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PART ONE — UPDATED FINANCIAL FORECAST
2016/17 Second Quarterly Report November 29, 2016

Introduction

Table 1.1 2016/17 Forecast Update

First Second
Budget Quarterly Quarterly
($ millions) 2016 Report Report

REVENUE ..o 48,066 50,543 50,915

EXPENSE ..ot (47,452) (48,252) (48,323)

Forecast allowance ... (350) (350) (350)

Surplus allocation to debt reduction ..................o.o. - (1,000) (1,000)

BC Prosperity Fund allocation .................c.cceevveeiiniiiineeninnn., - (400) (400)

Residual fiscal plan surplus ............ccoooviiiiiiiiiiiiieen 264 541 842

Add back debt reduction and BC Prosperity Fund allocation ....... - 1,400 1,400
SUIPIUS ..o 264 1,941 2,242
Capital spending:

Taxpayer-supported capital spending ...........cccocvviiiiiviiiennen.n. 4,251 4,585 4,442

Self-supported capital spending ..............cooiiiiiiii, 3,108 2,938 2,895

7,359 7,523 7,337

Provincial Debt:

Taxpayer-supported debt ... 43,227 41,939 41,114

Self-supported debt ... 24,113 24,229 24,292

Total debt (including forecast allowance) ........................... 67,690 66,518 65,756
Taxpayer-supported debt to GDP ratio:

As previously forecast .................cooiiii 17.0% 16.4%

Impact of Statistics Canada update ................cooceeiiiiiinnnn. -0.4% -0.3%

Restated and second quarter projections ........................ 16.6% 16.1% 15.8%

Taxpayer-supported debt to revenueratio ............................ 92.4% 85.0% 82.8%

The second quarter outlook for the 2016/17 operating surplus reflects a $301 million
improvement from the projection in the first Quarterly Report. The update shows a

$372 million increase in revenue, partially offset by $71 million in higher expenses across
government.

Chart 1.1 Operating changes from the first Quarterly Report

$ millions

Surplus increased by $301 million

(54) 17
- . - 2,242

161 o o
114
97
1,941
First Higher Natural Other Higher third Other Forecast Second
Quarterly taxation resource revenue party expense allowance Quarterly

Report revenue revenues increases recoveries changes unchanged Report
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2 Updated Financial Forecast

Table 1.2 2016/17 Financial Forecast Changes

($ millions)

2016/17 surplus — Budget 2016 (February 16,2016) ...................cccoooiiiiiiiiiiiiii 264 264
2016/17 surplus — first Quarterly Report (September 15,2016) ...................................... 1,941
Q1 Q2 Total

Update Update Changes
Revenue changes:

Personal income tax — mainly higher 2015 tax asseSSMEeNts ..........ccceeveiiiiiiiiiiiiiie e 1,111 210 1,321
Corporate income tax — mainly increased prior-year settlement payment reflecting
higher 2015 tax assessments for BC ............ooiiiiiiiii e 191 22 213
Property transfer tax — stronger year-to-date sales results and an additional 15% tax .. 965 (204) 761
Provincial sales tax — stronger year-to-date results ..............ccccoooiiiiiiiiiini 100 74 174
Other taXation SOUICES ........iuiiii ettt et e bt e et e e te e e snbeeenaeeenee 17) (5) (22)
Natural gas royalties — higher prices, volumes, natural gas liquid royalties and
utilization of royalty Programs ..........oouiiii 61 35 96
Coal, metals and other mineral revenue — mainly higher coal prices .. 3 69 72
Forests — mainly higher StUmpage rates ...........ccooiiiiiiiiiiie e e, 88 5 93
Other NAUFAl FESOUICES .......c.eiiiiiiieie ettt n e e ns 5 5 10
Fees and miscellaneous sources — mainly higher taxpayer-supported agency projections, partly
offset by the impact of cancelling the MSP rate increase scheduled for January 2017............. 84 50 134
Investment earnings — mainly changes in interest recoveries .............c..ccooviiiiiiiiiii, (48) 50 2
Health and social transfers — changes in BC population share of the national total..................... (2) 26 24
Other federal government transfers — mainly improved contributions in support of
affordable housing iNItiatives ........ ... 54 (2) 52
Commercial Crown agencies operating results:
ICBC — mainly increased Claims COSES ........ciiiiiiiiiiiiii e e (157) 17) (174)
BCLC — stronger year-to-date actiVity ............cccooiiiiiiiiiiii e - 47 47
Other commercial Crown agencies — mainly stronger LDB sales ............cccoccveeeveieeeiieeeeceenne, 39 7 46
Total revVeNUE ChaNGes ....... ..ot 2,477 372 2,849
Less : expense incr (decr ):
Consolidated Revenue Fund changes:
Statutory spending:
Fire Management COSES .......oiiiiiiiiiiiiie ettt et 66 - 66
New Housing Priority Initiatives special account measures ...............cceeeiiiiiiniiinennne. 500 - 500
Emergency program flood-related COStS ...........cooiiiiiiiiiiiiii e 14 3 17
Compensation agrEEMENTS ... ...ttt 81 8 89
BC Training and Education Savings grant — higher anticipated eligibility .. 8 - 8
EIECHONS B ...ttt 16 - 16
Refundable tax credit transfers ... - 14 14
Prior year liability adjustments ........ ... .. - (2) (2)
Management of public debt (net) — reflects lower interest rates and revisions to
SChedUIEd DOMOWING ...ttt ettt e e s (18) (5) (23)
Spending funded by third party r€COVENES ..ot (65) 54 (11)
(Increase) decrease in operating transfers to service delivery agencies ...........ccccocceevieriiinenieene, (354) (595) (949)
Changes in spending profile of service delivery agencies:
SCROOI ISIFCES ...t 141 38 179
UNIVEISITIES ...ttt ettt e e s et e e ia e e e e e e sae e 36 12 48
Colleges ..o 23 20 43
Health authorities and hospital societies 206 39 245
Other service delivery agencies .................. 146 485 631
Total expense increases (decreases) 800 n 871
TOtal CRANGES ..ottt 1,677 301 1,978
2016/17 surplus —first Quarterly RePOrt ...................oiiiuiiiiiiiii e 1,941
2016/17 surplus — second QuUArterly REPOIt .....................couuuiiiuieeiieiiieeiie e e e 2,242 2,242
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Updated Financial Forecast

Revenue

Projected taxpayer-supported capital spending has decreased by $143 million, mainly
reflecting timing changes in the transportation and health sectors. Self-supported capital
spending is forecast to be $43 million lower mainly due to timing changes in capital
spending by the Liquor Distribution Branch.

The taxpayer-supported debt forecast is $825 million lower compared to the projection
in the first Quarterly Report mainly due to the improved operating results and cash flows.
Self-supported debt is $63 million higher mainly due to timing of project financing for
hydroelectric projects.

Taxpayer-supported debt to GDP is now projected to be 0.3 percentage points lower
than the restated first Quarterly Report estimate due to an improved debt forecast,
ending 2016/17 at 15.8 per cent. The debt to revenue ratio is also showing significant
improvements, now forecasted to be down 2.2 percentage points to end the year at
82.8 per cent, due to the benefit of lower debt and higher taxpayer-supported revenues.

The forecast allowance has been left unchanged at $350 million, reflecting potential
uncertainty in some revenue sources (e.g. property transfer tax and natural resource
revenues).

The province continues to engage with the federal government on the level of funding
under the Canada Health Transfer, and an assessment of the implications of reduced
funding over the fiscal plan period is provided in the topic box on page 11.

Revenue for 2016/17 is forecast to be $50.9 billion - $372 million higher than the
projection in the first Quarterly Report. Higher revenues are expected from all taxpayer-
supported revenue sources and commercial Crown corporation net income.

Detailed revenue projections are disclosed in Table 1.6 and key assumptions and
sensitivities relating to revenue are provided in Table 1.9. An analysis of historical
volatility of major economic variables related to revenue sources can be found in the
2016 BC Financial and Economic Review (pages 14-15). Major forecast changes from the
first Quarterly Report include:

Chart 1.2 Revenue changes from the first Quarterly Report

$ millions
Total revenue increased by $372 million
50,915
37 ’
24 [ ]
-
100
114
232
69
50,543 -
First Income Property Other Natural Fees, Federal Commercial Second
Quarterly taxes transfer tax taxes resources miscellaneous government Crowns Quarterly
Report and other transfers net income Report
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Updated Financial Forecast

Income tax revenue

Personal income tax revenue is forecast to be $210 million higher due to stronger 2015
tax assessment information provided by the federal government. The recent Statistics
Canada release of the provincial economic accounts indicates that 2015 household
income increased 5.3 per cent annually, up from 3.3 per cent previously assumed.

This also marks the first time since the global recession that household income rose
more than 5 per cent annually.

Corporate income tax revenue is up $22 million as the effects of stronger 2015 tax
assessment information results in higher BC 2015 tax entitlement and a $133 million
increase to the prior-year settlement payment. This is partly offset by an updated federal
government forecast that reduces the advance instalments in 2016/17 by $111 million.

Other tax revenue

Property transfer tax revenue is down $204 million reflecting slowing housing market
conditions compared to earlier in the year. This is a result of a culmination of effects
including market reaction to the high-priced activity earlier in the year and to recently
implemented provincial and federal government initiatives.

Revenue from the additional 15 per cent property transfer tax is now expected to be
$50 million in 2016/17, down from the $165 million forecast in the first Quarterly Report.

Provincial sales tax revenue is up $74 million reflecting the impact of higher consumer
expenditures, consistent with the year-to-date strength in retail sales.

Natural resources revenue

Revenue from natural gas royalties is up $35 million mainly due to higher projections of
natural gas prices and production volumes, partially offset by higher utilization of royalty
program and infrastructure credits. The updated 2016/17 natural gas price forecast is
$1.16 ($Cdn/gigajoule, plant inlet), up 23 per cent from the outlook in the first Quarterly
Report, but still within the 20" percentile of the private sector forecasts.

Revenue from coal, metals, minerals and other mining-related sources is up $69 million
mainly due to a higher outlook for average coal prices. Spot metallurgical coal prices
have more than doubled recently, reflecting supply curtailments in China and Australia.
These higher spot prices will influence contract prices between producers and purchasers
in the last six months of the year.

Other revenue

Revenue from fees, licences and miscellaneous sources is forecast to be up $50 million due
to improved projections from the SUCH sector and taxpayer-supported Crown agencies.
Investment earnings are projected to be $50 million higher reflecting a $49 million
increase in interest revenue recoveries. These higher recoveries have offsetting interest
expenses with no impact on the operating surplus.

Federal government contributions

Federal government contributions are expected to be up $24 million mainly due to

the effect on the Canada Health Transfer and the Canada Social Transfer of higher BC
population estimates recently released by Statistics Canada. This included an additional
$21 million related to prior years (2013/14 and 2015/16).
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Updated Financial Forecast 5

Commercial Crown corporations

The outlook for commercial Crown corporation net income is up $37 million from

the first Quarterly Report. The improvement is predominately due to higher net income
projected by BC Lottery Corporation attributed to higher than anticipated slot machine
activity, as well as improvements for Transportation Investment Corporation due to
increased traffic volumes resulting in higher toll revenues. This improvement is partially
offset by continued pressure on ICBC’s net earnings resulting from higher claims activity.

Expense
At $48.3 billion, the government spending forecast for 2016/17 is $71 million higher
compared to the projection in the first Quarterly Report. The change is primarily due to

higher spending recovered from third parties.

Chart 1.3 Expense changes from the first Quarterly Report

$ millions
Total expense increased by $71 million

I o .. ™ 48,323

First Statutory Refundable Costs Debt servicing Service Second
Quarterly spending tax credit funded by and prior delivery Quarterly
Report changes transfers third parties year liability agency net Report

adjustments spending

increase

Consolidated Revenue Fund spending

Statutory spending is forecast to be $25 million higher than the first Quarterly
Report, reflecting an increase in refundable tax credits mainly due to higher film tax
credits ($14 million), compensation increases under the Economic Stability Mandate
($8 million), and emergency program spending ($3 million). There is no forecasted
increase in fire management costs due to favorable late season weather conditions.

On November 9, 2016, Statistics Canada reported that BC’s real GDP annual growth
rate for 2015 was 3.3 per cent. This growth rate is 0.7 percentage points higher than

the Economic Forecast Council’s (EFC) projection of 2.6 per cent that was included in
Budger 2015. Consequently, under the Province’s Economic Stability Mandate (ESM),
employees covered by ratified agreements reached under the ESM will be entitled to an
Economic Stability Dividend under the compensation mandate equivalent to one-half of
the positive difference (0.35 per cent) between the 2015 growth rate reported by Statistics
Canada and the EFC forecast. Estimated costs of $8 million in 2016/17 are funded by
statutory spending authority (noted above), and ongoing costs in future years will be
addressed as part of Budger 2017.
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6 Updated Financial Forecast
Other consolidated revenue fund (CRF) spending is forecasted to be down $7 million
due to reduced debt servicing costs resulting from lower debt levels ($5 million) and
adjustments to prior year liabilities ($2 million).

Contingencies

Budget 2016 included a Contingencies vote allocation of $450 million in 2016/17 to help
manage unexpected costs and pressures including funding for increases in demand driven
programs as well as fund priority initiatives. This allocation is unchanged in the second
Quarterly Report forecast.

Spending recovered from third parties

Spending funded by third parties is forecast to increase by $54 million primarily due to
higher interest recoveries. These higher expenses are offset by investment income resulting
in no impact on the operating surplus.

Operating transfers to service delivery agencies

Operating transfers to service delivery agencies are forecast to be $595 million higher
mainly due to the transfer of $500 million from the Housing Priority Initiatives Special
Account to BC Housing Management Commission for the delivery of new housing
priority initiatives announced in the first Quarterly Report.

