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As required by Section 7(d) of the Budget Transparency and Accountability Act (BTAA), and Section 4(a)(v)

of the Carbon Tax Act, I am confirming that the Budget and Fiscal Plan contains the following elements:

The fiscal and economic forecasts for 2009/10 and the next two years, which are detailed in Parts 1 and 3 of
the Budget and Fiscal Plan.

All material economic, demographic, taxation, accounting policy and other assumptions underlying the

2009/10 economic, revenue, expenditure, surplus and debt forecasts are also disclosed. In particular:

— The capital plan includes $2 billion for accelerated infrastructure projects, based on the assumption that
the federal government will contribute $1 billion from federal infrastructure programs announced in the
January 27 federal budget;

— The Port Mann Bridge has not been included in the fiscal plan as final agreement has not been reached
with the Connect BC Development Group, and accounting treatment has not been finalized. The
implications are discussed further in the topic box on the Port Mann Bridge found on page 52 of the
Budget and Fiscal Plawn;

— The Province is assumed to reach an agreement with the federal government over the funding of
Olympic security part of which will require a one-time payment to the federal government before the
end of 2008/09;

— Unlike recent years, there are no forecast allowances included in the fiscal plan and government will be
managing risks to the fiscal plan through expenditure management and use of the contingency vote;

— Most of the wage agreements reached in the last round of public sector negotiations expire by the end
of 2009/10. No funding is included in the fiscal plan for the next round; and

— Further savings of $250 million are to be identified and achieved by 2011/12.

The report on the advice received from the Minister's Economic Forecast Council, which was last updated
on January 9, on the economic growth outlook for British Columbia, including the range of forecasts for
2009 and 2010.

The major areas of risk to the plan known at this time are disclosed in the risks section in Part 1 starting at
page 43 of the Budget and Fiscal Plan, and in the material assumptions tables in the Appendix.

A carbon tax report for 2008/09 and a carbon tax plan for 2009/10 to 2011/12 and corresponding material
assumptions. These can be are found in the Revenue Neutral Carbon Tax topic box at the end of Part 2: Tax
Measures (page 72).

Three-year aggregate financial plans for health authorities, school districts, and universities and colleges

have been compiled by the Ministries of Health Services, Education, and Advanced Education and Labour
Market Development based on funding included in respective ministry budgets. Individual plans for health
authorities and post-secondary institutions, including strategies for managing spending pressures, will be
subsequently developed 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.

I would like to thank staff in government ministries and agencies for their contribution to this document.

During a time of significant uncertainty, I would like to especially recognize the commitment of staff in the
Ministry of Finance, whose teamwork and skills were put to the test this year and whose passion was essential
to the timely and professional completion of this budget.

(T,

Chris Trumpy
Deputy Minister and
Secretary to Treasury Board

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

www.gov.bc.caffin Victoria BC






Summary: BUDGET AND FISCAL PLAN - 2009/10 to 2011/12

2008/09 Budget
- Updated Estimate Plan Plan

($ millions) Budget Forecast 2009/10 2010/11 2011/12
REVENUE ... 38,490 38,455 38,812 39,795 41,182
EXDPENSE ..ot (37,690) (38,405) (39,307) (40,040) (41,182)

Surplus (Deficit) before forecast allowance ........... 800 50 (495) (245) -
Forecast allowance ............cooeuieeiniiiei i (750) - - - -

Surplus (Deficit) ..........coooiiiiiii 50 50 (495) (245) -
Capital spending:

Taxpayer-supported capital spending ....................... 3,859 4,133 4,746 4,650 3,382

Total capital spending ..........cccoviiiiiiiiiiin 5,766 5,951 6,945 7,155 5,924
Provincial Debt:

Government direct operating debt ............................ 7,408 6,437 6,847 7,104 7,074

Taxpayer-supported debt .............coooiiiiin. 27,741 27,692 30,213 32,392 34,078

Total debt ....ovieiiii 37,741 37,487 40,471 44,203 47,215

Government direct operating debt-to-GDP ratio .......... 3.7% 3.2% 3.5% 3.4% 3.3%

Taxpayer-supported debt-to-GDP ratio ..................... 14.0% 13.8% 15.2% 15.7% 15.8%

Total debt-to GDP ratio ..........cccoveviiiiiiiiiiiiennes. 19.0% 18.7% 20.4% 21.4% 21.8%
Protecting Public Services
Budget 2009 projects deficits of $495 million in Labour Market Development Agreement that

2009/10 and $245 million in 2010/11, returning to provides training for British Columbians seeking
a balanced budget by 2011/12. employment, resulting in a net decrease in

f $5.8 billion.
The fiscal plan is based on the Ministry of Finance revenue of ¥5.8 billion

economic forecast that projects real economic 3-Year cumulative change in revenue since the
growth of minus 0.9 per cent for 2009, recovering first Quarterly Report
to 2.4 per cent in 2010 and 2.6 per cent in 2011. $ billions Total cumulative
The economic outlook is a significant reversal change: -§6.6B
of expectations at the time of the 2008/09 first oz [ 03 |
Quarterly Report, particularly in 2009. [ (0.3) ]
Government’s economic forecast lowered from the 2.8)
first Quarterly Report '
Annual real GDP growth forecast, 4.0)
per cent O First Quarterly Report (Sep 2008)
40 ® Budget 2009 (Jan 2009)
2.9
3.0 4 2.8
2.3 2.4 20
201 1.7 Taxation Natural Other Federal Commercial
Resources Contributions* Crowns
104 1.0 * Excludes $870 million in funding for the LMDA transfer
00 : . . Overall, spending is projected to increase
by $2.8 billion over the fiscal plan period.
1.0 -
059 .. : . .
2008 2009 2010 2011 This includes spending associated with the

Labour Market Development Agreement.
Excluding the agreement, projected spending
represents an average annual growth of

2.2 per cent. By achieving $1.9 billion of
savings, government is able to maintain services
during the economic downturn while providing
additional spending in key areas.

The economic downturn resulted in a reduction
of $6.6 billion in revenue over the fiscal plan
period since the September Budget Consultation
Paper. This loss will be partially offset by

$870 million in federal funding that comes

with transfer of responsibilities under the

Budget and Fiscal Plan— 2009/10 to 2011/12



2 Summary

Domestic Economy Contracts

BC’s economic forecast for 2009 reflects the sharp

US and global economic slowdown, moderating
domestic demand, as well as instability in global
financial and commodity markets.

In the medium term, BC’s economy is expected
to return closer to historical levels of growth,
due primarily to an anticipated recovery of US

demand (particularly in the housing sector) and a

gradual rise in commodity prices.

BC’s economy to rebound in 2010

BC Real GDP
Per cent
change

40 4

Forecast B Ministry of Finance

O Economic Forecast Council

3.0

-1.0 4
-0.9

-20 -
2008 © 2009 2010 2011 2012 2013

e: estimate
Note: the EFC provided an average forecast for 2011 to 2013 on January 9, 2009

Indicators of economic performance through
most of 2008 confirm that British Columbia’s
economy slowed considerably in the latter half
of the year. On the domestic side, monthly retail
sales and housing starts declined significantly
since July. The employment situation has

also weakened in recent months, with the
unemployment rate climbing by 1.6 per cent
from July to January.

On the trade side, the value of manufacturing
shipments fell steadily through most of 2008
due mainly to reduced demand for BC’s forest
products from the troubled US economy.
However, total exports from BC increased
year-to-date to November 2008, driven by high
energy prices pushing up the value of energy
exports.

Infrastructure Program

Budget 2009 continues government’s
commitment to an infrastructure spending plan
that includes the acceleration of a number of
new projects in order to keep British Columbians
working and help stimulate the economy.

238
24 26 26 26 26 26 26
20 4
1.3
1.0
1.0 q
0.0
° .

Infrastructure spending on transit, roads, schools,
hospitals, post secondary facilities, electrical
generation, transmission and distribution projects
and other capital assets totals $20 billion over the
three year period of the fiscal plan.

The capital plan includes $2 billion for
accelerated infrastructure projects and assumes
federal contributions of $1.0 billion, from
infrastructure stimulus funds announced in the
federal budget on January 27, 20009.

Construction investments of $10.6 billion are
also included in the Province’s capital plan (i.e.
excluding information technology projects, land
purchases, and vehicle purchases).

An additional $1.4 billion in local infrastructure
projects is being built in partnership with local
governments and the federal government.

These investments are estimated to generate
88,000 direct construction jobs over the next
three years.

Healthcare funding increases
6.2%

$15,821
($ millions)
Budget
5.7% $920 | o éq
$14,901 increase
$945 3-year total
increase:
5.7% $4,830
$14,005 Total
Budget 2008 $1,572 $1,572 | previous
Base increases
| $741 $3,885
$13,329*
2008/09 2009/10 2010/11 201112

* Before $120 million Supplementary Estimates

Protecting Healthcare and Education

Budget 2009 confirms government’s commitment
to health care and provides an additional

$920 million for the Ministry of Health Services
and health authorities in 2011/12, for an annual
6 per cent increase in funding for the third year
of the fiscal plan. This funding is in addition to
$3.9 billion over 3 years allocated previously in
Budget 2008.

Budget 2009 maintains operating grant funding
to school districts at previously announced
funding levels. Despite enrolment declines
over the next 3 years, the total budget for K-12
education continues to increase, resulting in
higher levels of per pupil funding at the school
district level.

Budget and Fiscal Plan— 2009/10 to 2011/12



Summary 3

Per pupil funding rises while student enrolment drops

Enrolment (FTEs) Per Pupil Funding

600,000 C -~ N $8,500
\ :
590,000 . Funding
~N Increasing $8,000
580,000 ) ~
$7,500
570,000
560,000 $7,000
Enrolment * .-
550,000 o C—
Declining \ $6,500
540,000
$6,000
530,000
— - ‘FTE ———per pupil $
520,000 ; ; ; ; ; ; ; ; ; ; ; ; ; $5,500

98/99 99/00 00/01 01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12

Budget 2009 also increases access to post-
secondary education and training throughout
the province by providing $244 million over
three years in new operating funding, including
$228 million to post-secondary institutions and
$16 million to support immigrant workers over
three years.

Post-secondary funding increases

39 per cent increase in funding $1,924
since 2001/02

$ millions
$1,794

$1,707

$1,573

$1,494

$1,407  $1,401 $1.420

$1,383

2001/02  2002/03  2003/04  2004/05 2005/06 2006/07  2007/08  2008/09  2009/10

Sustaining Social Services

Budget 2009 ensures that programs and services
that enhance the quality of life for British
Columbians in need are protected, and provides
$381 million over four years to:

e maintain previous funding commitments that
implement new and expanded measures to help
break the cycle of homelessness and support
low income seniors and families;

e support priority programs and services for
families and communities to care for and protect
vulnerable children and youth;

e support programs and services to adults with
developmental disabilities and their families,
including continued access to community
living services such as respite care, residential
placements and life skills training; and

e provide additional support to individuals and
families who experience difficulty in paying for
their basic living necessities and will require
income assistance.

Sustaining Social Services

- 4-year

($ millions) Total !
Acquisition of social housing .............................. 30
Children and Families
— Supporting families and children in care ............ 47
— Child care subsidies .............cccoeiviiiiiiiiniiiinn. 25
— Supporting children with special needs . .. 38

Subtotal ... 110
Supporting adults with developmental disabilities .. 73
Income assistance for individuals and families

iNNeed ... 110
Policing and victim support ...............ccoooevvvvvnnnnn. 58
Total oo 381

' See page 26 for further information.

Supporting Communities and the Environment

Budget 2009 provides $479 million over

four years, to support economic activity in
communities throughout the province during the
economic downturn, maintain BC as a leader in
environmental protection and funds initiatives to
support local government priorities and provide
greater flexibility to address immediate needs
including community safety.

Supporting Communities and the Environment

- 4-Year

($ millions) Total !
Supporting Communities
— Improving access for shale gas development ...................... 6
— Improvements for rural resource roads .............cc.ccovvuneennnnn. 20
— Community economic development ..............cocevieiniiiinnin 30
— Towns for Tomorrow: cost shared community infrastructure ... 50
— Local transportation projects to accelerate job creation ......... 20
— Bulkley-Nechako / Kitimat-Stikine Regional District grants ...... 3
— Internet connectivity for rural communities .......................... 5
— Peace River Regional District infrastructure ........................ 9
— Local government priorities, including community safety ........ 151

SUBLOAL ..o 294
Targeted Measures
— Michael Smith Foundation for health research ............ 15
— Provincial Transit Plan additional operating funding .............. 59

Subtotal 74
Continued Environmental Leadership
— Carbon tax rebates for local government .................c.cc.ee 15
— Extending the ICE fund for green technology advancements .. 75
— Planning for Capital Regional District water treatment facility . 2
— Trees for Tomorrow : planting trees in public places .. 11
— BC portion of the Hydrogen Highway ..............ccc.ccoiiiinn 8

SUDLOAL ... 111
TOtAl .ot 479

' See page 28 for further information.

Budget and Fiscal Plan— 2009/10 to 2011/12



4 Summary

Tax Measures

On October 22, 2008, government announced
economic stimulus measures including the
accelerated personal income tax cuts and small
business tax relief. The 3 per cent reduction in
the rates for the two lowest income tax brackets,
combined with the 2 per cent reduction in
Budget 2008, provides a $211 million reduction
in 2008 taxes for British Columbians to help
stimulate the economy.

Government also introduced a temporary
property tax deferment program for homeowners
who are experiencing financial hardship due to
current economic conditions.

Administrative Efficiencies

Government is managing down expenses in
order to protect health care, education and
social service programs. Significant savings in
administrative and other discretionary spending
will be achieved, and some government
programs will be streamlined.

Budget 2009 reallocates $1.9 billion in
administrative and other savings over 3 years
to health care, education and social service
programs as well as to support other priority
programs that provide public services.

Administrative Spending — Change from 2008/09

2008/09  2009/10 $ %

Return to Balanced Budgets by 2011/12

Government maintains its practice of strong
fiscal management by requiring the budget to
be balanced by the third year of the fiscal plan.
In addition, the exemption to the balanced
budget legislation requires government to use
any future year end surpluses to eliminate direct
operating debt, prohibiting Supplementary
Estimates until the direct operating debt is

eliminated.

BC will return to balanced budgets in 2011/12

Surplus / (deficit)
$ millions

$2,575

$4,056
$3,060

Balanced budget
by 2011/12

Two years of
deficits

0 ]\

$2,886

($1,233)

($1,339)

($3,169)

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

Debt Remains Affordable

(5495) ($245)

10111 1112

Significant progress has been made in reducing
the taxpayer supported debt burden over the past
five years. The taxpayer-supported debt to GDP
ratio has declined from 21.3 per cent in 2002/03
to 13.8 per cent by 2008/09, a 35 per cent
reduction. Due to significant infrastructure
investments and weaker economic growth,

the taxpayer-supported debt to GDP ratio is
forecast to increase from 13.8 per cent in 2008/09

(8 milions) Estimates Estimates Change Change
Expense category:

— Boards, commissions and courts

(fees and expenses) 11 10 (1) -5%
— Public servant travel 74 58 (16)  -22%
— Professional services 769 592 (177)  -23%
— Office and business expenses ...... 116 106 (10) -8%
— Informational advertising and

publications .............ccoeeiiiiiinninn. 30 7 (23) -76%
— Operating equipment and vehicles.. 135 123 (12) -9%
— Transfers — grants (discretionary) .. 826 768 (58) 7%
Total savings ............ccccceevenveennnns 1,961 1,664 (297) -15%

Government has also established a
Transformation Fund within the Public Service
Agency. The fund will be used to strategically
invest in priority job streams and targeted
recruitment, and to fund opportunities where
the approach to work can be re-tooled to deliver
quality services to citizens with fewer staff.

In addition, government will continue to review
its operations to achieve a further $250 million in
annual efficiencies by the end of 2011/12.

to 15.8 per cent in 2011/12. Debt remains
affordable, despite the global economic

downturn.

Taxpayer-supported debt burden remains low

per cent
21.3%

w065 - 208%

20.2% 20.3%

Annual debt to
GDP ratio

3-year moving
average debt to
GDP ratio

18.3%

16.1%

16.1%

Forecast

15.8%

15.7%
152%

=== 14.3%
13.8%

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 1112
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Summary 5

Risks to the Fiscal Plan

The main risks to the government fiscal plan on
the economic side include a protracted period of
low economic growth in the US, reduced global
demand for BC’s exports, continuing turmoil in
global financial markets, and further weakening
of domestic demand. Other risks include
exchange rate movements or changes in natural
gas, lumber or other commodity markets, as well
as service demand pressures on the expenditure
side.

No funding is included in the fiscal plan for the
next round of public sector wage negotiations.

As the agreement has not been finalized, the
fiscal implications of the Port Mann Bridge/
Highway 1 project, which will be funded from
tolls, are not included in Budget 2009.

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

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

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

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
and budget changes. The impact of the recent
federal income tax reductions on the economy
was not anticipated when the economic forecast
was finalized.

The fiscal plan includes contingencies of

$385 million in 2009/10, $300 million in 2010/11
and $250 million in 2011/12 to help ensure the
fiscal targets are met.

Conclusion

In summary, Budget 2009:

e provides a $2.0 billion accelerated infrastructure
program to keep people at work in the
construction sector over the next three years;

e protects public services and provides additional
funding for health care, education and social
services;

e reduces administrative and other costs and
returns to balanced budgets by 2011/12; and

e keeps debt affordable.

Budget and Fiscal Plan— 2009/10 to 2011/12






Part 1: THREE-YEAR FISCAL PLAN

Table 1.1 Three-Year Fiscal Plan — Operating Statement

2008/09 Budget
($ millions) Uodated Estimate Plan Plan
pdate 2010/11 2011/12
Budget Forecast 2009/10

Taxpayer-supported programs and agencies:

REVENUE ... 38,490 38,455 38,812 39,795 41,182

EXDENSE ...evieeiee e e (37,690) (38,405) (39,307) (40,040) (41,182)
Surplus (deficit) before forecast allowance ................... 800 50 (495) (245) -

Forecast allowance ..............ccveeiuiiiiiiiiieeieeee (750) - - - -
Surplus (deficit) ...........coooiiiiiiii 50 50 (495) (245) -
Introduction

Budget 2009 reflects government’s response to the recent unprecedented drop in
provincial revenues resulting from the global economic downturn. Despite economic
stimulus measures and a comprehensive review of government operations to achieve
administrative cost savings, revenue weakness has required the government to
suspend its balanced budget legislation for a period of two years in order to protect
vital health care, education and social services.

Budget 2009 projects deficits of $495 million in 2009/10 and $245 million in 2010/11.
Nonetheless, government maintains its practice of strong fiscal management by
requiring the budget to be balanced by the third year of the fiscal plan. In addition,
the exemption to the balanced budget legislation requires government to use

any future year end surpluses to eliminate direct operating debt, prohibiting
Supplementary Estimates until the direct operating debt is eliminated.

The fiscal plan is based on the Ministry of Finance economic forecast that projects

real economic growth of minus 0.9 per cent for 2009, recovering to 2.4 per cent

in 2010 and 2.6 per cent in 2011. The Ministry of Finance’s outlook for 2009 is
significantly lower than the outlook provided by the Economic Forecast Council.

This greater-than-normal level of prudence recognizes the potential for further forecast
downgrades by the private sector due to continuing economic and financial turmoil

in global markets. The economic outlook is a significant reversal of expectations

at the time of the 2008/09 first Quarterly Report, particularly in 2009. Full details of

the economic forecast are found in Part 3: British Columbia Economic Review and
Outlook.

The economic downturn resulted in a reduction of $6.6 billion in revenue over
the fiscal plan period since the September Budget Consultation Paper. This loss
was partially offset by $870 million in federal funding that comes with transfer of
responsibilities under the Labour Market Development Agreement that provides
training for British Columbians seeking employment, resulting in a net decrease in
revenue of $5.8 billion as shown in Table 1.2.

Government is managing down expenses in order to protect health care, education
and social service programs. Significant savings in administrative and other
discretionary spending will be achieved, and some government programs will be
streamlined. Budget 2009 reallocates $1.9 billion in administrative and other savings
over 3 years to health care, education and social service programs as well as to
support other priority programs that provide public services.

Budget and Fiscal Plan— 2009/10 to 2011/12
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Table 1.2 Three-Year Fiscal Plan Update — Changes from Budget 2008

($ millions) 2008/09 2009/10 2010/11 2011/12
Budget 2008 Fiscal Plan Surplus (February 19,2008) ............................. 50 150 150 150
Budget 2009 Consultation Paper — available revenue ......................... 970 1,015 385 1,500
Updated fiscal plan before revenue changes and spending initiatives ..... 1,020 1,165 535 1,650
Revenue changes:
Personal income tax:
Personal income tax — prior year adjustment ..........cccccccovvvviiieeinnnn. (94) - - -
Personal iNCOME taX ........coiiiiiiiie e (285) (363) (325) (116)
Corporate iINCOME X .......eeiiiiiiiiiiie e e e e s e e s eeeaeeaes 311 (122) (244) (363)
SOCIAl SEIVICE TAX .eiiiiiiiiiiiie e e (234) (363) (421) (460)
(0= T4 oo o I8 £= QUSSR (38) (85) (126) (175)
[ o] oY 4 AV = TSP UOURPRPPN (24) (73) (122) (183)
Property transfer taX ... (165) (175) (100) (70)
Other taX SOUICES ...eeiiiiiciiiiie ettt e et e e s e e e e e e e anbaeaeeeaas 4 (20) (47) (43)
FOTESES .ttt (103) (226) (158) (269)
Natural gas royalties ...........coooiiiiiiiii e (356) (553) (346) (145)
Other energy, metals and MinNerals ............cccccoeeiiiiieieiiiiee e (214) (433) (363) (301)
Other fees and lICEBNSES .......oviiiiiiiiiiie e, (101) (13) (66) (73)
INVEStMENt €arNINGS ... (76) (40) (25) 63
Health and social transfers .............cooiiiiiiiii e, 49 61 6 (34)
Labour Market Development Agreement ............ccoveiiiiiiiiiiiiiiiiiiieanns 48 290 290 290
Other federal transfers ...........ooooiiiii e, (24) 59 67 70
Other taxpayer-supported rEVENUE ............ouiviviriiiii e (55) (88) (112) (23)
Commercial Crown agencies operating results:
BC Hydro — mainly increase in allowed return on equity .........ccccceeeeeennns (4) 41 37 43
Liquor Distribution Branch — mainly increased product sales .................... 13 33 44 58
ICBC — mainly lower claims costs and operating efficiencies partially
offset by lower premium and investment revenue ...........cccccceeeeevneen.. 131 13 1 38
BC Railway Company — mainly delay in surplus property sales ................ (25) (5) 21 (1)
Other commercial Crown agencies Changes ..........cccocccveeeeeeeceeeeeveeneen, 4 9 4 (19)
Total revenue Changes ..............cccooeeiiiiiiieie et (1,238) (2,053) _(1,985) _(1,713)
Forecast allowance updates ......................cccoeooiiiiiiiiiiiiiie e, 750 675 675 675
Less : expense increases (decreases):
Strategic priorities:
Healthcare (Chart 1.13) ..o 120 25 - 920
Post-secondary education ... - 7 86 87
Sustaining social services (Table 1.10) ... 30 119 127 105
Supporting communities and the environment (Table 1.11) ...................... 213 104 63 99
Public service transformation ... - 50 25 -
Administrative and other Savings............ccooiii i - (589) (650) (631)
Labour Market Development Agreement ..., 48 290 290 290
Adjust contingeNCIes ..o 125 (5) (100) (150)
Remove allocation for future wage increases ..............c.cooiiiiiiiiiinins, - - (400) (400)
Debt servicing (including MOPD) ..........uiiiiiiiee e (23) (64) (5) 160
Additional expense recovered from external sources ...............coceeiiiinn 22 36 - 63
Impact of transportation investment plan and infrastructure spending ........ 22 66 109 390
Ministry year-end savings redirected to priorities ....................oolL (123) - - -
Other spending changes ... 48 179 50 (71)
Further efficiencies .........cooiviiiii - - (125) (250)
Total expense increases (decreases) ..................cccccceeveuuveeeeeeen.n. 482 282 (530) 612
Budget 2009 Updated Fiscal Plan Surplus (Deficit) ................................ 50 (495) (245) -

Budget and Fiscal Plan— 2009/10 to 2011/12
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Chart 1.1 Revenue and spending trends
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Overall, spending is projected to increase by $2.8 billion over the fiscal plan period.
This includes spending associated with the Labour Market Development Agreement.
Excluding the agreement, projected spending represents an average annual growth
of 2.2 per cent, slightly higher than inflation. This will enable government to maintain
services during the economic downturn while providing additional spending in

key areas.

In 2008/09, ministry savings and a reduced forecast allowance have enabled
government to allocate $622 million to priority initiatives, primarily to address the
impact of the economic downturn. Government intends to introduce Supplementary
Estimates to obtain the necessary legislative appropriations to fund these initiatives.
(See Part 4: 2008/09 Revised Financial Forecast (third Quarterly Report) for

further details).

Budget 2009 continues government’s commitment to an infrastructure spending
plan that includes the acceleration of a number of new projects in order to keep
British Columbians working and help stimulate the economy. Infrastructure
spending on transit, roads, schools, hospitals, post secondary facilities, electrical
generation, transmission and distribution projects and other capital assets totals
$20 billion over the three year period of the fiscal plan. The capital plan includes
$2 billion for accelerated infrastructure projects and assumes federal contributions
of $1.0 billion from infrastructure stimulus funds announced in the federal budget
on January 27, 2009. More information on the three-year capital spending plan is
found on page 33.

Since peaking in 2003/04, government has made significant progress in reducing
taxpayer-supported debt, including the operating debt. Taxpayer-supported debt has
declined from $30.0 billion in 2003/04 to $27.7 billion by 2008/09. Operating debt has
been reduced by 59 per cent from a peak of $15.7 billion in 2003/04 to $6.4 billion

in 2008/09. These reductions allow government the flexibility to address the current
economic challenges, while keeping debt affordable.

Budget and Fiscal Plan— 2009/10 to 2011/12
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Table 1.3 Revenue by Source

2008/09 Budget

($ millions) Revised Estimate Plan Plan
Budget oS 200910 2010/11  2011/12
Taxation revenue
Personal iNCoOME ... 6,700 6,219 6,562 6,942 7,366
Corporate INCOME .. ... e 1,343 2,037 1,529 1,072 923
S0CIal SEIVICE ...ouiniiii 5,284 4,998 5,087 5,299 5,533
FUEl oo 957 912 914 920 928
CarbON L., 338 300 546 754 968
TODACCO e 705 713 687 687 687
PrOPEIY .o 1,861 1,840 1,881 1,936 1,967
Property transfer ... ... 1,020 735 685 720 750
Other T e 601 610 594 553 570

18,809 18,364 18,485 18,883 19,692

Natural resource revenue

Natural gas royalties ..o 1,165 1,376 1,014 1,156 1,281
o (=1 = 952 587 609 707 700
OFheI TESOUICE 2 ..., 1,606 2,048 2,007 2,046 2,030

3,723 4,011 3,630 3,909 4,011

Other revenue

Medical Services Plan premiums ..........c.cocoiviiiiiiiiiiiiinnnn. 1,571 1,577 1,591 1,613 1,635
Other fEES 2 .. e 2,505 2,430 2,518 2,501 2,519
Investment earnings ............oooiiiii 884 839 918 1,005 1,095
MiISCEllANEOUS # ... .o 2,509 2,474 2,475 2,503 2,562

7,469 7,320 7,502 7,622 7,811

Contributions from the federal government

Health and social transfers ... 4,794 4,693 4,910 5,110 5,316
Other federal contributions ® ........coooiineie e, 1,015 1,223 1,460 1,408 1,396

5,809 5,916 6,370 6,518 6,712

Commercial Crown corporation net income

BC HYAIO ..e i 358 357 452 493 542
Liquor Distribution Branch ... 854 867 896 918 938
BC Lotteries (net of payments to federal government) ............. 1,101 1,101 1,154 1,198 1,228
OB et 272 459 260 192 217
OFNET et 95 60 63 62 31
2,680 2,844 2,825 2,863 2,956

Total rOVENUE ... 38,490 38,455 38,812 39,795 41,182

! Corporation capital, insurance premium and hotel room taxes.

2 Columbia River Treaty, other energy and minerals, water rental and other resources.

3 Post-secondary, healthcare-related, motor vehicle, and other fees.

* Includes asset dispositions, reimbursements for health care and other services provided to external agencies, and other recoveries.

5 Includes contributions for health, education, community development, housing and social service programs, and transportation projects.

® The 2008/09 amounts represent ICBC's projected earnings during government's fiscal year. On ICBC's fiscal year basis (December), the outlook for 2008
is: (budget) — $272 million; (forecast) — $498 million. For 2009/10 to 2011/12, the fiscal year and calendar year projections are assumed to be the same.
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Table 1.4 Expense by Ministry, Program and Agency
($ millions) 21008/0:evised Ezltjicri?;te Plan Plan
Budget'  powe 200940 201011 201112
Office of the Premier ..........oooiiiii e 14 14 12 12 11
Aboriginal Relations and Reconciliation ...................oooin, 62 62 51 47 46
Advanced Education and Labour Market Development ............ 2,075 2,056 2,260 2,262 2,237
Agriculture and Lands ..........oviiiiiiii e 289 249 298 232 230
Attorney General ..........coooiiiii i 546 546 556 549 534
Children and Family Development ..................ccooiiiiiiiinn.. 1,389 1,389 1,403 1,414 1,414
Community Development ...........ccooiiiiiiiii 238 238 197 182 234
Education ........ooiuii 5,117 5,115 5,179 5,215 5,231
Energy, Mines and Petroleum Resources ..............ccccvvvnennn. 73 72 73 50 55
Environment ... 263 251 239 237 234
FINANCE ... 234 231 153 116 104
Forests and RanNge .........ccooviiiiiiiiii e 806 770 768 692 696
Health SErviCes .......ovvviiiii e, 13,329 13,329 14,095 14,901 15,821
Healthy Living and Sport ...........ccoooiiiiiiiii e 72 66 71 71 72
Housing and Social Development .............c.cocoviiiiiiiiiiiiann.. 2,602 2,602 2,641 2,651 2,617
Labour and Citizens' Services ...........cocovviiiiiiiiiiiiiineeane 102 102 78 73 64
Public Safety and Solicitor General ....................ooooiiiiiiin, 624 624 647 630 625
Small Business, Technology and Economic Development ........ 67 67 85 79 79
Tourism, Culture and the ArtS .......ovie e, 353 349 55 51 51
Transportation and Infrastructure ................ccoocoeeiiiiiieeinnn. 771 771 766 790 844
Total ministries and Office of the Premier ........... 29,026 28,903 29,627 30,254 31,199
Management of public funds and debt ....................ocoinis 1,262 1,212 1,200 1,292 1,330
CONtINGENCIES .. euiviitee e 342 342 385 300 250
Funding for capital expenditures ...l 972 899 1,323 1,347 1,017
Legislative and other appropriations ...................cccoeeevueeenn... 137 137 165 127 125
Subtotal ... 31,739 31,493 32,700 33,320 33,921
Priority spending initiatives ..................ccccoeeiiiiiiiiii - 622 = - -
Consolidated revenue fund total expense ............................. 31,739 32115 32,700 33,320 _33,921
Expenses recovered from external entities .......................... 1,892 2,193 2,402 2,385 2,450
Externally-funded service delivery agency expense:
School diStriCtS ...uieeiee e 301 268 273 296 329
Post-secondary institutions ... 2,185 2,174 2,176 2,378 2,564
Health authorities and hospital societies ....................c.ooen . 427 520 686 653 727
Other service delivery agencies ...............cceevueeeiuiieiineaninnnns. 1,146 1,135 1,070 1,133 1,441
4,059 4,097 4,205 4,460 5,061
Subtotal eXpense ..o 37,690 38,405 39,307 40,165 41,432
Further efficiencies ... - - = (125) (250)
Total @XPeNSEe ..o 37,690 38,405 39,307 40,040 41,182

" The 2008/09 budget estimate and revised forecast have been restated to reflect government's current organization and accounting policies.
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Taxpayer-supported debt is forecast to increase to $34.1 billion by 2011/12, reflecting
the significant infrastructure investments planned over the next three years that will
benefit future generations of British Columbians, and the forecast deficits over the next
two fiscal years. Total provincial debt, which includes commercial Crown agency debt,
is forecast to increase over the next three years to $47.2 billion by 2011/12, primarily
reflecting additional investment in improving and expanding British Columbia’s hydro
generation assets.

Significant progress has been made in reducing the taxpayer supported debt burden
over the past six years. The taxpayer-supported debt to GDP ratio has declined from
21.3 per cent in 2002/03 to 13.8 per cent by 2008/09, a 35 per cent reduction. Due
to significant infrastructure investments and weaker economic growth, the taxpayer-
supported debt to GDP ratio is forecast to increase from 13.8 per cent in 2008/09

to 15.8 per cent in 2011/12. Debt remains affordable, despite the global economic
downturn. Additional information on the debt outlook is found starting on page 40.

Chart 1.2 Taxpayer-supported debt burden remains low
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The main risks to the government fiscal plan include a protracted period of low
economic growth in the US, reduced global demand for BC’s exports, continuing
turmoil in global financial markets, and further weakening of domestic demand.
Other risks include 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 43.

The fiscal plan includes contingencies of $385 million in 2009/10, $300 million

in 2010/11 and $250 million in 2011/12 to help ensure the fiscal targets are met.
In addition, government will continue to review its operations to achieve a further
$250 million in annual efficiencies by the end of 2011/12. The budget provides no
funding for annual wage increases in the next round of public sector bargaining.

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”.

Budget and Fiscal Plan— 2009/10 to 2011/12
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Revenue

Changes since the first Quarterly Report

Since the updated fiscal plan released September 12, 2008 in the 2009 Budget
Consultation Paper, the revenue forecast has declined $1.2 billion, $2.1 billion,
$2.0 billion and $1.7 billion in the four years 2008/09 to 2011/12, respectively.
Changes to the 2008/09 revenue forecast are detailed in Part 4: 2008/09 Revised
Financial Forecast (third Quarterly Reporp).

Chart 1.3 Three-year cumulative change in revenue since the first Quarterly Report

$ billions Total cumulative

change: -$6.6B

072 | 0.3
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The economic downturn resulted in a reduction of $6.6 billion in revenue over the
fiscal plan period since the September Budget Consultation Paper. This loss was
partially offset by $870 million in federal funding in support of the Labour Market
Development Agreement, resulting in a net decrease in revenue of $5.8 billion.

The cumulative $5.8 billion revenue loss over the next three years reflects decreases

Chart 1.4 Nominal GDP changes
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in taxation, natural resource and other revenue sources, partially offset by
improvements in federal government transfers and commercial Crown corporation net
income. The global economic slowdown combined with the financial market crisis and
equity market disruptions have contributed to a significant decline in the BC economic
outlook. The level of nominal Gross Domestic Product in 2011 is now projected to

be 5.4 per cent lower than forecast in the first Quarterly Report. This loss in economic
output, combined with the effects of accelerated tax cuts, results in a $4.0 billion
cumulative reduction in taxation revenues over the three years. Weaker economic
growth affects virtually all taxation revenue sources and in particular, the cumulative
three-year loss from personal income, corporate income, social service, carbon and
property transfer tax revenues totals $3.5 billion.

Chart 1.5 Taxation revenue changes
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Plunging commodity prices and the fallout in the US housing sector are major
contributors to the three-year total loss of $2.8 billion in natural resource revenues.

Chart 1.6 Change in natural gas prices
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Chart 1.7 Change in US housing starts
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Lower natural gas prices, disruptions in capital markets and a reduced expectation
of the average bonus bid per hectare result in a $1.5 billion reduction from natural
gas royalties and revenue of sales of Crown land tenures over the three years ending
2011/12. Volatility in other commodity markets including lumber, pulp, coal, metals,
oil and electricity contribute to a further $1.4 billion revenue decline.

Chart 1.8 Change in coal prices
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Chart 1.9 Change in natural resource revenue
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Excluding the $870 million in support of the Labour Market Development Agreement,
the $0.2 billion improvement over the three years from federal government
contributions mainly reflects increases in program recoveries from ministries and
taxpayer supported Crown corporations. Since these transfers represent both

higher revenues and expenses, there is no impact on government’s bottom line.
These recoveries include $69 million for additional agricultural programs, $24 million
in added support to the Ministry of Children and Family Development and

$110 million directed to taxpayer supported Crown agencies.

The three-year $0.3 billion decline in other taxpayer-supported sources includes
reduced revenue from the school, university, college and health authority (SUCH)
sector and $183 million resulting from decommissioning the Coquihalla highway toll
booths.

Higher net incomes from the commercial Crown corporations mainly reflect
increased sales from the Liquor Distribution Branch, timing of BC Railway Company
asset dispositions and an improved rate of return from BC Hydro.
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Table 1.5 Major Factors Underlying Revenue

Calendar Year Budget 2009 First Quarterly Report

Per cent growth unless otherwise indicated 2008 2009 2010 2011 2008 2009 2010 2011
Real GDP ..., 1.0 -0.9 2.4 2.6 1.7 23 2.9 2.8
Nominal GDP ........ccouiiiiiiiecee e 3.9 -0.9 4.2 4.6 4.7 4.6 4.8 4.8
Personal income ..........cccooeiiiiiiiiiii 5.1 1.7 3.5 4.3 5.5 4.3 45 4.5
Corporate profits ..........cooeviiiiiiiii -4.0 -24.7 1.5 3.2 -1.6 1.7 4.3 4.5
Consumer expenditures ............cccoeveiiiienenennane. 3.7 1.9 4.8 4.7 4.8 4.9 5.1 5.0
Consumer expenditures on durable goods .......... -5.1 0.3 2.3 2.5 -1.0 3.2 2.7 2.8
Business investment ..o 4.6 -0.5 54 4.8 4.6 3.4 5.1 5.6
Retail sales .........covviiiiiiiii 1.5 1.3 44 44 3.2 4.7 4.9 4.9
Employment ... 2.1 -0.5 1.3 1.5 25 1.7 1.7 1.6
BC housing starts ............ccccceviiiiiiiiiiieens -12.4 -25.6 4.9 3.8 -5.4 -11.2 -4.3 -1.4
US housing starts ...........ccoeieiininiiiiien, -32.7 -28.0 25.4 35.0 -29.9 -5.3 34.8 16.7
SPF 2x4 price ($US/thousand board feet) ........... $219 $213 $250 $300 $237 $250 $300 $300
Pulp (BUSHONNE) ....vevviiieiie e $851 $606 $650 $700 $882 $850 $825 $800
Exchange rate (US cents/Canadian dollar) .......... 93.7 79.3 86.2 89.4 99.3 98.2 95.1 94.4
Fiscal Year 2008/09 2009/10 2010/11  2011/12 2008/09 2009/10 2010/11  2011/12
Natural gas price ($Cdn/GJ at plantinlet) ............. $6.57 $5.87  $6.21 $6.61 $7.58  $7.27 $6.86  $6.67
Bonus bids average bid price per hectare ($) ........ $3,659 $794 $954 $1,226 $4,299 $1,010 $1,082 $1,173
Electricity price ($US/mega-watt hour, Mid-C) ....... $61 $61 $67 $67 $81 $76 $74 $75
Metallurgical coal price ($US/tonne, fob west coast) .  $237 $172 $158 $160 $237 $229 $189 $173
Copper price (BUS/ID) ...oovviiiieiiiiieiieiieeeens $2.65 $1.73 $2.44 $2.38 $3.56 $3.23 $2.93 $2.58
Crown harvest volumes (million cubic metres) ....... 51.0 52.0 55.0 60.0 52.0 54.0 60.0 63.0
Budget 2009 Plan

Government revenue includes the combined revenues of the Consolidated Revenue
Fund (CRF), taxpayer-supported Crown agencies, the SUCH sector, and the net
income of commercial Crown corporations.

Following growth of 3.4 per cent in 2007/08, revenue is forecast to decline
3.5 per cent to total $38.5 billion in 2008/09. The 2008/09 revised forecast incorporates
the impacts of slowing economic growth in 2008; and tax measures introduced
in Budget 2007, Budget 2008, and Budget 2009 as well as accelerated tax cuts
announced on October 22, 2008 designed to improve competitiveness and reduce
costs for families and businesses. The 2008/09 revenue projection also includes

the impacts of volatile commodity markets with increasing revenue from natural

gas royalties, sales of Crown land tenures and coal production, partially offset by

a 46 per cent decline in forest revenue.

In 2009/10, revenue growth of 0.9 per cent reflects a 7.7 per cent increase in federal
government contributions and a 2.5 per cent increase in other taxpayer supported
revenue sources, partially offset by the impacts of a 0.9 per cent decline in nominal
GDP growth, falling natural gas prices and the full-year effect of reducing corporate
income tax rates. More than half of the increasing federal government transfers
represent additional funding in support of higher expenses under the Labour Market
Development Agreement, agricultural programs and taxpayer supported Crown
agencies.

Over the next two years as economic growth strengthens and commodity prices rise,
due in part to an improving US economic outlook, revenue is expected to average
3.0 per cent annual growth.
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Chart 1.10 Revenue forecast
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Budget Update

Key assumptions and sensitivities relating to revenue are provided in Appendix

Table A10. The major revenue components are:

e Personal income tax — up 5.5 per cent in 2009/10, and rising to 5.8 per cent and

6.1 per cent over the next two years.

Over the four years, revenue includes the effects of $2.6 billion of tax reductions
provided to BC residents in the 2007 and 2008 budgets. Adding back the tax
measures, base revenue is forecast to average 4.8 per cent annual growth over the
next three years, consistent with Budget 2009 projections of personal and labour
incomes. For full details on tax initiatives, see Part 2: Tax Measures.

Table 1.6 Personal Income Tax Revenue

($ millions) 2008/09  2009/10 2010/11  2011/12
Budget 2009 reVenUEe .............cccoeveiiiiieeeeiiiiiieeae s 6,219 6,562 6,942 7,366
Budget 2009 measures — dividend tax credits .......... - (8) (32) (32)
Budget 2008 measures
—carbon taxrecycling ............coooiiiiiiiii 320 365 377 404
— Other measures ..........cocovuviiiiiiinieeeeea (6) (41) (43) (46)
Budget 2007 measures — tax cuts in 2008 ............... 273 282 298 316
Federal government measures ..........cccccceeeeveveeeeeennns 11 4 11 11
Prior-year adjustment .................ccooiiiiiiiiiiien 151 - - -
Base personal income tax revenue ..................... 6,968 7,164 7,553 8,019
Annual growth ... 4.9% 2.8% 5.4% 6.2%
Personal income growth (calendar year) ................. 5.1% 1.7% 3.5% 4.3%
Labour income growth (calendar year) .................... 5.8% 1.2% 3.8% 5.0%
Elasticity’ (calendar year basis, policy neutral) .......... 1.0 1.3 1.4 14

" Per cent growth in current year tax relative to per cent growth in personal income.
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e Corporate income tax — declining $508 million or 25 per cent in 2009/10 reflecting
a slowing economy; the full-year impact of tax cuts implemented in July and
December 2008; and a lower settlement payment in respect of prior years. Revenue
continues to decline over the next two years due to overpayments from the federal
government in 2009 and 2010; and general rate reductions in 2010 and 2011
supporting the 2009/10 Revenue Neutral Carbon Tax Plan. For more details on
carbon tax recycling, see the Revenue Neutral Carbon Tax topic box on page 72.

Table 1.7 Corporate Income Tax Revenue

($ millions) 2008/09  2009/10  2010/11  2011/12
Advance instalments from the federal government:

—Paymentshare .............ccooiiiiiiiiii 10.0% 12.1% 11.7% 10.8%

—AdVANCES ... 1,386 1,302 1,257 1,209
International Financial Activity Act refunds ............ (20) (20) (20) (20)
Prior-year adjustment ............ccccooeeeeieeiiieeeceeeean, 671 247 (165) (266)
Corporate income tax revenue ......................... 2,037 1,529 1,072 923
Annual per cent growth .............cooiiiiiiii -95% -249% -299% -13.9%

e Social service tax — after incorporating measures introduced in Budget 2009, annual
growth is forecast to average 3.4 per cent over the next three years, lower than
recent history and consistent with the revised outlook of consumer and business
spending and overall economic growth. For full details on tax initiatives, see Part 2:
Tax Measures.

Table 1.8 Social Service Tax Revenue

($ millions) 2008/09 2009/10 2010/11  2011/12
Baserevenue ... 4,998 5,102 5,317 5,543
Budget 2009 Measures ............ccveeuveiiiiininiininnn. - (15) (18) (10)
Budget 2009 revenue .............c.cooiiiiiiiiiiiiiiians 4,998 5,087 5,299 5,533
Annual growth ... ..o -1.5% 1.8% 4.2% 4.4%

Annual per cent change (calendar year)
Personal consumption ............ccocoiiiiiiiii, 3.7% 1.9% 4.8% 4.7%
Business investment ... 4.6% -0.5% 5.4% 4.8%
Nominal GDP ... 3.9% -0.9% 4.2% 4.6%

e Carbon tax — as announced in Budget 2008, the carbon tax rate per tonne
of CO,-equivalent will increase by $5 each year to $25 per tonne in 2011/12.
The forecast assumes that purchased volumes of natural gas will continue to
grow by 2.0 per cent while consumption of gasoline is expected to be flat over
the next three years. Revenue is expected to increase in line with these higher
rates and assumed volume growth. By law, carbon tax revenue is fully returned
to taxpayers through tax reductions. For more details on carbon tax recycling,
see the Revenue Neutral Carbon Tax topic box on page 72.

e Property tax — revenue is expected to average 2.2 per cent annual growth over the
fiscal plan and includes the effects of an Industrial Property Tax Credit for light and
major industrial properties announced on October 22, 2008; and other tax measures
including the northern and rural homeowner benefit announced in Budget 2009.
These tax cuts are included in the 2009/10 Revenue Neutral Carbon Tax Plan.

For full details on tax initiatives, see Part 2: Tax Measures.
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e Property transfer tax — consistent with the outlook for BC housing starts and
expected moderation in the housing market, annual revenue growth is forecast
to average 0.7 per cent over the next three years.

e Natural gas royalties — declines 26.3 per cent in 2009/10 due to lower natural gas
prices and increasing production from wells qualifying for royalty programs and
credits. Over the next two years, revenue is expected to increase as demand and
average prices rise with an improving North American economy. The government
continues to provide royalty programs and credits to foster industry investment in
exploration and development. See Appendix Table A.11 for more details regarding
natural gas price forecasts.

e Other energy, metals and minerals — average annual revenue growth from sales
of Crown land tenures is forecast to be 3.4 per cent over the next three years as
annual cash sales are recorded as revenue over eight years. Revenue from other

Chart 1.12 Revenue from energy metals and minerals
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energy, metals and minerals falls in the next three years due to the effects of
commodity prices, production volumes, the exchange rate and higher mining costs.

e Forests — in 2009/10, the impacts of the mountain pine beetle infestation, prevailing
weak lumber prices and an anaemic US housing market are expected to continue
to result in declining stumpage revenue. This is partially offset by increasing
border tax revenues mainly resulting from a one-time $39 million refund to forest
companies in 2008/09.

Over the next two years as prices and markets are expected to recover, stumpage
revenue increases, partially offset by declining border tax revenues. Revenue

is forecast to average 7.2 per cent annual growth, however by 2011/12, forests
revenue is still expected to be significantly below recent historical levels.

e Health and social transfers — Over the next three years, revenue is expected to
average 4.2 per cent annual growth reflecting national base growth, rising BC
population share and incorporating partial protection from the federal government
health transfer measures introduced in its recent budget on January 27, 2009.

