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Foreword

| am pleased to present my 2008 Report — Volume 2 to the Legislative Assembly. This Report
focuses on understanding the Government’s finances. Later this year, | will present Volume 3.
Volume 3 will include the results of our work at government organizations with a fiscal year end

of March 31, 2008.

Regina, Saskatchewan Fred Wendel, CMA, CA
August 27, 2008 Provincial Auditor
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Understanding the Finances of the Government

Executive summary

For the year ending March 31, 2008, the Government’s financial condition
improved significantly.

In 2008, the Government had a record annual surplus of almost $1.9 billion that
was about $2.6 billion more than the Government expected. This large surplus
helped the Government reduce its net debt to a record low of $5.8 hillion in 2008.
Its net debt as a percentage of provincial GDP declined to a record low of 11%.

Interest bite (interest costs as a percentage of revenue) has also declined to a
record low of 7%. However, the total amount the Government owed at March 31,
2008 of $14.6 billion was only slightly down from $15.4 billion in 1994. In 2008,
interest costs of just over $800 million remained sizable as the Government’s
fourth largest expense after health, education, and social services and assistance.

The Government's infrastructure (tangible capital assets) has aged a bit faster
than their replacement. At March 31, 2008, the Government’s infrastructure was
about halfway through their useful lives. So that infrastructure is available to
deliver its services, the Government must carefully manage their maintenance and
replacement based on expected needs.

Over the last fifteen years, the Government’s revenue demand placed on the
economy remained static as a percentage of GDP. In 2008, revenues increased
by almost 20% from the prior year to about $12 billion. This increase was primarily
because of higher non-renewable resources revenues.

The 2008 dramatic increase in revenue shows Saskatchewan’s revenues can be
volatile. This volatility makes careful control of increases in government spending
vital because it is difficult to reduce or eliminate established services if a downturn
in the economy occurs. The Government needs a strong financial condition to
withstand potential swings in its revenues.

The Government, when compared to other provincial governments, has fallen
behind in reporting on the financial affairs of the entire Government. The
Government continued its focus on an incomplete financial picture—the General
Revenue Fund—as opposed to the entire government. In recent years, other
provincial governments increasingly use their summary financial results as the
principal means to show their accountability for the entire government. The
Government’s current financial reporting practices create confusion for legislators
and the public. Legislators and the public become uncertain as to which
information to use to judge the Government'’s financial performance.

Provincial Auditor Saskatchewan
2008 Report — Volume 2



Understanding the Finances of the Government

"3|qe|ieAe Jou S| elep suesw YN ‘¥

(dao [euiwou se 0} paiajal Aluowwod) uoiejul Joj paisnipe jou are sonsiels 4do TE yare Buipua spouad yiuow-aAjam] 1oy a|ge|ieAe jou

ale sonsners ‘suodal snoinald ul paonpold asoy ase saanesedwo) ‘(B35S ACD SIEIS WWw) SONISIEIS JO neaing uemayoreyses Aq paysiignd se Jeak sepusjed 1uadal 1sow ay) 199)}al sonsiels 4as '€

"T€ yose Buipus teak [eosiy ay) Joj Arewiwuns ueld aouewliopad pue 186png uemayoreyses Jo JUSWUISA0S) Wolj uonewlo| g
"€ yose\ Buipus Jeak [easy ay) 10} SIUBWISIRIS [eloueUl AJRWWNS SIUSWUIBA0S) BU) WO} PAALISP uonewlo| T

8T 6T 8T 8z 0z ford 8z LT V4 12 4} 9T 6T €€ L€ 1
6TS 6T €25 62 €7S 0'SS €6 €5 VIN v'T
L 8 6 otT rAs A €T €T T 8T 6T 0z 0z 44 €z T
6T 8T 6T 8T LT 8T 9T 8T 8T 8T 6T 8T (174 6T 8T €1
1T 9T 8T 1C 14 4 9z 144 82 1€ 1€ €€ 8¢ 154 Ly €1
800z  L00Z 900z GOOZ +00Z €00  ¢00Z  TOOZ  000C  666T  866T  L66T  966T  G66T V66T &Y
(sabejuaaliad ui)
T96'0S 2T8'Sy O0V9'zcy 29v'0F TZ8'9E 86V'VE <TCC'€E GIOL'EE 626'0€ 0S5'6C LLE'6C 8ET'6C T16L'9 9TL'WZ ¥06'CC €
15.'8  T.2'8 S¥6'8  LT6'6 VIN v'z
g9/'s  8T€'. T9L'. /8¥'8 8T€'6 GOE'6 GEL'8  8KZ'S 20L'8 80T'6 G8T'6  TIS'6  9S0'0T 229'0T 8SL'0T 1
T0.- €T €L1-  ¥8¢ VIN 7T
€/8'T V.S 6.9 8 00T-  ¥G9- €8~  T9¥ 90v 69 9ze SvS €95 T 182- 1
800z 100z 900z G00Z +00Z  €00CZ  ¢00Z 1TOOZ 000CZ  666T  866T .66  966T  G66T  ¥66T Ao

(stejjop 4o suoyjiw i)

(syuswiarers eloueUly ArewWwNS SJUSWUIBA0D) 3Y) WOJ) PaALIDP)

N

anuaAal 921N0S
-UMO O 94 B SE Slajsuel] JUSLUUIBAOS) [eiapa-

sjasse [endeo s|qibue) Jo 1509 Jo
9% Se sjasse |ended ajqibue) Jo anjea 4004 18N

3NU3A3I JO 04 B Se SIS0 1Salalu|
ddO 10 9% e Se anusAal 32IN0S-UMQO
ddo Jo 9% e se lgaq 18N

(d@o) 1npoud dnsawoq ssoi9
pajabpng - 1g2d BN

198Q 18N

pajabpng - (1oep) [enuuy
(youap) snidins [enuuy

ueMaydleyses 10) SI01edlpul 21WOoU023 pue [eloueul) A9y Jo Arewwng

Provincial Auditor Saskatchewan
2008 Report — Volume 2

(Q\



Understanding the Finances of the Government

Introduction

The Government’s audited Summary Financial Statements report on the
performance of the entire Government.

Information in this report is provided to enhance readers’ understanding
of the Government’s audited Summary Financial Statements and its
financial condition. The report explains the financial condition of the
Government for the year ending March 31, 2008 providing interprovincial
comparisons where possible.

Our Office recognizes the value of governments providing legislators and
the public with strong public reporting. Through strong public reports,
governments can make their operations clear and understandable. Strong
public reports help legislators and the public hold governments
accountable. As such, this report describes the importance of the
Summary Financial Statements. It also looks at the nature and extent of
information the Government published to aid legislators’ and the public’'s
understanding and assessment of the Government’s overall performance.

Understanding the Government’s 2007-08 financial
condition

A government’s financial condition reflects its financial health. Information
about a government’s financial condition provides insight into a
government’s management of its financial affairs and its performance.

This section describes the Government’s financial condition using the
Canadian Institute of Chartered Accountant’s three categories of
sustainability, flexibility, and vulnerability.* It describes each category and
its related indicators (in colour).

For each indicator, this section provides trend data for Saskatchewan,
highlights key trends, and, for selected indicators, compares information
for Saskatchewan to that of other provinces (where information is
available).

The Government’s Summary Financial Statements provide the basis for
the financial information used in this report. Also, this report uses key

! canadian Institute of Chartered Accountants. (1997). Indicators of Government Financial Condition, This research
report is available from the CICA website at www.cica.ca. (Accessed July 8, 2008).

Provincial Auditor Saskatchewan
2008 Report — Volume 2


http://www.cica.ca/

Understanding the Finances of the Government

financial information from summary financial statements of other
provincial governments. As current year data is not available from all
provinces at the time of writing this report, the report uses prior year data
when making interprovincial comparisons.

Appendix 1 provides a glossary of key terms used throughout this report.
Appendix 2 sets out additional financial information and analyses in the
form of questions and answers. Appendix 3 details the sources of
information, the methods used to collect and present the information, and
the limitations of the information presented in this report. Appendix 4
details revenues and expenses from 1991 to 2008.

Sustainability

Sustainability measures the ability of a government to meet its existing
program commitments and creditor requirements without increasing its
net debt.

Looking at trends for the following indicators provides useful insight into
the sustainability of a government’s revenue-raising and spending
practices:

. a government’s annual surplus or deficit

. a government’s spending

. a government’s net debt

. a province’s gross domestic product (GDP)

Annual surplus or deficit

The annual surplus or deficit shows the extent to which a government
spends less or more than it raises in revenue in one fiscal year. It shows
whether a government is living within its means. An annual surplus
means a government has lived within its means, whereas an annual
deficit means it has not.

