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Provincial Budget Suite ~ Patrick Brown 

How to balance a budget
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M
aking a government budget is simple; it’s
balancing it that’s hard. First you add up all
the revenue that you expect to collect.

Basically, you calculate what you collected last year
from each source and increase (sometimes decrease)
the number according to whatever factors you think
might be relevant.

Second, you add up all the expenses you expect to
have to pay for. In the case of the BC provincial
government, you tell the various agencies that actually
spend the money—health regions, universities, and the
Ministry of Education (which actually tells the School
Districts how much money they will get)—that there
won’t be any ‘new money’ this year, and then see what
they ask for. Add on the cost of running the
government and servicing the debt, and you have a
total which will invariably exceed the expected revenue
(usually, by a substantial amount).

Then, you start fiddling with the numbers: first, tell
some departments or agencies that they have to cut
their expenses by some arbitrary percentage, with the
clear implication that you don’t care how they do it.
They will cut their budgets, and soon after you will
start getting complaints about the service, so you know
it worked.

At the same time, you can cut down the so-called
‘discretionary grant’ programs. After all, while the
6,000 or so volunteer and charitable organizations that
have been receiving grants are no doubt doing useful
and desirable things, each one individually has little
political clout and can’t make much trouble if you cut
them off.

Next, decide that some of the things that are
proposed can be called long term investments, and can
be capitalized, which is a fancy way of saying that you
can justify borrowing money for them, and paying for

them later. Unfortunately, if you borrow money, it adds
to the provincial debt, and must be shown in the
budget, unless you can contract for the private sector to
carry these projects out, to be paid for way in the future
(see box ‘PPPs,’above).

PPPs
One way of building expensive public works is through
the public-private partnership, or PPP. The
government contracts with a private consortium,
usually including a design group, a contractor, and a
financial entity to both build and maintain a project.
The project will be designed, built, operated,
maintained, owned, and financed by the private sector
group, and the contract will commit the government to
make regular payments for the length of the contract,
possibly 40 years or more.

The advantage to the government is that the cost of
the project does not appear in the budget, and the debt
does not appear on the government’s books. The
advantage to the private sector is that they will receive
guaranteed and regular payments over the length of
the contract, thus ensuring their profit and facilitating
finance. 

While certain risks are assumed by the private
sector partner, it also has the opportunity to gain
additional profit from efficiencies. The government
has no opportunity for future savings.

Recent examples of PPPs are: the Abbotsford
Regional Hospital, the Sea-to-Sky Highway, the
Golden Ears Bridge, and the Canada Skytrain line. 

The Port Mann Bridge was to be built as a PPP, but
the $3 billion contract proved to be too large for the
private sector to finance. The bridge is now to be
financed through provincial debt, at a budgeted cost of
$1.8 billion. BC Hydro’s contracts with run-of-river
power generators contain some of the same features. 
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Another way of hiding these expenditures is to have
them undertaken by a Crown corporation, which then
has the debt on its books, not the government’s. The
theory here is that the income of the Crown
Corporation will pay it off, eventually. Or you can
arrange for the Crown Corporation to pay more of its
income to the government (see box ‘BC Hydro,’ below).

All of this will usually fail to reduce expenses to
match the money that you expect will come in, so this is
where you get really creative:

Look around to see whether any of the Crown
Corporations has financial reserves, and arrange for the
money to be transferred to the government’s general
revenue (see box ‘ICBC,’ page to the right).

Create a tax and claim it is revenue neutral, then
arrange for it to be regularly increased so that it
becomes revenue positive (see box ‘Carbon Tax,’ on the
next page).

Create a tax, claiming it is revenue neutral, in total,
but it is paid by consumers rather than business. Assure
the voters that business will reduce its prices to make
up for the extra tax they are paying. If all else fails,
arrange the timing of payments from the federal
government so that they make the final figures come
out looking good (see box ‘HST’, next page). 0
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BC Hydro
It’s not your parents’ low cost electricity provider any
more. Besides being ordered by the government to
contract with private power corporations for ‘green’
power on long-term contracts, BC Hydro also pays
regular dividends to the government. 

Unfortunately, these ‘green’ power contracts specify
prices that are somewhat higher than BC Hydro’s
power costs from their ‘legacy’ dams. This reduces BC
Hydro’s profits; but the rate of return on equity is
determined by the BC Utilities Commission, and is set
to be comparable with Terasen Gas Inc.