Table 1.9 Health and Social Transfers

($ millions) 2008/09 2009/10 201011 201112
Canada Health Transfer (CHT) ......coooviiiiiiiiiiie, 3,168 3,373 3,536 3,719
Wait times ..o - 33 33 33
Health deferral ...........coooiviiiii e, 145 68 53 23
Canada Social Transfer (CST) .....vvoviiiiiiiiiiiieieeene 1,385 1,436 1,488 1,541
Prior-year adjustments .............ooiiiiiiiii (5) - - -
Total health and social transfers ................................ 4,693 4,910 5,110 5,316

Annual Change 79 217 200 206

1.7% 4.6% 41% 4.0%

e Other federal contributions

— up $237 million or 19 per cent in 2009/10 mainly due to funding under the
Labour Market Development Agreement for which the province administers
programs and services previously provided by the federal government, aimed
at helping Employment Insurance clients and the unemployed prepare for and
obtain employment.

— declining $52 million in 2010/11 mainly reflecting the termination of funding for
the Millennium Scholarship program in 2009/10.

Commercial Crown Corporation Net Income

e British Columbia Hydro and Power Authority — BC Hydro’s net income, based
on meeting its allowed return on equity, is forecast at $452 million in 2009/10,
$493 million in 2010/11 and $542 million in 2011/12 after regulatory account
transfers. These transfers are used to mitigate the income risks of key assumptions
such as water inflows, market prices and trade income.

The projections reflect increases in energy costs largely due to a greater proportion
of requirements being met through imported energy and from new sources of
supply generated by independent power producers. These sources result in higher
energy costs than from power generated by Heritage resources which are operating
at near maximum capacity. Maintenance requirements and additional borrowings for
capital asset improvement programs are also increasing financing and amortization
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expenses. These costs are driven by the need for major overhauls of ageing
infrastructure and to address capacity constraints caused by demand load growth,
reliability issues, and escalating construction costs.

While BC Hydro has incorporated rate increases into its projections, the rate
increases are subject to approval by the BC Utilities Commission (BCUC) through
the revenue requirements application process. In November 2008, BC Hydro filed
its Final Argument for rate increases in 2008/09 and 2009/10. BCUC’s decision is
expected in early 2009 (see Appendix Table A10 for rate assumptions).

e British Columbia Liquor Distribution Branch (LDB) — LDB’s net income is forecast
at $896 million in 2009/10, $918 million in 2010/11 and $938 million in 2011/12.
These projections reflect an increasing sales trend for spirits, wine and beer, and
cost reductions resulting from operating efficiencies.

e British Columbia Lottery Corporation — BCLC’s net income (after payments to the
federal government) is forecast at $1,154 million in 2009/10, $1,198 million in
2010/11 and $1,228 million in 2011/12. These projections reflect continued revenue
growth mainly from casinos, community gaming centres and e-Gaming. Revenue
from lotteries is also expected to increase, but at a more moderate pace.

A significant portion of provincial income from gaming is redistributed to charities
and local governments. In Budget 2009, total distributions of gaming income are
projected to increase from $263 million in 2008/09 to $280 million in 2011/12.

e British Columbia Railway Company — BCRC’s net income is forecast at $37 million
in 2009, $32 million in 2010 and $0.2 million in 2011 reflecting the completion of
surplus property sales at the end of 2010. 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 Pacific gateway and ports strategies.

e Insurance Corporation of British Columbia — ICBC’s net income is forecast at
$260 million in 2009, $192 million in 2010 and $217 million in 2011. The projections
reflect current assumptions for premiums including the full-year impact of a
3.0 per cent rate decrease on optional insurance, effective on July 1, 2008, and
moderate growth in vehicles being insured. The projections also reflect lower
investment income as a result of the decline in equity investment markets in 2008
and a return to historical claims trends.

Consolidated Revenue Fund Spending

Consolidated Revenue Fund (CRF) spending is forecast to increase from a revised
forecast of $32.1 billion in 2008/09 to $33.9 billion by 2011/12 — a 5.6 per cent
increase over the three year period.

Budget 2009 protects health care, education and social services on which BC families
depend. To address the current economic challenges, Budget 2009 also provides
support for communities and protection of the environment.

Government recognizes, and has acted on, the need to cut back in all areas of
discretionary spending, just as British Columbia’s businesses and citizens are having to
do in these difficult economic times. Budget 2009 achieves significant administrative
savings while supporting direct services to the public in health care, education, social
supports, and other priority services. A further review of programs throughout the
public sector is planned over the next two years to achieve additional savings to again
reach a balanced budget by 2011/12.
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Protecting Health Care and Education
Health Care

Budget 2009 confirms government’s commitment to health care and provides an
additional $920 million for the Ministry of Health Services and health authorities in
2011/12, for an annual 6 per cent increase in funding for the third year of the fiscal
plan. This funding is in addition to $3.9 billion over 3 years allocated previously

in Budget 2008.

Chart 1.13 Ministry of Health Services budget increases
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Budget 2009 provides additional funding of $562 million to health authorities in
2011/12, an increase of 6 per cent from 2010/11. Funding for Ministry of Health
Services programs including PharmaCare, Medical Services Plan, and Emergency
Health Services, increases by $358 million in 2011/12.

Funding for the Ministry of Health Services and health authorities will support growth
in beds, increased surgical procedures, improved access to services and new hospital
facilities.

The Ministry’s budget includes $25 million in 2009/10 for the Lower Mainland
Innovation and Integration Fund (LMIIF) to assist health authorities implement best
practices and integrate and coordinate service delivery. This funding is in addition
to the $50 million provided for the LMIIF in 2008/09.

To ensure that health services are protected in the current economic environment,
the Ministry of Health Services and health authorities will be required to achieve
efficiencies and administrative savings beginning in 2009/10. These savings will be
re-directed to enhance health services.

e Collectively, health authorities will be required to achieve administrative savings
of $25 million per year, approximately 2 per cent of the health authorities’
administration and support services costs. It is expected that a significant portion
of these savings can be realized through innovation and lean-design approaches to
health care delivery. Every dollar will be redirected to patient care.
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e The Ministry will be required to achieve administrative savings of $48 million, of
which $35 million will be redirected to health authorities to enhance patient care
and the remaining $13 million will be allocated to establish a BC Family Residence
Program for family members traveling to regional health centres.

Health spending by function includes all health care-related spending by the
Ministry of Health Services and other ministries, including Healthy Living and Sport,
Children and Family Development, and Housing and Social Development, as well

as other service delivery agencies such as Canadian Blood Services. Health spending
by function, on a summary basis, increases to $17.5 billion in 2011/12, up from
$12.4 billion in 2005/06, a 41 per cent increase.

Post-Secondary Education

Budget 2009 is consistent with government’s commitment to increase access to
post-secondary education and training throughout the province. At a time of global
economic slowdown, government recognizes, more than ever, the importance of
maintaining funding to this sector.

Budget 2009 provides $244 million in new operating funding, including $228 million
to post-secondary institutions and $16 million to support immigrant workers, over
three years. The post-secondary portion is comprised of:

e $165 million to further enhance general access to post-secondary educational
opportunities in universities and colleges throughout BC.

e $40 million to expand health education programs to address health human resource
shortages, including expanding the three-year Bachelor of Science in nursing,
medical technology, and pharmacy.

e $23 million, starting in 2010/11, to fulfill the commitment to increase the number
of doctors trained to address growing demands on the health care sector.

In recognition of the importance of BC’s industry training and apprenticeship
system, government will maintain funding of $105 million per year to the Industry
Training Authority for apprenticeship training spaces in public and private training
institutions. By the end of 2009/10, government will have funded an additional
7,000 new apprenticeship spaces since 2007/08, allowing more apprentices to take
their classroom training and complete their apprenticeships. Since 2001, funding for
industry training has increased by 42 per cent and the number of apprentices and
trainees in BC has more than doubled to an estimated 45,500 in 2008/09.

Collectively, public post-secondary institutions will be required to achieve
administrative savings of $11 million per year. It is expected that these savings will
be redirected to education and training within the institutions.

Post-secondary education spending by function, on a summary basis, increases to
$4.8 billion in 2011/12, up from $3.9 billion in 2005/06, a 23 per cent increase.

Even during the current economic slowdown, skilled labour shortages remain a

critical issue for BC employers. To remain competitive and address skills supply issues,
BC must attract and retain a highly skilled workforce from other countries. Moreover,
many immigrants face challenges in adapting their knowledge and integrating into

the workforce.
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Chart 1.14 Post-secondary funding
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Budget 2009 includes new investments of $16 million over the next three years
beginning in 2009/10 in the following initiatives that remove barriers to employment
for BC’s immigrant workforce:

e To continue the Skills Connect for Immigrants and International Qualifications
programs and leverage additional federal investments in these areas. Both programs
address the barriers to full labour market participation that many immigrants face.

e Skills Connect provides immigrants with personal assessments and career planning
to support skills upgrading, language enhancement and workplace experience
opportunities in order to overcome barriers to employment.

e The International Qualifications program supports projects that remove systemic
barriers that prevent skilled immigrants from finding employment in a career area
related to their experience and training. Specific initiatives include strategies to
improve recognition of foreign credentials and work-based language training.

On February 20, 2008 Canada and British Columbia signed a new Labour Market
Development Agreement (LMDA). The LMDA provides BC with an investment of
approximately $290 million annually for Employment Insurance (EI) Part II programs
and services, which are designed to provide EI clients with appropriate training and
support to help them prepare for, obtain and maintain employment. A separate new
labour market agreement (LMA) totaling approximately $66 million per year for the
next 5 years for non-EI eligible clients was also signed with the federal government
at the same time. These two agreements enable the province to direct funding and
programming to support BC’s short and long-term labour market challenges. The
ministries of Advanced Education and Labour Market Development, Housing and
Social Development and other ministries are working together to implement these
agreements.

Stable Funding for K-12 Education

Budget 2009 maintains operating grant funding to school districts at previously
announced funding levels. Over the next 3 years, while the total budget for K-12
education increases, enrolment is expected to decline, resulting in increasing levels
of per pupil funding at the school district level.
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Chart 1.15 Student enrolment and per pupil funding (public schools)
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Collectively, school districts will be required to achieve administrative savings
of $12 million per year. It is expected that these savings will be redirected to
the classroom.

K-12 education spending by function, on a summary basis, increases to $5.8 billion
in 2011/12, up from $4.8 billion in 2005/06, a 21 per cent increase.

Sustaining Social Services

Government is committed to ensuring that programs and services that enhance
the quality of life for British Columbians in need are protected.

Table 1.10 Sustaining Social Services

($ millions) 2008/09 2009/10 2010/11  2011/12 Total
Acquisition of social housing ...............cccoveiieni, 30 - - - 30
Children and Families
— Supporting families and children in care ............ - 14 13 20 47
— Child care subsidies ...........cccooeviieiiiiiin - 8 8 9 25
— Supporting children with special needs .............. - 11 13 14 38

Subtotal ... - 33 34 43 110
Supporting adults with developmental disabilities .. - 19 27 27 73
Income assistance for individuals and families

INNEEd ... - 47 47 16 110
Policing and victim support ..............ccooeeeiieiiinnn.s, - 20 19 19 58
Total ..o 30 119 127 105 381

Budget 2009 maintains previous funding commitments to implement new and
expanded measures to help break the cycle of homelessness and support low income
seniors and families. In 2008/09 the province intends to introduce supplementary
estimates for $30 million to acquire and renovate rental properties including 4 single
room occupancy (SRO) hotels in Vancouver and 4 hotels/motels throughout British
Columbia. This new, year-end funding is part of a $36 million initiative to protect and
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create housing involving 15 properties and utilizing $6 million in existing funding.
In total, the provincial government has protected or created 45 properties since
2001 through multiple initiatives.

Budget 2009 continues to support families and communities to care for and protect
vulnerable children and youth, and to support healthy child and family development,
by providing $110 million over 3 years for priority programs and services, including:

e $47 million over 3 years to respond to the increasing acuity of needs and rising
costs of supporting children in care and for preventative and family support
services;

e $25 million over 3 years for the child care subsidy program. The program assists
low and middle income families with the cost of child care; and

e $38 million over three years to support children and families with special needs.

Budget 2009 includes an additional $73 million over three years for programs and
services to adults with developmental disabilities and their families. This funding

will provide for continued access to community living services including respite care,
residential placements and life skills training.

During this global economic downturn, more individuals and families will experience
difficulty in paying for their basic living necessities and will require income assistance.
Budget 2009 provides an additional $110 million over three years to support
individuals and families in need of income assistance.

Budget 2009 provides $47 million over 3 years to fund RCMP salary, pension and
operating cost increases and $11 million to fund increased costs related to providing
financial assistance and benefits to victims and others who are impacted by violent
crimes.

Supporting Communities and the Environment

Budget 2009 provides $479 million over four years to support economic activity in
communities throughout the province during the economic downturn as well as to
maintain BC as a leader in environmental protection.

Targeted new spending includes:

Supporting Communities

e In response to new types of petroleum resource development in North America,
the province is investing $6 million over 3 years to support the strategic
development of shale and tight gas resources in the northeast area of BC.

This expenditure will assist in adding to BC’s natural gas potential.

e Government will increase spending on resource road maintenance (mainly
Forest Service Roads) to address safety and access issues near many remote
BC communities. $5 million has been allocated in 2008/09 with an additional
$15 million allocated in 2009/10.

¢ $30 million is being allocated in 2009/10 to support community adjustment and job
creation in rural BC.
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Table 1.11 Supporting Communities and the Environment

($ millions)

2008/09 ' 2009/10  2010/11  2011/12 Total

Supporting Communities

— Improving access for shale gas development ...................... - 2 2 2 6
— Improvements for rural resource roads ................cocieieiian.n. 5 15 - - 20
— Community economic development ..................oooiiiiine. - 30 - - 30
— Towns for Tomorrow: cost shared community infrastructure ... 30 - 20 - 50
— Local transportation projects to accelerate job creation ......... 20 - - - 20
— Bulkley-Nechako / Kitimat-Stikine Regional District grants ...... - 1 1 1 3
— Internet connectivity for rural communities .......................... 2 2 1 - 5
— Peace River Regional District infrastructure ........................ - 3 3 3 9
— Local government priorities, including community safety ........ 151 - - - 151
SUDEOLAL .. 208 53 27 6 294
Targeted Measures
— Michael Smith Foundation for health research ............ - 15 - - 15
— Provincial Transit Plan additional operating funding .............. - - - 59 59
SUBLOAI ... - 15 - 59 74
Continued Environmental Leadership
— Carbon tax rebates for local government ............................ 3 4 4 4 15
— Extending the ICE fund for green technology advancements .. - 25 25 25 75
— Planning for Capital Regional District water treatment facility . - - 2 - 2
— Trees for Tomorrow : planting trees in public places ............. 2 3 3 3 11
— BC portion of the Hydrogen Highway ................c..ccceeeeennee. - 4 2 2 8
SUBLOLAI ...t 5 36 36 34 111
Total ..o 213 104 63 99 479

' Supplementary Estimates will be introduced to obtain the necessary appropriations to fund all 2008/09 amounts, except base
funding for rural resource road improvements.

$50 million in additional investments for the Towns for Tomorrow grant program to
local governments. Of this amount $30 million for cost-shared infrastructure projects
is allocated in 2008/09 and a further $20 million in 2010/11, allowing communities
in British Columbia to continue to maintain and improve community infrastructure.

A further $20 million is provided in 2008/09 for local road maintenance and
rehabilitation projects to ensure public safety and reliable access to communities,
while providing near-term job creation in BC’s regions.

Subject to agreement on a Memorandum of Understanding, annual grants of

$1 million in total will be paid to the Bulkley-Nechako and Kitimat-Stikine Regional
Districts for a period of 15 years, providing these communities with the same
treatment as other communities which host and/or are impacted by generating
facilities.

$5 million over 3 years, beginning in 2008/09, for the Connecting Citizen’s Grant
Program to encourage delivery of “last-mile” broadband internet connectivity and
cell phone coverage for British Columbians living in rural and remote communities.
$9 million over three years for grants to the Peace River Regional District and its
member municipalities to address the infrastructure deficit in this region.

In collaboration with the Union of British Columbia Municipalities (UBCM) and its
members, the government also plans to restructure current provincial/local funding
arrangements to provide local governments with increased financial certainty in
uncertain economic times. As part of this restructuring of local/provincial financial
arrangements, an additional $151 million will be provided to local governments in
2008/09. This initiative will support local government priorities and will provide
greater flexibility to address immediate needs, including community safety.
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Targeted Measures
¢ $15 million in 2009/10 to support health research at the Michael Smith Foundation.

e Following on the Budget 2008 funding allocation for the Provincial Transit Plan,
$59 million in operating funding is provided in 2011/12 for the fourth year of
the twelve year Plan. This increased funding provides for fleet maintenance and
operations, allowing for growth of transit service hours and ridership.

Continued Environmental Leadership

Budget 2009 builds on the over $1 billion in Climate Action initiatives funded
in Budget 2008 to support some further measures to continue to protect BC’s
environment. These include:

e Up to $15 million over 4 years to rebate the carbon tax paid by those local
governments that commit to becoming carbon neutral by 2012.

e Government is extending the Innovative Clean Energy (ICE) Fund to provide
$75 million over 3 years to advance investments in green technology.

e In excess of $2 million for project development costs and procurement activities
related to wastewater treatment facilities in the Capital Regional District.

e $11 million over 4 years, for the Trees for Tomorrow program, to plant four million
trees in schoolyards, hospital grounds, civic parks and other public spaces in
British Columbia.

e $8 million over 3 years with a matching industry investment of more than
$10 million to complete the BC portion of the Hydrogen Highway, a continuous
network of hydrogen fuelling stations that will extend from British Columbia to
California by 2010. This is in addition to $3 million in provincial funding and
$36 million in federal and industry funding provided since 2004.

In addition, Budget 2009 provides $24 million over 3 years for Flood Protection
initiatives which will be fully recovered from the federal government under the
Build Canada agreement.

2010 Olympic and Paralympic Winter Games
The province has committed $600 million towards the costs of staging and hosting the

2010 Olympic and Paralympic Winter Games (2010 Games). This includes a provincial
contribution towards components that are jointly funded with the federal government

Table 1.12 Olympics Funding

($ millions) Prior  o008/09 2009110  2010/11  rovineial

years Envelope
Venues and Live Sites .............coooviiiinin. 235 56 19 - 310
Venues operating endowment ..................... 55 - - - 55
Medical........ocoviiiiiiii e 1 4 8 - 13
SECUMEY ..ottt 13 74 - - 87
Paralympic Games ............coooviiiiiiiininnans, - 20 - - 20
First Nations and municipal legacies ............. 36 - - - 36
Olympics contingency allocations ............... - - 69 10 79
Total contribution to provincial commitment ... 340 154 96 10 600

! Notionally allocated within the Contingencies vote.
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including venues, security, a venue operating trust, live sites, and the hosting of
the Paralympic Games. It also includes a provincial funding commitment in relation
to medical costs, First Nations, sports and municipal legacies, and a contingency
allocation earmarked for addressing unbudgeted costs.

Budget 2009 includes $106 million over 2009/10-2010/11 for remaining expected
spending within the $600 million funding commitment. Included in this funding is
an allocation of $69 million within the contingencies vote in 2009/10 for managing
unidentified pressures. This leaves $10 million available in the contingency allocation
for 2010/11 should any post-2010 Games costs emerge.

Administrative and Other Savings

Government is managing down expenses in order to protect health care, education
and social service programs. Significant savings in administrative and other
discretionary spending will be achieved, and some government programs will be
streamlined.

Budget 2009 reallocates $1.9 billion in administrative and other savings over 3 years to
health care, education and social service programs noted above as well as to support

other priority programs that provide public services.

Table 1.13 Managing Down Expenses

($ millions) 2009/10 2010/11 2011/12
Budget 2008 — total ministries and Office of the Premier ' ..... 29,711 30,590 30,590
Budget 2009 measures:
—Healthcare ... 25 - 920
— Post-secondary education ..............coooviiiiiiiiiiiii, 7 86 87
— Sustaining social Services ...........ocoveiiiiiiiiiiin 119 127 105
— Supporting communities and the environment .................. 104 63 99
— Public service transformation fund ....................ccol 50 25
—Other Changes ..........c..oeeiiiieie e 136 2 13 29
SUbtOtal ... 505 314 1,240
Less : Administrative and other savings .................cooeeeinne. (589) (650) (631)
Budget 2009 - total ministries and Office of the Premier ....... 29,627 30,254 31,199

" Restated to reflect government's current organization and accounting policies.
2 Includes $65 million for increases to the Crown Land Special Acount.

The 2009/10 Estimates, in comparison to the 2008/09 Estimates, include administrative
savings of $297 million in 2009/10. For example:

e Contracted professional services will be reduced by 23 per cent resulting in savings
of $177 million;

e Public servant travel will be reduced by 22 per cent, resulting in savings of
$16 million;

e Discretionary grants will be reduced by $59 million, or 7 per cent; and

¢ Informational advertising and publications will decrease by 76 per cent, saving
$23 million.
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Table 1.14 Administrative Spending — Change from 2008/09

2008/09  2009/10 $ %
Estimates Estimates Change Change

(% millions)

Expense category:

— Boards, commissions and courts (fees and expenses) ... 11 10 (1) -5%
—Public servanttravel .................coooi 74 58 (16) -22%
— Professional Services ...........ccccoeveviiiiiiiiiiiiiiieee, 769 592 (177)  -23%
— Office and business expenses ...............cocoveviiiinnn.n. 116 106 (10) -8%
— Informational advertising and publications ................... 30 7 (23) -76%
— Operating equipment and vehicles............................. 135 123 (12) -9%
— Transfers — grants (discretionary) "............................ 826 768 (58) 7%
Total SaViNgs ..........oouiiiiiiiiiii 1,961 1,664 (297) -15%

1 To provide a consistent comparison, 2008/09 and 2009/10 Estimates have been restated for local
government services and transfers, the Crown Land Special Account and the transfer of funding from
Contingencies to the Ministry of Health Services.

Public Service Transformation Fund

The BC Public Service is the province’s largest employer with approximately 30,000
ministry employees working in 280 communities around BC in more than 200 different
professions. The vast and diverse scope of the public service means that public service
employees do work that impacts virtually every aspect of the social and economic
fabric of the province. The government believes it would be short-sighted to make
staffing reductions now in job streams where government expects to have difficulty
recruiting in a few years time.

As a result, a Public Service Transformation Fund of $50 million in 2009/10 and
$25 million in 2010/11 has been established within the Public Service Agency.
The purpose of this transformation fund is two-fold. The fund will be used:

e (o strategically invest in priority job streams and targeted recruitment where an
ongoing demand for the expertise is demonstrated; and

e for transformation opportunities where the approach to work can be re-tooled
to deliver quality services to citizens with fewer staff.

The fund will also be used to cover workforce adjustment costs incurred as a result
of ministry plans to meet their budget targets.

Service Delivery Agencies

Externally funded service delivery agency spending (expenses in excess of
government transfers) is forecast to increase from a $3.0 billion revised forecast in
2008/09 to $3.6 billion in 2011/12 for the combined SUCH sector entities (Schools,
Universities, Colleges and Health authorities). The increase reflects spending in the
priority areas of health and education, and reflects an increase in the spending funded
through own-source revenues.

In addition, other service delivery agency spending is forecast to increase from a
$1.1 billion revised forecast in 2008/09 to $1.4 billion in 2011/12, primarily reflecting
the impact of infrastructure spending, including investments under the transportation
investment plan by the BC Transportation Financing Authority and BC Transit.
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Further Efficiencies

In order to achieve a balanced budget by 2011/12, government will be seeking

further efficiencies and savings of $125 million in 2010/11 and $250 million in 2011/12.
Government will be reviewing programs delivered by ministries and service delivery
agencies to ensure these programs are efficient and cost-effective, to minimize
duplication and to ensure continued alignment with government priorities.

Full-Time Equivalents

Taxpayer-supported full-time equivalents (FTEs), including ministries/special
offices (CRF) and service delivery agencies, are projected at 36,564 in 2009/10.
This represents an increase of 469 FTEs from 2008/09 and is 205 FTEs higher than
the projection in Budget 2008. However, by 2011/12 FTEs are projected to decline
by 322 to total 36,232 FTEs reflecting government efficiency measures. Table 1.15
provides details of changes from Budget 2008. FTEs of the SUCH sector are not
included in these forecasts.

Table 1.15 Full-Time Equivalents (FTEs) — Changes from Budget 2008

FTEs 2009/10  2010/11  2011/12"
Ministries and special offices (CRF):
BUAGEE 2008 ............ oo 32,034 32,179 32,179
Changes:
Transfer of federal programs (Agristability/Labour Market Development Agreement) ....... 336 336 336
Attorney General (courts security, recruitment lag and attrition) ............................o.lL 58 (25) (168)
Children and Family Development (transfer from service delivery agency) ..................... 105 105 105
Children and Family Development (vacancies, recruitment lag and attrition) .................. (169) (169) (267)
Finance (recruitment lag, attrition and Olympic Games Secretariat wind-down) .............. (65) (131) (206)
Forests and Range (recruitment lag and attrition) .................ccoiiiii i (105) (141) (188)
Health Services (Emergency and Health Services programs) ............cocoviiiiiiiinenann.n. 4 4 129
Housing and Social Development (recruitment lag and attrition) ..........................co.. (128) (128) (128)
Labour and Citizens' Services (historical correction, recruitment lag and attrition) ........... 61 61 61
Other ministry Changes (NEL) ...........coiiuiiii e 83 42 19
180 (46) (307)
Budget 2009 Updated Fiscal Plan ..o 32,214 32,133 31,872
Service delivery agencies
BUudget 2008 ..o 4,325 4,365 4,365
Changes:
Oil and Gas Commission — activities INCrease .............ccoooiiiiiiiiiiiiii e 20 23 24
BC Pavilion Corporation — Vancouver Convention Centre expansion and maintenance .... 27 27 25
Pacific Carbon Trust —new entity ........ ... 13 16 16
Children and Family Development agencies — transfers to ministry/reorganization .......... (53) (123) (123)
Other Changes (NEL) ..........ii e 18 7 53
25 (50) (5)
Budget 2009 Updated Fiscal Plan ................coooiiiiiiiiiiiii e 4,350 4,315 4,360
Summary:
Ministries and special offices (CRF) ........ooiiiiii e 32,214 32,133 31,872
Service deliVery @geNCIES ...........uiiue i 4,350 4,315 4,360
Budget 2009 Updated Fiscal Plan .................ccocoiiiiiiiiiiiiii e 36,564 36,448 36,232
BUudget 2008 ..o 36,359 36,544 36,544

1 2011/12 reflects changes from the 2010/11 baseline.
2 Service delivery agency FTE amounts do not include SUCH sector staff employment.
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Ministries/special offices (CRF)

The 2009/10 FTEs projection for ministries and special offices is 32,214 — a net
increase of 180 FTEs from Budget 2008. The increase primarily reflects devolution

of the Labour Market Development and Agristability programs from the federal
government, and revised FTE estimates to eliminate historical inconsistencies.

The FTE total in 2011/12 will decline moderately from 2009/10 reflecting government
efficiencies.

Service delivery agencies

The 2009/10 service delivery agencies FTE projection is 4,350 — an increase of 25
FTEs from Budget 2008. The increase is primarily due to increased activity by the
Oil and Gas Commission, expansion and maintenance of services in the Vancouver
Convention Centre, and staffing-up of the Pacific Carbon Trust. These increases are
partially offset by staff transfers from children and family development agencies to
Ministry of Children and Family Development and other reorganization changes
within the children and family development agencies. By 2011/12, service delivery
agency FTEs are projected to increase marginally to 4,360.

Capital Spending !

Capital spending on schools, hospitals, roads, bridges, hydro-electric projects and
other infrastructure across the province over the next three years (2009/10 — 2011/12)
is expected to total $20 billion. Provincial capital infrastructure investments are made
through school districts, health authorities, post-secondary institutions, Crown agencies
and ministries.

The total capital investment of $20 billion is comprised of $15.5 billion in capital
investments funded wholly or in part by the province as well as capital investments
by commercial Crown corporations and $2.0 billion of new capital investments
cost-shared with the federal government to be accelerated over the next three years.
The remaining $2.5 billion is comprised of $1.7 billion in capital investments in

the K—12 and post-secondary education sectors that are wholly financed through
contributions from other sources and $0.8 billion for capital contingencies.

The province is accelerating planned capital investments to stimulate the economy
and keep people at work in the construction sector. Construction investments of
$10.6 billion are also included in the Province’s capital plan (i.e. excludes information
technology projects, land purchases, vehicle purchases).

An additional $1.4 billion in local infrastructure is being built in partnership with
local government and the federal government.

These investments are estimated to generate 88,000 direct construction jobs over
the next three years. Investments in construction projects generate approximately
6.4 direct jobs per million dollars (BC Stats, March 2008).

! 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 1.16 Capital Spending '

2008/09 Budget

($ millions) Budget Revised Estimate Plan Plan
Forecast 2009/10 2010/11 2011/12

Taxpayer-supported

Education
Schools (K=12) ..o 441 442 458 438 414
Post-secondary ...........coooiiiiiii 706 666 619 551 487

Health ..., 924 910 886 998 619
BC Transportation Financing Authority ..................... 884 956 1,000 981 762
BC Transit ....ooueeieii e 74 74 154 110 114
Vancouver Convention Centre expansion project ....... 288 251 37 51 -
BC Place rejuvenation ...........ccooeiiiiiiiiii - 38 125 160 42
Government ministries ............cooeviiiiiiiiiiie, 286 436 2 279 335 248
Other 3. e 56 125 43 36 31
Accelerated infrastructure projects ...................oocee - 55 885 720 340
Capital spending contingencies ................ccocceeeeen.n. 200 180 260 270 325
Total taxpayer-supported ......................ccoeeeeennnn.. 3,859 4,133 4,746 4,650 3,382

Self-supported
BC HYArO .. 1,663 1,596 1,752 1,920 1,902
BC Transmission Corporation ...............c.cccoceivivinnnnn. 21 18 19 12 12
Columbia River power projects *...........ccooveveeeevenii. 19 38 166 242 258
BC Railway Company ..........cccoceiiiiiiiiiiiiaeans 30 10 80 95 100
ICBC e 30 25 42 100 125
=T O o (=T = 124 112 120 115 115
Liquor Distribution Branch ....................ccccoeeeie. 20 19 20 21 30
Total self-supported commercial .......................... 1,907 1,818 2,199 2,505 2,542
Total capital spending ....................coooiviiiiinnnnnn. 5,766 5,951 6,945 7,155 5,924

' As the agreement has not been finalized, the fiscal implications of the Port Mann Bridge/Highway 1 Project (which will be funded
from tolls) are not included in Budget 2009 — see the topic box at the end of Part 1.

2 Includes Supplementary Estimates of $80 million.
3 Includes BC Housing Management Commission, Provincial Rental Housing Corporation and other service delivery agencies.
4 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.

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 $4.7 billion in 2009/10, declining
to $3.4 billion by 2011/12. This is higher than the capital spending forecast in
Budget 2008 of $3.4 billion in 2009/10 and $3.1 billion in 2010/11.

Significant elements of this projected spending include the following:

e Over the three years of the capital plan, $1.3 billion will be invested to replace,
renovate or expand K—12 facilities. This includes continued investment in the
program to seismically upgrade at-risk schools, as well as the ongoing rehabilitation
of schools throughout the province.

e Budget 2009 includes $1.7 billion in capital spending by post-secondary institutions
throughout the province. Projects funded include the Library Commons and
First Nations House of Learning at Thompson Rivers University, the Health Sciences
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Building at the University of BC’s Okanagan campus, and gathering places to
support Aboriginal learners on campuses at post-secondary institutions throughout
the province.

e Post-secondary capital spending also includes a significant level of investment
funded through other sources, including foundations, donations, cash balances,
federal funding and revenues generated from services.

e Capital spending in the Health sector will total $2.5 billion over the three years
of the plan. These investments support new major construction and upgrading
of health facilities, equipment, and information systems over the next three years,
and include funding from the province as well as other sources, such as Regional
Hospital Districts and Foundations.

e Capital investments in the Health sector include the new Fort St. John hospital, the
Royal Jubilee Hospital inpatient facility, expansions to Kelowna General and Vernon
Jubilee Hospitals, the Northern Cancer Centre in Prince George, and redevelopment
of the Surrey Memorial Hospital.

Table 1.17 Provincial Transportation Investments '

($ millions) QL?S(?; ?3 2009/10 201011 2011/12 3%?3?
Transportation Investment Plan
— Gateway Program ........ceeeee e 180 156 115 97 368
—Rehabilitation ... 161 146 146 146 438
— Interior and rural side roads .............cccoveiiiiiiiiii 68 50 50 50 150
— Oil and gas rural road improvement program ..............ccccevevenenns 44 47 47 - 94
— Mountain pine beetle strategy ............coooviiiiiii 33 30 30 30 90
— Highway 1 — Kicking Horse Canyon ............cccoioviiiiiiiiiininnenns 8 15 16 13 44
— Sea-to-Sky highWay ..........cooiiiiiiiiii e 167 44 - - 44
— William R Bennett Bridge ..........ooovuiiiiiiiiieea 23 - - - -
— Border crossing infrastructure ... 34 - - - -
— Okanagan Valley corridor ..........oouiiiiiiiiii e, 61 29 27 13 69
— Cariboo connector program ...........coeviiiiiiiiiiii 42 45 15 - 60
— Other highway corridors and programs ..............ccocevvenininencnnen. 80 187 118 93 398
— AIrports and POIS .......uveiiiii e 15 8 8 8 24
— Cycling infrastructure ... 9 5 6 6 17
Provincial Transit Plan
— Canada Line Rapid Transit Project ...........cccooiiiiiiiii, 15 20 20 20 60
—Evergreen Line ... 2 25 88 82 195
— Rapid transit projects ..o 11 32 11 33 76
— Buses and other transit priofities ...............cocoeiiiiii 30 94 43 49 186

Total provincial investment2...........................................L 983 933 740 640 2,313
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) ............ccoocoiiiii, 348 145 - - 145
— Evergreen Line (federal contribution and TransLink) .................. 6 50 123 83 256
— Federal contributions to other projects ..............ccccceveveeerinnninnn. 96 207 220 152 579

Total investments funded through contributions from

other partners ................cooiiiiiiiiiiii i 450 402 343 235 980

' As the agreement has not been finalized, the fiscal implications of the Port Mann Bridge/Highway 1 Project (which will be funded from
tolls) are not included in Budget 2009 — see the topic box at the end of Part 1.

2 Total provincial investment includes operating and capital spending.
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* Budget 2009 updates and builds on the government’s 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. The public and private sector together will
provide $3.3 billion for transportation investments over the next three years.

— $2.3 billion of provincial investment in transportation infrastructure; and

— $1.0 billion of investment leveraged through federal cost-sharing and
partnerships with private partners, local governments and other agencies.

Further information is provided in Table 1.17.

e Under the transportation investment plan, provincial capital spending for 2009/10
to 2011/12 is directed towards initiatives such as the Cariboo Connector Strategy,
Kicking Horse Canyon and funding to support road rehabilitation benefiting the
oil and gas sector.

e Budget 2009 continues to build on existing investments in transit vehicles and
projects across the province through the Provincial Transit Plan, including rapid
bus projects, buses and the Evergreen Line.

e As the agreement has not been finalized, the fiscal implications of the Port Mann
Bridge/Highway 1 project, which will be funded by tolls, are not included in
Budget 2009. Construction costs are estimated to total $2.46 billion and with
financing charges the total could increase to over $3 billion (see the topic box at the
end of Part 1).

e Capital spending for the Vancouver Convention Centre Expansion Project (VCCEP)
is based on the total capital cost of the project, reflecting the funding provided
by all partners; the Province, the federal government, and Tourism Vancouver.
The expansion of the convention centre facility and connector between the new
and existing facilities are scheduled for substantial completion on March 15, 2009.
The upgrades to the existing facility will be completed by 2010/11.

e A total of approximately $365 million in major upgrades will be undertaken
on BC Place from 2008/09 to 2011/12. The upgrades include various deferred
maintenance and interior refurbishment projects, as well as replacement of the
current air-supported roof with a retractable fabric roof.

Accelerated capital investments

The province is committed to accelerating $1 billion in capital investments to stimulate
the economy and keep people at work in the construction sector over the next three
years. In January 2009, the federal government announced an infrastructure stimulus
package as part of its 2009 budget. On a population basis, British Columbia’s share

of this package is approximately $1 billion. The province has identified a total of

$2 billion in new capital investments to maximize the cost sharing benefits of federal
programs and will work with the federal government over the coming weeks to
finalize program details.

In addition, the province has committed to accelerate $401 million in capital
investments from within the capital plan since the end of October 2008. These capital
investments were originally planned for future years and are now starting in 2008/09
and 2009/10.
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e $277 million for a substantial number of highway improvement projects.

e $94 million will be invested in the maintenance and upgrades of rural resource
roads to support the oil and gas sector.

e $30 million to purchase and renovate 8 properties to provide safe, affordable
housing for the hard to house.
Capital Contingencies

Recognizing the risks associated with the current economic climate, the province

has included a capital contingency in its three-year capital plan as a prudent planning
measure. In addition to covering risks from higher than expected costs, the capital
contingency will be used to fund emerging government priorities.

Should the capital contingency not be used, taxpayer-supported debt will be lower
than currently forecast.

Financing Capital Projects

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

e cash balances (e.g. school districts, post-secondary institutions, health authorities);
e partnerships with the private sector (public-private-partnerships);

e cost-sharing with partners (e.g. Government of Canada, Regional Hospital Districts);
and

e borrowing (debt financing).
Since debt financing continues to represent a significant source of financing for

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

Chart 1.16 Financing government’s capital plan

Taxpayer capital spending

($ millions)
Source of financing $4,746 $4,650
Other contributions, cash
and working capital | $1:877 $2,035 $3,382
$1,281
Federal contributions — $758
$693
P3 liabilities — 329
$ $329 $385
$281
Direct borrowing — | $1,782 $1,593 $1,435
2009/10 2010/11 2011/12

Self-supported capital spending

Total capital spending includes capital infrastructure for self-supported commercial
Crown agencies.
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Self-supported capital spending is projected to increase from $2.2 billion in 2009/10 to
$2.5 billion in 2011/12. The majority of this capital spending is for electrical generation,
transmission and distribution projects carried out through BC Hydro to meet growing
customer demand and to enhance reliability. Large generating facilities built between
the late 1960s and early 1980s provide about 90 per cent of the province’s electrical
power. The major mechanical and electrical components (such as turbines and
transformers) in these facilities are nearing the end of their design life and require
major overhauls to maintain reliability. A significant portion of self-supported capital
spending represents measures to address the issue of ageing infrastructure.

Table 1.18 provides information on major power generation and transmission projects.
Further details on provincial capital investments are shown in the service plans of
ministries and Crown agencies.

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 1.18. Annual allocations of the full budget for these projects are
included as part of the provincial government’s capital investment spending shown
in Table 1.16.

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 is $8.5 billion, reflecting
financing of $7.1 billion through internal sources or borrowing, $677 million from
federal government contributions and $706 million from other sources including
private donations. Major capital investments include:

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

e $2.4 billion for health facilities including the Abbotsford Regional Hospital and
Cancer Centre; the Surrey Outpatient Facility and Surrey Memorial Hospital
critical care tower; expansions to the Victoria Royal Jubilee, Kelowna General and
Vernon Jubilee hospitals; the Northern Cancer Centre initiative which encompasses
construction of a new facility in Prince George and upgrades in other northern
communities; and replacement of the Fort St. John hospital.

e $2.3 billion for major transportation capital infrastructure including improvements
for the Pitt River Bridge, South Fraser perimeter road, and Sea-to-Sky Highway.
Provincial funding for the Richmond-Air Port-Vancouver rapid transit line
(Canada Line) is not included in the province’s capital spending, but is included in
the transportation investment plan (see Table 1.17).

e As the agreement has not been finalized, the fiscal implications of the Port Mann
Bridge/Highway 1 project, which will be funded by tolls, are not included in
Budget 2009. Construction costs are estimated to total $2.46 billion and with
financing charges the total could increase to over $3 billion (see the topic box at the
end of Part 1).

e $2.3 billion for power generation and transmission capital projects by BC Hydro,
BC Transmission Corporation and the Brilliant Expansion Power Corporation. These
projects are driven by the need for major overhauls to ageing infrastructure, and to
address reliability issues and increasing demand for power.

e $1.2 billion for the Vancouver Convention Centre Expansion and BC Place
rejuvenation projects.
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Table 1.18 Capital Expenditure Projects Greater Than $50 million "

Note: Information in bold type denotes changes from the second Quarterly Report.

Projected Total Costs  Projected Total Project Financing
Completion to Costs to Capital Internal/ Federal Other
($ millions) Date Dec. 31,2008 Complete Costs Debt  Government Contributions
Post secondary facilities
University of Victoria
—Science building ............iiiiiiiiiiiii e Spring 2009 63 4 67 57 - 10
University of British Columbia
— Marine Drive student housing ..............ccooviiiiiiiieinn, Spring 2009 87 16 103 103 - -
Vancouver Community College
— Broadway (King Edward) Campus expansion ................. Winter 2008 49 7 56 45 - 11
Total post-secondary facilities ..............cccooeeeviiiiiiiininnnn. 199 27 226 205 - 21
Health facilities
Abbotsford Regional Hospital and Cancer Centre
— Government direCt COSt .........ooeviviiiiiiiiii Summer 2008 12 14 26 26 - -
—P3CONIAC ....coiiiiiiiiiiiii i Summer 2008 441 8 449 378 - 71
Surrey Outpatient Facility
— Government direct Cost ...........coeeviiiiiiiiiiiie Spring 2011 6 61 67 67 - -
— P3 contract Spring 2011 34 138 172 172 - -
Victoria Royal Jubilee Hospital inpatient facility
— Government direct cost . Winter 2011 27 121 148 21 - 127
— P3 contract ....  Winter 2011 28 173 201 201 - -
Fort St. John Hospital replacement2.............c..cccovveveeennn. Winter 2011 2 299 301 203 - 98
Expansions to Kelowna General and Vernon Jubilee Hospitals
— Government direct cost Fall 2012 27 248 275 26 - 249
— P3 contract Fall 2012 1 147 158 158 - -
Northern Cancer Centre initiative 2 ... Winter 2012 - 100 100 100 - -
Surrey Memorial Hospital critical care tower?. . Winter 2014 - 517 517 497 - 20
Total health facilities 588 1,826 2,414 1,849 - 565
Transportation
Pitt RIVEr Bridge .......ovvvveeiiiiiiiiee e Winter 2009 159 39 198 108 90 -
Sea-to-Sky Highway
— Government direct COSt .........veevuiiiiiiiiiii, Fall 2009 196 38 234 234 - -
— P3 CONTACE ..eievii e Fall 2009 491 70 561 561 - -
William R. Bennett Bridge
—P3contract ........oiiii Spring 2008 3 181 4 185 185 - -
South Fraser Perimeter Road ....................ccccccoeeeeeni, Winter 2012 265 863 1,128 763 365 -
Total transportation ...............ccoeviiiiiiin, 1,292 1,014 2,306 1,851 455 -
Power generation and transmission
BC Hydro
— Mica Dam — generator stator replacement ..................... Summer 2009 71 26 97 97 - -
— Peace Canyon Dam — generator stator
replacement and rotor modification ...................co.oll Fall 2009 55 31 86 86 - -
— Coquitlam Dam seismic upgrade Fall 2008 65 1 66 66 - -
— Aberfeldie redevelopment Winter 2009 83 12 95 95 - -
— GM Shrum G1-G4 stator replacement Fall 2010 47 50 97 97 - -
— Peace Canyon G1-G4 turbine overhaul Fall 2009 31 24 55 55 - -
— Revelstoke Unit 5 generation®..................c.cocoeeennn.. Fall 2011 94 256 350 350 - -
— Cheakamus spillway gate reliability upgrade............... Fall 2011 13 59 72 72 - -
— Vancouver Island transmission reinforcement®................ Fall 2008 277 21 298 298 - -
— Mission and Matsqui transmission and distribution®.......... Winter 2009 52 4 56 56 - -
— Interior to Lower Mainland transmission line® Fall 2014 24 578 602 602 - -
— Central Vancouver Island transmission line®.... Fall 2010 3 91 94 94 - -
BC Transmission Corporation
— System control centre modernization Spring 2008 6 127 2 129 129 - -
Brilliant Expansion Power Corporation
— Brilliant Dam power expansion Fall 2008 228 7 235 235 - -
Total power generation and transmission 1,170 1,162 2,332 2,332 - -
Other
Vancouver Convention Centre expansion project......... ... Summer 2009 734 149 883 541 222 120
BC Place rejuvenation .............ccooeviiiiiiiiiiiiin Summer 2011 13 352 365 365 - -
Total Other .....ccoovviiiiei i 747 501 1,248 906 222 120

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. As the agreement has not been finalized, the fiscal implications of the
Port Mann Bridge/Highway 1 Project (which will be funded from tolls) are not included in Budget 2009 — see the topic box at the end of Part 1.

N

Figures shown are based on preliminary Treasury Board approvals. These amounts will change after P3 contracts are finalized.

©

The William R. Bennett Bridge was opened for traffic in May 2008. Decommissioning of the old bridge is forecast to be complete in March 2009.

Total costs for Revelstoke Unit 5 range from $280 million to $350 million with forecast completion in 2010/11 or 2011/12, depending on the project's final scope.
Assets are owned by BC Hydro and managed by BC Transmission Corporation.

The system control centre was substantially complete and put into service in March 2008.

o
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Provincial Debt

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.

Since peaking in 2003/04, government has made significant progress in reducing
taxpayer-supported debt, including the operating debt. Taxpayer-supported debt has
declined from $30.0 billion in 2003/04 to $27.7 billion by 2008/09. Operating debt has
been reduced by 59 per cent from a peak of $15.7 billion in 2003/04 to $6.4 billion

in 2008/09. These reductions allow government the flexibility to address the current
economic challenges, while keeping debt affordable.

Table 1.19 Provincial Debt Summary *?

2008/09 Budget

($ millions unless otherwise indicated) Revised Estimate Plan Plan

Budget Forecast  2009/10 2010/11 2011/12

Taxpayer-supported debt
Provincial government direct operating debt ............... 7,408 6,437 6,847 7,104 7,074
Other taxpayer-supported debt (mainly capital)

EdUcation 2...........oomiee e 8,755 8,692 9,216 9,624 9,972
HEAIth 2., 3,945 3,820 4,332 4,936 5,431
Highways and public transit ...............ccooiin, 6,916 6,814 7,612 8,232 8,804
Other ..o 717 1,929 2,206 2,496 2,797
Total other taxpayer-supported debt ........................... 20,333 21,255 23,366 25,288 27,004
Total taxpayer-supported debt ...........................cconin, 27,741 27,692 30,213 32,392 34,078
Self-supported commercial Crown corporations debt ..... 9,250 9,395 10,258 11,811 13,137
Warehouse borrowing program.............ccceuuuuieeereeennnnn, - 400 = - -
Total debt before forecast allowance ............................ 36,991 37,487 40,471 44,203 47,215
Forecast allowance ...................cccccccvvviiiiiiiiiiiiiiininn, 750 - = - -
Total provincialdebt ................................................ 37,741 37,487 40,471 44,203 47,215
Debt as a per cent of GDP
Provincial government direct operating ..................ccoeeene. 3.7% 3.2% 3.5% 3.4% 3.3%
Taxpayer-supported .........oooiiiiiii e 14.0% 13.8% 15.2% 15.7% 15.8%
Total provincial ..........cc.oooiiiiiii e 19.0% 18.7% 20.4% 21.4% 21.8%
Taxpayer-supported debt per capita ($) ......................... 6,248 6,320 6,795 7,186 7,458
Taxpayer-supported interest bite (cents per
dollarof revenue) ..............ccooiiiiiiii 4.5 4.3 4.3 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.
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Chart 1.17 Operating debt down from peak in 2003/04
$ billions

$15.7 Operating Debt declines
$15.4 rapidly due to large
operating surpluses

$13.

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12

Chart 1.18 Taxpayer-supported debt burden remains low
Taxpayer-supported debt to GDP ratio

20.6% 21.3%

15.7% 15.8%
15.2%

14.2%

13.8% 13.8%

r T T T T T T T T T T 1

01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12

Government operating debt is forecast to increase by $637 million over the next
three years mainly reflecting temporary deficits projected in 2009/10 and 2010/11.

