























































































































Mr. Speaker, | know | have challenged the patience of some
members, so let me quickly recite a number of the other
initiatives and investments we are making to support stronger
communities and a stronger economy.

We will also continue to assist municipalities across the
province with the cost of providing their residents with safe
drinking water, better sewage systems, and new roads. In
addition to the current $195 million Canada-Nova Scotia
Municipal Infrastructure Program, it is our intention to enter
into a new $111 million Municipal-Rural Infrastructure
Agreement with Ottawa. The Province is prepared to contribute
$ 37 million toward this new fund over the next six years.

As well, we will invest an additional $200,000 to advance our
strategy to promote community development and an
additional $350,000 in core funding to Regional Development
Authorities across the province.

In addition, we will increase the provincial grant in lieu of
taxes for university residences from 40 per cent to 50 per cent,
providing eligible municipalities with an additional $250,000
to support the needs of their residents.

Protecting Your Tax Dollars

Finally, Mr. Speaker, let me sum up with a note to taxpayers.
As we have throughout our mandate, we will continue to work
hard to be open and transparent and to manage their tax
dollars carefully and wisely.

The Auditor General’s Office will receive an additional
$146,000 this year, exclusive of salary adjustments, in order to
ensure independent scrutiny is more fully brought to bear on
how government manages taxpayers’ money.

A Brighter Future

Investing in municipal
infrastructure

More for Office of Auditor
General
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The Department of Finance will also receive $375,000 more to
increase its auditing and risk management capacity; while
Service Nova Scotia and Municipal Relations will receive
$125,000 more to enhance internal controls, and an
additional $125,000 for consumer protection and compliance.

As well, the Public Service Commission will receive an
additional $2 million to advance an aggressive Human
Resource Strategy designed to help the province recruit and
retain talented people who can further the interests of the
province and provide top-quality service to Nova Scotians.

As part of this strategy, we will increase funding for Career
Starts and more aggressively promote diversity throughout the
public service.

All told, Mr. Speaker, this budget should further assure Nova
Scotia taxpayers that their government is managing their tax
dollars carefully and always with a view to building a better
Nova Scotia tomorrow.
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Conclusion

Colleagues, this is a big day for all of us; but for most Nova
Scotians it’s just like any other day.

But when they get dressed for work tomorrow, they should feel
better knowing their government is investing in better roads for
them to drive on and a stronger economy they can count on.

When they get their kids up and ready for school, they can feel
better knowing their government is investing in a healthier
future and a better education for their children.

When they go off to visit an aging parent, they can feel better
knowing their government is investing in better health care,
more affordable housing, and new programs to help seniors
live longer, more comfortably, at home.

And all Nova Scotians should feel better knowing the province’s
fiscal, social, and economic health continues to steadily improve.

Mr. Speaker, this isn’t just the right budget for today but the
best budget for building a better Nova Scotia tomorrow.

Thank you.

A Brighter Future

It’s all about a better
Nova Scotia
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Halifax, Nova Scotia

Auditor General B3J3J8

REPORT OF THE AUDITOR GENERAL TO THE HOUSE OF ASSEMBLY ON THE ESTIMATES OF REVENUE
FOR THE FISCAL YEAR ENDING MARCH 31, 2006 USED IN THE PREPARATION OF THE APRIL 26, 2005
BUDGET ADDRESS

[ am required by Section 9B of the Auditor General Act to provide an opinion on the reasonableness of the estimates of revenue
used in the preparation of the annual budget address of the Minister of Finance to the House of Assembly.

The estimates of revenue for the fiscal year ending March 31, 2006 (the 2005-06 revenue estimates) are the responsibility of the
Department of Finance and have been prepared by departmental management using assumptions with an effective date of March
2,2005. I'have examined the support provided by the department for the assumptions, and the preparation and presentation of
the 2005-06 revenue estimates of $6,444,214,000 for total revenue as per Schedule 6 in the Financial and Supplementary
Information section. My opinion does not cover the budget address, the 2004-05 forecast, the 2005-06 spending estimates,
sinking fund earnings, nor recoveries, user fees or other income netted for annual appropriation purposes. My examination was
made in accordance with the applicable Auditing Guideline issued by the Canadian Institute of Chartered Accountants. I have no
responsibility to update this report for events and circumstances occurring after the date of my report.

Commencing with the fiscal year ending March 31, 1999, the Government implemented consolidated financial statement
reporting in accordance with Canadian generally accepted accounting principles for the public sector. Consistent with prior
years, the 2005-06 revenue estimates have been presented including the total revenue of the Consolidated Fund established under
the provisions of the Provincial Finance Act. As a result, sinking fund earnings and revenue of certain government
organizations reported as revenue in the Province’s consolidated financial statements are excluded from the 2005-06 revenue
estimate for total revenue, but included elsewhere in the 2005-06 estimates, and have not been included in my examination.

Except for the effect of adjustments, if any, which might have been necessary as a result of the matter discussed in the preceding
paragraph, in my opinion,

. as at the date of this report, the assumptions used are suitably supported and consistent with the plans of the
Government, as described to us by departmental management, and provide a reasonable basis for the 2005-06 revenue
estimates; and

. the 2005-06 revenue estimates as presented reflect fairly such assumptions.
Since the 2005-06 revenue estimates are based on assumptions regarding future events, actual results will vary from the

information presented and the variations may be material. Accordingly, although I consider, except for the matter discussed
above, the 2005-06 revenue estimates to be reasonable, I express no opinion as to whether they will be achieved.

E.R. Salmon, FCA Halifax, Nova Scotia
Auditor General April 21, 2005




Key Assumptions

Prepared March 2, 2005 and approved by
Executive Council on March 10, 2005

Economic Performance and Outlook
National Economic Assumptions

Canada achieved a real GDP growth rate of 2.8 per cent in
2004, compared to 2.0 per cent in 2003. The driving force was
the strength in domestic demand, mainly due to consumer
spending and business investment.

The resilience and strength of the Canadian economy con-
tributed to a strong labour market in 2004, producing 284,600
jobs. The unemployment rate fell to 7.2 per cent, as the labour
force grew at a slower pace than employment.