Interestingly, in December BCUC granted Terasen
an increase in its rate of return from 8.47% to 9.5%. It
is expected that BC Hydro will be granted a similar
increase, thus improving the return to the government. 

ICBC
This is another Crown Corporation (like BC Hydro)
from which the provincial government takes a regular
dividend. However, that’s not the whole story.

ICBC writes two kinds of automobile insurance—
the compulsory coverage (public liability, etc) and the
optional coverage (collision, comprehensive, etc).
Separate books are kept for compulsory and optional
coverage, recording the profits and capital
requirements for each.

In 2004, ICBC was starting to accumulate profits
on the optional coverage business to the extent that it
had more capital reserves than it needed. The
company suggested to the government that some of
the money could be returned to drivers as a sort of
one-time claims-free dividend. But the Liberal
government said no—it had opposed the idea when the
NDP did it. And they may have thought that it would
give ICBC an unfair advantage over the private
insurance companies who compete with ICBC in
offering optional coverage.

So the government required ICBC to charge enough
for optional coverage to continue to accumulate capital
reserves. These rates turn out to be similar, or even a
little more, than the private companies would charge.

Fast forward to the 2010 budget. ICBC’s
accumulated optional coverage reserves were too
tempting for the government, faced with mounting
deficits, to ignore. They ordered ICBC to transfer $778
million to the general revenue fund over the next three
years.

So, in fact, motorists who purchase their optional
coverage from ICBC have been paying a substantial
and invisible tax as part of their premiums all along.
And that amount—$778 million—shows what
potential profit there is in the auto insurance business.
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Editorial - Structural
Deficit
The British Columbia government, led by Gordon
Campbell, has presented its budget for the 2010–2011
financial year to the legislature. Just like the federal
budget, and the budgets of most capitalist nations, it
shows a deficit, sizeable compared to any previous
deficit. It also predicts that the deficit will be slain in a
couple of years, and BC will return to ‘balanced’ budgets,
the holy political grail of conservative governments. This
achievement depends, of course, on predictions of BC’s
economic growth.

The deficit arises, naturally enough, from not
collecting enough revenue to cover the services the
government must deliver. Why is there not enough
revenue? Well, there are two major sources: taxes on
people and corporations amounts to a little less than half
of the revenue, and the rest comes from natural resource
royalties and charges, MSP premiums, various fees and

charges including post-secondary tuition, transfers from
the federal government, and revenue from Crown
corporations (BC Hydro, Liquor Distribution, Lotteries,
and ICBC). The total is about $39 billion.

And what are the services to be paid for? Mainly
health care, schools, post-secondary institutions, and

The Harmonized Sales Tax
According to the government’s three year fiscal plan,
the HST will not yield significantly more annual
revenue to the provincial government than the Social
Services Tax it replaces. Its main effect, then, is to
transfer liability for some $2 billion of the tax from
business to consumers (with the expectation that
business will reduce their prices to compensate).

So how can the change-over to the HST affect the
provincial budget? 

The answer lies in the $1.6 billion payment to be
made to the Province by the federal government as a
contribution to the transition.

The original agreement between these two
governments specified that $750 million was to be paid
to BC at a date expected to fall within the 2009/10
fiscal year, which ends on March 31, 2010. However,
the 2010 three year fiscal plan now shows that only
$250 million will be received by BC within the
2009/10 fiscal year, with $789 million in 2010/11 and
$580 million in 2011/12. 

The two governments appear to have modified the
deal so that some $500 million is to be paid later than
originally anticipated. Thus the 2009/10 deficit, shown
as $2.775 billion, is in fact $500 million more than it
need be, while the 2010/11 deficit, shown as $1.715
billion, would have been $2.110 billion without this
shift of federal government payments. Similarly, the
2011/12 deficit would have been  $1.050 billion, not
$945 million as shown.

In other words, the original estimated deficits would
have gone from $2.275 billion to $2.110 billion to
$1.050 billion to $145 million in 2012/13. The revised
figures, with $500 million shifted to later years, were
$2.775 billion to $1.715 billion to $945 million to $145
million in 2012/13. 