Service delivery agency spending

Service delivery agency spending forecast is $594 million higher than the projection in the
first Quarterly Report:

¢ School district spending is forecast to be up $38 million, mainly due to an increase
in salaries and other operating spending. These increases are in response to higher
projected student enrolment.

* Post-secondary spending is forecast to be up $32 million, mainly due to an increase
in salaries and other operating spending. Increases are due to the Economic Stability
Mandate agreements and increases in projected student enrolment.

* Health authority and hospital society spending is forecast to be up $39 million, mainly
due to revised estimates for staffing and operating costs incurred in support of the
increasing demand for healthcare services delivered by these organizations.

* Other service delivery agency spending is up a total of $485 million, mainly due to the
projected increase in spending by BC Housing Management Commission in relation to
new housing priority initiatives.

Detailed expense projections are disclosed in Table 1.7. Key spending assumptions and
sensitivities are provided in Table 1.10.

Government employment (FTEs)

The projection of government employment for 2016/17 remains unchanged from the first
Quarterly Report. Further details on FTEs are provided in Table 1.11.
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Updated Financial Forecast 7

Provincial capital spending

Capital spending is projected to total $7.3 billion in 2016/17 — $186 million lower than
the forecast in the first Quarterly Report (see Tables 1.3 and 1.12).

Table 1.3 2016/17 Capital Spending Update

($ millions)
2016/17 capital spending — Budget 2016 (February 16, 2016) ........................ 7,359 7,359
2016/17 capital spending — first Quarterly Report (September 15, 2016) ......... 7,523
Q1 Q2 Total

Update Update Changes
Taxpayer-supported changes:

Primarily higher routine capital maintenance spending by health authorities ........... 140 - 140
Changes to timing of capital spending in health..................coo - (59) (59)
Additional self-funded post-secondary institution spending ..............c..ccocoiinnnee. 85 - 85
Additional transportation sector Spending.............cooeoiiiiiiiiiiiiii 133 - 133
Changes to timing of Federal contributions in transportation.............................. - (77) (77)
Other net adjustments to capital SChedules ..................cceeeiiiieeiiiiiee e, (24) ) (31
Total taxpayer-sUPPOrEd .............uuiiiiiieeeii e et 334 (143) 191
Self-supported changes:
BC Hydro - timing of capital spending ..............ccooiiiiiiii (219) - (219)
LDB - timing of capital SPENAING ..........cuiiiiiiiie - (37) (37)
O e 49 (6) 43
Total SElf-SUPPOMEA .......cvviiieiet et (170) (43) (213)
TOtal CRANGES .....eooeeiee e 164 _ (186) (22)
2016/17 capital spending — first Quarterly Report ......................cccoviiiiiiinan. 7,523
2016/17 capital spending — second Quarterly Report ........................c.......... 7,337 7,337

Taxpayer-supported capital spending is projected at $4.4 billion. The $143 million
decrease since the first Quarterly Report mainly reflects changes to the timing of capital
spending in health, and changes to the timing of federal contributions to transportation
projects.

At $2.9 billion, projected self-supported capital spending is $43 million lower than the
first Quarterly Report forecast due to changes in timing of capital spending by the Liquor
Distribution Branch.

Projects over $50 million

Capital spending projects with provincial contributions greater than $50 million are
presented in Table 1.13. Since the first Quarterly Report the following changes have
occurred:

* The iHealth project financing has been corrected to reflect the $100 million project
funding to be provided by Vancouver Island Health Authority internal sources rather
than provincial internal/borrowing.

* Reallocation of $16 million in costs between the direct procurement and P3 contract
for the Evergreen Line Rapid Transit project. Overall cost of the project remains
unchanged.

* Total anticipated cost for BC Hydro’s Upper Columbia capacity addition at Mica
units 5 and 6 has been reduced $22 million from $627 million to $605 million.
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* BC Hydro’s Big Bend substation project anticipated cost has been increased
$5 million from $67 million to $72 million.

* The anticipated project cost for the capital portion of ICBC’s business transformation
program has decreased by $2 million, reflecting a reallocation of capital spending
to current period expenses. The overall program budget remains unchanged at

$400 million.
In addition, the following projects were added during the second quarter:
e The $55 million Willoughby Slope Secondary School project.

e The $126 million Simon Fraser University Energy Systems Engineering Building
project.

e The $163 million Highway 1 Salmon Arm West improvement project.

Provincial debt

Provincial debt, including the $350 million forecast allowance, is projected to total
$65.8 billion by the end of the fiscal year — $762 million lower than the projection in
the first Quarterly Report.

Table 1.4 2016/17 Provincial Debt Update

($ millions)
2016/17 provincial debt — Budget 2016 (February 16, 2016) ..................... 67,690 67,690
2016/17 provincial debt — first Quarterly Report (September 15, 2016) ..... 66,518
Q1 Q2 Total

Update Update Changes
Taxpayer-supported changes:
Government operating:

— lower debt level from 2015/16 ..........ooiiiiiiiiiiie e (34) - (34)
— Improved operating SUMPIUS...........coiiiaiiiaiiieiie e (1,677) (336) (2,013)
— other working capital Changes ..........cccovevveeeeeeeeeeeceeeceeee e 322 (348) (26)
Total operating debt ChaNgEes .............ccocveuieiieieeeeceeeee e (1,389) (684) (2,073)
Capital debt:
— higher debt level from 2015/16 ..........coociiiiiiiiieiiee e 52 - 52
— impacts from level of capital spending ................ 334 (143) 191
— changes in contributions from external parties (285) 2 (283)
Total capital debt Changes ..........ccceiiiiiiieie e 101 (141) (40)
Total taxpayer-supported ................ccccuverieeeeiiiiieeee e (1,288) (825) (2,113)
Self-supported changes:
— higher debt level from 2015/16 ..........coooieiiiiiieie e 234 - 234
— changes in timing of capital spending .............ccocooiiiiii (170) (43) (213)
— decrease in internal fin@NCINgG ...........ccooeviiiieiiiiii e, 52 106 158
Total Self-SUPPOIted ................covviiiiiiieiiie e 116 63 179
TOtal ChANGES .......ovoee e (1,172) (762) (1,934)
2016/17 provincial debt — first Quarterly Report .................................... 66,518
2016/17 provincial debt — second Quarterly Report ................................ 65,756 65,756

Taxpayer-supported debt is projected to be $41.1 billion — $825 million lower than the
projection in the first Quarterly Report. The reduction reflects a $684 million reduction
to direct operating debt, primarily due to anticipated improvement in CRF revenue and
improved cash flows during in the year.
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Updated Financial Forecast 9

The $141 million decrease in taxpayer-supported capital debt is mainly due to reduced
financing requirements in the transportation sector related to timing changes in capital
spending, as well as the improved timing of cash flows in housing sector initiatives.

The lower taxpayer-supported debt projections resulted in a 0.3 percentage point
reduction in the restated taxpayer-supported debt to GDP ratio projected in the first
Quarterly Report, now ending the year at 15.8 per cent. Taxpayer-supported debt to
revenue is also improved by 2.2 percentage points reflecting the double impact of higher
CREF revenues and the resulting lower debt, and is now projected to be 82.8 per cent at
year end.

Self-supported debt is projected to be $24.3 billion — $63 million higher than the
projection in the first Quarterly Report mainly due to changes in timing of borrowing for
hydroelectric capital projects.

Details on provincial debt are shown in Table 1.14.

Risks to the fiscal forecast

There are a number of risks and pressures to the fiscal plan including risks to the BC
economic outlook, which are largely due to the continued uncertainty surrounding
global economic activity. The forecasts of revenues, expenditures, capital spending and
debt are estimates based on a number of economic, financial and external factors. In
addition, capital spending and debt figures may be influenced by a number of factors
including design development, procurement activity, weather, geotechnical conditions
and interest rates. As a result, the actual operating surplus, capital expenditure and debt
figures may differ from the current forecast. Variables will change throughout the year as
new information becomes available, with potentially material impacts. Government will
provide an update to the fiscal plan in Budger 2017.

Revenues can be volatile due in part to the influence of the cyclical nature of the natural
resource sector in the economy. Changes in energy or commodity prices, such as

natural gas and lumber, may have a significant effect on revenue and the fiscal forecast.
Uncertainty and volatility in the BC housing market could impact property transfer tax
revenue. In addition, personal and corporate income tax assessments for the 2015 tax year
will not be finalized until March 2017 and could result in further revenue and tax credit
transfer spending adjustments.

The Provincial government and school district employers are responding to the recent
Supreme Court of Canada ruling on specific provisions of Bill 22, the Education
Improvement Act (2012). The ruling reaffirmed that governments can legislate changes to
collective agreements provided both parties engage in a process of good faith consultations
prior to the enactments. Under the current collective agreement with the British
Columbia Teachers’ Federation (BCTF), the effect of the ruling is to reopen negotiations
on specific matters of teacher workload and class organization. Subject to the timing and
outcome of discussions with the BCTF, any costs that arise as a result will be managed
within the fiscal plan.

On October 12, 2015, the 2016 Softwood Lumber Agreement expired. As part of that
agreement between Canada and the US, the US committed not to launch countervailing
duty or anti-dumping (CVD/AD) litigation against Canadian lumber products before
October 2016. With the end of this one-year standstill period and no agreement in place,
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10 Updated Financial Forecast

the US could launch litigation potentially resulting in a costly dispute for Canadian
lumber producers where the US alleges subsidy and dumping of Canadian lumber
products, and applies duties on Canadian lumber imports to the US. These US actions
increase uncertainty and could negatively impact investment, economic growth and
provincial revenues. The BC government is supporting Canada’s efforts to continue
discussions and negotiations with the US, preparing its defence for any new litigation,
and continuing to develop other markets for BC forest products.

The spending forecast in the fiscal plan is based on ministry and service delivery agency
plans and strategies. The main risks are changes to planning assumptions, such as
utilization or demand rates for government services in the health care, education, or
community social services sectors, and costs associated with natural disaster responses.

The potential fiscal impact from these risks is expected to be covered by the $450 million
Contingencies vote and the $350 million forecast allowance.

Supplementary schedules
Following the Canada Health Transfer topic box are tables providing the financial results

for the six months ended September 30, 2016 and the 2016/17 full-year forecast, as well
as material assumptions, and major capital projects.
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Federal Health Care Funding

On April 1, 2017 the federal government will
reduce by half the annual growth rate for the
Canada Health Transfer (CHT) to provinces and
territories. The new formula for the CHT is based
on growth of nominal Gross Domestic Product
(GDP), to a minimum of 3 per cent annually.

This reduction means that BC will receive an
estimated $142 million less from the federal
government in 2017/18 and about $285 million
less in 2018/19. These impacts are displayed in the
chart below.

Despite the federal cuts, in 2017/18 the BC
Ministry of Health budget will increase by

$1.06 billion (or by 3 per cent per year) vs. its
2015/16 level as stated in Budger 2016. Only

41 per cent of that increase will come from the
federal government, instead of the 53 per cent that
would have otherwise been provided had the federal
government not cut the CHT. The federal share
drops even further — to 37 per cent — in 2018/19.

Chart 1 — Impact of Reduced Canada Health
Transfer Funding
Portion of BC Health Budget Increases paid from Federal Funding

($ millions) $1,620M
$735
Provincial _J
$1,060M funding
$488
Provincial $285
$523M funding
/ 7
$142 Federal
$246 shortfall
$600
$21 i :uend;:]agl X0 fie:;:\a; 7 (37%)
(53%) (41%)
2016/17 201718 2018/19

For an indication of what this means in terms of the
purchase of health care services, according to the
Canadian Institute for Health Information (CIHI)
and excluding the costs of physician remuneration
(which are highly variable on a per-procedure
basis), as of 2014 each $100 million not transferred
by the federal government could have purchased
the following:

e 5,170 complex hip replacements annually; or
e 3,803 cardiac valve replacements annually; or

e 1,023 lung transplants annually.

The $285 million funding gap in 2018/19 will
increase to over $400 million in 2019/20, to almost
$550 million in 2020/21 and to about $700 million
by 2021/22. In total that is $2.1 billion less for the
health care of British Columbians over the next five
years, as shown in the chart below, which depicts
the funding reduction over time on an accumulated
basis. In addition to these reduced transfers from the
federal government in support of health care, federal
transfers would become more volatile and subject to
change under this policy as the private sector revises
its outlook for Canada’s annual nominal GDP
growth.