Canada’s exports of goods and services grew 7.1 per cent in
2004, reflecting continued growth of 4.4 per cent in its main
trading partner—the United States. The international trade
surplus was positive as exports outstripped imports, despite the
higher exchange rate.

Canada’s economic outlook in 2005 and 2006 remains
healthy. Low inflation should pave the way for a low interest
rate environment, which should help to stimulate business
investment.

Real GDP growth is expected to increase marginally to 3.0 per
cent in 2005 and fall back to 2.8 per cent in 2006.

Key Assumptions
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The Canadian economy showed signs of weakening in late
2004 as a result of the continued appreciation of the Canadian
dollar. With the expectation that commodity prices will not
ease until the second half of 2005 or later, the exchange rate
should hover around 80 cents in 2005. As long as commodity
prices remain high in relative terms, they will offset the impact
of the high exchange rate.

With the Canadian economy expected to perform at its real
potential growth rate in 2005, there will be little chance for
inflation to become a serious threat to monetary policy.
Residential investment has been strong for a number of years
and is expected to cool down over this year and into next.

While corporate financials remain healthy, the pace of profit
growth should level off over the next two years, as commodity
prices plateau and exports keep pace with US nominal GDP
growth. Consumer spending growth is expected to remain
strong, although a potentially lower housing demand will
reduce the need for consumer durables.

Job creation in 2005 could slow somewhat, as businesses deal-
ing in international markets attempt to reduce costs to become
more competitive. The forecast calls for employment growth of
1.5 per cent in 2005 and 1.9 per cent in 2006. The unemploy-
ment rate is expected to remain stable at 7.2 per cent in 2005.
The Consumer Price Index (CPI) is expected to grow at an
annual rate of 1.7 per cent in 2005, before increasing to 2.2
per cent in 2006.

The key risk factor for economic growth in Canada is the per-
formance of the US economy. Growth could slow somewhat,
with US GDP projected to grow at 3.5 per cent. The pace of US
employment growth will dictate the degree to which Canadian
exports will continue to grow.
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The twin budget and current account deficits in the US could
have continuing impacts on exchange rates. Given the self-
correcting nature of international financial markets, a further
appreciation of the Canadian dollar is likely.

The forecast assumes that interest rates will remain stable in
the first half of 2005. The combination of high commodity
prices and the US deficits will put more pressure on the
exchange rate. This could develop into a smaller trade surplus
and a slowdown in manufacturing output and employment.
This may in turn put pressure on Canadian interest rates, but
it is unlikely to outweigh the positive impact of high commodi-
ty prices on corporate profits.

Commodity prices have shown no sign of easing, but they will
peak at some point. With crude oil inventories positive and
productive capacity increasing, prices should begin to decline.
A softening housing market would cause lumber prices to
drop.

Residential investment could dip, even in a low interest rate
environment. To some degree, the consumer spending forecast
hinges on the outlook for income and employment growth.
The main risk on the consumer side is debt loads. At over 105
per cent of personal disposable income, debt loads may be
peaking. Any bursting of the real estate bubble could spell the
end of this huge run-up in debt loads.

Corporate financials are healthy heading into 2005. High
commodity prices will benefit the resource sector, but a high
exchange rate may offset this benefit in other sectors. The
potential remains for strong business investment financed by
continued profits, low interest rates, and a favourable
exchange rate for those importing machinery and equipment.

Key Assumptions
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The key national economic assumptions incorporated into the
budget are displayed in the schedule below. The assumptions are
based on data and information available as of March 2, 2005.

National Forecast Assumptions

2004 2005 2006

Real Gross Domestic Product, 1997% (% change) 2.8 3.0 2.8
Employment (% change) 1.8 1.5 1.9
Unemployment Rate (%) 7.2 7.2 6.8
Personal Income (% change) 4.1 4.0 4.5
Consumer Price Index (% change) 1.9 1.7 2.2
Retail Sales (% change) 5.0 5.2 5.6
Corporation Profits before Taxes (% change) 177 71 3.0
Exports of Goods and Services (% change) 7.1 54 4.4

Sources: Statistics Canada for 2004, Nova Scotia Department of Finance projections for 2005 and 2006

Provincial Economic Assumptions
The Nova Scotia economy was also affected by rising commod-
ity prices and an appreciating exchange rate in 2004, with an
estimated 1.5 per cent growth rate in real GDP. Nominal GDP
expanded 4.6 per cent. Real growth was much less because of
inflation, as the GDP deflator increased 3.1 per cent in 2004.

The engine of positive economic momentum was fueled by
good income and employment growth, as well as strong resi-
dential and machinery and equipment investment growth.
Exports also improved, growing more in line with the histori-
cal average over the previous seven years.
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The labour market was very positive in 2004, with Nova Scotia
having the highest employment growth in the nation.
Employment grew 2.4 per cent, with Nova Scotia posting a
10,300 net gain in jobs across a wide range of sectors.

Personal expenditures on goods and services increased an esti-
mated 3.9 per cent, with retail sales increasing only 2.5 per
cent. Spending on housing construction was 10.5 per cent high-
er, even though housing starts fell 7.4 per cent.

Increases in new house prices combined with robust renovation
investment offset the decline in housing starts. The tempo of
consumer spending was higher than growth in personal
income of 2.6 per cent and growth in labour income of 3.0 per
cent.

A dip in investment income and slower growth in government
transfers offset some of the robust labour income growth. The
former fell because of low interest rates, while the latter
retrenched because of continued positive employment growth.

Business investment in non-residential structures fell 7.6 per
cent, while business investment in machinery and equipment
increased 6.9 per cent. A lack of large projects, beyond the
Halifax Harbour Solutions Project, meant that business build-
ing investment was down. Machinery and equipment invest-
ment benefitted from the rising exchange rate.