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 2008/09, provincial debt is forecast to total $37.5 billion, $254 million below budget.
In 2009/10, provincial debt is forecast to increase $3.0 billion from the 2008/09
updated forecast to total $40.5 billion. The 2009/10 change reflects:

e a $2.5 billion increase in taxpayer-supported debt reflecting the temporary operating
deficit ($0.4 billion) and an increase in other taxpayer-supported debt mainly to
finance net capital requirements ($2.1 billion);

e an $863 million increase in commercial Crown corporation debt, mainly to fund
power generation and transmission capital projects by BC Hydro;
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partially offset by

e 2a $400 million decrease in the warehouse borrowing program as pre-borrowed
funds are used primarily to fund capital requirements.

Over the next two years, taxpayer-supported debt is forecast to increase by
$3.9 billion reflecting the $3.6 billion required to finance government’s investments
in infrastructure and the projected deficit in 2010/11.

Self-supported debt will increase $2.9 billion over 2010/11 and 2011/12, mainly
to fund power generation and transmission projects which will refurbish ageing
infrastructure and expand capacity to support the province’s economic growth.

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

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

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

Table 1.20 reconciles forecast surplus/deficit with changes in debt. In the updated
fiscal plan, debt rises due to the impact of capital spending in excess of amortization,
and higher commercial Crown corporation debt incurred for capital investments as
well as the projected deficits in 2009/10 and 2010/11.

Table 1.20 Reconciliation of Summary Results to Provincial Debt Changes

Revised Budget Plan Plan
($ millions) Forecast Estimate
2008/09 2009/10 2010/11 2011/12
Operating statement (surplus) deficit .......................... (50) 495 245 -
Taxpayer-supported capital spending ............ocooiviiiiiiiiii, 4,133 4,746 4,650 3,382
Increase (reduction) in cash and temporary investments .................. 77 (1,659) (760) 5
Amortization (non-cash expense included in the surplus) .................. (2,086) (1,795) (2,099) (2,225)
Net increase in commercial Crown corporations (mainly capital) ........ 1,747 463 1,553 1,326
Other balance sheet and working capital changes ........................... (961) 734 143 524
Total provincial debtincrease .........................ocoiiii 2,860 2,984 3,732 3,012

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.

Significant progress has been made in reducing the taxpayer supported debt burden
over the past six years. The taxpayer-supported debt to GDP ratio has declined from
21.3 per cent in 2002/03 to 13.8 per cent by 2008/09, a 35 per cent reduction. The
taxpayer-supported debt to GDP ratio is forecast to increase from 13.8 per cent in
2008/09 to 15.2 per cent in 2009/10 and to 15.8 per cent in 2011/12, due to both lower
GDP and increased infrastructure spending. The debt remains low, despite the global
economic downturn.

Taxpayer-supported interest costs continue to remain low, representing less than
5 cents per dollar of revenue in each year of the three year plan.
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Table 1.21 Provincial Financing

Debt ” Estimated Estimated
o eot 2008/09 Debt ' 2009/10 Transactions Debt '
utstanding Debt . !
at March 31 : Outstanding New Retirement Net Outstanding
($ millions) ’ Change at March 31, o, C at March 31,
2008 2009 Borrowing Provision Change 2010
Taxpayer-supported debt
Provincial government direct operating ...... 8,264 (1,827) 6,437 1,618 (1,208) 410 6,847
Education *........ccccoeoeiiiiiiiiieeeeee 8,220 472 8,692 908 (384) 524 9,216
Health .. ... 3,345 475 3,820 827 (315) 512 4,332
Highways and public transit .................... 6,082 732 6,814 1,052 (254) 798 7,612
Other debt ®......oviiiiiiiee e, 668 1,261 1,929 401 (124) 277 2,206
Total taxpayer-supported debt .............. 26,579 1,113 27,692 4,806 (2,285) 2,521 30,213
Self-supported commercial Crown
corporationsdebt ............................ 8,048 1,347 9,395 1,530 (667) 863 10,258
Warehouse borrowing program................ - 400 400 - (400) (400) -
Total self-supported debt....................... 8,048 1,747 9,795 1,530 (1,067) 463 10,258
Total provincial debt .............................. 34,627 2,860 37,487 6,336 (3,352) 2,984 40,471

' 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.

Table 1.21 summarizes the provincial financing plan for 2009/10. New borrowing of
$6.3 billion is anticipated, of which $3.3 billion will be used to replace maturing debt
and $3.0 billion will be used for capital and other financing requirements.

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

Risks to the Fiscal Plan

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

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

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

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

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

In addition, changes in accounting treatment or revised interpretations of
generally accepted accounting principles (GAAP) could have material impacts
on the bottom line.
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Table 1.22 summarizes the approximate effect of changes in some of the key variables
on the surplus. However, individual circumstances and inter-relationships between
the variables may cause the actual variances to be higher or lower than the estimates
shown in the table. For example, an increase in the US/Cdn dollar exchange rate may
be offset by higher commodity prices.

Table 1.22 Key Fiscal Sensitivities

Annual Fiscal Impact

Variable Increases of: ($ millions)
Nominal GDP ........cooviiiiiieeee e 1% $150 — $250
Lumber prices (US$/thousand board feet) ........ $50 $50 — $100
Natural gas prices (Cdn$/gigajoule) ................ $1 $275 - $325
US exchange rate (US cent/Cdn $) ................. 1 cent -$25 to -$40
Interestrates .......cccooiviiiiii 1 percentage point -$80
Debt oo $500 million -$18

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

Own Source Revenue

The main areas that may affect own source revenue forecasts are BC's overall
economic performance, the relative health of its major trading partners, 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 3: British Columbia Economic
Review and Outlook.

Revenues in British Columbia can also be 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. Changes in commodity prices such as natural
gas, or lumber may have a significant effect on natural resource revenues.

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, including federal health
transfers and cost-sharing agreements, including sharing the 2010 Olympic security
costs, could affect the revenue forecast.

In January 2009, the federal government announced an infrastructure stimulus package
as part of its 2009 budget. On a population basis, British Columbia’s share of this
package is approximately $1 billion. The province has identified a total of $2 billion

in new capital investments to maximize the cost sharing benefits of federal programs
and will work with the federal government over the coming weeks to finalize program
details. Capital and debt forecasts and related interest and amortization could be
impacted once negotiations on cost-sharing are finalized.

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

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 or agency 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 Services, Education and Advanced Education and Labour Market
Development based on broad policy assumptions and the funding for SUCH sector
organizations included in the respective ministry budgets. Allocations of funding to
individual agencies is being developed by ministries and will be communicated in the
coming weeks. Individual agency financial plans based on these funding decisions,
may, therefore, differ from the ministry developed sector plans included in the budget.

Health authorities and hospital societies have identified annual spending pressures of
approximately 3.5 per cent of the provincial funding provided to health organizations.
The Ministry of Health Services will continue to work with the health authorities to
manage these spending pressures.

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

The current public sector negotiating framework provides for a dividend to be
made available to employees if the projected surplus at March 31, 2010 is greater
than $150 million, to a maximum of $300 million. Given the forecasted deficit

in 2009/10, provision for a dividend payment is not included in the fiscal plan.
However, consistent with negotiated agreements, a dividend would be paid if the
required surplus is achieved in the Public Accounts for 2009/10.
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Many of the wage agreements reached in the last round of public sector negotiations
expire by the end of 2009/10. In response to the global economic forecast and
government’s fiscal position, the fiscal plan assumes no wage increases for 2010/11
and 2011/12. The Ministry of Health Services funding growth in 2010/11 and 2011/12
is maintained at approximately 6 per cent, as in previous years. This funding is
expected to accommodate wage increases within the current negotiating framework
and any labour market adjustments arising from the upcoming collective agreements.
Health sector bargaining is expected to be consistent with the mandate for the rest
of government.

Contingency Vote

A contingency vote of $385 million is included in 2009/10, decreasing to $300 million
in 2010/11 and $250 million in 2011/12.

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
values are impacted by external events or prices.

Table 1.23 Notional Allocations to Contingencies

($ millions) 2009/10 2010/11  2011/12
2010 Olympics — preliminary allocation of contingency amount .. 69 10

Subtotal notional allocations ........................c.co 69 10 -
Unallocated contingeNCies ............c..evveeiiniiiieiieiieieeeeinnns 316 290 250

Total contingencies ................ccooviiiiiiiiiiiiiii, 385 300 250

The contingency amounts provide $79 million for the remaining contingency that is
earmarked to help address cost uncertainties in areas related to staffing and hosting
the 2010 Winter Olympic and Paralympic Games (2010 Winter Games).

Budget 2008 provided $75 million for the Innovation and Integration Fund within the
Contingency vote ($50 million in 2008/09 and $25 million in 2009/10). Budget 2009
provides the $25 million funding for the Innovation and Integration Fund in 2009/10
in the Ministry of Health Services budget.

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.
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Budget 2009 protects and enhances funding for health, post secondary, and education,
in part by setting targets for administrative efficiencies across government. As these
efficiencies are implemented, government may reassess some efficiency targets to help
ensure that program delivery is protected, particularly in areas vulnerable to rapidly
changing economic circumstances

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 Aboriginal and
other British Columbians.

Treaties continue to be a primary objective for the province for achieving certainty
over land and resource ownership. The Tsawwassen Final Agreement received full
ratification by Canada in the federal Parliament on June 17, 2008, and the parties
expect the treaty will take effect in April 2009. The five Maa-nulth First Nations and
BC have ratified a treaty final agreement, which is awaiting ratification by Canada.
On November 20, 2008, the Yale First Nation signed an understanding with BC on
a final agreement. The First Nation and the federal government still need to resolve
issues concerning salmon fisheries before a final agreement can be reached.

In November 2008, BC finalized the first Incremental Treaty Agreement (ITA) in

the province with the Tla-o-qui-aht First Nation. The ITA will transfer Crown land

and other benefits to the First Nation in increments tied to milestones in the treaty
process, in exchange for accelerated treaty negotiations, commitments not to engage
in litigation with the province, and other provisions. Government continues to
negotiate treaties and incremental treaty agreements with First Nations, and the impact
of these agreements on the fiscal plan will depend on the outcome of negotiations
and ratification.

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 meeting planned construction schedules;

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;
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the successful negotiation/timing of cost-sharing agreements with the federal
government;

the application/interpretation of accounting treatments;

e the success of public-private sector partnership negotiations; and

building material costs and wage rates for 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, 2008 indicated a $487 million surplus. Contribution rate increases of
0.15 per cent for both members and employers were required effective April 1, 2009
to address a Pension Benefits Standards Act provision that imposes a minimum
funding requirement, and are included in the fiscal plan.

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,
and are included in the fiscal plan.

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, and are included in the fiscal plan

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, 2011 is expected to be received by March 31, 2012; 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.
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Pending Litigation

The spending plan for the Ministry of Attorney General contains provisions for
payments under the Crown Proceeding Act based on estimates of expected claims and
related costs of settlements likely to be incurred. 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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Presentation of Provincial Government Debt

Why does it matter that taxpayer supported debt
is increasing

After a downward trend over the past six years
the ratio of taxpayer supported debt to GDP

is set to increase in Budget 2009. This change
is significant because provincial government
debt represents an obligation passed on to
future generations.

Government reports on both the level of total
debt and the level of taxpayer-supported
debt. Generally speaking taxpayer-supported
debt is paid for out of government revenues
while total debt includes debt paid from
revenues generated from services provided
by crown corporations or agencies. For
many years taxpayer supported debt to GDP
has been the measure most often referred

to as an indicator of whether the level of
provincial debt is affordable. However this
measure of affordability does not provide
information about the debt’s purpose. For
example, government could borrow for
current operations and neglect borrowing

to support infrastructure. In both cases

the obligation to pay would fall to future
generations but it is generally accepted that
borrowing for investments with long lives

is more appropriate than borrowing to pay
for day-to-day operations since investments
provide benefits beyond one year. Over the
next two years, as the government introduces
deficit budgets, operating debt is expected to
increase.

When GDP is growing faster than taxpayer-
supported debt a decreasing portion of
government revenue raised from economic
activity is required to service debt obligations.
When GDP growth is less than the rate of
increase in borrowing a greater portion of
future tax revenue is required to repay those
debt obligations.

Sinking funds

Under the Budget Transparency and
Accountability Act government prepares it’s
budget and Public Accounts in accordance
with generally accepted accounting principles
which require the total amount of all
obligations to be disclosed. Sinking funds,
which are amounts set aside to retire both
taxpayer-supported and self-supported debt,
are presented separately. Since these amounts
have already been set aside to repay future
obligations when they become due, the net
amount of debt obligations less sinking fund
investments is the outstanding obligation that
must be funded from future tax revenue or
revenue raised through commercial activities.

Debt disclosure

The province currently reports information
about provincial debt in a number of different
documents. The budget documents provide
information about the provinces debt forecast.
Annual service plans and service plan reports
provide accountability targets and report on
results. The independently audited financial
statements, detailed debt summary and debt
statistics reports included in the annual
Public Accounts provide an accounting of the
province’s debt obligations at the end of each
fiscal year.

How classification of self-supported debt may
become inconsistent

Historically self-supported debt has been
described as the amount of provincial
borrowing that has been lent to commercial
government business enterprises. This

is unique to British Columbia as most
jurisdictions in Canada report debt net of
lending to commercial government business
enterprises.
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New types of business structures within

other crown corporations could also fund the
repayment of their debt through specifically
dedicated revenues raised outside the
government reporting entity. An example
would be a student residence paid for from
rent. Because these programs and projects
may not be structured as government business
enterprises, they would not be included under
the current definition of self supported debt.
This currently results in inconsistent treatment
of debt even though the nature of the debt is
the same.

Need for increased disclosure in notes

The types of debt obligations entered into by
the province have also become more varied as
the financial environment continues to change.
Both taxpayer-supported and self-supported
debt can include not only notes, bonds and
debentures but also mortgages, demand

loans, capital lease liabilities and obligations
under Public Private Partnership contracts.

It is important that debt information remains
informative in the context of these changing
structures.

Conclusion

To adapt and respond to the changing nature
of business, government is reviewing how
provincial debt is represented in all of its
financial reports. Options include moving to
gross debt reporting and refining the definition
of taxpayer-supported debt to consistently
segregate those debts supported from service
revenue. In reviewing the presentation of debt
in the financial reports of the province the
first consideration is retaining compliance with
the evolving principles of generally accepted
accounting principles, and the expectations
about the current and future materiality of

the debt information being disclosed. The
information requirements of the different user
groups who rely on the financial information
to support their decision making and the way
other governments in Canada report their

debt to ensure financial information remains
comparable are also considerations.
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The Port Mann Bridge / Highway 1 Project

The fiscal implications of the Port Mann/
Highway 1 Project, announced in

January 2009, are not included in the Budget
and Fiscal Plan. Based on continuing
negotiation, appropriate presentation can
only be determined when the agreement is
finalized.

The project includes widening Highway 1,
building a wider Port Mann Bridge, upgrading
interchanges and improving access and safety
on Highway 1 from the McGill interchange

in Vancouver to 216th Street in Langley, a
distance of approximately 37 kilometres.

The pre-design concept includes congestion
reduction measures such as high occupancy
vehicle lanes, transit and commercial

vehicle priority access to highway on-ramps,
improvements to the cycling network, and
the capability to accommodate future light
rail transit.

Construction costs are estimated to total
$2.46 billion. For presentation in financial
statements, generally accepted accounting
principles require the inclusion of interest
charges and project management costs which
could increase the total capital cost to over
$3 billion.

To achieve an opening date of 2013, initial
groundwork in preparation for construction
was initiated in October and is ongoing.

These expenditures, approximately $94 million
to the end of 2008/09, are currently being
managed by the province but will be fully
recovered through the terms of the concession
agreement. Total costs over the life of the
concession will include operating and
maintenance, rehabilitation, and interest.

Provincial financing is part of the ongoing
negotiation. While the accounting treatment
and financial statement presentation cannot
be finalized until the structure of the deal is
known on financial close, at an assumed total
capital cost of $3 billion, the project debt
would represent approximately 1.2 per cent
of GDP by 2014/15.

All costs will be recovered by tolls. The
announced toll is $3 each way for cars when
the bridge opens in 2013. Final terms and
conditions for project financing are anticipated
to be settled in early March. The government
retains control of the rate of the tolls as the
concessionaire cannot change the toll rate
without provincial approval.
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British Columbia’s Strong Foundation

In 2002, facing a forecast $4.4 billion deficit,
government undertook an ambitious strategy
to revitalize the provincial economy. Since that
time, the province has reduced its operating
debt by 40 per cent, benefited from increases
in investment in much of its resource sector,
and experienced an average 2.6 per cent
annual growth in real GDP per capita while
the Canadian average was 1.8 per cent.

Over the same period the unemployment rate
has fallen, averaging 4.6 per cent in 2008.

A balanced budget was achieved in 2004

and maintained for four consecutive budget
cycles. Operating debt has been reduced by
$7.4 billion over the last five years and the
province has the highest possible credit rating
of AAA with Moody’s Investor Services and
Standard & Poor’s.

Strong fiscal position restored

Surplus/Deficit ($millions)
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Source: Annual audited Public Accounts

Taxpayer-supported debt has decreased
from 21.3 per cent of GDP in 2002 to below
14 per cent by the end of 2008/09.

Today the province is once again facing
challenging times. The latest provincial
economic forecast indicates the economy is
expected to decline by 0.9 per cent in 2009
and in the last quarter of 2008, an estimated
13,700 jobs were lost. Since September 2008,
forecasted provincial revenues have decreased
by $6.6 billion over the next three years.

In 2002, government’s primary objectives
were to build confidence in the economy and
enable a stable, growing revenue base. Today
those same objectives remain the priority

for government. However, BC’s current base

economic and fiscal position is stronger now
than it was in 2002 and this will help to
mitigate the impact of the global economic
slowdown and ensure that British Columbia
manages through these turbulent economic
times.

Government’s investments over the last

seven years to build a framework that is
sustainable, flexible, and responsive have
created a strong British Columbia. Initiatives
such as the minimization of “red tape” and

a competitive tax environment for business;
reductions in personal income taxes; a

focus on resource development in an
environmentally sustainable manner; targeted
spending on education to ensure a skilled and
adaptable workforce; and a $31 billion capital
infrastructure program supporting both urban
and rural communities have all contributed

to the productive and prosperous standard of
living enjoyed by British Columbians today.

Tax and regulatory competitiveness

Since 2001, attracting business investment

to British Columbia to create and maintain
jobs has been a top priority for the province.
The major tools to achieve this include

a competitive tax system, streamlined
regulations and a highly educated and trained
workforce.

Significant changes have been made to the
provincial tax system resulting in a very
competitive tax regime in British Columbia
that has supported the province’s strong
economic performance over the last seven
years.

Since 2001, and including Budget 2009, the
government has introduced more than 120 tax
cuts which have benefited British Columbian
families, individuals, and businesses.

Personal income tax cuts put money back into
people’s pockets to spend, or invest, or pay
down debt. The tax changes have resulted in:

e personal income tax cuts of at least
37 per cent for most taxpayers with lower
income taxpayers receiving tax cuts of
70 per cent or more;
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e an additional 250,000 people coming off the
tax rolls;

e the lowest provincial personal income taxes
on up to $116,000 in earnings; and

e the second lowest top marginal tax rate of
all of the provinces.

The government has also provided tax relief
by extending, enhancing, expanding and
introducing new tax credit programs over the
past seven years. New programs include tax
credits for new media, book publishing and
apprenticeship training.

Personal income tax reductions since 2001

$4,468
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45%
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$2,466
78%
100% $795 reduction
reduction
71 $177
$ $0 —
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The reduction in the corporate income tax rate
to 10 per cent, combined with the federal tax
rate cuts that will take effect in 2012, means
that British Columbia businesses will enjoy

the lowest corporate income tax rate in the
G7 by 2012.

Tax reductions that have specifically targeted
business since 2001 include:

e reductions in the general corporate income
tax rate from 16.5 per cent to 11 per cent
with further reductions to 10.5 per cent
on January 1, 2010 and to 10 per cent on
January 1, 2011;

e reductions in the small business corporate
income tax rate from 4.5 per cent to
2.5 per cent and an increase in the small
business corporate income tax threshold to
$400,000 from $200,000;

e climination of the corporation capital tax;

e provincial sales tax exemptions for
production machinery and equipment; and

Corporate tax reductions since 2001

(per cent of taxable income)

16.5

02001 O After Budget 2009
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* Effective 2011

e significant reductions in school property
taxes for light and major industrial
properties.

Deregulation

The government continues to focus on
ensuring a modern, efficient and effective
regulatory system that promotes innovation
and economic opportunity while protecting
public health, safety, and the environment.

Since implementation of British Columbia’s
groundbreaking regulatory reform initiative
in 2001, the government has reduced its
regulatory burden by more than 42 per cent.

Regulatory Requirements and Results to December 31, 2008

Requirement Net Change Requirement

Ministry ' as of June as of Dec-31- as of Dec-31-
2004 2008 2008
Number of Regulations

Aboriginal Relations and Reconciliation ............ 61 - 61
Advanced Education and Labour Market

Development .................ooiiii, 4,818 (672) 4,146
Agriculture and Lands . 6,438 (142) 6,296
Attorney General .................. 4,851 47 4,898
Children and Family Development .. 8,597 (275) 8,322
Community Development ............c.cccceiieieennn 8,916 (1,097) 7,819
Education ... 17,607 (3,316) 14,291
Energy, Mines and Petroleum Resources ......... 11,448 (388) 11,060
Environment ... 14,629 (923) 13,706
Finance ... 47,346 (3,759) 43,587
Forests and Range . 8,954 (926) 8,028
Health Services ......... 4,789 (99) 4,690
Healthy Living and Sports ...... 2,955 (73) 2,882
Housing and Social Development 11,548 (120) 11,428
Labour and Citizens' Services ........................ 29,703 (2,994) 26,709
Premier's Office — Intergovernmental Relations . 9 - 9
Public Safety and Solicitor General ................. 10,887 (702) 10,185
Small Business, Technology and Economic

Competitiveness ..........cccovveiiiiiiiiiiiiennnnns 14,420 (297) 14,123
Tourism, Culture and the Arts ..............cccoeene. 7,089 (4,174) 2,915
Transportation and Infrastructure 13,769 (152) 13,617

Total government 228,834 (20,062) 208,772

1 The distribution of the count across ministries was affected by the re-alignment of responsibilities
completed in July 2008.

2 The baseline regulatory count, June 2004, reflects corrections to the baseline count reported in
Budget 2007 .
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Infrastructure

Since 2001, the province has invested

$31 billion in capital projects in all sectors
and across the province. This includes

$22.8 billion in investments in the education,
health and transportation sectors, government
ministries and other service delivery agencies,
and a further $8.2 billion in investments by
commercial Crown corporations, primarily
BC Hydro.

Infrastructure investments of $31 billion
since 2001
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Multi-year transportation investments in rail,
road and port infrastructure have opened up
the province to emerging global markets. The
Prince Rupert Container Terminal, announced
in 2007, established British Columbia as

the closest container shipping port to Asian
markets and shortened product movement
times by one to two days. Improvements to
the Trans-Canada Highway in the Kicking
Horse Canyon are providing a safer and

more efficient journey for all travelers, and

a competitive corridor for the east-west
movement of goods to ports and southern
routes. The William R. Bennett Bridge, opened
in May 2008, plays a pivotal role in growing
the Okanagan’s signature tourism industry.

Critical capital investments in health and
education have also been made in response
to the changing demographics of both the
population and workforce. The 300-bed
Abbotsford Regional Hospital, opened in
September 2008, is the first cancer centre

in Western Canada to be integrated into

a hospital from the ground up. In 2000,
Simon Fraser University’s new campus in
Surrey was opened, giving students in BC’s

fastest-growing region access to a world-class
university. SFU Surrey is expected to enroll the
equivalent of 2,500 full-time students by 2010.

In 2002, government committed to increase
the role of the private sector in the delivery
of public infrastructure with the intention

of minimizing costs and risks to taxpayers.
By 2007, public-private partnerships (P3)
became the base case for capital investment
decisions over $20 million. Phase 2 of

the Kicking Horse Pass project, the new
floating bridge over Okanagan Lake, and

the nearly completed Sea-to-Sky Highway
improvements have, to date, all been
delivered on budget and ahead of schedule
through P3 arrangements with internationally
supported consortiums. Two major elements
of the Gateway Project, the South Fraser
Perimeter Road and the Port Mann Bridge
are also expected to be delivered through P3
arrangements.

Public-private partnerships have also been
used to deliver health projects such as the
Surrey Outpatient Facility, Abbotsford Regional
Hospital and Cancer Centre, Fort St. John
Hospital replacement, Victoria Royal Jubilee
Hospital inpatient facility, and expansions

to the Kelowna General and Vernon Jubilee
Hospitals.

Key Sector Strategies
Forestry

British Columbia’s forest industry continues

to be challenged by a slumping US housing
market, low lumber prices and the devastating
mountain pine beetle epidemic. Since 2002,
the province has championed a number of
policies and legislative changes to improve the
market responsiveness and competitiveness

of British Columbia’s forest sector.

Under the 2003 Forestry Revitalization Plan,
new auction based Market Pricing Systems
were introduced to more accurately respond
to changes in the market. As well, through

a province wide timber reallocation process,
new forest sector opportunities have been
provided to market loggers, First Nations and
for new community forests and woodlots.
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Forestry agreements have been provided
to over 150 First Nations, and over 50
communities have benefited from new or
expanded community forest agreements.

The performance-based criteria of the
Forest and Range Practices Act encourages
innovation while still maintaining high
environmental standards.

Over the next years the government will
continue its focus on revitalizing this key
industry. Government will work to strengthen
existing policies and develop strategies

to increase the existing market for wood
products as well as capture new wood
markets such as China. British Columbia
exported 308 million board feet of lumber
to China in 2007 and exceeded that amount
in the first nine months of 2008. As well,
the province is looking to take advantage
of emerging new sectors such as wood
bioenergy.

Amendments to BC’s building code effective
April 2009 will raise the limit on wood frame
construction to six storeys. In addition, several
2010 Olympic venues and the Vancouver
Convention and Exhibition Centre have used a
significant amount of wood in their structures.

For displaced forestry workers, the Community
Development Trust is supporting transition to
new careers or bridge to retirement.

Oil and Gas

In 2008, oil and gas land right sales hit a
record high of $2.7 billion demonstrating
continued optimism about the future of BC’s
oil and gas sector. Since 2001, provincial
natural gas reserves as a share of Canadian
reserves have increased from 15 per cent

to 22 per cent, and BC’s share of capital
investment has increased from 10 per cent
to 15 per cent.

While current prices for oil and gas have
fallen recently, strong investor confidence

in BC’s resources and its fiscal and regulatory
environment are expected to support the
industry through this period of low prices.

Oil and gas

BC activity as a percentage of total Canadian activity
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Policies supporting the development
potential of the province’s abundant natural
gas resources in a competitive global
market have focused on resource access,
regulatory streamlining, and a responsive
royalty structure. The Infrastructure Royalty
Credit Program encourages exploration and
development in under-explored areas by
providing infrastructure royalty credits to
offset access road and pipeline costs.

The government continues to encourage
active investment in the oil and gas sector
through a flexible and timely royalty regime.
As exploration has become more technically
complex, royalty programs that encourage
shale gas development, enhanced oil recovery,
deep wells, and exploration in remote and
under-explored areas have been introduced.

Mining

Since 2002, exploration expenditures have
increased from a low of $29 million in 2001
to nearly $367 million in 2008 — the second
highest total ever for exploration spending
in the province. Over a similar time period,

Mineral exploration
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BC’s share of Canadian mineral exploration
investment in BC has increased to 15 per cent
from approximately 7 per cent.

Government’s changes to the tax and
regulatory systems, combined with
appreciating commodity values, improved
land use certainty, and proactive First Nations
consultation, have been critical to the
reemergence of the mining sector in BC.

Tax incentives include the BC Mining
Flow-Through Share tax credit which, in
combination with a similar federal tax credit,
reduces the cost of a $1,000 investment to
about $383. The Mining Exploration tax credit
available for 20 per cent of eligible mineral
exploration expenses was increased to

30 per cent in Mountain Pine Beetle affected
areas in Budget 2007.

Land access remains a critical requirement
for investor confidence. Policies implemented
since 2001 have increased certainty for access
to land and resource development for industry
and investors. Several land use plans have
been approved in recent years such as the
Sea-to-Sky and Mid and North Coast plans
and the Mining Resource Revenue Sharing
program, a sector specific benefit, has been
established under the New Relationship
agreement with First Nations.

High-Tech and Research

Since 2001, BC has pursued its vision to
establish the province as one of the top ten
high-tech centres in the world. The strategy
focused on improving both the personal and
corporate income tax systems to create a
competitive environment for the high-tech
sector and building a knowledge-based
economy through targeted investments in
research and education.

Many of the personal and corporate income
tax cuts implemented since 2001 have directly
benefited the high-tech sector, an industry
which attracts highly skilled workers and
entrepreneurs.

Provincial investment in research and
innovation has been considerable,
with $1.7 billion invested since 2001.
These investments included:

* $350 million invested through the
BC Knowledge Development Fund to
enable key research institutions to undertake
leading edge research and attract world
renowned scientists.

e $244 million provided to the Michael Smith
Foundation for Health Research for cancer
research.

e $152 million invested in Genome BC to
support its investments in and management
of large-scale research projects in areas
such as health, forestry, agriculture and the
environment.

e $134 million invested in the UBC Life
Sciences Centre, the UVIC Medical Sciences
Building, and UNBC’s Dr Donald Rix
Northern Health Sciences Centre, doubling
the capacity available for first-year student
doctors.

e $56 million for the Leading Edge
Endowment Fund (LEEF) to conduct
research on a variety of diverse issues
from addiction and mental illness to early
childhood development, marine ecosystems,
and sport technology.

e $41 million for the World Centre for Digital
Media Education. The Centre is training
home-grown experts in digital media, a
$2.3 billion industry in BC that employs
16,000 people.

Tourism

In 2002, the government committed to
doubling tourism’s contribution to BC'’s
economy by 2015 and a corresponding effort
was undertaken to streamline access to Crown
land, encourage expansion of the cruise ship
industry, and secure the 2010 Olympic and
Paralympic Winter Games.
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A number of initiatives since 2002 have
strengthened this pledge including the

BC Resort Strategy and Tourism Action Plan.
To date the province has seen $1.044 billion in
increased investments in resort expansion and
development which, in turn, has contributed
to the 35 per cent growth in tourism revenue
since 2002.

Film and Television

British Columbia’s scenic beauty, expertise

in digital animation and visual effects, and
competitive tax credits has made the province
an attractive location for film production.

The film and television industry currently
adds approximately $1 billion annually to the
provincial economy and provides about 20,000
direct and 15,000 indirect jobs. Since 2001,
the province has increased the basic film tax
credit rate to 35 per cent from 20 per cent for
domestic film productions and to 25 per cent
from 11 per cent for foreign film productions.

Agriculture

Under the five-year provincial-federal
Agricultural Policy Framework Agreement,
which ran from 2003 to 2008, over

$500 million was provided to British
Columbia’s agri-food industry. Among the
programs put into place were production
insurance and farm income stabilization.

Capitalizing on the positive momentum
generated by the original agreement, the
province is preparing to enter into a new
agreement with the federal government, the
“Growing Forward Agreement on Agriculture,
Agri-Food and Agri-Based Products”. Funding
will support programs that focus on key
results in the areas of competitiveness and
innovation, environmental and food safety
priorities, and proactive risk management.

Housing

British Columbia continues to be a desirable
place to live and has attracted substantial
investment in the housing sector over the past
six years. This increased investment has, in
some cases, resulted in financial challenges

for British Columbians, whether for access
to housing or managing sharp increases in
existing housing costs.

Since 2001, the government has constructed
12,838 units of subsidized housing and 2,687
additional units are in a development stage.
Rental assistance has been made available to
elderly seniors and low-income families that
earn less than $35,000. To further support
seniors, the province has increased the total
supply of supportive housing by more than
threefold to 4,400 units today.

For existing homeowners, the government has
provided tax relief for first time home buyers,
making it easier for them to buy a home

by increasing the exemption threshold and
removing the 70 per cent financing eligibility
requirement for the exemption from property
transfer tax.

A number of additional changes also provide
tax relief for homeowners including:

e increasing the home owner grant by $100;

e setting the home owner grant reduction
threshold to ensure more than 95 per cent
of homeowners receive the grant each year;

e extending the additional home owner grant
to eligible low income homeowners with
high valued homes;

e reducing the age to 55 from 60 for deferring
property taxes; and

e providing a temporary two-year property
tax deferment program for people facing
financial hardship.

As part of its continued commitment

to breaking the cycle of homelessness,

the province has acquired 45 properties
throughout BC and preserved 2,030 units

of housing for low-income individuals and
families. Budget 2008 provided $30 million
annually to be directed primarily towards
outreach teams and operating the Emergency
Shelter Program as interim assistance until
users can be connected with more permanent
supportive housing.
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Sustainable Environmental Policies

The government places a high priority

on encouraging a thriving private sector
economy that creates high-paying jobs while
maintaining high environmental standards.
A focus on results based regulation has
created an environment that supports
sustainable resource management.

Streamlined approval processes under

the Environmental Assessment Act and
Environmental Management Act have
removed impediments to businesses and
more appropriate penalties and incentives
have been put in place to ensure improved
compliance and accountability.

In recent years the Environmental Assessment
Office has focused extensively on improving
timeliness and providing certainty of process
to all interested parties. The province and
federal government have recently signed

an agreement that commits to developing
joint work plans to strengthen the delivery

of cooperative environmental assessments in
British Columbia.

Climate Action Plan

In 2008 government made a commitment to
become carbon neutral by 2010 and to reduce
BC’s greenhouse gas (GHG) emissions by one-
third by 2020 and by 80 per cent by 2050. This
commitment was entrenched in legislation

and Budget 2008 committed over $1 billion
towards these goals.

With the worldwide market for clean energy
technologies valued at an estimated $1 trillion
by 2030, the Climate Action Plan positions BC
to support new innovation.

Investments under this Plan include a

$95 million endowment to create the Pacific
Institute for Climate Solutions which brings
together universities, government and the
private sector to facilitate cutting-edge
solutions; a $25 million Innovative Clean
Energy (ICE) Fund, designed to help make BC
a leader in global alternative technologies; and
a $25 million Bioenergy Network to encourage

research and development in areas such as
wood-waste cogeneration, biofuel production
and wood pellet production.

The Pacific Carbon Trust, the crown agency
mandated to assist the government in
delivering on its GHG targets is on track to
meet government’s carbon offset requirements.
Negotiations are underway to secure the
required 35,000 tonnes of offsets needed
through an open, competitive tender call with
private-sector suppliers.

Educational Excellence

In 2001, the government noted that a
fundamental requirement for economic
prosperity was a high quality, relevant
education system that was sensitive to the
changing requirements of both industry and
students.

Quality education begins in the kindergarten
to Grade 12 education system in British
Columbia, a fact supported by BC students
consistently scoring well on standardized
international foundation skills tests. The
province continues to increase per student
funding as it has every year since 2001.

K-12 spending has increased 28% since 2001
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Investments in post-secondary education
have increased and are focused on providing
individuals with the education, training,

and skills required to be productive and
competitive in today as well as tomorrow’s
economy.
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Since 2001, government has supported:

® 30,700 new student spaces (including
Industry Training Authority spaces);

e the creation of seven new public degree
granting institutions at existing college
campuses providing more choices, and
better access, closer to home for students
and their families;

® 248 new degrees offered to create greater
choice and flexibility for students at a wider
range of institutions; and

e increased seats in key areas such as nursing,
physician training, physiotherapy, graduate
programs and skilled trades to address
workforce shortages.

Post secondary spending has increased 53%
since 2001
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Lifestyle

British Columbia has long been recognized

as one of the best places in the world to live,
work, and invest. Studies indicate that quality
of life influences people’s decisions about
where to locate, whether it is to set up a new
business, go to school, or immigrate from
another province or country. Only Ontario
has had a higher rate of new immigrants since
2001.

Quuality of life includes health care
considerations. The province remains
committed to providing a high quality health
care system in an era where the population is
living much longer and expecting much more.

Moving Forward

In 2001, the government initiated a strategy
to grow and build the province. Competitive
tax policies, a proactive regulatory regime,
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Health spending has increased 49% since 2001
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a highly educated, adaptive and well-skilled
work force, and targeted sector strategies have
provided a platform for economic growth and
prosperity.

Notwithstanding the prudent fiscal
management in place since 2001, the
government will run an operating deficit

in the next two years as it deals with the
extraordinary economic circumstances it faces.
In keeping with its record of fiscal discipline,
the government will ensure protection of
health and education funding.

The short term focus of Budget 2009 is
twofold. Immediate additional investments

in infrastructure projects across the province
will provide employment opportunities

and stability for families and businesses.
Concurrently, the government will reduce its
own expenses extensively, particularly in areas
of administrative spending.

A number of measures that will result in
employment opportunities, support families,
and encourage economic growth in all regions
of the province are underway.

e The capital plan includes $10.6 billion of
capital spending over the next three years
for construction projects including the South
Fraser Perimeter Road pre-load, the Cariboo
Connector, and various transit initiatives
including the Evergreen Line as well as the
new Fort St. John hospital and expansions
to Kelowna General and Vernon Jubilee
hospitals.
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e Over the next three years, an additional
$2 billion of approved capital infrastructure
spending will be accelerated.

e Since the end of October 2008, the province

has committed to accelerate $401 million
in capital investments from within the
capital plan. Projects include highway
improvements; upgrades and maintenance
of rural resource roads; and additional
housing for the homeless.

Continued investments in infrastructure

($ millions) 1155
7,500 6,945 i

720
5,951 885
$2 billion in accelerated 5,924
6,000 i projects — =0

4,500

6,435

3,000 5,89 6,060 8
o 4964 5,584

3,958 '

1,500

Source: 2008 British Columbia Financial and Economic Review — Capital Spending
Forecasted 2008/09 to 2011/12

Through a restructuring of current
provincial/local funding arrangements, an
additional $151 million in grants will be
provided to local governments in 2008/09
providing immediate strategic investment
opportunities for communities.

e The Industry Training Authority will provide

an additional 2,000 apprenticeship training
spaces in 2009/10 to accommodate the

changing skill requirements of the provincial

workforce.

The long term focus continues to be keeping

British Columbia an attractive place to live and
invest where multiple opportunities for growth
and prosperity exist. Maintaining a competitive

climate and encouraging the development
of new markets will be critical factors. The
province will continue taking advantage of
key assets for success including:

e a strong economic and fiscal position;

e a diverse modern economy with abundant
natural resources;
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e a skilled, well educated, and adaptable
workforce;

e a positive relationship with the Asia-Pacific
economies, including BC’s strategic location
on the West Coast; and

e being a destination of choice for tourists,
investors, and newcomers searching for
the superior lifestyle enjoyed by British
Columbians today.

To position British Columbia for the future,
the province will continue to seek out
opportunities in the following areas:

e Green energy, including the use of biofuels
and encouraging the development of
alternative energy sources, will be a priority
as the government makes every effort to
achieve its goal of electricity self-sufficiency
by 2016. The LiveSmart BC Energy Incentive
Program, the Innovative Clean Energy Fund,
and the Bioenergy Network support this
direction.

e Capitalize on the enhanced provincial
exposure to out-of-province visitors and the
world at-large from the 2010 Olympic and
Paralympic Winter Games to better position
British Columbia to further market itself as a
tourism destination and international sport
event locale.

e Expand the province’s opportunities as
an International Finance Centre through
proactive policy, tax and investment
regulations, including incentives to pursue
the commercialization of intellectual
property in the form of eligible patents such
as those related to water treatment and fuel
cell technology.

e Expand relationships with the province’s
Asia-Pacific trade partners to maximize
the economic benefits of the provincial
investment in the Pacific Gateway Strategy
which includes, amongst others, the
Gateway Project (Pitt River Bridge, South
Fraser Perimeter Road, Port Mann Bridge),
the expansion of the Prince Rupert shipping
terminal, and the Provincial Nominee
Program.
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Consistent with its strong record of fiscal
management, government plans to balance
the budget by 2011/12. This will be done by
seeking further public sector efficiencies and
administrative savings.

Core public services will be maintained,
administrative spending will be kept to

a minimum and ongoing monitoring and
updating of the revenue and expenditure
outlook will provide the ability to take
corrective action as necessary.

Conclusion

The government is committed to following the
same principles of strong fiscal management,
protecting key government services, and
building a strong competitive economy
which have been the foundation of provincial
financial performance since 2002. With a
well-built framework for economic success

in place, the government is confident that

it can weather the economic downturn,
achieve an operating surplus by 2011/12, and
maintain BC’s ability to maximize its future
opportunities for growth.
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Part 2: TAX MEASURES

Table 2.1 Summary of Tax Measures

Taxpayer Impacts

Effective Date 2009/10  2010/11
October 22 and November 1, 2008 Measures ' ($ millions)
Income Tax Act
» Reduce personal income tax rates for the first two tax brackets by 3 per cent
each effective January 1, 2008 2 ... ... January 1, 2008 * *
» Reduce small business corporate income tax rate to 2.5 per cent from

3.5 per cent effective December 1, 2008 ..........cccoiiiiiiii December 1, 2008 (83) (71)

Land Tax Deferment Act

+ Introduce temporary financial hardship property tax deferment program .......... 2009 tax year * *
Social Service Tax Act and Hotel Room Tax Act

* Increase commission paid to business for provincial sales tax and

hotel room tax collection and remittance ..o November 1, 2008 (25) (25)
School Act

» Provide an Industrial Property Tax Credit of 50 per cent of provincial school

property tax payable by major industrial (class 4) and light industrial (class 5)

PIOPEIHIES ...ttt e 2009 tax year (50) (52)
Subtotal October 22 and November 1, 2008 Measures ..................cccevvuvnenn.. 158 148
Budget 2009 Measures
Income Tax Act

* Reduce the dividend tax credit for ordinary dividends .................ccooiiiiians January 1, 2010 8 32
» Exclude income from Registered Disability Savings Plans for the calculation of
eligibility for BC Sales Tax Credit and Medical Services Plan premium
ASSISIANCE i various * *
» Extend BC Mining Flow-through Share Tax Credit to December 31, 2009 ........ January 1, 2009 * *
* Reduce general corporate income tax rate from 11 per cent to 10.5 per cent
effective January 1, 2010 and to 10 per cent effective January 1, 2011 ........... January 1, 2010 (6) (75)
* Remove expiry dates for film tax credits ... various * (21)
+ Expand eligibility for Film Incentive BC tax credit ..............ccooviiviiiiiiiiininne. January 1, 2009 * *
Corporation Capital Tax Act
+ Clarify corporation capital tax base ..............ccoooviiiiiiiii October 1, 2006 * *
International Financial Activity Act
* Relax 90 day amalgamation notificationrule ..................oooiiiiiiiiiii s Royal Assent * *
» Expand the list of prescribed patents to include wastewater treatment
and fuel cell teChnOlOgY ........ciiiei e April 1, 2009 * *
+ Clarify meaning of non-resident person .............coocoviiiiiiiiiiii September 1, 2004 * *
* Initiate program reVIEW .............iiiiii i February 17, 2009 * *
Logging Tax Act
» Provide partial remission of logging tax to reflect lower small business
corporate iNComMeE tax rate ........oiiiiiiii e January 1, 2009 * *
Social Service Tax Act
» Extend exemption for ENERGY STAR® qualified residential heating
equIpmMEent t0 2011 2. . e February 18, 2009 (3) (3)
» Extend exemption for ENERGY STAR qualified windows, doors
and skylights t0 2011 ... February 18, 2009 (2) (2)

1 Measures announced as part of the October 22, 2008 economic plan and November 1, 2008 announcement.

2 The cost of this measure is accounted for in fiscal 2008/09.

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

by the United States Environmental Protection Agency.

* Denotes measures that have no material impact on the status quo revenue forecast for provincial revenues.
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Table 2.1 Summary of Tax Measures — Continued

Taxpayer Impacts

Effective Date 2009/10  2010/11

($ millions)
Social Service Tax Act — Continued
« Extend exemption for energy efficient residential gas-fired water heaters
B0 20T o s February 18, 2009 * (3)
» Provide exemption for energy efficient commercial boilers to 2011 ................. February 18, 2009 * *
» Provide exemption for devices which reduce idling by commercial
VEhICIES 10 2012 .o February 18, 2009 (1) (1)
» Expand exemption for aerodynamic devices for commercial vehicles .............. February 18, 2009 * *
* Provide exemption for equipment to produce energy from ocean currents,
HAES ANA WAVES ... e February 18, 2009 * *
» Clarify and expand exemption for production machinery and equipment .......... various 9) 9)
» Provide additional exemptions for bona fide farmers ...................ccceeiiinnn.. February 18, 2009 * *
» Clarify and expand exemption for prescription drugs and vaccines ................. February 18, 2009 * *
» Clarify the concept of "at another person's expense” ..............cccceeviiiiininnnn.. January 1, 2000 * *
Motor Fuel Tax Act
» Classify and exempt hydrogen as an alternative motor fuel when purchased
foruseinfuel cell VENICIES ..........oeiiinii e February 18, 2009 * *
Tobacco Tax Act
* Increase tobacco tax rate from $35.80 to $37 per carton of 200 cigarettes ....... February 18, 2009 22 22
Home Owner Grant Act
* Maintain home owner grant phase-out threshold at 2008 level ....................... 2009 tax year * *
School Act
» Set provincial residential school property tax rates ................ooocoiiini. 2009 tax year * *
» Set provincial non-residential school property tax rates ..................ccooeienin. 2009 tax year * *
Taxation (Rural Area) Act
» Set provincial rural area property tax rates ...........cocoiiiiiiiiiiiii 2009 tax year * *
Subtotal Budget 2009 MEASUIES .................cccuueeeeiieeeieeeeeieee e 9 (60)
TOtal ..o (149) (208)

* Denotes measures that have no material impact on the status quo revenue forecast for provincial revenues.

Tax Measures — Supplementary Information
For more details on tax changes see: www.sbr.gov.bc.ca/msbr/budget/budget.htm

October 22 and November 1,2008 Measures
Income Tax Act
Personal Income Tax Rates Reduced

As announced on October 22, 2008, the 3 per cent reduction in the rates for the
two lowest income tax brackets that was legislated to take effect January 1, 2009
is made retroactive to January 1, 2008. Combined with the 2 per cent reduction
in Budget 2008, this provides a $211 million reduction in 2008 taxes for British
Columbians to help stimulate the economy. Taxpayers will see the benefit of the
3 per cent reduction when they file their 2008 tax returns.

Budget and Fiscal Plan — 2009/10 to 2011/12
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Table 2.2 British Columbia Personal Income Tax Cut — Impact on Taxpayers *
Reduction in tax for 2008

2008 BC tax 2 per cent 3 per cent Percentage
Taxable Income before tax cuts tax cut 2 tax cut ® Total reduction change in tax
$20,000 $233 $11 $17 $28 12%
$30,000 $1,015 $20 $35 $55 5%
$40,000 $1,654 $34 $56 $90 5%
$50,000 $2,455 $51 $83 $134 5%
$60,000 $3,270 $68 $111 $179 5%
$70,000 $4,085 $85 $139 $224 5%
$80,000 $5,134 $85 $139 $224 4%
$100,000 $7,642 $85 $139 $224 3%
$120,000 $10,582 $85 $139 $224 2%
$150,000 $14,992 $85 $139 $224 1%

' Calculated for a single taxpayer with wage income and claiming basic credits.
2 Announced in Budget 2008.
% Announced on October 22, 2008.

Small Business Corporate Income Tax Rate Reduced

As announced on October 22, 2008, effective December 1, 2008, the small business
corporate income tax rate is reduced from 3.5 per cent to 2.5 per cent. The small
business corporate income tax rate had been reduced from 4.5 per cent to 3.5 per cent
on July 1, 2008 and a further reduction to 2.5 per cent was planned by 2011. The
accelerated tax rate reduction means a 44 per cent tax cut for small business in 2008.