Chart 2 — Cumulative Impacts to BC Canada
Health Transfer

$ billions

21
2021/22

2017/18 2018/19 2019/20 2020/21

In BC we have worked hard to improve the

health care system over the past several years. But
delivering more services with an affordable budget

is becoming more and more difficult as our citizens
age and as health care needs evolve. To continue

to make the improvements in health care and to
address emerging issues such as the aging population
will require a greater financial commitment than is
evident in the federal government’s stated position.
Therefore, BC continues to call upon the federal
government to convene a First Ministers Meeting on
Health Care with the aim of achieving a long-term
agreement on funding.
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Table 1.5 2016/17 Operating Statement

Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 Budget Forecast Variance 2015/16
REVENUE ... 23,510 25,163 1,653 23,450 48,066 50,915 2,849 47,606
EXPENSE ..ot (22,452)  (22,847) (395) (21,830) (47,452) (48,323) (871) (46,876)
Surplus before forecast allowance ................. 1,058 2,316 1,258 1,620 614 2,592 1,978 730
Forecast allowance ..................cccceeevunneennn... - = - - (350) (350) - -
SUMPIUS ..o 1,058 2,316 1,258 1,620 264 2,242 1,978 730
Accumulated surplus beginning of the year ...... 2,728 3,379 651 3,073 2,728 3,379 651 3,073
Accumulated surplus before comprehensive
INCOME ..o 3,786 5,695 1,909 4,693 2,992 5,621 2,629 3,803
Accumulated other comprehensive income
from self-supported Crown agencies ............ 284 135 (149) (113) 568 246 (322) (424)
Accumulated surplus end of period 4,070 5,830 1,760 4,580 3,560 5,867 2,307 3,379
Table 1.6 2016/17 Revenue by Source
Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 Budget Forecast Variance 2015/16
Taxation
Personalincome ...........cccceiviiiiiiiiiinnns 4,057 4,455 398 4,050 8,216 9,537 1,321 8,380
Corporate inCome ............occeveiiieniennnn. 1,770 1,868 98 1,871 2,791 3,004 213 2,787
SalEeS | oo 3,177 3,367 190 3,077 6,296 6,470 174 5,990
FUuel .o 502 509 7 501 948 976 28 973
Carbon ... 567 564 3) 555 1,234 1,208 (26) 1,190
Tobacco .... 403 402 (1) 401 755 735 (20) 734
Property ............ 1,143 1,129 (14) 1,101 2,305 2,291 (14) 2,219
Property transfer .... 685 1,232 547 794 1,239 2,000 761 1,533
Insurance premium .............ccoooieiiiieennn., 260 260 - 254 520 530 10 520
12,564 13,786 1,222 12,604 24,304 26,751 2,447 24,326
Natural resources
Natural gas royalties .... 64 41 (23) 101 128 224 96 139
Forests .......cccovviiininnn. 321 400 79 435 812 905 93 865
Other natural resource 2 596 725 129 801 1,407 1,489 82 1,567
981 1,166 185 1,337 2,347 2,618 271 2,571
Other revenue
Medical Services Plan premiums .............. 1,259 1,280 21 1,203 2,549 2,517 (32) 2,434
Other fees > ... 1,501 1,599 98 1,463 3,446 3,539 93 3,402
Investment earnings .... 628 591 (37) 574 1,200 1,202 2 1,226
MiSCEllANEOUS * 1. .v.vovvoeeeeeeeeeeee 1,353 _ 1,543 190 _ 1,443 3210 _ 3,283 73 _ 3,298
4,741 5,013 272 4,683 10,405 10,541 136 10,360
Contributions from the federal government
Health and social transfers ...................... 3,235 3,235 - 3,069 6,471 6,495 24 6,149
Other federal contributions®..................... 728 644 (84) 625 1,537 1,589 52 1,498
3,963 3,879 (84) 3,694 8,008 8,084 76 7,647
Commercial Crown corporation net income
BC HYdro ......coouiiiiiiiiiieeeee 122 116 (6) 133 692 684 (8) 655
Liquor Distribution Branch ....................... 512 567 55 518 983 1,020 37 1,031
BC Lotteries (net of payments to the
federal government) ............coooiiiinnl 599 682 83 655 1,233 1,280 47 1,304
ICBC .o, 27 (67) (94) (165) 95 (79) (174) (293)
Transportation Investment Corporation ...... (49) (30) 19 (38) (102) (88) 14 (82)
Other 7., 50 51 1 29 101 104 3 87
1,261 1,319 58 1,132 3,002 2,921 (81) 2,702
Totalrevenue ...............ccooviiiiiiniaiinn, 23,510 25,163 1,653 23,450 48,066 50,915 2,849 47,606

" Includes provincial sales tax and social services tax/hotel room tax related to prior years.

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

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

4 Includes 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.

8 Amount represent ICBC's earnings during government's fiscal year.

7 Includes Columbia Power Corporation, BC Railway Company, Columbia Basin Trust power projects, and post-secondary institutions' self-supported subsidiaries.
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Table 1.7 2016/17 Expense by Ministry, Program and Agency '
Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 Budget Forecast Variance 2015/16 2
Office of the Premier ............ccccoeeevvieeeennnnn. 5 5 - 5 9 9 - 9
Aboriginal Relations and Reconciliation .......... 42 78 36 56 86 86 - 90
Advanced Education ...............ccooiiiiiininn. 973 980 7 949 1,986 1,986 - 1,959
AGICUUIe ..o 49 42 7 37 81 81 - 82
Children and Family Development ................. 700 681 (19) 659 1,451 1,451 - 1,379
Community, Sport and Cultural Development .. 213 229 16 189 259 259 - 226
Education .........ccooeiiiiiiii 2,833 2,925 92 2,814 5,609 5,617 8 5,544
Energy and Mines .........ccoceeviiiiiiiiiicen e 13 14 1 13 28 28 - 42
Environment ... 73 77 4 73 150 150 - 151
Finance ...........ccooooeiiiiii 159 141 (18) 103 253 842 589 235
Forests, Lands and Natural Resource
Operations 296 372 76 471 671 737 66 921
8,916 8,813 (103) 8,461 17,968 17,968 - 17,442
28 28 - 26 50 50 - 48
Jobs, Tourism and Skills Training .................. 96 110 14 103 197 197 - 196
JUSHICE oo 247 243 4) 242 491 491 - 471
Natural Gas Development ... 226 224 (2) 219 453 453 - 442
Public Safety and Solicitor General ................ 340 357 17 323 681 681 - 681
Small Business and Red Tape Reduction ....... 2 2 - 1 4 4 - 3
Social Development and Social Innovation ...... 1,350 1,381 31 1,303 2,739 2,739 - 2,594
Technology, Innovation and Citizens' Services . 234 240 6 233 492 492 - 478
Transportation and Infrastructure .................. 428 440 12 423 858 875 17 920
Total ministries and Office of the Premier 17,223 17,382 159 16,703 34,516 35,196 680 33,913
Management of public funds and debt ............ 593 575 (18) 590 1,168 1,145 (23) 1,415
Contingencies .........cocoveiiiiiiiiiiiiieea - 2 2 2 450 450 - 350
Funding for capital expenditures ................... 386 270 (116) 238 1,303 1,167 (136) 831
Refundable tax credit transfers ..................... 519 589 70 495 1,039 1,053 14 1,140
Legislative and other appropriations .............. 62 62 - 59 132 148 16 127
Subtotal ..............cooiii 18,783 18,880 97 18,087 38,608 39,159 551 37,776
Elimination of transactions between
APPIOPHAtions > ........uveveeeeieeeeeeeeeeee (9 (7) 2 (8) (16) (16) - (15)
Prior year liability adjustments ...................... - (2) (2) ) - (2) (2) (44)
Consolidated revenue fund expense ............ 18,774 18,871 97 18,075 38,592 39,141 549 37,717
Expenses recovered from external entities ..... 1,312 1,344 32 1,288 2,790 2,779 (11) 2,891
Funding provided to service delivery agencies . {(11,356)  (11,648) (292) (11,063) (23,185) (23,998) (813) (22,586)
Total direct program spending ..................... 8,730 8,567 (163) _ 8,300 18,197 17,922 (275) 18,022
Service delivery agency expense
School districts ............ccooviiiiiii 2,552 2,640 88 2,579 5,861 6,040 179 5,922
Universities .........ooooviiiiiiieee 2,080 2,057 (23) 1,991 4,426 4,474 48 4,237
Colleges and institutes ............cccceeviviiinnnn. 531 568 37 535 1,160 1,203 43 1,169
Health authorities and hospital societies ......... 6,656 6,968 312 6,625 13,798 14,043 245 13,733
Other service delivery agencies .................... 1,903 2,047 144 1,800 4,010 4,641 631 3,793
Total service de|ivery agency expense.......... 13,722 14,280 558 13,530 29,255 30,401 1,146 28,854
Total eXPense .............covvieiniiiiiiiiiiiiaaieanns 22,452 22,847 395 21,830 47,452 48,323 871 46,876

" Reflects government's re-organization effective July 18, 2016.
2 Restated to reflect government's current accounting policies.

3 Reflects payments made under an agreement where an expense from a voted appropriation is recorded as revenue by a special account.
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Table 1.8 2016/17 Expense By Function

Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 ' Budget Forecast Variance 2015/16 "
Health:
Medical Services Plan 2,201 2,195 (6) 2,041 4,476 4,476 - 4,345
Pharmacare .............ccoeeevveeiiieeciieenann. 572 659 87 653 1,216 1,216 - 1,335
Regional Services ..........coeeevvvveeeeeennnnn.. 6,627 6,465 (162) 6,235 13,169 13,164 (5) 12,811
Other healthcare expenses °................... 336 344 8 327 77 760 an 712
9,736 9,663 (73) 9,256 19,638 19,616 (22) 19,203
Education:
Elementary and secondary ..................... 2,683 2,854 171 2,696 6,349 6,380 31 6,303
Post-secondary ...........cc.coviiiiiiiiiiiinianen, 2,532 2,604 72 2,573 5,665 5,771 106 5,502
Other education expenses®..................... 203 196 1) 131 462 460 2) 407
5,418 5,654 236 5,400 12,476 12,611 135 12,212
Social services:
Social assistance *>...............ccocooiiiie, 829 854 25 807 1,689 1,689 - 1,641
Child welfare.............c.c.ocvevieeieens 665 651 (14) 631 1,372 1,372 - 1,301
Low income tax credit transfers ................ 125 125 - 123 250 250 - 247
Community living and other services ......... 457 460 3 445 957 957 - 917
2,076 2,090 14 2,006 4,268 4,268 - 4,106
Protection of persons and property ............. 736 741 5 700 1,468 1,491 23 1,572
Transportation ..........c..cooiviiiiiiiiins 832 816 (16) 802 1,846 1,853 7 1,670
Natural resources and economic
development ...........ccoeviiiiiiiiiiiieeen 995 1,144 149 1,096 2,018 2,110 92 2,562
OFhEr . 678 749 71 649 1,343 1,939 596 1,264
Contingencies .........cooooveiiiiiiiiiiiiieens - - - - 450 450 - 109
General government ...........ccoeeeevevvneeeens 668 704 36 664 1,310 1,408 98 1,392
Debt Servicing ..........ccoeveiviiiieiiiiiieeieeanns 1,313 1,286 (27) 1,257 2,635 2,577 (58) 2,786
Total eXpense .............c.oeeeeviueiineiinaennnn. 22,452 22,847 395 21,830 47,452 48,323 871 46,876

' Restated to reflect government's current organization and accounting policies.

2 Payments for healthcare services by the Ministry of Social Development and Social Innovation and the Ministry of Children and Family Development made
on behalf of their clients are reported in the Health function.

3 Payments for training costs by the Ministry of Social Development and Social Innovation made on behalf of its clients are reported in the Education function.
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Table 1.9 2016/17 Material Assumptions — Revenue

Budget First Second
Revenue Source and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast 2016/17 Sensitivities
Personal income tax * $8,216 $9,327 $9,537
Current calendar year assumptions
Household income growth ...........ccccccoiviiiiinninnne 3.6% 3.3% 3.3% +/- 1% point change in 2016 BC
Compensation of employees growth . 3.9% 3.4% 3.4% household income growth
Tax base growth ... 3.4% 2.5% 21% equals +/- $90 to $110 million
Average tax yield ... 5.24% 5.29% 5.33%
CUITENt-YEar taX ......ccuerveeieeieeieeieeie e eee e eeeened $7,896 $8,324 $8,371
Prior year's tax assessments ........c.ccccoeceeveeriiennnnns $360 $390 $405
Unapplied taxes ........ccceveieviereeieeieceeiesee e $90 $90 $90
BC Tax Reduction .........c.cccveeeeereeereeeeeeeeereeereenn -$151 -$156 -$156
Non-refundable BC tax credits ..........c.cccceeevvevenneen. -$90 -$91 -$91
Policy neutral elasticity ** ..........cccooeeviiiiieiieneeen. 1.2 1.1 1.0 +/- 0.5 change in 2016 BC
Fiscal year assumptions policy neutral elasticity
Prior-year adjustment ............ccccoevveceniinineceeen | $0 $682 $829 equals +/- $130 to $150 million
2015 Tax-year 2015 Assumptions
Household income growth 3.2% 3.3% 5.3% +/- 1% point change in 2015 BC
Tax base growth ..........ccccoooviiiiiiis 1.5% 7.0% 7.0% household or taxable income
Average 2015 tax yield .........cccceoeviiiniiciieeee 5.38% 5.43% 5.48% growth equals +/- $90 to $100
2015 18X e $7,834 $8,339 $8,414 million one-time effect
2014 & prior year's tax assessments ....................| $350 $420 $470 (prior-year adjustment)
Unapplied taXes ........ccccevveiiiciiiee e $90 $90 $90 and could result in an
BC Tax Reduction .........c.cccocoeeeuvieeeeecieee e -$146 -$151 -$151 additional +/-$70 to $90 million
Non-refundable BC tax credits .........cccccceeeeeeeel. -$89 -$90 -$83 base change in 2016/17
Policy neutral elasticity **...........cccccooiiiiiiiiien. 0.6 2.7 1.9

* Reflects information as at Nov 9, 2016.
** Ratio of annual per cent change in current-year revenue to annual per cent change in personal income (calendar year).

Corporate income tax * $2,791 $2,982 $3,004

Components of revenue (fiscal year)
Instalments - subject to general rate .................. $2,530 $2,628 $2,537
Instalments - subject to small business rate $295 $306 $287
Non-refundable BC tax credits ...........cccceviviveneennnne -$96 -$96 -$97
Advance instalments .........ccccccccveeeeeeeeie, $2,729 $2,838 $2,727
International Business Activity Act refunds ............ -$20 -$20 -$20
Prior-year settlement payment ............ccccoccvenieenn. $82 $164 $297

Current calendar year assumptions
National tax base ($ billions) ........cccceeeevvevreniennen. $293.6 $303.8 $288.5 +/- 1% change in the 2016
BC instalment share of national tax base ...... 11.6% 11.6% 11.6% national tax base equals

Effective tax rates (general/small business)
Share of the BC tax base subject to

11.0/25 | 11.0/25 | 11.0/2.5 | +/- $20 to $30 million

small business rate..............cocoviiiiiiiiiiieinn. 33.9% 33.9% 33.4% +/- 1% point change in the 2016
BC tax base growth (post federal measures)..........| 4.5% 6.8% 6.8% small business share equals
BC net operating surplus growth .............cccccceeenn. ] 3.7% 6.8% 6.8% -/+ $20 to $30 million

2015 Tax-year 2015 Assumptions +/- 1% change in the 2015
BC tax base growth (post federal measures)..........| 3.3% 6.3% 10.6% BC tax base equals +/- $30
BC net operating surplus growth . -1.3% 0.0% -0.5% to $40 million in 2016/17
GrOSS 2015 tAX ceveeeeeeeeeeeeeeeee o] $2,773 $2,855 $2,986
Prior-year settlement payment ............c..ccccceieeneee. $82 $164 $297
Prior years losses/gains (included in above) .......... -$40 -$40 -$40
Non-refundable BC tax credits .............cccceeoeerenne. -$88 -$88 -$86

* Reflects information as at Nov 16, 2016.

