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Introduction

The consolidated financial statements of the Province of Prince Edward Island are presented
through the publication of the Public Accounts, Volume I. These statements consolidate the
financial statements of the Province’s Operating Fund with the financial statements of Agencies,
Boards and Crown Corporations owned or controlled by the Province of Prince Edward Island.

The consolidated financial statements, and Operating Fund financial statements, are prepared
on the accrual basis of accounting in accordance with Canadian generally accepted accounting
principles for the public sector. Other significant accounting policies used by the Province are
described in the Notes to Financial Statements. The statements are prepared by the
Comptroller and are audited by the Auditor General, who presents an annual report to the
Legislative Assembly on the results of his audit.

The Public Accounts for the Year Ended March 31, 2007 consists of two volumes:

Volume | - Financial Statements presents the audited consolidated financial statements
of the Provincial reporting entity as described in Note 1 to the financial statements.

Volume Il - Operating Fund Financial Statements, Details of Revenues and
Expenditures and Financial Statements of Agencies and Crown Corporations presents the
audited financial statements of the Operating Fund, the unaudited details of revenues and
expenditures of the Operating Fund and a reproduction of the available audited financial
statements of the Agencies, Boards and Crown Corporations owned or controlled by the
Province. Volume Il can be ordered through the Province’s web site.

The Public Accounts of the Province are tabled in the Legislative Assembly in accordance with
Section 61 of the Financial Administration Act.

Internet Address - Volumes | and Il of the Public Accounts are available on the Province’s
Website at:

http://www.gov.pe.ca/publications
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Government of the Province of Prince Edward Island

Statement of Responsibility

Responsibility for the integrity, objectivity and fair presentation of the
consolidated financial statements of the Province of Prince Edward Island rests
with the Government. The financial statements are prepared by the Comptroller
in accordance with the stated accounting policies of the Government as
described in Note 2 of the financial statements.

These financial statements include a Consolidated Statement of Financial
Position, a Consolidated Statement of Operations, a Consolidated Statement of
Change in Net Debt, a Consolidated Statement of Cash Flows and notes and
schedules integral to the statements. Together, they present fairly, in all material
respects the Government's financial position at the fiscal year end and results
of operations for the year ended March 31, 2007. More detailed information
regarding the Government's financial position and operating results can be
found in other sections of either Volume | or Volume 1.

The Government is responsible for maintaining a system of internal accounting
and administrative controls in order to provide reasonable assurance that

transactions are appropriately authorized, assets are safeguarded and financial
records are properly maintained.

On behalf of the Government

Hon. Sheridan

Provincial Treasurer

December, 2007
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Revenue

Consolidated Financial Statements

Taxes - 49.8%

Sinking Fund - 1.4%

Investment - 1.6% Licenses & Permits-1.6%

Fees & Services - 3.8%

Sales - 2.4%
Other - .8%

Federal Government - 38.6%

Total revenue for the Province in 2006-2007 was $1.23 billion, an increase of $60.6 million over the previous
year.

Increases were mainly in Federal Government ($30.0 million) and Taxes ($26.3 million).
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Expense by Ministry

Consolidated Financial Statements

Agriculture, Fisheries & Aquaculture-3.9%
Amortization of Capital Assets-3%
Development & Technology - 4.4%

Attorney General - 2.8%

Health - 29.3%

Education - 19.1% Public Service Commission-2.2%

Provincial Treasury - 3.5%

Social Services & Seniors - 9%
Other - .6%

Transportation & Public Works - 6.6% Tourism - 1.8%
Environment,Energy & Forestry-1% Community & Cultural Affairs - 2.8%
Interest Charges on Debt - 10%

Total expense for the Province in 2006-2007 was $1.21 billion, an increase of $37.4 million over the previous
year.

Increases were mainly in Development and Technology ($17.3 million), Health ($10.4 million) and Education
($8.5 million). Increases in expenses were partly offset by decreases in the Public Service Commission ($14.7
million).



PUBLIC ACCOUNTS 2006-2007 7

Expense by Object

Consolidated Financial Statements

Salaries & Benefits - 42.2%

Amortization of Capital Assets-3%

Travel & Training - .8%
Transfer Payments - 19.8%
Materials & Supplies - 9.1%

Administration - 1.5%

Debt - Provisions & Other - 2.4% Professional & Contract Services - 11.2%

Debt - Interest Charges - 10%

Total expense for the Province in 2006-2007 was $1.21 billion, an increase of $37.4 million over the
previous year.

Increasesweremainly in Transfer Payments ($28.6 million), Salaries ($12.1 million) and Debt - Provisions
& Other ($6.3 million). Increasesin expenses were partly offset by decreasesin Materials and Supplies
($12.4 million).
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Gross Domestic Product Distribution - 2006

Prince Edward Island

Health Care & Social Assistance-9.2% Accommodation & Food Services-3.5%
Other Services - 6.5%

Education Services - 6.5%

Information & Cultural Industries-3.6%
Transportation & Warehousing-2.

30
Retail Trade - 6.8% ‘

Wholesale Trade - 2.9%

Public Administration - 12.8%

Construction - 4.9%

Finance,Insurance,Real Estate & Renting-18.2%

Other - 2.5%

Manufacturing - 11.5%

Agriculture,Forestry,Fishing & Hunting-8.8%

Information provided by the PEI Department of Provincial Treasury from data provided by Statistics Canada.
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AUDITOR’S REPORT

To the Members of the Legislative Assembly
Province of Prince Edward Island

I have audited the consolidated statement of financial position of the Province of
Prince Edward Island as at March 31, 2007 and the statement of operations, change in net debt and
cash flows for the year then ended. These statements are the responsibility of Government. My
responsibility is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with Canadian generally accepted auditing
standards. Those standards require that I plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In my opinion, these consolidated financial statements present fairly, in all material
respects, the financial position of the Province of Prince Edward Island as at March 31, 2007 and the
results of its operations, the change in net debt and the cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles for governments as
recommended by The Canadian Institute of Chartered Accountants.

Additional information and comments on the financial statements are included in my
Annual Report to the Legislative Assembly.