On the international side, it appears that exports did well as a
result of rising commodity prices. Natural gas, tires, seafood
products, fish, pulp and paper, and sawmill products accounted
for 59 per cent of Nova Scotia’s international merchandise
exports of goods in 2004.
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For 2004, commercial production of natural gas was down 4.5
per cent over 2003. However, natural gas wellhead prices were
up 12.6 per cent in US dollar terms, according to the US
Department of Energy. After allowing for the appreciation in
the Canadian dollar, natural gas prices were up by roughly 5
per cent in 2005. The value of natural gas exports to interna-
tional markets was down 1.0 per cent in 2004. Overall, the
total value of exports of goods and services was up 7.4 per cent
in 2004.

Corporate profits before taxes were up 10.0 per cent in 2004, in
conjunction with increased exports from the province and high
commodity prices.

The economic outlook for Nova Scotia depends to a great
extent on conditions prevailing in the economies of its princi-
pal trading partners, the United States and the rest of Canada.
Expected activity in these economies suggests positive real
growth in a low interest and inflation rate environment.

Nova Scotia’s growth for 2005 and 2006 is forecast at 2.1 per
cent and 2.6 per cent growth in real GDP. Employment is fore-
cast to increase 1.5 per cent and 1.0 per cent in 2005 and
2006, respectively.

Close to 50 per cent of Nova Scotia’s GDP is directly attributed
to the export of goods and services. Total exports of goods and
services are expected to increase 4.2 per cent in 2005, while
corporate profits before taxes are projected to expand 6.5 per
cent. Personal expenditures on consumer goods and services
are expected to grow 4.2 per cent, with retail sales returning to
a healthy growth of 4.4 per cent in 2005.

Offshore energy exploration and development investment
spending continue to add to GDP and employment growth in
the economy. In addition, capital investment over the next few
years reflects other major projects, including the Halifax
Harbour Solutions Project.
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The Deep Panuke gas project remains on hold, but expendi-
tures continue to flow from the development of Tier Il of the
Sable Offshore Energy Project (SOEP). The South Venture gas
field was brought on stream in 2004, and a compression plat-
form will be installed on the Thebaud processing platform in
2006.

There is potential for at least two liquified natural gas (LNG)
plants to be developed beyond 2005. These have been exclud-
ed from the economic outlook because they have yet to receive
all the necessary regulatory approvals and/or secure long-term
supply contracts.

Offshore energy development and production affects Nova
Scotia’s economy in different ways. The impact of SOEP pro-
duction on GDP growth occurs primarily through exports and
corporation profits before tax. Natural gas output is forecast to
continue to fall in 2005 by another 2.0 per cent. Since the price
of natural gas is expected to level off, further dips in export
values are anticipated.

In total, business capital investment in Nova Scotia is expected
to increase 1.6 per cent in 2005. Residential construction is
expected to be flat because of market absorption of pent-up
demand in prior years. Non-residential construction should
post negative growth because of fewer mega-projects compared
to prior years. Machinery and equipment investment is expect-
ed to be positive enough to offset business investment in struc-
tures.

Employment is forecast to increase 1.5 per cent and 1.0 per
cent in 2005 and 2006 respectively, while the unemployment
rate should decrease to an estimated 8.5 per cent in 2005.

A moderation in labour markets should result in a stable
unemployment rate of 8.6 per cent in 2006.

Key Assumptions
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Despite slowing employment growth in 2005, increases in
labour income per employee should lead to modest personal
income growth of 3.5 per cent in 2005. Slower employment
growth in 2006 leads to an easing of personal income growth
to 3.3 per cent in 2006.

Nova Scotia’s real GDP is at the low end of the range of pri-
vate-sector forecasters in 2005 and near the average in 2006,
as shown in the table below:

Private-Sector Forecasts for
Nova Scotia Real GDP Growth

2005 2006
High (% increase) 2.9 2.8
Average (% increase) 2.5 2.4
Low (% increase) 1.8 1.8

The private-sector forecasters, surveyed and updated as of March 2, 2005, are Bank of
Montreal, Bank of Nova Scotia, CIBC World Markets, Royal Bank of Canada, Toronto-
Dominion Bank, Atlantic Provinces Economic Council, Nesbitt Burns, National Bank, and
Conference Board of Canada.

Economic risks for the Canadian economy also apply to Nova
Scotia, especially in relation to the performance of the US
economy. Nova Scotia faces similar risks to Canada in house-
hold spending, the exchange rate, and, on the positive side,
commodity prices.

There is a risk of higher inflation in Nova Scotia than Canada,
based on early indications for 2005, and for further declines in
the housing market if incomes and employment end up below
the forecast.

The assumptions concerning the pace of offshore energy explo-
ration in the short term could be tempered by the reassessment
of drilling programs from recent exploration results, which will
reduce capital investment and lower economic growth. Also,

should energy prices move lower than assumed, SOEP production
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revenues would drop in step. This would be negative for corpo-
ration profits and the value of exports.

In the last two years, retail sales growth was under 3 per cent,
and the past Christmas season was sub par. With consumer
spending also slowing in recent years, there is an added risk
that Nova Scotia could see personal debt loads have an even
bigger impact—especially since Nova Scotian incomes are
roughly 90 per cent of the national level on a per capita basis
to begin with.

Electric utility rates increased as a result of a Utility and
Review Board ruling on March 31, 2005. When combined with
high oil prices, this could have a dampening impact on con-
sumers, businesses, and governments.

The key provincial economic assumptions incorporated into
the budget are displayed in the schedule below. The assump-
tions are based on data and information available as of
March 2, 2005.

Provincial Forecast Assumptions

2004 2005 2006
Real Gross Domestic Product, 1997% (% change) 1.5 21 2.6
Nominal Gross Domestic Product (% change) 4.6 4.3 3.7

Employment (% change) 2.4* 15 1.0
Unemployment Rate (%) 8.8* 8.5 8.6
Personal Income (% change) 2.6 3.5 3.3
Consumer Price Index (% change) 1.8* 1.9 2.0
Retail Sales (% change) 25 44 5.6

Corporation Profits before Taxes (% change) 10.0 6.5 4.2
Exports of Goods and Services (% change) 7.4 4.2 4.8

Sources: Statistics Canada, actual (*), Nova Scotia Department of Finance Projections.
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Revenue Outlook—April 7, 2005

In 2005-2006, total ordinary revenues for the Province of Nova

Scotia are estimated to be $6,097.6 million, an increase of 4.4

per cent over the 2004-2005 forecast. Own-source revenues are

expected to increase by $125.5 million over the 2004-2005
forecast to $3,836.6 million in 2005-2006. Federal transfers
will increase by $111.5 million from 2004-2005 forecast levels.