Continued annual surpluses have helped the Government provide
services while giving it an opportunity to reduce its borrowing.

The annual surplus for the year ending March 31, 2008 was $1,873
million. Graph 1 shows the Government’s annual surpluses or deficits for
the last fifteen years. The Government has lived within its means for
eleven of those fifteen years (that is, the Government raised more
revenue than it spent in the year).

Provincial Auditor Saskatchewan
2008 Report — Volume 2



Graph 1
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The Government's annual surplus or deficit
from 1994 to 2008
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The 2008 annual surplus is almost $1.3 billion more than the prior year
and over $1 billion more than its previous record year (i.e., 2005). The
growth in the 2008 annual surplus compared to 2007 was primarily
because of increases in non-renewable resources revenues exceeding
increases in spending. In 2005, (the previous record-high year), the
higher annual surplus resulted primarily from increased transfers from the
Federal Government.

Total spending

Graph 2 shows that in 2008 the Government spent almost 77% of its total
spending of $9.9 billion in the following five areas: health (37%),
education (18%), social services and assistance (9%), interest (8%),
agriculture (5%). Spending in the remaining areas accounted for 23% of
the Government'’s total spending (other). Appendix 2 — graphs Jto L and
Appendix 4 set out spending trends.



Understanding the Finances of the Government

Graph 2

The Government's total spending by type as at March 31, 2008
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A government must manage its revenue-raising and spending practices in
the context of its provincial economy. Looking at GDP and debt provides
insights into these practices. GDP is a measure of the value of the goods
and services produced during a given year. GDP indicates the size of the
provincial economy.

Net Debt

Net debt is the amount that current and past generations of citizens leave
to future generations of citizens to pay or finance. It is the amount by
which total liabilities exceed total financial assets.

The steady and recent strong growth in Saskatchewan’s GDP has helped
the Government reduce its net debt.

Graph 3 shows Saskatchewan’s provincial economy has experienced
strong growth in the last five years (i.e., increases of more than $2 billion
over the prior year in each of these years).? The provincial economy, as
reflected by Saskatchewan’s GDP, grew steadily from $22.9 billion in
1994 to a new record high of $51.0 billion in 2008. This represents 122%
growth in the provincial economy. During the same fifteen-year period,
the consumer price index increased by 35%.°

2 Saskatchewan Bureau of Statistics for GDP at December 31. GDP statistics reflect the previous calendar year since
statistics are not available for twelve-month periods ending March 31. GDP is not adjusted for inflation (i.e., nominal
GDP).

% Consumer Price Index by Province, Statistics Canada, www40.statcan.ca, (Accessed June 28, 2008). See
Appendix 2 — Graph A.

Provincial Auditor Saskatchewan
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Graph 3 shows that the Government’s net debt declined from its high of
$10.8 billion in 1994 to $5.8 billion in 2008. Over the fifteen-year period
ending in 2008, the net debt burden on Saskatchewan taxpayers has
decreased by almost 47% from $10,668 per capita in 1994 to $5,707 per
capita in 2008.

Graph 3 Saskatchewan's GDP and the Government's net debtfrom 1994 to 2008
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Net debt as a percentage of provincial GDP

Net debt as a percentage of provincial GDP measures the level of
financial demands placed on the economy by a government’s spending
and revenue-raising practices. It provides a measure of how much debt a
government can afford to carry. The larger the economy, the more debt a
government can afford to carry.

Higher percentages mean a government is placing a growing debt burden
on taxpayers and it will need more future revenue to repay the debt.
Higher percentages can adversely impact the interest rate at which a
government can borrow (i.e., because of lower credit ratings)—Ilower or
decreasing percentages are better.

The steady downward trend of net debt as a percentage of provincial
GDP suggests the Saskatchewan economy can better sustain demands
that the Government places on it.

Graph 4 shows the net debt to GDP at March 31, 2008 was 11% down
from 16% in the prior year. The decrease from the prior year resulted

Provincial Auditor Saskatchewan
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Understanding the Finances of the Government

from a record annual surplus in 2008 along with strong growth in the
provincial economy.

Graph 4 The Government's net debt as % of provincial GDP
from 1994 to 2008
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Reduced net debt has contributed to better credit ratings for the
Government over the fifteen-year period ending March 31, 2008. The
Government had a credit rating of AA (low) in 2008 compared to BBB in
1994.* Better credit ratings mean the Government has more sources for
borrowing and can borrow at lower interest rates. Appendix 2 — graphs O
to R provides trends on the Government’s credit ratings and comparisons
with other provinces.

Net debt as a percentage of its provincial GDP — by province

Based on net debt as a percentage of GDP at March 31, 2007,
Saskatchewan continues to perform well when compared to its
counterparts.

Graph 5 shows that Saskatchewan had the third lowest net debt to GDP
ratio at March 31, 2007, following Alberta and British Columbia. This
ranking is consistent with prior years.

* Reflects Dominion Bond Rating Service (DBRS) rating for Province of Saskatchewan long-term debt (i.e., bonds
and debentures). The DBRS® long-term debt rating scale from AAA to D gives an indication of the risk that a
borrower will not fulfill its full obligations in a timely manner. DBRS ratings are publicly available at www.dbrs.com.

n Provincial Auditor Saskatchewan
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Graph 5
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Net debt as % of GDP as at March 31, 2007 by province
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Flexibility

Flexibility measures the degree to which a government can increase
financial resources to respond to rising commitments either by expanding
its revenue or by increasing its net debt.

Looking at trends for the following indicators provides insight into a
government’s flexibility:

. a government’s own-source revenue
. a government’s investment in tangible capital assets
. a government's interest costs

Own-source revenue as a percentage of provincial GDP

A government’'s own-source revenue as a percentage of provincial
GDP shows how much revenue from the provincial economy a
government raises through taxation and users fees. High percentages or
increases in percentages mean a government is placing higher demands
on its provincial economy — its demands are outpacing growth in the
economy. This can make future increases in taxes or user fees difficult.

Graph 6 shows that own-source revenue as a percentage of provincial
GDP has remained fairly constant since 1994. This ratio was 19% at
March 31, 2008, up from 18% in the prior year. As shown in Graph 3, the
provincial economy has grown steadily over the last fifteen years with
stronger growth in the last five years.

In general, over the last fifteen years, the pace of increases in the

Government’s own-source revenue (i.e., revenue raised from within the
Province) has continued to match increases in the size of the provincial
economy. The consistency in the percentage over the last fifteen years

Provincial Auditor Saskatchewan
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means that the Government has not significantly changed its demands on
the provincial economy over this time.

Graph 6 The Government's own-source revenue
as % of GDP from 1994 to 2008
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Saskatchewan’s own-source revenue has grown steadily. It increased

from $4.1 billion in 1994 to $9.9 billion in 2008.> The main contributors to

increases in own-source revenue between 1994 and 2008 are as follows:

. taxes increased $2.2 billion (primarily because of increases in the
following taxes: $0.9 billion in individual income, $0.5 billion in
corporate income, $0.3 billion in corporate capital, and $0.3 billion
in sales)

* revenue from non-renewable resources increased $1.9 billion
(primarily because of increases of $1.3 billion in oil royalties and
$0.4 billion in potash royalties)

. other own-source revenue increased $1.7 billion (primarily
because of increases of $0.5 billion in fees, $0.5 billion in
investment income, and $0.3 billion in income from government
business enterprises)

Appendix 4 provides revenues by source from 1991 to 2008.

Own-source revenue as a percentage of its GDP — by province

At March 31, 2007, Saskatchewan, along with Nova Scotia and Prince
Edward Island, had the second highest percentage ratio of own-source
revenue as a percentage of provincial GDP. At the same time,

® Own-source revenue is total revenue less federal government transfers.

- Provincial Auditor Saskatchewan
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Understanding the Finances of the Government

Saskatchewan had the third lowest ratio of “taxes and other revenue” as a
percentage of provincial GDP.

Graph 7 provides a breakdown of revenue of each province by “taxes and
other revenue” and “non-renewable resource revenue.” It ranks the
provinces by “taxes and other revenue.”

Saskatchewan, in common with other provinces, continues to rely
primarily on “taxes and other revenue” as its primary source of own-
source revenue. In 2007, Saskatchewan’s ratio of taxes and other
revenue as a percentage of its GDP dropped to 14% from 15% in 2006.
In 2006, in common with BC, Ontario, and Newfoundland and Labrador, it
had the second lowest ratio.