////,u/

" Colin”Younker, CA
Auditor General

Charlottetown, Prince Edward Island
December 13, 2007

AUDITOR GENERAL - CHARLOTTETOWN, PEI
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PROVINCE OF PRINCE EDWARD ISLAND

Consolidated Statement of Financial Position
as at March 31, 2007

2007 2006
FINANCIAL ASSETS ($000) ($000)
Schedule
1 Cash and Short Term Deposits 41,884 16,499
2 Accounts and Taxes Receivable 152,864 141,345
3 Treasury Advances 2,149 2,144
4 Property Holdings 776 670
5 Investments 2,415 2,765
6 Investment in Government Business Enterprises 11,062 9,736
7 Sinking Fund 269,015 265,926
8 Loans Receivable 232,382 203,662
Total Financial Assets 712,547 642,747
LIABILITIES
9 Deferred Revenue/Credits 25,694 28,895
10 Accounts Payable and Accrued Liabilities 237,691 204,566
11 Short Term Loans Payable 115,000 27,551
12 Obligation Under Capital Leases 4,857 5,167
13 Pension, Retirement and Other Obligations 40,763 87,626
14 Loans Payable 255,388 237,525
15 Debentures 1,344,821 1,374,384
Total Liabilities 2,024,214 1,965,714
NET DEBT 1,311,667 1,322,967
Non-Financial Assets
16 Tangible Capital Assets 549,538 537,489
17 Inventories 7,578 8,075
18 Prepaid Expenses 3,127 2,064
560,243 547,628
Accumulated Deficit 751,424 775,339

Supplementary Information (see schedules)
19 Trust Funds
20 Guaranteed Debt

(The accompanying schedules and notes are an integral part of these financial statements.)
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PROVINCE OF PRINCE EDWARD ISLAND
Consolidated Statement of Operations
for the year ended March 31, 2007
2007 2007 2006
Unaudited
Restated
Estimates Actual Actual
REVENUES ($000) ($000) ($000)
Schedule
23 Taxes 583,248 613,196 586,911
24 Licenses and Permits 17,715 19,582 19,385
25 Fees and Services 49,702 46,469 46,142
26 Sales 33,812 29,996 31,093
27 Investment 13,619 20,024 16,393
28 Other 3,683 8,603 8,610
29 Government of Canada 466,920 474,437 444,428
6 Government Business Enterprises 2,445 1,326 2,546
7 Sinking Fund Earnings 17,300 16,916 14,442
Total Revenues 1,188,444 1,230,549 1,169,950
EXPENSES
30 Agriculture, Fisheries & Aquaculture 42,237 46,985 46,412
31 Attorney General 33,613 33,586 32,316
Auditor General 1,447 1,338 1,336
32 Community and Cultural Affairs 32,954 34,415 30,911
33 Development and Technology 31,343 53,509 36,215
34 Education 231,680 230,245 221,755
35 Environment, Energy & Forestry 12,617 12,201 12,703
Executive Council 3,030 2,944 2,923
Health 352,678 353,657 343,243
Legislative Assembly 3,624 3,480 3,920
36 Provincial Treasury 55,946 42,535 38,950
37 Public Service Commission 26,944 26,060 40,809
Social Services and Seniors 112,578 108,121 106,625
38 Tourism 21,366 21,389 20,546
39 Transportation and Public Works 81,727 79,616 77,022
Total Program Expenses 1,043,784 1,050,081 1,015,686
Interest Charges on Debt 119,404 120,296 116,807
16 Amortization of Tangible Capital Assets 37,755 36,257 36,779
Total Expenses 1,200,943 1,206,634 1,169,272
ANNUAL SURPLUS (DEFICIT) (12,499) 23,915 678
Accumulated Surplus (Deficit), Beginning of Year (775,339) (776,640)
Accounting Change - Inventory Inclusion - 3,624
Adjustments for Future Employee Benefits - (3,001)
Accumulated Surplus (Deficit), End of Year (751,424) (775,339)

(The accompanying schedules and notes are an integral part of these financial statements.)
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PROVINCE OF PRINCE EDWARD ISLAND

Consolidated Statement of Changes in Net Debt
for the year ended March 31, 2007

2007 2007 2006
Unaudited
Restated
Estimates Actual Actual
($000) ($000) ($000)
Annual (Surplus) Deficit 12,499 (23,915) (678)
Increase (Decrease) in Tangible Capital Assets
Acquisition of Tangible Capital Assets 40,960 48,630 29,385
Amortization of Tangible Capital Assets (37,755) (36,257) (36,779)
Net Book Value of Tangible Capital Asset Disposals - (324) (390)
3,205 12,049 (7,784)
Increase (Decrease) in Prepaid Expenses - 1,063 (2,005)
Increase (Decrease) in Inventory - (497) 1,005
Adjustment - Reclassification of Land (Tax Sales) - - (113)
Adjustments re: Future Employee Benefits
Pension Amortization & Interest Expense - - 1,734
Teachers' WCB Liability at Mar-31-05 - - 1,267
- - 3,001
Increase (Decrease) in Net Debt 15,704 (11,300) (6,574)
Net Debt, Beginning of Year 1,322,967 1,322,967 1,329,541
Net Debt, End of Year 1,338,671 1,311,667 1,322,967

(The accompanying schedules and notes are an integral part of these financial statements.)
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PROVINCE OF PRINCE EDWARD ISLAND