Net cash received from the federal government and cash refunds under the International Business Activity Act are used as the basis for estimating
revenue. Due to lags in the federal collection and instalment systems, changes to the BC net operating surplus and tax base forecasts affect

revenue in the succeeding year. The 2016/17 instalments from the federal government reflects two-third of payments related to the 2016 tax year

(paid during Apr-July 2016 and adjusted in Sept and Dec) and one-third of 2017 payments. Instalments for the 2016 (2017) tax year are based on BC's
share of the national tax base for the 2014 (2015) tax year and a forecast of the 2016 (2017) national tax base. BC's share of the 2014 national

tax base was 11.60%, based on tax assessments as of December 31, 2015. Cash adjustments for any under/over payments from the

federal government in respect of 2015 will be received/paid on March 31, 2017.

=
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Table 1.9 2016/17 Material Assumptions — Revenue (continued)

Budget First Second
Revenue Source and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast 2016/17 Sensitivities
Provincial sales tax $6,296 $6,396 $6,470

Provincial sales tax base growth (fiscal year) ......... 4.8% 5.8% 5.8% +/- 1% point change in the 2016

Calendar Year consumer expenditure growth
Nominal consumer expenditure ..............ccccceuveennn. 4.8% 5.4% 5.4% equals up to +/- $30 million
Nominal business investment ........................... 5.6% 9.5% 9.5%

Other expenditures ............ccoveviiiiiiiiiiineeenn. 4.9% 2.8% 2.8%

Components of Provincial sales tax revenue +/- 1% point change in the 2016
Consolidated Revenue Fund...........cccocceeniiiiiieneenne $6,289 $6,389 $6,463 business investment growth equals
BC Transportation Financing Authority .................. $7 $7 $7 up to +/- $10 million

Fuel and carbon taxes $2,182 $2,184 $2,184

Calendar Year
REAI GDP ...t 2.4% 2.7% 2.7%

Gasoling VOIUMES .........ccoeveeiiiiieeiieie e 0.0% 0.0% 0.0%
Diesel VOIUMES .......cceeiiieieciee e 2.0% 2.0% 2.0%
Natural gas volumes ..........cccccocooeicicinininncccene 2.4% 2.7% 2.7%

Carbon tax rates (July 1)

Carbon dioxide equivalent emissions ($/tonne)....... $30 $30 $30
Natural gas (cents/gigajoule) ............ccoeveuienninns 148.98¢ 148.98¢ 148.98¢
Gasoline (cents/litre) ..........ccoveviiiiiiiiiiinceen. 6.67¢ 6.67¢ 6.67¢
Light fuel oil (cents/litre) .............ccooeeiiiiiiiiiinnnnd 7.67¢ 7.67¢ 7.67¢
Carbon tax reVENUE ..........oeeeeeee e, $1,234 $1,208 $1,208
Components of fuel tax revenue
Consolidated Revenue Fund ............ccccceeveennenne. $513 $521 $521
BC Transit .....ccveeeeeeceeeeee e $12 $12 $12
BC Transportation Financing Authority ............... $423 $443 $443
$948 $976 $976
Property taxes $2,305 $2,296 $2,291

Calendar Year
Consumer Price Index 1.9% 1.9% 1.9% +/- 1% point change in 2016 new
Housing starts (units)................ 29,403 40,000 40,000 construction & inflation growth

Home owner grants (fiscal year) ...........ccccceveeeeennne. $825 $809 $809 equals up to +/- $20 million in

Components of revenue residential property taxation revenue
Residential (net of home owner grants) .................. $782 $800 $801
Non-residential ............cccocoiieiiiiiiiiiieeeeeee $1,211 $1,197 $1,198 +/- 1% change in 2016 total
RUral @rea ........ccooveiiiiiiiieeeeee e $97 $93 $93 business property assessment
PONCE ..o $36 $33 $33 value equals up to +/- $20 million
BC Assessment Authority .........ccccceeevenieiieeniennnen. $88 $87 $88 in non-residential property
BC Transit .......ooeieeecieeiee e $91 $86 $78 taxation revenue

Other taxes $2,514 $3,469 $3,265

Calendar Year
Population .........ccceieiiiiiii e 1.2% 1.2% 1.2%

Consumer Price Index .... 1.9% 1.9% 1.9%
Housing starts ............. -6.5% 27.2% 27.2%
Real GDP ....... 2.4% 2.7% 2.7%
Nominal GDP ........oooeiiiiiiiee e 4.0% 4.2% 4.2%

Components of revenue +/- 5% change to 2016 housing
Property transfer .........ccccvvvieeviiieee e $1,239 $2,204 $2,000 starts equals +/- $30 to 50 million
o] - UeToo TSRS PSS $755 $735 $735 in property transfer revenue,
INSUranNCe Premium .....eeeveeeeeiee e $520 $530 $530 depending on property values
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Table 1.9 2016/17 Material Assumptions — Revenue (continued)

Budget First Second
Revenue Source and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast 2016/17 Sensitivities
Energy, sales of Crown land tenures,
metals, minerals and other * $1,033 $1,110 $1,222
Natural gas price +/- $0.25 change in the natural gas
Plant inlet, $Cdn/gigajoule $1.04 $0.94 $1.16 price equals +/- $25 to 35 million,
Sumas, SUS/MMBtU ........cccvvvviiniiniiiiieneenn $1.96 $1.90 $2.07 including impacts on production
Natural gas production volumes volumes and royalty program
Billions of cubic metres .........cccocveeeiiiieeiiiieeiee, 44.0 42.4 449 credits, but excluding any
Petajoules .........coovviiiiiiii 1,748 1,682 1,779 changes from byproducts revenue
Annual per centchange .............cccooveeiiiieieinanld 0.0% -7.9% -2.4% (e.g. butane, ethane, propane)
Sensitivities can also vary
Oil price ($US/bbl at Cushing, OK) .............cc....... $45.17 $46.56 $47.09 significantly at different price levels
+/- 1% change in natural gas
Auctioned land base (000 hectares) ..................... 60 93 121 volumes equals +/- $1 million
Average bid price/hectare ($) ...........ccooveeiiiiiinnd $252 $111 $124 on natural gas royalties
Cash sales of Crown land tenures ....................... $15 $10 $15 +/- 1 cent change in the
Metallurgical coal price ($US/tonne, fob West Coast) ... $85 $84 $95 exchange rate equals +/- $3 million
Copper price (SUS/ID) .....c.coovieeiiiieieceeeeieeeeiee $2.27 $2.17 $2.15 on natural gas royalties
Annual electricity volumes set by treaty ................, 41 4.1 4.1 +/- US$10 change in the average
(million mega-watt hours) Metallurgical coal price
Mid-Columbia electricity price ............ccooeeiiinneenn. $24 $25 $26 equals +/- $20 to $30 million
($US/mega-watt hour) +/- 10% change in the average
Mid-Columbia electricity price
Exchange rate (US¢/ Cdn$, calendar year) ............ 731 75.5 75.6 equals +/- $13 million
Components of revenue
Bonus bid auction sales:
Deferred revenue.............coooiiiiiiiiiniiinntd $569 $569 $570 Based on a recommendation
Current-year cash (one-ninth)...................... $1 $1 $1 from the Auditor General to be
Feesandrentals..........ccc.ooiiiiiiiiiiiiiiiinin $63 $59 $59 consistent with generally
Total bonus bids, fees and rentals ..................... $633 $629 $630 accepted accounting principles,
Natural gas royalties ..............ccooeiviiiiiiiinnnnn. $128 $189 $224 bonus bid revenue recognition
Petroleum royalties ..............ccooeeveiiiiiiiiiiieennen. $46 $63 $61 reflects nine-year deferral of
Columbia River Treaty electricity sales ............... $111 $115 $121 cash receipts from the sale of
Oil and Gas Commission fees and levies ............ $47 $43 $46 Crown land tenures
Coal, metals and other minerals revenue:
Coal mineral taX..........cooovviiiiiiiiiiiiieeeeeea $28 $35 $104
Net metals and other minerals tax.................... $4 $3 $4
Economic Community Development
Agreement recoveries related to metal mines ... $11 $11 $11
Coal teNUIeS ....c.vvveeeeeeeeeeeeee e $8 $8 $8
Miscellaneous mining revenue $17 $14 $13
Total coal, metals and other minerals revenue $68 $71 $140
Royalty programs and infrastructure credits
Deep drilling .....c.eeuiiiiiiiiiie e -$90 -$77 -$134
Road and pipeline infrastructure ........................ -$42 -$20 -$23
Total oo -$132 -$97 -$157
Implicit average natural gas royalty rate ................ 7.0% 12.1% 10.9%

Royalty program (marginal, low productivity and ultra marginal drilling) adjustments reflect reduced royalty rates.
Natural gas royalties incorporate royalty programs and Treasury Board approved infrastructure credits.

* Reflects information as at October 27, 2016.
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Table 1.9 2016/17 Material Assumptions — Revenue (continued)

Budget First Second
Revenue Source and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast 2016/17 Sensitivities
Forests * $812 $900 $905
Prices (calendar year average) +/- US$50 change in SPF
SPF 2x4 ($US/thousand board feet) ................... $288 $306 $309 price equals +/- $120 to
Random Lengths Composite $140 million
($US/thousand board feet) ..........cccoceeeeeiriiennnnnn. $323 $344 $345 +/- US$50 change in pulp price
Pulp ($US/tonne) $840 $798 $801 equals +/-$5 to $10 million
Coastal log ($Cdn/cubic metre); +/- Cdn$10 change in average
Vancouver Log Market ..............ccoooiiiiiniin, $100 $112 $125 log price equals +/-$10 to
$20 million
Crown harvest volumes (million cubic metres)
Interior 48.8 48.8 48.1 +/- 10% change in Interior
Coast .............. 132 13.2 134 harvest volumes equals
TOtAl e 62.0 62.0 61.5 +/- $50 to $65 million
BC Timber Sales (included in above) .................] 11.8 11.8 11.8 +/- 10% change in Coastal
harvest volumes equals
Stumpage rates ($Cdn/cubic metre) +/- $10 to $15 million
Total stumpage rates ............ccceeeevvvveeeeeiennnnn.. $11.34 $12.83 $12.99 +/- 1 cent change in
Components of revenue exchange rate equals
TENUIES .vviiiii e $448 $517 $512 +/- $20 to $25 million on
BC Timber Sales $277 $300 $309 stumpage revenue
Federal border tax (SLA 2006) **....................... $0 $1 $2
LOGING taX evvneiiiieiiiee e $45 $40 $40
Other CRF revenue .... $19 $19 $19 The above sensitivities relate
Recoveries................ $23 $23 $23 to stumpage revenue only.
* Reflects information as at October 26, 2016.
** Relates to prior years.
Other natural resources $502 $494 $491
Components of revenue
Water rental and licences* ....................ccooeinl. $430 $422 $419
RECOVEIES ....cvveiieiieeee e $50 $50 $50
Angling and hunting permits and licences ............ $11 $11 $11
Recoveries ........c.covviiiiiiii $11 $11 $11
* Water rentals for power purposes are indexed to Consumer Price Index.
Other revenue $10,405 $10,441 $10,541
Components of revenue
Fees and licences +/- 1% point change in BC's
Medical Services Plan (MSP) premiums .......... $2,549 $2,517 $2,517 population growth equals
Consolidated Revenue Fund .......................... $2,479 $2,447 $2,447 +/- $20 to $30 million on MSP
MSP r€COVEIIES ... $70 $70 $70 premium revenue
Motor vehicle licences and permits ................. $527 $532 $529
Other Consolidated Revenue Fund .................... $383 $406 $409
Summary consolidation eliminations.................... -$17 -$14 -$14
Other recoveries ..........coceeveveeeeennnne. $110 $110 $110
Crown corporations and agencies $105 $115 $116
Post-secondary education fees ........ .. $1,751 $1,771 $1,784
Other healthcare-related fees ........................ $357 $365 $372
School DISHCES ....cvcveeeeeeerieveveeecceee e $230 $238 $233
Investment earnings
Consolidated Revenue Fund ...........cccoccvveeeeenne. $84 $81 $81
Fiscal agency loans & sinking funds earnings..... $995 $930 $979
Summary consolidation eliminations...................] -$54 -$56 -$56
Crown corporations and agencies....................... $24 $24 $23
SUCH sector agencies ...........cceceeveeeenieeeenienn.nd $151 $173 $175
Sales of goods and services ...........ccccecvveiiinnnn. $951 $991 $992
MiISCEIIANEOUS .......eeeeeveecteeeeeeee e $2,259 $2,258 $2,291
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Table 1.9 2016/17 Material Assumptions — Revenue (continued)