Graph 7 also shows the six provinces (i.e., British Columbia, Alberta,
Saskatchewan, New Brunswick, Nova Scotia, and Newfoundland and
Labrador) with “non-renewable resource revenue.” For Alberta, this
source of revenue made up almost one-third of its total own-source
revenue.

Graph7 Own-source revenue as % of GDP
as at March 31, 2007 by province
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Net book value of tangible capital assets as a percentage of cost

Governments invest billions of dollars in tangible capital assets such as
buildings, equipment, roads, and dams. Governments use these assets to
deliver government services and provide infrastructure to support
economic activity.

Provincial Auditor Saskatchewan -
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Understanding the Finances of the Government

The net book value of tangible capital assets as a percentage of cost
of tangible capital assets® measures the extent to which a government
is maintaining or failing to maintain the tangible capital assets it needs to
deliver services. Increases in ratios means a government is enhancing or
improving its tangible capital asset base. Decreases in ratios means a
government is delaying the replenishment of its essential tangible capital
assets. Delays in investing in tangible capital assets may improve
financial results in the short term but lead to increased financial burden on
future taxpayers because of higher costs for maintenance or asset
replacement. Also, tangible capital assets in poor condition may diminish
service delivery.

The Government had significant tangible capital assets with a net book
value of $4.4 billion at March 31, 2008.

In 2008, the Government bought $548 million of tangible capital assets
and assumed control over $79 million of tangible capital assets for a total
increase in cost of $627 million.’ During 2007-08, its assets decreased in
value by $317 million through age and use (i.e., amortized or
depreciated).

Graph 8 shows that on average the Government’s tangible capital assets
are about halfway through their useful lives. The downward trend from
2001 to 2006 shows the Government'’s tangible capital assets aged faster
than they were replaced. The relatively constant percentage since 2006
shows the Government’s replacement of assets matched their reduction
in value because of age and use.

® In the CICA Statement of Principle: Indicators of Government Financial Condition (December 2007), this indicator
replaces the indicator of “annual percentage increase in net book value of tangible capital assets”.

! During 2007-08, the Government acquired a controlling interest in Big Sky Farms Inc. Its share of Big Sky Farms
Inc. tangible capital assets was $79 million.

- Provincial Auditor Saskatchewan
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Understanding the Finances of the Government

Graph 8 Net book value of tangible capital assets as a % of cost of tangible capital
assets from 2001 to 2008
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Comparisons by province are not provided because complete information
on tangible capital assets is not yet available for all provinces.

Interest costs as a percentage of total revenue

The amount of interest costs (debt charges) as percentage of total
revenue (sometimes called the “interest bite”) shows the extent to which
a government must use revenue to pay for interest costs rather than pay
for services. The more money a government pays for interest costs, the
less money it has to pay for services. For the interest bite, a lower ratio or
decreasing trend means the government has more money available to
pay for services.

Graph 9 shows a significant decline in interest costs as a percentage of
revenue—a downward trend is positive. This decrease in the interest bite
resulted primarily from increased revenue along with lower interest costs.
The Government’s revenue has more than doubled over the fifteen-year
period ending March 31, 2008 from $5.6 billion in 1994 to $11.7 billion in
2008. Over the same fifteen-year period, the Government'’s interest costs
have decreased by about one-third. Interest costs have decreased by
$466.4 million from $1.3 billion in 1994 to $818.6 million in 2008.8

Because of increased revenues and decreased interest costs, the amount
of revenue the Government used to pay interest has steadily declined. In

8 Interest costs are net of interest reimbursed from government business enterprises. In 2007-08, government
business enterprises reimbursements of interest were $253 million (2006-07: $258 million). In 2007-08, total interest
costs were $1,064 million (2006-07: $1,064 million).

Provincial Auditor Saskatchewan -
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Understanding the Finances of the Government

1994, the Government used 23 cents of every dollar of its revenue to pay
interest. In 2008, it used seven cents of every dollar of revenue—this was
a slight improvement from the prior year where it used eight cents of
every dollar of revenue. These reductions in interest costs have given the
Government more resources to provide services without having to
increase its revenue.

Graph 9 The Government's interest costs as
% of total revenue from 1994 to 2008
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Interest costs as a percentage of its total revenue — by province

At March 31, 2007, Saskatchewan’s interest costs as a percentage of
total revenue continued to rank in the mid-range when compared to its
counterparts.

Graph 10 shows that Saskatchewan, at March 31, 2007, tied with both
New Brunswick and Manitoba for third lowest at 8%. Saskatchewan has
been either fifth or sixth lowest since 2001. Consistently, Alberta has
been the lowest and British Columbia the second lowest.

- Provincial Auditor Saskatchewan
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Graph 10

20

Understanding the Finances of the Government

Interest costs as % of total revenue
as at March 31, 2007 by province
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Vulnerability

Vulnerability is the degree to which a government is dependent upon,
and thus, vulnerable to sources of revenue outside of its control or
influence. This indicator measures the extent to which a government can
manage its financial affairs without having to rely on others.

Looking for trends in federal transfers provides insight into a
government’'s dependency on outside revenue.

Revenue from Federal Government transfers

Federal Government transfers are a significant source of revenue for
provincial governments including Saskatchewan.

Provincial governments have no control over the amount of federal
transfers they get each year. For example, the Federal Government
calculates the amount of equalization transfers by comparing the ability of
provincial governments to raise revenue. Its calculation takes into account
the performance of provincial economies relative to each other. The size
of the provincial economy in any given year relative to other provinces
significantly affects the annual amount of the equalization transfers.

Provincial governments can be at risk if they place too much reliance on
this source of revenue to pay for their services. Governments typically
find it difficult to reduce or eliminate established services. Unexpected
reductions in federal government transfers could impair a provincial
government’s ability to deliver its services. Significant shifts in federal

Provincial Auditor Saskatchewan -
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Understanding the Finances of the Government

transfers make it more challenging for the Government to make long-term
decisions about service delivery.

Graph 11 shows that Federal Government transfers to Saskatchewan
increased to $1.8 billion in 2008 from $1.5 billion in 1994. The amount of
transfers fluctuated significantly during this period from a low of $675
million in 1998 to a high of $2.0 billion in 2005. Fluctuations occurred in
both equalization and other federal transfers.® In 2005, the Government
recorded a $582 million one-time equalization transfer. In 2008,
Saskatchewan received another one-time equalization payment of $226
million. The other federal transfers remained substantially unchanged
from the prior year.

Revenue from Federal Government transfers
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Federal Government transfers as a percentage of own-source revenue

Federal Government transfers as a percentage of own-source
revenue shows the extent to which a government is dependent on money
from the Federal Government to operate. A government showing
increasing trends is becoming increasingly dependent on federal money
to operate—that is, changes in the levels of Federal Government
transfers would have a greater impact on that government’s ability to
deliver expected services.

® Other federal transfers are intended to help pay for the costs of such services as health, education, and agriculture.
Other federal transfers include Canada Health transfers, Canada Social transfers, and transfers for education and

agriculture.
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The continued increase in the Government’s own-source revenue has
helped the Government become less dependent on money from the
Federal Government. It is less vulnerable to the impact of changes in
federal transfers on the Government’s ability to deliver its services.

Graph 12 shows that, over the fifteen-year period, Federal Government
transfers as a percentage of Saskatchewan’s own-source revenue have
generally decreased by more than one-half (that is, from 37% in 1994 to
18% in 2008). The decrease has resulted primarily from increases in own-
source revenue over this period.

As previously noted, almost one-third of the increase in Saskatchewan'’s
own-source revenue over this fifteen-year period was from non-renewable
resource revenue (primarily from increased prices in oil and potash).°
Because of how equalization is calculated, increases in non-renewable
resource revenue have resulted in decreases in federal equalization
transfer revenue. Appendix 2 — Graph H compares trends of federal
equalization transfers and oil revenue.

Federal Government transfers as % of Saskatchewan Government own-source

revenue from 1994 to 2008
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Federal Government transfers as a percentage of own-source revenue - by
province

Based on federal transfers as a percentage of own-source revenue at
March 31, 2007, Saskatchewan is less dependent on federal transfers
than most other provinces.

19 Non-renewable resources are commodities whose prices are set by worldwide markets beyond the Government's

control.
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Graph 13

70

Graph 13 breaks down Federal Government transfers into three types:
other federal transfers, equalization, equalization offset arrangements.
Graph 13 shows that Saskatchewan was third lowest of the ten provinces
for reliance on federal transfers. This ranking is consistent with the prior
year.