Revenue Sources

($ Thousands)
Provincial Sources
Personal Income Taxes
Corporate Income Taxes
Sales Tax (HST)

Tobacco Tax

Gasoline and Diesel Tax
Interest Revenues
Registry of Motor Vehicles
Other Provincial Sources

Total Provincial

Federal Sources

Equalization

CHST

CHT

CST

CHST Supplement

Other Federal Sources

Total Federal Sources

Prior Years’ Adjustments
Provincial Sources

Federal Sources

Total Ordinary Revenue

Actual
2003-2004

1,350,071
232,710
975,204
161,715
249,900

60,473
77,546
263,316

3,370,935

1,114,487
612,406
0

0

74,447
31,941

1,833,281

145,504

(2,623)

5,347,097

Forecast
2004-2005

1,456,648
316,136
1,031,116
181,854
249,816
68,999
86,652
319,890

3,711,111

1,321,407
0

425,925
244,867
58,600
98,713

2,149,512

(44,422)

25,111

5,841,312

Estimate

2005-2006

1,553,568
350,177
1,068,935
177,567
256,895
72,413
87,716
269,333

3,836,604

1,343,527
0

578,410
257,408

0

81,631

2,260,976

0
0

6,097,580

Change
For. to Est.

96,920
34,041
37,819
(4,287)

7,079
3,414
1,064
(50,557)

125,493

22,120
0
152,485
12,541
(58,600)
(17,082)

111,464

44,422

(25,111)

256,268
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Provincial Own-Source

Income Taxes
Personal Income Tax (PIT)

The 2005-2006 estimate for personal income tax on a fiscal
year basis rises 6.7 per cent over the 2004-2005 fiscal year
forecast. Nova Scotia’s share of national taxable income is
expected to grow about 5.1 per cent over 2004-2005, and com-
bined with an expected slight rise in yield on taxable income,
net provincial personal income tax is expected to rise 6.1 per
cent over 2004-2005 on a tax-year basis and 6.7 per cent after
fiscalization. The estimate is based on national level taxable
income supplied by the federal government as of January 26,
2005.

Nova Scotia uses federally determined taxable income as its
base and has maintained the non-refundable tax credits in
effect for the 2004 tax year.

Corporate Income Tax (CIT)

Corporate income tax, on a fiscal year basis, is expected to rise
significantly by 10.8 per cent or $34.0 million over 2004-2005.
CIT is based primarily on federally forecasted corporate tax-
able income, as of January 26, 2005, and is affected by other
variables, such as business take-up of provincial tax credit pro-
grams.

While provincial level corporate profits are expected to rise by
6.5 per cent, estimated provincial corporate taxable income is
expected to increase by 7.4 per cent, reflecting strong national
growth in corporate taxable income of 7.5 per cent. Expected

credit take-up in 2005 is moderately lower than in 2004, with
credits falling to $30.6 million from $38.8 million, primarily

due to the sunset of the manufacturing investment tax credit.
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ConsumptionTaxes
Harmonized Sales Tax (HST)

Gross HST is estimated to total $1,159.7 million in 2005-2006,
up $41.4 million from 2004-2005. Sales tax rebates for public
sector bodies, new housing, printed books, volunteer fire
departments, persons with disabilities, and segregated funds
are projected to total $90.8 million, resulting in net HST of
$1,068.9 million in 2005-2006, a 3.7 per cent increase over the
previous fiscal year.

The growth in gross HST revenues between 2004-2005 and
2005-2006 is primarily due to continued growth in personal
consumer expenditures on goods and services, which repre-
sents over 70 per cent of gross HST receipts.

Tobacco Tax

Revenues from this source are estimated to total $177.6 million
in 2005-2006, a 2.4 per cent decline over the forecast for
2004-2005. The decrease is primarily due to the forecast of a
small drop in the consumption of tobacco products in line with
long-term trends.

Tobacco taxes are unchanged from the previous fiscal year,
with the last increases effective on March 17, 2004, including a
$5 per carton cigarette tax increase. It is anticipated that feder-
al and provincial governments will continue to undertake
efforts to discourage smoking, especially amongst youth.

The Government of Nova Scotia, in conjunction with the feder-
al and other provincial governments, will continue to explore
initiatives to improve compliance with tobacco taxation legis-
lation and regulations.
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Motive Fuel Taxes

Motive fuel tax revenues are projected to total $256.9 million
in 2005-2006, a rise of $7.1 million or 2.8 per cent over the
forecast for 2004-2005, with taxes on gasoline and diesel fuel
remaining unchanged from the previous fiscal year. The addi-
tional tax revenue is primarily due to continued increases in
consumer consumption as a result of increasing labour
income, which are partially offset by higher fuel prices.
Gasoline consumption in the province is expected to rise to
1.227 billion litres, up from 1.200 billion litres in 2004-2005.

Government Business Enterprises—Revenues
Nova Scotia Gaming Corporation

Nova Scotia Gaming Corporation's (NSGC) net income is bud-
geted to be $160.9 million in 2005-2006. This is a decrease of
5.2 per cent compared to the 2004-2005 projected net income.
This decline is attributable to four factors: (1) a net decline in
the video lottery business line largely attributable to the
impact of the Gaming Strategy measures, which reduces net
income by $19.0 million; (2) an increase in net income from
Ticket Lottery of 16 per cent due to anticipated growth in
sports games and Lotto 6/49 as well as rejuvenation in some of
the instant ticket categories; (3) an increase in net income
from the Halifax Casino due to modest revenue growth (2 per
cent) and a reduction in amortization and interest expense;
and, (4) an increase of $1.6 million in NSGC's responsible
gaming expenditures plus an additional $3.0 million to the
Office of Health Promotion for prevention and treatment pro-
grams, pursuant to the Gaming Strategy.
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Nova Scotia Liquor Corporation Profits

Beverage alcohol profits are estimated to be $177.1 million in
2005-2006, a 4.1 per cent increase over the 2004-2005 fore-
cast. The increase in the returns from the NSLC will be driven
by a continued focus on improving product selection, product
variety, and customer service. It will also focus on locating its
stores in areas that are representative of current consumer
shopping patterns and markets. The NSLC will continue to
pursue locations with grocery stores within the province in
response to these challenges.

