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Chapter 6 - Financial Position
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These realities and our subsequent discussion of them in this chapter are based on the report of an independent
fiscal advisor, David Norris, entitled The Fiscal Position of Newfoundland and Labrador: An Independent
Assessment of the Current State of and Prospects for the Province's Fiscal Position. Research Paper for the
Royal Commission on Renewing and Strengthening Our Place in Canada, 2003. All charts and tables in this
chapter are based on this report.

“Taxpayer-Supported Debt” is a concept used by various credit-rating agencies and financial analysts in
assessing public-sector debt.

These comparisons exclude the debt of self-supporting Crown agencies, such as hydroelectric corporations.
Newfoundland and Labrador’s public-sector debt before this exclusion totaled $7.9 billion as of March 31,
2003, which, combined with the unfunded pension liabilities, yields overall debt of $11.3 billion, or more than
$21,000 per capita.

Fiscal capacity is a key determinant of a province’s entitlement for transfers from the federal government
under the equalization program, which will be discussed more extensively in Chapter 9.

This consolidated deficit of $286.6 million does not include borrowing for the purpose of funding pension
liabilities. The 2003 Budget estimates additional, off-budget borrowing of $163.5 million for this purpose
— see Statement II of the Budget. Some may argue that borrowing this $163.5 million is not a true increase in
debt, but a conversion of an existing unfunded liability into a funded liability; nonetheless, the 2003 Budget
is projected to result in an increase in the province’s funded debt of some $450 million.
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This assumption reflects the fact that the offshore projects are not “ring-fenced.” That is, projects do not operate
in isolation from a corporation’s other operations throughout Canada. Corporate profits are determined on a
Canada-wide basis, and these profits are then allocated to a province based on a formula. Corporate revenues,
regardless of where earned in Canada, are offset against expenses, regardless of where incurred in Canada.
Profit is determined on a corporate-wide basis, not on a project basis. Exploration or development expenses
incurred elsewhere in Canada may reduce profit earned from a Newfoundland and Labrador project, reducing
overall corporate profit levels. In addition, the formula used to allocate Canada-wide profits to individual
provinces is an attempt to approximate where profits are earned, but is not precise. Against this background
of external factors, it is difficult to assess whether or not the 25 per cent assumption will be indicative of the
actual outcome.
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Chapter 9 - Fiscal Federalism
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Public Policy, Vol.9, 1983.

See: Government of Canada, Department of Finance, Federal Transfers to the Provinces and Territories.
February 2003, see: http:// www.fin.gc.ca

Another federal institution that was supportive of this view was the Economic Council of Canada. See:
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Chapter 10 - Fisheries
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Canada, Newfoundland: From Dependency to Self-Reliance. Ottawa: Minister of Supply and Services,
1980.

Government of Canada, Task Force on the Atlantic Fishery. Navigating Troubled Waters: A New Policy for
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Chapter 11 - The Regulation of Natural Resources,

Atlantic Accord and Churchill River

Individual oil projects are not stand alone operations for tax purposes. Given the broad base of activities of
most oil companies, the varying levels of profitability of their operations, as well as the numerous and diverse
investment activities of the oil companies, it is extremely difficult to project the extent to which the taxes
applicable to the income on any one project will be reflected in government’s tax revenue receipts in any
year. Accordingly, for the purpose of the analysis, a revenue stream based on 50 per cent of the full federal
corporate income tax rate has been assumed.

Referenced in John C. Crosbie, Overview Paper on the 1985 Canada-Newfoundland Atlantic Accord.
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Appendix B

1. CPRN is a national think tank whose mission is to help make Canada a more just, prosperous and caring

society. The dialogues were an adaptation of Viewpoint Learning’s propriety Choice Work Dialogue
methodology. This adapted methodology was used with permission.
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