Land Tax Deferment Act
Temporary Property Tax Deferment Program Introduced

As announced on November 1, 2008, effective for the 2009 and 2010 taxation years,
a temporary property tax deferment program is introduced to allow homeowners
who are experiencing financial hardship due to current economic conditions, and
who have at least 15 per cent equity in their home, to defer their property taxes.
Homeowners do not have to repay the taxes until their home is sold or transferred
other than to a surviving spouse, but may repay the deferred taxes earlier if they
choose.

Social Service Tax Act and Hotel Room Tax Act
Commission Rates Increased

As announced on October 22, 2008, effective for the November 2008 tax returns,

the allowances paid to businesses for collecting and forwarding provincial sales tax
and hotel room tax to the province is doubled. For amounts of tax collected above
$333.33 per reporting period, the commission is now 0.6 per cent of the tax collected
to a maximum of $198 per reporting period up from 3.3 per cent of tax collected to
a maximum of $99 per reporting period.

Table 2.3 Commission Rates

Amount of tax collected for each reporting period Commission amount
$0 - $22 Equal to tax collected
$22.01 - $333.33 $22
More than $333.33 6.6% of tax collected to a maximum of $198

Budget and Fiscal Plan— 2009/10 to 2011/12
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School Act
Industrial Property Tax Credit Introduced

As announced on October 22, 2008, effective for the 2009 and subsequent taxation
years, an Industrial Property Tax Credit is introduced to reduce provincial school
property tax on major industrial (class 4) and light industrial (class 5) properties
by 50 per cent. The Industrial Property Tax Credit applies to British Columbia
manufacturing, mining, forestry and other major and light industries.

Budget 2009 Measures

Income Tax Act
Dividend Tax Credit Rate Reduced

Effective January 1, 2010, the provincial personal income tax dividend tax credit

rate applicable to ordinary dividends is reduced to 3.4 per cent from 4.2 per cent.
This change maintains integration between the personal and corporate income taxes
as a result of the December 1, 2008 reduction in the small business corporate income
tax rate to 2.5 per cent from 3.5 per cent.

Income from Registered Disability Savings Plans (RDSP) Excluded from Benefit
Calculation

Effective January 1, 2009, income from an RDSP is excluded from income for purposes
of determining eligibility for the BC Sales Tax Credit. This income will also be
excluded for purposes of Medical Services Plan premium assistance eligibility.

BC Mining Flow-Through Share Tax Credit Extended

As announced on December 5, 2008, the BC Mining Flow-Through Share Tax Credit
is extended to the end of 2009.

General Corporate Income Tax Rate Reduced

As proposed in the 2008 Revenue Neutral Carbon Tax Plan, the general corporate
income tax rate is reduced from 11 per cent to 10.5 per cent effective January 1, 2010
and to 10 per cent effective January 1, 2011.

Film Tax Credits Expiry Dates Removed

Expiry dates for the film tax credits are removed. The additional basic tax credit rates
of 5 per cent for the Film Incentive BC and 7 per cent for the Production Services
Tax Credit were legislated to expire in 2009. The basic, additional, regional, distant
location, film training and digital animation and visual effects tax credits for the Film
Incentive BC and Production Services Tax Credit were legislated to expire in 2013.

Film Incentive BC Eligibility Expanded

As announced on December 18, 2008, the requirement that a corporation be
BC-controlled to be eligible for the Film Incentive BC tax credit is removed for
productions with principal photography starting on or after January 1, 20009.
This will allow Canadian-controlled eligible production corporations to qualify.
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Corporation Capital Tax Act
Corporation Capital Tax Base Clarified
Effective for taxation years ending on or after October 1, 2000, the capital tax base
is amended to include accumulated other comprehensive income. This income is
required to be shown as a separate item on a corporation’s balance sheet resulting
from accounting changes made in 20006.

International Financial Activity Act
90 day Amalgamation Notification Rule Relaxed
The rule requiring the commissioner to be notified of an amalgamation between
a registered and a non-registered corporation within 90 days of the amalgamation
is amended to give the commissioner discretion to accept late notifications.

Intellectual Property Expanded

Effective April 1, 2009, the list of eligible patents is expanded to include patents
relating to wastewater treatment and fuel cell technology.

Meaning of Non-resident Person Clarified

Effective September 1, 2004, the Act is amended to clarify that a non-resident person
excludes a business carried on in Canada by that non-resident person.

Review Initiated

As required under the International Financial Activity Act, the government has
initiated a review of the program. The review will examine program objectives
and opportunities for improvement and streamlining.

Logging Tax Act
Logging Tax Remission

Effective for taxation years ending after December 2008, a partial remission of the
logging tax is provided to corporations that cannot use the full amount of the logging
tax credit under the Income Tax Act. The remission is provided to ensure that small
business corporations with logging income can benefit from the reduction in the small
business corporate income tax rate to 2.5 per cent from 3.5 per cent which is effective
December 1, 2008.

Social Service Tax Act
Temporary Exemption for ENERGY STAR Residential Heating Equipment Extended
The exemption for ENERGY STAR qualified oil-fired forced-air furnaces, boilers, and

air and ground-source heat pumps purchased or leased for residential use is extended
to March 31, 2011.
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Temporary Exemption for ENERGY STAR Qualified Windows, Doors and Skylights
Extended

The exemption for ENERGY STAR qualified windows, doors and skylights is extended
to March 31, 2011.

Temporary Exemption for Energy Efficient Residential Gas-Fired Water Heaters Extended

The exemption for residential gas-fired water heaters with an energy factor of
0.80 or greater is extended to March 31, 2011.

Temporary Exemption for Energy Efficient Commercial Boilers Introduced

Effective February 18, 2009, commercial boilers fired by natural gas or propane
with a boiler input rating of at least 200,000 BTU/h are exempt if they:

e have a combustion efficiency of at least 90 per cent as described and tested
in accordance with the following standards:

— for boilers with a boiler input rating under 300,000 BTU/h

= CAN/CSA-P.2-07 “Testing Method for Measuring the Annual Fuel Utilization
Efficiency of Residential gas-fired furnaces and boilers” of the Canadian
Standards Association; or

— for boilers with a boiler input rating of 300,000 BTU/h or more:

= ANSI Z21.13-2004/CSA 4.9-2004 “Gas-Fired Low Pressure Steam and Hot Water
Boilers” of the Canadian Standards Association or

= BTS-2000 Testing Standard, “Method to Determine Efficiency of Commercial
Space Heating Boilers” of the Hydronics Institute Division of Air Conditioning,
Heating and Refrigeration Institute.

This exemption expires March 31, 2011.
Temporary Exemption for Devices to Reduce Idling Introduced

Effective February 18, 2009, auxiliary power units, cabin heaters and engine

heaters for trucks with a gross vehicle weight of at least 5000 kg are exempt until
March 31, 2012. Use of these devices reduces fuel use and emissions as they reduce
the need for trucks to idle.

Exemption for Aerodynamic Devices Expanded

Effective February 18, 2009, the exemption for certain aerodynamic devices that are
designed to reduce wind resistance and improve the fuel efficiency of commercial
tractor-trailers is expanded to include base flaps and boat tails. Labour charges to
install these devices are also exempt.
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Exemption for Equipment to Produce Energy from Ocean Currents,Tides and Waves
Introduced

Effective February 18, 2009, equipment specifically designed to produce mechanical

or electrical energy from ocean currents, tides or waves is exempt. Generators, wiring,
controllers, monitors, pumps, tubing, floats, water fences, aids to navigation as defined
in the federal Canada Shipping Act, 2001, and devices that convert direct current

into alternating current are also exempt when sold with and as part of the specifically

designed equipment.

Exemption for Production Machinery and Equipment Clarified and Expanded

The exemption for production machinery and equipment is clarified and expanded:

e Effective February 18, 2009, the exemption is expanded to include, when used by
manufacturers of tangible personal property other than electricity, transformers
and converters, inverters, regulators, breakers and switches designed for use and
used with transformers. This equipment is exempt if located within a qualifying
manufacturing site, mine site, well site, natural gas processing plant or petroleum
refinery and used exclusively to transmit or distribute electricity if more than
50 per cent of the electricity is used to power exempt machinery and equipment or
as an integral component in a manufacturing process.

e Effective February 18, 2009, the exemption is clarified with respect to machinery
and equipment used to transmit or distribute tangible personal property (including
electricity and heat generated by local government bodies and local government
corporations). This machinery and equipment is exempt if it is located within a
qualifying manufacturing site, mine site, well site, natural gas processing plant or
petroleum refinery and is used primarily to transmit or distribute qualifying tangible
personal property, raw materials, partially finished goods or similar items within the
site, processing plant or refinery.

e Effective February 18, 2009, the exemption is expanded to include materials used to
repair, maintain, modify or assemble exempt machinery and equipment. Materials
qualify for exemption if they are purchased by an eligible person and remain
part of, or attached to, the machinery or equipment after the repair, maintenance,
modification or assembly. Examples of materials that may qualify for exemption
include sheet metal and electrical wiring.

e Effective July 31, 2001, the exemption is clarified to include machinery or
equipment used to generate heat only if the generation of heat is one step in
an activity to:

— fabricate or manufacture tangible personal property to create a new product that
is substantially different from the material or property from which it was made,

— process tangible personal property by performing 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, or

— extract or process minerals, petroleum or natural gas.
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Exemption for Bona Fide Farmers Expanded

Effective February 18, 2009, bona fide farmers are exempt from PST on purchases of
egg packing equipment and refrigeration equipment used for cooling or cold storage
of farm products. To qualify for exemption, this equipment must be acquired and used
solely for a farm purpose.

Exemption for Prescription Drugs and Vaccines Expanded and Clarified

Effective February 18, 2009, the following are exempt:

e drugs listed on Schedule I or Schedule TA and vaccines listed on Schedule II of the
Drug Schedules Regulation under the Pharmacists, Pharmacy Operations and Drug
Scheduling Act, and

e vaccines listed on Schedule A of the Veterinary Drug and Medicated Feed
Regulation, under the Pharmacists, Pharmacy Operations and Drug Scheduling Act.

With this change, prescription drugs and vaccines for human and animal use no
longer need to be sold on the prescription of an eligible medical practitioner to
qualify for exemption. Therefore, medical service providers, medical clinics and
public health units may purchase prescription drugs and vaccines for use in providing
medical services (i.e. immunizations) exempt from tax. Medications not listed on those
schedules or exempt under existing provisions for patent medicines or pain relievers
continue to require a prescription to qualify for exemption.

Effective February 18, 2009, the definition of “prescription” is also updated to
recognize that in addition to physicians, dentists and veterinarians, other practitioners
such as midwives, nurse practitioners and pharmacists are authorized to prescribe
certain medications.

Concept of “at another person’s expense” Clarified

Retroactive to January 1, 2000, the Act is amended to clarify the concept of “at another
person’s expense”. These changes ensure that tax is payable on transactions where
property, services or rights are acquired for use by one person at another person’s
expense.

Motor Fuel Tax Act
Alternative Motor Fuel Classification for Hydrogen Fuel Provided
Effective February 18, 2009, hydrogen fuel is classified as a Category 1 alternative
motor fuel and exempt from motor fuel tax provided that:

e the hydrogen is purchased for use in a fuel cell vehicle, and

e the hydrogen is not produced by electrolysis using coal-generated electricity, unless
the carbon dioxide emitted as a result of the process is captured and stored or
captured and sequestered.
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Tobacco Tax Act

Tobacco Tax Rates Increased

Effective February 18, 2009, the tax rate on cigarettes is increased to $37.00 from
$35.80 per carton of 200 cigarettes, and the tax rate on fine-cut tobacco is increased
to 18.5 cents per gram from 17.9 cents per gram. The new rates are consistent with
the rates in Alberta.

Home Owner Grant Act

School Act

Threshold for Home Owner Grant Phase-out Maintained at 2008 Level

For the 2009 taxation year, the threshold for the phase-out of the home owner grant

is maintained at the 2008 level of $1,050,000. Consistent with longstanding government
policy, the home owner grant threshold is set so that more than 95 per cent of
homeowners are eligible for the full grant. Given the assessment changes for 2009
announced on November 1, 2008, no adjustments to the threshold are required for
2009 to meet this policy objective.

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. The additional grant, available to
seniors, veterans and the disabled, is eliminated for properties valued at $1,219,000
and above.

Provincial Residential School Property Tax Rates Set

For the 2009 taxation year, average residential school property taxes before application
of the home owner grant will increase by the 2008 provincial inflation rate. This rate
setting policy has been in place since 2003.

Provincial Non-Residential School Property Tax Rates Set

A single province-wide rate is set for each of the non-residential property classes.
The rates for 2009, except the rate for the major industry property class, will be
set so that non-residential school tax revenue will increase by inflation plus new
construction. The rates will be set when revised assessment roll data are available.

Taxation (Rural Area) Act

Provincial Rural Area Property Tax Rates Set

A single rural area residential tax rate applies province-wide. For the 2009 taxation
year, average residential rural area taxes will increase by the 2008 provincial
inflation rate.

Non-residential rural area tax rates will be set so that total non-residential rural area
tax revenue will increase by inflation plus new construction.
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Revenue Neutral Carbon Tax

Revenue Neutral Carbon Tax

As required under Part 2 of the Carbon

Tax Act the following tables show the
Revenue Neutral Carbon Tax Report for
2008/09 and the Revenue Neutral Carbon Tax
Plan for 2009/10 to 2011/12.

Material Assumptions and Policy Decisions

In both the report and the plan the forecasts
of carbon tax revenue and the cost of tax
reductions to return revenues to taxpayers
are consistent with, and have the same
underlying material assumptions and policy
decisions, as the forecasts prepared for
Budget 2009. The only material assumption
specific to the carbon tax report and plan is
that the cost of the revenue reductions due
to personal income tax rate cuts change with
changes in personal income tax revenues for
each year.

Revenue Neutral Carbon Tax Report

Revenue neutrality means that tax reductions
must be provided that fully return the
estimated revenue from the carbon tax

to taxpayers in each fiscal year. Table 1,
Revenue Neutral Carbon Tax Report 2008/09,
reports the revised forecast of carbon tax
revenues and the cost of the tax reductions
for the 2008/09 fiscal year.

Carbon tax revenues for 2008/09 are now
estimated to be $300 million, down from
the original estimate in Budget 2008 of
$338 million. Reduced revenue is due to
a number of factors including lower than
estimated motor fuel consumption.

The tax reductions shown in Table 1 are
those that were listed in the Revenue
Neutral Carbon Tax Plan 2008/09 to 2010/11
presented in Budget 2008 and that reduce
revenues in 2008/09. The personal tax
measures are the low income climate action
tax credit and the two per cent reduction in
the rates for the first two personal income
tax brackets. The business tax measures are
the one percentage point reductions in each
of the general and small business corporate
income tax rates effective July 1, 2008.

Based on the most recent available data

there are very small changes in the estimated
cost of each tax reduction but the total
reduction remains unchanged from the total
presented in Budget 2008. The estimated
reduction in provincial revenues as a result
of the designated revenue measures is now
$220 million for the personal tax measures
and $118 million for the business tax
measures for a total reduction of $338 million.

Table 1 Revenue Neutral Carbon Tax Report 2008/09

Revised
Forecast
2008/09
$ millions
Carbon TaX REVENUE ...t 300
Reduction in provincial revenues due to designated measures '
Personal tax measures:
» Low income climate action tax credit effective July 1, 2008 ..................ccoeiiiinnts (106)
» Reduction of 2 per cent in the first two personal income tax bracket rates
effective January 1, 2008 ...........ccouiiiniiiiii e (114)
Total personal tax MEASUIeS ..................c.ccoouiiuiiiiiiiii i 220
Business tax measures:
» General corporate income tax rate cut from 12% to 11% effective July 1, 2008 ...... (76)
« Small business corporate income tax rate cut from 4.5% to 3.5%
effective JUIY 1, 2008 ... ..oniiii e (42)
Total business taX MEASUIES ......................cceeiuuieeiiieeiiiie e e (118)
Total designated revenue measures .............. 338

! Designated measures are those included in the carbon tax plan presented in Budget 2008 .
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Based on these revenue and tax reduction
estimates, revenue neutrality has been met for
2008/09. In fact, the reduction in provincial
revenue exceeds the $300 million in carbon
tax revenue by $38 million. Next year’s
carbon tax report will be based on actual
carbon tax revenues for 2008/09 as reported
in the 2008/09 Public Accounts.

Revenue Neutral Carbon Tax Plan

As required under the Carbon Tax Act
Table 2 shows the Revenue Neutral Carbon
Tax Plan for 2009/10 to 2011/12.

Table 2, the Revenue Neutral Carbon Tax
Plan 2009/10 to 2011/12, shows carbon tax
revenue and tax reduction cost estimates
for the revenue measures designated as
those that return the carbon tax revenues to
taxpayers for 2009/10 to 2011/12.

The designated revenue measures include
those presented in the first carbon tax plan
in Budget 2008, measures introduced in
October 2008 as part of the Economic Plan
and measures included in Budget 2009. The
October 2008 tax reduction measures include
the acceleration to December 1, 2008 of the
reduction in the small business corporate
income tax rate to 2.5 per cent from

3.5 per cent, originally planned for 2011, and
the Industrial Property Tax Credit for light
and major industrial properties effective for
the 2009 tax year. Measures announced in
Budget 2009 are the following:

e increase the low income climate action tax
credit by 10 per cent effective July 1, 2011,

e provide a Northern and Rural Homeowner
benefit of up to $200 for homeowners in
areas of the province outside the Capital
Regional District, Greater Vancouver

Table 2 Revenue Neutral Carbon Tax Plan 2009/10 to 2011/12

Forecast
2009/10  2010/11  2011/12
$ millions

Carbon Tax ReVENUE " ...t 546 754 968
Reduction in provincial revenues due to designated revenue measures:
Personal tax measures:
* Introduce low income climate action tax credit of $100 per adult and $30

per child effective July 1, 2008 increasing by 5% effective July 1, 2009 ..............cccoeennnnn. (145) (146) (146)
* Increase low income climate action tax credit by 10% effective July 1, 2011 % .................. - - (12)
» Reduction of 5% in the first two personal income tax rates ..............ccoccoeiiiiiiiiiiinninnen. (220) (231) (246)
* *Provide a Northern and Rural Homeowner benefit of up to $200 > ................................ - (21) (83)
Total personal tax MEASUIES ...................cc..ceuiiuiiuii i (365) (398) (487)
Business tax measures:
* General corporate income tax rate cut from 12% to 11% effective July 1, 2008,

to 10.5% effective January 1, 2010 and to 10% effective January 1, 2011................coeenee (150) (200) (270)
» Small business corporate income tax rate cut from 4.5% to 3.5%

effective July 1, 2008 and to 2.5% effective December 1, 2008 .............ccccoviiiiiiinenne. (170) (142) (144)
* Introduce Industrial Property Tax Credit of 50% of school property taxes payable

by light and major industrial properties effective for the 2009 tax year ............................. (50) (52) (54)
* *Increase the Industrial Property Tax Credit to 60% from 50% ............cocooviiiiiiiiiiiiinnn.n. - 3) (11)
+ *Reduce school property taxes by 50% for land classified as "farm" ......................oooeennn. - () (2)
Total buSINESS taX MEASUIES ..................cccccieiuiiiieiiii e (370) (398) (481)
Total designated revenue MeASUIES ...............c.oiiiiiiiiiiiiiiii e (735) (796) (968)

' The carbon tax applies to fossil fuels and combustibles at rates based on the CO, equivalent emission of each particular fuel starting at
$10 per tonne effective July 1, 2008 and increasing by $5 per tonne each July 1st through 2012.

2 The 10% increase means the maximum annual low income climate action tax credit will increase to $115.50 per adult, from $105 per
adult, plus $34.50 per child, from $31.50 per child, effective July 1, 2011.

3 Eligible homeowners are those in areas outside the Capital, Greater Vancouver and Fraser Valley regional districts. Based on the
current forecast of carbon tax revenues for 2011/12 the Northern and Rural Homeowner benefit is expected to be $200 per homeowner.

* Proposed measures effective for the 2011 tax year.
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Regional District and Fraser Valley Regional
District for the 2011 tax year;

e increase the Industrial Property Tax Credit
to 60 per cent from 50 per cent for the
2011 tax year; and

e reduce school property taxes for land
classified as farm by 50 per cent for the
2011 tax year.

Carbon tax revenues for the 2009/10 through
2011/12 period are now forecast to be lower
than estimated when Budget 2008 was
prepared. The accuracy of the tax revenue
estimates will improve as more information
from tax remittances becomes available.

As shown in Table 2, revenue from the
carbon tax and the cost of the tax reductions
are now estimated to be $546 million and
$735 million respectively for 2009/2010.

This means that the tax cuts are expected to
exceed carbon tax revenues for 2009/10 by
$189 million. Carbon tax revenues in 2010/11
are now estimated at $754 million while

the tax cuts are estimated at $796 million.
This means that the tax cuts in 2010/11 are
expected to exceed carbon tax revenues by
$42 million.

Table 2 shows that carbon tax revenues are
equal to the cost of the tax cuts in 2011/12.

Under the Carbon Tax Act, the portion of
the cost of the following tax reductions from
the October 2008 Economic Plan that reduce
revenues in 2008/09 cannot be counted as

carbon tax returned to taxpayers for purposes
of the Revenue Neutral Carbon Tax Report for
2008/09. The cost of these tax reductions for
2009/10 and future years is included in the
Revenue Neutral Carbon Tax Plan 2009/10 to
2011/12:

e acceleration of the three per cent cut in the
first two personal income tax bracket rates
from January 1, 2009 to January 1, 2008;

e acceleration of the small business corporate
income tax rate cut to 2.5 per cent from
3.5 per cent effective December 1, 2008
rather than by 2011; and

e a new Industrial Property Tax Credit
of 50 per cent of school property taxes
payable for major and light industrial
properties.

Although the portion of the cost of these tax
cuts that reduce revenue in 2008/09 cannot
be included in the calculation of revenue
neutrality for purposes of the Revenue
Neutral Carbon Tax Report 2008/09, the total
tax reduction for taxpayers from these three
measures is $156 million in 2008/09. As a
result, if the value of these tax reductions
which were introduced to return carbon tax
revenue to taxpayers could be included in the
report for 2008/09, the total tax reductions
for taxpayers from the carbon tax in 2008/09
would be $494 million, or $194 million more
than the carbon tax collected in that year.
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Part 3: BRITISH COLUMBIA ECONOMIC REVIEW AND OUTLOOK'

Summary

e The Ministry of Finance forecasts BC’s economy to contract by 0.9 per cent in 2009
and then to grow by 2.4 per cent in 2010 (see Chart 3.1).

e The forecast for BC in 2009 reflects the sharp US and global economic slowdown,
moderating domestic demand, as well as instability in global financial and
commodity markets.

e In the medium-term, BC’s economy is expected to return closer to historical levels
of growth, due primarily to the anticipated recovery of US demand (particularly in
the housing sector) and a gradual rise in commodity prices.

Chart 3.1 British Columbia’s economic outlook
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Risks to the economic outlook are weighted to the downside, and include:

e a more severe and prolonged US recession than assumed;

e slower than anticipated global demand resulting in reduced demand for BC’s
exports;

e continued turmoil in global financial markets;
e further weakening of domestic demand; and

e further commodity price volatility.

However, there is also upside risk to the forecast resulting from the potential impact of
Federal and Provincial fiscal stimulus measures.

The Economic Forecast Council’s average estimate of BC’s economic growth is

1.3 per cent for 2008, 0.0 per cent (or no growth) for 2009 and 2.8 per cent for

2010. Over the medium-term (2011 to 2013), the Council projects BC’s annual
average economic growth at 2.6 per cent. The Council’s average forecast has been
downgraded since the release of the first Quarterly Report in September 2008, when
it projected BC’s real GDP to grow by 2.7 per cent in 2009 and 2.8 per cent each year
for 2010 to 2012 (see Chart 3.2).

! Reflects information available as of February 6, 2009.
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Chart 3.2 Economic Forecast Council lowers BC forecast from first Quarterly Report
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NOTE: Forecast from July 2008 EFC for 2010 and 2011-2013 is the average growth for the
years 2010-2012.

The Ministry of Finance’s outlook for 2009 is significantly lower than the outlook
provided by the Economic Forecast Council. This greater-than-normal level of
prudence recognizes the potential for further forecast downgrades by the private
sector due to continuing economic and financial turmoil in global markets.

The Ministry’s medium-term outlook is slightly lower than the Council’s outlook for
2010, projecting 2.4 per cent real GDP growth compared to the Council’s 2.8 per cent.
For 2011 to 2013, the Ministry’s forecast is equal to the Council’s medium-term
outlook. A topic box at the end of Part 3 reports on the most recent consultation
between the Economic Forecast Council and the Minister of Finance.

Recent Developments

Indicators of economic performance through most of 2008 confirm that British
Columbia’s economy slowed considerably in the latter half of the year. On the
domestic side, monthly retail sales declined in four of the five months from July

to November. A dramatic decline in housing starts also occurred in the second

half of the year, with starts plummeting nearly 36.0 per cent between July and
December 2008. BC's employment situation has also weakened in recent months,
with the unemployment rate climbing from 4.5 per cent in July 2008 to 6.1 per cent
in January 2009. On the trade side, the value of manufacturing shipments fell steadily
through most of 2008 due mainly to reduced demand for BC’s forest products from
the troubled US economy. However, total exports from BC increased year-to-date to

Table 3.1 British Columbia Economic Indicators

Third Quarter Fourth Quarter Year-to-Date
Data seasonally adjusted unless Jul. to Sep. 2008  Oct. to Dec. 2008 Jan. to Dec. 2008
otherwise noted change from change from change from

Apr. to Jun. 2008  Jul. to Sep. 2008 Jan. to Dec. 2007

Per cent change

Employment ... 0.0 -0.6 +2.1*
Manufacturing shipments ................ -0.4 -0.9* -6.3*
EXPOrts ..oovveieieiie +3.2 +2.0* +4.7*
Retail sales ...........cccooiiiiinin. -0.6 -3.1* +1.4*
Housing starts ..............ccooeeiiiiiinn -4.7 -30.0 -12.4**
Non-residential building permits ........ -34.2 +4.2 -7.1%

Note: * data available to November only; ** annual non-seasonally adjusted data
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November 2008, driven by high energy prices in the middle of the year pushing up
the value of energy exports.

The performance of key BC economic indicators in recent quarters is presented in
Table 3.1.

In 2008, employment in BC posted annual growth of 2.1 per cent, an addition

of 48,000 new jobs. Despite the slowing rate of job growth throughout the year,

BC’s rate was third highest among provinces in 2008, behind Alberta’s 2.8 per cent
increase and Saskatchewan’s 2.2 per cent gain. BC’s construction industry posted
large employment gains in 2008, adding 23,900 jobs (a 12.2 per cent increase) over
2007. At the same time, employment in BC’s manufacturing industries fell by 17,700
jobs (or 8.6 per cent). Strong gains were also observed in the professional, scientific
and technical sectors (up 4.6 per cent) and educational services (up 3.5 per cent).
BC’s unemployment rate climbed gradually through the first half of 2008, beginning
at 4.1 per cent in January and reaching 4.5 per cent in June. This pace accelerated
after July, as the rate rose to reach 5.3 per cent in December. The unemployment rate
averaged 4.6 per cent for the year compared to 4.2 per cent in 2007. The rate climbed
even higher in January 2009, reaching 6.1 per cent — the highest unemployment rate
recorded since April 2005.

Manufacturing shipments continued their descent year-to-date to November 2008,
falling 6.3 per cent compared to the first 11 months of 2007. Declines were driven
by a 15.4 per cent drop in the value of wood product shipments, but losses were
widespread across many categories. Further slowing of wood product shipments are
anticipated in the coming months, with weakening demand from the troubled US
housing market resulting in lower wood prices and volumes of goods shipped.

Merchandise exports from BC, however, have grown by 4.7 per cent year-to-date to
November 2008 compared to the same period in 2007. Overall growth in total exports
has been buoyed by extremely strong gains in energy exports (up 54.6 per cent
year-to-date to November 2008), which were driven by high energy prices (especially
prices for coal and natural gas) through the middle months of the year. Strength in
BC’s energy exports have helped to offset weakness in forestry exports, which have
fallen by 18.0 per cent year—to—date to November. With continued weakness in US
demand for forestry products and the recent downward trend in natural gas prices, it
is likely that BC’s export market will weaken going forward in 2009.

BC’s retail sector, which helped to drive the province’s strong domestic economy

in recent years, has slowed through the first 11 months of 2008. Year-to-date to
November, retail sales increased 1.4 per cent compared to the same period in 2007.
However, month-over-month retail sales in BC have declined in four of the last five
months leading up to November, reflecting declining consumer confidence among
British Columbians (see Chart 3.3). Falling confidence among consumers suggests that
they will put off major retail purchases for the time being, and that BC’s retail sector is
unlikely to resume the strong growth of recent years in 2009.

Moderating demand in BC’s domestic sector is also evident in housing start data.

The housing sector — a source of economic strength for BC in recent years —

saw significant softening in 2008, with the number of housing starts falling by

12.4 per cent over 2007 levels and reaching 34,321 units. This decline includes a rapid
drop-off from 36,000 annualized units in July to 23,100 units in December. Further,
November’s 21,300 housing starts is the lowest monthly rate observed since May 2003.
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Chart 3.3 Consumer confidence at record lows in BC and Canada
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The decline included losses in starts of both single and multiple units. Weakness in
the non-residential sector is also apparent, as non-residential building permits fell

by 7.1 per cent in 2008 compared to 2007, with declines across all major categories.
Recently, large month-over-month declines were observed in November and
December, as non-residential permits fell 35.8 per cent and 39.0 per cent, respectively.

The Outlook for the External Environment

United States

In the latter half of 2008, the US economy began to experience a period of dramatic
economic instability. The fallout from the US housing market crisis — brought on by
a period of intense speculation and reckless lending practices by American financial
institutions — has left the US facing a severe and prolonged recession. Investors have
lost trillions of dollars in equity markets, large and long-standing American financial
institutions have collapsed, credit markets for individuals and businesses remain tight
and millions of workers have lost their jobs. With the globalized nature of the US
financial system, the economic shocks from this crisis have been felt throughout the
world, resulting in financial, industrial and employment losses in many nations.

Since the onset of the most recent crisis period in early September 2008, the

Dow Jones Industrial Average has shed over 3,000 points — nearly 30 per cent of

its total value — and major US banks and financial institutions have lost hundreds

of billions of dollars due to the financial upheaval. Most lending institutions have
survived, but have subsequently reduced the availability of credit and increased the
cost to borrowers of accessing credit by raising interest rates. Tighter credit markets
have resulted in consumers encountering greater difficulty borrowing funds to buy
big ticket items like houses and cars. Similarly, businesses that generally operate with
borrowed money to pay workers and purchase supplies are having a tougher time
meeting expenses.

In attempts to slow the financial downturn, US policymakers drastically lowered the
intended federal funds rate (which now sits just above 0.0 per cent), issued income
tax rebate cheques to all taxpayers as an incentive to increase consumer spending,
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purchased troubled mortgage-backed assets from financial institutions and assumed
partial ownership of some major banks. In addition, the incoming US administration
has promised to provide almost a trillion dollars worth of fiscal stimulus to the
economy through infrastructure spending and other initiatives. At this point, it is
unclear what effect any of these policies have had or will have on the US economic
outlook.

The US housing market continued its rapid decline through 2008, with annual housing
starts falling to 902,400 units — 32.7 per cent below the 1,340,700 starts observed in
2007. Only 1974 posted a greater annual decline in housing starts, with a 34.8 per cent
fall. The pace of starts dropped dramatically through the latter half of 2008, with
annualized starts ending up at 550,000 units in December — the lowest monthly pace
since 1959. With eroding demand for new homes due to job losses, rapidly weakening
prices for new and existing homes, rising foreclosure rates, declining consumer
confidence and tight credit markets, the bottom of this US housing slump may still

be far off. This gloomy outlook is supported by the latest data from the National
Association of Homebuilders Housing Market Index — an indicator of American
homebuilder optimism — sitting at a record of low of 8 points in January.

Chart 3.4 US housing starts lowest on record in December 2008
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US citizens are faced with an increasingly bleak employment outlook, as job losses
have been mounting since early 2008. The US economy shed about 3.6 million jobs
since December 2007, with over two million jobs lost between September 2008 and
January 2009, as businesses made deep cuts to costs in response to declining demand
and tight credit conditions. On a monthly basis, the unemployment rate has climbed
steadily since January 2008, and reached 7.6 per cent in January 2009 — the highest
rate since 1992. As new data on the US economy continue to be released, most
analysts anticipate further increases to unemployment in the coming months.

Confidence among American consumers was ravaged by the financial crisis through
2008, as the US Conference Board Index declined heavily during the year. The Index,
which surveys consumers to measure their aggregate level of confidence in the US
economy, fell to a historic low of 38.6 points in December 2008 after beginning the
year at 87.3 points in January (1985=100). The index reached a new record low in
January 2009, as it fell to 37.7 points. Behind this downturn in confidence are growing
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Chart 3.5 US loses 3.6 million jobs since January 2008
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fears among consumers of job and income losses, falling house prices and reduced
credit availability. Recent monthly declines in confidence arrived despite declining
energy prices and deep discounting on consumer items by retailers.

Lack of confidence in the American economy among US citizens manifested itself

in drastic monthly declines in retail sales through the latter months of 2008 (see
Chart 3.0). After several years of healthy annual increases, the US retail sector saw an
annual drop of 0.4 per cent in 2008 compared to 2007 — the first time since 1967 that
the annual change in retail sales has fallen into negative territory.

Chart 3.6 US retail sector posts major declines in latter half of 2008
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US real GDP fell by 3.8 per cent on an annualized basis in the October to December
quarter of 2008, following a 0.5 per cent decline in the previous quarter. GDP results
from the most recent period represent the biggest quarterly contraction in the US
economy since early 1982. Most private sector analysts expect the current economic
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Canada

weakness to last through at least the first half of 2009, as the financial crisis continues
to restrict the flow of credit through the US economy and leads consumers and
businesses to further reduce spending.

Forecasts for the US economy in 2009 have deteriorated substantially from a

year ago, when the January 2008 Consensus Economics survey of private sector
economists forecast US real GDP to grow by 2.7 per cent. According to the

January 2009 Consensus, the average forecast now sees US real GDP declining by
1.8 per cent in 2009 (see Chart 3.7). Reasons for the expected weakness include
rising unemployment, falling industrial production, record-low consumer confidence
and expectations of further weakness in the housing market. In December 2008,
the US National Bureau of Economic Research declared that the US economy has
been in recession since December 2007. However, the January Consensus expects
the US economy to recover somewhat in 2010, projecting positive annual growth of
2.3 per cent in that year.

Chart 3.7 US Consensus outlook for 2009 deteriorates
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The chart above represents forecasts for real GDP growth in 2009 as polled on specific dates. For example,
forecasters surveyed on January 12, 2009 had an average 2009 US real GDP forecast of -1.8 per cent, while on
January 14, 2008 they forecast 2009 US real GDP to grow 2.7 per cent.

In order to reflect the mounting risks surrounding the US economic outlook, the
Ministry of Finance’s growth assumptions are lower than the January Consensus with
the expectation that the Consensus outlook will decline further in coming months.

The Ministry of Finance is assuming that the US economy will contract by 2.3 per cent
in 2009, compared to the 1.8 per cent decline projected in the January Consensus.

A recovery to 1.8 per cent real GDP growth is then expected by the Ministry in 2010,
compared to the January Consensus prediction of 2.3 per cent. Over the medium-term,
the Ministry of Finance assumes that the US economy will grow at a rate of

2.6 per cent per year.

Canada has also experienced a significant economic slowdown in recent months,
though not as severely as the US economy. The Canadian housing market is in better
shape than the American market — where reckless subprime lending practices and
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widespread speculation over the last few years have led to the recent deflation of

a huge housing bubble. Although Canada’s housing market has undergone some
weakening through 2008, it has not seen the same drastic erosion in home values

and rising foreclosure rates as in the US. Further, Canada’s banks and other financial
institutions have much lower exposure to toxic subprime debt than American financial
institutions and, although Canadian firms have not escaped the effects of the credit
crunch, their balance sheets are generally in better shape than their US counterparts.

The Canadian economy contracted at an annualized pace of 0.6 per cent in the
January to March quarter of 2008, and then grew by 0.6 per cent in the April to June
quarter and 1.3 per cent in the July to September quarter. However, gains in these

last two quarters were mainly the result of high commodity prices driving capital
expenditures and a contraction in imports due to slower domestic demand. Further, in
the July to September quarter, Canada’s export sector continued its significant decline
and the pace of consumer spending slowed considerably. With weakening demand
from the US for Canadian products in recent months and consumer confidence
currently residing at very low levels, many analysts expect Canadian real GDP to post
a contraction in the final three months of 2008 and the first three months of 2009.

Similar to the outlook for the US, forecasts for the Canadian economy’s performance
in 2009 declined considerably throughout the last year. The January 2009 Consensus
Economics survey projected Canada’s real GDP to decline by 0.7 per cent this year,
compared to the 2.5 per cent growth expected in the January 2008 survey. The
Ministry of Finance assumes that the Canadian economy will post a 1.2 per cent
contraction in 2009, followed by a recovery to 1.9 per cent growth in 2010 and

2.5 per cent growth over the medium-term.

Chart 3.8 Consensus outlook for Canada in 2009 also downgraded
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The chart above represents forecasts for real GDP growth in 2009 as polled on specific dates. For example,
forecasters surveyed on January 12, 2009 had an average 2009 Canadian real GDP forecast of -0.7 per cent,
while on January 14, 2008 they forecast 2009 Canadian real GDP to grow by 2.5 per cent.

The Canadian housing market weakened in 2008, though not nearly as severely as
the US housing market. Canadian housing starts fell 7.6 per cent last year compared
to 2007, while residential building permits — a precursor to new residential building
activity — declined by 10.2 per cent in 2008. Data from the October to December
quarter suggest further weakness for the housing market, as housing starts fell

11.1 per cent from the previous quarter and residential permits dropped by

20.0 per cent.
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Retail spending among Canadians increased by 4.2 per cent year—to—date to
November, although this figure has been boosted by high energy prices driving up
gasoline sales through the middle months of the year. Recent declines in gasoline
prices and waning demand for big ticket items due to low consumer confidence
and tight credit conditions have left many private sector analysts expecting further
weakening of Canadian retail sales moving into 2009.

Employment in Canada also made gains in 2008, as 259,400 jobs were added last
year — a gain of 1.5 per cent from 2007. These employment gains were outpaced

by the 1.7 per cent growth in the national labour force, leading to a slight rise in

the national annual average unemployment rate to 6.1 per cent, from 6.0 per cent
the previous year. The Canadian employment situation took a major monthly plunge
in January 2009, as 129,000 jobs were lost across the country. At the same time,

the national unemployment rate climbed to reach 7.2 per cent in January 2009,

0.6 percentage points higher than the rate in December 2008.

Despite having been weakened by eroding demand from the US, Canada’s trade
sector also held its ground through the first 11 months of 2008. The value of Canadian
merchandise exports experienced strong growth last year, rising 9.1 per cent
year-to-date to November 2008 compared to the same period in 2007. Weakness in
Canada’s wood and automotive exports in 2008 was offset by remarkable increases

in energy exports, which were fuelled by surging energy prices through the middle
months of the year. Excluding energy exports, the value of merchandise exports from
Canada fell by 1.9 per cent year-to—date to November.

Shipments of manufactured goods from Canada held fairly steady year-to-date to
November, as the total value of these shipments rose 0.3 per cent compared to the first
11 months of 2007. The recent decline in the value of the Canadian dollar will likely
offer some relief to Canadian manufacturers weary of a high dollar limiting American
demand for their products. However, the rapidly deteriorating US economic outlook

is likely to put further downward pressure on demand from the US for Canada’s
manufactured goods.

Other Economies

The January 2009 Consensus survey forecast Euro zone real GDP to contract by

1.4 per cent in 2009 — a substantial reduction from the 2.0 per cent growth projected
in the January 2008 survey. Consensus analysts expect the Euro zone to recover
somewhat in 2010 by posting 0.8 per cent growth. The Ministry of Finance’s forecast
assumes that Euro zone real GDP will contract by 1.9 per cent in 2009, followed by
a modest recovery to 0.5 per cent growth in 2010, and an average of 2.0 per cent
growth in the medium-term.

According to the January 2009 Consensus survey, the Japanese economy is expected
to contract by 1.7 per cent in 2009. A steep decline in industrial production combined
with falling earnings and rising unemployment has led Consensus analysts to
downgrade their 2009 real GDP forecasts since January 2008, when they projected

a 2.0 per cent increase on average. The January Consensus predicts that Japan’s
economic growth will reach 1.1 per cent in 2010. The Ministry of Finance’s forecast
assumes a greater contraction of 2.2 per cent in 2009, 0.6 per cent growth in 2010 and
1.7 per cent growth over the medium-term. These prudent assumptions reflect the
continued uncertainty regarding the Japanese economic outlook.
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Table 3.2 Ministry of Finance Economic Forecast: Key Assumptions

Forecast
2008 2009 2010 2011 2012 2013
Per cent change unless otherwise noted

USrealGDP ..o 1.3 -2.3 1.8 2.6 2.6 2.6
Canadareal GDP ........c.ccooiviiiiiiiiieens, 0.6° -1.2 1.9 25 25 2.5
Japanreal GDP ... 0.3° -2.2 0.6 1.6 1.8 1.8
Europereal GDP ..., 0.9° -1.9 0.5 2.0 2.0 2.0
US housing starts ...........c.cociiiiiiiiiiiinnn, -32.7 -28.0 254 35.0 18.2 0.0
Canada 3—month treasury bill rate (%) ......... 24 0.9 1.7 29 3.9 4.8
Canada 10—year government bonds (%) ...... 3.6 2.9 3.4 4.0 4.9 5.8
US cents/Canadian dollar .......................... 93.7 79.3 86.2 89.4 89.5 88.6

¢ Ministry of Finance estimate

Financial Markets

Interest Rates

Since January 2008, the Bank of Canada has gradually lowered the overnight target
rate, its key interest rate, in efforts to stimulate Canadian economic growth in the
wake of the global economic crisis. After beginning 2008 at 4.25 per cent, the
overnight target rate has since fallen to 1.00 per cent — the lowest rate ever recorded.
In its most recent announcement on January 20, 2009, the Bank cited the deteriorating
global economic outlook and the erosion of global demand due to very low levels

of business and consumer confidence as reasons for its latest rate cut. Many private
sector analysts anticipate further easing of the overnight target rate by the Bank on
March 3, 2009 — its next decision date for the key interest rate.

The US Federal Reserve Board has also gradually reduced its intended federal funds
rate since early 2008, with its target for the rate now resting at 0.00 to 0.25 per cent

— its lowest level ever. Following its December 16, 2008 meeting, the Fed noted that
it “anticipates that weak economic conditions are likely to warrant exceptionally low
levels of the federal funds rate for some time.” Private sector analysts suggest this
statement indicates that rates will remain very low for the foreseeable future. The Fed
hopes that a very low rate, combined with recent efforts to inject liquidity into the
financial system, will lead to an economic recovery over time.

Chart 3.9 Private sector expects Canadian and US interest rates to remain low in 2009
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Outlook

Based on the average of five private sector forecasts as of January 7, 2009, the
Ministry of Finance interest rate outlook assumes that the Bank of Canada will hold
the overnight target rate steady at 1.00 per cent for the duration of 2009. These five
forecasters expect the rate to rise to 1.25 per cent in the April to June quarter of 2010,
and to reach 2.00 per cent by the end of that year.

As of January 7, 2009, the same five private sector forecasters project that the US
Federal Reserve will keep the fed funds rate in the 0.00 per cent to 0.25 per cent range
for the duration of 2009. They then expect the rate to rise gradually next year, ending
2010 at 1.50 per cent. As of January 7, on average, the private sector projects the US
fed funds rate to average 0.14 per cent in 2009 and 0.94 per cent in 2010. The success
of Federal monetary policy in aiding the US economic recovery is a significant risk to
the US outlook.

The average of private sector forecasters’ views on Canadian short-term interest rates
(3 month Treasury bills) as of January 7, 2009 (see Table 3.3) indicates that 90 day
rates will average 0.9 per cent in 2009 and 1.7 per cent in 2010. This compares to
the private sector averages in the first Quarterly Report of 3.2 per cent for 2009 and
4.1 per cent for 2010.

Table 3.3 Private Sector Canadian Three Month Treasury Bill
Interest Rate Forecasts

Average annual interest rate (per cent) 2009 2010
Global InSight ... 0.7 1.1
Bank of Montreal ...........coooiiiiiii e, 0.9 2.2
Scotiabank ..., 0.5 1.1
TD ECONOMICS ..uuiiiiiii i e e, 1.4 24
RBC Capital Markets ..........ccoooiiiiii, 0.9 1.5
Average (as of January 7,2009) ...............ocooiiiiiiiiiinne. 0.9 1.7
Budget 2009 Forecast ...............ccooovviiiiiiiiiiie, 0.9 1.7

Ten-year government of Canada bonds are forecast to average 2.9 per cent in 2009
and 3.4 per cent in 2010 (see Table 3.4). At the time of the first Quarterly Report,
the private sector average was 4.1 per cent for 2009 and slightly higher for 2010 at
5.0 per cent.

Table 3.4 Private Sector Canadian 10-year Government Bond
Interest Rate Forecasts

Average annual interest rate (per cent) 2009 2010
Global Insight ... 3.3 4.0
Bank of Montreal ............ccoiiiiii 2.7 3.3
Scotiabank ... 2.8 3.3
I D1 o] s o1 1o X 2.9 3.4
RBC Capital Markets ... 2.6 3.2
Average (as of January 7,2009) ...............ccoiiiiiiiiii 29 34
Budget 2009 Forecast ..............ccooviiiiiiiiiiiiii e, 29 34
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Exchange Rate

The Canadian dollar began 2008 trading around par with the US dollar, and
maintained a fairly high value throughout most of the year, averaging 93.7 US cents on
the year, up from 93.1 US cents in 2007. However, the value of the loonie experienced
significant volatility in recent months, and fell as low as 77.1 US cents on December 5
before climbing to 81.7 US cents by December 31.

Chart 3.10 Private sector expects lower Canadian dollar in 2009
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Budget 2009 as of January 7th, 2009. CIBC was unable to provide a forecast for Budget 2009.

The drop in the dollar’s value in recent months can mainly be attributed to the recent
plunge in commodity prices (on which much of the resource-rich Canadian economy
is dependent) and the strengthening of the US dollar, as nervous investors flood to
the perceived safety of US Treasury bills and bonds in the wake of the global financial
crisis.

Outlook

Private sector expectations for the Canadian dollar and commodity prices have
declined significantly since the first Quarterly Report, as uncertainty over the Canadian
economy continues to grow. The loonie is expected to gradually increase vis-a-vis

the US dollar through 2009 and 2010, and stabilize around 89.0 US cents in the
medium-term.

An average of five private sector forecasts as of January 7, 2009 saw the Canadian
dollar averaging 79.3 US cents in 2009, and rising to 86.2 US cents in 2010. The

Ministry of Finance’s exchange rate outlook is based on these private sector averages
(see Table 3.5).

Table 3.5 Private Sector Exchange Rate Forecasts

Average annual exchange rate (US cents/Can $) 2009 2010
Global Insight ... 80.6 88.2
Bank of Montreal ... 82.2 87.1
Scotiabank ... 76.3 84.1
TD ECONOMICS ..uvieiieiii e 79.6 87.8
RBC Capital Markets ... 78.0 83.8
Average (as of January 7,2009) ...............ccooeviiininnnn. 79.3 86.2
Budget 2009 Forecast ...............ccoiiiiiiiiiiiiiiin, 79.3 86.2
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The British Columbia Economic Outlook

Reflecting the deteriorating economic situation, the Ministry of Finance estimates
that the BC economy posted growth of 1.0 per cent in 2008, well below last year’s
February 2008 budget forecast of 2.4 per cent and the subsequent first Quarterly
Report forecast of 1.7 per cent.