Federal Government transfers as % of own-source
revenue as at March 31, 2007 by province
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As previously shown in Graph 7, Alberta, British Columbia,
Saskatchewan, and Newfoundland and Labrador have significant “non-
renewable resources” revenue. Graph 13 shows that Alberta, British
Columbia, and Saskatchewan receive no or low federal equalization
transfers. For these provinces, increases in oil and gas revenue have
resulted in decreases in federal equalization transfer revenue.

The situation differed for two provinces with non-renewable resource
revenue (i.e., Newfoundland and Labrador and Nova Scotia). These
provinces receive additional equalization offset payments from the
Federal Government under an act of Parliament.** For these two
provinces, increases in their own-source offshore petroleum revenue
have not resulted in decreases in federal transfers related to equalization.

! Nova Scotia and Newfoundland and Labrador Additional Fiscal Equalization Offset Payments Act, Government of
Canada, June 2005. The Federal Government compensates Newfoundland and Labrador and Nova Scotia for lost
equalization payments resulting from higher offshore oil revenue.
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The importance of the summary financial information

Legislators and the public need current and understandable financial
information on the entire government to assess a government’s
performance. Provincial governments are responding to this need. Many
provincial governments across Canada have improved their summary-
level financial reporting dramatically in recent years.

In this section, we compare the nature and extent of summary-level
financial reporting of other provinces to Saskatchewan'’s reporting.

Most governments publish a summary financial plan (budget), periodic
interim reports, and audited summary financial statements with
accompanying discussion and analysis. Summary-level financial reports
combine the financial activities of all agencies of a government. These
reports provide the following key financial information:

. a snapshot of a government’s financial position
. the results of its activities for the reporting period (e.g., year)
. the amount of revenue raised in the reporting period, the amount

spent in the period or year, and the difference between these
amounts (i.e., surplus or deficit)

the amount it borrowed and repaid in the reporting period

how it used its resources

a comparison of its actual results to its planned results (based on
the summary financial plan)

Saskatchewan’s summary-level financial reporting
practices

The size and the nature of the Government of Saskatchewan, as with
other governments, is dynamic. Its operations are the sum of many parts.
At March 31, 2008, the Government of Saskatchewan carried out its
operations through over 280 different agencies. These agencies include
government ministries (such as Health and Education), Crown
corporations (such as SaskPower and SaskTel), boards (such as the
Workers Compensation Board), commissions (such as the Legal Aid
Commission), and special purpose funds (such as the General Revenue
Fund).

Provincial Auditor Saskatchewan -

2008 Report — Volume 2



Understanding the Finances of the Government

For the year ending March 31, 2008, Saskatchewan published a
summary financial plan, a mid-year interim report, and annual audited
summary financial statements with accompanying discussion and
analysis.

While the Government publishes financial statements for most of its
various agencies, only the summary-level reports provide a complete
picture of the financial affairs of the entire Government.

Because of their completeness, summary-level financial reports should be
the primary source of information for assessing and understanding the
financial condition of a government. Unfortunately, in Saskatchewan, they
are not.

In Saskatchewan, the Government publishes summary-level financial
reports together with financial information on the General Revenue Fund
(GRF). ** As Table 1 shows, in many of its publications, the Government
focuses on the financial activities of the GRF as opposed to those of the
entire government (summary level).

Table 1 Examples of financial reporting with GRF focus

Saskatchewan Provincial Budget — Budget Summary (Budget Summary) sets out the Government’s
“2008-09 Budget” and supporting documents. This publication includes two budgets:

e the Summary Financial budget (the financial plan of the entire Government)

e the General Revenue Fund (GRF) budget (the financial plan of the GRF)
The supporting documents included within the Budget Summary focus primarily on activities of the GRF.
These supporting documents provide limited information on activities of the entire Government.

Public Accounts 2007-08 Volume 1 Main Financial Statements includes the audited Summary
Financial Statements in Volume 1 of Public Accounts along with the GRF financial statements and other
financial information.™® The Government describes its main financial statements as being both the GRF
financial statements and the Summary Financial Statements.**

June 27" 2008 news release announces the release of the 2007-08 Public Accounts.™® The release
highlights the financial results of the GRF (e.g., GRF surplus $641.4 million) and does not refer to the
financial results of the Summary Financial Statements (e.g., annual surplus of almost $1.9 billion).

2 The General Revenue Fund is a special purpose fund that the Government uses to pay for some of its services. By
law, the Legislative Assembly must approve the spending from the General Revenue Fund. The spending is set out
each year in the Estimates (an annual budget).
13 public Accounts 2007-08 Volume 1 Main Financial Statements is available with the remaining Public Accounts at
http://www.gov.sk.ca/finance/paccts. (Accessed July 8, 2008)

Government of Saskatchewan. (2008). Public Accounts 2007-08 Volume 1 Main Financial Statements, Regina. p.4.
!5 News release is available at http://www.gov.sk.ca/news?newsld=674250c9-9803-462f-b3a2-230b485842c3
(Accessed July 8, 2008)
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The Government’s practice of focusing on the GRF instead of the
summary-level provides legislators and the public with an incomplete
financial picture. The GRF is a special purpose fund; it does not include
the activities of the entire Government. Significant activities are carried on
outside of the GRF such as those of its Crown corporations. Also, for at
least twenty years, our Office has reported serious concerns with the
accuracy of the financial statements of the GRF that significantly impair
their usefulness.*®

The Government’s current financial reporting practices create confusion
for legislators and the public. Legislators and the public become uncertain
as to which information to use to judge the Government's financial
performance.

Furthermore, this practice is not consistent with that of other provincial
governments. Only Saskatchewan does not use summary-level financial
information as the primary focus to inform legislators and the public of its
financial plans and results. Other provincial governments have moved or
are moving to use summary- level financial reports as the basis to explain
their government’s financial picture.

Recent key financial publications and related news releases of other
governments focus first on the summary reporting entity. When these
governments provide additional information, it is evident that the
information is in addition to the summary-level information.

Most other provinces include only the audited summary financial
statements in their Volume 1 of Public Accounts (or equivalent).
Manitoba, like Saskatchewan, included two sets of audited financial
statements in its 2007 Annual Report but unlike Saskatchewan clearly
stated its intent to “...focus more attention on the summary results of the
government reporting entity...”. "’

Legislators and the public should question the Government’s continued
focus on the GRF and insist the Government provide them with better
information on its entire operation. To be in common with the financial
reporting practices of other provinces, Saskatchewan needs to change. It

'8 provincial Auditor. (December 2007), 2007 Report: Volume 3 Report of the Provincial Auditor to the Legislative
Assembly. Chapter 9 — Finance. pp. 124 — 127.

" Government of Manitoba. (2007). Province of Manitoba Annual Report for the year ended March 31, 2007,
Winnipeg.
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should use its summary-level financial reports as the starting point when
discussing its financial plans and results.

1. We recommend that the Government use the summary
reporting entity as the primary basis for reporting its financial
plans and results.

Summary-level financial plans

A summary-level budget presents a complete picture of how a
government expects to operate as a whole. That is, it includes the
combined planned financial results of all organizations that a government
controls and uses to provide goods and services to the public. It presents the
expected total costs of providing those services along with how the
government plans to pay for those services.

Since 2004-2005, the Government has published a summary-level
financial plan (summary budget). Each year, the Government’s summary
budget sets out the planned annual surplus, and estimated debt. It
provides this by the Government’s various agencies and overall. Also, the
summary budget includes estimated pension liabilities and the total
capital assets that the Government plans to buy.

The summary budget does not include any detail on the Government’s
planned revenues and expenses. Because the summary budget does not
provide this level of information, it does not set out where and how the
Government plans to collect and spend taxpayer’s money.

The 2008-09 summary-level budgets of all other provinces set out the
expected revenues by type and expenses by program category.

Providing detail on revenues and expenses assists legislators and the
public in understanding the services the Government plans to deliver and
how the Government plans to finance those services.

2. We recommend that the Government include a statement of
operations with estimated revenues and expenses in its
summary financial budget.

- Provincial Auditor Saskatchewan
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Interim reporting of financial information

Timely interim financial reporting improves the ability of legislators and
the public to understand a government’s financial condition during the
year.

During 2007-08, seven of the ten provinces published summary-level
interim financial results. Four of these provinces published on a quarterly
basis, one province published monthly, one province published semi-
annually, and Saskatchewan published a mid-year report. In addition, for
many provinces, their summary-level budgets include a year-end
forecast.

The extent of interim financial information provided varied significantly. As
Table 2 shows, for the most part the extent of information most provinces
provided was comparable to information in their summary-level budget. A
few provinces provided brief financial highlights, like Saskatchewan and
Quebec. Some, like BC, provided financial information comparable to that
in its summary financial statements along with detailed discussion and
analysis.