Consolidated Statement of Cash Flows
for the year ended March 31, 2007

2007 2006
($000) ($000)
Operating Activities
Surplus (Deficit) for the year 23,915 678
Amortization of Tangible Capital Assets 36,257 36,779
Adjustments for Future Employee Benefits - (3,001)
Changes in:
Accounts and Taxes Receivable - (Increase) Decrease (11,519) (16,388)
Treasury Advances - (Increase) Decrease (5) (1,553)
Property Holdings - (Increase) Decrease (106) 774
Prepaid Expenses - (Increase) Decrease (1,063) 2,005
Inventories - (Increase) Decrease 497 (892)
Deferred Revenue/Credits - Increase (Decrease) (3,201) (2,185)
Accounts Payable and Accrued Liabilities - Increase (Decrease) 33,125 9,981
Pension, Retirement and Other Obligations-Increase (Decrease) (46,863) (147,861)
Cash Provided by (Used for) Operating Activities 31,037 (121,663)
Investing Activities
Changes in:
Loans Receivable - (Increase) Decrease (28,720) (4,075)
Investments - (Increase) Decrease 350 694
Investment in Govt Business Enterprises-(Increase) Decrease (1,326) (2,546)
Cash Provided by (Used for) Investing Activities (29,696) (5,927)
Capital Activities
Acquisition of Tangible Capital Assets (48,630) (29,385)
Disposal of Tangible Capital Assets 324 390
Cash Provided by (Used for) Capital Activities (48,306) (28,995)
Financing Activities
Debentures Issued 13,526 108,975
Debentures Matured / Called (43,712) (8,975)
Changes in:
Short Term Loans Payable - Increase (Decrease) 87,449 (57,449)
Loans Payable - Increase (Decrease) 17,863 156,192
Debenture Discount - (Increase) Decrease 623 (131)
Obligation Under Capital Leases - Increase (Decrease) (310) (388)
Sinking Fund - (Increase) Decrease (3,089) (77,285)
Cash Provided by (Used for) Financing Activities 72,350 120,939
Increase (Decrease) in Cash and Short Term Deposits 25,385 (35,646)
Cash and Short Term Deposits, Beginning of Year 16,499 52,145
Cash and Short Term Deposits, End of Year 41,884 16,499

(The accompanying schedules and notes are an integral part of these financial statements.)
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PROVINCE OF PRINCE EDWARD ISLAND
Notes to the Consolidated Financial Statements
For the year ended March 31, 2007

Reporting Entity

The financial position of the Province is presented by a consolidated statement of financial position
combining the statement of financial position of the Operating Fund and the balance sheets of such
agencies, crown corporations and boards as determined under section 61(2) of the Financial
Administration Act.

The following agencies, crown corporations, and boards are included in the consolidated statement of
financial position using the consolidation method of accounting. Under the consolidation method of
accounting inter-organizational balances and transactions are eliminated. This method reports the
organizations as if they were one organization.

Eastern School District

French Language School Board

Western School Board

Harness Racing PEI Inc.

P.E.Il. Agricultural Insurance Corporation

P.E.l. Agricultural Research Investment Fund Inc.
P.E.l. Aquaculture and Fisheries Research Initiative Inc.
P.E.l. Business Development Inc

P.E.l. Crown Building Corporation

P.E.l. Housing Corporation

P.E.l. Human Rights Commission

P.E.l. Lending Agency

P.E.l. Museum and Heritage Foundation

P.E.l. Self-Insurance and Risk Management Fund
P.E.l. Special Projects Fund

Tourism P.E.I.

The Eastern, Western, and French Language School Boards have a fiscal year-end of June 30th.
Unaudited financial information as of March 31, 2007 has been used for consolidation purposes.

Harness Racing PEI Inc. has a fiscal year end of January 31, 2007.

The following agencies, crown corporations, and boards are included in the consolidated statement of
financial position using the modified equity method of accounting. This method is used for government
business enterprises which are defined as those agencies, crown corporations and boards which, (i) have
the power to contract in their own name, (ii) have the financial and operating authority to carry on a
business, (iii) sell goods and services to customers outside the provincial reporting entity as their principal
activity and source of revenue, and (iv) are able to maintain their operations and meet their liabilities from
revenues received from sources outside the provincial reporting entity. The modified equity method
reports the percentage of a government business enterprise's net assets owned by the Province as an
investment in the Province's Consolidated Statement of Financial Position. Inter-organizational balances
and transactions are not eliminated. Schedule 6 presents condensed financial information of the following
government business enterprises.
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Charlottetown Area Development Corporation
Island Investment Development Inc.

Island Waste Management Corporation
P.E.l. Energy Corporation

P.E.l. Grain Elevators Corporation

P.E.l. Liquor Control Commission

P.E.l. Lotteries Commission

P.E.l. Regulatory and Appeals Commission
Summerside Regional Development Corporation Ltd.

The P.E.I. Grain Elevators Corporation has a fiscal year end of July 31, 2006.

The Consolidated Statement of Financial Position does not include the financial position of the Workers'
Compensation Board of Prince Edward Island. The Board, as at December 31, 2006, had assets of
$128.4 million (2005 - $109.3 million) and liabilities of $116.5 million (2005 - $110.3 million). The Board

has the ability to establish premium rates sufficient to meet its financial obligations.

Basis of Accounting

(a) These financial statements are prepared in accordance with Canadian generally accepted accounting

principles for the public sector. The Province complies with the recommendations of the Public Sector
Accounting Board (PSAB) of the Canadian Institute of Chartered Accountants (CICA) wherever applicable.
PSAB standards are supplemented where appropriate by other CICA accounting standards.

(b) Financial Assets

Financial assets are those assets on hand at the end of an accounting period which could provide
resources to discharge existing liabilities or finance future operations and are not for consumption in
the normal course of operations.

Cash represents cash position including bank balances and term deposits.

Receivables are recorded for all amounts due for work performed and goods or services supplied in the
fiscal year. A provision for loss is established for doubtful accounts.

Property Holdings are recorded at the lower of cost or net realizable value. A provision for loss is
established.

Investments are recorded at the lower of cost or net realizable value. A provision for loss is established.

Investment in Government Business Enterprises represents the net assets of government business
enterprises recorded on the modified equity basis as described in Note 1 to these financial statements.

Sinking Fund assets are recorded at cost plus accrued interest. A portion of the Sinking Fund assets are
externally restricted.

Loans Receivable are recorded at cost less adjustments for impairments in value and concessionary terms.
Where concessionary terms apply loans are reported at their net present value. Loans usually bear interest
at approximate market rates and normally have fixed repayment schedules. A provision for loss is
established for doubtful accounts.

(c) Liabilities

Deferred revenue represents amounts received but not earned.
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Payables, accruals and other liabilities are recorded for all amounts due for work performed, goods or
services received and other charges incurred in the fiscal year.

Borrowings are recorded at face value less adjustments for concessionary terms.

Obligation Under Capital Leases represents the liability recorded for contractual arrangements which are
deemed to be capital leases. Establishment of a capital lease recognizes the lease contract as a
financing tool to acquire an asset.

Pension, Retirement and Other Future Employee Benefit Obligations represent the Province's net liability
as calculated using an accrued benefits actuarial method on an accounting basis. The net liability
represents the present value of accrued benefits less the market value of assets plus or minus deferred
gains or losses to be amortized.