The Ministry of Finance forecasts BC’s economy to contract by 0.9 per cent in 2009
and then recover somewhat in 2010 to increase by 2.4 per cent. Economic activity is
expected to slow considerably in 2009, largely due to weakness in the US economy
limiting demand for BC products, as well as continued volatility in global financial and
commodity markets. Domestic demand, the main driver of BC’s economic growth in
recent years, is expected to slow considerably due to weakened consumer confidence
and tighter credit conditions. The province’s export market — particularly the forestry
sector — will likely continue to suffer with the sustained downturn in the US housing
market.

Over the medium-term, the Ministry of Finance forecasts growth of 2.6 per cent in
each of the years 2011, 2012 and 2013. This outlook is equal to the Economic Forecast
Council’s medium-term projection (see Table 3.6 for a comparison of Ministry of
Finance and EFC economic outlooks).

Table 3.6 British Columbia Economic Outlook

Forecast
2008 2009 2010 2011 2012 2013
Per cent change in real GDP
Ministry of Finance economic forecast .......................... 1.0° -0.9 24 2.6 2.6 2.6
Economic Forecast Council " ...............cciiiieeiins 1.3 0.0 2.8 2.6 2.6 26

¢ Ministry of Finance estimate.
! Average of the 12 members who provided forecasts (the Council provided a single average annual growth rate for the 2011
through 2013 period).

Table 3.7 summarizes the Ministry of Finance’s outlook for key economic indicators,
while Tables 3.9.1 to 3.9.4 at the end of Part 3 provide additional detail on the
economic forecast.

Table 3.7 Ministry of Finance Economic Forecast: Key Economic Indicators

Forecast

2008 2009 2010 2011 2012 2013
British Columbia Economic Indicators Per cent change unless otherwise noted
REal GDP ..o 1.0° -0.9 24 2.6 26 2.6
Nominal GDP .......c.ciiiii 39° -0.9 4.2 4.6 4.8 4.8
Employment ... 21 -0.5 1.3 1.5 1.6 1.6
Unemployment rate (per cent)..........ccovvvininneninnnnn, 4.6 6.2 6.0 5.7 5.5 5.5
Total net in-migration (thousands of persons) ............ 56.1" 47.8 48.7 49.8 49.6 51.5
Personal income ...........coooiiiiiiiiii 51° 1.7 3.5 4.3 4.5 4.5
Corporate pre-tax profits ..........ccooeeiiiiiiiiiiiiiiis -4.0° -24.7 1.5 3.2 4.4 4.4
Housing starts (thousands of units) ......................... 34.3 255 26.8 27.8 28.4 29.2
Retail sales .............cooiiiiiiiii 15° 1.3 4.4 4.4 4.4 4.4

® Ministry of Finance estimate. ' BC Stats estimate.
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Labour Market

Employment in British Columbia grew 2.1 per cent in 2008, following growth of

3.2 per cent in 2007. This translates to average total employment of 2,314,300 persons,
an increase of 48,000 jobs. Full-time employment increased by 40,100 jobs over 2007,
while part-time employment increased by 7,800 jobs.

Chart 3.11 BC Employment declines in recent months
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Labour force growth outweighed employment growth in 2008, resulting in
British Columbia’s unemployment rate averaging 4.6 per cent during the year,
an increase of 0.4 percentage points from 2007.

January 2009 brought the most job losses BC has ever experienced in one month,
as the number of jobs declined by 35,100 compared to December 2008. Much of
the January decrease came from losses in the goods producing sector, namely in
the manufacturing and construction industries. These record losses pushed BC’s
monthly unemployment rate up to 6.1 per cent in January 2009, its highest rate
since April 2005.

Outlook

The Ministry of Finance outlook calls for employment in British Columbia to decline
by 0.5 per cent in 2009, or approximately 11,000 jobs. Employment is then forecast
to grow by 1.3 per cent in 2010, then by about 1.6 per cent per year through the
2011 to 2013 period. Labour force growth in BC is expected to exceed employment
growth in 2009, resulting in the unemployment rate rising to 6.2 per cent this

year. The unemployment rate is then forecast to gradually fall after 2009, reaching
6.0 per cent in 2010 and about 5.6 per cent per year in the medium-term.

Domestic Demand

Consumer Spending and Housing

Retail sales increased by 1.4 per cent through the first 11 months of 2008 compared to
the same period in 2007. However, retail sales in BC have fallen in four of the last five
months leading up to November — a result of waning consumer confidence among
shoppers in BC. Retail trade is certainly coming off the surge it experienced in recent
years, after year-over-year sales grew 7.2 per cent in 2006 and 6.7 per cent in 2007.
While steady gains have been made in sales by gasoline stations and home electronics
and appliance stores, sizeable declines have occurred in sales of new and used
automobiles.
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Housing starts in BC declined significantly in 2008, averaging 34,321 units on the
year — a decline of 12.4 per cent over 2007. Residential building permits, a precursor
of new housing activity, fell 19.9 per cent in 2008, including a sizeable 50.7 per cent
quarterly decline in the October to December quarter. This downward trend in
residential permits suggests that weakness in housing starts will likely continue going
forward in 2009.

Economic uncertainty and reduced confidence took hold of BC homebuyers during
2008, as seasonally adjusted MLS home sales plummeted from 7,837 units in January to
3,907 in December (see Chart 3.12). In November, home sales dipped to their lowest
monthly level on record (dating back to 1988), reaching 3,632 units. Further, the
average home price in BC fell from about $472,000 in January 2008 to about $406,000
in December — a reduction of 14.0 per cent. Homebuyers’ expectations of further price
declines in the coming months, in combination with tighter credit conditions and
growing fears of job losses, will likely result in further slowing of BC’s housing market
in 2009.

Chart 3.12 BC home sales plummet in 2008
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Suggestive of further declines in the non-residential building sector going forward,
non-residential building permits, a leading indicator of non-residential investment, fell
by 7.1 per cent in 2008. Declines in non-residential permits were observed across all
major categories on the year.

Outlook

The Ministry of Finance estimates that real (inflation-adjusted) consumer spending on
goods and services grew by 1.6 per cent in 2008, and is forecasting slower growth of
just 0.9 per cent in 2009 (see Table 3.9.1 at the end of Part 3). Real consumer spending
is forecast to improve in 2010, growing by 2.6 per cent, and to average 2.8 per cent
growth per year in the medium-term. Retail sales are estimated to have increased by
1.5 per cent in 2008, and are forecast to grow by 1.3 per cent in 2009 and 4.4 per cent
each year from 2010 to 2013. Weakened confidence among BC consumers combined
with rising unemployment is expected to put downward pressure on personal
consumption in the near-term.
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As British Columbia’s housing boom draws to a close, housing starts are expected to
ease from the high levels observed over the last few years. The Ministry of Finance
forecasts housing starts to total approximately 25,500 units in 2009 and 26,800 units in
2010. Over the medium-term, BC housing starts are expected to level out, averaging
around 28,500 units per year from 2011 to 2013.

Business and Government

Real business investment (including residential) is estimated to have increased

by 1.9 per cent in 2008 — slightly greater than the 1.4 per cent observed in 2007.

The main source of the 2008 increase in business investment was stronger investment
in non-residential construction and in machinery and equipment that offset weaker
investment in residential construction. BC is likely to see weaker non-residential
investment moving into 2009, as non-residential building permits showed significant
weakness in the final two months of 2008.

Real business machinery and equipment investment growth slowed in 2008. Following
growth of 8.8 per cent in 2007, machinery and equipment investment is estimated to
have grown 4.5 per cent in 2008.

Real business non-residential investment is estimated to have increased by 1.8 per cent
in 2008, following a 6.4 per cent decline in 2007. 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, which includes new housing investment as well as
renovations and improvements, is estimated to have grown by just 0.5 per cent in
2008, following growth of 2.2 per cent in 2007.

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 10.4 per cent through the first nine months of 2008,
compared to the same period in 2007. This follows annual growth of 12.7 per cent

in 2007. Central 1 Credit Union, a private sector group that frequently examines

BC'’s construction industry, points out that overall construction cost increases going
into 2009 are moderating for both materials and labour. Lower prices for energy and
wood products, as well as higher unemployment among construction workers, are
aiding in this moderation. The BTY group, another private sector group that forecasts
construction cost growth in several regions of Canada, projects that BC’s construction
costs will increase by 3.0 per cent in 2009, 3.0 per cent in 2010 and 5.0 per cent in
2011. This represents a significant moderation of cost growth from recent years, due to
lower expected energy costs, slower projected housing starts in the coming years and
slower expected economic growth in general.

Real (inflation adjusted) local, provincial and federal government combined spending
on goods and services in BC is estimated to have increased 3.2 per cent in 2008,
following growth of 4.1 per cent in 2007.
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Outlook

With a bleaker outlook for many businesses in 2009, total real business investment
in BC is forecast to decline by 5.1 per cent on the year. This contraction reflects

a slowdown of investment across all major categories. However, renewed growth
in business investment is expected in 2010, as all categories are expected to post
modest gains. Over the medium-term, total business investment in BC is projected
to grow approximately 3.5 per cent per year on average, with all major sectors
making steady annual gains. On average, real non-residential investment is forecast
to grow by 3.3 per cent per year from 2011 to 2013, while investment in machinery
and equipment is forecast to rise by an average of 3.5 per cent per year. Residential
investment is projected to increase by 3.6 per cent per year on average in the
medium-term.

Corporate pre-tax profits, which declined by 3.2 per cent in 2007, are estimated by
the Ministry of Finance to have fallen by 4.0 per cent in 2008. Due to the weaker
economic outlook and significant declines anticipated for commodity prices in 2009,
the Ministry expects corporate profits to fall by 24.7 per cent on the year. A recovery
to modest growth is anticipated in 2010, however, when corporate profits are forecast
to rise by 1.5 per cent.

Combined real spending by the three levels of government (federal, provincial and
municipal) on goods and services is expected to grow by 0.6 per cent in 2009, and
rise again by 2.5 per cent in 2010. Over the medium-term, real spending from all three
levels of government is forecast to grow by 2.3 per cent per year on average.

External Trade and Commodity Markets

The value of BC’s merchandise exports increased through 2008, rising 4.7 per cent
year—to—date to November compared to the same period in 2007. Driving this healthy
gain was a 54.6 per cent increase in energy exports, which helped to offset an

18.0 per cent drop in forestry exports. Further degradation in the US housing market
that weakened demand for BC forest products (combined with falling lumber prices)
took a toll on BC’s forest industry during 2008. Weakness was also observed in exports
of automotive products and machinery and equipment.

Global commodity markets experienced substantial volatility in 2008, with the values
of most commodities plunging in the latter months of the year. Lumber prices began
the year at fairly low values, with western spruce-pine-fir (SPF) 2x4 prices averaging
$204 US per thousand board feet in January 2008. Prices recovered somewhat
throughout the year, with monthly values reaching as high as $276 US per thousand
board feet in August. However, prices fell again in September as the turmoil in US
financial markets took its toll on US demand for wood products. On the year, lumber
prices averaged $219 US, down $30 US compared to 2007. Prices reached a recent low
of $130 US per thousand board feet during the fourth week of January.

Natural gas prices also fluctuated significantly throughout 2008. After beginning the
year at $5.86 C/GJ in January, natural gas reached a high of $9.33 C/GJ in June and
then plunged to hit $5.46 C/GJ in September. Prices averaged $6.89 C/G]J in 2008,
up from $5.41 C/GJ in 2007. Weaker demand due to the US economic downturn
contributed to the fall in natural gas prices during the latter months of 2008.
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Inflation

Oil prices experienced remarkable volatility during 2008, as the West Texas
Intermediate oil price began the year at $99.64 US/barrel and then rocketed up to
$145.31 US/barrel on July 3, 2008. Prices have since fallen sharply, due primarily to
declining demand brought on by the global financial crisis. The price of oil averaged
$99.67 US/barrel in 2008, but ended the year at $44.60 US/barrel on December 31.
With growing uncertainty over the direction of the global economy, oil prices are
likely to remain volatile for some time.

Metal and mineral prices saw strong increases through most of 2008, but have
generally been on a declining trend in recent months. For example, copper prices
averaged $3.69 US per pound during the first six months of the year, but only
$2.62 US per pound during the final six months, concluding the year at $1.40 US
per pound in December. Similar trends can be observed in the prices of other
commodities such as silver, aluminum, lead and zinc.

Outlook

Real exports of goods and services are forecast to decrease by 2.4 per cent in 2009.
Declining demand from the US for BC products combined with continued volatility
in commodity prices are the central reasons for the expected weakness this year.
Real export growth is forecast to return in 2010, reaching 2.6 per cent on the year,
with the expectation of a recovery in demand from the US and other areas. Over the
medium-term, average annual growth of 3.2 per cent is anticipated for real exports.

Due to continued weakness in the US housing market, Western SPF prices are

expected to remain weak through 2009, averaging $213 US per thousand board feet
for the year, down from the $250 US that was assumed in the first Quarterly Report.
As the US housing market gradually recovers, prices are forecast to average $250 US
per thousand board feet in 2010 and then return to $300 US over the medium-term.

Based on private sector forecasts, natural gas prices are expected to strengthen from
2008/09 levels over the forecast period. Between 2008/09 and 2012/13, prices are
forecast to rise from $6.57 C/GJ to $7.21 C/GJ.

The British Columbia goods and services export price deflator (the average price of
BC goods and services exports) is forecast to grow by 2.5 per cent in 2009, largely due
to the weakened Canadian dollar. The Ministry of Finance forecasts that the price of
BC’s exports will decline by 0.8 per cent in 2010 as the value of the dollar recovers.
The average annual export price growth is expected to be 2.4 per cent over the 2011
to 2013 period, as commodity prices stabilize and the Canadian dollar levels out
around 88.6 US cents by 2013.

Consumer price inflation (CPD) in British Columbia averaged 2.1 per cent in 2008,

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 2.3 per cent in 2008. High gasoline, fuel oil and
other fuel prices were partly responsible for the strength of non-durable inflation.
Food prices rose 3.3 per cent during the year on average, while consumers saw the
cost of automobiles fall by 6.9 per cent. Excluding food and energy, two of the most
volatile components, BC consumer prices rose by 1.0 per cent in 2008.
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Outlook

Consumer price inflation in BC is forecast to be 1.0 per cent in 2009, as slower
consumer spending is expected to put downward pressure on some prices. CPI
inflation is forecast at 2.2 per cent in 2010 and at 2.1 per cent per year on average in
the medium-term. The Canadian rate of inflation is expected to average 0.8 per cent
in 2009 and 2.0 per cent in 2010. 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 weighted to the downside.
The most significant risks to the BC outlook include:

e a more severe and prolonged US recession than assumed;

e slower than anticipated global demand resulting in reduced demand for BC’s
exports;

e continued turmoil in global financial markets;
e further weakening of domestic demand; and
e further commodity price volatility.

However, there is also upside risk to the forecast resulting from the potential impact of
Federal and Provincial fiscal stimulus measures.
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Table 3.8 British Columbia Economic Review

Budget 2008 Actual/
Actual Forecast Estimate
2007 2008 2008
Per cent change unless otherwise noted
Real gross domestic product (per cent change) ...........cc.cooviiiiiiininennn, 3.0 24 1.0
Consumer eXpenditure ...........c.veiiuiriiiiiiii e 5.2 3.4 16"
Capital INVESIMENT ..o 2.4 3.6 281
Government exXpendifure .............ooeiviiuiiiinii e 4.1 2.2 321
Exports of goods and ServiCes ............ocoviuiiiiiiiiiiii -0.3 1.3 141
Imports of goods and SEIVICES ...........cc.ieiiiiiiiiiiiiiiiiaei e 3.9 34 00"
Inventory investment (change in billions of constant 2002 dollars) ......... 1.8 0.9 05"
BC Economic Forecast Council — Real GDP growth .............cocooviiininn. n/a 28 1.3
Gross domestic product (current dollars; per cent change) ....................... 54 4.2 39
Population July 1 (per cent change) ..........ccooviiiiiiiiiii e 1.6 1.4 1.7
Total net in-migration (thousands of persons) .............cocoeiiiiiiiiiiiiininns, 58.3 48.9 56.1 2
INEErProviNGial .........ooiei e 15.5 13.2 6.0 2
INtErNAtIONAN ...t 42.8 35.7 50.1 2
Labour force (thousands of Persons) ...........c.cooooiiiiiiiiiiiiiiiiiiieeeenes 2,366 2,416 2,426
(Percent change) ......oooouiniiii 2.7 21 2.5
Employment (thousands of persons) ............ccooiiiiiiiiiiiie, 2,266 2,304 2,314
(Percent Change) .......cu i 3.2 1.7 2.1
Unemployment rate (per cent) ..o 4.2 4.7 4.6
Retail sales (millions of current dollars) .............cooooviiiiiiiiiin 56,365 59,112 57,193 '
(Percent Change) .....o.ivieiii e 6.7 5.3 1.5
Labour income? (millions of current dollars) .................ccccoeieeieiiiiieeniil. 99,894 103,307 105,688
(Percent change) ..o 6.3 47 5.8
Corporate pre-tax profits (millions of current dollars) ............................... 21,385 21,858 20,521 !
(Percent Change) .......veiiii e -3.2 04 -4.0
Housing starts (UNitS) ... ... 39,195 34,597 34,321
(Percent Change) .......ovuiiii i 7.6 -11.7 -12.4
Consumer Price Index (2002 = 100)......c.cuiuiiiiiaiieee e 110.0 111.9 112.3
(Percent Change) .. ....ovuiii i 1.8 1.8 2.1
Key Assumptions:
Economic growth (per cent change)
CANAAA ...eeeeeee e 2.7 1.9 06"
United States ......ooinii i 2.0 1.7 1.2
JAPAN 24 1.2 03"’
U] o= X 2.7 1.6 0.9'
Housing starts (per cent change)
CaANAAA ... -0.6 -14.6 -7.6
United States ... -26.0 -27.8 -32.7
JADaN L -17.8 7.5 3.1
Industrial production (per cent change)
United States ... 1.7 1.0 -1.7
JADaN L 2.9 1.7 -3.1
Canadian consumer price index (per cent change) .............ccocoveeveinnen. 22 1.8 2.3
Canadian interest rates (per cent; annual average)
3-month treasury bills ... ... 4.2 3.9 24
Government of Canada 10—year bonds ............coooveiiiiiiiniiniiiinnannn 4.3 4.2 3.6
United States interest rates (per cent; annual average)
3-month treasury bills ....... ... 44 3.2 14
Government 10—yearbonds ..........cccoiiiiiiiiiiii 4.6 4.1 3.7
US cents/Canadian dollar (annual average) ............ccocovviiniiiiencnnenne. 93.1 99.9 93.7
BC goods and services export price deflator (Cdn$; per cent change) ..... 0.2 -2.4 571

! Ministry of Finance estimate.

2 BC Stats estimate.
3 Wages, salaries and supplementary labour income.
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Table 3.9.1 Gross Domestic Product: British Columbia
Forecast
2007 2008 ° 2009 2010 2011 2012 2013
BRITISH COLUMBIA:
Gross Domestic Product at Market Prices:
— Real (2002 $ billion; chain-weighted) . 164.6 166.2 164.6 168.6 173.0 177.6 182.3
(Yochange) ...............ccoooieiiiiinnin, 3.0 1.0 -0.9 24 2.6 2.6 2.6
— Current dollar ($ billion) ...................... 192.6 200.0 198.3 206.7 216.1 226.4 2374
(%o change) ......covvvviiiiiiiiiieeiin, 5.4 3.9 -0.9 4.2 4.6 4.8 4.8
— GDP price deflator (2002 = 100) .......... 117.0 120.4 120.4 122.6 124.9 127.5 130.2
(Y%ochange) ......ooevveviiiiiiie, 2.3 29 0.1 1.8 1.9 21 21
Real GDP per person
(2002 $; chain-weighted) ................ 38,184 37,925 37,026 37,400 37,870 38,352 38,835
(Y%ochange) ......covveviiiiiiiiiie, 1.4 -0.7 -2.4 1.0 1.3 1.3 1.3
Real GDP per employed person
(%o change) ........coevviviniiiiiiiein, -0.2 -1.1 -04 1.1 1.1 1.1 1.0
Unit labour cost' (% change) .................... 3.2 48 2.1 14 2.3 2.2 2.2
Components of British Columbia Real GDP at Market Prices ($2002 billions; chain-weighted)
Personal expenditure on
Goods and Services ...........c.coeeveinnenn. 111.5 113.3 114.3 117.3 120.4 123.8 127.3
(Y%ochange) ....ccvvvviiiiiiiiiiens 5.2 1.6 0.9 2.6 2.6 2.8 29
—G00dS ..uiiiii 46.7 47.0 47.3 48.5 49.8 51.1 52.5
(Y%ochange) ....cccoeeveiiiiiiiiiiieeen 5.2 0.6 0.8 2.4 2.6 2.7 27
— SEIVICES «.uiviiiiiie i 64.8 66.3 66.9 68.8 70.6 72.7 74.8
(Y%ochange) ....ccovveviiiiiiiiiieeen 5.3 23 1.0 2.8 2.6 2.9 3.0
Government current expenditures on
Goods and Services ...........coceeiiiiinnn. 30.9 31.9 321 32.9 33.6 34.4 35.3
(Y%ochange) ....ccoevveviiiiiiiiiiieeens 4.1 3.2 0.6 2.5 2.1 2.4 25
Investment in fixed capital ......................... 39.8 40.9 38.3 39.1 404 41.6 42.8
(Y%ochange) ....ccoeveviiiiiiiiiieieeens 2.4 2.8 -6.5 2.3 3.1 3.1 29
Final domesticdemand ......................... 182.3 186.2 184.5 189.2 194.2 199.7 205.3
(Yochange) .............coooiiviiiinn.n. 4.4 21 -0.9 2.5 2.6 2.8 23
Exports goods and services ...................... 72.6 71.6 69.9 7.7 741 76.5 78.9
(Y%ochange) ......cccveiviiiiiiin, -0.3 -1.4 -2.4 2.6 3.3 3.4 3.0
Imports goods and services ...................... 93.0 93.0 91.0 93.6 97.0 100.3 103.6
(Y%ochange) ....ccovvvviiiiiiiiiieeen 3.9 0.0 2.2 29 3.6 34 3.3
Inventory change ..., 1.8 0.5 0.2 0.2 0.7 0.7 0.6
Statistical discrepancy .............ccoeviiniennn. 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Real GDP at market prices ..................... 164.6 166.2 164.6 168.6 173.0 177.6 182.3
(Yochange) ...........c.covvviiiiininnen. 3.0 1.0 -0.9 2.4 2.6 2.6 2.6

" Unit labour cost is the nominal cost of labour incurred to produce one unit of real output.

¢ Ministry of Finance estimate.
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Table 3.9.2 Components of Nominal Income and Expenditure

Forecast
2007 2008 2009 2010 2011 2012 2013
Labour income” ($ million) ...............cc...... 99,894 105,688 ° 106,938 110,997 116,600 122,356 128,347
(Y% change) ....ccoeveviiiiiiiiienees 6.3 5.8 1.2 3.8 5.0 49 4.9
Personal income ($ million) ..................... 151,836 159,568 ¢ 162,215 167,914 175,104 182,935 191,133
(Y%ochange) .....cooeveviiiiiiiii 6.8 51 1.7 3.5 4.3 4.5 4.5
Corporate profits before taxes ($ million) .... 21,385 20,521 © 15,460 15,699 16,204 16,914 17,662
(%o change) ....ccvveveviiiiiiiiieneee -3.2 -4.0 -24.7 1.5 3.2 4.4 4.4
Retail sales ($ million) ..................cooeienils 56,365 57,193 °© 57,942 60,466 63,131 65,934 68,863
(Y%ochange) ......cccoevveiiiiiiiiiiiienn, 6.7 1.5 1.3 4.4 4.4 4.4 4.4
Housing starts ...........cooviiiiiiiiiiinien, 39,195 34,321 25541 26,783 27,800 28,430 29,248
(Y%ochange) ......cccoeviviiiiiiiiinn. 7.6 -12.4 -25.6 4.9 3.8 2.3 2.9
Residential investment? ($ million) ............ 19,095 19,542° 18,244 19,744 21,198 22,670 24,153
(Y%ochange) ....ccvvvveiiiiiiiiiieen, 10.7 23 -6.6 8.2 7.4 6.9 6.5
BC consumer price index (2001 = 100) ...... 110.0 112.3 113.5 116.0 118.5 120.9 123.4
(%o change) .....ccoevveviiiiiiiiiien, 1.8 21 1.0 22 21 21 21
' Domestic basis; wages, salaries and supplementary labour income.
2 Includes renovations and improvements.
¢ Ministry of Finance estimate.
Table 3.9.3 Labour Market Indicators
Forecast
2007 2008 2009 2010 2011 2012 2013
Population (on July 1) (000'S) ..........euvnen... 4,310 4,382 4,447 4,508 4,569 4,631 4,694
(% change) ......oevveviiiiiiiiiieieee 1.6 1.7 1.5 1.4 1.4 1.4 1.4
Labour force population, 15+ Years (000's) .. 3,571 3,642 3,704 3,763 3,821 3,876 3,931
(Y%ochange) .....cocvvviiiiiiiiiiie 1.7 2.0 1.7 1.6 1.5 15 1.4
Net in-migration (000's)
— International™ ... 42.8 50.1 ¢ 38.3 39.9 41.0 40.8 416
— Interprovincial® .........ccooveveviiiieein. 15.5 6.0 ° 9.5 8.8 8.8 8.8 9.9
—Total .o 58.3 56.1 © 47.8 48.7 49.8 49.6 51.5
Participation rate? (%) .........ccccecvveeueenn.. 66.3 66.6 66.2 65.9 65.7 65.7 65.7
Labour force (000'S) .....covvveniniiiiiiienenn, 2,366 2,426 2,454 2,481 2,510 2,545 2,583
(% change) ......coevveviiiiiiiiiiiieee 2.7 25 1.1 1.1 1.2 1.4 1.5
Employment (000'S) ........ocovviiiiiiiiiiinnes 2,266 2,314 2,303 2,333 2,368 2,405 2,443
(%o change) ......cocvvviiiiiiiiiiia 3.2 21 -0.5 1.3 1.5 1.6 1.6
Unemployment rate (%) ......c.coveevveninninnnnn. 4.2 4.6 6.2 6.0 5.7 5.5 55

" 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.

8 Components may not sum to total due to rounding.

¢ BC Stats estimate.
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Table 3.9.4 Major Economic Assumptions

Forecast
2007 2008 2009 2010 2011 2012 2013
GDP (billions)
Canada real (2002 $; chain-weighted) .... 1,320 1,328 © 1,312 1,337 1,370 1,404 1,439
(Yochange) ......cooovvviiiiiiiiii 27 0.6 -1.2 1.9 25 25 2.5
US real (1996 US$; chain-weighted) ...... 11,524 11,671 11,405 11,612 11,908 12,214 12,535
(Y%ochange) ......coevveiiiiiiiiiin 20 1.3 -2.3 1.8 26 2.6 2.6
Japan real (2000 Yen; chain-weighted) .. 561,403 562,940 ® 550,680 554,073 562,689 572,893 583,119
(Yochange) ......covviviiiii 24 0.3 -2.2 0.6 1.6 1.8 1.8
Europe real' (% change) ..................... 27 09° -1.9 0.5 20 20 2.0
Industrial production index
US (2002 = 100) eeueveniniineieeieeiaennes 111.4 109.5 102.8 104.2 106.8 109.6 112.4
(Yochange) ......cooviviiiiiiii 1.7 -1.7 -6.1 1.4 26 26 2.6
Japan (2000 = 100) ......c.cocevevnieniininnnnn. 107.3 103.9 90.6 91.1 92.5 94.2 95.9
(Y%ochange) ......coevveiiiiiiiiiiin 29 -3.1 -12.8 0.5 1.6 1.8 1.8
Europe’ (2000 =100) .......c...coveen.... 111.7 111.4° 105.3 105.7 107.8 109.9 112.1
(% change) ....ccovviiiiiiiee 3.5 -0.3 -5.4 0.3 20 20 2.0
Housing starts?(000's)
Canada .......covvvii 228 211 160 160 168 176 180
(Yochange) ......coeviviiiiiii 0.4 -7.6 -24.2 0.0 5.0 4.8 23
US 1,341 902 650 815 1,100 1,300 1,300
(Y%ochange) ....ccoevveiiiiiiiiiiin -26.0 -32.7 -28.0 254 35.0 18.2 0.0
Japan ... 1,061 1,093 1,020 1,020 1,047 1,065 1,065
(Y%ochange) ......coeviviiiiiii -17.8 3.1 -6.7 0.0 26 1.7 0.0
Consumer price index
Canada (2001 =100) .....ccvvvvvirinnennenn, 111.5 114.1 115.0 117.3 119.7 1221 124.5
(Yochange) ......coeviviiiiiiiiis 22 23 0.8 2.0 2.0 2.0 2.0
Canadian interest rates (%)
3-Month treasury bills ......................... 4.2 2.4 0.9 1.7 29 3.9 4.8
10-year government bonds .................. 4.3 3.6 2.9 3.4 4.0 4.9 5.8
United States interest rates (%)
3-Month treasury bills ......................... 4.4 1.4 0.2 1.1 28 3.9 4.8
10-year government bonds .................. 4.7 3.7 2.4 3.1 3.8 4.9 5.8
Exchange rate (US cents / Canadian §) .... 93.1 93.7 79.3 86.2 89.4 89.5 88.6
British Columbia goods and services
Export price deflator (% change) ......... 0.2 57¢ 25 -0.8 1.8 2.2 3.1

' Euro zone (12) is Austria, Belgium, Finland, France, Germany, Greece, Ireland, ltaly, Luxembourg, Netherlands, Portugal and Spain.
2 British Columbia housing starts appear in Table 3.9.2.
° Ministry of Finance estimate.
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The Economic Forecast Council, 2009

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
Council is comprised of leading economists
from several of Canada’s major banks and
private research institutions. The consultation
process occurs each December and the
resulting forecasts are published the following
February along with the provincial budget.

The most recent meeting between the
Minister and the Council was held on
December 5, 2008, with the discussion
focussing on Council members’ estimates

for 2008 as well as their forecasts for 2009
and beyond. Participants each provided
information for the individual years 2008,
2009 and 2010, as well as an average forecast
for the years 2011 to 2013. Ten of the 12
Council members subsequently updated their
forecasts in early January.

Council members presented their views

on BC’s near-term economic outlook and

on factors that could affect the province’s
medium-term outlook. Among the various
topics discussed were: the sharp US economic
downturn, the international credit crisis,
falling commodity prices, government deficit
financing, the potential effectiveness of
government stimulus packages, the impact of
the 2010 Olympics, as well as the outlook for
BC’s construction and forestry sectors.

Chart 1 — Economic Forecast Council
Outlook for the BC Economy

Real GDP
Annual Per Cent Change W July 2008 Survey

4 - ODec 2008 Survey (revised Jan 2009)
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Source: Average of Economic Forecast Council forecasts

NOTE: Forecast from July 2008 EFC for 2010 and 2011-2013 is the average growth for the years 2010-2012.

2011-2013

Forecast details from the Council surveys are
summarized in the table at the end of this
topic box.

Overview

Since the first Quarterly Report, Council
members have significantly downgraded their
forecasts for near—term economic growth in
British Columbia. The Council’s estimates

for BC’s real GDP growth in 2008 average

1.3 per cent, down from the 2.1 per cent
projected in the first Quarterly Report.
Forecasts for BC’s economic growth in 2009
have also been lowered, as the Council now
projects an average change of 0.0 per cent
(or no growth) this year — a substantial drop
from the 2.7 per cent presented in the first
Quarterly Report. The rapidly deteriorating US
economy, slowing domestic demand, lower
commodity prices and continued instability in
global financial markets are the main reasons
for their downward revisions. However,
Council members expect BC’s economy

to rebound significantly in 2010, as their
average forecast projects real GDP growth at
2.8 per cent in that year. In the medium—term,
the Council anticipates an average annual
increase of 2.6 per cent in real GDP for

the 2011 to 2013 period. Despite the softer
outlook in the near-term, economic growth
in BC is expected to outperform the national
average in 2009 and 2010.

Council members explained that BC will
likely experience significantly lower economic
growth in 2009 than it has in previous years
due primarily to rapidly eroding demand from
the troubled US economy. While participants
agree that BC is in better shape than most
other Canadian provinces to weather the
ongoing economic storm, they caution that
slowing domestic demand and weaker
commodity prices will also contribute to BC'’s
expected economic weakness in 20009.

The Council encouraged the provincial
government to increase its spending on
infrastructure in the near-term in efforts to
stimulate BC’s economy. Several Council
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members also advised that running short-term Council members stressed the dismal
fiscal deficits in times of economic weakness outlook facing the US economy in 2009,
would also benefit economic growth in the and the monumental task lying before the
province. US government to pull the country out of
recession. Participants expressed concern
The primary risk to the forecast noted by about the rapidly deteriorating employment
Council members is continued weakness in situation in the US that, combined with
the US economy affecting prices and hindering  very tight credit conditions, could further
demand for products from BC and Canada, depress consumer confidence and put greater
as well as continued volatility in financial and downward pressure on consumer spending.
commodity markets. Medium—term forecast However, some members felt that recent
risks include a prolonged US economic reductions in interest rates by the Federal
downturn, the potential effects of government Reserve and the planned fiscal stimulus by the
stimulus packages, the impact of demographic ~ US government will be effective at returning
trends on government programs, the effect of growth to the US economy. One Council
BC’s carbon tax and declining construction member, on the other hand, cautioned that
activity. fiscal stimulus by the US government may not
be effective if the economic downturn is far
US Outlook more severe than expected. Most participants
On average, the Council estimates that the agreed that the American economy will begin
US economy grew 1.1 per cent in 2008, to improve in late 2009 or early 2010, with the
and forecasts US real GDP to decline by loosening of credit conditions, improvement
1.5 per cent for 2009. However, Council in consumer spending, a modest recovery
members expect a recovery in 2010 and in the housing market and a general rise in
beyond, with an average forecast of commodity prices.
2.2 per cent growth in US real GDP for 2010, . . .
and 2.8 per cent growth for the 2011 to 2013 Ou.ts%de of North America, CQUHCII members
period. anticipate that global growth in 2009 will

British Columbia Economic Forecast Council: Summary of Forecasts

Average
Participant Organization 2008 2009 2010 2011-2013
Per cent change in real GDP
Doug Porter Bank of Montreal' 1.4 0.0 20 25
Jock Finlayson BC Business Council’ 1.2 0.0 2.8 26
Helmut Pastrick Central 1 Credit Union 1.3 -1.0 2.0 2.9
Avery Shenfeld ciBC' 1.5 0.7 2.0 2.8
Marie-Christine Bernard Conference Board' 1.2 -0.2 3.3 3.1
Dale Orr Global Insight1 1.5 -0.7 3.0 2.9
Carl Sonnen Informetrica’ 1.1 0.8 3.2 2.0
Paul Ferley RBC Financial Group1 0.8 0.6 3.5 2.5
Mary Webb Scotiabank’ 15 0.4 2.6 25
Ernie Stokes Stokes Economic Consulting 1.6 0.9 3.8 2.6
Derek Burleton TD Bank' 1.4 -1.0 3.6 25
David Baxter Urban Futures Institute 1.5 0.2 1.5 2.8
Average 1.3 0.0 2.8 2.6
Standard Deviation 0.2 0.7 0.8 0.3

"Updated subsequent to the December 5, 2008 meeting
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slow from recent years, as all nations will
likely experience effects of the worldwide
economic downturn. Some participants noted
that continued strong demand from China
may provide some stability to commodity
prices beyond 2009.

Canadian Outlook

As the US and Canadian economies are so
closely linked, the Council expects economic
weakness in Canada to persist as long as
the US economy remains mired in recession.
Several participants noted that shrinking US
demand for Canadian products over the last
few months has had a negative effect not
only on Canada’s manufacturing sector but
also on commodity prices — on which the
resource-rich Canadian economy relies a
great deal for its prosperity.

Estimates for Canadian growth average

0.6 per cent for 2008, followed by a

0.7 per cent decline, on average, projected
for 2009. Council members expect the
economic downturn to be less severe in
Canada than in the US, but also point out
that the Canadian economy will likely feel
the strong negative effects of dramatically
reduced demand from US consumers for
Canadian products. Along the same lines,

the Council expects a Canadian recovery in
2010 to coincide with a turnaround in the US
economy, and forecasts Canadian real GDP
growth of 2.3 per cent in that year. Council
members then expect the Canadian economy
to return to more historic levels of growth in
the medium-term, as they forecast an average
of 2.7 per cent for the 2011 through 2013
period.

Although the Canadian economy is likely to
experience a decline in 2009, the Council was
in agreement that Canada is in better shape
to weather the current economic storm than
many other countries, due to the resilience

of the Canadian financial system and the
federal government’s relatively healthy

fiscal situation. Some Council members also
pointed out that the recent decline in the
value of the Canadian dollar will provide

some relief to Canada’s exporters in the

face of shrinking US demand — especially in
central Canada, where the bulk of the nation’s
manufacturers are located.

The risks to Canadian economic growth in
2009 and 2010 include a long and severe US
economic downturn, continued weakness
in commodity prices and further volatility in
global financial markets.

Financial Markets

Following a year in which the US intended
federal funds rate was gradually reduced to
almost zero, the Council now expects the
Federal Reserve to keep the rate at a very low
level going forward.! In 2009, the Council
members anticipate that the Fed Funds rate
will average 0.25 per cent. Forecasts call

for this rate to increase slightly in 2010, to
0.89 per cent on average, and to reach an
average annual rate of 3.49 per cent for

the 2011 to 2013 period. Several members
emphasized the unprecedented nature of
the current financial crisis, and expect the
Fed to keep its key interest rate low in order
to restore the flow of credit from American
lenders to individuals and businesses.

Council members were generally in agreement
on their forecasts for the Bank of Canada’s
overnight target rate in 2009. Similar to the
Fed Funds rate in the US, the Council expects
the Bank to keep its key interest rate low this
year, with forecasts averaging 1.01 per cent.
The rate is expected to rise to 1.79 per cent in
2010 with the anticipated Canadian economic
recovery, and continue its rise in subsequent
years to average 3.71 for the 2011 to 2013
period.

Exchange rate forecasts average 83.3 US

cents for 2009, a substantial drop from

the 93.7 US cents observed in 2008, with
predictions for the Canadian dollar ranging
from a low of 78.0 US cents up to a high of
87.0 US cents. Average exchange rate forecasts

! The intended federal funds rate is the interest rate at which
depository institutions lend balances at the Federal Reserve to
other depository institutions overnight.
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for 2010 were 88.0 US cents with a low of
85.0 US cents and a high of 91.0 US cents.
The Council expects the Canadian dollar

to gain value vis-a-vis the US dollar by the
medium-term, and average 90.3 US cents for
the 2011-13 period. As in past years, Council
members offer divergent views on the value
of the Canadian dollar over the medium-term,
with forecasts for the 2011 to 2013 period
ranging from as low as 80.0 US cents up to
96.0 US cents.

Chart 2 — Economic Forecast Council
Outlook for the Exchange Rate
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Several participants noted that the lower
dollar will likely provide some relief to
Canadian businesses who export to the US,
after having dealt with a highly valued dollar
hindering US demand for most of 2008.

British Columbia Forecast

Council estimates for BC’'s economic growth
average 1.3 per cent for 2008, and forecasts
average 0.0 per cent (or no growth) for 2009,
2.8 per cent for 2010 and 2.6 per cent for

the 2011 to 2013 period. Council members
agreed on a much slower short-term outlook
for BC than they forecast for the first
Quarterly Report, largely due to the sharp
downturn in the US economy combined with
moderating domestic demand. In the first
Quarterly Report, Council forecasts averaged
2.1 per cent for 2008, 2.7 per cent for 2009,
and 2.8 per cent for the 2010 to 2012 period.
The Council agreed that while BC’s outlook
for 2009 is substantially lower than before, the
province is still expected to outperform the
national average in the near—term.

Chart 3 — Economic Forecast Council
Outlook for BC and Canada

Real GDP
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Note: Real GDP per cent change for BC and Canada represent the average of the Economic
Forecast Council’s forecasts

Participants expect BC’s economy to
experience significant weakness in 2009
compared to recent years, as the sharp
economic downturn in the US hinders
American demand for BC products. In
particular, the Council noted that the dramatic
decline of the US housing market has
dampened demand for BC forest products
and has also put downward pressure on
lumber prices. Several members noted that
these declines point to a bleak outlook

for BC’s forestry sector in 2009, but some
participants suggested that the situation could
improve in 2010 as the American housing
market begins to recover.

The Council also expects BC’s usually robust
domestic economy to experience slower
growth in 2009, citing declining consumer
confidence and tight credit conditions as
factors behind the this year’s projected
domestic weakness. Retail sales are forecast
to increase by just 1.6 per cent on average
in 2009, but to return to a more robust level
of growth in 2010 at 4.6 per cent. Housing
starts are also expected to slow in 2009 from
the torrid pace they exhibited during the
construction boom of the last few years. On
average, the Council anticipates that housing
starts will average 26,110 in 2009 and 26,484
in 2010. However, Council members forecast
an increase in housing starts in the medium—
term, with starts averaging 29,565 each year
during the 2011 to 2013 period.

Council members expect BC’s economy
to improve significantly in 2010, with
the anticipated recovery of US demand
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(especially in the US housing sector) and
the gradual rise of commodity prices. Also,
members agreed that the 2010 Olympics will
likely provide substantial economic stimulus
to BC, and aid in the 2010 recovery.

Government Initiatives

Several participants recommended that the
BC government increase capital spending in
the near—term in order to provide stimulus
to the provincial economy in the face of the
current economic downturn. Two Council
members further stressed the need for the
provincial government to focus on small—
scale, manageable infrastructure projects
that can be completed in a relatively short
time period. However, one other participant
cautioned that BC does not necessarily have
the excess capacity in its labour market to
move large non—residential construction
projects forward in an efficient timeframe.

Several Council members also emphasized
the economic benefits of the provincial
government running short—term fiscal deficits
in order to provide stimulus during the global
downturn. These members pointed to BC’s
strong record of reducing its debt-to-GDP
ratio to a low level, and that the province is
in a healthy economic position to take on
more debt in order to increase short—term
spending.

The Council also discussed the potential
impact of the carbon tax in the coming few
years. They advised that BC should monitor
carbon policy developments in other regions
to ensure that BC companies remain on

a competitive footing with neighbouring
jurisdictions. One participant also pointed out
that this tax may have compatibility issues with
the incoming US administration, which favours
a system of tradable emissions permits in its
environmental policy. The Minister of Finance
stated that British Columbia is working toward
a tradable emissions system with several US
states through the Western Climate Initiative
and that the tax would be integrated with any
cap and trade system.

Other Issues

Two Council members pointed out that
expected declines in nominal GDP will
significantly reduce the revenues that Canadian
governments collect each year in order to fund
programs.

Two members commented on the US
recession’s likely impact on BC’s tourism
industry. They suggested that BC will likely
see far fewer tourists in 2009 due to rising
unemployment and declining consumer
confidence among American citizens.

Another two participants also cited concern
over long—term health care spending in British
Columbia due to expected demographic
trends, suggesting that — similar to other
provinces — rising health care costs could
threaten the BC government’s strong fiscal
position in the future.

In the medium—term, some Council members
noted that the Mountain Pine Beetle infestation
will exacerbate the current troubles in BC’s
forestry sector — particularly in the province’s
interior.
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Forecast Survey — Participants’ Opinions
All figures are based 2008 2009 2010 2011 to 2013
on annual averages Range Average1 Range Average1 Range Average1 Range Average2
United States
Real GDP (% change) ............. 02-13 1.1(12)° -25--02 -1.5(12) 08-3.7 22(12) 22-36 28(12)
Intended Federal Funds

Fate (%) ceveeveeeeeeieeieeenenn 1.53-2.13 1.90(11) 0.00-1.00 0.25(11) 0.00—1.50 0.89(11) 1.80-4.35 3.49(11)
Housing starts (million units) ..... 0.90-0.95 0.91(11) 059-0.90 0.70(11) 0.70-1.28 0.94(11) 1.00-1.63 1.32(11)
Canada
Real GDP (% change) ............. 0.1-0.9 0.6(12) -1.5-06 -0.7(12) 1.0-36 23(12) 21-35 27(12)
Bank of Canada Overnight

Target rate (%) ...ccvveeveenn... 242-378 3.01(11) 050-1.80 1.01(11) 1.00—-290 1.79(11) 2.80-4.60 3.71(11)
Exchange rate (US cents/C$) ... 92.0-96.0 93.8(12) 78.0-87.0 83.3(12) 850-91.0 88.0(12) 80.0 —96.0 90.3(12)
Consumer price index (% chg)... 23-28 25(12) 05-18 1.0(12) 1.5-32 2.0(12) 1.8-23 20(12)
British Columbia
Real GDP (% change) ............. 08-16 1.3(12) -1.0-09 0.0(12) 15-3.8 28(12) 2.0-3.1 2.6 (12)
Nominal GDP (% change) ........ 23-57 4.0(11) -28-22 03(11) 1.9-6.5 49(11) 39-57 49(11)
GDP Deflator (% change) ........ 15-41 26(11) -1.8-2.0 0.3(11) -0.1-29 1.9(11) 16-32 23(11)
Personal Income (% change) ... 3.8-6.8 5.3(8) -1.9-3.2 2.0 (8) -04-75 4.1(8) 41-66 5.1(8)
Net Migration (thousand

PEISONS) .....veeeeeeeeeeeaeina 405-60.2 51.0(10) 33.0-59.8 46.9(10) 35.0-60.5 47.9(10) 38.0-60.9 50.8(9)
Employment (% change) .......... 1.8-24 22(11) -1.8-12 -0.1(11) -0.3-28 1.4(11) 1.0-25 1.6(11)
Unemployment rate (%) ........... 43-49 45(12) 53-6.7 58(12) 47-75 58(12) 43-64 51(11)
Corporate pre-tax profits

(% change) .........cccveeureenne., -200-73 -12(8) -350--26 -114(8) -33-200 93(8) -1.0-106 6.2(8)
Housing starts (thousand

UNIES) weeiiii e 33.8-36.9 356(12) 16.6-33.0 26.1(12) 174-323 26.5(12) 26.0-33.5 29.6(10)
Retail sales (% change) ........... 13-71 26(12) -22-43 1.6(12) 0.7-6.8 4.6(12) 23-6.1 4.3 (11)
Consumer price index (% chg)... 21-26 22(12) 04-17 1.1(12) 1.3-32 21(12) 1.7-23 20(12)

" Based on responses from participants providing forecasts.
2 Participants provided an average forecast for 2011 to 2013.
® Number of respondents shown in parenthesis.
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Economic Downturns in BC Since 1980

Introduction

British Columbia is currently experiencing

a period of significant economic weakness.
Slowing domestic demand, plunging
commodity prices, and the rapid erosion of
global demand for BC products all threaten to
push BC’s economy into recession for the first
time in many years. As such, the Ministry of
Finance forecasts BC's economy to contract by
0.9 per cent in 2009.

The extent of the current downturn can

be better understood when compared to
other periods of economic weakness in BC
throughout the past 30 years. This topic

box compares BC’s projected economic
performance in 2009 with previous downturns
that occurred in 1982, 1991 and 2001.

Real GDP
BC Real GDP
Annual Per Cent Change
2
+0.6
+0.2
0 . I
27 0.9
-4
-6 4
-6.1
8
1982 1991 2001 2009

Source: BC Stats
f: Budget 2009, Ministry of Finance Forecast

In terms of year-over-year changes in BC’s real
GDP, 1982 saw a contraction of 6.1 per cent
compared to the previous year. The decline

in real GDP only lasted just one year, but
weak growth of less than one per cent

per year followed in 1983 and 1984. BC’s
subsequent economic slowdowns in 1991

and 2001 avoided contractions in real GDP,

Comparing economic downturns

but posted very slow growth of 0.2 per cent
and 0.6 per cent, respectively. The current
weakness in BC's economy is expected to
result in real GDP contracting by 0.9 per cent
in 2009 — the first annual contraction since
1982, though not as drastic in scope. However,
economic growth is projected to return in
2010, due in part to stimulus provided by the
Olympic Games.

