Household Spending and the assumed fuel tax consumption
noted above. Net carbon tax is estimated carbon tax liabilities less the value of the personal income tax cuts and the low income Climate Action credit
(where applicable) as reported in the Government's plan to recycle carbon tax revenues.

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 2008. Taxes for other provinces were calculated using rates that were announced

prior to February 6, 2008, and that come into effect during 2008.
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Table A4 Interprovincial Comparisons of Provincial Personal Income Taxes Payable ' — 2008

(Rates known as of February 6, 2008)

Prince

British Saskat- . . New Nova New-
Taxable income 2 Columbia Alberta chewan Manitoba  Ontario  Quebec?® Brunswick  Scotia Eggﬁgd foundland
Annual provincial taxes payable4 (%)
$10,000.................. 0 0 62 33 0 0 0 0 0 169
$20,000..........c..e.es 222 268 1,088 1,149 614 370 798 236 1,091 981
$30,000.................. 995 1,201 2,115 2,195 1,479 1,663 2,001 1,582 2,005 1,792
$40,000...........e.e.e 1,620 2,134 3,158 3,387 2,317 2,929 3,222 3,258 3,240 3,103
$50,000.................. 2,404 3,108 4,430 4,633 3,366 4,551 4,744 4,730 4,595 4,461
$60,000.................. 3,202 4,108 5,730 5,908 4,281 6,252 6,292 6,239 5,975 5,841
$70,000..........ceenees 4,000 5,108 7,030 7,369 5,283 7,968 7,844 7,906 7,530 7,479
$80,000.................. 5,050 6,108 8,330 9,109 6,875 9,817 9,524 9,573 9,200 9,129
$100,000................ 7,557 8,108 10,930 12,589 10,357 13,919 12,884 13,262 12,544 12,429
$125,000................ 11,232 10,608 14,443 16,939 14,709 19,037 17,206 18,074 17,136 16,554
$150,000................ 14,907 13,108 18,193 21,289 19,062 23,876 21,666 22,887 21,729 20,679
Provincial personal income taxes as a per cent of taxable income (%)

$10,000........c......... 0.0 0.0 0.6 0.3 0.0 (0.0) 0.0 0.0 0.0 1.7
$20,000..........nnneens 1.1 1.3 54 5.7 3.1 1.9 4.0 1.2 55 4.9
$30,000...........een.es 3.3 4.0 71 7.3 4.9 5.5 6.7 5.3 6.7 6.0
$40,000.................. 41 5.3 7.9 8.5 5.8 7.3 8.1 8.1 8.1 7.8
$50,000...........uuenee 4.8 6.2 8.9 9.3 6.7 9.1 9.5 9.5 9.2 8.9
$60,000.................. 5.3 6.8 9.6 9.8 71 10.4 10.5 10.4 10.0 9.7
$70,000.................. 5.7 7.3 10.0 10.5 7.5 1.4 1.2 1.3 10.8 10.7
$80,000.................s 6.3 7.6 10.4 11.4 8.6 12.3 11.9 12.0 11.5 1.4
$100,000................ 7.6 8.1 10.9 12.6 10.4 13.9 12.9 13.3 12.5 124
$125,000................ 9.0 8.5 11.6 13.6 11.8 15.2 13.8 14.5 13.7 13.2
$150,000................ 9.9 8.7 121 14.2 12.7 15.9 14.4 15.3 14.5 13.8

N

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 (all provinces except Saskatchewan and Newfoundland), surtaxes payable in Ontario, Nova
Scotia and Prince Edward Island and contributions to the Health Services Fund in Quebec. Excludes credits for sales and property

taxes.

Budget and Fiscal Plan — 2008/09 to 2010/11



Appendices 179

Table A5 Summary of Revenue Measures from July 30, 2001 to February 19, 2008 *

July 30, 2001 Economic and Fiscal Update Effective Date
Income Tax

e 25 per cent Personal INCOME TAX CUL ......ut ittt e et et e et et e e e et e e e e e e e eans January 1, 2001
e Dividend tax credit rateS rEAUCE .........ciii ittt et et e e e e e e aa s 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 .............cooiiiiiiiiii i July 31, 2001
Corporation Capital Tax

¢ Tax phased-out for general COrporations ...........ccoiuueeiie ittt e e e e e e e eeeaen s September 1, 2001
Social Service Tax

¢ Tax exemption for production machinery eqUIpmMENt ..........coiriii i e e July 31, 2001

* Vehicle surtax threshold for passenger vehicles increased ............ccooveiiiiiiiiiiiiie i July 31, 2001
Motor Fuel Tax

¢ Tax exemption provided for marine bunker fUEl ............cooiiiiiiiiii e s August 1, 2001

* Domestic jet fuel and aviation fuel tax rates reduced to 2 cents/litre .............ocooeviiiiiiiiieinnnnnn, August 1, 2001
Budget 2002

Income Tax

© INCIEASE SAIES tAX CIEAIL ... ..ttt it ettt e e e e e e e e et et e et et e e aaan January 1, 2002
e Adjust BC Family BONUS ..ottt it e et et e e e e e e e e e et e e e e e e July 1, 2002

* Raise small business threshold t0 $300,000 ..........cuuitint ittt e e e e e e e ees April 1, 2002
Medical Services Plan Premiums

¢ Increase premiums and enhance premium asSIStanCe ..........cooiviriie i it e e e e, May 1, 2002
Social Service Tax

« Increase provincial sales tax rate to 7.5 per cent from 7 per cent ............coceovviiiiiiiiiieiiniennnn. February 20, 2002
« Expand machinery and equipment tax exemption to include repair parts ............coccovveiieinninnns February 20, 2002
Tobacco Tax

* Increase tobacco tax rate to $30 from $22 PEr CArtON ..........coviiiiriiiiieiee e e e ee e eeaen, 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 ............cccooiiiiiiiiiii i, April 1, 2003

¢ Introduce an equity tax credit for NEW Media ..........oviviiiiiii e e April 1, 2003

¢ Provide an enhanced regional incentive for film credits ............ocovii i April 1, 2003

¢ Introduce a Digital Animation or Visual Effects tax credit .............ccoooviiiiiii i April 1, 2003

* Extend the BC Mining Flow-Through Share Tax Credit ..........c.coviiiiii e e e January 1, 2004
¢ Extend the Mining Exploration Tax Credit for three years ...........cccoiii i i August 1, 2003

¢ Introduce a book publishing tax Credit ..o e s October 1, 2002

Corporation Capital Tax
¢ Increase the capital tax exemption threshold for small financial institutions

t0 $10 Million from $5 MILION ..o e e e e e 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
o)V TN o1 =T o1 £ 1 (PPN 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 ............ccoov i 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

[0 o] o] (=TXST [ g el 0 1) £ PP January 1, 2004
¢ Clarify the definition of taxable INSUMEIS ...t e e e e e e February 19, 2003
Property Transfer Tax
¢ Enhance fairness and effectiveness of First Time Home Buyers' exemption ................coeeeveenn. February 19, 2003

—
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 19, 2008 * — Continued

Budget 2004 Effective Date
Income Tax

* Reduce BC Family Bonus and BC Earned INCOME amoOUNtS ..........ccoeiiiiiiiiiee e eeieeeeeenn s July 1, 2004

* Extend Scientific Research and Experimental Development Tax Credit ..............cccovviiiiininnn, September 1, 2004

International Financial Business Tax Refund
» Allow non-financial institutions to register, expand the list of qualifying activities and
eliminate the employee tax refUnd ...........c.ooiiiiiit i e e e e e e 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

LTS U 1 0] o =Y od oo S December 20, 2003
Home Owner Grant Act
* Increase the threshold for the home owner grant phase-out to $585,000 from $525,000 ............ January 1, 2004
Ports Property Tax Act
» 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 .........cc.vieiiiiie it et e eeaaae s, August 1, 2006
* Increase the Film Incentive BC and Production Services tax credit rates ..........c.cooveveviivinenen. January 1, 2005
* Increase corporate income tax small business threshold to $400,000 from $300,000 ................ January 1, 2005
Social Service Tax
« Reduce provincial sales tax rate to 7 per cent from 7.5 percent .............coeiiiiiiie i 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 ...........cc.ccuveeineeueienenee e eeeeeenenen, February 16, 2005
Medicare Protection Act
« Enhance Medical Services Plan premium asSiStance ............ccoviiiieiie it i e e 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 .............cooviiii i, 2005 tax year
September Update (September 14, 2005)
Income Tax
* Reduce the general corporate income tax rate to 12 per cent from 13.5 percent ..................... July 1, 2005
International Financial Activity Act
» Provide tax refunds for the exploitation of life science related patents ................ccccovieiiiiinnns January 1, 2006
Budget 2006
Income Tax
* Introduce an enhanced dividend tax credit to parallel new federal credit ...................c.ccoiinnnee. January 1, 2006
« Extend the BC Mining Flow-through Share Tax Credit to December 31, 2008 ...............ccovevee.. January 1, 2006
» Extend the enhanced tax credit rates for the Film Incentive BC and Production

Services tax CreditS 10 2008 .......o. ittt et e e et e e e e e e e et e iaaaas April 1, 2006
Social Service Tax
¢ Exempt services to maintain or modify SOftWware .............cooiiiiiiiiiii e February 22, 2006
» Clarify and expand eligibility for machinery and equipment exemption ...............cc.coevevinviienennn. 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 fUBI USES .......ov it e e e e e e e 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 t0 $845 frOm B745 ... e e s 2006 tax year
* Increase the threshold for the Home Owner Grant phase OUt ...........cccovieiii i i e 2006 tax year
Small Business Venture Capital Act
* Increase the tax credit budget to $25 million from $20 million ............ccooiiiiii i, April 1, 2006

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 19, 2008 * — Continued

Budget 2007
Income Tax

* Introduce a 10 per cent tax cut up to $100,000 iN INCOME ........uvviiiee et e

* Introduce an adoption expense tax credit
« Enhance the Mining Exploration Tax Credit for exploration activity

in Mountain Pine Beetle affected areas .............ccoiiiiiiiii i

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

» Extend the Scientific Research and Experimental Tax Credit for five more years to 2014 ...........
e Implement the BC Training Tax Credit Program ...........couuviuoiineeeieee et e iee e eeevnaeaeeeenes

Mineral Tax Act

o Extend the new mine allowancCe t0 2016 ........coiiriitii it e e e e

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 ...
« Extend the expiry date for ENERGY STAR furnaces, boilers and heat pumps to various dates ....
« Extend the tax relief for hybrid passenger vehicles t0 2011 ...........ccovieiiiiiiei i e
» Provide a tax refund on eligible medical equipment purchased by charities .........................en.