Union agreements provide for the accumulation of sick leave benefits by employees. However, there is
no obligation for the Province to settle these amounts with cash payments. Consequently, no liability has
been calculated by the Province and no accrual has been recorded in these financial statements for
accumulated sick leave benefits.

Debentures represent the gross funded debt of Province of PEI public debenture issues and Canada
Pension Plan debenture issues less unamortized discounts.

(d) Net Debt
The Province's financial statements are presented so as to highlight net debt as the measurement of
financial position. The net debt of the Province is determined by its liabilities less its financial assets. Net
debt is comprised of two components, non-financial assets and accumulated deficit.

Non-Financial Assets

Non-financial assets are acquired, constructed or developed assets that do not normally provide
resources to discharge existing liabilities. They are normally employed to deliver government services
and may be consumed in the normal course of operations.

Tangible capital assets are valued at historical cost, or estimated cost where historical cost information is
not available. Amortization methods and rates vary between the Operating Fund and some agencies. It
is calculated using the straight line or declining balance methods at the following rates:

Land Improvements 5-12 years

Buildings and Improvements 10 - 40 years

Leasehold Improvements Based on length of lease
Roads 10 - 20 years

Bridges 20 - 40 years

Motor Vehicles 3-10 years

Equipment 1-20 years

Other 5-40 years

Tangible capital assets do not include works of art and historical treasures because a reasonable
estimate of the future benefits associated with such property cannot be made. Works of art and historic
property consist mainly of paintings, drawings, prints, artifacts and photographs. The costs of works of
art and historic property are charged to expense in the fiscal year in which they are acquired.

Inventories consist of items on hand which were purchased for consumption or use by the Province in the
course of its operations. Inventories are recorded at cost and expensed as they are consumed or sold.

Prepaid expenses are goods and services purchased which will provide economic benefits in future
periods.
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Accumulated Deficit
Accumulated Deficit is the Net Debt of the Province less Non-Financial Assets. It represents the
accumulated balance of annual surpluses and deficits arising from operations of the Province.

(e) Revenues

()

Revenues are recorded on an accrual basis. Transfers from the Government of Canada, under Federal -
Provincial fiscal arrangements, are based on estimates which will be adjusted against future years
revenues when actual results or new information becomes available.

Expenses
Expenses are recorded on an accrual basis.

Capital expenditures are incurred in the acquisition, development or construction of tangible capital assets.
They do not include operational expenses. The acquisition of tangible capital assets are not reported as
expenses in the year the assets are acquired. Tangible capital assets are included in the Province's
Consolidated Statement of Financial Position as Non-Financial Assets and their cost is amortized over
their estimated useful life.

Transfer payments are transfers of money to individuals, organizations or other governments for which the
government making the transfer does not receive any goods or services directly in return. Transfer
payments are recognized by the Province as expenses in the period during which both the payment is
authorized and any eligibility criteria are met.

Province of Prince Edward Island Sinking Fund

(a) Description of Sinking Fund

The Province of Prince Edward Island Sinking Fund was established to reserve funds to meet future
commitments and for debt retirement. Earnings on Sinking Funds are reflected as current revenue.

Those funds in the Sinking Fund designated for debentures are considered to be externally restricted and
as a result can not be used for other purposes. Installment payments are made to the Sinking Fund from
the Operating Fund, they are allocations within the Operating Fund, and as such, are not treated as an
expense. The installment payments for the next five years are:

($000)
2007-2008 15,658
2008-2009 14,500
2009-2010 14,500
2010-2011 13,125
2011-2012 12,500

During 2005-2006 additional discretionary contributions of $48.7 million were made to the Sinking Fund for
under funded debentures.

(b) PEl Issues Held by the Sinking Fund

As at March 31, 2007 Sinking Fund investments includes PEI Issues held but not cancelled in the amounts
of:
($000) ($000)
Debentures - Par Value 61,043 Book Value 65,493
Residuals - Par Value 118,983 Book Value 66,934
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Solid Waste Landfill Closure and Post-Closure Liability

The collection and disposal of all solid waste generated in Prince Edward Island is included in the mandate
of Island Waste Management Corporation (IWMC). IWMC is responsible for liabilities related to the closure
and post-closure costs of the East Prince Landfill Site, which was in use at March 31, 2007. IWMC is also
responsible for monitoring and dealing with post-closure issues at four landfill sites and approximately one
hundred smaller community dumps which were closed prior to 2003. The Province is responsible for the
costs associated with the closure and decommissioning of the sites closed prior to 2003.

IWMC has included in its liabilities at March 31, 2007 an obligation associated with the retirement, closure
and post-closure costs of the East Prince Landfill Site in the amount of $1.4 million (2006 - $1.2 million).
The Province recognizes its responsibility regarding landfill sites closed prior to 2003 but at this time is
unable to estimate the costs involved due to the absence of a formal action plan. A provisional amount of
$350 thousand, established in 2003 to deal with future costs, is included in accounts payable and accrued
liabilities.

Commitments

The nature of the Province's activities results in commitments against future appropriations through various
multi-year contracts and obligations. Payments in respect of these contracts and agreements are subject
to the approval of the Legislature through the annual budget process. Significant financial commitments at
March 31, 2007 include:

(a) University of Prince Edward Island
The Province has committed to make payments over a sixteen year period, beginning in 2003-2004, in
the amount of $376.5 thousand per year to the University of Prince Edward Island for the purpose of debt
servicing.

(b) Queen Elizabeth Hospital Foundation
The Province has committed a total of $9.0 million to the Queen Elizabeth Hospital Foundation's Capital
Equipment Campaign. Payments are to be made over the next three years.

(c) 2009 Canada Summer Games
As at March 31, 2007 the Province has fulfilled its commitment to contribute $4.8 million towards the
capital costs of the 2009 Canada Summer Games. The Province's share represents approximately one
third of the total estimated capital costs of the Games.

The Province has also made a commitment to contribute $3.0 million towards the operating expenses of
the 2009 Canada Summer Games. As at March 31, 2007 $1.6 million of this amount has been disbursed.
The following schedule shows the annual payments remaining under this commitment:

($000)
2007-2008 388
2008-2009 482
2009-2010 482

In addition, after completion of the Canada Summer Games, the Province will bear the cost of any deficit
incurred.