Budget First Second
Revenue Source and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast 2016/17 Sensitivities
Health and social transfers $6,471 $6,469 $6,495
National Cash Transfers
Canada Health Transfer (CHT) .......ccccevveeieennen. $36,068 $36,068 $36,068
Annual growth 6.0% 6.0% 6.0%
Canada Social Transfer (CST) .....ccoevvveeerivieeennns $13,348 $13,348 $13,348
BC share of national population (June 1) ............. 13.090% 13.085% 13.094% | +/- 0.1% point change in BC's
population share equals
BC health and social transfers revenue +/- $50 million
CHT e $4,721 $4,719 $4,723
ST e $1,747 $1,747 $1,748
Prior-year adjustments — $21
Health deferral:
Medical Equipment Trust ........ccoccovevieeiiieenne $3 $3 $3
Other federal contributions $1,537 $1,591 $1,589
Components of revenue
Disaster Financial Assistance ..............cccccccccuev.... $27 $20 $18
Other Consolidated Revenue Fund ........................ $136 $138 $138
Labour Market Development Agreement ..... $300 $300 $300
Labour Market and Skills Training Program ... $69 $69 $69
Family Support and Children in Care ........... $49 $49 $49
Youth Justice Services ........cccccovevnnen. $18 $18 $18
Emergency Management .. $2 $2 $2
Other reCOVEIIES. ........vvveeeeeeeeeeeeee e $91 $91 $91
Crown corporations and agencies ................ccc....... $238 $324 $323
Post-secondary institutions ............cccocoeiieinnn $514 $487 $488
Other SUCH sector agencies.............coeeeeeveeeenne $93 $93 $93
Service delivery agency direct
revenue $6,428 $6,660 $6,704
School diStricts ......ocevvieiiiieiie e $570 $627 $629
Post-secondary institutions $3,334 $3,415 $3,444
Health authorities and hospital societies ..............., $829 $833 $840
BC Transportation Financing Authority .... $523 $682 $677
Other service delivery agencies ...............cc.ccccee..... $1,172 $1,103 $1,114
Commercial Crown corporation
net income $3,002 $2,884 $2,921
BCHYAIO .....oovviiiiieiieee e $692 $684 $684
reservoir water inflows ..................oo 100% 98% 95% +/-1% in hydro generation
= +/-$10 million
MEAN gAS PriCE ....uvuiiiiiiii e 2.46 219 2.56 +/-10% = -/+$1 million
(Sumas, $US/MMbtu — BC Hydro forecast based on NYMEX forward selling prices)
electricity Prices .....oooevviiiiiiii s 24.15 21.38 24.24 +/-10% change in electricity trade
(Mid-C, $US/MWh) margins = +/-$10 million
| (o] = o2 TSP $95 ($62) ($79)
vehicle growth ... +1.8% +2.3% +2.5% +/-1% = +/-$49 million
current claims cost percentage change .................. +5.4% +10.3% +13.6% +/-1% = -/+$43 million
unpaid claims balance ($ billions) .........c..cc.cccv.e) $9.8 $10.0 $10.2 +/-1% = -/+$100 to $102 million
investment return 2.5% 2.5% 3.1% +/-1% return = +/-$148 to $154 million
[0SS FALIO ..eoeeiiiieiiee e 88.3% 93.6% 96.1%
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Table 1.10 2016/17 Material Assumptions — Expense

Budget First Second
Ministry Programs and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast Sensitivities 2016/17
Advanced Education ............................... 1,986 1,986 1,986

Student spaces in public institutions ........... 200,153 200,153 200,153 |The number of student spaces may vary depending
on the financial and other policies of post-secondary

(# FTEs) institutions.
Children and Family Development ............ 1,451 1,451 1,451

Average children-in-care .........................| 7,250 7,250 7,250 |A 1% increase in the cost per case or a 1% increase

caseload (#) in the average funded caseload will affect

Average annual residential ...................... 44800 | 44,800 | 44,800 |[expenditures by approximately $2 million (excluding

cost per child in care (§) Delegated Aboriginal Agencies)
Education .................cooi 5,609 5,617 5,617
Public School Enrolment (# of FTES) .......... 543,490 | 543,490 | 553,998 |Q1 Enrolment figures were based on BC Stats and
School age (K=12) ..........crveerrreee 522,132 | 522,132 | 532,494 |school district enrollment trends, to which the
Distributed Learning (online) 11 354 11,354 11683 ministry has added forecasts for distributed learning,
6’401 6’401 6’401 adult education and summer learning. Q2
' ' ' Enrolment figures are based on early estimates from
3,603 3,603 3,420 B
' ' school districts as of October 2016 for the 2016/17
school year. The forecasted increase over Budget
2016 is comprised of the September 2015 actual
enrolment count being 4,300 more than estimated
and a further increase of 6,000 forecasted for
2016/17.
Forests, Lands and Natural Resource
Operations ..................cooeeiiiiiiiiieciieend 671 737 737

BC Timber Sales .............cccvuveeeeeeiieeeennnn, 182 182 182 Targets can be impacted by changes to actual
inventory costs incurred. There is a lag of
approximately 1.5 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.

Fire Management .............cccocoieiiiiiiiinnen. 63 129 129 For authorized expenditures under the Wildfire Act.
Over the past several years, wildfire fighting costs
have ranged from a low of $47 million in 2006 to a
high of $382 million in 2010.

Health ............coooiiiiiiicee 17,968 17,968 17,968

Pharmacare ..., 1,175 1,175 1,475  |A 1% change in utilization or prices affects costs by
approximately $10 million.

Medical Services Plan (MSP) ................... 4,300 4,300 4,300 A 1% increase in volume of services provided by fee
for-service physicians affects costs by
approximately $25 million.

Regional Services ...........cccoviiiiiiiiiiiinns 12,214 12,214 12,214

JUSHICE ..o 491 491 491
New cases filed/processed ......................] 240,000 | 240,000 | 240,000 |The number of criminal cases proceeded on by the
provincial and federal Crown (including appeals to
(# for all courts) higher courts in BC), the number of civil and family
litigation cases, the number of violation tickets
disputed, and the number of municipal bylaw tickets
disputes which would go to court for resolution.

Crown Proceeding Act (CPA) .................. 25 25 25 The number of new cases, and the difference
between estimated settlements and actual
settlements.

Public Safety and Solicitor General 681 681 681

Policing, Victim Services and Corrections .... 629 629 629

The volume and severity of criminal activity, the
number of inmate beds occupied and the number of
offenders under community supervision.

—
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Table 1.10 2016/17 Material Assumptions — Expense (continued)

Budget First Second
Ministry Programs and Assumptions 2016 Quarter Quarter
($ millions unless otherwise specified) Estimate | Forecast | Forecast Sensitivities 2016/17
Social Development and Social
Innovation 2,739 2,739 2,739
Temporary Assistance ................ccccceeene. 39,800 39,800 39,800 [The expected to work caseload is sensitive to
annual average caseload (#) fluctuations in economic and employment trends.
Costs are driven by changes in the cost per case
and caseload. Cost per case fluctuations occur
from changes in the needed supports required by
clients.
Disability Assistance ...............c.ccooceiinnen 97,900 97,900 97,900 L
The caseload for persons with disabilities is
annual average caseload (#) I . )
sensitive to the aging of the population and longer
life expectancy for individuals with disabilities. Cost
per case fluctuations are driven by primarily by
earning exemption policy exemptions which are
dependent on the level of income earned by clients.
Adult Community Living:
Developmental Disabilities Programs The adult community living caseload is sensitive to
u unity livi i itivi
Average caseload (#) .........coooiiiiiinnn 18,130 18,130 18,130 an aging population and to the level of service
Average cost per client (§) .................... 44,700 44,700 44,700  |required. Cost per case fluctuations are driven by
Personal Supports Initiative the proportion of clients receiving certain types of
Average caseload (#) ............cccceeeennn. 1,310 1,310 1,310  |services at differing costs. For example, residential
care is significantly more costly than day programs.
Average cost per client ($) .........cccooeee... 18,100 18,100 18,100 9 y v yprog
Transportation and Infrastructure ............... 858 872 875
Emergency Program Act (EPA) 15 29 32 For authorized expenditures under the Emergency
Program Act, including those for further disasters,
and the difference between initial estimates for
disaster response and recovery costs and final
project costs.
Tax Transfers ...............coooiviiiiiiiienann.n, 1,039 1,039 1,053
INAIVIAUAIS ..o 475.0 475.0 467.0
Low Income Climate Action .............ccccoeu.d 195.0 195.0 195.0 These tax transfers are now expensed as
Early Childhood Tax Benefit .....................] 145.0 145.0 145.0 required under generally accepted accounting
Sales TaX ..ccoocvveiiiiciec e 55.0 55.0 50.0 principles.
Small Business Venture Capital ................. 27.0 27.0 27.0
BC Senior's Home Renovation ..................] 2.0 2.0 2.0
Other tax transfers to individuals ............... 50.8 50.8 47.8
Family Bonus Program...........cccccceveiiinnnnnd 0.2 0.2 0.2
Corporations 564.0 564.0 586.0
Film and Television . 90.0 90.0 67.5
Production Services 310.0 310.0 345.5
Scientific Research & Experimental
Development 66.0 66.0 66.0
Interactive Digital Media 45.0 45.0 56.3
Mining Exploration ............cccocceviiiiiiiiinnnd 40.0 40.0 40.0
Other tax transfers to corporations ............. 13.0 13.0 10.7

2016/17 tax transfer forecast incorporates adjustments relating to prior years.

Management of Public Funds and Debt ..... 1,168 1,150 1,145
Interest rates for new provincial borrowing: Full year impact on MoPD on interest costs of a 1%
Short-term ... 0.72% 0.59% 0.61% change in interest rates equals $19.9 million; $100
Long-term | 2.96% 2.11% 2.08%  |million increase in debt level equals $1.7 million.
CDN/US exchange rate (cents) ................. 135.5 130.9 1311
Service delivery agency net spending ....... 6,125 6,385 6,457
School districts ..........covvviiiiiiii 311 354 361
Post-secondary institutions ...................... 3,108 3,208 3,245
Health authorities and hospital societies ..... 598 604 655
BC Transportation Financing Authority 1,187 1,205 1,192
Other service delivery agencies ................ 921 1,014 1,004
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Table 1.11 2016/17 Full-Time Equivalents (FTEs) '

2016/17 Actual

FTEs Budget Forecast Variance 2015/16
Ministries and special offices (consolidated revenue fund) ........................ 27,400 27,455 55 27,192
Service deliVEry agENCIES 2.........ee e 4,823 4,806 (a7 4,803
LI 7 1IN S I =L PP 32,223 32,261 38 31,995

1
Full-time equivalents (FTEs) are a measure of staff employment. FTEs are calculated by dividing the total hours of employment paid for in a given period by
the number of hours an individual, full-time person would normally work in that period. This does not equate to the physical number of employees. For
example, two half-time employees would equal one FTE, or alternatively, three FTEs may represent two full-time employees who have worked sufficient
overtime hours to equal an additional FTE.

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

Table 1.12 2016/17 Capital Spending

Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 Budget Forecast Variance 2015/16
Taxpayer-supported

Education

School districts .........ccoviviiiiiiin 283 246 (37) 234 520 512 (8) 430

Post-secondary institutions ................. 305 267 (38) 247 921 1,006 85 746
Health .......ooooi 367 376 9 284 1,193 1,274 81 923
BC Transportation Financing Authority ..... 578 546 (32) 526 952 1,008 56 867
BC Transit .....coooeeveveereeeeseee e 44 7 (37) 34 66 67 1 51
Government operating (ministries) .......... 111 92 (19) 86 434 396 (38) 290
HOUSING eeieeee e 56 94 38 62 115 139 24 127
Other ..o 28 12 (16) 14 50 40 (10) 25
Total taxpayer-supported .................... 1,772 1,640 (132) 1,487 4,251 4,442 191 3,459

Self-supported

BC Hydro .....cocoovivniiiiiiicis 1,296 1,173 (123) 973 2,832 2,613 (219) 2,306
Columbia River power projects 2.............. 2 1 (1) 7 9 6 (3) 15
Transportation Investment Corporation .... 5 12 7 16 16 56 40 25
BC RaIl ..oovviiiiiciee 1 3 2 2 4 10 6 23
ICBC e 33 36 3 49 92 92 - 90
BC Lottery Corporation ......................... 48 28 (20) 24 90 90 - 68
Liquor Distribution Branch ..................... 33 7 (26) 6 65 28 (37) 23
Other .. oo - > - - - = - 23
Total self-supported ...............cc.......... 1,418 1,260 (158) 1,077 3,108 2,895 (213) 2,573
Total capital spending ........................ 3,190 2,900 (290) 2,564 7,359 7,337 (22) 6,032

" Includes BC Pavilion Corporation, BC Assessment Authority, Community Living BC and other service delivery agencies.
2 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
3 Includes post-secondary institutions self-supported subsidiaries.

Second Quarterly Report 2016/17



Updated Financial Forecast

23

Table 1.13 Capital Expenditure Projects Greater Than $50 million '

Note: Information in bold type denotes changes from the 2016/17 first Quarterly Report released on September 15, 2016.