Motor Fuel Tax Act

 Classify all biodiesel fuel as alternative motor fuel .............cooooiiiiiii i e e

Property Transfer Tax Act

« Set the First Time Home Buyers' exemption threshold at $375,000 province-wide ...................

Home Owner Grant Act

* Increase the threshold for the Home Owner Grant phase-out .............ccoooviiiiiiiiieiin i

« Extend Home Owner Grant eligibility to certain low-income homeowners

with homes assessed above the phase-out threshold ................coovii i,

Land Tax Deferment Act

» Extend eligibility to homeowners age 55 and over from 60 and Over .............ccoooeieeviiiiiininnnnn .

Police Act
» New property tax to help fund police services in rural areas and communities under

L0100 1 o o T - 11T

Provincial Sales Tax Review
Various Consumption Tax Statutes
« Changes to consumption tax statutes to reduce compliance burden for businesses and

SIMPIify SPECIFIC EXEMPLIONS ...\ e it e et e e et e e e e ee e e eene

Effective Date

January 1, 2007
January 1, 2007

February 21, 2007
April 1, 2007
September 1, 2009
January 1, 2007
February 21, 2007
February 21, 2007
February 21, 2007
February 21, 2007
February 21, 2007
February 21, 2007
February 21, 2007
2007 tax year
2007 tax year

2007 tax year

2007 tax year

various

Budget 2008

Revenue Neutral Climate Action Measures

Carbon Tax

» Government to introduce a broadly based revenue neutral carbon tax on the purchase

or use of fossil fuels subject to approval by the Legislature .............ccoooviiiiviiiiiiiiii e

Income Tax Act - Revenue Neutral Tax Reductions

* Introduce a Low Income Climate Action Tax Credit ..........cooiiiiie it e e e

* Reduce first two personal income tax bracket rates by 2 per cent for 2008 and

by 5 per cent for 2009 and SUDSEQUENT YEAI'S .........iuuiitiit it it eet et et
» Reduce general corporate income tax rate to 11 per cent from from 12 percent ......................
* Reduce corporate income tax small business rate to 3.5 per cent from 4.5 percent ..................

Income Tax Act - One-time Payment
* Provide a one-time Climate Action Dividend Payment of $100 to each person resident in

BC 0N DECEMDBDET 31, 2007 ..ottt ittt ettt e e e e e e e e e et e e e e e e e e

Other Climate Action Initiatives
Small Business Venture Capital Act
* Increase equity tax credit budget by $5 million per year and set a tax credit budget of

$7.5 million for clean teChNOIOGY .........uuniin ittt

International Financial Activity Act

» Expand eligible intellectual property to include green-related patents ..................ccoeeviinniinnns

Social Service Tax Act

» Provide time-limited point-of-sale tax reduction for conventional fuel efficient vehicles ...............

* Exempt ENERGY STAR qualified residential refrigerators, clothes washers and freezers

TO MAICH 3L, 2000 ..ottt et et e et e e e e e e et s
« Exempt energy efficient residential gas-fired water heaters to December 31, 2009 ...................

July 1, 2008
July 1, 2008
January 1, 2008

July 1, 2008
July 1, 2008

December 31, 2007

2008/09
March 1, 2008
February 20, 2008

February 20, 2008
February 20, 2008

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 19, 2008 * — Continued

Budget 2008 - (Continued)
Social Service Tax Act
« Exempt production machinery and equipment for local governments for power production

F=TaTo ool =T o T=T = Vio] o I PP

« Expand the exemption for bicycles to include electric power-assisted two and three wheel

cycles and non-motorized adult-Sized triCYClES ..........coviiiiii e

* Reduce tax payable on electric motorcycles

« Exempt biodiesel fuel or portion of biodiesel for heating

» Impose tax on coal and coke except for residential USE .............ccovviiiiiiiiiiiiiii e,

Other Revenue Measures
Income Tax Act

« Reduce dividend tax credit rates for ordinary and enhanced dividends ...............ccoeevivieninnnns

» Extend film tax credits for five more years to 2013 from 2008
« Increase basic Film Incentive BC Tax Credit rate to 35 per cent from 30 per cent and basic

Production Services Tax Credit rate to 25 per cent from 18 per cent for two years ..................
« Enhance regional film tax credit for productions in distant locations ................ccocoeviviie e

Corporation Capital Tax Act
* Phase-out corporation capital tax and replace it with a new financial institutions

L0l aT a1 T T 7= PPN

Ports Property Tax Act

» Extend ports competitiveness initiative for ten Years .............coiiiiiiiiii i

Property Transfer Tax Act

« Increase First Time Home Buyers' threshold to $425,000 from $375,000 ..........c.coeveviinininnnns
* Remove First Time Home Buyers' 70 percent financing requirement ..............ccccveiviiievinnennn.

Home Owner Grant Act

* Increase in the Home-Owner Grant phase-out threshold ...

School Act

» Reduce the non-residential school tax rate for major industrial property ..........cc.cccoeviiinanne ..

Provincial Sales Tax Review
Various Consumption Tax Statutes
« Changes to consumption tax statutes to reduce compliance burden for businesses and

simplify SPeCIfic @XEMPLIONS ... .. et e et e e et et e e

Effective Date

» Reduce tax payable on hydrogen fuel cell BuSes .............cooiii i

February 20, 2008
February 20, 2008
February 20, 2008
February 20, 2008

February 20, 2008
February 20, 2008

January 1, 2009
various
January 1, 2008
February 20, 2008
April 1, 2008
various

February 20, 2008
February 20, 2008

2008 tax year

2008 tax year

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 — 2004/05 to 2010/11

($ millions) ;)gtzlu/?)g ;)gtsul?)lts ;)gteul?); recast  Eimae 20?3710 20P1|g/r]11

2007/08 2008/09

Taxpayer-supported programs and agencies:
Revenue ... 30,806 33,753 35,819 36,525 35,810 37,238 38,788
EXPENSE ..o (30,665) (32,173) (34,184) (37,280) (37,690) (39,100) (40,700)
Negotiating Framework incentive

PAYMENLS ...vvvinvvtvieiireeevaire e v eveeaeeans - (710) (264) - - - -

Taxpayer-supported balance .............. 141 870 1,371 (755) (1,880) (1,862) (1,912)
Commercial Crown corporation income ..... 2,562 2,220 2,685 2,875 2,680 2,687 2,737
Surplus/(deficit) before forecast

allowance .......cooooviii i 2,703 3,090 4,056 2,120 800 825 825
Forecast allowance .............c..ccoeevvvveennnn. - - - (150) (750) (675) (675)
Surplus/(deficit) ...oooovviviiiiiiiii s 2,703 3,090 4,056 1,970 50 150 150
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Table A7 Revenue by Source — 2004/05 to 2010/11