All provinces compared their forecasted results with their summary-level
budget. Three of the seven provinces also compared actual results-to-
date to budgeted results. Saskatchewan did not.

Table 2 Interim financial reporting practices by province
Jurisdiction Frequency General content Nature of financial comparisons
of interim CY: current year/reporting period
report PY: prior year/reporting period
YTD: yearto date
Saskatchewan | Mid-year - brief summary statement of surplus - full year: CY budget; CY forecast,
and debt variance
British Quarterly - detailed financial information using - YTD: PY actual, CY budget, CY
Columbia format similar to summary financial plan | forecast, variance

and summary financial statements

- discussion of key risks and reasons
for significant variances

- set out changes in detailed revenue
and expense assumptions from budget

- full year: PY actual, CY budget, CY
forecast, variance

Provincial Auditor Saskatchewan
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Jurisdiction Frequency General content Nature of financial comparisons
of interim CY: current year/reporting period
report PY: prior year/reporting period
YTD: yearto date
Alberta Quarterly - detailed financial information using - YTD: PY actual, CY actual
format similar to summary financial plan
and summary financial statements - full year: CY budget, CY forecast
-sets out changes in key assumptions
from budget
Manitoba Quarterly - summarized total revenues, - YTD for ‘core government’: PY actual,
expenses, and net income with reasons | CY actual, CY budget, variance
for variances
- full year: PY actual, CY budget, CY
- detailed revenue and expense forecast, variance
information on “core government” with
less information on “other reporting
entities”*®
Ontario Quarterly - detailed financial information using - full year: PY actual, CY budget, CY
format similar to summary financial plan | forecast
and summary financial statements
Quebec Monthly - brief financial summary with narrative | - month: PY actual, CY actual, variance
- results of large entities provided on - YTD: PY actual, CY actual
net basis - full year: CY budget, CY forecast
Nova Scotia Semi-annual | - detailed financial information using - full year: CY budget, CY forecast,

format similar to summary financial plan
and summary financial statements

- sets out reasons for variances.

variance

Since our 2005 Report — Volume 2, we have encouraged the Government
to expand its reporting of results compared to its plan. In our 2007 Report
— Volume 2, we recommended that the Government publish actual and
forecasted results compared to its financial plan for the entire
Government in each quarter.

'8 The Government of Manitoba defines “core government” as a component of the government reporting entity and
those programs and services delivered by government ministries and revenues directly under the government’s

control.
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In January 2008, the Standing Committee on Public Accounts did not
accept our recommendation. Rather the Committee directed the Ministry
of Finance to review the implications of reporting year-to-date actual
results as opposed to only forecasted results for the General Revenue
Fund (GRF) on a quarterly basis.

Providing better financial reports for the GRF is not a suitable substitution
for better reporting for the entire government.

We continue to recommend the Government publish, each quarter, actual
and forecasted results compared to its summary financial plan.

Financial statement discussion and analysis

In June 2008, for the first time, the Government published some financial
statement discussion and analysis along with the audited Summary
Financial Statements.

The Public Sector Accounting Board of the Canadian Institute of
Chartered Accountants (CICA) encourages governments to include
financial statement discussion and analysis (FSD&A) with their summary
financial statements.*® Providing FSD&A helps legislators and the public
to understand a government’s financial position and results and can lead
to more-informed decisions and judgments. FSD&A also assists a
government to show its accountability for resources entrusted to it.

Upon comparison of the Government’s FSD&A to the CICA suggested
information, we found it was a reasonable start. However, it does not yet
include information on the following suggested areas:

. significant changes and events, and key risks and uncertainties
that impacted its financial results from the prior year, last report,
and plan

* robust analysis of trends and key financial statement items

including revenue by source and expenses

The Government’'s FSD&A includes limited budget to actual variance
analysis. It is limited due to the brevity of the information included in the
Government’s summary budget.

19 Statement of recommended practice — Financial statement discussion & analysis, CICA Public Sector Accounting
Board, June 2004
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Six other provinces published FSD&A along with their 2007 audited
summary financial statements. The information provided by three of these
provinces satisfies most of the information suggested by the CICA.

We look forward to the Government’s further progress in expanding its
FSD&A at the summary-level.

- Provincial Auditor Saskatchewan
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Appendix 1 — Glossary of key terms

Annual surplus (deficit) — is the difference between revenue and
expenses in one year.

Accumulated deficit — is the sum of all annual deficits and surpluses to
date. The accumulated deficit is equal to the total liabilities less
the total assets.

Amortization — The amount a tangible capital asset is reduced each year
to reflect its loss of value through age and use, sometimes
referred to as depreciation.

Commodity — Any good exchanged in trade. Usually refers to raw
materials and agricultural products traded principally based on
price.

Consumer Price Index (CPI) — is a measure of the change in cost of
living for consumers by looking at the general price of goods and
services used by the average consumer. Goods and services
include energy, food and beverages, housing, apparel,
transportation, medical care, and entertainment.

Financial assets — are cash and other assets convertible to cash and not
intended for use in the normal course of operations, but which
could provide resources to pay liabilities or finance future
operations. Examples of financial assets include investments in
government business enterprises, marketable securities, and
inventories for resale.

Government business enterprises — are self-sufficient Crown
corporations that have the financial and operating authority to sell
goods and services to individuals outside of a government and to
non-governmental organizations as their principal activity.
Examples include SaskPower, SaskEnergy, SaskTel, and the
Liquor and Gaming Authority.

Government’s financial condition— is a government’s financial health
as assessed by its ability to meet its existing financial obligations.

Government service organizations — are organizations controlled by a
government that are not government business enterprises.

Provincial Auditor Saskatchewan -
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Gross domestic product (GDP) — is a measure of the value of the
goods and services produced in a jurisdiction in one year.

Interest bite — measures interest costs as a percentage of revenue and
is an indicator of the state of a government’s finances. The
indicator shows the extent to which a government must use
revenue to pay interest costs rather than to pay for programs and
services.

Liabilities — are amounts owed. Liabilities include bonds and debentures,
unfunded pension liabilities/obligations, and a variety of other
payables and claims.

Net assets — is when total financial assets exceed total liabilities.

Net book value — the amount of net assets recorded in the books of
accounts or financial statements. For example, the net book value
of tangible capital assets is the recorded value of the assets less
the total accumulated amortization related to those assets.

Net debt — is when the total liabilities exceed total financial assets.

Non-financial assets — are assets not readily convertible to cash.
Examples include tangible capital assets, inventories for
consumption, and prepaid expenses.

Own-source revenue — is the revenue raised by a provincial government
from sources within the province and, thus, excludes Federal
Government transfers.

Ratio — a comparison between two numbers. For example, the ratio of
net debt per capita is the amount of net debt divided by the
population. Any fraction, quotient, proportion, or percentage is a
ratio.

Summary financial budget- is a report of the combined planned
financial results of all organizations that a government controls
and uses to provide goods and services to the public. Government
organizations included in the statements include ministries, Crown
corporations, agencies, boards, and commissions.

Summary financial statements — is a report of the combined actual
financial results of all organizations that a government controls

Provincial Auditor Saskatchewan
2008 Report — Volume 2



Understanding the Finances of the Government

and uses to provide goods and services to the public. Government
organizations included in the statements include ministries, Crown
corporations, agencies, boards, and commissions.

Tangible capital assets — identifiable long-term assets that are acquired,

Provincial Auditor Saskatchewan
2008 Report — Volume 2

constructed or developed, and held for use rather than for sale.
Examples include land, highways, buildings, automobiles,
computer hardware and software, but exclude inventories, crown
land, and capital assets held by government business enterprises.
Tangible capital assets are a key component in the delivery of
government services and provide on-going value to the public.
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Appendix 2 — Additional financial information and
analyses

This appendix sets out additional financial information and analyses in the
form of questions and answers. This information is intended to assist
legislators, government officials, and the public to understand the
Government’s finances.

1. Which items significantly affected the Summary Financial
Statements’ current year results compared to prior year
results?

In 2008, the Government’s revenue increased by $1.9 billion and
its expenses increased by $0.6 billion resulting in the annual
surplus increasing by a record amount of $1.3 billion from last
year.?° Appendix 4 provides further detail on revenues and
expenses.

The following items significantly contributed to the overall increase
of $1.9 billion in revenue:

. Taxation revenue was $249 million higher than last year.
This was mainly because of higher revenue from individual
income taxes.

. Transfers from the Federal Government increased $255
million from the prior year. This net increase was primarily
because of a one-time equalization federal transfer of $226
million.