Project Estimated  Anticipated Project Financing
Year of Cost to Cost to Total Internal/ P3 Federal Other
($ millions) Completion Sept 30, 2016 Complete Cost Borrowing  Liability Gov't Contrib'ns
Taxpayer-supported
School districts
Oak Bay Secondary 2 .........ccocceeeeeeeeeeeeeeann, 2015 50 2 52 50 - - 2
Centennial Secondary ... 2016 44 17 61 61 - - -
Kitsilano Secondary ...... 2017 45 20 65 61 - - 4
Clayton North Secondary .............ccccoeeeveiinannen. 2017 18 37 55 45 - - 10
Grandview Heights Secondary ......................... 2020 10 51 61 47 - - 14
New Westminster Secondary .... 2020 - 107 107 107 - - -
Willoughby Slope Secondary ..................... 2019 - 55 55 35 - - 20
Seismic mitigation program ...............cccceeeennns 2023 126 1,174 1,300 1,300 - - -
Total school districts ................cocooiiiinn, 293 1,463 1,756 1,706 - - 50
Post-secondary institutions
Emily Carr University of Art and Design —
Campus redevelopment at Great Northern Way
— Direct procurement 2017 8 11 19 15 - - 4
—P3contract ... 2017 62 42 104 27 60 - 17
University of British Columbia -
Undergraduate Life Science Teaching
Laboratories Redevelopment ....................... 2018 4 76 80 12 32 36
Simon Fraser University -
Energy Systems Engineering Building ............. 2019 2 124 126 45 - 45 36
Total post secondary institutions .................... 76 253 329 99 60 77 93
Health facilities
Lions Gate Hospital (Mental Health)

Redevelopment ? ................ooririvirnnnnn. 2014 47 15 62 38 - - 24
Lakes District Hospital % ................. 2015 51 4 55 46 - - 9
Queen Charlotte/Haida Gwaii Hospital .............. 2016 43 7 50 31 - - 19
Surrey Emergency/Critical Care Tower
— Direct procurement ................cocieiiiin 2018 146 48 194 174 - - 20
— P3 contract 2014 318 - 318 139 179 - -
Royal Inland Hospital ...........cccoceiiviiiiiiiiiinns 2016 52 28 80 47 - - 33
North Island Hospitals .............coooviiiiiinnnn.

— Direct procurement .. 2017 34 92 126 73 - - 53
—P3contract ..........ccouuiiiiiiiiiii 2017 407 73 480 60 232 - 188
Interior Heart and Surgical Centre

— Direct procurement .............coociiiiin 2018 136 112 248 213 - - 35
—P3contract ........cooiiiiiiiiii 2015 133 - 133 4 79 - 50
Vancouver General Hospital — Joseph and

Rosalie Segal Family Health Centre ............... 2017 48 34 82 57 - - 25
Children's and Women's Hospital
— Direct procurement .............coeeiiiiiiiiiiieians 2019 103 206 309 177 - - 132
— P3 contract 2017 282 87 369 168 187 - 14
Penticton Regional Hospital — Patient Care

Tower
— Direct procurement ... 2021 4 76 80 22 - - 58
—P3contract ........coceiiiiiiii 2019 34 198 232 - 139 - 93
Royal Columbian Hospital ............................... 2019 5 254 259 250 - - 9
Centre for Mental Health and Addictions ............ 2019 1 100 101 101 - - -
Clinical and systems transformation .................. 2023 170 310 480 480 - - -
iHealth Project - Vancouver Island Health

Authority 2017 65 35 100 - - - 100

Total health facilities ................ccccoeeiiiiini, 2,079 1,679 3,758 2,080 816 - 862

Transportation

Highway 1 — Monte Creek to Pritchard 2 ............. 2016 69 - 69 52 - 17 -
Evergreen Line Rapid Transit
— Direct procurement ... 2016 416 93 509 294 - 74 141
—P3contract ..........ccoooiiiiiiii 2016 916 6 922 - 292 350 280
Highway 97 widening from Highway 33 to

Edwards Road ...........cooovviiiiiiiiiin 2017 29 31 60 42 - 18 -
Highway 1 widening and 216th Street

Interchange ............ccooeiiiiiiiiiiiiiiie, 2018 5 54 59 23 - 22 14
Highway 1 — Admirals Road/McKenzie Avenue

Interchange ...........oooveiiiiiiiii 2019 15 70 85 52 - 33 -
Salmon Arm West ..........ccccueemreereeeennnnen e, 2022 16 147 163 115 - 48 -

Total transportation ..............cooeoviiiiiiiininnnen. 1,466 401 1,867 578 292 562 435
=
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Table 1.13 Capital Expenditure Projects Greater Than $50 million ' (continued)

Project Estimated  Anticipated Project Financing
Year of Cost to Cost to Total Internal/ P3 Federal Other
($ millions) Completion Sept 30, 2016 Complete Cost Borrowing  Liability Gov't Contrib'ns
Other taxpayer-supported
Single Room Occupancy Hotel renewal initiative
— Direct procurement ..................o 2016 24 1 25 23 - 2 -
—P3contract ..o 2016 118 - 118 - 91 27 -
Okanagan Correctional Centre
— Direct procurement ..........ccoviviiiiiiiiiin 2016 81 10 91 91 - - -
—P3contract ... 2016 119 7 126 5 121 - -
Natural Resource Permitting Project ® .............. 2018 43 21 64 64 - - -
Maples Adolescent Treatment Centre
and Provincial Assessment Centre ................. 2019 3 72 75 75 - - -
TOtal OthEr ... 388 111 499 258 212 29 -
Total taxpayer-supported 4,302 3,907 8,208 4,720 1,380 668 1,440
Self-supported
Transportation
Port Mann Bridge / Highway 12 .........cooovvvvnenane. 2017 3,302 17 3,319 3,319 - - -
George Massey Tunnel Replacement b e, 2024 10 3,490 3,500 3,500 - - -
Power generation and transmission
BC Hydro
— Mica SFg gas insulated switchgear
replacement 2 ... .......cu oo 2014 185 6 191 191 - - -
— Northwest transmission line %................cccc...... 2014 693 11 704 317 - 130 257
— Iskut extension project 2 2014 168 1 169 110 - - 59
— Merritt area transmission 2 ............................ 2015 58 2 60 60 - - -
— Smart metering and infrastructure program 2. 2015 779 1 780 780 - - -
— Interior to Lower Mainland Transmission Line 2.. 2015 712 31 743 743 - - -
— G.M. Shrum units 1 to 5 turbine replacement 2. 2015 174 1 185 185 - - -
— Hugh Keenleyside spillway gate reliability
UPGIAdE 2. 2015 110 5 115 115 - - -
— Upper Columbia capacity additions at
Mica units 5 and 6 project?>.... 2015 579 26 605 605 - - -
— Long Beach area reinforcement 2015 37 1 38 38 - — -
— Dawson Creek/Chetwynd area transmission ... 2015 285 11 296 296 - - -
— Surrey area substation project 2 2016 79 15 94 94 - - -
— Big Bend substation ................ccoiiiiin 2017 55 17 72 72 - - -
— Ruskin Dam safety and powerhouse upgrade ... 2017 478 270 748 748 - - -
— Horne Payne substation upgrade project.......... 2018 12 81 93 93 - - -
— John Hart generating station replacement ........ 2019 554 539 1,093 1,093 - - -
— Cheakamus unit 1 and 2 generator
replacement ...........coooiiiiiiiiii 2019 11 63 74 74 - - -
— Fort St. John and Taylor Electric Supply............. 2019 - 53 53 53 - - -
— W.A.C. Bennett Dam riprap upgrade project...... 2019 17 153 170 170 - - -
— G.M. Shrum G1-G10 control system
UPGrade % ..o, 2021 10 50 60 60 - - -
— Site C clean energy project .............ccoceuveuneans 2024 1,284 7,491 8,775 8,775 - - -
Columbia River power projects
— Waneta Dam power expansion 2 %.................. 2018 329 16 345 345 - - -
Total power generation and transmission ......... 6,609 8,854 15,463 15,017 - 130 316
Other self-supported
Insurance Corporation of British Columbia
— Business transformation program ...................... 2016 301 12 313 313 - - -
Total self-supported ................... 10,222 12,373 22,595 22,149 - 130 316
Total $50 million projects ........... 14,524 16,280 30,803 26,869 1,380 798 1,756

! Only projects that receive provincial funding and have been approved by Treasury Board and/or Crown corporation boards are included in this table. Ministry
service plans may highlight projects that still require final approval. Capital costs reflect current government accounting policy.

2 Assets have been put into service and only trailing costs remain.

% Reflects approved capital costs to date, subject to change if future scope components are approved by government.

4 Figures shown are based on preliminary Treasury Board approvals and reflect the capital project budget only, planning costs of $48 million have

been expensed as per accounting policy. These amounts will change after P3 contracts are finalized.

5 The G.M. Shrum G1-G10 control system upgrade project has three phases. The total authorized capital amount of $60M represents partial implementation

funding as at September 30, 2016 for phases | and Il and definition funding for phase III.

® Reflects the combined shares of Columbia Power Corporation (32.5 per cent) and Columbia Basin Trust (16.5 per cent) in their partnership with Fortis Inc. for
the development of an electricity generating facility at the Waneta Dam south of Trail.
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Table 1.14 2016/17 Provincial Debt '

Year-to-Date to September 30 Full Year
2016/17 Actual 2016/17 Actual
($ millions) Budget Actual Variance 2015/16 Budget Forecast Variance 2015/16
Taxpayer-supported debt
Provincial government operating ....... 6,401 4,584 (1,817) 6,410 6,215 4,142 (2,073) 8,034
Other taxpayer-supported debt
(mainly capital)
Education 2
Post-secondary institutions * .............. 4,862 4,819 (43) 4,561 5,008 4,997 (11) 4,731
School diStricts ......vveeeeeeeeeeeieeenn 8,191 8,195 4 7,745 8,392 8,433 41 8,033
13,053 13,014 (39) 12,306 13,400 13,430 30 12,764
Health 2., 7,257 7,260 3 6,667 7,552 7,576 24 6,998
Highways and public transit
BC Transit ........ccooeviiiiiiiiiiiinenns 170 98 (72) 112 183 95 (88) 106
BC Transportation Financing
Authority ..o 9,685 9,510 (175) 8,760 10,118 10,075 (43) 9,185
Public transit ............c.ccooviiii 1,000 1,000 - 1,000 1,000 1,000 - 1,000
SkyTrain extension ......................... 1,174 1,174 - 1,174 1,174 1,174 - 1,174
12,029 11,782 (247) 11,046 12,475 12,344 (131) 11,465
Other
BC Immigrant Investment Fund .......... 256 264 8 343 212 216 4 304
BC Pavilion Corporation ................... 388 388 - 380 393 401 8 389
Provincial government general capital . 2,075 2,080 5 1,782 2,238 2,288 50 1,987
Social housing ®...........cccceeeeeeeeeei.n. 742 810 68 666 716 691 (25) 760
Other .., 27 27 - 26 26 26 - 26
3,488 3,569 81 3,197 3,585 3,622 37 3,466
Total other taxpayer-supported ....... 35,827 35,625 (202) 33,216 37,012 36,972 (40) 34,693
Total taxpayer-supported debt ............. 42,228 40,209 (2,019) 39,626 43,227 41,114 (2,113) 42,727
Self-supported debt
Commercial Crown corporations
BC Hydro ....ooovvviiiiiiiiiiee 18,852 19,152 300 17,234 19,560 19,579 19 17,928
BC Lotteries ........ccooevevienieiieiieennn. 151 160 9 151 156 155 (1) 150
Columbia Power Corporation ............. 286 291 5 296 291 291 - 296
Columbia River power projects ®.......... 454 454 - 461 443 448 5 459
Post-secondary institutions'
subsidiaries ............ccooceeviiieennnn. 223 308 85 221 222 310 88 310
Transportation Investment Corp.......... 3,385 3,402 17 3,370 3,409 3,477 68 3,389
(T R 32 32 - 34 32 32 - 33
23,383 23,799 416 21,767 24,113 24,292 179 22,565
Warehouse borrowing program ............ - 320 320 - - = - -
Total self-supported debt .................... 23,383 24,119 736 21,767 24,113 24,292 179 22,565
Forecast allowance - = - - 350 350 - -
Total provincialdebt ........................... 65,611 64,328 (1,283) 61,393 67,690 65,756 (1,934) 65,292

" Provincial debt is presented consistent with the Debt Summary Report included in the Public Accounts. Debt is shown net of sinking funds and unamortized
discounts, excludes accrued interest, and includes non-guaranteed debt directly incurred by commercial Crown corporations and debt guaranteed by the
Province.

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 Post-secondary institutions' debt includes public-private partnership obligations of $12 million for the six months ended September 30, 2015, $37 million for
the six months ended September 30, 2016, $22 million for fiscal 2015/16 and $55 million for fiscal 2016/17.

4 Health facilities' debt includes public-private partnership obligations of $1,317 million for the six months ended September 30, 2015, $1,527 million for the six
months ended September 30, 2016, $1,442 million for fiscal 2015/16 and $1,587 million for fiscal 2016/17.

5BC Transportation Financing Authority debt includes public-private partnership obligations of $1,153 million for the six months ended September 30, 2015,
$995 million for the six months ended September 30, 2016, $1,159 million for fiscal 2015/16 and $824 million for fiscal 2016/17.

® Includes the BC Housing Management Commission and the Provincial Rental Housing Corporation. Social housing debt includes public-private partnership
obligations of $81 million for the six months ended September 30, 2015, $82 million for the six months ended September 30, 2016, $93 million for fiscal
2015/16 and $82 million for fiscal 2016/17.

" 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.