Updated Budget
@riors)
2007/08 2008/09
Taxation revenue
Personal income .............coooeviiiinnn, 5,050 5,838 6,905 6,741 6,700 6,963 7,302
Corporate iNCOME .........ceiuieeeiiieainieaenn, 1,255 1,426 1,538 2,221 1,343 1,125 1,193
Social SerVICe ......ccviviiiie i 4,156 4,367 4,714 5,091 5,284 5,563 5,857
Fuel ..o 904 911 901 938 957 975 996
Carbon ..o - - - - 338 631 880
TODbACCO .. 699 701 726 705 705 705 705
Property ......ocoooiieiiii e, 1,661 1,717 1,732 1,788 1,861 1,943 2,040
Property transfer ... 604 843 914 1,075 1,020 1,020 970
Corporation capital ................coevieninnnne. 160 161 104 95 69 36 -
Other ™ .. e 428 465 484 515 532 549 568
14,917 16,429 18,018 19,169 18,809 19,510 20,511
Natural resource revenue
Natural gas royalties ..............cooovvieennn. 1,439 1,921 1,207 1,170 1,165 1,252 1,357
Columbia River Treaty ..........ccceeveiiieennn. 258 319 223 230 245 305 310
Other energy and minerals ..................... 612 797 935 956 966 1,018 962
FOrests ... 1,363 1,214 1,276 1,098 952 1,048 1,131
Other reSOUrCes .......o.ovvvveviriieiiiianenannn. 301 316 341 340 395 406 402
3,973 4,567 3,982 3,794 3,723 4,029 4,162
Other revenue
Medical Services Plan premiums ............. 1,465 1,482 1,524 1,550 1,571 1,592 1,612
Post secondary education fees ............... 836 892 928 957 989 1,015 1,040
Other health-care related fees ................. 189 204 216 243 252 276 302
Motor vehicle licences and permits .......... 381 403 424 436 445 454 463
Other fees and licences ............cc..cocuuene, 750 685 699 760 819 786 779
Investment earnings ...........c.cooveviinene. 833 949 1,032 954 884 942 1,015
Sales of goods and services ................... 741 719 693 668 688 737 751
Miscellaneous 2 ..........ccoeeeeeeereieeiieaeennns 1,499 1,598 1,917 1,928 1,821 1,856 1,883
6,694 6,932 7,433 7,496 7,469 7,658 7,845
Contributions from the federal government
Health and social transfers ..................... 3,421 4,220 4,473 4,759 4,794 5,001 5,260
Equalization .............ccoooeviii i 979 590 459 - = - -
Other cost shared agreements ® .............. 822 1,015 1,454 1,307 1,015 1,040 1,010
5,222 5,825 6,386 6,066 5,809 6,041 6,270
Taxpayer-supported programs
and agencies ...........ccovviviiiiiieaeeeea 30,806 33,753 35,819 36,525 35,810 37,238 38,788
Commercial Crown corporation net income
BCHYdrO ..o 402 266 407 370 358 402 444
Liquor Distribution Branch ...................... 779 800 840 845 854 863 875
BC Lotteries (net of payments
to the federal government) .................. 811 914 1,011 1,026 1,101 1,151 1,201
BCRC® ..o, 182 32 29 28 75 20 @)
ICBC ™ e 383 191 381 594 272 231 195
Other ..o 5 17 17 12 20 20 23
2,562 2,220 2,685 2,875 2,680 2,687 2,737
Total revenue .......ccoveveiiii i 33,368 35,973 38,504 39,400 38,490 39,925 41,525

1 Includes revenue from insurance premium and hotel room taxes.

2 Includes asset dispositions, reimbursements for health care and other services provided to external agencies, and other recoveries.

3 Includes contributions for health, education, housing and social service programs, for transportation projects, and for coastal ferry services.

4 Amounts represent earnings during government's fiscal year.
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Table A8 Expense by Function —2004/05 to 2010/11
($ millions) Actual Actual Actual gc?riacfsi Ezl:ic;?;; Plan Plan
2004/05  2005/06  2006/07 2007/08 | 2008/09 2009/10  2010/11
Function:
Health:
Medical Services Plan ...............ccooveiinenn. 2,546 2,696 2,969 3,220 3,375 3,584 3,697
Pharmacare ..........cooeveviiiiiiiieie e 793 868 914 1,020 1,018 1,057 1,108
Regional SEIVICES .......cooiviiiii i i 7,565 8,112 8,500 8,984 9,581 10,124 10,806
Other healthcare expenses ...............ccceeenens 625 754 867 907 861 901 932
Health Innovation Fund....................c.cooeenn - - - 100 - - -
11,529 12,430 13,250 14,231 14,835 15,666 16,543
Education:
Elementary and secondary ...................co...e. 4,757 4,829 5,272 5,541 5711 5,807 5,849
POSt-SECoNdary .......cooivviiiii i e 3,549 3,926 4,088 4,104 4,329 4,533 4,615
Other education exXpenses ............ccceeveveeennn. 206 182 159 169 173 178 179
8,512 8,937 9,519 9,814 10,213 10,518 10,643
Social services:
Social assistanCe ......ocovvviie i 1,671 1,637 1,713 1,912 1,967 2,034 2,042
Childcare ServiCes ........oovviiiiiiiiiiiieiieennnn 809 985 1,085 1,156 1,204 1,216 1,229
Other social services expenses .................... 118 102 94 96 91 90 88
2,598 2,724 2,892 3,164 3,262 3,340 3,359
Protection of persons and property ................... 1,206 1,381 1,329 1,566 1,566 1,573 1,580
Transportation ..........ooceeeeeveeieiiniee e e 1,308 1,196 1,251 1,365 1,334 1,400 1,449
Natural resources and economic development ... 1,686 1,591 1,663 2,011 1,753 1,726 1,744
Other e e 1,027 1,089 1,278 1,397 1,413 1,409 1,350
Contingencies — new programs *...................... - - - 317 375 390 400
— Negotiating Framework ........... - - - 20 - - 400
General government .........ocovee v 505 644 768 1,170 681 687 680
1] 2T =T 2,294 2,181 2,234 2,225 2,258 2,391 2,552
Subtotal ..o 30,665 32,173 34,184 37,280 37,690 39,100 40,700
Negotiating framework incentive payments ... - 710 264 - = - -
30,665 32,883 34,448 37,280 37,690 39,100 40,700

* The Contingencies vote is allocated to functions according to actual results for 2004/05 to 2006/07 and forecast results for 2007/08.

Budget and Fiscal Plan— 2008/09 to 2010/11



186 Appendices

Table A9 Service Delivery Agency Operating Results * — 2004/05 to 2010/11

Updated Budget

($millions) Actual Actual Actual Forecast Estimate Plan Plan
2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11
School districts
REVENUE ....v it 4,666 4,812 5,178 5,294 5,408 5,507 5,564
EXPENSE oeivniiiie et e (4,533) (4,612) (5,041) (5,183) (5,319) (5,425) (5,491
133 200 137 111 89 82 73
Accounting adjustments .............. 44 24 61 13 19 25 22
Netimpact ...........cooeviiiiiicinnnn . 177 224 198 124 108 107 95
Universities
REVENUE ....ovivii i 2,158 2,614 2,751 2,908 3,070 3,194 3,263
e 01T (2,073) (2,429) (2,593) (2,831) (2,965) (3,113) (3,213)
85 185 158 77 105 81 50
Accounting adjustments  .............. 38 93 95 206 55 61 68
Net impact ........o.ceeeviiiiineeennnn, 123 278 253 283 160 142 118
Colleges, university colleges, and institutes
REVENUE ..o 1,400 1,288 1,378 1,417 1,422 1,462 1,467
EXPENSE oeivviiiie et e e (1,345) (1,249) (1,310) (1,392) (1,436) (1,478) (1,497)
55 39 68 25 (14) (16) (30)
Accounting adjustments .............. 13 40 22 9 5 (@)} 2
Net impact .......ocoevveviiiieiie e 68 79 90 34 9) a7) (28)
Health authorities and hospital societies
REVENUE ....ceviviei i 7,861 8,245 8,857 9,467 9,883 10,413 10,981
EXPENSE .vivviiiie et et eee e (7,794) (8,243) (8,892) (9,506) (9,883) _(10,413) (10,981
67 2 (35) (39) - - -
Accounting adjustments  .............. (40) 16 (88) 47 27 46 46
Netimpact ..........coovviiviiinennn . 27 18 (123) 8 27 46 46
Children and family development agencies ?
Revenue ... 1 439 631 692 725 759 766
EXPENSE ..eivviviii et i (1) (439) (631) (692) (725) (759) (766)
Accounting adjustments .............. - 4 1 (D) 1 1 1
Netimpact ..........cooviiiviiiinnnnn . - 4 1 1) 1 1 1
BC Transportation Financing Authority
REVENUE ..o 1,405 657 618 622 630 629 656
EXPENSE ..., (600) (604) (585) (703) (646) (727) (812)
805 53 33 (81) (16) (98) (156)
Accounting adjustments .............. (172) (168) (155) (145) (137) (130) (124)
Net impact ............covvieiiiiinnns 633 (115) (122) (226) (153) (228) (280)

British Columbia Buildings Corporation

Revenue .........ccooiii i 436 452 - - - - -
EXPENSE ...uivvniirieeeeiieeeie e e (385) (398) - - - - -
51 54 - - - - -

Accounting adjustments .............. (D) @ (12) - = - -
Netimpact ...........coooveviiiecennne . 50 47 (12) - - - -
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Table A9 Service Delivery Agency Operating Results * — 2004/05 to 2010/11 — Continued

Updated Budget

($millions) Actual Actual Actual Forecast Estimate Plan Plan
2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11
British Columbia Housing Management Commission
REVENUE ..., 284 343 497 506 564 501 500
EXPENSE .vivviviie et e (284) (343) (497) (506) (564) (501) (500)
Accounting adjustments .............. 4 5 (15) (5 = - -
Net impact ............ccceeiueenenn..., 4 5 (15) (5 = - -
British Columbia Transit
Revenue ..o 146 155 165 185 230 256 286
EXPENSE ..ovoviiiiii i (146) (155) (167) (185) (230) (256) (286)
- - 2 - - - -
Accounting adjustments .............. (3) 6 - @ @ €Y @
NEtIMPAC ..veeeee e, (3) 6 2 1) 1) 1) ()
Tourism British Columbia
Revenue ... 45 58 60 61 69 71 74
EXPENSE ..., (45) (57) (59) (61) (69) (71) (74
- 1 1 - - - -
Accounting adjustments .............. 5 (1) 7 - = - -
Netimpact .............coeeveeiininn . 5 - 8 - = - -
Vancouver Convention Centre Expansion Project Ltd.
Revenue ... - - - - - 23 23
EXPENSE ..oovvieiieiie e - - - - = (22) (22)
- - - - - 1 1
Accounting adjustments .............. - - 107 32 277 (16) (16)
Net impact ........coovvvviiiiiiinienns - - 107 32 277 (15) (15)
Other service delivery agencies
REVENUE ....oviiii i, 706 683 722 720 702 734 742
EXPENSE ..., (661) (603) (649) (670) (688) (730) (739)
45 80 73 50 14 4 25
Accounting adjustments .............. 45 99 60 118 (4) (2) (15)
Netimpact .........ccoooiiiiiiiii e 90 179 133 168 10 2 10
Total net impact ..........coooeiiiieiienn . 1,174 725 516 416 420 37 (54)
Total service delivery agency operating results:
REVENUE ....eviiie e, 19,108 19,746 20,857 21,872 22,703 23,549 24,322
Accounting adjustments .............. (55) 105 73 266 241 (16) 6
19,053 19,851 20,930 22,138 22,944 23,533 24,328
EXPENSE ovivviiiie e e (17,867) (19,132) (20,424) (21,729) (22,525) (23,495) (24,381)
Accounting adjustments .............. (12) 6 10 7 1 (1) 1)
(17,879) (19,126) (20,414) (21,722) (22,524) (23,496) (24,382)
516 416 420 37 (54)

Total netimpact ..........ooeieiiiiinns 1,174 725

' Revenue and expense are shown as reported in the entity financial statements and service plans, before consolidation and accounting adjustments.