BC’s forest industry was hit especially

hard during the 1982 recession, when real
GDP from forestry and related industries
declined 13.3 per cent compared to 1981.

In the same year, real GDP from BC’s
manufacturing industry dropped 16.6 per cent
and construction GDP declined 7.3 per cent.
The 2001 slowdown saw forestry GDP fall
by 11.8 per cent, while manufacturing GDP
slipped by 5.7 per cent and construction
GDP actually rose by 3.9 per cent. Data on
forestry and manufacturing GDP from 1991
is unavailable due to confidentiality issues,
but GDP from the construction industry held
steady in that year, rising just 0.1 per cent
from 1990. Note that quarterly real GDP data
for provinces does not exist, but that annual
real GDP growth of less than 0.5 per cent is
indicative of an economy in recession.

Employment

Total employment in British Columbia

is forecast to decrease by 0.5 per cent

in 2009. This projected decline is not as

severe as the employment losses that

occurred in 1982, when total employment

fell by 5.0 per cent (or 66,200 jobs).

Major job losses in 1982 occurred in the
manufacturing (23,800 job losses), construction

1982 1991 2001 2009’
Per cent change unless otherwise noted

Real GDP.....oi -6.1 0.2 0.6 -0.9
Employment ... -5.0 1.1 -0.5 -0.5
Unemployment rate (percent)..........ccccooeeeeviiininennnnennn. 121 9.9 7.7 6.2
Retail sales........ooviiiii -1.7 -2.4 5.9 1.3
Housing starts (UNits)............cooiiiiiiiiiii 19,807 31,875 17,234 25,541
Real eXports .......ooiiiiiii -5.4 1.9 -1.8 -2.4

f Ministry of Finance forecast.
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(19,000 job losses) and forestry, fishing,
mining, oil and gas sectors (16,300 job losses).
In fact, employment in the forestry, fishing,
mining, oil and gas sectors employed nearly
75,000 British Columbians in January of 1981,
but this number fell to about 48,000 workers
by December 1982.

Total employment in BC actually increased
during the 1991 economic slowdown, although
it grew by only 1.1 per cent that year (or an
increase of 17,900 jobs). Significant losses

in the construction (6,500 job losses) and
manufacturing (6,100 job losses) sectors in
1991 were offset by a strong increase in the
number of service sector jobs.

Employment growth fell into negative territory
again in 2001, as total employment in BC
declined by 0.5 per cent (or 9,700 job losses).
Major losses in 2001 included a 12,000 job
decline in the forestry, fishing, mining, oil and
gas sectors as well as 7,500 jobs lost in the
manufacturing industry.

Consumer Behaviour

For 2009, the Ministry of Finance forecasts
retail sales in BC to grow by 1.3 per cent,
marking a significant slowdown from recent
years. The Ministry also projects substantial
weakening in the housing sector, with
housing starts forecast to reach 25,541 units —
25.6 per cent lower than 2008 levels. Helping
to drive the expected weakness in 2009 is

a low level of consumer confidence among
British Columbians heading into the year.
The Conference Board index of consumer
confidence (2002 = 100) reached a quarterly
rate of 77.1 in the final three months of 2008
— the lowest level observed since the 1982
recession.

Domestic demand shrank under the weight

of economic weakness in 1982, with retail
sales contracting by 1.7 per cent and housing
starts falling by a remarkable 52.4 per cent to
reach 19,807 units for the year. The consumer
confidence index fell to average 85.1 for

1982, down from 91.0 in 1981. However, the
quarterly rate of consumer confidence dropped
a historic low of 74.4 in the April to June
quarter of 1982.

Retail sales fell by an even greater rate in 1991,
declining 2.4 per cent from the previous year,
and housing starts dropped 13.2 per cent to
reach 31,875 on the year. However, consumer
confidence actually climbed in 1991, with an
annual average of 102.4 — up from 98.3 in 1990.

The domestic sector saw healthy growth
through 2001, as retail sales expanded by

5.9 per cent and housing starts grew by

19.5 per cent (although they averaged a very
low 17,234 units for the year). The consumer
confidence index rose slightly in 2001 to 100.4,
an increase of 1.8 percentage points from 2000.

Exports

Due primarily to rapidly declining US demand
for BC products, real exports of goods and
services from BC are forecast to fall by

2.4 per cent in 2009. Greater weakness was
observed in 1982, however, when real exports
experienced an annual drop of 5.4 per cent.
The 1991 slowdown actually saw an increase
of 1.9 per cent in exports, while 2001 saw a
decline of 1.8 per cent.

Conclusion

The current economic slowdown has its origins
in the US housing market, where excessive
lending practices and rampant speculation

over the past few years created a major asset
bubble that finally burst in 2007 as housing
prices began to decline. British Columbia is
certainly feeling the effects of the US downturn,
as BC’s economic activity is being hindered by
slowing US demand for BC products and falling
consumer confidence among BC residents due
to global economic uncertainty.

The downturn going into 2009 is unlike the
1982 recession, which was caused by the US
Federal Reserve instituting a contractionary
monetary policy in order to rein in high
inflation. The present economic weakness
in the global economy threatens to continue
for several years, with risks to the Ministry
of Finance’s current forecast weighted to the
downside. A prolonged slowdown would
be unlike the downturns observed in 1991
and 2001, which both saw quick returns to
economic growth in subsequent years.
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Part 4: 2008/09 REVISED FINANCIAL FORECAST
(THIRD QUARTERLY REPORT)

2008/09 Fiscal Year in Review

Table 4.1 Budget 2008 and Quarterly Updates

First Second Third
- February 19  Quarterly Quarterly Quarterly
($ millions) Budget Report Report Report

REVENUE ... 38,490 39,693 38,889 38,455
EXPENSE ...oviiiiiie e (37,690) (37,923) (37,939) (38,405)
Surplus before forecast allowance .............. 800 1,770 950 50
Forecast allowancCe ...........oouvieiieiiiiinininn, (750) (750) (500) -
SUrplus ... 50 1,020 450 50

The surplus for 2008/09 is projected at $50 million, unchanged from Budget 2008.

Government revenue is forecast to be $35 million lower than the projection in
Budget 2008, reflecting lower than anticipated revenue from taxation sources

($445 million) and other miscellaneous sources including fees and investment
earnings ($149 million), partially offset by improvements in natural resource revenues
($288 million), commercial Crown corporation net income ($164 million) and federal
government contributions ($107 million).

The 2008/09 forecast allowance has been reduced by $750 million since the start of
the year. The reduced forecast allowance allows government to allocate $622 million
towards a number of priority initiatives including strategic investments to support
communities, provide additional health care funding, and to acquire social housing.
Further details on the changes from Budget 2008 are provided in Table 4.2.

Chart 4.1 Progress of 2008/09 financial forecasts

($ millions)
970 (570) (400) 0 « Surplus
changes
L Forecast
750 <+ allowance
500 changes
250
35} “= Revenue
= (434) changes
(804) (715) « Spending
changes
(466)
(16)
Q1 Q2 Q3 Total
Updates Updates Updates Changes
since Budget
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Table 4.2 2008/09 Forecast Update

Q1 Q2 Q3 Total
($ millions) Updates Updates Updates Changes
2008/09 surplus — Budget 2008 Fiscal Plan (February 19,2008) .................. 50 50
2008/09 surplus — first Quarterly Report (September 12,2008) ................... 1,020
2008/09 surplus — second Quarterly Report (November 24, 2008) ............... 450
Revenue increases (decreases):
Taxation revenue:
Personal income tax — advancing tax cuts previously planned in 2009
and weaker 2007 tax asSeSSMENTS .......c.oviuiiiiiiiiiiieee s (102) (310) (69) (481)
Corporate income tax — mainly stronger 2007 tax assessment data,
partly offset by advancing small business tax cuts previously planned
in 2010 and 2011 and lower federal government advances ....................... 383 128 183 694
Social service tax — lower personal and business sales growth .................... (52) (110) (124) (286)
Property transfer tax — slower BC housing sales ................coooiiiiiiiiiiinienn. (120) (150) (15) (285)
Other taxes — slowing demand and year-to-date activity ............................. (29) (61) 3 (87)
Natural resource revenue:
Forest revenue — lower harvest volumes and average stumpage rates .......... (262) (38) (65) (365)
Natural gas royalties — volatile natural gas prices ...........cccoocviiviiieninanan... 567 (144) (212) 211
Bonus bids — mainly changes in average bid price/hectare ......................... 396 (50) (66) 280
Other natural resources — mainly volatile electricity, oil, coal and metal prices . 276 (81) (33) 162
Other taxpayer-supported ...........ccouviiuiiiii 67 (36) (180) (149)
Federal contributions:
Health and social transfers — changes in population share, effects of
2006 Census undercount, partly offset by higher 2008 share .................... (150) 58 9) (101)
Other transfers — mainly Community Development Trust, Labour Market
Agreement and Police Officers Recruitment Fund ...........................l 184 18 6 208
Commercial Crown corporation net income:
ICBC — lower claims costs, partially offset by lower investment income ......... 56 (15) 146 187
Other Crown corporation changes — mainly timing of BCRC asset dispositions vy (13) 1 (23)
Total revenue changes ...............coooiiiiiiiiiiii e 1,203 (804) (434) (35)
Less: expense increases (decreases):
Priority SPeNding ... ..c. e 120 - 502 622
BC Timber Sales — mainly reduced harvest volumes .................ccccoeveennen. (60) - - (60)
Forests — higher forest fire-fighting costs ..o, - 24 - 24
Other spending changes — mainly additional spending funded from
federal trust allocations ........ ..o 248 24 5 277
Net MINiStry SaVINGS. ... ..o - - (49) (49)
Debt servicing costs — mainly lower debt leVels .................cooveveeeeeeeeeeeeen (75) (32) 8 (99)
Total expense Changes .....................ooouuiiieeeeeiiiiiiiieee e, 233 16 466 715
Forecast allowance Changes .....................ooiiiiiieii i, - (250) (500) (750)
NEt CRANGE .......ooiiiiii e 970 (570) (400) =
2008/09 surplus — first Quarterly Report ...........................cooiiiiiiiinn 1,020
2008/09 surplus — second Quarterly Report ...................cc.cociiiiiiiiiiiiianan.. 450
2008/09 surplus — third Quarterly Report ..o, 50 50
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Changes since the Second Quarterly Report

The surplus forecast for 2008/09 has been reduced by $400 million from the second
Quarterly Report forecast, primarily due to revenue declines and reduced forecast
allowance, offset by funding of priority initiatives.

Since the second Quarterly Report in November:

e The forecast for total revenue, including income from commercial Crown
corporations, decreased $434 million.

— Taxpayer-supported revenue is down $581 million, reflecting lower revenue
from natural resources, social service tax and other taxpayer supported sources,
partially offset by improvements in corporate income tax revenue.

— Income from commercial Crown corporations increased by $147 million,
primarily due to the positive impact of lower claims cost projections on ICBC’s
financial results.

e Total spending increased $466 million from the previous forecast, primarily due to
increased spending on priority initiatives partially offset by ministry savings.

e The forecast allowance was reduced by $500 million.
2008/09 Priority Spending

The Provincial government intends to seek approval of the Legislature for
Supplementary Estimates that authorize additional funding for the following priority
spending initiatives for 2008/09.

Strategic Investment in Communities

As part of a wide range of initiatives the Province is taking to stimulate the economy,
Budget 2009 provides a total of $208 million for strategic investments in communities
before the end of 2008/09.

In collaboration with the Union of British Columbia Municipalities (UBCM) and
its members, the government plans to restructure current provincial/local funding
arrangements to provide local governments with increased financial certainty in
uncertain economic times. As part of this restructuring arrangement, an additional
$151 million will be provided to local governments in 2008/09. This initiative will
support local government priorities and will provide greater flexibility to address
immediate needs, including community safety.

Other planned investments in communities include:

e Towns for Tomorrow ($30 million) — This additional funding will provide $30 million
for capital infrastructure projects with long term benefits (cost-shared with local
governments). This is in addition to $7 million already provided for in existing base
funding, for a total provincial investment of $37 million in 2008/09.

e Local transportation projects ($20 million) — These investments will provide for
significant road maintenance and rehabilitation projects across the province.
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Table 4.3 2008/09 Priority Initiatives (Operating)

Supplementary

($ millions) Estimates
Strategic Investment in Communities

Local government priorities, including community safety ............ 151

TOWNS fOr TOMOITOW .....c.iuiiiiiii e 30

Local transportation projects ..........c.coeviiiiiiiiiie 20

Carbon tax rebates for local governments ..................coooviennn, 3

Trees for TOMOITOW .........cuiuiiii e 2

Internet connectivity for rural communities .............................. 2
Health

Additional health authorities funding ..............c.coooiiiin. 120
Housing

Acquisition of properties to protect social housing .................... 30
2010 Olympics

Olympic Games SECUNILY ......uiueeiiiiii e 64

ParalympiCs . ..o.eiii e 20
Arts, Culture, and Heritage

Arts, culture and heritage grants .............c..cooiiii 15
Liability Valuation Adjustment

Long-term disability plan ...........coooiiiii 40
Contingencies

Supplement to contingenCIes ...........occeuieiiiiiieeiiiiieiieeeeeee, 125

Total priority initiatives (operating) ................................. 622

e Carbon tax rebates for local governments ($3 million) — This funding will be

provided beginning in 2008/09 to local governments who committed to becoming
carbon neutral by 2012.

Trees for Tomorrow ($2 million) — This funding is part of the provincial
government’s $13 million commitment to plant four million trees in schoolyards,
hospital grounds, civic parks and other public spaces in British Columbia over the
next five years.

Internet connectivity for rural communities ($2 million) — This funding supports

a grant program to encourage “last mile” delivery of broadband internet
connectivity and cell phone coverage for homes and businesses in rural and remote
communities.

Health

e Additional Health Authorities Funding ($120 million) — As previously announced,

government will provide for an additional $120 million in 2008/09 for the public
health care system to meet increased demands and pressures across the system, and
to ensure that the province continues to build upon record levels of surgeries and
diagnostic procedures.

Housing

e Acquisition of properties to create and protect social housing ($30 million) —

Funding for the acquisition and renovation of 8 rental buildings including single
room occupancy hotels to provide a range of housing options to help break the
cycle of homelessness for people most in need.
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Olympics

e Olympic Games Security ($64 million) — The Province is finalizing new funding
arrangements with Canada in relation to providing security for the 2010 Olympic
and Paralympic Winter Games (2010 Games). This contribution will facilitate the
termination of the Province’s commitment under the existing arrangements and,
together with other current year funding and amounts paid in previous years,
will result in a total cumulative provincial contribution of $87.5 million towards
the initial federal/provincial funding commitment of $175 million for 2010 Games
security.

e Paralympic Games ($20 million) — The provincial and federal governments have
each previously committed to provide a $20 million contribution to the Vancouver
Organizing Committee (VANOCQ) in relation to the costs of staging and hosting the
2010 Paralympic Winter Games. VANOC is now ready to receive this contribution,
thus fulfilling the Province’s commitment to this area.

Arts, Culture and Heritage

e Arts, Culture and Heritage Grants ($15 million) — Government will provide
$15 million in strategic one-time grants to support arts and culture projects in the
province and the conservation of the province’s historic places.

Liability Valuation Adjustment

e Long Term Disability Plan ($40 million) — Adjustments to reflect a new actuarial
estimate of government’s liability for the public service’s long term disability plan
and the recent fall in the market value of investment assets supporting the plan.

Contingencies

e Supplement to Contingencies ($125 million) — Funding will provide increased
flexibility to accommodate the financial consequences of unanticipated events or
pressures emerging from the current economic circumstances.

e Government also intends to introduce Supplementary Estimates to obtain
the necessary legislative appropriations to supplement capital contingencies
($80 million) to fund additional priority capital spending initiatives for 2008/009.

Table 4.4 2008/09 Priority Initiatives (Capital)

Supplementary
(% millions) Estimates
Capital contingencies — to fund additional priority capital initiatives ............ 80

2008/09 Notional Contingencies Allocations

In addition to the priority initiatives, spending commitments and pressures totaling
$142 million have been notionally allocated to the Contingencies vote, as shown in
Table 4.5.

The remaining $233 million has been allocated to other pressures including the
outcome of current negotiations, natural disasters, caseload pressures and other
contingent items.
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Table 4.5 2008/09 Notional Allocations to Contingencies

($ millions)
Lower Mainland Innovation and Integration Fund " .....................ccooeeell 33
Olympic community engagement and leveraging ...........c..ccocovoveiiieninnanen. 23
BC Ferry Services fare reductions ............cooiiiiiiiiiiiii e, 20
RCMP salaries and pensions ............cooiiiiiiiiiiiiii e, 14
Long term disability preSSures ...........cooviiiiiiiii e 14
Major trials . ... 10
Marketing for Vancouver Convention Centre ............cccoviviiiiiiiiiiiiininnn.n. 6
First Nations connectivity ... 6
Correctional officers and sheriffs' wage adjustment ........................oe. 6
BC-Canada Pavilion in Beijing ........cccouiiiiiii 5
In car (police) digital video cameras ............c.ccooiiiiiiiiiiiiiii e 2
Contribution for earthquake relief in China .................cooo. 2
Closed circuit cameras in high crime areas (pilot)..............cccoooviiiiiiiann. 1
Subtotal notional allocations .....................c.o 142
Other allocations for the outcome of current negotiations, natural
disasters, caseload pressures and other contingentitems ..................... 233
Total contingencies ...............ccooiiiiiiiiiii 375

! $50 million contingency for LMIIF partially funded by Ministry of Health Services base budget.

Capital Spending and Provincial Debt

Updated capital spending of $5.9 billion is up $185 million from Budget 2008,

reflecting higher capital spending by the BC Transportation Financing Authority and
government ministries, but down $156 million from the second Quarterly Report
forecast due to changes in the timing of capital expenditures. The main changes since
the second Quarterly Report are shown in Table 4.6, and further details on capital

spending are shown in Table 4.12.

Table 4.6 2008/09 Capital Spending Update

($ millions) Q1 Q2 Q3 Total
Updates Updates Updates Changes
Capital spending — Budget 2008 Fiscal Plan (February 19, 2008) ............... 5,766 5,766
Capital spending — first Quarterly Report (September 12, 2008) ................ 6,263
Capital spending — second Quarterly Report (November 24, 2008) ............ 6,107
Taxpayer-supported changes:
Post-secondary education — mainly timing of capital spending 117 (74) (83) (40)
Health — mainly timing of capital spending 126 (32) (108) (14)
BCTFA — mainly timing of capital spending and accelerated capital
investments within the capital plan ... 212 7) (133) 72
Government ministries — mainly Supplementary Estimates and use of
capital contiNngeNCIES ... ... - - 150 150
Accelerated infrastructure projects ...........cocoviiiiiiiiii - - 55 55
L 13T (6) 7 50 51
Total taxpayer-supported ............ccoeuueeeriiieee e 449 (106) (69) 274
Self-supported changes:
BC Hydro — mainly reduced independent power producer projects
and approval delays for the Central Vancouver Island transmission line ....... - - (67) (67)
BC Railway Company — mainly timing of Port Subdivision land acquisition ...... 32 (32) (20) (20)
L 1T 16 (18) - (2)
Total Self-SUPPOIEA .........vveiieeiee e 48 (50) (87) (89)
TOtal CRANGES ......oooei e 497 (156) (156) 185
Capital spending - first Quarterly Report .....................cccoooiiiiiiiiiiiinannn. 6,263
Capital spending — second Quarterly Report ......................cocoiiiiiiininann. 6,107
Capital spending - third Quarterly Report .....................c.cooiiiiiiiiiiiiiinin.. 5,951 5,951
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Provincial debt is forecast to total $37.5 billion at year-end — up $1 billion from the
second Quarterly Report forecast, but $254 million below the Budget 2008 amount.
The increase from the second Quarterly Report reflects $1 billion of borrowings to
support early commencement of the accelerated capital projects expected over the
next few years. Significant changes in debt since the second Quarterly Report are
shown in Table 4.7, and further details on the provincial debt forecast are shown in

Table 4.13.

Table 4.7 2008/09 Provincial Debt Update

($ millions) Q1 Q2 Q3 Total
Updates Updates Updates Changes
Provincial debt — Budget 2008 Fiscal Plan (February 19, 2008) ................ 37,741 37,741
Provincial debt — first Quarterly Report (September 12, 2008) ................. 36,721
Provincial debt — second Quarterly Report (November 24, 2008) ............. 36,452
Taxpayer-supported changes:
Government operating — mainly cash (bonus bids) and revenue
IMPIOVEIMENTS ... \.iie ettt eae e, (1,071) - 100 (971)
Education facilities — mainly lower opening debt at March 31, 2008
and updated capital Spending ..........cooiiiiii (54) 20 (29) (63)
Health facilities — mainly lower opening debt at March 31, 2008
and updated capital spending ..........ccooiiiiii i (86) 35 (74) (125)
Transportation — mainly lower opening debt at March 31, 2008
and updated capital Spending ..........cooiiiiii 22 32 (156) (102)
Other changes — updated capital spending and capital spending
oo a1 (1 aTe =Y oo =Y 46 (1 167 212
Accelerated capital Projects ..........ccccviiiiiiiiii i - - 1,000 1,000
Total taxpayer-suppPorted ............coeeueiiuiiiii e (1,143) 86 1,008 (49)
Self-supported changes:
BC Hydro — mainly impact of cash flows from operations .......................... 101 (98) 126 129
BC Transmission — impact of improved cash flows .......................l. - (6) - (6)
Columbia River power projects — impact of improved cash flows ................ (34) - - (34)
Post-secondary institutions' subsidiaries — higher debt balance
At March 31, 2008 ......oieiie e 56 (1) 1 56
Warehouse borrowing program ..............ccouueeeiueeeiiieeiiee e - - 400 400
Total Self-SUPPOrted .........couiiiiii e 123 (105) 527 545
Forecast allowance — reduction to match income statement ....................... - (250) (500) (750)
TOtal CRANGES ......oveeieieee e (1,020) (269) _ 1,035 (254)
Provincial debt — first Quarterly Report ..................c.ccooiiiiiiiiiiiiiiiin, 36,721
Provincial debt — second Quarterly Report ......................coccoiiiiiiinininn.. 36,452
Provincial debt — third Quarterly Report ......................coocoiiiiiiiiiinnnnn, 37,487 37,487
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Table 4.8 2008/09 Operating Statement

Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance 2007/08 Budget Forecast  Variance 2007/08
Revenue ..........ccooiiiiiii 28,506 28,801 295 29,065 38,490 38,455 (35) 39,831
EXPENSE ..ovvneeeiiieeee e (27,424) (27,217) 207 (25,682) (37,690) (38,405) (715)  (36,945)
Surplus before forecast allowance ......... 1,082 1,584 502 3,383 800 50 (750) 2,886
Forecast allowance ...............cccoeevvunennn.. - = - - (750) = 750 -
SUIPIUS ..o 1,082 1,584 502 3,383 50 50 - 2,886
Accumulated surplus beginning of the year . 5,793 7,086 1,293 4,076 5,793 7,086 1,293 4,200
Accumulated surplus before
comprehensive income .................oeenl 6,875 8,670 1,795 7,459 5,843 7,136 1,293 7,086
Accumulated other comprehensive income
from self-supported Crown agencies ....... 447 88 (359) 338 447 163 (284) 365
Accumulated surplus end of period .......... 7,322 8,758 1,436 7,797 6,290 7,299 1,009 7,451
Table 4.9 2008/09 Revenue by Source
Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance ~ 2007/08 Budget Forecast  Variance 2007/08
Taxation
Personal income ............coooiiiiiiiiin 4,979 4,674 (305) 4,998 6,700 6,219 (481) 6,956
Corporate iNCOME ........ccuvvuvuniiiiiiinniiiennns, 1,065 1,059 (6) 1,055 1,343 2,037 694 2,250
Social SErVICe .......oouiiiiiiiiiiiiiiie 4,012 3,824 (188) 3,862 5,284 4,998 (286) 5,072
Fuel ..o, 721 684 (37) 713 957 912 (45) 935
Carbon ..o 220 192 (28) - 338 300 (38) -
TODACCO .uiviiiiiieeiee e 550 520 (30) 549 705 713 8 692
Property .......coooiiiii 1,384 1,377 (7) 1,313 1,861 1,840 (21) 1,795
Property transfer ............cccooiiiiiiii 818 622 (196) 859 1,020 735 (285) 1,068
Other ! ..o, 476 508 32 472 601 610 9 638
14,225 13,460 (765) 13,821 18,809 18,364 (445) 19,406
Natural resources
Natural gas royalties ..............cooiviininnenn. 845 1,212 367 811 1,165 1,376 211 1,132
FOrests ..o 710 494 (216) 810 952 587 (365) 1,087
Other natural resource 2..........ocoevevveeeeeenn.. 1,198 1,654 456 1,159 1,606 2,048 442 1,559
2,753 3,360 607 2,780 3,723 4,011 288 3,778
Other revenue
Medical Services Plan premiums ................ 1,179 1,185 6 1,165 1,571 1,577 6 1,557
Otherfees ®.......ccoovoeieeeeeeeeeeeeeee . 1,808 1,786 (22) 1,737 2,505 2,430 (75) 2,429
Investment earnings ...............coeiiiiin. 336 593 257 764 884 839 (45) 1,139
Miscellaneous * ...........ccoccveieeciiieinen, 1,845 1,826 (19 1,854 2,509 2,474 (35 2,617
5,168 5,390 222 5,520 7,469 7,320 (149) 7,742
Contributions from the federal government
Health and social transfers ..................... 3,595 3,518 (77) 3,686 4,794 4,693 (101) 4,614
Other federal contributions °..................... 707 730 23 840 1,015 1,223 208 1,317
4,302 4,248 (54) 4,526 5,809 5,916 107 5,931
Commercial Crown corporation net income
BCHydro ........coooviiiiiie 255 369 114 351 358 357 (1) 370
Liquor Distribution Branch ......................... 693 713 20 690 854 867 13 858
BC Lotteries (net of payments to the
federal government) ..............ccoeveiiennn. 819 807 (12) 812 1,101 1,101 - 1,080
ICBCE. .o, 220 396 176 531 272 459 187 633
(0113 =) SRR 71 58 (13) 34 95 60 (35) 33
2,058 2,343 285 2,418 2,680 2,844 164 2,974
Totalrevenue .............ccocooiiiiiiiiiiiiiin. 28,506 28,801 295 29,065 38,490 38,455 (35) 39,831

! Corporation capital, insurance premium and hotel room taxes.

2 Columbia River Treaty, Land sales/bonus bids, other energy and minerals, water rental and other resources.

3 Post-secondary, healthcare-related, motor vehicle, and other fees.

4 . - . . . . .
Includes asset dispositions, reimbursements for health care and other services provided to external agencies, and other recoveries.

5 Includes contributions for health, education, community development, housing and social service programs, and transportation projects.

6 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 - 2008 (budget): $272 milion; 2008 (forecast): $498 million.
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Table 4.10 2008/09 Expense By Function '
Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance 2007/08 Budget Forecast Variance 2007/08
Health:
Medical Services Plan ............................. 2,418 2,645 227 2,326 3,375 3,367 (8) 3,247
Pharmacare ...........ccccoevviiiiiiiiiiiiiieenn, 814 806 (8) 764 1,018 1,018 - 955
Regional services ............ccoveeiiiiiiininnn, 6,982 7,112 130 6,553 9,630 9,675 45 9,038
Other healthcare expenses %..................... 535 642 107 619 861 1,011 150 996
10,749 11,205 456 10,262 14,884 15,071 187 14,236
Education:
Elementary and secondary ....................... 3,972 4,058 86 3,840 5,711 5,687 (24) 5,521
Post-secondary ..............ccoeeiiiiiiiiineinnnnn, 3,068 3,211 143 3,055 4,322 4,418 96 4,303
Other education expenses>.........cc.c.c..... 120 47 (73) 114 173 133 (40) 165
7,160 7,316 156 7,009 10,206 10,238 32 9,989
Social services:
Social assistance >°..........c..cccoceeiiiin 1,126 1,116 (10) 1,374 1,349 1,343 (6) 1,297
Childcare servicesZ..........c.ccooveeeeeenenn., 1,025 1,003 (22) 782 1,142 1,103 (39) 992
Community living and other services .......... 318 257 (61) 68 802 901 99 757
2,469 2,376 (93) 2,224 3,293 3,347 54 3,046
Protection of persons and property .............. 1,192 1,128 (64) 1,067 1,509 1,519 10 1,579
Transportation .............ccoeeveeieeeineeiineeeannn. 1,011 998 (13) 988 1,348 1,429 81 1,379
Natural resources and economic
development ..........cccoeveiiiiiiiiiiie, 1,324 1,131 (193) 1,192 1,766 1,670 (96) 1,974
Other ..o 1,316 994 (322) 842 1,429 1,821 392 1,398
ContingenCies .........ccovuiviiiiiiiiiiiiiienns - - - 4 325 467 142 -
General government ..............cocoveveeininnennn 509 470 (39) 447 672 684 12 669
Debt servicing costs 1,694 1,599 (95) 1,647 2,258 2,159 (99) 2,231
Subtotal ............ocoiiiii 27,424 27,217 (207) 25,682 37,690 38,405 715 36,501
Climate Action Dividend ................c..ooen. - - - - - - - 440
Negotiating Framework incentive payments ... - - - - - - - 4
Total eXpense ................occeeeiviiiiniinnanns. 27,424 27,217 (207) 25,682 37,690 38,405 715 36,945

1 Amounts have been restated to reflect government's accounting policies in effect at March 31, 2008.

2 Payments for healthcare services by the Ministry of Housing and Social Development and the Ministry of Children and Family
Development made on behalf of their clients are reported in the Health function.

8 Payments for training costs by the Ministry of Housing and Social Development made on behalf of its clients are reported in the

Education function.
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Table 4.11 2008/09 Expense by Ministry, Program and Agency

Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance  2007/08 Budget Forecast Variance  2007/08
Office of the Premier ...............ccoooiiiiin 10 10 - 10 14 14 - 13
Aboriginal Relations and Reconciliation ........... 39 36 3) 30 62 62 - 87
Advanced Education and Labour Market
Development ..........cccovviiiiiiiiiiiiincenn, 1,652 1,615 (37) 1,544 2,206 2,187 (19) 2,087
Agriculture and Lands ...........coocoveiiiiiiininnen. 133 152 19 122 289 249 (40) 234
Attorney General ..........ccocoviiiiiiiiiiien 414 405 9) 382 546 546 - 500
Children and Family Development .................. 989 983 (6) 902 1,326 1,326 - 1,237
Community Development ...............ccoeveeenee. 199 176 (23) 155 238 238 - 241
Education ...........cooiiiiiii 3,930 3,912 (18) 3,810 5,313 5,311 (2) 5,141
Energy, Mines and Petroleum Resources ........ 56 41 (15) 32 73 72 (1) 67
Environment ...........oooiiii 189 168 (21) 142 271 259 (12) 228
FiNanCe .......cooviiiiiii 164 153 11) 160 229 226 (3) 229
Forestsand Range .............ccooeiviiiiiiiiiiininn, 593 552 (41) 691 806 770 (36) 941
Health Services .........ccoocviiiiiiiiiiiiis 10,301 10,312 11 9,500 13,530 13,530 - 12,783
Healthy Living and Sport ..............cooviiiiniant. 49 47 (2) 40 72 66 (6) 79
Housing and Social Development ................... 1,981 1,974 (7) 1,823 2,665 2,665 - 2,507
Labour and Citizens' Services .............c......... 82 56 (26) 50 102 102 - 87
Public Safety and Solicitor General ................. 463 479 16 478 625 625 - 695
Small Business, Technology, and
Economic Development .................co.c..e. 52 35 17) 39 67 67 - 71
Tourism, Culture and the Arts ................ceeneee 305 335 30 54 353 349 (4) 74
Transportation and Infrastructure ................... 630 612 (18) 564 841 841 - 761
Total ministries and Office of the Premier .. 22,231 22,053 (178) 20,528 29,628 29,505 (123) 28,062
Management of public funds and debt ............. 948 902 (46) 908 1,262 1,212 (50) 1,142
ContingencCies ...........coviiiiiiiiiiiiiie - 4 4 4 375 375 - 91
Legislative and other appropriations ................ 91 90 1) 59 142 142 - 112
Subtotal ..............ciii 23,270 23,049 (221) 21,499 31,407 31,234 (173) 29,407
Priority spending initiatives .......................... - - - - - 622 622 885
Consolidated revenue fund total expense ...... 23,270 23,049 (221) _21,499 31,407 31,856 449 30,292
Expenses recovered from external entities .... __1,414 1,460 46 1,496 1,885 2,186 301 2,282
Externally-funded service delivery agency
expense:
School districts .........coceviiiiiii 40 131 91 37 410 378 (32) 380
Post-secondary institutions .................c..oeenll 1,660 1,544 (116) 1,402 2,254 2,224 (30) 1,904
Health authorities and hospital societies .......... 295 360 65 366 619 650 31 767
Other service delivery agencies ..................... 745 673 (72) 882 1,115 1,111 4) 1,320
2,740 2,708 (32) 2,687 4,398 4,363 (35) 4,371
Total eXpense ............cccoevvviiiiiiiiiiiiiiineennn, 27,424 27,217 (207) 25,682 37,690 38,405 715 36,945
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Table 4.12 2008/09 Capital Spending

Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance 2007/08 Budget Forecast Variance 2007/08
Taxpayer-supported

Education

Schools (K=12) ....coviiiiiiiiiiiicc 331 307 (24) 285 441 442 1 380

Post-secondary ..........ccocoveiiiiinininnnn. 530 417 (113) 529 706 666 (40) 782
Health ... 417 372 (45) 343 924 910 (14) 881
BC Transportation Financing Authority ..... 663 706 43 658 884 956 72 884
Transportation Investment Corporation ..... - - - - - - - -
BC Transit .......ccooovviiiiiis 56 56 - 20 74 74 - 37
Vancouver Convention Centre

expansion project .........cccovveiiiiiiennnn. 225 187 (38) 183 288 251 (37) 251
BC Place rejuvenation ................c..oeueie - 13 13 - - 38 38 -
Government ministries ................c.oeeeil 186 183 3) 158 286 436 ' 150 335
Other 2. .. 43 78 35 75 56 125 69 122
Accelerated infrastructure projects ........... - - - - - 55 55 -
Capital spending contingencies ............... - = - - 200 180 (20) -
Total taxpayer-supported .................... 2,451 2,319 (132) 2,251 3,859 4,133 274 3,672

Self-supported

BCHYydro .......ccoovviiiiiiiiee 1,260 1,032 (228) 788 1,663 1,596 (67) 1,072
BC Transmission Corporation ................. 15 12 3) 58 21 18 3) 70
Columbia River power projects *.............. 28 26 2) 12 19 38 19 29
BCRaIl ...ceviiiiii 23 9 (14) 19 30 10 (20) 20
ICBC o 27 22 (5) 20 30 25 (5) 23
BC Lotteries .........ccovviiiiiiiii 93 71 (22) 46 124 112 (12) 60
Liquor Distribution Branch ...................... 16 7 ()] 7 20 19 ™) 18
Total self-supported ........................... 1,462 1,179 (283) 950 1,907 1,818 (89) 1,292
Total capital spending ......................... 3,913 3,498 (415) 3,201 5,766 5,951 185 4,964

" Includes Supplementary Estimates of $80 million.

2 Includes BC Housing Management Commission, Provincial Rental Housing Corporation, Rapid Transit Project 2000, BC Transit and other service delivery
agencies.

3 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
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Table 4.13 2008/09 Provincial Debt '

Year-to-Date to December 31 Full Year
2008/09 Actual 2008/09 Actual
($ millions) Budget Actual Variance 2007/08 Budget Forecast Variance 2007/08
Taxpayer-supported debt
Provincial government operating ..... 7,617 5,261 (2,356) 8,126 7,408 6,437 (971) 8,264
Other taxpayer-supported debt
(mainly capital)
Education 2
Schools .......ccvvviiiiiiii 5,166 5,084 (82) 4,862 5,235 5,195 (40) 4,906
Post-secondary institutions .............. 3,472 3,407 (65) 3,163 3,520 3,497 (23) 3,314
8,638 8,491 (147) 8,025 8,755 8,692 (63) 8,220
Health 2., 3,804 3,447 (357) 3,057 3,945 3,820 (125) 3,345
Highways and public transit
BC Transportation Financing
AUthOrity ..o 4,564 4,322 (242) 3,744 4,722 4,638 (84) 3,948
Public transit .............ccooeiviiinns 940 920 (20) 913 950 930 (20) 897
SkyTrain extension ........................ 1,153 1,163 - 1,153 1,153 1,153 - 1,153
BC Transit ........ccoovvviviiiiinienn. 91 95 4 92 91 93 2 84
6,748 6,490 (258) 5,902 6,916 6,814 (102) 6,082
Other
Social housing ®..........cccoooeeeiiiiiil. 212 307 95 217 21 309 98 218
Homeowner Protection Office ........... 163 147 (16) 121 173 149 (24) 132
(0] (1= 321 346 25 291 333 471 138 318
Accelerated capital projects ............. - = - - - 1,000 1,000 -
696 800 104 629 717 1,929 1,212 668
Total other taxpayer-supported ...... 19,886 19,228 (658) 17,613 20,333 21,255 922 18,315
Total taxpayer-supported debt ............ 27,503 24,489 (3,014) 25,739 27,741 27,692 (49) 26,579
Self-supported debt
Commercial Crown corporations
BC Hydro .......ccocoovvviiniiiiiciicn, 8,351 8,813 462 7,645 8,876 9,005 129 7,633
BC Transmission Corporation ........... 83 74 9) 85 79 73 (6) 86
Columbia River power projects °........ 236 208 (28) 224 241 207 (34) 219
Liquor Distribution Branch ............... 2 2 - 2 1 1 - 2
Post-secondary institutions'
subsidiaries ..........c.cooviiiiiiinan. 53 109 56 53 53 109 56 108
8,725 9,206 481 8,009 9,250 9,395 145 8,048
Warehouse borrowing program ........... - 1,051 1,051 55 - 400 400 -
Total self-supported debt ................... 8,725 10,257 1,532 8,064 9,250 9,795 545 8,048
Forecast allowance ........................... - = - - 750 s (750) -
Total provincial debt ......................... 36,228 34,746 (1,482) 33,803 37,741 37,487 (254) 34,627

' Debt is after deduction of sinking funds and unamortized discounts, and excludes accrued interest. Government direct and fiscal agency accrued interest is
reported in the government's accounts as an accounts payable.
2 Includes debt and guarantees incurred by the government on behalf of school districts, universities, colleges and health authorities/hospital societies (SUCH),
and debt directly incurred by these entities.
® Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation.
4 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.

5 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
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Table 4.14 2008/09 Statement of Financial Position
Actual Year-to-Date Forecast
March 31, December 31, March 31,
($ millions) 2008 2008 2009
Financial assets

Cash and temporary investments .............ccoiiiiiiiiii 5,951 5,252 6,028

Other financial @SSets .........coiiiiiii i 8,233 8,684 8,572

SINKING fUNAS ..o 2,649 2,139 2,152

Investments in commercial Crown corporations:

Retained earnings ....... ..o 5,090 5,636 5718
Recoverable capital l0ans .................coooiiiiiiiiiiiie e 7,719 8,889 9,080
12,809 14,525 14,798
29,642 30,600 31,550

Liabilities

Accounts payable and accrued liabilities ..o 7,955 7,097 8,104

DEfErre@d FEVENUE ... 7,136 9,190 8,757

Debt:

Taxpayer-supported debt ... ..o 26,579 24,489 27,692
Self-supported debt ..., 8,048 10,257 9,795
Forecast allowanCe ............ooiiiiiiiiiii - - -

Total provincial debt ....... ... 34,627 34,746 37,487
Add: debt offset by sinking funds ... 2,649 2,139 2,152
Less: guarantees and non-guaranteed debt ...................cooiviiiiinnnn, (442) (425) (422)

Financial statement debt ..................coooiiiiiiiiii 36,834 36,460 39,217

51,925 52,747 56,078
Net liabilities ...............ooo (22,283) (22,147) (24,528)
Capital and other non-financial assets
Tangible capital @ssets ... ... 28,933 30,009 30,980
Other non-financial @SSets ...........cocviiiiiiiiiii 801 896 847
29,734 30,905 31,827
Accumulated surplus (deficit)................ooooiii 7,451 8,758 7,299
Changes in Financial Position
Year-to-Date Forecast
December 31, March 31,
($ millions) 2008 2009
(Surplus) deficit forthe year ......... ... (1,584) (50)
Comprehensive income (INCrease) dBCIEASE .............c.eeueireeineeieee e e e e e 277 202
(Increase) decrease in accumulated SUrPIUS ..................c..c.oooiiiiiiiiiiiiieceeeeeeeee e (1,307) 152
Capital and other non-financial asset changes:

Increase in taxpayer-supported capital investments ... 2,319 4,133
Less: amortization and other accounting Changes ..............uueeeieeeiiiieeee e (1,243) (2,086)
Change in net capital @ssets ... ..o 1,076 2,047

Increase (decrease) in other non-financial @ssets ..............cc.oovuiiiiiiiiiiii e 95 46

1,171 2,093
Increase (decrease) in net liabilities ..................c.c.ccoeiieiieeiieceeeeeeeeee e (136) 2,245
Investment and working capital changes:

Increase (reduction) in cash and temporary investments ................c.cooiiiiiiiiee (699) 77

Increase in total investment in commercial Crown corporations:

Increase (decrease) in retained arNiNgs ...........cc.ouiuiriiiiiiii i 546 628
Self-supported capital iINvestments ......... ..o 1,179 1,818
Less: loan repayments and other accounting Changes ...............ueeeiieeeiiiiiieeeeeeeeen 9) (457)
1,716 1,989

Other WOrKing CapPItal CRANGES ... ... .. (1,255) (1,928)
(238) 138

Increase (decrease) in financial statementdebt ......................... (374) 2,383
(Increase) decrease in sinking fund debt ........ ... 510 497
Increase (decrease) in guarantees and non-guaranteed debt ...............cc...coeviiieiiiinne.. (17 (20)
Increase (decrease) in total provincialdebt ............................. 119 2,860
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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 2008/09 fiscal year. It does not include tax expenditures
introduced or expanded in Budget 2009. These are described in Part 2: Tax Measures.

The Role of Tax Expenditure Programs

Using the tax system to deliver programs can reduce administration costs and
compliance costs for recipients. In certain situations, the tax system allows intended
beneficiaries to be readily identified from information that is already collected. In
these cases setting up a separate expenditure program would result in costly overlap
and duplication of effort. An example is the provincial sales tax credit, which is
delivered through the income tax system. If this were a direct provincial expenditure
program, a provincial agency or office would have to be established to duplicate
much of the work already done by the Canada Revenue Agency. In addition, it would
require individuals to undertake a separate, time-consuming application process in
order to qualify for the benefit.

There are, however, several potential drawbacks to tax expenditure programs. First,
their overall cost often receives less public scrutiny than is the case for spending
programs because annual budget appropriations by the legislature are not typically
required. Second, tax expenditure programs do not always effectively target those who
are intended to benefit from them. Some expenditure programs that are intended to
provide tax relief for low income earners may, in reality, confer the greatest benefit on
high income earners who pay the most taxes. Sales tax exemptions, for example, often
provide a greater absolute benefit to those with higher incomes because they have
more to spend on consumer products. Finally, costs are often more difficult to control
under a tax expenditure program because the benefits tend to be more open ended
and enforcement is often more difficult than for spending programs.

Tax Expenditure Reporting

Not all tax reductions, credits and exemptions are classed as tax expenditures.
Three criteria were used to choose those features of the tax system that should be
reported as tax expenditures.

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.

Budget and Fiscal Plan— 2009/10 to 2011/12



Appendlices 123

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 generally not included. Where practical,
smaller items have been presented together as an aggregate figure.

British Columbia Tax Expenditure Programs
The following tables report 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 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.

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 eliminating 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.
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Table A1.1 Social and Income Transfer Programs — Tax Expenditure

2008/09
Estimated Cost

($ millions)

Provincial Sales Tax '
Exemptions for the following items:

* Food (basic groceries, snack foods, candies, soft drinks and restaurant meals) ............................ 991
* Residential fuels (electricity, natural gas, fuel Oil, efC.) ... 211
* Prescription and non-prescription drugs, vitamins and certain other health care products

AN APPIIANCES .. o 165
* Children's clothing @and fOOTWEAN ............oooiiiiiiiie e 34
* Clothing patterns, fabrics and NOIONS ...........ooiiiiiiiiie e 4
L] o1 Ter1il=Te I =Ted aToTo IETUT o] o] [=T< TP 55
* BooOks, Magazines and NEWSPAPETS ......cccciiuuriiieeeiiiieeeeeee ettt e e e e sttt e e e e e et et et et e e e s e e e e eeee e e e e eneaaanans 63
* Basic telephone and Cable SEIVICE ...........oiiiiiiiiiiie e e et aas 82
+ "1-800" and equivalent telephONE SEIVICES ........cccoiiuiiiiii i e e 9
* Specified safety EQUIPMENT ... ..o e e e e e e e 11
« Labour to repair major household appliances, clothing and footwear .....................cocoiiins, 8
- Miscellaneous consumer exemptions (e.g. used clothing under $100) ..............ccoooiiiiiiiiieinnn.. 4
» Livestock for human consumption and feed, seed and fertilizer ..., 47

Personal Income Tax
Provincial Measures

BC FAMIIY BONUS 2.ttt ettt et et e e e et e e et e et 12
BC Low Income Climate Action Tax Credit ..........o.ouiiiiriiii e aeas 106
= 1T I D @ (=T L R 53
Political contributions tax Credit ..........ooooviiiii e 1
Provincial Non-Refundable Credits: ®
* Charitable donations tax Credit ............eeeeeiiiiiiieiiee e e e e eeeas 174
» Tax credits for tuition and €AUCALION ............viiiiiii e 44
» Tax credits for disabilities and medical EXPENSES .........ccceeiiiiiiieiiiiee e 59
* Pension iNCOME taX CIEAIL .........uvieiieieiieieie et ee e et e et e e e e et e e e e e e e eaeeanaaens 22
* Credit for persons older than 85 YEAIS ............oooiiiiiiiiiii i aeaes 50
* Married and equivalent-to-married CreditS ... 70
 Tax credit for Canada Pension Plan contribUtioNS ..............euvieiiiiiiiiiiiiie e 122
* Tax credit for Employment Insurance premiums paid ............cooiiiiiiieiiiie e 41
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Table A1.1 Social and Income Transfer Programs — Tax Expenditure — Continued

2008/09
Estimated Cost
($ millions)
Federal Measures *
* Deduction and inclusion of alimony and child support payments ...............oiiiiiiiiiiiiiii s 5
* Child care expense deAUCHION .............ooiiiiiiiiie e e e et e e e e e e e e e e e e e aeaaenans 31
» Exemption from capital gains up to $500,000 for small businesses and family farms .............c..c......... 38
* Deduction for residents of northern and isolated areas .............ccooocveiiiiiiiii i 6
* Non-taxation of employer-paid insurance premiums for group private health and welfare plans ......... 115
* Tax Free SaviNgs ACCOUNES ........iiie ittt et e e e e aens 1
« Registered Retirement Savings Plans: °
e exemption for — contribUtioONS ... ..o 354
—investmeNnt €arNiNgS ....cocvviriiii e 346
» taxation of —WItRArawals ... (202)
LI €= | PP 498
« Registered Pension Plans: °
e exemption for — contribUtioONS ....... ..o 380
—investment €arniNgs .......oovuiiii i 624
» taxation of —WIthArawals ... ..o (295)
709
Corporation Income Tax °
Charitable donations dedUCHION .......... .o e e et et e et e e e eenenas 20
School and Rural Area Property Tax ’
L[0T a Lo R @1 oY T = o | P 678
Exemption for places Of WOISKHID .......ooiiiiiiie e e e et et et ettt e e e e e e anaans 9
Property Transfer Tax
Exemption for first-ime hoOme DUYETS ..........ooiiiiii e 66
Exemptions for the following:
* Property transfers between related individUals .............ccoooiiii e 68
« Property transfers to municipalities, regional districts, hospital districts, library boards,
school boards, water districts and educational institutions ................. 12

* Property transfers to charities registered under the Income Tax Act (Canada)

N

w

~

o

~

Estimates of the cost of sales tax measures are based on most current information available.