8 Joint ventures of the Columbia Power Corporation and Columbia Basin Trust.
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Table 1.15 2016/17 Statement of Financial Position

Actual Year-to-Date Forecast
March 31, September 30, March 31,
($ millions) 2016 2016 2017
Financial assets

Cash and temporary investments ............ccoiiiiiiiiiii 3,893 3,200 3,292

Other financial @SSets ..........c.oiiiiiiii 9,651 9,896 9,729

SINKING FUNAS ..o 1,580 1,671 1,078

Investments in commercial Crown corporations:

Retained earnings ..........oiiiiii 7,499 7,478 8,006
Recoverable capital 10ans ............ocoiiiiiii 22,074 23,301 23,500
29,573 30,779 31,506

Warehouse borrowing program assets ..............ccooueeiuieiieiiieeieeieeeeeenn.. - 320 -

44,697 45,866 45,605
Liabilities

Accounts payable and accrued liabilities ..............c.oooiiiii 8,571 7,596 9,430

DEfeITEA FEVENUE ... .o e, 9,709 10,813 9,615

Debt:

Taxpayer-supported debt ........ ..o 42,727 40,209 41,114
Self-supported debt ... ..o 22,565 24,119 24,292
Forecast allOWANCE .............ccouniiiniei e - - 350

Total provincial debt ..o 65,292 64,328 65,756
Add: debt offset by sinking funds ..o 1,580 1,671 1,078
Less: guarantees and non-guaranteed debt .................oo (820) (811) (805)

Financial statement debt ................cooiiiiiiiii e 66,052 65,188 66,029

84,332 83,597 85,074
Net liabilities ...... ..ot (39,635) (37,731) (39,469)
Capital and other non-financial assets
Tangible capital @ssets ... 40,282 40,869 42,551
Other Nnon-financial @SSEtS ..............ocvuniiieieiiee e 2,732 2,692 2,785
43,014 43,561 45,336
Accumulated SUPIUS .............ooiiiiiiii e 3,379 5,830 5,867
Changes in Financial Position
Year-to-Date Forecast
September 30, March 31,
($ millions) 2016 2017
(Surplus) deficit for the period .......... ... (2,316) (2,242)
Comprehensive iNncome (INCrease) dECIEASE ............cceu.eiuneeieeei e (135) (246)
(Increase) decrease in accumulated SUIPIUS ......................ccooeiiiiiiiiiiiiieic e (2,451) (2,488)
Capital and other non-financial asset changes:

Increase in taxpayer-supported capital investments ... 1,640 4,442
Less: amortization and other accounting changes ....................cooiiiiiiiiiiii i (1,053) (2,173)
Change in net capital @SSets .........c.ouiiiiiiii 587 2,269

Increase (decrease) in other non-financial assets ..............oocoiiiiiiiiii i (40) 53

547 2,322
Increase (decrease) in Net HADIIILIES .................cccoovieoeeeieeeceeeeeee et (1,904) (166)
Investment and working capital changes:

Increase (reduction) in cash and temporary investments .................ooiii (693) (601)

Increase in total investment in commercial Crown corporations:

Increase (decrease) in retained arNiNgs ..........cooiiiii i (21) 507
Self-supported capital INVESIMENTS ... ... s 1,260 2,895
Less: loan repayments and other accounting changes .............cccoviiiiiiiiiiiiiiiiiiieeeeens (33) (1,469)
1,206 1,933

Other working capital Changes ..........ouiiiiiii e 527 (1,189)
1,040 143

Increase (decrease) in financial statementdebt ... (864) (23)
(Increase) decrease in sinking fund debt ... (91) 502
Increase (decrease) in guarantees and non-guaranteed debt ......................cccceuuvvvniiieeen.... 9) (15)
Increase (decrease) in total provincialdebt ................... (964) 464
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PART TWO — ECONOMIC REVIEW AND OUTLOOK
2016/17 Second Quarterly Report November 29, 2016

Summary

* In the first Quarterly Report, the Ministry of Finance forecast BC’s real GDP to grow
by 2.7 per cent in 2016 and 2.2 per cent in 2017. Although the private sector outlook
for 2017 has decreased slightly since that time, the Ministry’s forecast for BC remains
prudent in both years compared to the average private sector projection.

*  BC’s economy has experienced strong growth so far in 2016 according to some of
its key indicators, including employment, retail sales and housing starts. However,
exports in BC have been modest and growth in the housing market has moderated
in recent quarters.

*  Downside risks to BC’s economic outlook include the potential for a slowdown
in North American economic activity, ongoing fragility in Europe, uncertainty
associated with the UK referendum vote (Brexit), and slower than anticipated Asian
demand, particularly in China. Additional risks include uncertainty in the outlook
for the Canadian dollar and weak inflation.

British Columbia outlook — comparison to private sector forecasts

Chart 2.1 Ministry of Finance forecast for BC remains prudent
BC real GDP (annual per cent change)
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(Aug.26,2016)  (Nov. 10, 2016) Report 2016 : (hug.26,2016)  (Nov.10,2016)  Report 2016

Sources: Ministry of Finance and Private Sector Average (subset of the Economic Forecast Council: BMO, CIBC, IHS Global Insight,
RBC, Scotiabank and TD)

Private sector projections for BC’s economic growth have changed slightly over the last
several months. At the time of the first Quarterly Report, the private sector anticipated
that BC’s real GDP would expand by 2.9 per cent in 2016 and 2.4 per cent in 2017.

As of November 10, 2016, the average forecast was unchanged for 2016 and down

0.1 percentage point for 2017. However, BC continues to rank first among the provinces
for expected growth in 2016, and is tied for first with Ontario in 2017. The Ministry of
Finance forecast from the first Quarterly Report for BC economic growth of 2.7 per cent
in 2016 and 2.2 per cent in 2017 remains prudent compared to the current average
private sector outlook.

! Reflects information available as of November 10, 2016, unless otherwise indicated.
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British Columbia economic activity

Several indicators of BC’s economic performance so far in 2016 show steady domestic
activity relative to the same period of 2015 (as illustrated in Table 2.1), though quarterly
declines have occurred in some important sectors.

Table 2.1 British Columbia Economic Indicators

Year-to-Date
Apr. to Jun. 2016 Jul. to Sep. 2016 Jan. to Sep. 2016

change from change from change from
All data seasonally adjusted Jan. to Mar. 2016 Apr. to Jun. 2016 Jan. to Sep. 2015
Per cent change

Employment ............cccoii +1.0 +0.6 +3.2
Manufacturing shipments” .............. +1.0 +3.8 +2.9
EXpOrts...ccovviiii -5.5 +11.6 +2.5
Retail sales’...............cccoveveiiinn. +1.6 +0.8 +6.4
Housing starts .................c.ooiils +0.5 -6.3 +39.9
Non-residential building permits ....... -6.8 -4.6 -5.5

' Data to August

Labour market

Employment increased 3.1 per cent year-to-date to October 2016 compared to the same
period last year. This increase translated into about 71,400 more jobs in the province,
with gains of approximately 38,000 full-time jobs and 33,400 part-time jobs.

Chart 2.2 BC employment

BC employment (thousands, sa)
2,450

2,400 Oct 2016: 2,400 — o)

2,350

Jun 2008: 2,256
2,300

/

2,250

2,200
T Mar 2009: 2,184

2,150
2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Statistics Canada

Year-to-date employment growth occurred primarily in retail and wholesale trade
(+17,700 jobs), information, culture and recreation (+12,100 jobs) and business, building
and other support services (+11,800 jobs). Declines in employment were concentrated

in accommodation and food services (-8,100 jobs) and transportation and warehousing
(-2,500 jobs) compared to the first ten months of 2015.
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BC’s monthly unemployment rate was 6.2 per cent in October 2016, up 0.5 percentage
points from the previous month as a sizable increase in the labour force outweighed
monthly job gains. The unemployment rate averaged 6.1 per cent year-to-date to October,
unchanged from its average during the same period of 2015, as gains in BC’s labour force
kept pace with gains in employment on a year-to-date basis.

Consumer spending and housing

Retail sales in BC have continued to perform well in 2016, advancing 6.4 per cent
year-to-date to August compared to the first eight months of 2015. Notable increases

over this period occurred at motor vehicle and parts dealers, health and personal

care stores, as well as building material and garden equipment and supplies dealers.
Meanwhile, the only retail segment to see lower sales year-to-date to August was gasoline
stations. Interprovincial migration, low interest rates and robust employment growth have
supported domestic demand, while the low Canadian dollar has helped lift retail sales
through increased tourism.

Chart 2.3 BC retail sales
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Consumer prices in BC increased by 1.9 per cent year-to-date to September compared to
the same period in 2015, an acceleration from the modest annual inflation rates observed
since 2012. Year-to-date to September 2016, inflation pressure was generally broad-based
across expenditure categories, with the largest increases occurring in prices for recreation,
education and reading (+2.8 per cent) and food (+2.7 per cent). However, energy prices
fell year-to-date relative to the first nine months of last year, a continuation of price
declines observed the year before.

BC housing starts averaged 41,782 annualized units through the first ten months of 2016,
an increase of 32.7 per cent compared to January through October 2015. While this
number of housing starts is higher than the historical average of 28,971 annualized units
from 1990 to 2015, the growth rate of housing starts moderated in the second quarter

and fell in the third quarter after registering very strong growth in the first quarter of

2016. The number of residential building permits issued (a leading indicator of new home
construction) fell quarter-over-quarter in each of the first three quarters of 2016, suggesting
that the pace of BC homebuilding may continue to moderate in the near future.
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Chart 2.4 BC housing starts
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Similar to housing starts, the number of home sales and the average home price in BC
have weakened in the second and third quarters of 2016 following strong growth at the
start of the year. However, despite the slowdown that began this spring, home sales and
the average home price are up 20.0 per cent and 12.4 per cent year-to-date to September,
respectively. Since Budget 2016, the BC government has announced various measures to
help address the complex issue of housing affordability in the province.

Chart 2.5 BC housing market activity
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Following the introduction of an additional property transfer tax on foreign purchasers
on August 2, 2016, the rate of foreign investment in residential real estate decreased in
BC, and particularly in the Metro Vancouver area. According to recently collected BC
government data, foreign nationals accounted for 13.2 per cent of property transactions
in Metro Vancouver from June 10 to August 1, 2016. Since the additional tax was
introduced, this rate fell to 1.3 per cent from August 2 to September 30, 2016 — a rate
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more consistent with the provincial average of 1.7 per cent during that time. However,
it is unclear how many transactions that would have taken place in August and September
were pulled forward to July before the tax took effect.

On the non-residential side, the value of total building permits dropped 5.5 per cent
year-to-date to September relative to the same period last year. Year-to-date declines
occurred across all permit types: institutional and government (-8.4 per cent), industrial
(-8.2 per cent) and commercial (-3.8 per cent).

External trade and commodity markets

The value of BC’s international merchandise exports increased by 2.5 per cent through
the first nine months of 2016 compared to the same period last year. Growth has been
uneven over this period with year-to-date gains in exports of metal and non-metallic
mineral products (+28.7 per cent) and forestry products and building and packaging
materials (+6.9 per cent) helping to offset declines in exports of metal ores and non-
metallic minerals (-13.5 per cent) and energy products (-8.2 per cent). Exporters have
benefited from steady economic activity in the US, with American exports up 8.1 per cent
year-to-date to September. However, BC exports to the rest of the world fell by

3.2 per cent over this period.

Chart 2.6 BC exports
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Shipments of manufactured goods in BC grew by 2.9 per cent from January to August
compared to the first eight months of 2015. The year-to-date gain was supported by
sizable increases in shipments of primary metals (+32.9 per cent) and wood products
(+11.7 per cent), while losses were registered in industries such as paper manufacturing

(-7.5 per cent).

Prices for forestry and energy products have been mixed in the first ten months of 2016.
Global commodity prices in general are expected to remain volatile in the near-term due
to ongoing global economic uncertainty, as well as the slowing growth and rebalancing of
China’s economy.
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The price of spruce-pine-fir (SPF) lumber has gained ground so far this year, starting

with a monthly average of $267 US/000 board feet in January and then strengthening

to $324 US/000 board feet in October. Year-to-date to October, the price of lumber
averaged $306 US/000 board feet, a gain of 7.3 per cent compared to the first ten months
of 2015.

The price of pulp generally gained ground through the first ten months of 2016 as well
after trending lower through 2015. The price began the year at $795 US per tonne in
January and rose to $810 US per tonne in October. However, at an average of $802 US
per tonne from January to October, the price of pulp was 6.5 per cent lower year-to-date
compared to the same period last year.

After falling by more than 70 per cent from mid-2014 through early 2016, the daily
West Texas Intermediate (WTT) oil price stabilized and fluctuated between about $40 US
per barrel and $50 US per barrel in most months so far this year. The oil price averaged
$42.19 US per barrel year-to-date to October, down from $50.45 US per barrel during
the same period of 2015. Similarly, after declining rapidly from early 2014 through
mid-2016, the price of natural gas has stabilized and recovered somewhat over the past
several months. The Plant Inlet price began the year at $1.13 C/GJ in January, fell to a
monthly low of $0.33 C/G]J in May, and then rebounded to reach over $1.30 C/GJ in
October. Year-to-date to October, the price of natural gas averaged $0.86 C/G]J, down
from the average price of $1.44 C/G]J observed during the first ten months of 2015.

Risks to the economic outlook

Risks to BC’s economic outlook continue to be weighted to the downside. The main risks
to the current outlook include the following:

* potential for a slowdown in domestic and Canadian economic activity;
* renewed weakness in the US economy, particularly as interest rates increase;

 fragility in Europe as governments and the financial system deal with elevated
sovereign debt alongside weak economic growth and uncertainty associated with
Brexit;

* slower than anticipated economic activity in Asia, particularly in China, resulting in
weaker demand for BC’s exports and downward pressure on global commodity prices;

* weaker than expected inflation; and

* exchange rate uncertainty.

Fxternal environment

United States

The US economy has experienced moderate growth so far this year. According to the
advance (i.e. first) estimate, US real GDP grew by an annualized 2.9 per cent in the July
to September quarter of 2016. This growth rate was a notable improvement from the

0.8 per cent and 1.4 per cent gains observed in the first and second quarters, respectively.
The recent uptick in growth reflected accelerating export activity, inventory accumulation
and federal government expenditures, which helped to offset a slowdown in personal
consumption expenditures. Meanwhile, US fixed investment declined for a fourth
consecutive quarter in the July to September period, alongside ongoing contractions in
equipment investment and recent weakness in residential investment.
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Chart 2.7 US economic growth
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Year-to-date to October, the US economy created an average of about 181,000 jobs each
month, with the level of employment up 1.8 per cent compared to the same period in
2015. The US unemployment rate was relatively steady through the first ten months of
the year at about 4.9 per cent. However, around one quarter of unemployed Americans
were seeking work for 27 weeks or more during this period, a significantly higher

share than observed prior to the financial crisis. At the same time, the US labour force
participation rate (the proportion of working-age civilians that are employed or seeking
work) remains near its lowest rate in over 35 years.