2 Includes Community Living BC and interim aboriginal authorities.
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Table A10 Material Assumptions — Revenue
Updated | Budget
Revenue Source and Assumptions Budget | Forecast| Estimate| Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Personal income tax $6,389 | $6,741 | $6,700 | $6,963 | $7,302
Current calendar year assumptions
Personal income growth ...........cccceeeeeniiinnenn. 4.2% 5.3% 4.4% 4.2% 4.5% | +/- 1% change in 2008 BC
Labour income growth 4.1% 6.0% 4.7% 4.7% 4.8% | personal income growth
Tax base growth ..... 4.0% 8.0% 5.4% 5.1% 5.5% | equals +/- $50 to $100 million
Average tax yield . 5.69% 5.70% 5.45% 5.42% | 5.34%
Current-year tax ...... .| $6,276 | $6,609 $6,662 | $6,957 | $7,239 | +/- 1% change in 2007 BC
BC Tax Reduction ...........ccoceeevieeinieeenieene. -$111 -$114 -$116 -$118 -$121 | personal or taxable income
Refundable sales tax credit .........ccccccceevrnrnne -$60 -$56 -$56 -$56 -$56 growth equals +/- $50 to $100
Other tax credits and refunds ..........c.ccceceeneeene -$87 -$98 -$99 -$96 -$88 million one-time effect
Policy neutral elasticity * ..........ccccooveeiiiieennnen. 1.3 1.8 14 1.4 14 (prior-year adjustment)
Fiscal year assumptions and could result in an
Prior-year adjustment . . $0 $42 additional +/- $50 to $100
Family Bonus offset ..o, -$17 -$17 -$14 -$13 -$12 million base change in 2008/09
Previous calendar year assumptions 2006 Assumptions
Personal income growth ..........cccccceeieiiinennns 6.5% 7.4%
Labour income growth ............ccooceiiiiininnnn. 7.8% 8.5%
Tax base growth ..........ccccooeiiiiieniiciece, 8.0% 9.4%
Average 2006 tax yield ............ccceveveininnnne 5.89% 5.90%
2006 TAX ..o $6,240 | $6,330
2005 and previous years tax ...........ccccceeeuenne. $325 $293
BC Tax Reduction .........ccceeeeeevieeeniieenieeee. -$109 -$112
Refundable sales tax credit .... -$60 -$55
Other tax credits and refunds . .|l -$75 -$84
Policy neutral elasticity *..........ccccoevvevierennnnn. 1.8 1.8
* Ratio of annual per cent change in current-year revenue to annual per cent change in personal income
Corporate income tax $1,395 | $2,221 | $1,343 | $1,125 | $1,193
Components of revenue
Advance instalments (fiscal year) ...........c....... $1,267 $1,499 $1,382 $1,276 | $1,245
International Financial Activity Act refunds ....]| -$25 -$15 -$27 -$27 -$27
Prior-year adjustment ..............cccccceeviniiniee $153 $737 -$12 -$124 -$25
Current year assumptions
National tax base ($ billions) .........ccccccevveenen. $168.2 | $195.8 $205.3 | $214.8 | $228.3 | +/- 1% change in the 2008
BC instalment share of national tax base ....... 10.2% 10.2% 10.1% 9.6% 9.4% | national tax base equals
Effective tax rates (general/small business) ..[12.0/4.5|12.0/4.5(11.5/4.0|11.0/3.5|10.5/3.0| +/- $15 to $20 million in
BC tax base growth ..........cccoeiiiniinieiicnine -1.8% -12.6% 0.5% 6.0% 6.0% | 2008/09
BC corporate profits growth .............cccccvvevneenn 5.2% 2.1% 0.4% 5.8% 5.9% | +/- 1% change in the 2007
BC Tax credits BC tax base equals +/- $15
Film, Television and Production Services ....}. -$130 -$150 -$204 -$214 -$194 | to $20 million in 2008/09
Scientific Research and Experimental Development .......... L -$125 -$150 -$135 -$145 -$155
Other oo e -$38 -$45 -$44 -$44 -$44
Previous calendar year assumptions 2006 Assumptions
National tax base growth ..........c.ccccceiinnnnne. 5.4% 22.2%
BC instalment share of national tax base ....... 11.0% 11.6%
National corporate profits growth .................... 5.3% 5.0%
BC tax base growth .................. 14.0% 39.6%
BC corporate profits growth . 1.9% 6.7%
GroSs 2006 tAX .....coeeeeeeeeeecirieirrieeereeeeeeee s $1,671 $2,136
2005 and previous years tax .........c.ccoceeeeeeene $0 $180
BC Tax credits
Film, Television and Production Services ....|. -$120 -$136
Scientific Research and Experimental Development ..........} -$115 -$115
Other ..o -$14 -$49

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. The 2008/09 payments are based on the average of BC's share of the 2004 and 2005 national tax bases as

the 2006 share is unusually high reflecting partial refunds of duty deposits paid by forest sector firms over the May 2002 to October 2006

period. Cash adjustments for any under/over payments from the federal government in respect of 2008 will be received/paid on March 31, 2009.

=
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Table A10 Material Assumptions — Revenue — Continued

Updated | Budget

Revenue Source and Assumptions Budget | Forecast| Estimate| Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Carbon tax $0 $0 $338 $631 $880
Tax rates (July 1)
Carbon dioxide equivalent emissions ($/tonne). $0 $0 $10 $15 $20
Gasoline (cents/litre)..........ccooveviiiiiinnnn. 0¢ o¢ 2.41¢ 3.62¢ 4.82¢
Diesel & heating fuel oil (cents/litre)...............] 0¢ o¢ 2.76¢ 4.14¢ 5.52¢
Natural gas (cents/gigajoule).............c.ccevenes 0¢ o¢ 49.88¢ | 74.82¢ | 99.76¢
Social service tax $4,890 | $5,091 | $5,284 | $5,563 | $5,857
Calendar Year
Consumer expenditure ............ccoceeeeveeieerneenne 5.2% 6.2% 5.0% 5.2% 5.2% | +/- 1% change in 2008 growth
equals up to +/- $25 million
Business investment ...........cc.ccoceiiiiiininnnn 8.4% 9.3% 5.4% 6.9% 6.6% | +/- 1% change in 2008 growth
equals up to +/- $10 million
Other expenditure .........cccccocveeiiieeniiee e 4.6% 2.7% -0.7% 6.7% 5.4% | +/- 1% change in 2008 growth
equals up to +/- $10 million
Social service tax base growth (fiscal year)...... 5.4% 8.0% 4.4% 5.4% 5.2%
Components of revenue
Consolidated Revenue Fund ............ccccceveee. $4,821 | $5,021 $5,212 | $5,487 | $5,781
BC Transportation Financing Authority ........... $12 $12 $14 $14 $14
Recovery to vote (MSBR) .........cccocevviiniennnnn. $57 $58 $58 $62 $62
Fuel tax $919 $938 $957 $975 $996
Calendar Year
REAI GDP ...t 3.1% 3.0% 2.4% 2.8% 2.9% | +/- 1% change in gasoline
Gasoline and diesel volume ...........ccccecvenene 2.0% 2.0% 2.0% 2.0% 2.0% | and diesel volume growth

equals up to +/- $10 million
Components of revenue

Consolidated Revenue Fund ................c..... $492 $500 $506 $516 $528
BC Transit .....ccevevveeeieeiese e se e $8 $8 $12 $12 $12
BC Transportation Financing Authority ....... $419 $430 $439 $447 $456
Property tax $1,863 $1,788 $1,861 $1,943 | $2,040
Calendar Year
BC Consumer Price INdeX .........cccocveernverennns 2.0% 1.8% 1.8% 2.1% 2.1% +/- 1% change in new
HOUSING Starts ........ccceeieiieniiieiiie e 33,590 39,195 34,597 32,524 | 30,762 | construction and inflation
Home owner grants (fiscal year) ..........c.cccceeen. -$667 -$663 -$683 -$704 -$725 | equals up to +/- $5 million
in residential property
Components of revenue taxation revenue
Residential (net of home owner grants) .........| $659 $602 $635 $671 $706
Non-residential ...........ccoeevveeeiecieeeieeecirieeens $992 $981 $1,012 | $1,041 | $1,083 +/- 1% change in non-
RUIAI @ra . .oveeieeieeieseeese e $86 $88 $91 $95 $99 residential assessed values
POlICE ..o $25 $19 $19 $19 $19 equals up to +/- $5 million
BC Assessment AUthOrity...........cccevevveeueenenne. $66 $65 $69 $73 $76
BC TranSit.....cceiiieeeiiiie i $37 $36 $37 $46 $59
COMMISSIONS. ...eeiviiiiiieiiicire et ($2) ($3) ($2) ($2) ($2)