Maybe someone felt that the revised figures were
more credible than the original ones. After all, a budget
is all in the optics.

The Rising Carbon Tax
This is a classic case of trying to kill two birds with one
stone. Or maybe, as it turns out, more than two.

Originally, the carbon tax was advertised as
‘revenue neutral’. The funds that were collected by the
government by way of a charge on retail sales of fossil
fuels were to be returned to taxpayers and businesses
by way of refundable income tax reductions. 

The carbon tax is, of course, supposed to act as a
disincentive for the consumption of fossil fuels; it is
currently based on $15 per tonne of CO2 equivalent
emissions, rising by $5 every July 1 to $30 per tonne
in 2012 (what happens after that isn’t clear). 

In the 2009/10 budget, estimated revenue from the
carbon tax was $2.27 billion over three years.
However, it appears that last year the tax revenue was
not sufficient to cover the income tax reductions. 

This year the rising tax allows for budget estimates
of a revenue of $1.1 billion by 2012/13. Now that
should take it beyond the revenue neutral stage! (And
there are industrial CO2 and methane emissions,
particularly from oil and gas production, on which the
tax has not yet been levied.)
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social services. Add in the cost of running the various
government departments (say $6 billion), and the total is
about $40.6 billion. The difference between the two is
the deficit for this year.

A Structural Deficit?
How did this deficit develop? Last year, the total revenue
was about $37 billion, and the total expenditures (not
counting ‘capital ‘ expenditures, which we will get to
later) were about $39.7 billion. And as we all know, last
year was a bad year for the world economy.

British Columbia’s economy was vulnerable to the
worldwide turndown, because of its apparent reliance on
revenues from the production and export of natural
resources, such as oil and gas, wood, pulp, and electricity.
Taxation on the production of these commodities used to
be a dependable source of government revenue, but no
longer; not only are markets less predictable, and market
competition greater, but we also face competition from
other provinces (such as Alberta) and nations (like the
US), which are willing to undercut our taxation to poach
our industries. 

There’s nothing special about our commodities. We
don’t process them; they aren’t inherently superior to
anyone else’s; we export raw gas and raw logs.

Meanwhile, BC being the ‘best place on earth’ (to
borrow a buzz phrase) the province’s population keeps
increasing. The growth is largely urban, the population is
getting older, and it demands more and better services.
While the cost-efficiency of providing these services
could be reduced, there’s not all that much scope for
savings, and anyway any improvements would require
planning and further investment.

So the provincial deficit can only grow, unless we raise
taxes. It is structural, and fundamental to the economic
structure of the province, as planned by the government.

Economic Planning
Or not planned, as the case may be. In fact, the current
government, over the nine years it has been in office, has
failed to put forward an economic vision. It may even be
ideologically opposed to planning.

Rather, it has been formulaic, reactive, and
unimaginative. It has done only what it had to do, and

failed in leadership and initiative. 
It has been formulaic: reduce corporate taxes, and

investment will be encouraged; reduce personal taxes,
and the voters will return you to office; reduce ‘red tape’
(which is intended to protect consumers, employees, and
the environment) and business will grow; hold the
Olympics, and everyone will have a good time and forget;
obfuscate, and lie if necessary, and they will have nothing
to complain about; facilitate any investment, without
question, as long as it promises ‘jobs’.

(Of course, if taxes are reduced, as this government
has done, there is less government revenue to provide
services.)

This government has been reactive: drill for gas, and
the government will cut royalties; produce run-of-river
power, and BC Hydro will commit to pay a favourable
price for it; suggest a fish farm, and the government will
not worry about the effect on the wild fish; make a low-
ball offer for a railway, and the government will sell it to
you.

It has been unimaginative: assuming that BC’s
resource industries will continue to carry the province’s
economy, the government has failed to support research,
new industries, or new economic directions; seeing the
province only as a storehouse of resources to be
exploited, the government has failed to see the value of
its environment; seeing BC as an undeveloped country,
the government has failed to understand the creative
economics of one of the world’s great cities. 

As a result, this government is living in British
Columbia’s past, both in its policies and its finances. To
succeed in today’s world, it must actively live in the
future, and justify its share of the province’s economy.

Instead, BC’s government has become an
underfinanced part of the service sector. The result is a
structural deficit, and a government that is
unsustainable. 0
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