(d) P.E.l. Business Development Inc
The corporation has approved, but not disbursed, loans at March 31, 2007 amounting to $5.0 million
(2006 - $6.5 million).
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(e) Island Investment Development Inc
Prince Edward Island Century 2000 Fund Inc. has approved, but not disbursed, loans at March 31, 2007
amounting to $12.1 million (2006 - $15.5 million).

(f) P.E.l. Lending Agency
The corporation has approved, but not disbursed, loans at March 31, 2007 amounting to $9.4 million
(2006 - $4.6 million).

(g) Tourism PEI
Tourism PEI has entered into an agreement to co-promote an event in 2007 and 2008 which requires an
annual deposit payment of $400 thousand. If in any year revenues of the event are not sufficient to offset
all costs, Tourism PEI will be responsible for any shortfall.

(h) P.E.l. Energy Corporation
The corporation has entered into a contribution agreement with Industry Canada and Hydrogenics
Corporation for the expenditure of up to $2.49 million on the P.E.I. Wind-Hydrogen project over three years.

(i) Island Waste Management Corporation
The corporation conducts a portion of its operations, the compost facility, pursuant to an operating
agreement. The agreement, which expires September 30, 2007, provides for the payment by the
corporation to the operator of the facility a minimum annual fee plus an excess tonnage fee. The minimum
annual fee commitment under the agreement is as follows:

2008 $ .7 million

The corporation has entered into various agreements for the collection of recyclables, waste and compost
materials. Minimum payments for the contracts currently in place for the next five years on these contracts
are as follows:

2008 $ 3.7 million
2009 $ 3.5 million
2010 $ 2.7 million
2011 $ 2.7 million
2012 $ 2.1 million

The corporation has entered into an agreement to supply PEI Energy Systems with a minimum of 31
thousand tons of waste annually. Any shortage is the responsibility of the corporation. Annual processing
costs for the waste are estimated at $1.8 million. The agreement is for thirty years, expiring in August 2025.

(j) Charlottetown Area Development Corporation (CADC)
In 1996 the Province entered into an agreement with the Charlottetown Waterfront Development
Corporation (CWDC), a subsidiary of CADC, to manage the disposal of property purchased from
Canadian National Railway. Included in this agreement was an undertaking from the Province to reimburse
all net carrying costs associated with the CN properties. CWDC has requested that the CN properties be
returned to the Province and the transfer of title back to the Province is currently in process. The Province
has included in its Accounts Payable and Accrued Liabilities at March 31, 2007 $2.6 million related to
the CN properties.

(k) Leases
The Province is party to a substantial number of lease agreements for the rental of space and equipment.
The following schedule shows the minimum annual lease payments in each of the next five years for
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those leases which are considered significant in relation to future operations:

($000)
2007-2008 5,587
2008-2009 4,760
2009-2010 4,045
2010-2011 3,817
2011-2012 3,248

Capital Leases

Costs associated with assets purchased through capital leases are included in the Schedule of Tangible
Capital Assets. Capital lease obligations are recorded as liabilities in the Consolidated Statement of
Financial Position.

Contingent Liabilities

(a) Claims Outstanding

The Province is subject to legal actions arising in the normal course of business. At March 31, 2007 there
were a number of outstanding claims arising from legal action in progress against the Crown. The cost to
the Province, if any, cannot be determined because the outcome of these actions is uncertain.

The cost, if any, of most of the claims outstanding will be paid through the Prince Edward Island
Self-Insurance and Risk Management Fund. The Prince Edward Island Self-Insurance and Risk
Management Fund was established in 1988 under Part Il of the Financial Administration Act. The

Fund provides general liability insurance, errors and omissions insurance and primary property and crime
insurance. At March 31, 2007, fund reserves were $7.5 million (2006 - $7.3 million). Claims amounting to
$.9 million were settled in the current year (2006 - $1.0 million). The estimated amount for claims
outstanding at March 31, 2007 is $1.0 million (2006 - $.8 million). The Fund carries an excess liability
policy limiting the liability of the fund.

No allowance provision has been made for costs, if any, relating to claims of abuse at the former Mt
Herbert Orphanage which are not covered through the Self-Insurance and Risk Management Fund.

(b) Prince Edward Island Business Development Inc

PEI Business Development Inc has indemnified lease payments to a landlord on behalf of a private
company. In the case of default by the tenant, the maximum amount indemnified is $108,333 per
month, pursuant to the lease ending February 2025. A provision for loss has been established for this
guarantee (see Schedule 21).

(c) Credit Union Deposit Insurance Corporation

The Credit Unions Act states that the Province shall ensure that the obligations of The Credit Union
Deposit Insurance Corporation (CUDIC) are carried out. The CUDIC provides deposit insurance coverage
on deposits within established limits held by PEI credit unions. The CUDIC is funded by an assessment
on insurable deposits in each of the ten credit unions. The Province holds two director positions on the
CUDIC Board of Directors. At December 31, 2006 the CUDIC had an equity balance of $7.1 million

(2005 - $6.2 million).



22

CONSOLIDATED FINANCIAL STATEMENTS 2006-2007

7

Based on unaudited information, at September 30, 2006 credit unions in Prince Edward Island held

insurable deposits totaling $470.8 million (2005 - $462.6 million). The probability that the Province would
be called upon to provide financial support to the CUDIC is unlikely due to the equity held by the CUDIC,
Credit Union Central of Prince Edward Island and the ten credit unions on PEI.

(d) Guaranteed Debt

The Province has guaranteed the repayment of a variety of types of loans, including student loans.
Guarantees amounting to $170.5 million (2006 - $156.6 million) are reported in Schedule 20.

Pension, Retirement and Other Obligations

(a) Basis of Accounting for Obligations

The Province has adopted the recommendations of the Public Sector Accounting Board (PSAB) in
accounting for its pension and other retirement obligation liabilities. Assumptions used in the valuation of
these benefits and obligations are developed on two criteria; for funding purposes and for accounting
purposes. The Province uses assumptions developed for accounting purposes.