Federal Transfers

Equalization

Equalization revenues are estimated to increase by $22.1 mil-
lion over forecast 2004-2005 to $1.3 billion. The Equalization
estimate reflects the new framework for the Equalization pro-
gram announced at the October 2004 First Ministers’ Meeting
on Equalization. Under the new framework, provincial
Equalization entitlements for 2005-2006 are preset at a legis-
lated level, and therefore, the Province has booked the federal
estimate for 2005-2006.

The Canada Health Transfer (CHT) and The Canada Social
Transfer (CST)

The Canada Health and Social Transfer (CHST) was restruc-
tured in the 2003 federal budget. Effective April 1, 2004, two
new transfers have been created—the Canada Health Transfer
(CHT) and the Canada Social Transfer (CST).
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In 2005-2006, the CHT cash entitlement for Nova Scotia is esti-
mated to be $578.4 million, $152.5 million higher than the
2004-2005 CHT forecast. The total provincial entitlement con-
sists of the provincial allocation of a fixed national entitle-
ment. The 2005-2006 national CHT amount that is available
in cash and tax points is forecast to be $30.5 billion. The high-
er CHT base in 2005-2006 reflects the outcome of the First
Ministers’ Meeting on Health Care held in September 2004.
The cash estimate reflects the federal calculation on the levels
of population and personal and corporate income tax.

Nova Scotia’s 2005-2006 cash entitlement for CST is $12.5 mil-
lion higher than in 2004-2005 and is forecast to stand at
$257.4 million. The provincial entitlement consists of the
provincial allocation of a fixed national entitlement, which
stood at $15.3 billion in cash and tax points. The cash esti-
mate reflects the federal calculation on the levels of population
and personal and corporate income tax.

Other Federal Sources

The Other Federal Sources category primarily reflects the
agreement reached between Nova Scotia and the Government
of Canada on the Canada-Nova Scotia Offshore Petroleum
Resources Accord to make Nova Scotia the primary beneficiary
of its offshore resources. Receipt of the funds provided for
under the Offshore Agreement is contingent upon passage of
the federal government’s Bill C-43, The Budget Implementation
Act, 2005.
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In addition, other federal sources include the federal govern-
ment change to the Equalization offset provision of the
Canada-Nova Scotia Offshore Petroleum Resources Accord.
This change was to recognize that Nova Scotia did not receive
the expected benefits of this provision when it was originally
triggered. Bill C-43 authorizes the payment of $34.0 million to
the province of Nova Scotia in 2004-2005. The federal govern-
ment will make an additional payment of $4.0 million in
2005-2006.

Other federal sources also include the federal Wait Times
Reduction Fund. This funding will be drawn down according to
the notional allocation included the Wait Times Agreement
and provincial spending commitments.

The federal government has committed, either through its
2005 budget or previous legislation, to additional funding for
the province that is explicitly tied to specific projects and
provincial expenditure. This additional spending includes
funding for diagnostic and medical equipment, immunization
and public health, and early learning and child care. The
province does not account for this funding in the Ordinary
Revenues but as a federal recovery under the appropriate
department.

Sensitivity

Revenue estimates are based on a number of economic, finan-
cial, tax assessment, and statistical values and assumptions.
As these variables change throughout the year and as more
information becomes available, they may have an impact,
either negatively or positively, on the revenue forecasts.

It is important to note that these variables can move quite
independently from each other and may have offsetting
effects. The following table lists the major revenue sources of
the province and indicates some of the key variables that
affect the forecasts of those sources throughout the year.
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Revenue Source Key Variables
Personal Income Taxes * national level of taxable income

* Nova Scotia’s share of national levels
of taxable income

« provincial taxable income yield

Corporate Income Taxes e corporate taxable income level
(national)

* Nova Scotia’s share of national
taxable income

e tax credit uptake

< national and provincial
corporate profit levels

HST « personal consumer expenditure levels
« spending by exempt industries
= rebate levels

< housing investment

Tobacco, Gasoline and Diesel Taxes < personal consumer expenditure levels

» tobacco and fuel consumption
patterns

« tobacco and fuel prices

Equalization « equalization is fixed for 2005-2006

* no adjustment to the estimate

CHT/CST e changes in personal and corporate
income taxes

« changes in population

< changes in tax point values

Key Assumptions
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Additional Information

In addition to the key economic and fiscal assumptions con-
tained in the 2005-2006 revenue estimates, the following
information should also be taken into account when interpret-
ing the revenue estimates.

The revenue estimates for 2005-2006 are considered to have
been prepared on a basis consistent with accounting policies
currently used by the province to record and/or recognize rev-
enue for purposes of its Consolidated Fund. As a result, rev-
enue for certain government service organizations, which are
consolidated for financial statement purposes, are not included
in the province’s revenue estimates.

The Department of Finance and other departments or agencies
of the province have prepared their specific revenue estimates
for 2005-2006 using a combination of current internal and
external models and other information available. Every effort
has been taken to ensure the integrity of the results of the
models and other information. As actual or more current
information becomes available, adjustments may be necessary
to the projection of revenues.

The revenue forecast to be received through federal transfer
payment programs pursuant to the Federal-Provincial Fiscal
Arrangements Act incorporates official information released by
the federal government as of April 7, 2005. Prior years’ adjust-
ments (PYAs) are normally made to federal transfers and to
income tax revenues. All PYAs known to date have been
included in the forecast for 2004-2005.

