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Highlights of financial results for September 1998

Budgetary surplus down slightly
in September 1998

A budgetary surplus of $2.4 billion was

recorded in September 1998, down slightly

from the surplus of $2.5 billion recorded in the
same period last year. On a year-over-year
basis, budgetary revenues declined 0.7 per cent,
program spending was up 0.8 per cent, while
public debt charges were 2.3 per cent lower.

The decline in budgetary revenues in
September 1998, on a year-over-year basis,
was primarily attributable to lower goods
and services tax (GST) revenues.

* Net GST revenues were down $0.3 billion or
14.5 per cent, reversing the increase recorded
in the previous month. In the last few months,
the fluctuations in collections, on a year-over-
year basis, have been influenced by the timing
of refunds. In September 1998, refunds were
up sharply due to an extra processing cycle
compared to the same period last year.

» Personal income tax revenues were down
$0.2 billion, or 3.4 per cent. However, this
entire decline was attributable to a transfer
from personal income tax collections to
employment insurance premium revenues,
relating to an adjustment with respect to
taxation year 1997. On a monthly basis,
employers remit gross tax deductions from
employees, including federal and personal
income tax deductions, and employment
insurance and Canada Pension Plan
premiums. These are initially allocated to

the respective components using estimates,
with adjustments made once annual tax data
become available. The transfer made in
September accounted for all of the increase
in employment insurance premium revenues.
Without this transfer, employment insurance
premium revenues would have been lower,
reflecting the decline in premium rates

for 1998.

» Corporate income tax collections were up
$0.2 billion, or 13.0 per cent, reflecting a
strong increase in gross remittances and a
slight decline in refunds.

* Non-tax revenues were up $0.2 billion or
43.1 per cent. This component is quite
volatile, reflecting the timing of receipts.

The increase in program spending was
primarily attributable to higher operating and
capital expenditures, mainly due to the timing
of expenditures. Among the other components:

* Employment insurance benefits were down
8.8 per cent, reversing the increase reported
last month. This primarily reflected the timing
of cheques over these two months.

» Transfers to other levels of government and
subsidies and other transfers were up
marginally, while payments to Crown
corporations were lower.

The decline in public debt charges was
primarily attributable to a lower stock of
interest-bearing debt.
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Table 1

Summary statement of transactiors!

September April to September
1997 1998 1997-98 1998-99
(millions of dollass)
Budgetary transactions

Revenue 13,732 13,633 74,615 77,309
Program spending -7,765 -7,830 -45,768 -46,437
Operating surplus 5,967 5,803 28,847 30,872
Public debt charges -3,456 -3,376 -20,495 -20,457
Deficit/surplus 2,511 2,427 8,352 10,415
Non-budgetary transactions -856 -1,385 -5,209 -4,795

Financial requirements/surplus (excluding
foreign exchange transactions) 1,655 1,042 3,143 5,620
Foreign exchange transactions -585 -1,054 3,288 5,835
Net financial balance 1,070 -12 6,431 11,455
Net increase(+)/decrease (-) in borowings -1,991 -9,109 -13,019 -16,424
Net change in cash balances -921 -9,121 -6,588 -4,969

Note: Positive numbers indicate net source of funds. Negative numbers indicate net requirement for funds.

1 There has been some confusion concerning the two main measures of the the government’s fiscal position: “budgetary balance”

and"financial balance". The difference is explained in the accompanying text.

Year-to-date: budgetary surplus
up $2.1billion

Over the frst six months (fril to September)
of the 1998-99iécal year, the ludgetary
sumplus was estimeed d $10.4 billion, up
$2.1billion from the suplus of $8.4 billion
recoded wer the frst six months of 1997-98.
Budgetaly reverues vere up $2.7 billion

(3.6 per cent), ppgram spending @s up
$0.7billion (1.5 per cent), Wwile pubic debt
chames were virtually unchanged

Within budgetary reverues:

» Personal income tax collectionsare up
$2.0billion, or 5.6 per cent. fis incease \&s
due to higher taes paid onifing, relaed to
the stong income gowth in the 1997 taxion
year and contined inceases ingceipts fom
monthly deductions fom emplgment
income due to the in@ases in theumber of
people emplged Reverues to dee were

adversely affected ly a tanskr of $0.3 billion
to emplyment insuance pemium everues,
due to an adjustmentleting to the 1997
taxdion year