(b) Pension Funds

Civil Service Superannuation Fund

Employees of the Province and certain of its' entities are entitled to receive pension benefits pursuant to the
provisions of a pension plan under the Civil Service Superannuation Act. The plan is operated within the
Civil Service Superannuation Fund which is not part of the Operating Fund of the Province. The Plan is
funded by employee contributions equal to 6.95 % of their salary (8.75 % when not contributing to CPP)
with the Province matching those contributions. Investments of the Fund are administered by external
investment managers under policy guidelines set down by Executive Council and supervised by an advisory
committee to the Provincial Treasurer. By Act the Province is committed to make payments if the Civil
Service Superannuation Fund is insufficient to provide for pension payments as they become due. Pension
benefits are based on the number of years of service times 2% of the best three years' average salary.

The plan provides for inflation protection to a maximum of 6 %.

Teachers' Superannuation Fund

The Teachers' Superannuation Act established a fund for the payment of pensions to retired teachers or
refund of contributions under certain circumstances. The plan is operated within the Teachers'
Superannuation Fund which is not part of the Operating Fund of the Province. The Plan is funded by
employee contributions equal to 7.2 % of their salary (9 % when not contributing to CPP) with the Province
matching those contributions. Investments of the Fund are administered by external investment managers
under policy guidelines set down by Executive Council and supervised by an advisory committee to the
Provincial Treasurer. By Act the Province is committed to make payments if the Teachers' Superannuation
Fund is insufficient to provide for pension payments as they become due. Pension benefits are based on
the number of years of service times 2% of the best five years' average salary. The plan provides for
inflation protection to a maximum of 4%.

Pension Plan for Members of the Legislative Assembly

The Legislative Assembly Act provides for an Indemnities and Allowances Commission to review and
determine the remuneration and benefits to be paid to the Members of the Legislative Assembly, Ministers,
Speaker, Deputy Speaker, Leader of the Opposition, Government House Leader, Opposition House Leader,
Government Whip, and Opposition Whip. The Commission established the "Pension Plan for Members of
the Legislative Assembly of Prince Edward Island". This plan operates within the Pension Plan for Members
of the Legislative Assembly of Prince Edward Island Fund and is not part of the Operating Fund of the
Province. The plan is funded by contributions from the members of the Legislative Assembly equal to 8 %
of their salary. Investments of the Fund are administered by external investment managers under policy
guidelines set down by Executive Council and supervised by an advisory committee to the Provincial
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Treasurer. The Province is required to make contributions to the Fund to ensure that there is sufficient
money to cover the cost of current service accruals as well as provide for the proper amortization of any
unfunded liability. The plan text and tax legislation requires that an employer contribution holiday must be
taken while the plan is in a surplus position. Pension benefits are based on criteria which is different
depending on the period of service. The criteria for the different periods are as follows:

a) for the period up to and including June 30, 1994, annual members' pensions are equal to the lesser of
75% of contributions and the average annual indemnity during the last five years of service. Annual
Ministers' pensions are equal to the lesser of 75% of contributions and one half of the highest annual
salary as a Minister.

b) for the period July 1, 1994 to March 31, 2001, benefits are based on the number of years of service

times 2% of the best thirty-six consecutive months' average indemnity and salary earned by the member.
c) for the period on or after April 1, 2001, benefits are 25% of the required contributions made by the
participants commencing after April 1, 2001, indexed annually by the percentage increase in the Consumer
Price Index, subject to a maximum increase of 8% per annum.

The plan provides a pre-retirement inflation protection equal to the increase in the Consumer Price Index
to a maximum of 8%. Post-retirement inflation protection is the increase in the Consumer Price Index
minus 2%, to a maximum of 8%.

Pension Plan for Members of the Legislative Assembly (Supplementary)

The supplementary to the Pension Plan for Members of the Legislative Assembly was established

effective April 1, 1999. The plan provides a pension which is supplementary to the benefits provided
under the Pension Plan for Members of the Legislative Assembly. Supplementary benefits are provided for
service rendered subsequent to June 30, 1994 and the amount of benefit is approximately equal to those

benefits provided under the Members of the Legislative Assembly of Prince Edward Island. This plan is
unfunded. The Province is responsible for the unfunded liability and makes payments from the Operating
Fund as they become due. The plan provides for inflation to a maximum of 8%.

Senior Compensation Program

An executive compensation plan is provided to the senior management of the Province. The plan provides
a pension which is supplementary to the benefits provided under the Civil Service Superannuation Act.
Pension benefits are based on the number of years' participation in the Senior Compensation Program

to a maximum of 5 years times 2% of the best three years' average salary. This plan is unfunded. The
Province is responsible for the unfunded liability and makes payments from the Operating Fund as they
become due. The plan provides for inflation to a maximum of 6%.

Pension Plan for Judges - Old

The Provincial Court Act provides a pension plan for Provincial Court judges who were appointed before
April 1, 1997. Pension benefits are based on two-thirds of the salary payable to the judge at the time of
retirement. This plan is unfunded. The Province is responsible for the unfunded liability and makes
payments from the Operating Fund as they become due. The plan provides for inflation to a maximum
of 8%.

Pension Plan for Judges - New

The Provincial Court Act established a Judicial Remuneration Review Commission which reviews salary,
benefits and expenses paid to judges. In February 2002, the Commission approved the establishment of
a pension plan for judges appointed after March 31, 1997 which is supplementary to the benefits provided
under the Civil Service Superannuation Act. Pension benefits are based on the number of years' service
times 3% of the best three years' average salary less benefits received under the Civil Service
Superannuation Plan. This plan is unfunded. The Province is responsible for the unfunded liability and
makes payments from the Operating Fund as they become due. The plan provides for inflation protection
to a maximum of 6%.
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Summary of Plan Membership, Contributions and Payments
31-Mar-07 31-Mar-06
Civil Service Superannuation Fund

Number of Active Members 6,440 3,070
Employee Current Service Contributions $19.3 million $9.9 million
Number of Retirees 1,812 1,744
Benefit Payments $32.1 million  $29.7 million
Teachers' Superannuation Fund

Number of Active Members 1,687 1,662
Employee Current Service Contributions $6.7 million $6.4 million
Number of Retirees 1,338 1,336
Benefit Payments $34.5 million  $32.2 million
Pension Plan for Members of the Legislative Assembly

Number of Active Members 26 25
Employee Current Service Contributions $124.5 thousand $123.8 thousand
Number of Retirees 72 74
Benefit Payments $1.18 million  $1.19 million

Pension Plan for Members of the Legislative Assembly (Supplementa

Number of Active Members 26 25
Number of Retirees 26 26
Benefit Payments $92.9 thousand $92 thousand
Senior Compensation Program

Number of Active Members 25 25
Number of Retirees 29 27
Benefit Payments $313.7 thousand $305 thousand
Pension Plan for Judges - Old

Number of Active Members 1 2
Number of Retirees 4 3
Benefit Payments $363.1 thousand $290.4 thousand

Pension Plan for Judges - New
Number of Active Members

Number of Retirees 0

N
-

Actuarial Valuations / Estimates

Actuarial valuations of the Province's pension funds are carried out every three years. An estimated

update, which is a partial calculation based on an extrapolation of the most recent valuation, is calculated by
the Province at the end of each fiscal year.