=
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Table A10 Material Assumptions — Revenue — Continued

Updated | Budget
Revenue Source and Assumptions Budget | Forecast| Estimate | Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Other taxes $2,215 | $2,390 | $2,326 | $2,310 | $2,243
Calendar Year
POPUIALION ..oovviiiiiiiiccceec 1.1% 1.4% 1.4% 1.3% 1.3%
BC Consumer Price INdeX .........cccccevvrvernennnn. 2.0% 1.8% 1.8% 2.1% 2.1%
HOUSING Starts .........ccoeeeviveeiniiieeieee e -7.8% 7.6% -11.7% -6.0% -5.4%
Nominal GDP .......cooiiiiiiiiiiiciee e 5.0% 5.6% 4.2% 5.3% 5.0%
REAI GDP ..ot 3.1% 3.0% 2.4% 2.8% 2.9%
Components of revenue
Property transfer ..........cccccocevvviiiccic e $904 $1,075 $1,020 | $1,020 $970
TODACCO .. $705 $705 $705 $705 $705
Corporation capital ..........ccccereeriereriieneneenne $110 $95 $69 $36 $0
Insurance premium ........cccceveeveiiiienieecieeee. $348 $362 $372 $381 $391
Hotel room
Consolidated Revenue Fund ...................... $116 $120 $97 $102 $107
Tourism British Columbia ...........cccocenenennny $32 $33 $63 $66 $70
Petroleum, natural gas, minerals
and Columbia River Treaty
export electricity sales $2,886 | $2,356 | $2,376 | $2,575 | $2,629
Natural gas price +/- $1.00 change in the
($Cdn/gigajoule at plantinlet) ..................... $6.50 $5.39 $5.65 $6.14 $6.31 | natural gas price equals
Natural gas volumes (petajoules) .................. 1,116 1,068 1,069 1,072 1,073 | +/- $275 to $325 million
Annual per centchange .............cccccoeeveennen. 1.9% -1.2% 0.1% 0.3% 0.1% | +/- 1% change in natural gas
volumes equals +/- $10 to $20
Oil price ($US/bbl at Cushing, OK) ................ $62.41 | $78.40 | $84.02 | $85.38 | $82.81 | million
Auctioned land base (000 hectares) .............. 411 556 642 623 603 +/- 1 cent change in exchange
Average bid price/hectare ($) ........cccvvvvieninnes $1,000 | $1,798 $710 $614 $614 | rate equals +/- $15 to $25
Metallurgical coal price milion on natural gas royalties
($US/tonne,fob west coast) .........ccovvveereninnns $90 $92 $105 $110 $95
Copper price (BUS/ID) ....ocvvvrereiiiiiienicee $2.55 $3.31 $3.19 $2.63 $2.44
Columbia River Treaty sales
Annual quantity set by treaty ........................ 4.1 4.1 4.0 4.5 4.6 +/- 10% change in the average
(million mega-watt hours) Mid-Columbia electricity price
Mid-Columbia electricity price .....................) $65 $59 $65 $68 $68 equals +/- $25 to $30 million
($US/mega-watt hour)
Components of revenue
Natural gas royalties ............cccccovevininnnenn. $1,699 | $1,170 $1,165 | $1,252 | $1,357
Bonus bids, permits and fees ..................... $500 $579 $582 $591 $602
Petroleum royalties .............c..oeeiiiiiiinnnns $112 $113 $113 $113 $106
Columbia River Treaty electricity sales ......... $285 $230 $245 $305 $310
C0al e $98 $79 $112 $153 $109
Minerals, metals and other ........................ $161 $158 $130 $132 $115
Oil and Gas Commission fees and levies ...... $31 $27 $29 $29 $30
Royalty Programs and Infrastructure credits
Summer drilling .......ooeevieiii -$40 -$46 -$48 -$49 -$51
Deep drilling .......ovvveeeeiie e -$56 -$60 -$63 -$66 -$68
Marginal, Low Production and Ultramarginal .| -$113 -$128 -$138 -$148 -$156
Road and Pipeline infrastructure ................. -$54 -$44 -$78 -$95 -$30
Total credits ......oovvvvveiiiiiii i -$263 -$278 -$327 -$358 -$305
Implicit natural gas royalty rate ..................... 23.4% 20.3% 19.3% 19.0% | 20.0%

Royalty program (marginal, low production and ultra marginal drilling) adjustments reflect reduced royalty rates
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Table A10 Material Assumptions — Revenue — Continued

Updated | Budget
Revenue Source and Assumptions Budget | Forecast| Estimate | Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Forests $1,395 | $1,098 $952 $1,048 | $1,131
Prices (calendar year average) +/- US$50 change in SPF
SPF 2x4 ($US/1000 bd ft) ....ovvvveiiiiiiiennnes $269 $249 $213 $275 $300 | price equals +/- $75 to
Random Lengths Composite $125 million
($US/thousand board feet).........ccccceveernenne. $304 $283 $248 $310 $335 | +/- US$100 change in hemlock
Hemlock price ($US/1000 bd ft) $600 $609 $600 $600 $600 | price equals +/- $15 to $30
Pulp (BUS/ONNE) ..o $713 $794 $844 $825 $825 | million
Coastal log ($Cdn/cubic metre) +/- US$50 change in pulp price
(Vancouver Log Market, fiscal year) ............ $86 $104 $96 $99 $105 | equals +/-$5 to $10 million
+/- Cdn$10 change in average
Fiscal Year Trade Assumptions log price equals +/-$55 to
Export tax rate (effective rate)..........ccccceeveeee. 12.7% 15.0% 15.0% 6.3% 5.0% | $85 million
SPF 2x4 ($US/1000 bd ft) ....oeveiiienann $275 $236 $225 $288 $300 +/- 1 cent change in
Random Lengths Composite price exchange rate equals
($US/thousand board feet).........cccceevevrenenne. $310 $270 $260 $323 $335 +/- $10 to $15 million on
Lumber shipments and consumption (billion board feet) stumpage revenue
U.S. lumber consumption........................ 55.0 51.0 40.6 44.9 49.2
BC surge trigger volumes........................ 11.7 10.8 8.6 9.5 10.4
BC lumber exportsto U.S................cceeeee 9.8 10.1 8.0 9.5 10.4
+/- 10% change in Interior
Crown harvest volumes (million cubic metres) harvest volumes equals
INTEIIOT e 52.0 49.5 49.0 52.0 54.5 +/- $50 to $75 million
COBSE ..ttt e e e e 14.0 115 10.0 11.0 11.5 | +/- 10% change in Coastal
Total oo 66.0 61.0 59.0 63.0 66.0 harvest volumes equals
BC Timber Sales (included in above) ........... 14.3 12.0 11.5 12.0 12.5 +/- $10 to $15 million
Components of revenue The above sensitivities relate
TENUIES .ttt $659 $449 $434 $598 $663 | to stumpage revenue only.
BC Timber Sales .........cooevvevveeiiiiiiiieeennns $318 $265 $240 $248 $256 | Depending on market
Softwood Lumber Agreement 2006 conditions, changes in
bordertax .........cooviiii $376 $339 $253 $162 $150 | stumpage revenues may be
LOggiNg taX ....uveeieiieie s $20 $25 $5 $20 $40 offset by changes in border
[ =Y $22 $20 $20 $20 $22 tax revenues.
Water and other resources $347 $340 $395 $406 $402
Components of revenue
Water rental and licences ....................... $304 $310 $327 $340 $337
BC Hydro remission (Water Use Plans) ...., $24 $12 $50 $48 $47
Angling & hunting permits and licences ..... $19 $18 $18 $18 $18

Forecast includes BC Hydro rate increases effective January 2008 only.
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Table A10 Material Assumptions — Revenue — Continued