The $12 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 $12 million
for 2008/09, is presented in the BC Family Bonus Vote because it represents payments to families which exceed their provincial income tax liabilities. In
2008/09, the total program cost was $24 million.

Provincial non-refundable credits are generally based on estimates of credit claims by British Columbia residents.

The estimates show provincial revenue losses only. They are based on estimates of projected federal losses contained in Government of Canada: Tax
Expenditures and Evaluations, 2008. 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. Certain tax expenditure items have been excluded where
no data were available or the amounts were immaterial.

Registered retirement savings plans and registered pension plans are treated in the same way as in the federal tax expenditure report. The tax
expenditure associated with these schemes is presented as the amount of tax that would otherwise be paid in the year of deferral, were the deferral not
available. However, this type of estimate overstates the true costs of these preferences because taxes are eventually paid, including tax on investment
earnings. An estimate that does not overstate these costs would, however, be difficult to develop and would require some largely speculative
assumptions.

The deduction offered for corporate charitable donations is a federal measure, but the estimate shows only the provincial revenue loss. This is calculated
from the federal revenue loss by applying British Columbia's share of corporate taxable income and the relevant tax rates to the federal estimate.

The property tax estimate is for the 2008 calendar year, and includes only school and rural area property taxes levied by the province. The home owner
grant cost is shown for the 2008/09 fiscal year.
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Table A1.2 Economic Development and Business Programs — Tax Expenditure

2008/09
Estimated Cost

($ millions)

Fuel Tax
Tax exemption for international flights Carrying Cargo .........cc..ooeiiiiiiiiiii i 2
Tax exemption for family farm trucks (0N road) ..........o.ieiiiii i 5
Tax exemption for compressor fuel used to transmit natural gas from wellhead to processing plant ........ 14
Personal Income Tax
Training taX Credit .. ... o e 15
Venture capital taX Credit ..........oooiii i e e e e e 25
Employee venture capital tax Credit ...... ... e 2
BC mining flow-through tax Credit ........ ..o e 16

Corporation Income Tax
Provincial Measures

Training taX Credit ... e 5
Film and VidE0 taX Credit ........coiuiie ittt ettt 76
Production Services taxX Credit ...........o.i.iiie e e ettt 116
International financial activities tax refUnNd ..o e 20
Scientific Research and Experimental Development Tax Credit ... 136
Mining EXploration Tax Credit ... 10
School and Rural Area Property Taxation 2
Assessment exemption of $10,000 for industrial and business properties ...............ccceeeeeeieiieineennn.. 8
Overnight tourist accommodation assessment relief ..o, 3
Exemption for property used for pollution @batement>..............c.oow oo e 6

1 .
Includes employee income tax refunds.

2 Estimates are for the 2008 calendar year and include only school and rural area property taxes levied by the province.

* The property tax exemption for most land and improvements used in pollution abatement equipment was removed for 1997, but existing properties which
were exempt in 1996 remain exempt under grandparenting provisions.

Table A1.3 Environmental Protection Programs — Tax Expenditure

2008/09
Estimated Cost

($ millions)
Provincial Sales Tax
Exemptions for the following items:

L = o3 = PP 8

« Specified energy conservation EQUIPMENTE ... .....c.iuiii oot 26

* Hybrid electric and fuel efficient passenger vehicles 27
Fuel Tax

Tax exemption for alternative fUEIS .............ooi i, 17

! Includes all energy conservation/energy efficient equipment: ENERGY STAR items, energy efficient water heaters, 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 — 2009

(Rates known as of February 6, 2009) '

Prince

Tax CSIFLIJtrI:Eia Alberta SP?;:/aatn Manitoba  Ontario Quebec Bru,:l'z\\llxv/ick S'\lc(;\:iz ﬁgg:;d fot,ll\:g?’and
Corporation income tax
(per cent of taxable income)
Generalrate..................... 11 10 12 13 14 11.9 13 16 16 14
Manufacturing rate............. 11 10 10 13 12 11.9 13 16 16 5
Small business rate............ 25 3 4.5 1 55 8.0 5 5 3.2 5
Small business threshold *
($000S)...ceevneeeiieeiiinns 400 460 500 400 500 400 500 400 400 400
Corporation capital tax *
Non-financial.................... Nil Nil Nil 1.3 225 24 Nil .25 Nil Nil
Financial..............coooeeenee. .67/2.0 Nil .7/13.25 3.0 .54/.675 48 3.0 4.0 5.0 4.0
Health care premiums °
Individual/family................ 54/108 Nil Nil Nil Nil Nil Nil Nil Nil Nil
Payroll tax ° (per cent)............. Nil Nil Nil 2.15 1.95 4.26 Nil Nil Nil 2.0
Insurance premium tax
(percent) 7 ... 2-4.4 2-3 3-4 2-3 2-3.5 2-3 2-3 3-4 3.5 4
Fuel tax (cents per litre)
Gasoline 9.0 15.0 11.5 14.7 20.4 15.7 20.6 15.8 224
Diesel.....ccviuiiiiiiiiiiieiei, . 9.0 15.0 11.5 14.3 22.7 23.6 21.6 20.2 23.3
Sales tax (per cent) °
Generalrate..................... 7 Nil 5 7 8 7.5 8 8 10 8
Liquor ..., 10 Nil 10 7 10, 12 7.5 8 8 37.5 8
Meals.......ccoovviiiiiiiiinis 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) ....... 37.00 37.00 40.30 40.00 24.70 20.60 28.30 36.60 39.90 41.80

1
2

3

~ o

©

Rates shown are those known as of February 6, 2009 and that are in effect for 2009.

British Columbia's general corporate income tax rate is reduced to 10.5 per cent effective January 1, 2010 and 10 per cent effective January 1, 2011.
Manitoba's general corporate income tax rate is reduced to 12 per cent effective July 1, 2009. Prince Edward Island's small business rate is reduced
to 2.1 per cent effective April 1, 2009 and to 1 per cent effective April 1, 2010.

Effective March 31, 2009, Alberta's small business threshold is increased to $500,000.

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 include Manitoba, effective December 31, 2010, Ontario, effective
July 1, 2010, and Quebec, effective January 1, 2011. Provinces eliminating their capital tax on financial institutions include British Columbia, effective
April 1, 2010 and Ontario, effective July 1, 2010. British Columbia's rate for financial institutions is reduced to 0.33 per cent and 1 per cent effective
April 1, 2009 and to nil effective April 1, 2010.

British Columbia has a two-person rate of $96 and offers 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 and Quebec specific sales taxes also apply to insurance premiums, except those related to individual life and
health.

Tax rates are provincial rates for fuel used on highways. The British Columbia rate includes 6.75 cents per litre dedicated to the BC Transportation
Financing Authority and the carbon tax rates of 2.34 cents per litre for gasoline and 2.69 cents per litre for diesel, increasing to 3.51 cents per litre for
gasoline and 4.04 cents per litre for diesel effective July 1, 2009. The British Columbia rates do not include regional taxes that effectively increase the
gasoline and diesel tax rates by 6 cents per litre in the South Coast British Columbia transportation service area and by 3.5 cents per litre in the
Captial Regional District. The Quebec gasoline rate does not include the 1.5 cent per litre tax collected in the Metropolitan Montreal region. 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.

In 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.

The British Columbia rate is increased to $37.00 from $35.80 per carton of 200 cigarettes effective February 18, 2009. Tax rates for Saskatchewan,
Manitoba, New Brunswick, Nova Scotia and Newfoundland include provincial sales tax.
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Table A3 Comparison of Provincial and Federal Taxes by Province — 2009

British . Prince .
Tax Columbia Alberta S:esvi:/: Manitoba  Ontario  Quebec Bruﬁ:\xick SNclz:\;iaa EI:I\Z 2;(1 fou'\:z?land
Two Income Family of Four - $90,000 (%)
1. Provincial Income Tax.................. 3,565 4520 4,784 6,811 4,876 7,917 6,908 6,949 6,894 5,987
Net Child Benefits..............c..cocoet. 0 113 0 - 0 (1,637) 0 0 -- 0
2. Property Tax - GrosS..........c......... 3,092 2,343 4,226 3,094 4461 4,523 4,080 3,577 2,813 2,382
-Neto 2,622 2,343 4,226 2,494 4,461 4,523 4,080 3,577 2,813 2,382
3. Sales TaX....occovveuviineiieiieiie, 1,253 15 970 1,359 1,728 2,045 1,920 1,919 1,625 1,959
4. Fuel TaX...ooovoviiiiiieee, 218 135 225 173 221 306 236 309 237 336
5. Net Carbon Tax .......ccevvveienennnnns (93) -- - -- - - -- -- - --
6. Provincial Direct Taxes................. 7,465 7,126 10,205 10,837 11,286 13,154 13,144 12,754 11,569 10,664
7. Health Care Premiums/Payroll Tax.. 1,296 0 - 1,935 1,755 3,834 -- -- -- 1,800
8. Total Provincial Tax..................... 8,761 7,126 10,205 12,772 13,041 16,988 13,144 12,754 11,569 12,464
9. Federal Income TaX..................... 8,160 8,160 8,160 8,160 8,160 8,160 8,160 8,160 8,160 8,160
10. Net Federal GST..........ccocveunennen. 1,290 1,379 1,306 1,230 1,273 1,252 1,200 1,199 1,215 1,225
11, Total TaX....vvvuveeieiieiieieceen 18,211 16,665 19,671 22,162 22,474 26,400 22,504 22,113 20,944 21,849
Two Income Family of Four - $60,000
1. Provincial Income Tax.................. 1,594 1,989 1,878 3,640 2,131 3,975 3,464 3,627 3,797 3,205
Net Child Benefits..............cc......... 0 (283) 0 - 0 (2,737) 0 0 -- 0
2. Property Tax - GrossS..........c...c..... 2,251 1,901 2,816 2,501 3,188 3,109 2,269 2,245 2,237 1,640
-Neto 1,681 1,901 2,816 1,901 3,188 3,109 2,269 2,245 2,237 1,640
3. 8ales TaX...ooooveeiniinieiieiec, 983 13 782 1,089 1,385 1,742 1,549 1,542 1,298 1,561
4. Fuel TaX. oo 218 135 225 173 221 306 236 309 237 336
5. NetCarbon Tax .......cceeveinienennanns (13) -- - -- -- -- -- -- -- --
6. Provincial Direct Taxes................. 4,463 3,755 5701 6,803 6,925 6,395 7,518 7,723 7,569 6,742
7. Health Care Premiums/Payroll Tax.. 1,296 0 - 1,290 1,170 2,556 -- -- -- 1,200
8. Total Provincial Tax..................... 5759 3,755 5701 8,093 8,095 8,951 7,518 7,723 7,569 7,942
9. Federal Income TaxX............c......... 3,980 3,980 3,980 3,980 3,980 3,980 3,980 3,980 3,980 3,980
10. Net Federal GST..........ccveeneinnne. 1,012 1,151 1,052 985 1,021 1,067 968 964 970 976
11, Total TaX....vvvueiiiieieeeceee 10,751 8,886 10,733 13,058 13,096 13,998 12,466 12,667 12,519 12,898
Two Income Family of Four - $30,000
1. Provincial Income Tax.................. 0 0 0 503 158 (735) 0 765 863 997
Net Child Benefits..............c...c..... 0 (1,212) 0 - (287) (3,174) 0 0 - 0
2. Property Tax - Gross...........c......... 2,251 1,901 2,816 2,501 3,188 3,109 2,269 2,245 2,237 1,640
-Netoo 1,681 1,901 2,816 1,901 3,188 3,109 2,269 2,245 2,237 1,640
3. Sales TaX...ooveveeiiiiieeieeece, 740 10 335 822 1,026 1,447 1,186 1,152 971 1,141
4. Fuel TaX...oooveieiieiiece, 145 90 150 115 147 204 157 206 158 224
5. NetCarbon Tax .......cceuvenivienennnnes (207) -- -- -- - - -- -- - --
6. Provincial Direct Taxes................. 2,359 789 3,301 3,341 4,232 851 3,612 4,368 4,229 4,002
7. Health Care Premiums/Payroll Tax.. 0 0 - 645 585 1,278 -- -- -- 600
8. Total Provincial Tax..................... 2,359 789 3,301 3,986 4,817 2,129 3,612 4,368 4,229 4,602
9. Federal Income TaX..................... 523 523 523 523 523 523 523 523 523 523
10. Net Federal GST..........ccveevneinnnes 6 154 21 (13) 0 130 (15) (36) (31) (43)
11, Total TaX....ovvuveeieiieiieieceee, 2,888 1,466 3,845 4,496 5340 2,782 4,120 4,855 4,721 5,082
Unattached Individual - $25,000
1. Provincial Income Tax.................. 498 538 977 914 965 708 1,253 1,246 1,416 1,107
2. Property TaX.......coouveueeenenieinnnnanns -- -- -- -- -- -- -- -- - --
3. 8ales TaX...oooevveiiiiiieieiece, 412 5 333 487 591 730 696 696 571 703
4. Fuel TaX. oo 145 90 150 115 147 204 157 206 158 224
5. NetCarbon Tax .......ccevveinienennane. (80) -- - -- - - -- -- - --
6. Provincial Direct Taxes................. 975 633 1,460 1,516 1,703 1,642 2106 2,148 2,145 2,034
7. Health Care Premiums/Payroll Tax.. 130 0 - 538 488 1,065 -- -- -- 500
8. Total Provincial Tax..................... 1,105 633 1,460 2,054 2,191 2,707 2,106 2,148 2,145 2,534
9. Federal Income TaxX...........c......... 1,618 1618 1618 1,618 1,618 1,618 1,618 1,618 1,618 1,618
10. Net Federal GST..........ccveenneinnne. 90 112 86 77 73 74 57 57 58 61
11, Total TaX....vevuvieiiiiniieeecee 2,813 2363 3,164 3,749 3,882 4,399 3,781 3,823 3,821 4,213

=
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Table A3 Comparison of Provincial and Federal Taxes by Province — 2009 — Continued

BmiSh. Alberta Saskat- Manitoba Ontario Quebec New. Novg :dr\lar/]acsi New-
Tax Columbia chewan Brunswick  Scotia Island foundland
Unattached Individual - $80,000 (%)
1. Provincial Income Tax.................. 4,406 5407 7,006 7,917 5768 9,203 8,366 8,493 8,139 7,344
2. Property Tax - Gross.................... 1,540 1,882 3,065 3,676 3,089 4,127 1,845 2948 2,062 1,683
-Neto 970 1,882 3,055 3,076 3,089 4,127 1,845 2,948 2,062 1,683
3. Sales TaX...ooeeuieeneeieeieeiieeiin 1,039 12 655 1,159 1,495 1,652 1,673 1,667 1,398 1,721
4, FUEl TaX. i ieieiiei e 218 135 225 173 221 306 236 309 237 336
5. Net Carbon Tax ........ccvveenveennennn. (140) -- -- -- - - -- -- -- --
6. Provincial Direct Taxes................. 6,493 7,436 10,941 12,325 10,573 15,288 12,120 13,417 11,836 11,084
7. Health Care Premiums/Payroll Tax.. 648 0 - 1,720 1,560 3,408 - - - 1,600
8. Total Provincial Tax..................... 7,141 7436 10,941 14,045 12,133 18,696 12,120 13,417 11,836 12,684
9. Federal Income TaX............cc....... 11,231 11,231 11,231 11,231 11,231 11,231 11,231 11,231 11,231 11,231
10. Net Federal GST.........cccoeevnvennnene 1,181 1,218 1,130 1,084 1,142 1,024 1,046 1,042 1,066 1,076
11, Total TaX....ovvuvieiiiiiiiiicee, 19,553 19,885 23,302 26,360 24,506 30,951 24,397 25,690 24,133 24,991
Senior Couple with Equal Pension Incomes - $30,000
1. Provincial Income Tax.................. 0 0 0 (316) (897) (659) 0 355 378 390
2. Property Tax - Gross...........c.cc..... 2,251 1,901 2,816 2,501 3,188 3,109 2,269 2,245 2,237 1,640
-Netoo 1,406 1,901 2,816 1,901 3,188 3,109 2,269 2,245 2,237 1,640
3. Sales TaX....ocoovevuieiieiieciecii, 756 9 576 871 1,041 1,299 1,293 1,278 1,045 1,304
4. Fuel TaX....ooovveuniiiiciiciiceens 145 90 150 115 147 204 157 206 158 224
5. Net Carbon Tax ........ccoeevevninnnnnn. (146) -- -- -- - - -- -- -- -
6. Provincial Direct Taxes................. 2,161 2,000 3542 2571 3,479 3,953 3,719 4,084 3,818 3,558
7. Health Care Premiums/Payroll Tax.. 230 0 -- -- -- -- -- -- -- --
8. Total Provincial TaX..................... 2,391 2,000 3542 2,571 3,479 3,953 3,719 4,084 3,818 3,558
9. Federal Income TaX..................... 0 0 0 0 0 0 0 0 0 0
10. Net Federal GST.........ccvvvvniennnens 356 384 334 353 327 310 312 303 313 319
11, Total TaX...ovuvieiieiieieieeee, 2747 2384 3876 2924 3806 4,263 4,031 4387 4131 3,877

Personal Income Tax

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. 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. The benefit of the rate cuts is shown as a reduction in carbon
taxes payable.

Net Child Benefits

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

It is assumed that the individual at $25,000 rents accommodation; the family at $30,000 and at $55,000 and the senior couple own bungalows; the
family at $90,000 owns a two-story executive style home; and the single at $80,000 owns a luxury condominium, in a major city for each province. Net
local and provincial property taxes are estimated as taxes owing after credits provided through the property tax system are subtracted.

Sales, Fuel and Carbon Tax Estimates

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.

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.

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 as carbon tax liabilities less the value of the personal income tax cuts and the BC Low income
Climate Action Tax Credit (where applicable) as reported in the Government's plan to recycle carbon tax revenues.

Health Care Premiums/Payroll Tax

A health care premium is levied in British Columbia 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

British Columbia taxes have been calculated using rates in effect for 2009. Taxes for other provinces were calculated using rates that were announced
prior to February 6, 2009, and that come into effect during 2009.
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Table A4 Interprovincial Comparisons of Provincial Personal Income Taxes Payable ' — 2009
(Rates known as of February 6, 2009)

British Saskat- . . 3 New Nova Prince New-
Taxable income 2 Columbia Alberta chewan Manitoba  Ontario  Quebec Brunswick Scotia E:g?;d foundland
Annual provincial taxes payable® ($)

$10,000................ 0 0 0 22 0 0 0 0 0 0
$20,000................ 177 206 613 1,127 602 761 734 904 1,091 852
$30,000................ 951 1,139 1,639 2,164 1,467 2,130 1,980 1,800 2,005 1,570
$40,000................ 1,636 2,073 2,666 3,347 2,279 3,523 3,154 3,236 3,240 2,745
$50,000................ 2,289 3,037 3,925 4,584 3,323 5,178 4,667 4,700 4,586 3,998
$60,000................ 3,069 4,037 5,225 5,859 4,238 6,816 6,215 6,209 5,966 5,278
$70,000................ 3,829 5,037 6,525 7,274 5,212 8,454 7,763 7,876 7,521 6,770
$80,000................ 4,838 6,037 7,825 9,014 6,693 10,179 9,424 9,543 9,191 8,320
$100,000.............. 7,270 8,037 10,425 12,494 10,175 14,130 12,784 13,229 12,534 11,420
$125,000.............. 10,945 10,537 13,882 16,844 14,527 19,058 17,086 18,041 17,126 15,295
$150,000.............. 14,620 13,037 17,632 21,194 18,880 23,868 21,574 22,854 21,719 19,170
——— Provincial personal income taxes as a per cent of taxable income (%) ———
$10,000................ 0.0 0.0 0.0 0.2 0.0 0.0 0.0 0.0 0.0 0.0
$20,000................ 0.9 1.0 3.1 5.6 3.0 3.8 3.7 4.5 55 4.3
$30,000................ 3.2 3.8 5.5 7.2 4.9 71 6.6 6.0 6.7 5.2
$40,000................ 3.8 5.2 6.7 8.4 5.7 8.8 7.9 8.1 8.1 6.9
$50,000................ 4.6 6.1 7.9 9.2 6.6 10.4 9.3 9.4 9.2 8.0
$60,000................ 5.1 6.7 8.7 9.8 71 114 10.4 10.3 9.9 8.8
$70,000................ 5.5 7.2 9.3 10.4 7.4 121 111 11.3 10.7 9.7
$80,000................ 6.0 7.5 9.8 11.3 8.4 12.7 11.8 11.9 11.5 10.4
$100,000.............. 7.3 8.0 10.4 12.5 10.2 141 12.8 13.2 12.5 11.4
$125,000.............. 8.8 8.4 111 13.5 11.6 15.2 13.7 14.4 13.7 12.2
$150,000.............. 9.7 8.7 11.8 141 12.6 15.9 14.4 15.2 14.5 12.8

1 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.

2 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.

3 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.

4 Includes provincial low income reductions (all provinces except Alberta and Saskatchewan), surtaxes payable in Ontario, Nova
Scotia and Prince Edward Island, and the Ontario Health Premium tax. Excludes credits for sales and property tax credits.
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 17, 2009 °

July 30, 2001 Economic and Fiscal Update Effective Date
Income Tax

+ 25 per cent personal iNCOME 1aX CUL ... ..o, January 1, 2001

* Dividend tax credit rates redUCEA ..........c.oiuiiniiii e e 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 ............cooiiiiiiiiiii July 31, 2001
Corporation Capital Tax

+ Tax phased-out for general Corporations ...............ooiiiiiiiiii e September 1, 2001
Social Service Tax

» Tax exemption for production machinery equipment ... July 31, 2001

* Vehicle surtax threshold for passenger vehicles increased .............cocoiiiiiiiiiiiiicieeens July 31, 2001
Motor Fuel Tax

» Tax exemption provided for marine bunker fuel .............. oo August 1, 2001

» Domestic jet fuel and aviation fuel tax rates reduced to 2 cents/litre ..............ccoooeiiiiiiiiiiiinins, August 1, 2001
Budget 2002

Income Tax

e INCrease Sales tax Cradit .........oiiniiii e January 1, 2002
o Adjust BC Family BONUS ......uniiieiiii e e e e e July 1, 2002

» Raise small business threshold 10 $300,000 .......ocoeieriiiei s April 1, 2002
Medical Services Plan Premiums

* Increase premiums and enhance premium assiStanCe ............c.covviiiiiiiiiii May 1, 2002
Social Service Tax

* Increase provincial sales tax rate to 7.5 per centfrom 7 percent .............coooiiiiiiiiiiiiiinnn, February 20, 2002
» Expand machinery and equipment tax exemption to include repair parts ...........c.cocoveiienininns February 20, 2002
Tobacco Tax

« Increase tobacco tax rate to $30 from $22 per carton ...............ccociviiiiiiiiii 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 ..............cooiiiii April 1, 2003

* Introduce an equity tax credit fornew media ... April 1, 2003

* Provide an enhanced regional incentive for film credits .............ocooiiiiiiiii April 1, 2003

« Introduce a Digital Animation or Visual Effects tax credit ... April 1, 2003

» Extend the BC Mining Flow-Through Share Tax Credit ..........c.cooiiiiiiiiiiiiceee e January 1, 2004
» Extend the Mining Exploration Tax Credit for three years ..............coooiiiiiiii, August 1, 2003

* Introduce a book publishing tax credit ............coiiiiiiii October 1, 2002

Corporation Capital Tax
* Increase the capital tax exemption threshold for small financial institutions

t0 $10 MIllION from $5 MIIION ... nei e April 1, 2003
Motor Fuel Tax
* Provide exemption for marine gas oil used in gas turbine powered commercial vessels ............. February 19, 2003

BC Transportation Financing Authority Revenue
* Increase the clear fuel tax rate levied on behalf of BC Transportation Financing Authority
DY 3.5 CONES/IItrE . ve e e March 1, 2003
Tobacco Tax
- Increase the tobacco tax rate to $32 from $30 per carton and to 16 cents from 15 cents per gram

Of fINE-CUL TODACCO ... e eas 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

SUPPIESSION COSES ...ttt ettt ettt ettt January 1, 2004
* Clarify the definition of taxable INSUIErs ..., February 19, 2003
Property Transfer Tax
* Enhance fairness and effectiveness of First Time Home Buyers' exemption ............................ February 19, 2003

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 17, 2009 ' — Continued

Budget 2004
Income Tax

* Reduce BC Family Bonus and BC Earned Income amounts ...........ccoviiiiiiiiiiiininininneneneenen
» Extend Scientific Research and Experimental Development Tax Credit ..............c..coooviieniennen.

International Financial Business Tax Refund
» Allow non-financial institutions to register, expand the list of qualifying activities and

eliminate the employee tax refund ...

Tobacco Tax
- Increase tobacco tax rate to $35.80 from $32.00 per carton and to 17.9 cents per gram for

fINE-CUL TODACCO ... e e

Home Owner Grant Act

* Increase the threshold for the home owner grant phase-out to $585,000 from $525,000 ............

Ports Property Tax Act

* Reduce property taxes on major BC port facilities and provide compensation to municipalities ....

Effective Date

July 1, 2004
September 1, 2004

September 1, 2004

December 20, 2003

January 1, 2004

January 1, 2004

Budget 2005 — February 15, 2005
Income Tax

* Introduce the BC Tax Reduction, a non-refundable personal income tax credit ........................
» Extend the Mining Exploration Tax Credit to 2016 ...........ccoiniiiii e,
* Increase the Film Incentive BC and Production Services tax creditrates ..................c..cccooeeini.
* Increase corporate income tax small business threshold to $400,000 from $300,000 ................

Social Service Tax

* Reduce provincial sales tax rate to 7 per centfrom 7.5 percent ............coiiiiiiiiiiiiiiiii
+ Increase incentives for purchases of hybrid passenger vehicles on a time-limited basis .............
* Provide time-limited exemption for ENERGY STAR residential heating equipment ...................
* Increase vehicle surtax threshold for passenger vehicles to $49,000 from $47,000 ...................

Property Transfer Tax

* Increase thresholds for First Time Home Buyers' program ..............cooiiiiiiiiiiiiiiieeeenen,

Medicare Protection Act

January 1, 2005
August 1, 2006
January 1, 2005
January 1, 2005

October 21, 2004
February 16, 2005
February 16, 2005
February 16, 2005

February 16, 2005

» Enhance Medical Services Plan premium assistance ..............ccooiiiiiiiiiiiiiiee July 1, 2005
Home Owner Grant Act

* Increase threshold for home owner grant phase-out and reduce reduction rate ........................ 2005 tax year
School Act

« Exempt specified improvements of eligible hydroelectric projects .............coooiiiiii. 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 ...................c.oi.

January 1, 2006

Budget 2006
Income Tax

* Introduce an enhanced dividend tax credit to parallel new federal credit ........................coooniel
+ Extend the BC Mining Flow-through Share Tax Credit to December 31,2008 .............cc.ceovnene.

» Extend the enhanced tax credit rates for the Film Incentive BC and Production Services

tax Credits 10 2008 ... o s

Social Service Tax

* Exempt services to maintain or modify software ..o
+ Clarify and expand eligibility for machinery and equipment exemption ...............cccoviviiiineenns
« Increase vehicle surtax threshold for passenger vehicles to $55,000 from $49,000 ...................
» Provide authority to repeal tire levy when industry stewardship program introduced ..................

Motor Fuel Tax

» Expand eligible coloured fUEI USES ...........ocuiiiiii i

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 $745 ... ..o
* Increase the threshold for the home owner grant phase out ................cooiiiiiiiiiinin e

Small Business Venture Capital Act

« Increase the tax credit budget to $25 million from $20 million ..............ccooeviiiiiiiiiiiiiiieieeen,

January 1, 2006
January 1, 2006

April 1, 2006
February 22, 2006
February 22, 2006
February 22, 2006

January 1, 2007
February 22, 2006
2006 tax year
2006 tax year

April 1, 2006

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 17, 2009 ' — Continued

Budget 2007
Income Tax
* Introduce a 10 per cent tax cut up to $100,000 iN INCOME ..........coooiiniiniiniii e
* Introduce an adoption expense tax credit ...........coviii i
» Enhance the Mining Exploration Tax Credit for exploration activity in Mountain Pine Beetle
AffECEd ArEaS ...
+ Extend the Book Publishing Tax Credit for five more years t0 2012 ..........c..cooviiiiiiiiiiiiiiiieenns
» Extend the Scientific Research and Experimental Tax Credit for five more years to 2014 ............
* Implement the BC Training Tax Credit Program ..............oovueiiiiiinitiee e
Mineral Tax Act
+ Extend the new mine allowance 10 2016 ...
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 .............c.coiiiiiiiiiiii e,
» 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 ...
» Provide a tax refund on eligible medical equipment purchased by charities ..............................
Motor Fuel Tax Act
+ Classify all biodiesel fuel as alternative motor fuel .............coooo i
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 ..o,
+ Extend home owner grant eligibility to certain low-income homeowners with homes assessed
above the phase-out threshold ... e
Land Tax Deferment Act
» Extend eligibility to homeowners age 55 and over from 60 and over ..............cooviiiiiienenennns
Police Act
» New property tax to help fund police services in rural areas and communities
under 5,000 POPUIALION ... ..ei e e
Provincial Sales Tax Review
Various Consumption Tax Statutes
» Changes to consumption tax statutes to reduce compliance burden for businesses and
sSimplify SpeCific EXEMPLIONS ... ..o e

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
Climate Action Act
» Government to introduce a broadly based revenue neutral carbon tax on the purchase
or use of fossil fuels subject to approval by the Legislature ................cocoiiiiiin
Income Tax Act - Revenue Neutral Tax Reductions
* Introduce a Low Income Climate Action Tax Credit ...........coiiiiiiiiii e

July 1, 2008

July 1, 2008

» Reduce first two personal income tax bracket rates by 2 per cent for 2008 and by 5 per cent for 2009

aNd SUDSEQUENT YEAIS .. ...
» 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 DECEMDEr 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 teChNOIOGY ...........iiiuniii e e
International Financial Activity Act
+ Expand eligible intellectual property to include green-related patents ......................oni.

January 1, 2008
July 1, 2008
July 1, 2008

December 31, 2007

April 1, 2008

March 1, 2008

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 17, 2009 ' — Continued

Budget 2008 - (Continued) Effective Date
Social Service Tax Act
» Provide time-limited point-of-sale tax reduction for conventional fuel efficient vehicles ................ February 20, 2008
+ Exempt ENERGY STAR qualified residential refrigerators, clothes washers and freezers

Lo T =Tl T B A 0 L O February 20, 2008
+ Exempt energy efficient residential gas-fired water heaters to December 31, 2009 .................... February 20, 2008
» Exempt production machinery and equipment for local governments for power production

AN COGENEIAtION .....eiie e February 20, 2008
» Expand the exemption for bicycles to include electric power-assisted two and three wheel

cycles and NON-MOtorized trCYCIES ... s February 20, 2008
» Exempt electric motorcycles to March 31, 2011 ... February 20, 2008
» Reduce tax payable on hydrogen fuel cell BUSES ............oiiiiiiiiii e February 20, 2008
» Exempt biodiesel fuel or portion of biodiesel for heating ...........ccoviiiiiii February 20, 2008
* Impose tax on coal and coke except for residential USE ...........cccoiiiiii i February 20, 2008

Other Revenue Measures
Income Tax Act

* Reduce dividend tax credit rates for ordinary and enhanced dividends ..................cooiiin January 1, 2009
» Extend film tax credits for five more years t0 2013 from 2008 ............coooiiiiiiiiiiiiii various
* 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 ..................... January 1, 2008
» Enhance regional film tax credit for productions in distant locations ........................c February 20, 2008
Corporation Capital Tax Act
» Phase-out Corporation Capital Tax and replace it with a new financial institutions minimum tax ... April 1, 2008
Ports Property Tax Act
» Extend ports competitiveness initiative forten years ... various
Property Transfer Tax Act
« Increase First Time Home Buyers' threshold to $425,000 from $375,000 ............c.cceeevneieennnnen. February 20, 2008
* Remove First Time Home Buyers' 70 percent financing requirement ..............c.oociiiiiiiininn.. February 20, 2008
Home Owner Grant Act
* Increase in the home owner grant phase-out threshold ..., 2008 tax year
School Act
* Reduce the non-residential school tax rate for major industrial property ..............cccooviiiiininnn. 2008 tax year

Provincial Sales Tax Review
Various Consumption Tax Statutes
+ Changes to consumption tax statutes to reduce compliance burden for businesses and
sSimplify SPecCific @XEMPLIONS ... ..t e e various

October 22 and November 1, 2008
Income Tax Act

* Reduce personal income tax rates for the first two tax brackets by 3 percent ........................c. January 1, 2008
* Reduce small business corporate income tax rate to 2.5 per cent from 3.5 percent ................... December 1, 2008
Land Tax Deferment Act

* Introduce 2 year temporary financial hardship property tax deferment program ......................... 2009 tax year

Social Service Tax Act and Hotel Room Tax Act
» Double maximum commission paid to business for provincial sales tax and hotel room

tax collection and remMittanCe ..ot November 1, 2008
School Act
» Provide an Industrial Property Tax Credit of 50 per cent of provincial school property tax

on major industrial (class 4) and light industrial (class 5) properties ............c.ccocoiiiiiiiiiiiiininaans. 2009 tax year

=
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Table A5 Summary of Revenue Measures from July 30, 2001 to February 17, 2009 ' — Continued

Budget 2009
Income Tax Act
* Reduce the dividend tax credit for ordinary dividends.............ccooiiiiiiiiii e January 1, 2010
» Extend the BC Mining Flow-through Share Tax Credit to December 31,2009 ................ccceenn. January 1, 2009
» Reduce general corporate income tax rate from 11 per cent to 10.5 per cent effective

January 1, 2010 and to 10 per cent effective January 1, 2011 ... January 1, 2010
» Remove expiry dates for film tax credits ........ ... various
+ Eligibility requirement for Film Incentive BC expanded ..............coooiiiiiiiiiiiii e January 1, 2009
International Financial Activity Act
» Expand the list of prescribed patents to include wastewater treatment and fuel cell technology .... April 1, 2009
Social Service Tax Act
» Extend exemption for ENERGY STAR qualified residential heating equipment to 2011 .............. February 18, 2009
» Extend exemption for ENERGY STAR qualified windows, doors and skylights to 2011 .............. February 18, 2009
» Extend exemption for energy efficient residential gas-fired water heaters to 2011...................... February 18, 2009
» Provide exemption for energy efficient commercial boilers 10 2011 ..., February 18, 2009
» Provide exemption for devices which reduce idling by commercial vehicles to 2012 .................. February 18, 2009
» Expand exemption for aerodynamic devices for commercial vehicles ........................coll February 18, 2009
» Provide exemption for equipment to produce energy from ocean currents, tides and waves ........ February 18, 2009
» Expand exemption for production machinery and equipment ..............cccoiiiiiiiii February 18, 2009
Motor Fuel Tax Act
+ Classify and exempt hydrogen as an alternative motor fuel when purchased for use in

fUBI CEII VENICIES ..o February 18, 2009
Tobacco Tax Act
« Increase tobacco tax rate from $35.80 to $37 per carton of 200 cigarettes ............................... February 18, 2009
Home Owner Grant Act
» Maintain home owner grant phase-out threshold at 2008 level ..., 2009 tax year

1 Measures with no material revenue impact are excluded. For details of these measures see the revenue measures section of each
budget publication.

Table A6 Operating Statement — 2005/06 to 2011/12

Revised Budget

($ millions) 2A0?)t5u/?1|6 2'ggt6u/%|7 2%8%[&; Forecast g 20?8?1 1 20??71 2
2008/09 2009/10

REVENUE ......oviiiiiiiiicce 35,974 38,505 39,831 38,455 38,812 39,795 41,182
EXPENSE ..ovvviiiiiiiiec e (32,151) (34,162) (36,501) (38,405) (39,307) (40,040) (41,182)
Negotiating Framework incentive

PaYMeNts ..........cocoiiiiiiii (710) (264) (4) - - - -
Climate Action Dividend ............cccooevn... - - (440) - - - -
Surplus (deficit) .................coooiiiinn. 3,113 4,079 2,886 50 (495) (245) -
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Table A7 Revenue by Source — 2005/06 to 2011/12

Revised

Budget

($ millions) 2%?)21/?;6 2Aof)telsj/?)|7 2Aof)t7u/?)|8 Porecast - RIS 20F;|8/n11 20F;I?/n12
2008/09 2009/10
Taxation revenue
Personalincome .................cco 5,838 6,905 6,956 6,219 6,562 6,942 7,366
Corporate inCome ............cooeeeveiiiiienenn, 1,426 1,538 2,250 2,037 1,529 1,072 923
Social Service .......cococvviiiiiii 4,367 4,714 5,072 4,998 5,087 5,299 5,533
Fuel ..o 911 901 935 912 914 920 928
Carbon ..., - - - 300 546 754 968
TODACCO .vvniveiiieeee e 701 726 692 713 687 687 687
Property .......cooviiiiii 1,717 1,732 1,795 1,840 1,881 1,936 1,967
Property transfer ............cocoooiin 843 914 1,068 735 685 720 750
Corporation capital ...................c.oeeeeel. 161 104 117 80 54 - -
Other ! .o 465 484 521 530 540 553 570
16,429 18,018 19,406 18,364 18,485 18,883 19,692
Natural resource revenue
Natural gas royalties ............................. 1,921 1,207 1,132 1,376 1,014 1,156 1,281
Bonus bids, permits and fees .................. 405 479 607 862 889 932 952
Forests ....oooovviiniiiii i 1,214 1,276 1,087 587 609 707 700
Other natural resources ......................... 1,027 1,020 952 1,186 1,118 1,114 1,078
4,567 3,982 3,778 4,011 3,630 3,909 4,011
Other revenue
Medical Services Plan premiums ............. 1,482 1,524 1,557 1,577 1,591 1,613 1,635
Post secondary education fees ............... 892 928 979 997 1,029 1,055 1,079
Other fees and licences ......................... 1,313 1,360 1,450 1,433 1,489 1,446 1,440
Investment earnings ..................ooal. 949 1,032 1,139 839 918 1,005 1,095
Miscellaneous 2 ...........ccoveeiiiieeeiii . 2,296 2,589 2,617 2,474 2,475 2,503 2,562
6,932 7,433 7,742 7,320 7,502 7,622 7,811
Contributions from the federal government
Health and social transfers ..................... 4,220 4,473 4,614 4,693 4,910 5,110 5,316
Equalization ............cooviiiiii 590 459 - - - - -
Other cost shared agreements > .............. 1,015 1,454 1,317 1,223 1,460 1,408 1,396
5,825 6,386 5,931 5,916 6,370 6,518 6,712
Commercial Crown corporation net income
BC HYdro ...cooviiiiiiiice e 266 407 370 357 452 493 542
Liquor Distribution Branch ...................... 800 840 858 867 896 918 938
BCLC (net of payments
to the federal government) .................. 914 1,011 1,080 1,101 1,154 1,198 1,228
ICBC .o 191 381 633 459 260 192 217
Other ... 50 47 33 60 63 62 31
2,221 2,686 2,974 2,844 2,825 2,863 2,956
Totalrevenue ..................coeeviiiiininnnn. 35,974 38,505 39,831 38,455 38,812 39,795 41,182

" 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 — 2005/06 to 2011/12
Revised Budget
($ millions) ongte;J/?Jla 2?)82/?)'7 2ggt7u/?)ls ZFS(;:,C(?QSE 'Zzggﬁtg 20F;|g/n11 20F;I?/n1 2
Health
Medical Services Plan .........................c... 2,696 2,969 3,247 3,367 3,576 3,689 3,810
Pharmacare ............cccovoiiiiiiiiiiiiiiiieen, 868 914 955 1,018 1,062 1,110 1,157
Regional services ' ...........cccooooiiiiiiiiie ... 8,112 8,500 9,038 9,675 10,0562 10,729 11,468
Other healthcare expenses?............cc..c...... 754 867 996 1,011 1,032 1,046 1,078
12,430 13,250 14,236 15,071 15,722 16,574 17,513
Education
Elementary and secondary ........................ 4,829 5,272 5,521 5,687 5,774 5,812 5,836
Post-secondary ...........ccoooviiiiiiiiiiii 3,906 4,056 4,303 4,418 4,582 4,670 4,762
Other education expenses®........................ 182 159 165 133 438 438 438
8,917 9,487 9,989 10,238 10,794 10,920 11,036
Social services
Social assistance®®..........c.ccoiiiiieii, 1,151 1,277 1,297 1,343 1,391 1,391 1,356
Child welfare?...........ccvvviiiieeeieiiee 892 1,027 992 1,103 1,094 1,104 1,101
Community living and other services ............ 681 588 757 901 925 935 936
2,724 2,892 3,046 3,347 3,410 3,430 3,393
Protection of persons and property ............ 1,379 1,326 1,579 1,519 1,544 1,492 1,460
Transportation ......................ooiininn. 1,196 1,251 1,379 1,429 1,402 1,457 1,569
Natural resources & economic development 1,570 1,641 1,974 1,670 1,836 1,637 1,667
Other* ... .. 1,089 1,278 1,398 1,821 1,265 1,236 1,279
Contingencies ®....................ccccoeeeeeii il - - - 467 385 300 250
General government ...................ccoiieenns 644 768 669 684 747 710 691
Debt servicingcosts ...............c..cooiiiiennn. 2,202 2,269 2,231 2,159 2,202 2,409 2,574
Subtotal ... 32,151 34,162 36,501 38,405 39,307 40,165 41,432
Negotiating Framework incentive payments .. 710 264 4 - - - -
Climate Action Dividend ............................ - - 440 - > - -
Subtotal expense ..o, 32,861 34,426 36,945 38,405 39,307 40,165 41,432
Fiscal efficiencies ....................ccccc. - - - - - (125) (250)
Totalexpense ................cccoveeiiiiiiiiiiann.s, 32,861 34,426 36,945 38,405 39,307 40,040 41,182

" Includes Supplementary Estimates funding of $622 million.

2 Payments for healthcare services by the Ministry of Housing and Social Development and the Ministry of Children and Family

Development made on behalf of their clients are reported in the Health function.

8 Payments for training costs by the Ministry of Housing and Social Development made on behalf of its clients are reported in the

Education function.

* The Other function has been restated from the printed version of the Budget and Fiscal Plan 2009/10-2011/12 to correct a
presentation error with respect to disclosure of capital funding, which is now removed. There is no change to total expense or the fiscal

plan due to this restatement, as this was a correction in presentation only and did not affect the substance of the projections

incorporated into the fiscal plan.

° The Contingencies vote is allocated to functions according to actual results for 2004/05 to 2007/08 and revised forecast for 2008/09.
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Table A9 Service Delivery Agency Operating Results ' — 2005/06 to 2011/12

Revised

Budget

($millions) Actual Actual Actual Forecast Estimate Plan Plan
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
School districts
Revenue ..........ccoooiiiiiiiiiiiiiin, 4,812 5,178 5,243 5,399 5,488 5,508 5,514
EXPENSE .....ovvniiiiiiiiiieiieeiieee (4,612) (5,041) (5,133) (5,308) (5,394) (5,437) (5,450)
200 137 110 9 94 71 64
Accounting adjustments .............. 24 61 51 132 135 131 106
Netimpact ...............cooiiiiiiil. 224 198 161 223 229 202 170
Post-secondary institutions
Revenue ... 3,902 4,129 4,178 4,161 4,625 4,731 4,793
EXPENSE ..vvvveeeeeeeeeeeiiiieeee e, (3,678) _ (3,903) _ (4,133) _ (4,376) _ (4,548) _ (4,704) _ (4,798)
224 226 45 (215) 77 27 (5)
Accounting adjustments .............. 133 117 329 264 106 17 (75)
Netimpact ........c.ccoevviiiieiieinnns 357 343 374 49 183 44 (80)
Health authorities and hospital societies
Revenue ..........ccooeveiiiiiiiiiiiee, 8,245 8,857 9,467 10,155 10,454 11,016 11,667
EXPENSe .....ovvniiiiiiieiieiieeiieee (8,243) (8,892) (9,495) _(10,194) _(10,454) _(11,016) _(11,667)
2 (35) (28) (39) - - -
Accounting adjustments .............. 16 (88) (33) 187 (33) 8 (61)
Netimpact ...............oooiiiiiil. 18 (123) (61) 148 (33) 8 (61)
Community Living BC
Revenue ... 439 631 687 77 722 691 691
EXDENSE .o, (439) (631) (687) (717) (722) (691) (691)
Accounting adjustments .............. 4 1 - 1 - (1) (1)
Netimpact .........cocoevviiiiiiinnnnee. 4 1 - 1 - 1) (1)
BC Transportation Financing Authority
Revenue ..........ccooeveiiiiiiiiiiiee, 657 618 651 591 602 621 669
EXPENnse .....cc.oeiniiiiiiii (604) (585) (722) (733) (809) (790) (914)
53 33 (71) (142) (207) (169) (245)
Accounting adjustments .............. (168) (155) (171) (137) (130) (124) (120)
Netimpact ..., (115) (122) (242) (279) (337) (293) (365)
BC Pavilion Corporation
Revenue .........cocooviiiiiiiiii 37 39 70 51 89 83 94
EXPENSE ..., (37) (39) 41) (50) 97 (104) (111)
- - 29 1 (8) (21) (17)
Accounting adjustments .............. 97 105 26 306 2 8 (6)
Net impact ........ccccoevveeiiiieeinni, 97 105 55 307 (6) (13) (23)
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Table A9 Service Delivery Agency Operating Results ' — 2005/06 to 2011/12 — Continued
($millions) Actual Actual Actual ggiifft EZ:?;L Plan Plan
2005/06 2006/07 2007/08 2008/09 2009/10 2009/11 2011/12
British Columbia Housing Management Commission
Revenue ..........ccoeviviiiiiiiieen 343 497 540 608 504 499 500
EXPENSE ..ovvviieiieeeeee (343) (497) (540) (608) (504) (499) (500)
Accounting adjustments .............. 5 (15) (4) - - - -
Netimpact ........cccooveiueiiiieeennn... 5 (15) 4) - - - -
British Columbia Transit
Revenue ........cooveviiiiiiiiecicee 155 165 188 231 259 293 332
EXPENSE ..ovovviiiiiiiie (155) (167) (187) (232) (259) (293) (332)
- (2) 1 (1) - - -
Accounting adjustments .............. 6 - 2 (4) 52 (38) (37)
Netimpact ........c.covvieiiiiieen, 6 (2) 3 (5) 52 (38) (37)
Tourism British Columbia
Revenue ... 58 60 61 67 66 67 69
EXPENSE ..ovvviiiieieie e (57) (59) (63) (67) (66) (67) (69)
1 1 2) - - - -
Accounting adjustments .............. (1) 7 (1) - - - -
Net impact ........ccoeveveiiiiieeeann.. - 8 (3) - - - -
Other service delivery agencies
Revenue ........coovveiiiiiiicicecee 1,098 683 705 878 720 800 833
EXPENSE ..ovovviiiiiiiie (964) (610) (662) (678) (716) (788) (818)
134 73 43 200 4 12 10
Accounting adjustments .............. (5) 50 48 (124) 517 555 404
Netimpact ...........cooeoviiiiinnnnn.n. 129 123 91 76 521 567 414
Total netimpact ............................. 725 516 374 520 609 476 17
Total service delivery agency operating results:
Revenue ........ccocovvviiiiiiiiiieeee 19,746 20,857 21,790 22,858 23,529 24,309 25,162
Accounting adjustments .............. 105 73 240 632 649 556 205
19,851 20,930 22,030 23,490 24,178 24,865 25,367
EXPENSE ..ovvviiiieicie (19,132) (20,424) (21,663) (22,963) (23,569) (24,389) (25,350)
Accounting adjustments .............. 6 10 7 (7) - - -
(19,126) (20,414) (21,656) (22,970) (23,569) (24,389) (25,350)
Total netimpact ............................ 725 516 374 520 609 476 17

' 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 A10 Material Assumptions — Revenue
Revised
Revenue Source and Assumptions Budget | Forecast Plan Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 | 2010/11 | 2011/12 Sensitivities 2009/10
Personal income tax $6,700 $6,219 $6,562 | $6,942 | $7,366
Current calendar year assumptions
Personal income growth ... 4.4% 5.1% 1.7% 3.5% 4.3% +/- 1% change in 2009 BC
Labour income growth ..........cccccooiniiiiiiiicnnens 4.7% 5.8% 1.2% 3.8% 5.0% personal income growth
Tax base growth 5.4% 4.5% 1.3% 4.1% 5.3% | equals +/- $50 to $100 million
Average tax yield 5.45% 5.28% 5.35% 5.41% 5.45%
Current-year taX ........cccoceeeiieeeiiie e $6,662 $6,401 $6,580 $6,926 $7,341 | +/- 1% change in 2008 BC
BC Tax Reduction .| -$116 -$130 -$131 -$134 -$137 | personal or taxable income
Low income climate action tax credit .................. -$90 -$70 -$145 -$146 -$154 | growth equals +/- $50 to $100
Refundable sales tax credit ............ccccceeeeennns -$56 -$53 -$53 -$53 -$53 million one-time effect
Other tax credits and refunds -$99 -$110 -$106 -$98 -$93 (prior-year adjustment)
Policy neutral elasticity * ...........ccccviiviiiieinienns 1.4 1.0 1.3 14 14 and could result in an
Fiscal year assumptions additional +/- $50 to $100
Prior-year adjustment $0 -$151 million base change in 2009/10
Family Bonus offset -$14 -$12 -$9 -$6 -$4
Previous calendar year assumptions 2007 Assumptions
Personal income growth ............c.ccooiviiiiiiinns 5.3% 6.8%
Labour income growth ...........cccceviiiiiiiiiiineene 6.0% 6.3%
Tax base growth .......... 8.0% 8.3%
Average 2007 tax yield 5.70% 5.64%
{0 (048 v-) G $6,609 $6,550
2006 and previous years tax . $300 $422
BC Tax Reduction .............. -$114 -$127
Refundable sales tax credit ... -$56 -$53
Other tax credits and refunds ............ccocccveennnene -$98 -$108
Policy neutral elasticity *...........ccccooeiiiininnnn. 1.8 1.3
* Ratio of annual per cent change in current-year revenue to annual per cent change in personal income.
Corporate income tax $1,343 $2,037 | $1,529 | $1,072 $923
Components of revenue
Advance instalments (fiscal year) ....................... $1,382 $1,386 $1,302 $1,257 $1,209
International Financial Activity Act refunds ........ -$27 -$20 -$20 -$20 -$20
Prior-year adjustment .............cccooeeveveveieeriene, -$12 $671 $247 -$165 -$266
Current year assumptions
National tax base ($ billions) .........ccccvveeviencninn) $205.3 $199.9 | $177.2 | $186.4 | $203.8 | +/- 1% change in the 2009
BC instalment share of national tax base ..... .| 10.0% 10.0% 12.1% 11.7% 10.8% | national tax base equals
Effective tax rates (general/small business) .......| 11.5/4.0|11.5/3.92/11.0/2.5(10.5/2.5[10.0/2.5| +/- $15 to $20 million in
BC tax base growth .........ccoceeoiiiiiiiiinne 0.5% -5.0% -18.2% 1.6% 3.6% 2009/10
BC corporate profits growth 0.4% -4.0% -24.7% 1.5% 3.2% +/- 1% change in the 2008
BC Tax credits BC tax base equals +/- $15
Film, Television and Production Services ....... -$204 -$192 -$202 -$212 -$222 | to $25 million in 2009/10
Scientific Research and Experimental Development ...| -$135 -$136 -$146 -$156 -$166
Other ... -$44 -$21 -$15 -$20 -$24
Previous calendar year assumptions 2007 Assumptions
National tax base growth ............cccceccvvvviieennenns 5.7% 6.8%
BC instalment share of national tax base .. 9.6% 12.1%
National corporate profits growth ...........c.ccc..c.... 5.0% 3.3%
BC tax base growth .........cccceeevievieiieiieeieee -12.6% 11.3%
BC corporate profits growth 21% -3.2%
Gross 2007 taxX ..ccceeeeevveernennne $1,789 $2,364
2006 and previous years tax .........cccccceveeereenenn $0 $100
BC Tax credits
Film, Television and Production Services ....... -$146 -$144
Scientific Research and Experimental Development ...| -$125 -$126
Other .o -$44 -$36

received/paid on March 31, 2010.