Key Assumptions
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Recoveries of expenditures under various federal-provincial
agreements or from other departments or entities, user fees,
and income on sinking fund investments have been estimated
and are netted against departmental expenditures for purposes
of approval of appropriations for 2005-2006.

Any and all impacts or implications of the government’s
actions or plans to reduce or further control public sector
expenditures have been fully considered and appropriately
reflected in the specific economic and revenue estimates.
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BUDGETARY SUMMARY -
STATEMENT OF OPERATIONS
($ thousands)
ESTIMATE ACTUAL ESTIMATE FORECAST
2003-2004 2003-2004 2004-2005 2004-2005
(as restated) (as restated) (as restated)
Consolidated Fund
5,302,316 5,347,097 5,574,172 5,841,311 Ordinary Revenue (1)
Net Expenses
4,756,480 4,797,165 5,077,630 5,236,019 Net Program Expenses
(13,600) (14,536) (9,400) 26,133 Pension Valuation Adjustment
892,793 844,977 871,821 900,133 Debt Servicing Costs
5,635,673 5,627,606 5,940,051 6,162,285
(333,357) (280,509) (365,879) (320,974)
Consolidation and Accounting
Adjustmentsfor Governmental Units
Consolidated Fund Consolidation
--- 2,147,768 36,000 55,200 Adjustments
Health and Hospital Boards
(1,327,579) 1,500 Operations
(773,897) School Boards Operations
2,513 Specia Purpose Funds
--- (65,272) (1,605) 1,163 Other Organizations
(18,980) 35,895 58,876
Net Income from Gover nment
Business Enterprises
159,400 158,491 152,400 169,750 Nova Scotia Gaming Corporation (1)
166,800 166,752 181,715 170,110 Nova Scotia Liguor Corporation (1)
10,000 8,099 8,000 9,754 Other Enterprises
336,200 333,342 342,115 349,614
Provincial Surplusbefore
2,843 33,853 12,131 87,516 Unusual Items

(1) - SeeNote 1, Page B8.

Schedule 1

ESTIMATE
2005-2006

6,097,580

5,496,275
24,379
897,468

6,418,122
(320,542)

160,900
177,070
8,664

346,634

63,283



FINANCIAL REPORTING AND ACCOUNTING POLICIES

The 2005-2006 Budget has been prepared following accounting policies consistent with those used to prepare the
2003-2004 Public Accounts. The Public Accounts were prepared in accordance with Canadian generally accepted
accounting principles for the public sector, which for purposes of the Province's financial statements are represented
by accounting recommendations of the Public Sector Accounting Board (PSAB) of the Canadian | nstitute of
Chartered Accountants (CICA), supplemented where appropriate by other CICA or accounting standards or
pronouncements.

Comparative Figures

Comparative figures for estimates are based on the accounting policiesin effect at the time the Estimates were
prepared. Net program estimates are not adjusted for subsequent accounting changes once the appropriations
arefinalized. Thefollowingisasummary of accounting changes made in the past two years which impact the
comparability of figures.

Figuresshown for 2003-2004 - Estimatesnot restated, Actual reflectsthefollowing:

» inclusion of retirement health benefits expense and liabilities for the first time, which decreased
the actual Provincial Surplus by $33.2 million;

* inclusion of ateachers salary accrual to measure the difference between the cost of teaching days
worked versus teaching days paid as of March 31st, which reduced the actual Provincial Surplus
by $6.1 million;

*  removal of non-eligible employees from the Public Service Award plan liability, which increased
the actual Provincia Surplus by $3.7 million;

» amendment of the Tangible Capital Asset thresholds and amortization rates as recommended by the
recently completed policy review, which increased the actual Provincial Surplus by $23.8 million;
and,

»  consolidation of Special Purpose Fundsfor thefirst time, which had no impact on the actual
Provincia Surplus.

Figuresshown for 2003-2004 - Estimatesrestated, Actual restated for thefollowing:

* inpast years, net income from Nova Scotia Gaming Corporation and Nova Scotia Liquor Corporation
were traditionally included in Ordinary Revenue; for purposes of these Estimates, the net income has
been removed from the Estimates and Actual for Ordinary Revenue and the Actual for Consolidated
Fund Consolidation Adjustments; this net income has been moved to Net Income from Government
Business Enterprises; and,

» theCasino Win Tax, which is collected for the Province by the Nova Scotia Gaming Corporation has
been segregated from the Nova Scotia Gaming Corporation revenue and continues to be reported under
Consolidated Fund; Ordinary Revenue; Department of Finance.

Figures shown for 2004-2005 - Estimatesnot restated, Forecast reflectsthe following:
*  measuring the assets for the long-term disability plan at asmoothed market related value, as opposed
to afair market value basis, which increased the forecasted Provincial Surplus by $1.5 million;
the market related value measurement approach is consistent with how the Province measures
the pension plan assets, which recognizes asset market value gains and losses on a straight-line
basis over afive-year period.
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Figuresshown for 2004-2005 - Estimatesrestated, Forecast reflectsthe following:

the Casino Win Tax, which is collected for the Province by the Nova Scotia Gaming Corporation and
was included under Net Income from Government Business Enterprisesin the 2004-2005 Estimates,

has been moved to the Consolidated Fund, Ordinary Revenue, Department of Finance;

the presentation of the debt retirement plan as areduction of the Provincial Surplus has been adjusted;
the elements of the debt reduction plan are now shown as an allocation of the Provincial Surplusfor
the purposes of debt retirement and therefore, the surplusis clearly not available for allocation to any
program area; and,

the Public Sector Accounting Board issued new accounting standards on liabilities and contingent
liabilities in September 2004, which required immediate adoption; one of the requirements of the liability
standard was to broaden the definition of aliability from alegal liability to include constructive and
equitable obligations; to date, no events or transactions have been identified as requiring adjustment as
aresult of this new standard, however the review processis still ongoing; and, the potential impact to
the forecasted Provincial Surplus, if any, is not yet determinable.