Updated | Budget
Revenue Source and Assumptions Budget | Forecast| Estimate| Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Health and social transfers $4,644 | $4,759 | $4,794 | $5,001 | $5,260
National Cash Transfers
Canada Health Transfer (CHT) excluding Trusts, September 2004 First Ministers' Meeting (FMM)
and prior-year adjustments ............ccccocveeeennnns $13,750 | $13,750 | $14,100 | $14,400 | $14,650
FMM Lo $7,598 | $7,598 $8,529 | $9,587 | $10,776 | +/- 0.1% change in BC's
Canada Social Transfer (CST) ...cccceevvevveennnen. $8,450 | $9,487 | $10,537 | $10,853 | $11,178 | population share equals
BC share of national population (June 1) ...... 13.24% | 13.28% | 13.35% | 13.42% | 13.48% | +/- $45 to $50 million
BC health and social transfers revenue
$2,045 | $2,048 $2,104 | $2,158 | $2,214
$1,006 $1,009 $1,139 $1,286 | $1,453
$0 $0 $0 $34 $34
FMM Deferral (Base and Wait Times) ............ $267 $268 $79 $0 $0
2003 Medical Equipment ($200 million) ......... $19 $16 $16 $16 $15
FMM Capital Equipment Funding ................... $4 $4 $7 $7 $7
Human Papillomavirus Immunization Trust .... $0 $0 $14 $13 $13
Patient Wait Times Guarantee Trust .............. $0 $0 $28 $31 $17
(O3 SRS $1,303 $1,311 $1,407 $1,456 | $1,507
Child care spaces funding (one time) ............. $0 $33 $0 $0 $0
Prior-year adjustments ...........ccoceevieeinieennnne. $0 $70 $0 $0 $0
Other federal contributions $899 $1,307 | $1,015 | $1,040 | $1,010
Components of revenue
Consolidated revenue fund ...........ccccceveennnnnns $142 $166 $154 $172 $162
ECOTIUSE cvtiiiieiie e $0 $199 $0 $0 $0
Recovery to vote (All ministries) ...........c......... $228 $388 $298 $289 $259
Crown COrporations ...........cceeeiueenearieeneeseenns $143 $149 $153 $161 $162
Other service delivery agencies ..................... $386 $405 $410 $418 $427
Service delivery agency direct
revenue $4,430 $4,773 $4,818 $4,994 | $5,135
School diStriCtS .....ovvveveiiiiieieiiee e $475 $525 $518 $520 $517
UNIVEISItIES ..o $1,661 $1,767 $1,851 $1,914 | $1,981
Colleges, university colleges
and INSHLULES ....vviveiie e $550 $567 $554 $569 $578
Health authorities and hospital societies ......... $599 $683 $646 $675 $701
Children and family development agencies ...... $2 $2 $2 $2 $2
BC Transportation Financing Authority ........... $463 $477 $490 $500 $511
Other service delivery agencies ........................ $680 $752 $757 $814 $845
Commercial Crown corporation
net income $2,503 $2,875 $2,680 $2,687 | $2,737
BC HYArO covveiiiie e $365 $370 $358 $402 $444
reservoir water inflows 100% 109% 100% 100% 100% | +/-1% in hydro generation
= +/-$30 million
Mean gas PriCe .........ooooviviiiieiiniiiiiiiinnn. 7.44 6.48 7.55 7.84 7.79 +/-10% = -/+$20 million
(Sumas, $US/MMbtu - BC Hydro forecast based on NYMEX forward selling prices)
ElECHICItY PrICES .ovvvvevveeeeeeee e, 60.00 52.10 59.72 62.18 | 62.04 | +/-$1 MWh in electricity trade
(Mid-C, $US/MWh) margins = +/-$40 million
assumed rate increases:
-baserate .......coiiiiiii 0.10% 0.10% 6.56% 8.21% | 6.52%
Srate Fder ... 2.00% 2.00% 0.50% 0.50% | 0.50%
(Assumed rate increases reflect 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.)
ICBC e s $225 $594 $272 $231 $195
vehicle growth ... +2.5% +3.3% +2.6% +2.5% | +2.0% | +/-1% = +/-$36 million
claims cost trend ... . +6.3% +4.1% +4.6% +4.5% | +4.7% | +/-1% = -/+$28 million
investment return ..........ocooivi i 5.5% 7.5% 4.8% 5.3% 5.6% +/-1% return = +/-$85
to $91 million
10SS FALIO .eoevvieeeiee e 88.9% 83.7% 87.0% 89.0% | 90.9%
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Table A11 Natural Gas Price Forecasts: 2008/09 —2010/11

Adjusted to fiscal years and

Private sector forecasts (calendar year) $C/gigajoule at plant inlet
2008 2009 2010 2008/09 2009/10 2010/11

GLJ Henry Hub US$/MMBU (JaN 08).......ivutiieieeiiiiieeaeeiineae e 7.50 8.25 8.25 5.79 6.40 6.53
Sproule Henry Hub US$/MMBIU (DEC 07).......vivveiveieiiiiiiiie e 7.56 8.27 8.74 5.60 6.55 7.03
McDaniel Henry Hub US$/MMBtU (Jan 08)..........ccvvvuviieieiiiinieen. 7.75 8.40 8.40 5.77 6.55 6.68
AIM Henry Hub USS/MCF (DEC 07)......vveeiiiiiii e et e e 7.80 8.40 8.60 5.53 6.31 6.62
GLJ Alberta AECO-C Spot CDN$/MMBtU (Jan 08)...........cvvvernnnuinennn. 6.75 7.55 7.60 6.12 6.47 6.50
Sproule Alberta AECO-C Spot CDN$/MMBtuU (Dec 07)...........cvvvernnnnne 6.51 7.22 7.69 5.66 6.27 6.59
McDaniel AECO-C Spot C$/GJ (Jan 08).........ceeuviuinireieiiiiiiiieaeeiniins 6.45 7.00 7.00 5.90 6.30 6.30
AIM AECO-C Spot CH/MCS (DEC 07)...evereeeereieeiie et et 6.90 7.75 8.10 5.83 6.47 6.81
GLJ Sumas Spot US$/MMBLU (Jan 08).........oceumiirriiiiiiiiiieeeiieiineenne 6.90 7.70 7.70 5.89 6.53 6.65
Sproule Sumas Spot CDN$/MMBIU (DEC 07).......vvvuuiieiiiiiiiiiieaeeiniines 6.51 7.22 7.69 5.22 5.83 6.15
GLJ BC Spot Plant Gate CDN$/MMBtU (Jan 08)............evvevinriineeennenn. 6.35 7.15 7.20 5.79 6.15 6.18
Sproule BC Plant Inlet CDN$/MMBtU (D€C 07)......ccevvuiiiiiiiiieiiiineeenn. 5.46 6.17 6.64 5.37 5.97 6.30

McDaniel BC Spot Plant Gate C$MMBtu (Jan 08) 6.60 7.20 7.20 5.77 6.18 6.18
AJM BC Spot Plant Gate C$/MCf (DEC 07)......veueeuuiiriieiieiiiineeeiieiinees 6.60 7.45 7.80 5.61 6.26 6.59
GLJ Midwest Chicago USS/MMBLU (Jan 08)............eeeuiiiriieieiiniinnenn. 7.40 8.20 8.25 5.92 6.58 6.77
Sproule Alliance Plant Gate CDN$/MMBtu (Dec 07)..........ccovvvvniennnnnn. 6.21 6.95 7.44 5.38 6.02 6.36
EIA US$/MMBtu Henry HUD (DEC 07).......viuuniieiiiiiiii e 7.55

TD Economics Henry Hub FuturesUS$/MMBtu (Nov 07)...........cccceveennnnne 7.79 7.88 6.08

Scotiabank Group Henry Hub US$/MMBtuU (DeC 07)..........ccuuvvreennnnn. 6.95

BMO Alberta Empress US$/MMBIU (DEC 07).......ccuvuvveiiiniiiiiiieiaeiniins 6.15 7.55 541

Exports Development Canada Henry Hub US$/MMBtu (Fall 07) 7.50

Tristone Capital Henry Hub US$/MMBtu (Dec 07) 7.50 7.50 5.35

Petro-Canada AECO-C Spot CDN$/Mcf (Oct 07) 7.50

NYMEX Forward Market converted to Plant Inlet CDN$/GJ (Jan 08) ........coveriiniiiiiiiiiiiie e 6.13 6.61 6.65
Average all minus high/IOW ... e e 5.68 6.32 6.50
Average one forecast per consultant minus high/low ... 5.63 6.14 6.31
Natural gas royalty price fOr@CaSt .......ouiuiii i e e e e 5.65 6.14 6.31
GLJ: Gilbert Laustsen Jung Petroleum Consultants Ltd US EIA: US Energy Information Administration AECO: Alberta Energy Company

AJM: Ashton Jenkins Mann Petroleum Consultants McDaniel: McDaniel & Associates Consultants Ltd
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Table A12 Material Assumptions — Expense

Updated Budget

Ministry Programs and Assumptions Budget '| Forecast | Estimate| Plan Plan

($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09

Advanced Education ..............................L 2,165 2,165 2,252 2,359 2,377

The number of student spaces

Student spaces in public institutions > ......... 190,442 | 186,700 | 200,642 | 206,668 | 207,325 [may vary depending on the

financial and other policies of

(# of FTEs) post secondary institutions.

Attorney General .................c..coceeeenn... 527 527 555 564 565 |The number of recommended

- criminal cases brought forward

New cases filed/processed ........................ 295,000 | 295,000 | 295,000 | 295,000 | 295,000 by the various police

(# for all courts) departments, resulting in
charges being laid 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 14 25 25 25 |The number and size of litigation
brought against the province, as
well as the effectiveness of
mitigation strategies and legal
defence.

Children and Family A 1% increase in the cost per
Development ...............c.coooiiiiiiiinin 1,858 1,858 1,987 2,043 2,064 |case or a 1% increase in the
Average children-in-care .......................... 9150 | 9,200 | 9,100 | 9,000 | 9,000 |2verage caseload wilaffect

expenditures by approximately
caseload (#) $2.7 million.

Average annual residential ........................ 28,700 29,000 29,200 | 29,800 | 29,800
cost per child in care ($)

Adult Community Living *:

Residential Services: The adult community living
Average caseload (#) .........ccooviiiiiinnnnn. 5,249 5,255 5,469 5,692 5,806 |caseload is sensitive to the
Average cost per client ($) .......................] 66,100 | 67,100 68,200 | 69,200 | 68,500 [pressures of an aging

Day Programs: population. A 1%' iqcrease in the
Average caseload (#) ..............cccoocoo..... 10,496 | 10,634 | 11,113 | 11,599 | 11,840 |2dult caseload will increase
Average cost per client ($) .......ooceerrn..] 18,100 | 18,900 | 19,200 | 19,400 | 19,200 |EXPenditures by approximately

$2.6 million.