Chart 2.8 US employment

US employment (monthly change in jobs, thousands, sa)
600 Oct 2016: 161,000

jobs added (m/m)

400
200
0
-200

-400

-600

-800

1000 5908 2009 2010 2011 2012 2013 2014 2015 2016

Source: US Bureau of Labor Statistics

The American housing market continued to improve during the first nine months of
2016. US housing starts averaged approximately 1.1 million annualized units from
January to September 2016, up 4.6 per cent compared to the same period last year.
However, the pace of homebuilding has slowed in each quarter of this year, with the
number of housing starts falling by 1.8 per cent in the July to September quarter
compared to the previous quarter. Similarly, US existing home sales increased by

2.9 per cent year-to-date to September despite registering negative growth in the third
quarter. On the other hand, US new home sales increased steadily through the first three
quarters of 2016, resulting in year-to-date growth of 12.8 per cent compared to the first
nine months of 2015.
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Chart 2.9 US housing starts
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US retail sales advanced 2.6 per cent year-to-date to September compared to the same
period in 2015, and have grown month-over-month in five of the six past months.
Meanwhile, confidence among American consumers has remained relatively flat since the
beginning of 2015 and through the first ten months of 2016. The Conference Board’s
index of consumer confidence averaged 97.3 points year-to-date to October, down
slightly from its reading of 98.7 points over the same period last year.

Consensus Economics average forecasts for US real GDP growth have remained relatively
stable since the first Quarterly Report. The November Consensus survey projects US
economic growth of 1.5 per cent for 2016, unchanged from the August forecast.
Meanwhile, the outlook for US real GDP growth in 2017 was reduced by 0.1 percentage
point to 2.2 per cent from August to November.

Chart 2.10 Consensus outlook for US in 2016
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The chart above represents forecasts for real GDP growth in 2016 as polled on specific dates. For example,
forecasters surveyed on January 11, 2016 had an average 2016 US growth forecast of 2.4 per cent, while on
November 7, 2016 they forecast 2016 US growth at 1.5 per cent.
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Canada

Canadian real GDP was uneven in the first two quarters of 2016, growing by an
annualized rate of 2.5 per cent in the January to March quarter and then contracting

by 1.6 per cent in the April to June quarter (the largest quarterly decline since 2009).
The downturn in the second quarter reflected ongoing weakness in the energy sector
and the effects of the Fort McMurray wildfire. Excluding these factors, Statistics Canada
estimated that Canadian real GDP would have experienced positive growth that quarter.
Altogether through the first two quarters of 2016, the Canadian economy grew by

1.0 per cent compared to the first half of 2015, with a 2.2 per cent gain in household
consumption expenditures helping to outweigh a 4.4 per cent decline in business gross
fixed capital formation. While growth in household consumption was broad-based
across expenditure categories over this period, the contraction in business fixed capital
formation was also broad-based (with the exception of residential investment).

Domestic activity has been modest in Canada so far this year. Employment increased

by 0.6 per cent year-to-date to October compared to the first ten months of 2015 and
the national unemployment rate edged up 0.1 percentage point to 7.0 per cent over

this period. Meanwhile, Canadian homebuilding expanded by 2.2 per cent year-to-

date to October 2016. National home sales and the average home price also increased
year-to-date, with sales up 7.7 per cent and prices up 12.4 per cent from January to
September compared to the first nine months of 2015. Also domestically, retail sales
increased 3.8 per cent year-to-date to August, despite falling consumer confidence at the
national level.

Soft global demand and weak commodity prices continued to weigh on Canada’s trade
sector during the first nine months of 2016, with the value of merchandise exports falling
4.8 per cent compared to the same period in 2015. Exports declined across numerous
Canadian industries over this period, including energy (-27.8 per cent), metal ores

and non-metallic minerals (-18.4 per cent), as well as aircraft and other transportation
equipment and parts (-10.0 per cent). On the other hand, exports of motor vehicles

and parts experienced strong gains, rising 13.1 per cent year-to-date to September.
Meanwhile, shipments of Canadian manufactured goods were flat year-to-date to August,
as growth in industries such as transportation equipment and food offset declines in
industries such as petroleum and coal products and machinery.

Since the first Quarterly Report, Consensus forecasters have held their forecasts for 2016
Canadian real GDP growth constant at 1.2 per cent. Meanwhile, Consensus revised their
average forecast down 0.2 percentage points for 2017, with the November Consensus
expecting Canadian real GDP growth of 1.9 per cent that year.
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Chart 2.11 Consensus outlook for Canada in 2016
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The chart above represents forecasts for real GDP growth in 2016 as polled on specific dates. For example,
forecasters surveyed on January 11, 2016 had an average 2016 Canadian real GDP growth forecast of 1.7 per cent,
while on November 7, 2016 they forecast 2016 Canadian real GDP to grow by 1.2 per cent.
Europe

The euro zone economy has continued to grow so far this year, with real GDP up

1.6 per cent through the first three quarters of the year compared to the same period
in 2015. However, economic performance varied widely across the member nations.
Recent unemployment rates ranged from 4.1 per cent in Germany to 23.2 per cent in
Greece. Although aggregate inflation has moved back into positive territory this year,

it continued to be negative in recent months in a number of countries including Spain,
Italy and Cyprus. Similarly, the average government debt-to-GDP ratio across the
currency union edged lower in the second quarter of 2016 compared to one year ago,
despite ongoing increases in Greece, Portugal and other nations.

In October 2016, the European Central Bank (ECB) acknowledged a moderate but
steady recovery in economic conditions in the euro area but noted that risks to the
outlook remain tilted to the downside. As such, the ECB opted to maintain its current
mix of policy measures but reiterated its willingness to increase the level of monetary
stimulus if necessary to support economic growth and inflation. In November 2016,
the Bank of England also decided to remain on the sidelines, indicating that recent
economic growth in the United Kingdom had exceeded expectations following the
Brexit vote in June. The Bank revised up its short-term real GDP growth forecast
accordingly but reduced its forecast for 2018, partly reflecting uncertainty over future
trade agreements.

In its November publication, Consensus Economics called for real GDP growth in the
euro zone of 1.6 per cent in 2016 and 1.3 per cent in 2017, 0.1 percentage point higher
in both years compared to the August publication.
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Asia

Chart 2.12 Consensus outlook for the euro zone in 2016
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The chart above represents forecasts for real GDP growth in 2016 as polled on specific dates. For example,
forecasters surveyed on January 11, 2016 had an average 2016 euro zone growth forecast of 1.7 per cent, while
on November 7, 2016 they forecast euro zone growth of 1.6 per cent in 2016.

Japan’s economy remains weak, with annualized real GDP growth of 2.1 per cent and
0.7 per cent in the first and second quarter of 2016, respectively, following a 1.7 per cent
contraction in the fourth quarter of 2015. More recently, increasing employment and
incomes have helped support private consumption, though industrial production and
exports have been relatively flat. Furthermore, despite large-scale fiscal stimulus and
highly accommodative monetary policy (including a commitment by the Bank of

Japan to continue to expand the monetary base until prices grow by at least 2 per cent
year-on-year), price inflation in Japan remains negative.

Growth in China has been mixed across indicators so far this year. China’s real GDP grew
by 6.7 per cent year-to-date to the third quarter of 2016 compared to the same period

last year. Industrial production and retail sales had solid year-to-date growth as well, up
6.0 per cent and 10.4 per cent, respectively. However, imports and exports weakened

over this time, with both indicators declining year-to-date to the third quarter of 2016
compared the first three quarters of 2015. While the economy’s growth profile continued
to transition towards service-based industries and consumer spending so far in 2016
(consistent with China’s official national plans), the National Bureau of Statistics of China
noted that unstable and uncertain factors within the country and abroad may present
challenges to China’s economy during this transition.

From August to November, the Consensus forecast for China’s real GDP growth increased
by 0.1 percentage point for both 2016 and 2017 to reach 6.7 per cent and 6.4 per cent,
respectively. Over this same period, the Consensus forecast for economic growth in Japan
increased by 0.1 percentage point in 2016 and 2017, with the November Consensus
calling for 0.6 per cent growth in 2016 and 0.9 per cent growth in 2017.
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Financial markets

Interest rates

In October 2016, the Bank of Canada announced its decision to hold the target for

the overnight rate at 0.50 per cent, where it has remained since July 2015. In the
accompanying Monetary Policy Report, the Bank downgraded its outlook for Canadian
economic growth in 2016 and 2017, citing a diminished outlook for exports as well as
restrained residential investment and resale activity following the recently announced
federal housing measures. The Bank expects that the Canadian economy will return to
full capacity around mid-2018, later than it had expected in its July Monetary Policy
Report. Most private sector forecasters expect the Bank to keep rates unchanged until
at least the last quarter of 2017.

Chart 2.13 Interest rate forecasts
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IHS Global Insight, RBC, Scotiabank and TD).

The US Federal Reserve (Fed) held its intended federal funds rate in the 0.25 to

0.50 per cent range at its most recent meeting in November, where it has remained since
December 2015. At its November meeting, the Fed acknowledged gains in employment
and household spending but noted that business fixed investment has remained soft and
that inflation continues to run below the 2.0 per cent target, partly reflecting previous
declines in energy prices and non-energy import prices. Looking ahead, the Fed continues
to expect that economic conditions will unfold in a way that will warrant only gradual
increases to the federal funds rate. Prior to the US election on November 8, 2016, private
sector analysts generally expected the Fed to start raising the federal funds rate before

the end of this year. However, the results of the election have added uncertainty to the
outlook for US interest rates.

The average of private sector forecasters’ views on Canadian short-term interest rates
(three-month Treasury bills) as of October 17, 2016 indicates that three-month rates
will average 0.5 per cent in both 2016 and 2017. The same forecasters project ten-year
Government of Canada bond rates to average 1.2 per cent in 2016 and 1.4 per cent the
following year.
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Exchange rate

Table 2.2 Private Sector Canadian Interest Rate Forecasts

3-month Treasury Bill

10-year Government Bond

Average annual interest rate (per cent) 2016 2017 2016 2017
IHS Global Insight ..., 0.5 0.5 1.2 1.7
CIBC e 0.5 0.5 1.2 1.5
BMO o 0.5 0.5 1.2 1.2
Scotiabank ..........oociiiiiii 0.5 0.6 1.2 1.3
T e, 0.5 0.5 1.2 1.3
RBC .o 0.5 0.5 1.2 1.6
Average (as of October 17, 2016) ..... 0.5 0.5 1.2 1.4

The Canadian dollar strengthened through the first few months of 2016, starting the
year at a monthly average of 70.3 US cents in January and climbing to 78.0 US cents

in April. The loonie then softened somewhat to reach 75.5 US cents in October. Overall,
the Canadian dollar averaged 75.6 US cents during the first ten months of 2016,

3.4 US cents lower than the average observed during the same period last year.

Chart 2.14 Private sector expectations for the Canadian dollar
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As of October 17, 2016, an average of six private sector forecasts calls for the Canadian
dollar to average 75.6 US cents in 2016 and 76.2 US cents in 2017.

Table 2.3 Private Sector Exchange Rate Forecasts

Average annual exchange rate (US cents/Can $) 2016 2017
IHS Global Insight ... ..o, 75.7 78.9
CIBC e 75.5 73.9
BMO oo 75.6 76.9
Scotiabank ........oouiiiii 75.7 77.9
T D i 75.4 75.2
RBC et 75.7 74.6
Average (as of October 17,2016) ...................... 75.6 76.2
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Provincial Economic Accounts Update

Statistics Canada released its estimates of provincial

GDP for 2015 on November 9, 2016.

British Columbia’s real GDP increased by

3.3 per cent in 2015, the same pace as the previous
year. BC registered the strongest growth rate among
provinces last year, ahead of Ontario (2.5 per cent)
and New Brunswick (2.3 per cent) which had

the second and third strongest growth rates,

respectively. Overall, the Canadian economy grew
by 0.9 per cent in 2015.

Chart 1 — Real GDP in Canadian provinces
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BC’s main real GDP expenditure categories
experienced positive growth in 2015, with

the exception of gross fixed capital formation,
which fell 0.3 per cent on the year, following a

5.8 per cent increase in 2014. Household final
consumption expenditure increased 3.1 per cent in
2015, after rising 3.7 per cent in 2014. Government
spending (Federal, Provincial, Local and Aboriginal)
rose 2.8 per cent in 2015, following a decline

of 1.3 per cent in the previous year. Exports of
goods and services increased by 2.8 per cent in
2015, following a gain of 3.0 per cent the previous
year. Meanwhile, the pace of growth slowed for
imports of goods and services, which increased

just 0.3 per cent last year, after gaining 3.2 per cent
in 2014.

Real GDP

Annual growth in BC’s real GDP from 2012 to
2015 is illustrated in Chart 2. The latest data
incorporate historical revisions to real GDP back
to 2013. The level of BC’s 2014 real GDP is now
estimated to be $223.9 billion, 0.4 per cent higher
than the previous estimate of $222.9 billion,

due to the cumulative effect of the revisions.

Chart 2 - BC real GDP
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Nominal GDP

Chart 3 depicts BC’s nominal GDP in recent

years (in levels). Nominal GDP increased by

$9.1 billion (or 3.8 per cent) in 2015, after growing
by $11.9 billion (or 5.2 per cent) the previous year.
Statistics Canada’s latest release also incorporated
historical revisions to nominal GDP, with the

level of BC’s 2014 nominal GDP now estimated

to be $240.9 billion, 1.6 per cent higher than the
previous estimate of $237.2 billion, due to the
cumulative effect of the revisions.

Chart 3 — BC nominal GDP
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