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, 2009/10 instalments from the federal government
are based on BC's share of the national tax base for the 2007 tax year (assessed as of December 31, 2008) and a forecast of the
2009 national tax base. Cash adjustments for any under/over payments from the federal government in respect of 2009 will be
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Table A10 Material Assumptions — Revenue — Continued

Revised
Revenue Source and Assumptions Budget | Forecast Plan Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 | 2010/11 | 2011/12 Sensitivities 2009/10
Social service tax $5,284 $4,998 | $5,087 | $5,299 | $5,533
Calendar Year
Nominal durable consumer expenditure ............. 3.0% -5.1% 0.3% 2.3% 2.5%
Nominal consumer expenditure ..............cc.ccc.c.. 5.0% 3.7% 1.9% 4.8% 4.7% +/- 1% change in 2008 growth
equals up to +/- $25 million
Nominal business investment ............................. 5.4% 4.6% -0.5% 5.4% 4.8% +/- 1% change in 2008 growth
equals up to +/- $10 million
Other nominal taxable expenditure ..................... -0.7% 5.1% 0.0% 2.4% 4.6% +/- 1% change in 2008 growth
equals up to +/- $10 million
Components of revenue
Consolidated Revenue Fund .............ccceveeveene. $5,212 $4,927 $5,012 $5,224 $5,458
BC Transportation Financing Authority .. . %14 $14 $14 $14 $14
Recovery to VOte .......ccooceverieieiceee e $58 $57 $61 $61 $61
Fuel and carbon taxes $1,295 $1,212 $1,460 | $1,674 | $1,896
Calendar Year
REAI GDP ...t 2.4% 1.0% -0.9% 2.4% 2.6%
Gasoline volumes . 2.7% 0.0% 0.0% 0.0%
Diesel volumes ................... . -5.7% 2.0% 2.0% 2.0%
Gasoline and diesel volumes ...........ccccecveveieennennd 2.0%
Natural gas VOIUMES ...........ccccveeveeiieeciieciee e 2.0% 2.0% 2.0% 2.0% 2.0%
Carbon tax rates (July 1)
Carbon dioxide equivalent emissions ($/tonne)..... $10 $10 $15 $20 $25
Gasoline (cents/litre) ........ccoveeveiiiiiniiiieiiennnd 2.41¢ 2.34¢ 3.51¢ 4.68¢ 5.85¢
Diesel & heating fuel oil (cents/litre) .................. 2.76¢ 2.69¢ 4.04¢ 5.38¢ 6.73¢
Natural gas (cents/gigajoule) ..............ccoeeenneee. 49.88¢ 49.66¢ 74.49¢ | 99.32¢ | 124.15¢
Carbon tax reVENUE.............cceeuuieeiiiiaaaiien $338 $300 $546 $754 $968
Fuel tax revenue
Consolidated Revenue Fund ............c.ccccoee.. $506 $476 $476 $479 $485
BC TranSit c....oeeveeeeeeeeeeeeeeeeeeee e $12 $12 $12 $12 $12
BC Transportation Financing Authority ........... $439 $424 $426 $429 $431
$957 $912 $914 $920 $928
Property taxes $1,861 $1,840 $1,881 $1,936 | $1,967
Calendar Year
BC Consumer Price INdeX .......c.ccccevvviveeiierennnen, 1.8% 1.8% 2.3% 1.0% 2.2% +/- 1% change in new
Housing starts .........cccocoeeviiiniiii e 34,597 34,808 25,541 26,783 27,800 | construction and inflation
Home owner grants (fiscal year) ..........ccoccoeeveeuene -$683 -$678 -$695 -$733 -$814 | equals up to +/- $5 million
in residential property
Components of revenue taxation revenue
Residential (net of home owner grants) .............. $635 $663 $702 $704 $683
Non-residential ..........ccccocvvveeiieiieieeecee e $1,012 $971 $962 $998 $1,030 +/- 1% change in non-
RUral @rea .......ccccoeieieeeeeiee e $91 $78 $78 $81 $85 residential assessed values
PONCE w.vvieiieeetee e $19 $20 $20 $20 $20 equals up to +/- $5 million
BC Assessment Authority .........c.ccooeeveieiencnenns $69 $69 $72 $76 $80
BC TranSit «..cucucveeeeeeeeceeeeeeeeeeee e $37 $42 $49 $59 $71
COMMISSIONS ....ooevevreieiieiecieete e ($2) ($3) ($2) ($2) ($2)
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Table A10 Material Assumptions — Revenue — Continued

Revised
Revenue Source and Assumptions Budget | Forecast Plan Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 | 2010/11 | 2011/12 Sensitivities 2009/10
Other taxes $2,326 $2,058 $1,966 | $1,960 | $2,007
Calendar Year
Population .........ccoooiiiiii e 1.4% 1.7% 1.5% 1.4% 1.4%
BC Consumer Price INdeX .........ccccevcveviiiinennenns 1.8% 2.3% 1.0% 2.2% 21%
Housing starts ... -11.7% -11.2% | -26.6% 4.9% 3.8%
NomMiNal GDP .....c.cooviiiiiiiiieieeee e 4.2% 3.9% -0.9% 4.2% 4.6%
REAI GDP ..ot 2.4% 1.0% -0.9% 2.4% 2.6%
Components of revenue
Property transfer ............cccccoveiiiecicicece e $1,020 $735 $685 $720 $750
Tobacco ................ $705 $713 $687 $687 $687
Corporation capital ... $69 $80 $54 $0 $0
INSUrance Premium ...........ccoeeveeveeeeeeeeeeeeee s $372 $383 $393 $403 $413
Hotel room
Consolidated Revenue Fund ............cccccoeeee. $97 $88 $88 $90 $94
Tourism British Columbia ............ccoeveveiniennns $63 $59 $59 $60 $63
Energy, sales of Crown land tenures,
metals, minerals and other $2,376 $3,010 $2,646 $2,814 $2,919
Natural gas price +/- $1.00 change in the
Plant inlet, $Cdn/gigajoule $5.65 $6.57 $5.87 $6.21 $6.61 | natural gas price equals
Sumas, SUS/MMBItU .......cccevvviiiiiiiiiiiiis $7.12 $7.26 $5.96 $6.80 $7.31 +/- $275 to $325 million
Natural gas volumes (petajoules) +/- 1% change in natural gas
Base gas production ...............ccoeeeiueeiiniiinnnn. 669 689 584 524 465 volumes equals +/- $10 to $20
Incremental gas production ........................... 400 400 509 572 634 million
Total gas volume production ......................... 1,069 1,089 1,093 1,096 1,099 +/- 1 cent change in the exchange
Annual per centchange ..............c.ccceevvvneennn. 0.1% 2.3% 0.4% 0.3% 0.3% rate equals +/- $15 to $25
million on natural gas royalties
Oil price ($US/bbl at Cushing, OK) ................... $84.02 $88.34 $56.39 | $71.88 | $80.80
Auctioned land base (000 hectares) .................. 642 672 666 654 642
Average bid price/hectare ($) ...........ccoeveiennnee $710 $3,659 $794 $954 $1,226
Cash sales of Crown land tenures .................... $455 $2,459 $529 $624 $787
Metallurgical coal price ($US/tonne, fob west coast) ..  $105 $237 $172 $158 $160
Copper price (SUS/D) ..o $3.19 $2.65 $1.73 $2.44 $2.38
Annual electricity volumes set by treaty ............. 4.0 4.0 4.5 4.6 4.5 +/- 10% change in the average
(million mega-watt hours) Mid-Columbia electricity price
Mid-Columbia electricity price ..................c.ueenns $65 $61 $61 $67 $67 equals +/- $25 to $30 million
($US/mega-watt hour)
Exchange rate (US¢/ Cdn$, calendar year) ........, 99.9 93.7 79.3 86.2 89.4
Components of revenue Based on a recommendation from
Natural gas royalties ..............ccocovviiiiiienannn. $1,165 $1,376 $1,014 $1,156 $1,281 | the Auditor General to be consistent]
Bonus bids, feesandrentals ......................... $582 $862 $889 $932 $952 with generally accepted accounting
Petroleum royalties ...l $113 $117 $74 $82 $85 principles, bonus bid revenue
Columbia River Treaty electricity sales ............ $245 $255 $325 $330 $310 recognition reflects eight-year
C0al i $112 $306 $274 $191 $179 deferral of cash receipts from the
Minerals, metals and other .................ccceeuen.e. $130 $68 $37 $88 $76 sale of Crown land tenures
QOil and Gas Commission fees and levies ......... $29 $26 $33 $35 $36
Royalty programs and infrastructure credits
Summer drilling ........ooeiiiiiii -$48 -$35 -$37 -$37 -$39
Deep drilling .......oeevviiiiiiiiii -$63 -$105 -$134 -$150 -$166
Marginal, low productivity and ultramarginal ..... -$138 -$229 -$237 -$244 -$251
Road and pipeline infrastructure ..................... -$78 -$90 -$131 -$74 -$51
Total oo -$327 -$459 -$539 -$505 -$507
Implicit natural gas royalty rate ........................] 19.3% 18.7% 15.8% 16.9% 17.6%

Royalty program (marginal, low productivity and ultra marginal drilling) adjustments reflect reduced royalty rates.
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Table A10 Material Assumptions — Revenue — Continued

Revised
Revenue Source and Assumptions Budget | Forecast Plan Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 | 2010/11 | 2011/12 Sensitivities 2009/10
Forests $952 $587 $609 $707 $700
Prices (calendar year average) +/- US$50 change in SPF
SPF 2x4 ($US/1000 bd ft) ......vneeiiiieiiiiieeen, $213 $219 $213 $250 $300 price equals +/- $50 to
Random Lengths Composite $100 million
($US/thousand board feet) ...........cccceevvenrenenne. $248 $252 $248 $285 $335 +/- US$100 change in hemlock
Hemlock price ($US/1000 bd ft) ..................... $600 $723 $700 $650 $600 price equals +/- $10 to $20
Pulp (BUSAONNE) ...oeoeviiieeeieieieieeeieeee, $844 $851 $606 $650 $700 | million
Coastal log ($Cdn/cubic metre) +/- US$50 change in pulp price
(Vancouver Log Market, fiscal year) ................ $96 $84 $64 $67 $71 equals +/-$5 to $10 million
+/- Cdn$10 change in average
Fiscal Year Trade Assumptions log price equals +/-$40 to
Export tax rate (effective rate) ...........cccccoeeinee 15.0% 15.0% 15.0% 11.3% 5.0% $60 million
SPF 2x4 ($US/1000 bd ft) ......oneeviiieiiiiieeen, $225 $219 $219 $269 $300 +/- 1 cent change in
Random Lengths Composite price exchange rate equals
($US/thousand board feet) ..........cccceevrrerennne. $260 $250 $254 $304 $335 +/- $10 to $12 million on
Lumber shipments and consumption (billion board feet) stumpage revenue
U.S. lumber consumption ..............cc.ccoeeuneen. 40.6 39.3 34.0 374 43.3
BC surge trigger volumes .............ccocoevenns 8.6 8.3 7.2 7.9 9.2
BC lumber exports to US ............ccoeeiiniinnns 8.0 6.6 6.3 7.9 9.2
+/- 10% change in Interior
Crown harvest volumes (million cubic metres) harvest volumes equals
INEEFIOr .o 49.0 40.3 42.4 44.6 48.4 +/- $20 to $30 million
COASE i 10.0 107 9.6 10.4 11.6 +/- 10% change in Coastal
Total .o 59.0 51.0 52.0 55.0 60.0 harvest volumes equals
BC Timber Sales (included in above) .... 11.5 9.8 10.0 10.7 10.9 +/- $9 to $12 million
Components of revenue The above sensitivities relate
TENUMES «.oeveii e $434 $270 $210 $257 $331 to stumpage revenue only.
BC Timber Sales ..... $240 $135 $137 $167 $188 Depending on market
Border tax (SLA 2006) .........cccuveveneriinaeinnann. $253 $187 $238 $240 $129 conditions, changes in
Logging tax «..cueunieiiiiie $5 -$27 $2 $20 $30 stumpage revenues may be
Other CRF revenue ..............ccccoeeiiininannnn. $9 $11 $11 $12 $11 offset by changes in border
Recoveries to vote ..........ccoevviiiiiiiiiiiiiiean $11 $11 $11 $11 $11 tax revenues.
Other natural resources $395 $414 $375 $388 $392
Components of revenue
Water rental and licences ..............cc.cceeeennnn. $327 $346 $310 $323 $327
BC Hydro remission (Water Use Plans) ........... $50 $50 $47 $47 $47
Angling & hunting permits and licences ........... $18 $11 $11 $11 $11
Recoveries to VOte .............cccoeeeeeeeiiiiiuinnn.s. $0 $7 $7 $7 $7
Forecast for water rentals and licences includes BC Hydro rate increases approved by the BC Utilities Commission.
Other revenue $7,469 $7,320 $7,502 | $7,622 | $7,811
Components of revenue
Other fees and licences
Consolidated revenue fund ...............ccocuvveee.... $2,460 $2,377 $2,446 $2,426 $2,427
Recoveries to vote ..............c........ $114 $138 $131 $119 $120
Crown corporations and agencies ... $113 $107 $108 $117 $130
Other service delivery agencies ...........c.c...c... $1,389 $1,385 $1,424 $1,452 $1,477
Investment earnings
Consolidated revenue fund ...............coceuvveee.... $58 $64 $58 $68 $75
Recoveries to vote and gross ups ..................| $614 $666 $658 $727 $804
Crown corporations and agencies................... $41 $43 $41 $47 $51
Other service delivery agencies ...................... $171 $66 $161 $163 $165
Sales of goods and Services ..............c..cccuunn. $688 $706 $740 $754 $784
Miscellaneous
Consolidated revenue fund ...............coecuvveee.... $213 $208 $201 $203 $210
Recoveries to vote .........ccceceeeneene $418 $431 $415 $417 $418
Crown corporations and agencies ... $78 $64 $79 $74 $73
Other service delivery agencies ...................... $1,112 $1,065 $1,040 | $1,055 | $1,077
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Table A10 Material Assumptions — Revenue — Continued

Revised
Revenue Source and Assumptions Budget | Forecast| Plan Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 | 2010/11 | 2011/12 Sensitivities 2009/10
Health and social transfers $4,794 $4,693 $4,910 | $5,110 | $5,316
National Cash Transfers
Canada Health Transfer (CHT) .......ccccoevvevennn. $22,629 | $22,629 | $23,987 | $25,426 | $26,952
Wait TIME ..eeeeeiiiee e — — $250 $250 $250 +/- 0.1% change in BC's
Canada Social Transfer (CST) ............... $10,537 | $10,537 | $10,853 | $11,178 | $11,514 | population share equals
BC share of national population (June 1) ......... 13.35% 13.15% | 13.23% | 13.31% | 13.38% | +/- $45 to $50 million
BC health and social transfers revenue
$3,243 $3,168 $3,373 | $3,536 | $3,719
— — $33 $33 $33
$1,407 $1,385 $1,436 | $1,488 | $1,541
Prior-year adjustments ..........ccccccovrcoennrcenenend — -$5 — — —
Health deferral
Wait iMES ..o $79 $79 — — —
Diagnostic and Medical Equipment ................] $16 $17 $17 $16 $16
Medical Equipment Trust ..........cccccoeeeveeiennne $7 $7 $7 $7 $7
Human Papillomavirus Immunization Trust .... $14 $14 $13 $13 —
Patient Wait Times Guarantee Trust ..............] $28 $28 $31 $17 —
Other federal contributions $1,015 $1,223 | $1,460 | $1,408 | $1,396
Components of revenue
Consolidated revenue fund ............cccoecveeenen. $154 $165 $156 $149 $133
Millennium Scholarship Fund ............c..ccccueve.. ) $37 $37 $37 — —
Police Officer's Recruitment Fund — $10 $25 $15 $3
Community Development Trust — $87 $32 $9 —
Labour Market Agreement ..................... — $66 $66 $66 $66
Labour Market Development Agreement ............ — $48 $290 $290 $290
Other recoveries to VOte ............cccceevercrenennene $261 $275 $298 $290 $290
Crown corporations and agencies ...................... $153 $159 $173 $200 $220
Other service delivery agencies ..........c.cccoccee.. $410 $376 $383 $389 $394
Service delivery agency direct
revenue $4,818 $4,617 $4,814 | $4,936 | $5,078
School districts ..........ccooiiii $518 $491 $502 $498 $499
Post-secondary institutions .......................o..... $2,405 $2,223 $2,358 $2,423 $2,484
Health authorities and hospital societies ............ $646 $667 $653 $661 $666
BC Transportation Financing Authority .............. $490 $454 $469 $479 $491
Other service delivery agencies ............................ $759 $782 $832 $875 $938
Commercial Crown corporation
net income $2,680 $2,844 | $2,825 | $2,863 | $2,956
BC HYdro ........oooovviieiiiiiieiiiiiccc e $358 $357 $452 $493 $542
reservoir water inflows .....................l 100% 97% 100% 100% 100% | +/-1% in hydro generation
= +/-$25 million
MEAN gas PriCe .......ccvevienieiiiiiiiiieiieiaennnn 7.55 7.94 7.64 8.09 8.19 +/-10% = -/+$20 million
(Sumas, $US/MMbtu - BC Hydro forecast based on NYMEX forward selling prices)
electricity Prices ...........eeeviiieeiiiieeeeiiie e, 59.72 55.62 55.71 60.50 60.99 | +/-$1/MWh in electricity trade
(Mid-C, $US/MWh) margins = +/-$40 million
assumed rate increases:
-baserate ........ccoiiiiiiii 6.56% 6.56% 7.50% 6.56% 6.75%
—rate rider ... 0.50% 0.50% 0.00% 2.00% 1.00%

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.

vehicle growth .
claims coSttrend ..........cccveeveiiiiiiiee e
investmentreturn ...

0SS Fatio ...

$272
+2.6%
+4.6%
4.8%

87.0%

$459
+1.6%
-0.3%
2.8%

77.2%

$260
+1.0%
+3.5%
3.5%

84.7%

$192

+1.3%

+2.5%
3.5%

86.2%

$217
+1.6%
+3.4%
4.2%

87.6%

+/-1% = +/-$37 million

+/-1% = -/+$27 million

+/-1% return = +/-$99
to $103 million
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Table A11 Natural Gas Price Forecasts — 2009/10 to 2011/12

Adjusted to fiscal years and

Private sector forecasts (calendar year) $Cl/gigajoule at plant inlet
2009 2010 2011 2009/10 2010/11 2011/12

GLJ Henry Hub US$/MMBtU (Jan 1,09)..........cuuumiiiiiiiiieaaiaaaaeeaeaaeee. 7.00 7.50 8.00 7.05 6.42 6.88
Sproule Henry Hub US$/MMBtu (Dec 31,08)........ovvvvreiiiiieeiiiieeiinnnnns 6.30 7.32 7.56 5.90 6.15 6.46
McDaniel Henry Hub US$/MMBtu (Jan 1, 09).........cccouuiiiiiiiiiinaeenns 7.25 7.75 8.60 6.85 6.80 7.51
AJM Henry Hub US$/Mcf (DeC 31,08)......cccvuniieinieiiiiieieiieaiiiieeeiiees 6.50 7.65 8.30 5.90 6.33 7.02
GLJ Alberta AECO-C Spot CDN$/MMBtu (Jan 1, 09).........ccevvnnennnnnn. 7.58 7.94 8.34 7.07 6.99 7.36
Sproule Alberta AECO-C Spot CDN$/MMBtu (Dec 31,08).................... 6.82 7.56 7.84 6.02 6.59 6.93
McDaniel AECO-C Spot C$GJ (Jan 1, 09).......cccovvuiieeiiiiiiieeeeiiiinnnnn 7.40 8.00 8.45 6.53 7.06 7.46
AJM AECO-C Spot C$/Mcf (DeC 31,08).....ccevvueniaaeiiiiiieaeeiiiiiaeeeees 7.00 8.05 8.20 6.03 6.75 7.06
GLJ Sumas Spot US$/MMBtu (Jan 1, 09)...........ooviiimiiiiiiiiiiaeaaannnn. 6.45 6.95 7.45 7.06 6.51 6.98
Sproule Sumas Spot CDN$/MMBtu (Dec 31, 08).......cccvueverneriinaeannn, 6.82 7.56 7.84 5.52 6.09 6.43
GLJ BC Spot Plant Gate CDN$/MMBtu (Jan 1, 09)...........ccvveeeeeennnnn. 717 7.54 7.94 6.64 6.58 6.94
Sproule BC Plant Inlet CDN$/MMBtu (Dec 31, 08).........uvvvevneiinneennnn, 5.77 6.51 6.79 5.67 6.25 6.58
McDaniel BC Spot Plant Gate CSMMBtu (Jan 1, 09)..........cccvueeennnnnee. 7.20 7.80 8.25 6.31 6.84 7.23
AJM BC Spot Plant Gate C$/Mcf (Dec 31, 08).......cccvvveeeiiiiiiieaeeeann. 6.70 7.75 7.90 5.72 6.45 6.75
GLJ Midwest Chicago US$/MMBtu (Jan 1, 09)..........ceevrrvunnieeerennnnnnn. 7.00 7.50 8.10 717 6.57 7.1
Sproule Alliance Plant Gate CDN$/MMBtu (Dec 31, 08)..........c..veeeenn, 6.37 7.26 7.57 5.63 6.32 6.68
EIA US$/MMBtu Henry Hub (Jan 13, 09).........ccooeiviiiiiiiieiieiieein, 5.61 6.44 4.95
TD Economics Henry Hub FuturesUS$/MMBtu (Dec 16, 08)................. 5.73 6.63 513
Scotiabank Group Henry Hub US$/MMBtu (Dec 17, 08)...........cccuvn...e. 6.25 7.00 5.76
BMO Alberta Empress US$/MMBtu (Dec 19, 08).........cocuveiiinnerinnnnnnn, 5.70 7.35 6.43
RBC Financial Henry Hub US$/MMBtu (Dec 15, 08).........c..oeeeennnnn. 7.00 7.50 6.26
Exports Development Canada Henry Hub US$/MMBtu (Jan 1, 09)........ 6.50 7.00 5.97
Tristone Capital Henry Hub US$/MMBtu (Jan 5, 09)..........ccccevvvveennnnnn. 7.00
Petro-Canada AECO-C Spot CDN$/Mcf (Sep 29, 08).........ccevveevnnnnnnn, 7.75 7.75 6.44
NYMEX Forward Market converted to Plant Inlet CDN$/GJ (Jan 7, 09) ......cccuueiiiiiiiiiiieiiiieeiiieceiees 6.04 6.24 6.16
Average all minus high/lOW ........... .o e 6.19 6.54 6.96
Average one forecast per consultant minus high/low ......................... 6.03 6.53 6.88
Natural gas royalty price forecast ... 5.87 6.21 6.61

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

e The Budget 2009 price

Natural Pri )
atural Gas Prices forecast is based on the

Cdn$/GJ, plant inlet

12 Budget 2009 Forecast private sector average
June/08: $9.33 $6.61 adjusted for more current
10 Actual \ $6.57 6557 $6.21 ' year-to-date information in
| 2008/009.
8 .=+ * Average plant inlet prices
e e rose 33 per cent from March
6 - to June 2008 and declined
- 49 per cent over the last
4 seven months.
2 Jan/09: $4.79 e Prices can be expected
to remain volatile and
0 influenced by economic
2005 2006 2007 2008 2009 2010 2011 2012 demand, hurricane activity,

winter weather and other
energy prices.

Budget and Fiscal Plan— 2009/10 to 2011/12



146 Appendices
Table A12 Material Assumptions — Expense
Revised Budget
Ministry Programs and Assumptions Budget '| Forecast Estimate Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 2010/11 | 2011/12 Sensitivities 2009/10
Advanced Education and Labour Market

DeVelOPMENt ... oo 2,075 | 2,056 2,260 2,262 | 2,237 |Thenumber of student spaces

may vary depending on the
Student spaces in public institutions 2 ......... 199,627 | 193,329 | 205,396 |206,357 | 206,626 |financial and other policies of
post secondary institutions.

(# of FTEs)

Attorney General ......................cccceeeeeeen... 546 546 556 549 534 [The number of recommended
iminal b ht f d

New cases filed/processed ...............c...... 295,000 | 295,000 | 295,000 |[295,000 | 295,000 [N Cases brought forwar
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) .................... 25 25 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 Development ............. 1,389 1,389 1,403 1,414 1,414 A 1% increase in the cost per
Average children-in-care ........................... 9,100 9,100 9,000 9,000 9,000 |case ora 1% increase in the
caseload (#) average caseload will affect
Average annual residential ........................ 29,200 | 31,100 31,400 31,400 | 31,400 expend.it.ures by approximately
cost per child in care ($) $2.7 million.
Education ... 5,117 5,115 5,179 5,215 5,231
Student Enrolment (# of FTES).................... 555,833 | 555,575 551,169 549,543 | 547,929
Forests and Range .....................cooeue. 806 770 768 692 696
Direct Fire Fighting .............cc.ccoooovviininns.] 56 80 62 52 52  [Overthe past 11 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 ..........cooveviiiiiiiiiiinns 219 159 175 174 180 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.

" The 2008/09 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.

=

2 Beginning in 2008/09 the student space forecasts include apprentice training FTEs delivered by the Industry Training Authority.
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Table A12 Material Assumptions — Expense — Continued

Revised Budget
Ministry Programs and Assumptions Budget ' | Forecast Estimate Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 2010/11 | 2011/12 Sensitivities 2009/10
Health Services ...........cccccoiiiiiiii, 13,329 13,329 14,095 14,901 | 15,821
Additional health authority funding ............... - 120 - -
PharmMacare ...........c..ceevvevueeneeeaneenanns. 1,016 995 1,105 1,105 | 1,157 |A 1% change in utilization or
Demand/cost growth ..............ccooiiiininnne. 3.7% 3.7% 3.7% 3.7% 3.7% [drug pr.ices affects co.s.ts by
(per cent change) approximately $10 million.
Medical Services Plan (MSP) ..................... 3,188 3,222 3,394 3,503 3,620 A 1% increase in volume of
services provided by fee-for-
service physicians affects costs
by approximately $20 million.
Regional Health Sector funding .................. 8,629 8,735 9,138 9,759 10,484
Housing and Social Development .............. 2,602 2,602 2,641 2,651 2,617 |The expected to work caseload
Temporary ASSIStNCe .................ccooe.ove... 41,840 | 42185 | 44,659 | 44,173 | 40,491 [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 $3.5 million
annually.
Disability Assistance ....................coooed 67,190 67,917 70,561 71,009 | 71,019 [The caseload for persons with
annual average caseload (#) 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 $7 million
annually.
Total annual average.............cccceveiiinnenn 109,030 | 110,102 115,220 115,182 | 111,510
caseload (#)
The average cost per case is
sensitive to the composition of
the caseload, and reported
income.
Adult Community Living: The adult community living
Residential Services: caseload is sensitive to the
Average caseload (#) ........occcoeeeiieeeiinnnnnn. 5,469 5,233 5,412 5,646 5,896 |pressures of an aging
Average cost per client ($) ..........c.coocvee... 68,200 | 67,900 68,500 | 66,300 | 63,500 [Population. A 1% increase in the
adult caseload will increase
Day Programs: expenditures by approximately
Average caseload (#) ......ccoovviiiiiiiiininninns 11,113 11,704 12,429 13,181 13,925 [$2.9 million.
Average cost per client ($) .............cccounenn, 19,200 18,800 19,800 18,900 | 17,900

1

The 2008/09 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

Revised Budget
Ministry Programs and Assumptions Budget '| Forecast Estimate Plan Plan
($ millions unless otherwise specified) 2008/09 2009/10 2010/11 | 2011/12 Sensitivities 2009/10
Public Safety and Solicitor General ...........] 624 624 647 630 625
The volume and severity of
criminal activity and the number
of inmate beds occupied.
Emergency Program Act (EPA) .................. 16 21 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 ...... 1,262 | 1,212 1,200 1,292 | 1,330 |Fullyearimpacton MoPD on
Interest rates for new provincial borrowing: !nterest costs of a 1% Changt? in
Short-term ... 4.30% 1.99% 1.02% 2.10% 3.23% |[interest rates equals $36 million;
Long-term ........cooiiiiiiiiii 5.04% 4.85% 4.49% 4.67% 5.30% [$100 million increase in debt
CDN/US exchange rate (cents) ................... 100.1 1121 124.3 1141 111.9 |level equals $4 million.
Service delivery agency net spending........ 4,059 4,097 4,205 4,460 5,061
School districts ............coooiiiiiiiiii 301 268 273 296 329
Post-secondary institutions ........................ 2,185 2,174 2,176 2,378 2,564
Health authorities and hospital societies ....... 427 520 686 653 727
BC Transportation Financing Authority ......... 646 733 808 791 916
Other service delivery agencies .................. 500 402 262 342 525

1

Table A13 Full-Time Equivalents (FTEs) ' - 2005/06 to 2011/12

The 2008/09 budget estimate and updated forecast have been restated to reflect government's current organization and accounting policies.

2A0f)t5u/?)|6 2Aogt6u/?)l7 2A0((;)t7u/?)|8 'E{Oi\éis::t EZ:(i?;te 20?8711 20??712

2008/09  2009/10
Ministries and special offices (CRF) .............. 27,129 28,647 30,224 31,870 32,214 32,133 31,872
Service delivery agencies  ........................... 3,992 3,917 4,128 4,335 4,350 4,315 4,360
Total FTES ..., 31,121 32,564 34,352 36,205 36,564 36,448 36,232

' 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.
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Table A14 Capital Spending — 2005/06 to 2011/12 '

Revised

Budget

($ millions) 200506 200807 o007op Forecast  Estmate ER - FEE,
2008/09 2009/10
Taxpayer-supported

Education

Schools (K=12) ... 286 322 380 442 458 438 414

Post-secondary ...........c.cooeiiiiiiiiiiiian 790 874 782 666 619 551 487
Health ..., 848 760 881 910 886 998 619
BC Transportation Financing Authority ......... 713 821 884 956 1,000 981 762
BC Transit ......covoeviiiiiiiieeeee 24 13 37 74 154 110 114
Vancouver Convention Centre

exXpansion project .........c.cociiiiiiiiiiiiiinn. 85 105 251 251 37 51 -
BC Place rejuvenation .................ccceeeeeenen, - - - 38 125 160 42
Government ministries ...l 320 355 335 436 2 279 335 248
Other 2. e 87 159 122 125 43 36 31
Accelerated infrastructure projects ............... - - - 55 885 720 340
Capital spending contingencies ................... - - - 180 260 270 325
Total taxpayer-supported ........................ 3,153 3,409 3,672 4,133 4,746 4,650 3,382

Self-supported

BC HYdro ....ooieiiiiii 610 807 1,072 1,596 1,752 1,920 1,902
BC Transmission Corporation ..................... 21 50 70 18 19 12 12
Columbia River power projects “.................. 30 19 29 38 166 242 258
BC Railway Company ...........c.coceviiiiiiannn.. 15 19 20 10 80 95 100
ICBC 2. 27 22 23 25 42 100 125
BC Lotteries ......coovvviiiiiiiiiiiceieeeee 83 44 60 112 120 115 115
Liquor Distribution Branch .......................... 19 22 18 19 20 21 30
Total self-supported commercial .............. 805 983 1,292 1,818 2,199 2,505 2,542
Total capital spending ............................ 3,958 4,392 4,964 5,951 6,945 7,155 5,924

' As the agreement has not been finalized, the fiscal implications of the Port Mann Bridge/Highway 1 Project (which will be funded from tolls) are not included

in Budget 2009 — see the topic box at the end of Part 1.

2 Includes Supplementary Estimates of $80 million.

% Includes BC Housing Management Commission, Provincial Rental Housing Corporation, Rapid Transit Project 2000, and other service delivery agencies.

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

5 Includes ICBC Properties Ltd.
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Table A15 Statement of Financial Position — 2005/06 to 2011/12"

Revised

Budget

($ millions) 200506 200807 2007 Forecast Estmate ER - FEE,
2008/09 2009/10
Financial assets
Cash and temporary investments ........... 3,880 3,450 5,951 6,028 4,369 3,609 3,614
Other financial assets ...............c.cceuenee, 6,995 7,914 8,233 8,572 9,026 9,289 9,781
Sinking funds .........ccceeiiiiii 4,059 3,798 2,649 2,152 2,042 1,800 1,317
Investments in commercial Crown corporations
Retained earnings ...........cccocoeeviiinint. 3,476 4,426 5,090 5,718 6,186 6,711 7,169
Recoverable capital loans ................... 6,916 7,170 7,719 9,080 9,773 11,106 12,198
10,392 11,596 12,809 14,798 15,959 17,817 19,367
25,326 26,758 29,642 31,550 31,396 32,515 34,079
Liabilities
Accounts payable & accrued liabilities 2... 7,288 7,094 7,955 8,104 8,246 8,342 8,284
Deferred revenue ...............ococvvviiinennn.. 5,695 5,989 7,136 8,757 9,175 9,711 10,187
Debt:
Taxpayer-supported debt .................... 27,197 25,960 26,579 27,692 30,213 32,392 34,078
Self-supported debt ............................ 7,200 7,473 8,048 9,795 10,258 11,811 13,137
Total provincial debt ............................. 34,397 33,433 34,627 37,487 40,471 44,203 47,215
Add: debt offset by sinking funds ......... 4,059 3,798 2,649 2,152 2,042 1,800 1,317
Less: guarantees and
non-guaranteed debt ................. (399) (410) (442) (422) (574) (782)  (1,008)
Financial statement debt .......................... 38,057 36,821 36,834 39,217 41,939 45,221 47,524
51,040 49,904 51,925 56,078 59,360 63,274 65,995
Net liabilities ..........coooeee (25,714) (23,146) (22,283) (24,528) (27,964) (30,759) (31,916)
Capital and other assets
Tangible capital assets ......................... 25,074 26,954 28,933 30,980 33,931 36,482 37,639
Other assets ...........coceveeeieeiieiieeieannnn. 761 839 801 847 837 836 836
25,835 27,793 29,734 31,827 34,768 37,318 38,475
Accumulated surplus (deficit) .............. 121 4,647 7,451 7,299 6,804 6,559 6,559

! Comparative figures have been restated to reflect government's accounting policies in effect at March 31, 2008.

Accrued liabilities include accumulated forecast allowances of $100 million.
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Table A15a Changes in Financial Position — 2005/06 to 2011/12
($ millions) Actual Actual Actual Ifc:'\éii::t EBsLtjicrjr?aette Plan Plan
2005/06  2006/07  2007/08 o et Doions 201011 2011/12
(Surplus) deficit for the year ................. (3,113) (4,079) (2,886) (50) 495 245 -
Comprehensive income and
other equity adjustments ............... - (447) 82 202 = - -
Change in accumulated (surplus) deficit _ (3,113) _ (4,526) _ (2,804) 152 495 245 -
Capital and other asset changes:
Taxpayer-supported capital investments .. 3,153 3,409 3,672 4,133 4,746 4,650 3,382
Less: amortization and other
accounting changes .................. (1,594) _ (1,629) _ (1,693) _ (2,086) (1,795 _ (2,099) _ (2,225)
Increase in net capital assets .................. 1,559 1,880 1,979 2,047 2,951 2,551 1,157
Increase (decrease) in other assets .......... 215 78 (38) 46 (10) ()] -
1,774 1,958 1,941 2,093 2,941 2,550 1,157
Increase (decrease) in net liabilities ....... (1,339) _ (2,568) (863) 2,245 3,436 2,795 1,157
Investment and working capital changes:
Increase (reduction) in cash and
temporary investments ....................... 291 (430) 2,501 77 (1,659) (760) 5
Investment in commercial Crown corporations:
Increase (decrease) in retained earnings 281 950 664 628 468 525 458
Self-supported capital investments ........ 805 983 1,292 1,818 2,199 2,605 2,642
Less: loan repayments and
other accounting changes ........... (790) (729) (743) (457) _ (1,506) _ (1,172) _ (1,450)
296 1,204 1,213 1,989 1,161 1,858 1,550
Other working capital changes ............... (1,103) 558 (2,838) _ (1,928) (216) (611) (409)
(516) 1,332 876 138 (714) 487 1,146
Increase (decrease) in
financial statementdebt ..................... (1,855) (1,236) 13 2,383 2,722 3,282 2,303
(Increase) decrease in sinking fund debt .. 456 261 1,149 497 110 242 483
Increase (decrease) in guarantees
and non-guaranteed debt .................... (50) 11 32 (20) 152 208 226
Increase (decrease) in total
provincialdebt .................................. (1,449) (964) 1,194 2,860 2,984 3,732 3,012
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Table A16 Provincial Debt Summary — 2005/06 to 2011/12 "2

Revised Budget

- - Actual Actual Actual . Plan Plan
($ millions unless otherwise indicated) Forecast Estimate
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
Taxpayer-supported debt
Provincial government direct operating ............. 11,923 9,505 8,264 6,437 6,847 7,104 7,074
Other taxpayer-supported debt (mainly capital)
Education
SChOOIS 2. 4,588 4,724 4,906 5,195 5,502 5,793 6,065
Post-secondary institutions 2............................. 2,650 2,909 3,314 3,497 3,714 3,831 3,907
7,238 7,633 8,220 8,692 9,216 9,624 9,972
Health?. ... ... e, 2,459 2,899 3,345 3,820 4,332 4,936 5,431
Highways and public transit
BC Transportation Financing Authority ............... 2,699 3,237 3,948 4,638 5,377 5,957 6,485
Public transit ...........co.oooiiii 904 892 897 930 928 925 922
SkyTrain extension ...........cccocoviiiiiiiiiiiiinianns 1,145 1,153 1,153 1,153 1,153 1,153 1,153
BC Transit ......c.oouieiiiiec e, 80 96 84 93 154 197 244
4,828 5,378 6,082 6,814 7,612 8,232 8,804
Other
BC BUIlAINGS ....uevvvieeeiieeie e 246 -3 - - - - -
Social housing *...........ooeiiiiiiiiiiee e, 189 216 218 309 272 225 225
Homeowner Protection Office ........................... 110 110 132 149 156 172 193
Other . el 204 219 318 471 778 1,099 1,379
Accelerated capital projects ............ccccceeeeeeeen.... - - - 1,000 1,000 1,000 1,000
749 545 668 1,929 2,206 2,496 2,797
Total other taxpayer-supported debt .................. 15,274 16,455 18,315 21,255 23,366 25,288 27,004
Total taxpayer-supported debt ............................ 27,197 25,960 26,579 27,692 30,213 32,392 34,078
Self-supported debt
Commercial Crown corporations
BC Hydro ...ooiiiiii e 6,892 7,144 7,633 9,005 9,698 11,030 12,122
BC Transmission Corporation ..............cccoeeenenns 37 37 86 73 73 73 73
Columbia River power projects ........................ 247 236 219 207 377 598 833
Liquor Distribution Branch .................c.ccocoinn. 5 3 2 1 1 1 -
Post-secondary institutions' subsidiaries ............. 19 53 108 109 109 109 109
7,200 7,473 8,048 9,395 10,258 11,811 13,137
Warehouse borrowing program .............cc............. - - - 400 = - -
Total self-supported debt .................ccccvvveeeennn.. 7,200 7,473 8,048 9,795 10,258 11,811 13,137
Total provincial debt ..................ccccoeeveeeeeeeneee. 34,397 33,433 34,627 37,487 40,471 44,203 47,215
Debt as a per cent of GDP
Provincial government direct operating .................. 7.0% 5.2% 4.3% 3.2% 3.5% 3.4% 3.3%
Taxpayer-supported .............ccooeiiiiiiiiiiii, 16.1% 14.2% 13.8% 13.8% 15.2% 15.7% 15.8%

Total provincial ..............coooii 20.3% 18.3% 18.0% 18.7% 20.4% 21.4% 21.8%

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

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

° Debt of BC Buildings was transferred to the province as the corporation's operations are now conducted through the Ministry of Labour and Citizen's Services.
* Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation.

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

¢ A joint venture of the Columbia Power Corporation and Columbia Basin Trust.
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Table A17 Key Provincial Debt Indicators — 2005/06 to 2011/12"

Revised Budget

Actual Actual Actual Forecast  Estimate Plan Plan
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Debt to revenue (per cent)

Total provincial ..........cc.coooviiiiniinn, 74.6 69.1 68.3 74.6 79.1 83.6 86.4

Taxpayer-supported ............cccovvvvenennns 77.6 69.6 69.4 74.8 80.1 83.9 85.3
Debt per capita ($) 2

Total provincial ........ccc.covvviiiiiiiiinins 8,196 7,878 8,034 8,556 9,102 9,806 10,333

Taxpayer-supported .............coeeevvennne. 6,480 6,117 6,166 6,320 6,795 7,186 7,458
Debt to GDP (per cent) 3

Total provincial ........cccocuviviiiiiiiiiinines 20.3 18.3 18.0 18.7 20.4 214 21.8

Taxpayer-supported ..............coeeveennnns 16.1 14.2 13.8 13.8 15.2 15.7 15.8
Interest bite (cents per dollar of revenue) *

Total provincial .......cccoevvviiiiiiiiiian, 4.4 4.3 4.0 4.2 4.2 4.5 4.7

Taxpayer-supported .............coeevvennne. 4.4 4.2 3.9 4.3 4.3 4.5 4.6
Interest costs ($ millions)

Total provincial ........cccocuviviiiiiiiinininns 2,012 2,068 2,005 2,119 2,173 2,394 2,583

Taxpayer-supported ............c.coeeveennnns 1,546 1,569 1,482 1,579 1,620 1,753 1,841
Interest rate (per cent) °

Taxpayer-supported ............c.coevvvennnns 55 5.9 5.6 58 5.6 5.6 5.5
Background Information:
Revenue ($ millions)

Total provincial ®........c.c...ccceeeeeeeennnnn... 46,096 48,416 50,678 50,225 51,180 52,884 54,657

Taxpayer-supported ".......................... 35,029 37,280 38,287 37,004 37,736 38,593 39,970
Debt ($ millions)

Total provincial.........ccceeevieiiieninnn.. 34,397 33,433 34,627 37,487 40,471 44,203 47,215

Taxpayer-supported &.................c.c....... 27,197 25,960 26,579 27,692 30,213 32,392 34,078
Provincial GDP ($ millions) °...................... 169,308 182,743 192,528 199,984 198,277 206,628 216,091
Population (thousands at July 1) "............ 4,197 4,244 4,310 4,382 4,447 4,508 4,569

' Includes fiscal data of school districts, post-secondary institutions and regional health authorities/societies (SUCH).

The ratio of debt to population (e.g. 2009/10 debt divided by population at July 1, 2009).

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. 2009/10 debt divided by 2009 GDP).

The ratio of interest costs (less sinking fund interest) to revenue. Figures include capitalized interest expense in order to provide a
more comparable measure to outstanding debt.

2

3

ES

Weighted average of all outstanding debt issues.

[

Includes revenue of the consolidated revenue fund (excluding dividends from enterprises) plus revenue of all government organizations
and enterprises.

! Excludes revenue of government enterprises, but includes dividends from enterprises paid to the consolidated revenue fund.

® Excludes debt of commercial Crown corporations and agencies and funds held under the province's warehouse borrowing program.

® GDP for the calendar year ending in the fiscal year (e.g. GDP for 2009 is used for the fiscal year ended March 31, 2010).

10 Population at July 1st within the fiscal year (e.g. population at July 1, 2009 is used for the fiscal year ended March 31, 2010).
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