Education ................cooiiii 5,494 5,494 5,675 5,778 5,822
Student Enrolment * (#Of FTES) .o 549,304 | 556,889 | 555,833 | 551,727 | 547,973

Employment and Income
Assistance ...............ccoooiiiiiiii 1,494 1,494 1,527 1,566 1,571

The expected to work caseload

Temporary Assistance ...........c.ccocceeveninne. 41,870 42,560 41,840 | 41,530 [ 41,390 |is sensitive to fluctuations in

annual average caseload (#) 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 by
approximately $3 million
annually.

w N =

non-residential services.

The 2007/08 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.
Beginning in 2008/09 the student space forecasts include apprentice training FTEs delivered by the Industry Training Authority.
The 2007/08 assumptions for Adult Community Living have been restated to reflect a change in the reporting system for residential versus

The FTE formula has been updated in 2007/08 to more appropriately reflect distributed learning students.

=
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Table A12 Material Assumptions — Expense — Continued

Ministry Programs and Assumptions

Budget *

Updated
Forecast

($ millions unless otherwise specified)

2007/08

Budget
Estimate
2008/09

Plan
2009/10

Plan
2010/11

Sensitivities 2008/09

Employment and Income Assistance — conti

Disability Assistance
annual average caseload (#)

nued
64,000

64,260

67,190

69,830

72,470

The caseload for persons with
disabilities is sensitive to the
aging of the population and
longer life expectancy for
individuals with disabilities and
significant health issues. A 1%
change in the Disability
Assistance annual average
caseload or average cost per
case will affect expenditures by
approximately $7 million
annually.

Total annual average.............ccoeevuveeenennenn.
caseload (#)

105,870

106,820

109,030

111,360

113,860

The average cost per case is
sensitive to the composition of
the caseload, and reported
income. A 1% change in the
annual caseload or average cost
per case will affect expenditures
by approximately $10 million
annually.

Forests and Range ..............coooviiiiiiiiienn,

1,089

1,191

1,211

1,119

1,128

Direct Fire Fighting

56

117

56

56

56

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

184

229

219

186

194

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

12,960

12,960

13,765

14,583

15,438

Pharmacare
Demand/cost growth
(per cent change)

1,018
7.3%

1,018
7.3%

1,055
3.7%

1,105
3.7%

1,098
3.7%

A 1% change in utilization or
drug prices affects costs by
approximately $10 million.

Medical Services Plan (MSP)

3,053

3,053

3,190

3,395

3,504

A 1% increase in volume of
services provided by fee-for-
service physicians affects costs
by approximately $20 million.

Regional Health Sector Funding

8,051

8,051

8,623

9,127

9,773

1

The 2007/08 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.

=
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Table A12 Material Assumptions — Expense — Continued

Updated | Budget
Ministry Programs and Assumptions Budget *| Forecast | Estimate Plan Plan
($ millions unless otherwise specified) 2007/08 2008/09 | 2009/10 | 2010/11 Sensitivities 2008/09
Public Safety and Solicitor General ............ 629 710 647 658 660 | he volume and severity of
criminal activity, the number of
inmate beds occupied and the
number of investigations and
audits based on the volume of
gaming activity.
Emergency Program Act (EPA) .................. .. 16 89 16 16 16
The number and severity of
Funding remains constant on a |natural disasters.
year-to-year basis.
Management of Public Funds and Debt ...... 558 405 402 390 374  |Full'year impact on MoPD on
Interest rates for new provincial borrowing: interest costs of a 1% change in
ShOrt-term ........ooveiiiii i e 4.24% 4.32% 4.30% 4.78% 5.25% [interest rates equals $26 million;
LONG-term ..ot 4.84% 4.96% 5.04% 5.59% 6.33% [$100 million increase in debt
CDN/US exchange rate (cents) ..................}.. 87.1 102.7 100.1 105.2 106.7 |level equals $4 million.
Service delivery agency net spending ........ 4,638 4,357 4,398 4,957 5,189
School districts ........cccovvviiiiiiinnn ) 406 401 410 413 422
universities .......oooveviiiiii 1,590 1,484 1,691 1,772 1,863
Colleges, university colleges and institutes ...|. 545 533 563 586 606
Health authorities and hospital societies ....... 740 675 619 629 655
Children and family development agencies ...J).. 3 3 1 1 1
BC Transportation Financing Authority ......... 720 703 646 727 812
Other service delivery agencies .................. 634 558 468 829 830

1

The 2007/08 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.
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Table A13 Full-Time Equivalents (FTEs)' - 2004/05 to 2010/11
Actual Actual Actual Egiit:; EZ?;?;L Plan Plan
2004/05  2005/06  2006/07 2007/08 2008/09 2009/10 2010/11
Ministries and special offices (CRF) .............. 27,252 27,129 28,647 30,416 31,830 32,034 32,179
Service delivery agencies 2 .......................e 3,822 3,992 3,917 4,115 4,265 4,325 4,365
Total FTES «ooviiiiiii e 31,074 31,121 32,564 34,531 36,095 36,359 36,544

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

Table A14 Capital Spending — 2004/05 to 2010/11

($ millions) Actual Actual Actual ggriitaesdt Eiz(iwgaite Plan Plan
2004/05  2005/06  2006/07 2007/08  2008/09 2009/10  2010/11
Taxpayer-supported

Education

Schools (K=12) ......coooviiiiiiiiieiiiece e, 239 286 322 426 441 441 438

Post-secondary ...........cocoeiiiiiiiii 696 790 874 870 706 578 451
Health ... 599 858 777 973 924 946 881
BC Transportation Financing Authority ........... 513 713 821 1,063 884 639 665
BC TranSit ......ooevviiie i e 8 24 13 49 74 175 110
Vancouver Convention Centre

eXpansion Project .........ccovviiiiiiiineneeinnn. 51 85 108 261 288 37 -
Government operating (ministries) ................ 175 268 309 325 286 336 317
Other b e 73 87 159 77 56 43 39
Capital spending contingencies .................... - - - 105 200 175 150
Total taxpayer-supported ................cc....... 2,354 3,111 3,383 4,149 3,859 3,370 3,051

Self-supported

BC HYArO ...vviiviiiiiiii e 528 610 807 1,109 1,663 1,744 1,921
BC Transmission Corporation ...................... - 21 50 82 21 22 10
Columbia River power projects ................... 84 30 19 28 19 154 234
BC Rl .oooeiiiii 30 15 19 21 30 9 12
ICBC 2.t 31 27 22 24 30 45 55
BC LOEMNES «.vvvvie et 93 83 44 94 124 116 117
Liquor Distribution Branch ........................... 10 19 22 18 20 19 40
Total self-supported commercial ............... 776 805 983 1,376 1,907 2,109 2,389
Total capital spending ..........c.ocoeviiiieiinnns 3,130 3,916 4,366 5,525 5,766 5,479 5,440

! Includes BC Housing Management Commission, Provincial Rental Housing Corporation, Rapid Transit Project 2000, and other service delivery agencies.

2 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

3 Includes ICBC Properties Ltd.
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Table A15 Statement of Financial Position — 2004/05 to 2010/11’

Updated Budget

($ millions) 2?)8?/3'5 2%8?/?6 2/3?6[]/?7 Porecast RIS zoFgg/r; 0 20?371 1
2007/08 2008/09
Financial assets
Cash and temporary investments ........... 3,583 3,869 3,367 4,469 3,103 2,623 2,615
Other financial assets ...............c.cooeeee. 6,619 6,968 7,854 7,798 7,790 8,532 8,404
Sinking funds .........cccoiiiiiiec e, 4,516 4,059 3,798 2,698 2,152 2,024 1,765
Investments in commercial Crown corporations
Retained earnings ............c.cccoeeininnnnn, 3,168 3,448 4,396 5,105 5775 6,260 6,746
Recoverable capital loans .................... 6,901 6,916 7,170 7,780 8,954 9,897 11,342

10,069 10,364 11,566 12,885 14,729 16,157 18,088
24,787 25,260 26,585 27,850 27,774 29,336 30,872

Liabilities
Accounts payable & accrued liabilities 2 ... 6,787 7,288 7,094 8,473 8,179 9,062 9,203
Deferred revenue ................cocveveiiennne. 5,181 5,695 5,986 5,971 6,114 6,238 6,378
Debt:
Taxpayer-supported debt .................... 28,675 27,226 25,931 26,792 27,741 28,973 30,044
Self-supported debt ............................ 7,195 7,200 7,473 8,061 9,250 10,332 11,754
Forecast allowance ......................... - - - 150 750 675 675
Total provincial debt ............................. 35,870 34,426 33,404 35,003 37,741 39,980 42,473
Add: debt offset by sinking funds ......... 4,516 4,059 3,798 2,698 2,152 2,024 1,765
Less: guarantees and
non-guaranteed debt ................. (447) (397) (407) (395) (421) (577) (569)
Financial statement debt .................c......... 39,939 38,088 36,795 37,306 39,472 41,427 43,669
51,907 51,071 49,875 51,750 53,765 56,727 59,250
Net liabilities ...........covvoe (27,120) (25,811) (23,290) (23,900) (25,991) (27,391) (28,378)
Capital and other assets
Tangible capital assets ......................... 23,250 24,797 26,683 29,269 31,347 32,896 34,037
Otherassets ...........cccceeveiiiieiieinninnnnn. 613 847 943 937 934 935 931
23,863 25,644 27,626 30,206 32,281 33,831 34,968
Accumulated surplus (deficit) ............... (3,257) (167) 4,336 6,306 6,290 6,440 6,590