Future accounting changes for 2005-2006:

inventory held for resale and consumption by the Consolidated Fund is expensed in the year received,
as opposed to the year in which the inventory is consumed; the Consolidated Fund is planning to adopt
a consumption measurement approach in fiscal 2005-2006; and, since this project is ongoing, the

impact of implementing this approach to the budgeted Provincial Surplus has not yet been determined.
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CONSOLIDATED FUND

ORDINARY REVENUE - SUMMARY
By Revenue Source

($ thousands)
ESTIMATE ACTUAL ESTIMATE FORECAST
2003-2004 2003-2004 2004-2005 2004-2005
(as restated) (as restated) (as restated)

1,317,200 1,350,071 1,465,695 1,456,648
270,385 232,710 263,753 316,136
942,150 975,204 1,015,336 1,031,116
166,720 161,715 180,217 181,854
254,197 249,900 255,872 249,816

69,390 60,473 64,898 68,998

73,704 77,546 80,381 86,652

27,000 24,083 20,000 25,000

205,219 239,233 245,275 294,890
-=- 145,504 --- (44,422)

3,325,965 3,516,439 3,591,427 3,666,688

1,242,870 1,114,487 1,202,851 1,321,407
701,151 686,853 703,998 ---

--- --- --- 484,525
- --- --- 244,867
30,000 29,611 44,109 44,035
--- --- --- 18,348
2,330 2,330 31,787 36,330
--- (2,623) --- 25,111
1,976,351 1,830,658 1,982,745 2,174,623
5,302,316 5,347,097 5,574,172 5,841,311

Note:

1)

In order to provide a better comparison with the Consolidated Financial Statements, the net revenues

Provincial Sources

Personal Income Tax

Corporate Income Tax

Harmonized Sales Tax

Tobacco Tax

Motive Fuel Taxes

Interest Revenues

Registry of Motor Vehicles

Royalties - Petroleum

Other Provincia Sources

Prior Y ears Adjustments -
Provincial Sources

Federal Sources

Equalization Payments

Offshore Oil and Gas Payments
Canada Health and Socia Transfer

Canada Health Transfer

Canada Socia Transfer

Health Reform Fund

Wait Times Reduction Fund

Other Federa Sources

Prior Y ears Adjustments -
Federd Sources

Schedule 2

ESTIMATE
2005-2006

1,553,568
350,177
1,068,935
177,567
256,895
72,413
87,716
30,000
239,333

3,836,604

1,343,527
57,100

578,410
257,408
18,201
6,330

2,260,976

6,097,580

from the Nova Scotia Gaming Corporation and the Nova Scotia Liguor Corporation were reclassified from
Ordinary Revenue to Net Income from Government Business Enterprises in the 2004-2005 Estimates. The
2003-2004 Estimate and Actual been restated in the new format. The Casino Win Tax, which is collectec

for the Province by the Nova Scotia Gaming Corporation and was included under Net Income from
Government Business Enterprises in the 2004-2005 Estimates, has been moved to the Consolidatec
Fund; Ordinary Revenue; Department of Finance.

B8



CONSOLIDATED FUND
NET PROGRAM EXPENSES -

SUMMARY

(% thousands)
ESTIMATE ACTUAL ESTIMATE  FORECAST
2003-2004 2003-2004 2004-2005 2004-2005
40,118 42,573 40,796 49,429
666,414 659,410 694,145 704,957
980,241 982,232 1,002,848 1,011,739
205,805 212,804 206,531 227,140
7,614 6,433 7,350 7,238
27,558 26,544 26,152 25,828
13,235 12,788 14,134 12,975
2,111,454 2,166,317 2,341,690 2,387,675
99,417 94,517 99,626 97,890
59,160 56,814 59,322 59,952
143,220 168,219 154,146 169,599
93,161 90,396 92,352 101,624
40,805 39,508 41,055 51,055
246,654 229,888 241,009 250,961
21,624 8,722 56,474 77,957
4,756,480 4,797,165 5,077,630 5,236,019

B9

Agriculture and Fisheries
Community Services

Education

Assistance to Universities

Energy

Environment and Labour

Finance

Health

Justice

Natural Resources

Public Service

Service Nova Scotia and Municipa Relations
Tourism, Culture and Heritage
Transportation and Public Works
Restructuring Costs

Schedule 3

ESTIMATE
2005-2006

44,113
716,174
1,074,377
206,711
9,619
27,947
16,858
2,559,740
107,847
63,098
183,455
96,384
42,383
263,954
83,615

5,496,275



CONSOLIDATED FUND
DEBT SERVICING COSTS -

SUMMARY
(% thousands)

ESTIMATE ACTUAL ESTIMATE  FORECAST
2003-2004 2003-2004 2004-2005 2004-2005
947,678 920,657 863,287 874,966
30,038 21,480 44,641 44,901
84,600 86,463 99,184 123,635
1,062,316 1,028,600 1,007,112 1,043,502
(169,523) (183,623) (135,291) (143,369)
892,793 844,977 871,821 900,133

Note:

1) For further details on the underlying assumptions that support the Net Debt Servicing Costs projections, see
Section D, Treasury Management Information, Schedule 15, Page D19 and Schedule 16, Page D20.

Debt Servicing Costs

Interest on Long-Term Debt

General Interest

Interest on Pension, Retirement
and Other Obligations

Gross Debt Servicing Costs

Less: Sinking Fund Earnings

Net Debt Servicing Costs
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ESTIMATE
2005-2006

859,306
44,120

113,639

1,017,065

(119,597)

897,468



CONSOLIDATED FUND
STATUTORY CAPITAL ITEMS -

SUMMARY

(% thousands)
ACTUAL ESTIMATE  FORECAST
2003-2004 2004-2005 2004-2005
3,841 23,000 25,000
4,731 18,000 25,630
25,927 30,000 20,000
8,000
9,588 20,000 20,000
25,833 42,000 32,629
16,000 --- ---
93,920 133,000 123,259
--- 12,000 13,400
5,457 3,487 3,560
210 140 140
21,783 18,000 21,000
16,088 12,000 12,000
14,575 18,241 19,875
339 --- 446
58,452 63,868 70,421
35,468 69,132 52,838

(A) - Capital Advances and Investments for which no Vote is required under the Appropriations Act.
The Spending Authority is contained in the respective Statutes. Borrowing provided for under

the Appropriations Act.