Actuarial gains and losses are amortized on a straight-line basis over the expected average remaining
service life of the related employee group which is 6 years for MLAs, 14 years for TSF and 13 years for all
other groups.

Actuarial valuations and estimates are based on a number of assumptions about future events, such as
inflation rates, interest rates, wage and salary increases and employee turnover and mortality. The
assumptions used reflect the Province's best estimates. The assumptions for the valuations are as follows:
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01-Apr-06  01-Apr-05

Expected Inflation Rate 2.75% 2.75%
Discount Rate Used to Determine Accrued Obligation 7.63% 7.63%
Expected Rate of Return on Plan Assets 7.63% 7.63%

Pension fund assets are valued at market values. The actual return on plan assets was 11.5% in 2007
(2006 13.5%).

The following are the most recent actuarial valuations for the Province's three pension funds:

Civil
Service Teachers' MLA
Fund Fund Fund
Date of Valuation 01-Apr-05  01-Apr-05 01-Apr-06
($000) ($000) ($000)
Actuarial Liability 575,838 516,144 15,221
Fund Assets 502,034 308,635 22,598
Unfunded Liability (Surplus) 73,804 207,509 (7,377)

The following are the actuarial estimates at March 31, 2007

Gross Unamortized Net Net
Pension Pension Actuarial Pension Pension
Obligation Assets  Adjustments Obligation Obligation
31-Mar-07  31-Mar-07 31-Mar-07  31-Mar-07 31-Mar-06

($000) ($000) ($000) ($000) ($000)
Civil Service Pension Fund 810,558 863,368 13,089 (39,721) 16,369
Teachers' Pension Fund 547,612 521,761 (27,495) (1,644) (5,069)
MLA Pension Fund 15,452 23,977 496 (8,029) (7,043)
MLA Plan (Supplementary) 4,720 - 29 4,749 4,083
Senior Comp. Pension Plan 7,742 - 499 8,241 7,833
Judges Pension Plan (Old) 4,853 - (275) 4,578 4,565
Judges Pension Plan (New) 301 - 28 329 264
Totals 1,391,238 1,409,106 (13,629) (31,497) 21,002

(c)Retirement and Other Benefits

Employees of the Province are entitled to retirement allowances as provided for under collective agreements
and terms of employment. Other benefit entitlements include workers compensation funding and payment
of death benefits. The Province obtains actuarial calculations of its liability for future employee benefits.
Actuarial valuations and estimates are based on a number of assumptions about future events, such as
inflation rates, interest rates, wage and salary increases and employee turnover and mortality. The
assumptions used reflect the Province's best estimates. The assumptions for the most recent valuations

at April 1, 2005 and April 1, 2006 are as follows:

Expected Inflation Rate 2.06 - 4.75%
Discount Rate Used to Determine Accrued Obligation 5.50%
Expected Salary Increase 2.75%
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The following balances are actuarial estimates of future commitments to employees:

Gross Unamortized Net

Benefit Benefit Actuarial Benefit
Obligation Assets  Adjustments Obligation Obligation
31-Mar-07 31-Mar-07 31-Mar-07  31-Mar-07 31-Mar-06

($000) ($000) ($000) ($000) ($000)
Retirement Pay 58,834 - (7,063) 51,771 46,326
Death Benefits 5,035 1,323 (957) 2,755 2,290
Workers Compensation 14,200 - 3,634 17,734 18,008
Totals 78,069 1,323 (4,486) 72,260 66,624

(d)Cost of Pension, Retirement and Other Obligations

The following schedule presents the costs of future employee benefits for the year ended March 31, 2007:

Current Net Employee Amortization
Service Interest and Other  of Actuarial Net
Cost Cost Contributions Adjustments  Cost

($000) ($000) ($000) ($000) ($000)
Civil Service Pension Fund 30,474 879 (20,045) 3,069 14,377
Teachers' Pension Fund 9,954 2,598 (6,705) 4,229 10,076
MLA Pension Fund 283 (557) (125) (588) (987)
MLA Plan (Supplementary) 449 322 - (12) 759
Senior Comp. Pension Plan 243 551 - (73) 721
Judges Pension Plan (Old) 29 356 - (8) 377
Judges Pension Plan (New) 45 20 - - 65
Total Pension 41,477 4,169 (26,875) 6,617 25,388
Retirement Pay 4,024 3,025 - 785 7,834
Death Benefits 213 187 - 115 515
Workers Compensation 813 758 - (355) 1,216
Total Other 5,050 3,970 - 545 9,565
Totals 46,527 8,139 (26,875) 7,162 34,953

(e)Other Pension Plans In The Health Regions and School Boards
Employees of the Department of Health and the Department of Social Services and Seniors, who were not
part of the civil service pension plan, were part of the Uniform Pension Plan for Employees of the Health and
Community Services System of PEI. At its November 15, 2006 meeting, Treasury Board approved the
amalgamation of the Uniform Pension Plan (UPP) with the Civil Service Superannuation Fund (CSSF). This
amalgamation will occur in two phases: the first phase is the conversion of the UPP basic benefit and the
final phase is the conversion of the UPP supplementary accounts. Amounts reported for the CSSF at March
31, 2007 include the effects of the first phase of the amalgamation. The final phase of the amalgamation is
expected to be completed in the 2007-2008 fiscal year. An estimate of the effect of the final phase of the
conversion on the pension obligation of the CSSF has not been made.