! Comparative figures have been restated to reflect government's accounting policies in effect at March 31, 2007.
2 Accrued liabilities include accumulated forecast allowances of $150 million in 2008/09, $900 million in 2009/10, and $1,575 million in 2010/11.
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Table A15a Changes in Financial Position — 2004/05 to 2010/11
($ millions) Actual Actual Actual ggr(oja?i:sdt EZE:E’:; Plan Plan
2004/05  2005/06  2006/07 0T ooneine 2009/10  2010/11
(Surplus) deficit for the year ................. (2,703) (3,090) (4,056) (1,970) (50) (150) (150)
Comprehensive income and
other equity adjustments ............... - - 447 - (66) - -
Change in accumulated (surplus) deficit _ (2,703) _ (3,090) _ (4,503) _ (1,970) 16 (150) (150)
Capital and other asset changes:
Taxpayer-supported capital investments .. 2,354 3,111 3,383 4,149 3,859 3,370 3,051
Less : amortization and other
accounting changes ................... (1,421) _ (1,564)  (1,497) (1,563) (1,781)  (1,821)  (1,910)
Increase in net capital assets .................. 933 1,547 1,886 2,586 2,078 1,549 1,141
Increase (decrease) in other assets .......... 74 234 96 (6) ©) 1 4
1,007 1,781 1,982 2,580 2,075 1,550 1,137
Increase (decrease) in net liabilities ....... (1,696) _ (1,309) _ (2,521) 610 2,091 1,400 987
Investment and working capital changes:
Increase (reduction) in cash and
temporary investments ........................ 893 286 (502) 1,102 (1,366) (480) (8)
Investment in commercial Crown corporations:
Increase (decrease) in retained earnings 148 280 948 709 670 485 486
Self-supported capital investments ........ 776 805 983 1,376 1,907 2,109 2,389
Less: loan repayments and
other accounting changes ........... (1,387) (790) (729) (766) (733)  (1,166) (944)
(463) 295 1,202 1,319 1,844 1,428 1,931
Other working capital changes ............... (736) _ (1,123) 528 (2,520) (403) (393) (668)
(306) (542) 1,228 (99) 75 555 1,255
Increase (decrease) in
financial statementdebt ..................... (2,002) (1,851) (1,293) 511 2,166 1,955 2,242
(Increase) decrease in sinking fund debt .. 103 457 261 1,100 546 128 259
Increase (decrease) in guarantees
and non-guaranteed debt .................... 34 (50) 10 (12) 26 156 (8)
Increase (decrease) in total
provincialdebt .................................. (1,865) (1,444) (1,022) 1,599 2,738 2,239 2,493
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Table A16 Provincial Debt Summary — 2004/05 to 2010/11 2

Updated Budget
. - Actual Actual Actual ) Plan Plan
($ millions unless otherwise indicated) Forecast Estimate
2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11
Taxpayer-supported debt
Provincial government direct operating ............. 14,510 11,923 9,505 8,246 7,408 6,880 6,452
Other taxpayer-supported debt (mainly capital)
Education
Schools %.....c.vviiieeee, 4,483 4,588 4,724 4,959 5,235 5,513 5,794
Post-secondary institutions 2 2,284 2,650 2,909 3,331 3,520 3,816 3,988
6,767 7,238 7,633 8,290 8,755 9,329 9,782
Health?. .. ..t 2,143 2,488 2,870 3,380 3,945 4,479 4,959
Highways and public transit
BC Transportation Financing Authority ............... 2,474 2,699 3,237 4,088 4,722 5,170 5,641
PUDIIC transSit ........ovevviiie e e 906 904 892 913 950 1,048 1,067
SkyTrain extension 1,135 1,145 1,153 1,153 1,153 1,153 1,153
BC TranSit ... eee e e 78 80 96 89 91 153 187
4,593 4,828 5,378 6,243 6,916 7,524 8,048
Other
BC BUIIAINGS ...vuiiie e 241 246 - - - - -
Social hoUSING *.......vvieiiii e, 133 189 216 213 211 209 202
Homeowner Protection Office ................ccoeeunne 130 110 110 133 173 221 273
OhET ® ettt e 158 204 219 287 333 331 328
662 749 545 633 717 761 803
Total other taxpayer-supported debt .................. 14,165 15,303 16,426 18,546 20,333 22,093 23,592
Total taxpayer-supported debt .............ccooevvnennnee. 28,675 27,226 25,931 26,792 27,741 28,973 30,044
Self-supported debt
Commercial Crown corporations
BC HYAIO oo e e e 6,906 6,892 7,144 7,687 8,876 9,821 11,062
BC Transmission Corporation ..............c.cc.c.eeuee. - 37 37 95 79 77 73
Columbia River power projects ®........................ 257 247 236 224 241 380 565
Liquor Distribution Branch .......................... 6 5 3 2 1 1 1
Post-secondary institutions' subsidiaries ............. 26 19 53 53 53 53 53
Total self-supported debt ..........ccooviiiiiiiininnn, 7,195 7,200 7,473 8,061 9,250 10,332 11,754
Total debt before forecast allowance ................... 35,870 34,426 33,404 34,853 36,991 39,305 41,798
Forecast allowance " ................ccuvvvuviiieereeeieaniennns - - - 150 750 675 675
Total provincial debt .........ccoooiiiiiiiiiiii e, 35,870 34,426 33,404 35,003 37,741 39,980 42,473
Debt as a per cent of GDP
Provincial government direct operating .................. 9.2% 7.0% 5.3% 4.3% 3.7% 3.3% 2.9%
Taxpayer-supported ..........ccoeeveiiiiiiiiiiiiiiiieiicenns 18.2% 16.1% 14.4% 14.1% 14.0% 13.9% 13.7%
Total provincial ..........ooeiiiiiiiii 22.8% 20.3% 18.5% 18.4% 19.0% 19.1% 19.4%

1

reported in the government's accounts as an accounts payable.

Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency accrued interest is

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 was transferred to the province as the corporation's operations are now conducted through the Ministry of Labour and Citizens' Services

* Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation.

5

home mortgage assistance programs and loan guarantee provisions.

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

Includes service delivery agencies, student loan guarantees, loan guarantees to agricultural producers, guarantees issued under economic development and

7 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 A17 Key Provincial Debt Indicators — 2004/05 to 2010/11*
Actual Actual Actual ggriacfsdt Eil:i(i?;te Plan Plan
2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11

Debt to revenue (per cent)

Total provincial ............covve i, 85.2 74.8 69.1 69.9 75.1 76.3 7.7

Taxpayer-supported ............cooeevevies 88.5 7.7 69.6 70.5 74.6 74.7 74.5
Debt per capita ($)

Total provincial ..............covvviviiiiiiinanns 8,532 8,081 7,732 7,992 8,500 8,888 9,320

Taxpayer-supported .............cocvvvennnne. 6,821 6,391 6,003 6,117 6,248 6,441 6,593
Debt to GDP (per cent) 3

Total provincial .............ocvviiviii i, 22.8 20.3 18.5 18.4 19.0 191 194

Taxpayer-supported ............cccoveeevnnnne. 18.2 16.1 14.4 14.1 14.0 13.9 13.7
Interest bite (cents per dollar of revenue) *

Total provincial ..........ccooeeiiiii i iinns. 4.7 4.3 4.2 4.1 45 4.7 4.8

Taxpayer-supported .............coevvvennnne. 5.0 4.4 4.1 4.1 4.5 4.5 4.6
Interest costs ($ millions)

Total provincial ..........ccooeeviiii i 1,986 1,991 2,033 2,069 2,250 2,443 2,615

Taxpayer-supported ............cccooveeeennne. 1,622 1,525 1,534 1,542 1,659 1,747 1,843
Interest rate (per cent) °

Taxpayer-supported ............cocoeveeiennne. 5.6 5.5 5.8 5.8 6.1 6.2 6.2
Background Information:
Revenue ($ millions)

Total provincial ®.........c..ooeeeiiiiiineennnn. 42,077 46,026 48,333 50,072 50,259 52,424 54,633

Taxpayer-supported 7.........c...oooeueiuiinn. 32,392 35,029 37,280 37,995 37,205 38,778 40,313
Debt ($ millions)

Total provincial.........ccccccovie i 35,870 34,426 33,404 35,003 37,741 39,980 42,473

Taxpayer-supported ®........................ 28,675 27,226 25,931 26,792 27,741 28,973 30,044
Provincial GDP ($ millions) °..................... 157,365 169,404 180,328 190,391 198,329 208,778 219,280
Population (thousands at July 1) ............ 4,204 4,260 4,320 4,380 4,440 4,498 4,557

-

N

w

2008/09 debt divided by 2008 GDP).

IS

measure to outstanding debt.

o

Weighted average of all outstanding debt issues.

o

~

©

©

Includes fiscal data of school districts, post-secondary institutions and regional health authorities/societies (SUCH).
The ratio of debt to population (e.g. 2008/09 debt divided by population at July 1, 2008).
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.

Excludes revenue of government enterprises, but includes dividends from enterprises paid to the consolidated revenue fund.

GDP for the calendar year ending in the fiscal year (e.g. GDP for 2008 is used for the fiscal year ended March 31, 2009).

10 population at July 1st within the fiscal year (e.g. population at July 1, 2008 is used for the fiscal year ended March 31, 2009).

Excludes debt of commercial Crown corporations and agencies and funds held under the province's warehouse borrowing program.

The ratio of interest costs (less sinking fund interest) to revenue. Figures include capitalized interest expense in order to provide a more comparable

Includes revenue of the consolidated revenue fund (excluding dividends from enterprises) plus revenue of all government organizations and enterprises.
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