. Non-renewable resource revenue increased $631 million
from the prior year. This net increase was mainly because
of increases in oil revenue of $346 million and potash
revenue of $271 million.

. Own-source revenues increased $250 million from the gain
on sale of the Government's interest in NewGrade Energy
Inc.

% Government of Saskatchewan. (2008). Public Accounts 2007-08 Volume 1 Main Financial Statements, Regina.
(Available at www.gov.sk.calfinance/paccts/paccts08/volume1-2007-08.pdf).
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The following items contributed to the overall increase of $0.6
billion in expenses:

¢

Health expenses were $306 million more than last year.
This increase was mainly because of increased salaries
and benefits costs, operating costs of regional health
authorities and the cancer agency, and nursing recruitment
costs.

Education expenses were $95 million more than last year.
This was mainly because of increased expenses for
teachers’ salaries and benefits, additional grants for
childcare facilities, and additional grants to the universities.

Social services and assistance expenses were $57 million
more than last year. This increase was mainly because of
increased grants to/for community-based organizations,
home care and foster care, and social housing.

Community development expenses were $34 million more
than last year. This increase was mainly because of grants
made under the Gaming Framework Agreement and
grants to rural and urban municipalities.

Economic development expenses were $35 million more
than last year. This increase was mainly because of
increased costs for uranium site clean up, ethanol fuel tax
rebates, and grants to foster economic development.

Environment expenses were $23 million more than last
year. This increase was mainly because of increased costs
for environmental clean up costs related to the Prince
Albert Pulp mill.

Protection of persons and property expenses were $35
million more than last year. This increase was mainly
because of disaster assistance costs for flooded areas and
increased costs for salaries and benefit costs.

Transportation expenses were $45 million more than last
year. This increase was mainly because of increased fuel
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and contract labour costs, and increased costs of salaries
and benefits.

How did the Government’s actual results compare against its

planned results for 2008?

Each year, the Government publishes its Summary Budget (i.e.,
the budget for the entire Government). Consistent with 2006 and
2007, the Government’s actual results for 2008 were considerably
better than planned. It had estimated an annual deficit of $701
million for 2008.% It recorded an annual surplus of $1,873 million
for a difference between planned and actual of $2,574 million.
Most of the difference resulted from unexpected increases in non-
renewable resource revenues, increased taxation revenue, an
unanticipated one-time equalization payment, and a gain on sale
of its interest in NewGrade Energy Inc.

How did the Government’s revenue raising and spending

compare with changes in inflation?

Graph A compares, over a fifteen-year period ending in 2008, the
percentage changes of the following: total revenue, total
expenses, Saskatchewan’s consumer price index (CPI), and gross
domestic product (GDP). The report does not adjust the revenue,
expenses, or GDP statistics for inflation.

Graph A shows that over this period “change in revenue” is lower
than “change in GDP”, and “change in expenses” exceeds
“change in CPI". This is consistent with the prior year.

L Government of Saskatchewan. (2008). Public Accounts 2007-08 Volume 1 Main Financial Statements, Regina.

p.22.
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4.

How did the Government’s net debt per capita compare with
other provinces?

Graph B shows each provincial government’s net debt as at
March 31, 2007 divided by that province’s population as of July 1,
2007.% A lower ratio is desirable.

Graph B shows that Saskatchewan had the third lowest net debt
per capita of the provinces at March 31, 2007. Only Alberta and
BC had a better net debt per capita. This is consistent with recent
years.

For the year ending March 31, 2008, Saskatchewan net debt per
capita was $5,707. Information for other provinces was not
available at the time of writing this report.

22 statistics Canada (updated July 11, 2008)
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Graph B
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What was the annual percentage change in Saskatchewan’s
GDP over the last fifteen years?

Graph C shows the annual percentage change in the
Saskatchewan economy as measured by the change in GDP
(unadjusted for inflation).?®

Graph C shows that the Saskatchewan economy fluctuated
significantly over the last fifteen years with strong growth since
2006.

Saskatchewan is a major exporter of goods and services; it
exports about 70% of what it produces.?* Key factors affecting the
Saskatchewan economy that are beyond the Government’s
control include:

. The state of international economic conditions (primarily
the United States because it consumes the majority of our
exports)

. the value of the Canadian dollar (primarily in comparison to

the United States dollar)

% saskatchewan Bureau of Statistics for GDP at December 31. GDP statistics reflect the previous calendar year
since statistics are not available for twelve-month periods ending March 31. GDP is not adjusted for inflation.
* Government of Saskatchewan. (March 2008). Saskatchewan Provincial Budget 2008-09 Ready for Growth,

Budget Summary, Regina. p.23.
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. price of commodities (e.g., non-renewable resources such
as oil, potash, and natural gas and agriculture commodities
such as crops and livestock)

¢ Canadian interest rates®
Graph C Annual % change in Saskatchewan's GDP, 1994 to 2008
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6. How did the size of Saskatchewan’s GDP compare with other
provinces?

Graph D shows that Saskatchewan’s GDP at December 31, 2007
was the fifth largest. It was significantly lower than that of Ontario,
Quebec, Alberta, and British Columbia, similar to Manitoba, and
higher than the Maritime provinces.? This is consistent with the
prior yeatr.

% Government of Saskatchewan. (March 2008). Saskatchewan Provincial Budget 2008-09 Ready for Growth,

Budget Summary, Regina. pp. 22-28.
% Statistics Canada, http://www40.statcan.ca/l01/cst01/econ15.htm. (Accessed July 11, 2008).
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Graph D December 31, 2007 GDP by province
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7. How did Saskatchewan’s GDP per capita compare with that of
other provinces?

Graph E shows GDP per capita using the provincial GDP at
December 31, 2007 divided by the population of the province at
July 1, 2007.%" A high ratio is desirable.

Graph E shows that Saskatchewan had the third largest GDP per
capita of the provinces. While this ranking is unchanged from prior
year, Saskatchewan had the second largest in 2005 and the third
largest from 2001 to 2004.

Graph E December 31, 2007 GDP per capita by province
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%7 statistics Canada, http://www40.statcan.ca/l01/cst01/demo02a.htm (Accessed July 11, 2008).
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8. Has the Government changed the extent of activity it carries
out through its government business enterprises?

Enterprise services reflect the financial activities of certain Crown
corporations referred to as government business enterprises.?
Graph F shows that from 1994 to 2008, enterprise services
revenue increased 121% (1993 to 2007 — 123%) and related
expenses increased 110% (1993 to 2007 — 117%)).

General services include the financial activities of the rest of the
Government. Over the same fifteen-year period, general services
revenue increased 105% (1993 to 2007 — 81%) and general
services expenses increased 69% (1993 to 2007 — 50%).

Graph F Percentage of change of revenue & expense
from 1994 to 2008
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The above amounts are not adjusted for inflation. For further
detailed information on trends in the Government'’s revenue and
expenses, see Appendix 4.

9. To what extent have the sales of large investments affected
the Government’s financial results?

Periodically, the Government has sales of large investments or
revaluations of investments. When sales do occur, the

% The Government's business enterprises financial results are included in the Summary Financial Statements.
(Government of Saskatchewan. (June 2008) Saskatchewan Public Accounts 2007-2008 Volume 1: Main Financial
Statements. Regina. pp. 84 -86)
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10.

Government recorded gains or losses in the given year. For
example, the Government recorded:

. a $250.1 million gain on sale of shares of NewGrade
Energy Inc. in 2008

* a $48.5 million loss as a result of a write down of its
interest in Meadow Lake Pulp Partnership Limited in 2006

. a $112 million gain from the sale of its remaining shares in
Cameco in 2002

. a $69 million gain from the sale of its interests in Saturn
Communications Limited and the Saskfor MacMillan
Limited Partnership in 2000

. a $175 million gain from the sale of shares in Wascana
Energy Inc. and the sale of the Bi-Provincial Upgrader in
1998

. a $615 million gain from the sale of shares of Cameco,

LCL Cable, and ISM in 1996

. a $189 million loss from the sale of shares in Cameco in
1992

What impact has oil revenue had on the Government’s
revenue?

Saskatchewan oil trades on the world market. Oil prices fluctuate
according to world supply and demand. Since 2001, the world
price of crude oil has generally increased substantially.*

Qil prices are beyond the control of the Government. Increased
prices have resulted in considerable increases in the
Government’s related revenue. Oil revenue is part of own-source
(non-renewable resource) revenue.

Graph G shows substantial growth in oil revenue since 2004 with
significant year-to-year fluctuations from 1994 to 2004.