Non-instructional employees of the three school boards are part of the PEI Education Sector Non-Instructional
Employees Pension Plan (ESPP). The pension plan is comprised of two parts: a defined benefit pension plan
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for salary up to the Canada Pension Plan's yearly maximum pensionable earnings and a defined contribution
pension plan for supplementary pension contributions. According to the most recent actuarial report, dated
January 1, 2005, contributions to the pension plan are not sufficient to meet the requirements of the plan and
a pension fund deficit in the amount of $183.3 thousand existed at that date.

For the ESPP the Province records expense equal to the employer contributions and does not include the
unfunded liability or surplus in the pension liability of the Province.

Supplementary Funding Provided by the Government of Canada

The Province has been receiving, from the Government of Canada, supplementary funding for health care and
for other purposes. The Federal Government has set up trust funds to administer some of these special
transfers. The Province is recording the supplementary funding as follows:

Medical Equipment

$13.3 million received from the Government of Canada and recorded as deferred revenue upon receipt. The
funds are used to purchase medical equipment. $3.1 million was applied against the cost of medical
purchases in 2006-2007. At March 31, 2007 all funding for this trust fund has been applied.

Wait Times Reduction
$18.2 million received from the Government of Canada. Revenue is recorded per the time frames established
under the trust fund established by the Federal Government.

2004-2005 2.7 million
2005-2006 2.7 million
2006-2007 5.1 million
2007-2008 5.1 million
2008-2009 2.6 million
Total 18.2 million

Early Learning and Child Care
$3 million received from the Government of Canada. $1.7 million was recorded as revenue in 2006-2007. At
March 31, 2007 all funding for this program has been recorded as revenue.

New Deal for Cities and Communities

$6.8 million received from the Government of Canada. $2.2 million was recorded as ordinary revenue and $2.2
million as capital revenue in 2006-2007. At March 31, 2007 $.3 million remained unspent and was recorded as
deferred revenue.

Post Secondary Infrastructure Trust
$4.2 million received from the Government of Canada. The Province has recorded this revenue as follows:

Revenue recorded in 2006-2007 2.1 million
Deferred Revenue at March 31, 2007 2.1 million
Total 4.2 million

Public Transit Capital Trust
$3.8 million received from the Government of Canada. The Province has recorded this revenue as follows:

Revenue recorded in 2006-2007 1.3 million
Deferred Revenue at March 31, 2007 2.5 million
Total 3.8 million
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Affordable Housing Trust
$3.4 million received from the Government of Canada. The Province has recorded this revenue as follows:
Revenue recorded in 2006-2007 .02 million
Deferred Revenue at March 31, 2007 3.38 million
Total 3.4 million
Off-Reserve Aboriginal Housing Trust
$.7 million received from the Government of Canada. The Province has recorded this revenue as follows:
Revenue recorded in 2006-2007 -
Deferred Revenue at March 31, 2007 .7 million
Total .7 million
9 Measurement Uncertainty
Measurement uncertainty exists in financial statements when recorded amounts are based on assumptions or
estimates. When estimates are used it is possible that there could be a material variance between the recorded
amount and another reasonably possible amount. The accuracy of estimates depends on the completeness
and quality of information available at the time of preparation of financial statements. Estimates are adjusted
annually to reflect new information as it becomes available. Examples of where measurement uncertainty
exists in these financial statements are the calculation of future pension obligations and the provision for losses
on loans and accounts receivable.
10 Comparative Figures

Certain 2006 financial statement figures, presented for comparative purposes, have been reclassified to
conform with 2007 financial statement presentation.
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PROVINCE OF PRINCE EDWARD ISLAND

Schedules to Consolidated Financial Statements
for the year ended March 31, 2007

2007
($000)
1 Cash and Short Term Deposits (Bank Advances)
Operating Fund 15,142
Consolidated Agencies & Crown Corporations 26,742
41,884
2 Accounts and Taxes Receivable
Taxes 72,112
Government of Canada 50,115
Consolidated Agencies & Crown Corporations 5,415
Other 29,874
157,516
Provision for Doubtful Accounts (Schedule 21) (4,652)
152,864
3 Treasury Advances
Cash Floats 26
Nova Scotia Health Advance 535
Employee Salary and Travel Advances 1,489
Employee Health Club Memberships 99
2,149
4 Property Holdings
Leased Property -
Property Holdings 2,212
Land (Tax Sales) 100
Other 58
2,370
Provision for Losses (Schedule 21) (1,594)
776
5 Investments
PEI Business Development Inc 3,068
Investments Held by Other Agencies and Crown Corporations 541
3,609
Provision for Losses (Schedule 21) (1,194)

2,415

2006

($000)

(4,210)
20,709

16,499

70,482
39,633

5,372
29,888

145,375

(4,030)

141,345

29
535
1,552
28

2,144

232
1,310
111
57

1,710

(1,040)

670

3,261
521

3,782

(1,017)

2,765



6 Investment in Government Business Enterprises

Ch'town Island Island P.E.lL P.E.l P.E.l S'side

Area Invest. Waste P.E.l. Grain Liquor P.E.lL Reg. & Regional

Dev. Dev. Management Energy Elevators Control Lotteries Appeals Dev. Total Total

Corp. Inc Corp. Corp. Corp. Comm. Comm. Comm. Corp. 2007 2006

($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000) ($000)
Assets 43,197 116,728 31,377 63,786 1,520 10,070 423 2,325 4,670 274,096 204,258
Liabilities 38,177 116,230 32,633 59,540 994 10,070 423 2,019 1,370 261,456 192,901
Equity 5,020 498 (1,256) 4,246 526 - - 306 3,300 12,640 11,357

43,197 116,728 31,377 63,786 1,520 10,070 423 2,325 4,670 274,096 204,258
Percentage of Ownership 85% 100% 100% 100% 100% 100% 100% 100% 75%
Province of PEl's Equity 4,267 498 (1,256) 4,246 526 - - 306 2,475 11,062 9,736
Revenue 4,040 7,815 20,315 5,540 6,113 54,942 13,389 2,825 349 115,328 113,122
Expenses 4,048 5,541 20,185 4,528 6,065 41,925 5,740 2,099 517 90,648 84,667
Net Income (Loss) (8) 2,274 130 1,012 48 13,017 7,649 726 (168) 24,680 28,455
Minority Interest in Net Income 1 - - - - - - - 42 43 (903)
Prior Period Adjustments - - - - - - - - - - (34)
Amounts Transferred to Province - (2,000) - - - (13,017) (7,649) (731) - (23,397)