CAPITAL ADVANCESAND INVESTMENTS
Thefollowing is given for information astc
the proposed program.

Additional Advances and | nvestments (A)

Fisheries Development Fund

Industrial Development Act

Nova Scotia Farm Loan Board

Nova Scotia First Fund

Nova Scotia Fund

Nova Scotia Housing Devel opment Corporation
Miscellaneous

Repayments (A)

Fisheries Development Fund

Industrial Development Act

Municipa Loan and Building Fund Act

Nova Scotia Farm Loan Board

Nova Scotia Fund

Nova Scotia Housing Devel opment Corporation
Miscellaneous

Net Capital Advances and I nvestments
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Schedule 5

ESTIMATE
2005-2006

25,000
15,962
30,000

20,000
41,411

132,373

14,000
2,887
140
18,000
12,000
20,195
473

67,695

64,678
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HISTORICAL ANALYSIS OF
REVENUES BY SOURCE

Schedule 6

FORECAST ESTIMATE
2001-2002 2002-2003 2003-2004 2004-2005 2005-2006
(as restated) (as restated) (as restated)
REVENUE BY SOURCE
($ thousands)
Provincial Sources (1)
Personal Income Tax 1,274,481 1,353,675 1,350,071 1,456,648 1,553,568
Corporate Income Tax 194,439 204,950 232,710 316,136 350,177
Sales Tax 852,797 905,120 975,204 1,031,116 1,068,935
Tobacco Tax 105,751 145,425 161,715 181,854 177,567
Motive Fuel Taxes 207,951 246,283 249,900 249,816 256,895
Interest Revenues 66,724 60,675 60,473 68,998 72,413
Registry of Motor Vehicles 65,051 75,933 77,546 86,652 87,716
Royalties - Petroleum 17,329 11,115 24,083 25,000 30,000
Other Provincial Sources 165,048 195,865 239,233 294,890 239,333
Prior Years Adjustments -
Provincial Sources 83,282 (23,833) 145,504 (44,422)
Nova Scotia Gaming Corporation 159,372 172,982 158,491 169,750 160,900
Nova Scotia Liquor Corporation 143,858 157,866 166,752 170,110 177,070
Other Government Business Enterprises 5,668 7,551 8,099 9,754 8,664
Federal Sources
Equalization Payments 1,321,100 1,125,088 1,114,487 1,321,407 1,343,527
Offshore Oil and Gas Payments 57,100
Canada Health and Socia Transfer 553,375 605,117 686,853 --- ---
Canada Health Transfer 484,525 578,410
Canada Socia Transfer 244,867 257,408
Health Reform Fund 29,611 44,035
Wait Times Reduction Fund 18,348 18,201
Other Federal Sources 2,306 2,299 2,330 36,330 6,330
Prior Years Adjustments -
Federal Sources 11,893 36,924 (2,623) 25,111 ---
Total Revenues 5,230,425 5,283,035 5,680,439 6,190,925 6,444,214
Note:
1) In order to provide a better comparison with the Consolidated Financial Statements, the net revenues from

the Nova Scotia Gaming Corporation and the Nova Scotia Liquor Corporation were reclassified from
Ordinary Revenue to Net Income from Government Business Enterprises in the 2004-2005 Estimates.
The 2003-2004 Estimate and Actual have been restated to reflect this change.
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HISTORICAL ANALYSIS OF
REVENUES BY SOURCE

REVENUE BY SOURCE
(as a percentage of Total Revenues)

Provincial Sources
Personal Income Tax
Corporate Income Tax
Sales Tax
Tobacco Tax
Motive Fuel Taxes
Interest Revenues
Registry of Motor Vehicles
Royalties - Petroleum
Other Provincial Sources
Prior Years Adjustments -
Provincia Sources
Nova Scotia Gaming Corporation
Nova Scotia Liquor Corporation
Other Government Business Enterprises

Total - Provincial Sources

Federal Sources
Equalization Payments
Offshore Oil and Gas Payments
Canada Hedlth and Socia Transfer
Canada Health Transfer
Canada Socia Transfer
Health Reform Fund
Wait Times Reduction Fund
Other Federal Sources
Prior Years Adjustments -

Federa Sources

Total - Federal Sources

Total Revenues

Schedule 6

(continued)

FORECAST ESTIMATE
2001-2002 2002-2003 2003-2004 2004-2005 2005-2006
(as restated) (as restated) (as restated)
24.4% 25.6% 23.8% 23.5% 24.1%
3.7% 3.9% 4.1% 5.1% 5.4%
16.3% 17.1% 17.2% 16.7% 16.6%
2.0% 2.8% 2.8% 2.9% 2.8%
4.0% 4.7% 4.4% 4.0% 4.0%
1.3% 1.1% 1.1% 1.1% 1.1%
1.2% 1.4% 1.4% 1.4% 1.4%
0.3% 0.2% 0.4% 0.4% 0.5%
3.2% 3.7% 4.2% 4.8% 3.7%
1.6% -0.4% 2.6% -0.7% ---
3.0% 3.3% 2.8% 2.7% 2.5%
2.8% 3.0% 2.9% 2.8% 2.7%
0.1% 0.1% 0.1% 0.2% 0.1%
63.9% 66.5% 67.8% 64.9% 64.9%
25.3% 21.3% 19.6% 21.3% 20.8%
--- - - --- 0.9%
10.6% 11.5% 12.1% --- ---
--- --- --- 7.8% 9.0%
--- --- --- 4.0% 4.0%
--- --- 0.5% 0.7% ---
--- - - 0.3% 0.3%
--- --- --- 0.6% 0.1%
0.2% 0.7% --- 0.4% ---
36.1% 33.5% 32.2% 35.1% 35.1%
100.0% 100.0% 100.0% 100.0% 100.0%
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