2 Government of Canada. Analysis in Brief - Boom Times: Canada’s Crude Petroleum Industry, Statistics Canada,

Ministry of Industry (2006). p.6.
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Graph G Oil revenue from 1994 to 2008

2000

1665

1500 131
1125

907

1000 799 862___-,
691 640

$ millions

555

500

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Changes in Saskatchewan’s oil revenue have resulted in offsetting
changes in revenue from federal equalization transfers. The
Federal Government uses a formula to calculate equalization
transfers. The Federal Government includes 33 revenue sources
to calculate a provinces’ revenue-generating capacity. About one-
third of these sources directly relate to oil and gas revenue. For
provinces with significant oil and gas revenue, increases in this
revenue are almost completely offset by decreases in equalization
transfers.*

Graph H shows that the increases in Saskatchewan’s oil revenue
have decreased the amount of federal equalization transfers it has
received. For inter-provincial comparisons, see Graph 13.

% Equalization: Implications of Recent Changes, Michael Holden, Parliamentary Information and Research Service,
January 2006.
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Graph H Oil revenue and equalization transfers
from 1994 to 2008
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In 2005 and again in 2008, the Government received one-time
equalization transfers of $582 million and $226 million,
respectively. For further detailed information on trends in the
Government’s revenue, see Appendix 4.

11. What impact have gaming operations had on the
Government’s finances?

Graph | shows that since 1994, the Government has earned an
increasing amount of income from gaming.** From 1994 to 2008,
gaming income increased from $27 million in 1994 to $263 million
in 2004, decreased slightly to $234 million in 2006, and then
recovered to $271 million in 2008.

%1 The income from gaming is the gaming revenue after deducting expenses for gaming operations.
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Graph | Income from gaming from 1994 to 2008
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12. What are the trends in the government’s spending (by key
sector)?

Graphs J to L look at fifteen-year spending trends for the
Government’s major services -- health, education, social services
and assistance, agriculture, and other. Graphs J and K show
health costs increasing faster than education, social services and
assistance, and other costs. Graph L shows agriculture costs
fluctuate significantly from 1994 to 2008. Question 13 explains
why agriculture costs fluctuate.

Also, in Saskatchewan, the Government does not pay the full cost
of education. The relationship between Saskatchewan school
boards and universities and the Government differs from other
provinces. Unlike most provinces, the Saskatchewan school
boards and universities are not part of the Government’s
summary-level financial reports. As a result, the Government’s
education costs represent only monies that the Government
provided to the education sector each year.
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Graph J The Government's health and education costs as
% of total expense from 1994 to 2008
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13.  Why do agriculture expenses fluctuate so much?
Graph M shows fluctuations in the Government'’s agricultural
expenses from 1994 to 2008. The graph also shows that
producers (through premiums) and the Federal Government
(through transfers) help pay for these expenses.
Graph M Agriculture expenses from 1994 to 2008
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Agriculture expenses fluctuate for two main reasons.

First, the Government’s key agricultural program, crop insurance,
is designed in such a way that the Government’s annual spending
will fluctuate because it depends on producers’ eligibility in that
year. Eligibility criteria are typically based on levels and quality of
production and price of the commaodity. Weather affects
production levels and quality. Commodity world prices reflect
world supply and demand as well as trading subsidies paid by
foreign governments.

Second, for agricultural services cost-shared with the Federal
Government, what the Government records as revenues and
expenses is based on which government is responsible to
administer the program. Either the Federal Government or the
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Saskatchewan Government can administer cost-shared
services.*?

For example, if Saskatchewan administers the service, as with
crop insurance, the Government’s Summary Financial Statements
include the total cost of the program. That is, the statements
include money from the Federal Government and producers as
revenue and all costs to deliver the program as expenses.

As such, the Government’s agriculture expenses include the full
cost of crop insurance (i.e., 2008: $25 million, 2007: $70 million,
2006: $-74 million, 2005: $143 million, 2004: $157 million, 2003:
$488 million, 2002: $214 million, 2001 and 2000: combined cost
$15 million).

If on the other hand, the Federal Government administers the
service, as with the Canadian Agricultural Income Stabilization
(CAIS) Program, the Saskatchewan Government’s agriculture
expenses include only the Government’s share of the cost of the
program.

14. How much are the Government’s total liabilities including
liabilities of government business enterprises?

Graph N provides a breakdown of the Government’s total liabilities
including liabilities of government business enterprises (gross
liabilities) from 1994 to 2008. The Government’s liabilities include
bonds and debentures, unfunded pension liabilities, and other
liabilities. Other liabilities include accounts payable, accrued
interest, and unpaid claims for government insurance services. 33

Graph N shows that since 1994 amounts owed for bonds and
debentures decreased by $3.7 billion to $10.5 billion. This amount
has decreased by only a modest amount since 1998. In 2008, the
Government repaid about $1.1 billion of bonds and debentures

%2 per officials from the Ministry of Agriculture, the governments decide which level of government administers the
service based on which level can administer the program more efficiently (e.g., lower costs, or has experience in
administering similar services).

% Liabilities are amounts owed to individuals and corporations outside of the Government. As such, Graph N
excludes amounts owed by the General Revenue Fund to the Liquor and Gaming Authority. These amounts (in
millions) are: 2008 — $46, 2007 — $38, 2006 — $40, 2005 — $44, 2004 — $37, 2003 — $23, 2002 — $32, 2001 — $13,
2000 — $674, 1999 — $364, 1998 — $386, 1997 — $451, 1996 — $197, 1995 — $241, and 1994 — $140.
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and borrowed an additional $0.6 billion. Since 1994, other
liabilities increased by $2.7 billion to $6 billion in 2008.

Since 1994, amounts owed for unfunded pension liability
increased by $1.9 billion to $5.1 billion in 2008. As Chapter 13 of
our 2006 Report - Volume 3 states, the Government plans to pay
retirement benefits to pensioners when due rather than setting
aside money beforehand.

On an overall basis, gross liabilities for 2008 remained unchanged
from the prior year and increased slightly from 1994 to 2008.

Graph N The Government's total liabilities as at March 31 from 1994 to 2008 (including
liabilities of Government business enterprises)
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15. How has Saskatchewan’s credit rating changed over the last
fifteen years?

Three major bond-rating services routinely rate the Saskatchewan
Government’s creditworthiness. They are Dominion Bond Rating
Service, Moody’s Investors Service, and Standards & Poor’s.
Each has slightly different rating categories and criteria.®*

Each of these services has given the Government better credit
ratings in recent years. Graph O shows the Government received
better credit ratings from Dominion Bond Rating Service in various
years and most recently in November 2006. Its rating improved

34 Dominion Bond Rating Services, www.dbrs.com; Moody'’s Investor Service, www.moodys.com; and Standards &
Poor’s, www?2.standardandpoors.com. (Accessed July 16, 2008). The rankings reflected in the graphs are for long-
term debt (i.e., bonds and debentures).
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Graph
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unchanged in 2008.

Standards & Poor’s last upgraded the Government's credit rating
in August 2006 and Moody’s Investors Service did so in
November 2006. A higher credit rating means the Government
can borrow at a lower cost and have more sources of borrowing.
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How did the Saskatchewan Government’s credit rating
compare to the credit ratings of the other provincial
governments?

Graphs P to R compare Saskatchewan’s credit rating for long-
term debt (i.e., bonds and debentures) to that of other provincial
governments for each of the three credit rating services. The
information in the graphs is based on the most recent credit rating
available at the time of writing this report.

These graphs also show that Saskatchewan’s credit rating was
lower than those of Alberta and British Columbia and similar to
Ontario and Manitoba. For at least two of the three credit rating
services, Saskatchewan surpasses the credit ratings of New
Brunswick. For all three credit rating services, Saskatchewan
surpasses the credit ratings of Quebec, Nova Scotia, PEI, and
Newfoundland and Labrador. Saskatchewan’s ranking relative to
its counterparts had improved to recent years but remained
unchanged from the prior year.

Provincial Auditor Saskatchewan
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Graph R Standard and Poor's -
credit ratings as at July 16, 2008 by province
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17. How did the size of Saskatchewan’s population compare with
other provinces?

At April 1, 2008, Saskatchewan'’s estimated population was
1,010,146.%

As shown in Graph S, Saskatchewan’s population has remained
around one million — the sixth largest in Canada.*® Its population
continued to be comparable to Manitoba and to two of the four
Maritime provinces. Only the provinces of British Columbia,
Alberta, and Ontario showed population growth from 2006 to
2007.

3% Government of Saskatchewan. Saskatchewan Bureau of Statistics Quick Facts. http://www.stats.gov.sk.ca/
(Accessed July 16, 2008).
% Statistics Canada CANSIM (Accessed July 16, 2008).

- Provincial Auditor Saskatchewan

2008 Report — Volume 2



http://www.stats.gov.sk.ca/

Understanding the Finances of the Government

Graph S Population as at July 1, 2007 by province
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18. How did Saskatchewan’s Federal Government transfers per
capita compare with other provinces?

At March 31, 2008, Saskatchewan’s Federal Government
transfers per capita was $1,789.

As shown in Graph T, for the year ending March 31, 2007,
Saskatchewan’s Federal Government transfers per capita was the
fifth lowest and similar to British Columbia and Quebec.®
Saskatchewan'’s ranking is consistent with the prior year.

Graph T Federal Government transfers per capita
as at March 31, 2007 by province
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%7 Ibid.
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19.

What are the trends in the Government’s total liabilities
excluding liabilities of Government business enterprises?

Total liabilities reflect the amount a government owes. The
Government’s total liabilities include bonds and debentures,
unfunded pension liabilities, accounts payable, accrued interest,
and unpaid claims for government insurance services. Total
liabilities do not include liabilities of government business enterprises.

Graph U shows how much the Government owed each year over
a fifteen-year period. The graph shows that total liabilities have
remained relatively constant. Total liabilities decreased by $0.8
billion from 1994 to 2008. During this fifteen-year period,
increases in amounts owed for unfunded pension liabilities
partially offset decreases in amounts owed for bonds and
debentures.

Graph U The Government's total liabilities as at March 31 from 1994 to 2008 (excluding
liabilities of Government business enterprises)
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Graph V shows a steady downward trend of total liabilities as a
percentage of provincial GDP. The downward trend suggests the
Saskatchewan economy can better sustain the Government’s
borrowings.

Graph V shows that the total liabilities to GDP ratio at March 31,
2008 was 29%, down from a ratio of 32% in the previous year.
Because total liabilities have remained relatively constant over the
fifteen-year period ending March 31, 2008, the decline is the result
of the growth in the provincial economy.
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Graph V The Government's total liablities (excluding liabilities of Government
business enterprises) as % of GDP from 1994 to 2008
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Net debt is a more meaningful indicator of financial condition than
total liabilities (see Graph 4 for further detail). Unlike net debt,
liabilities do not take into account financial assets available that
could be used to repay liabilities.

20. How are “tax expenditures” accounted for in the
Government’s financial statements?

The Government commonly refers to reductions of taxes (i.e.,
individuals or corporations) as “tax expenditures.”*® The
Government, for public policy purposes, may decide to allow
certain taxpayers special exclusions, deductions, preferential tax
rates, or credits. “Tax expenditures” are not expenses or
expenditures and, appropriately, are not recorded in the financial
statements.

For example, the Government provides small businesses with a
lower income tax rate, a fuel tax exemption on farm-use diesel
fuel, and a sales tax exemption on light used vehicles. In its 2008-
09 Budget, the Government estimated that given these decisions
it expects to forego revenue of about $131.8 million, $110.1 million
and $39.8 million, respectively. It does not record these amounts
as revenue or expense in the Summary Financial Statements.

% Government of Saskatchewan. (March 2008). Saskatchewan Provincial Budget 2008-09 Ready for Growth,
Budget Summary, Regina. pp. 46 — 50.
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Appendix 3 — Methodology and data limitations

Methodology used

This report uses financial indicators developed by The Canadian Institute
of Chartered Accountants (CICA) to assess the finances of
governments.39 Financial indicators, expressed as ratios or trends,
provide a picture of what has occurred over a period of years and
facilitate comparisons.

The CICA has grouped its indicators into three categories that measure a
government’s financial health in the context of its overall economic and
financial environment. The indicators measure:

. whether a government is living within its means (sustainability)

* how well a government can respond to rising commitments by
either expanding its revenue or increasing its net debt (flexibility)

. how much a government relies on revenue sources beyond its

direct control or influence, such as money from the Federal
Government (vulnerability)

Where possible, this report provides fifteen years of indicator data.
Providing data for many years allows readers to observe the general
direction of the indicators over time and identify trends. Data for a specific
year provides a snapshot of the indicators, whereas trends provide
information that is more meaningful.

This report also compares Saskatchewan'’s finances for selected
indicators to those of other provinces. Prior year data is used (i.e., for the
year ending March 31, 2007) because current year data is not available
from most other provinces at the time of writing this report.

Source of data and its limitations

The financial indicators in this report use key financial information from
provincial governments’ audited summary financial statements. Economic
information is obtained from Statistics Canada and the Saskatchewan
Bureau of Statistics. Comparative data presented is not adjusted for
inflation.

% |ndicators of Government Financial Condition, CICA, 1997. This research report is available from the CICA website
at www.cica.ca. The CICA is in the process of updating this report. In December 2007, the CICA published a
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For the following reasons, data from other provinces is not fully
comparable.

First, in some cases, other provincial governments record their financial
activities different from Saskatchewan. Where public information is
available, we have adjusted the financial information of those provinces to
conform to Saskatchewan. However, information is not always publicly
available.

Second, how a provincial government organizes itself can affect what
financial activities are included within its summary financial statements.
For example, some provinces include the financial activities of school
boards and universities in their summary financial statements, whereas
Saskatchewan does not. It is not feasible or appropriate for us to adjust
data for these types of differences.

Third, on occasion, the financial information of other provinces may not
be reliable.*°

Furthermore, it is not feasible to adjust data for differences in the
characteristics of provincial economies. For example, own-source
revenue for some provincial governments (such as Alberta and
Saskatchewan) includes significant revenue from non-renewable
resources such as oil and gas.

Statement of Principles: Government Financial Indicators. The indicator measures in this statement are generally
consistent with the 1997 research report.

0 For the year ending March 31, 2007, the auditor’s report on the summary financial statements of the Government
of Manitoba cites problems. For the Government of Manitoba, the audited financial statements do not include the
financial activities of public school divisions because sufficient information was not available.
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Appendix 5 — Listing of graphs

The following lists graphs included in the body of this report.

The Government’s annual surplus or deficit from 1994 to 2008

The Government’s total spending by type as at March 31, 2008

Saskatchewan’s GDP and the Government’s net debt from 1994 to 2008

The Government’s net debt as % of provincial GDP from 1994 to 2008

Net debt as % of GDP as at March 31, 2007 by province

The Government’s own-source revenue as % of GDP from 1994 to 2008
Own-source revenue as % of GDP as at March 31, 2007 by province

Net book value of tangible capital assets as a % of cost of tangible capital assets
from 2001 to 2008

The Government’s interest costs as % of total revenue from 1994 to 2008
Interest costs as % of total revenue as at March 31, 2007 by province

Revenue from Federal Government transfers from 1994 to 2008

Federal Government transfers as % of Saskatchewan Government own-source
revenue from 1994 to 2008

Federal Government transfers as % of own-source revenue as at March 31, 2007
by province

00 N o [0 I W IN |-

KE B
N |-

|I—‘
w

The following lists graphs included in Appendix 2 of this report.

Percentage of change from 1994 to 2008 of revenue, expense, CPI, & GDP
Net debt per capita for 2007 by province

Annual % change in Saskatchewan’s GDP, 1994 to 2008

December 31, 2007 GDP by province

December 31, 2007 GDP per capita by province

Percentage of change of revenue & expense from 1994 to 2008

Oil revenue from 1994 to 2008

Oil revenue and equalization transfers from 1994 to 2008

Income from gaming from 1994 to 2008

The Government’s health and education costs as % of total expense from 1994
to 2008

The Government’s social services & assistance and other costs as % of total
expense from 1994 to 2008

The Government’s agriculture costs as % of total expense from 1994 to 2008
Agriculture expenses from 1994 to 2008

The Government's total liabilities as at March 31 from 1994 to 2008 (including
liabilities of Government business enterprises)

Dominion Bond Rating Service — credit ratings from 1994 to 2008 for
Saskatchewan

Dominion Bond Rating Service — credit ratings as at July 16, 2008 by province
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Understanding the Finances of the Government

Moody'’s Investors Service — credit ratings as at July 16, 2008 by province
Standards and Poor’s — credit ratings as at July 16, 2008 by province
Population as at July 1, 2007 by province

Federal Government transfers per capita as at March 31, 2007 by province
The Government's total liabilities as at March 31 from 1994 to 2008 (excluding
liabilities of Government business enterprises)

The Government’s total liabilities (excluding liabilities of Government business
enterprises) as % of GDP from 1994 to 2008
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