Corporate income taxaverues vere up
$0.8billion, or 9.6 per cent, pmarily
reflecting higher goss collections, due to
contirued stength in coporate profits in
certain sectos of the econom In adlition,
pat of the incease mabe due to the montl
tax remittance pocedues br comporations.
Comorations ae required to fle monthly
instalments based on either their lasans
actual tax lidility or their curent year’s
estimded tax lidility. Comporations hae

60 days after their gar end to mak
settlement paments br ary amounts wing.
This results in a substantial amount of
corporate income tax collections being
receved in the months ofdbrualy and
March, rangng from 25 to 40 per cent of total
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Table 2
Budgetary revenues
September April to Sgptember  Per cent
1997 1998 1997-98 1998-99 chang
(millions of dollass) (%)
Income taxes
Personal income tax 7,071 6,831 35,897 37,905 5.6
Corporate income tax 1,235 1,395 8,282 9,077 9.6
Other income tax revenue 175 55 1,200 1,110 -7.5
Total income tax 8,481 8,281 45,379 48,092 6.0
Employment insurance premium revenues 1,538 1,764 10,593 10,422 -1.6
Excise taxes and duties
Goods and services tax 2,172 1,858 10,191 10,370 1.8
Customs import duties 240 256 1,269 1,289 1.6
Sales and excise taxes 816 780 4,343 4,402 1.4
Total excise taxes and duties 3,228 2,894 15,803 16,061 1.6
Total tax revenues 13,247 12,939 71,775 74,575 3.9
Non-tax revenues 485 694 2,840 2,734 -3.7
Total budgetary revenues 13,732 13,633 74,615 77,309 3.6

collections br the year as a Wwole Monthly
instalmentsdr 1997 vere lagely based on

Net GST everues vere up $0.2 billion,
or 1.8 per cent. Montlglreverues to dte

1996 tax lidilities. Havever, tax liabilities for
1997 vere substantiayl higher than in 1996,
as collections in the settlement joer
(Februaly and Mach 1998) vere up nedy
30 per cent ger the 1996 settlement jeal.
As a esult, instalment pements ér 1997
undestaed the actual tax l@lity for the year
as a viole Consequenyl| instalmentsdr
1998 hae been in@ased toeflect 1997 tax
liabilities, theeby accountingdr curent
strength in coporate income tax collections.

Employment insuance pemium everues
were davn $0.2 billion, or 1.6 per cent,
attributeble to a deline in premium etes. The
employee pemium ete (per $100 of insable
eanings) vwas educed fom $2.90for 1997 to
$2.70 br 1998 (with a caesponding ddime
in the emplger rate). Rattially offsetting the
impact of the ddme in premium ites was the
transker for undepayments elaing to the
1997 tax#on yeat

have been &tremely volatile, pimarily due
to the timingof refunds. Goss collections
were up5.5percent in theifst six months
of 199899, in line with the gowth in
consumedemand However, refunds vere
up 9.5percent, theeby depressing the
growth in net reverues.

Customs impdrduties vere up slighty, as
thegrowth in impots moe than diset the
impact of taiff reductions. Otheneise
taxesand duties wre up 1.4 per cent, as the
reduction inthe air tanspotation tax,
effective Jarualy 1, 1998, dampened the
impact of inceases in engy and tobacco
taxes andduties.

Non-tax everues, consisting of &tum on
investments and other non-taverues,
sud as kes and mceeds fom sales,
amongothess, were davn $0.1 billion or
3.7 per cent.
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Within program spending:

» Major transkrs to pesons vere up
$0.2billion, due entiely to higher elddy
beneit payments. Emplgment benet
payments vere davn slightly, reflecting the
dedine in the mmber of benédiaries.

* Major transkrs to other leels of govemment
were virtually unchangd Cash entitlements
under the Canada Health and Soci@nEer
(CHST) were undianged as cuent legislation
prevents theikcal year cash entitlemendif
the peiod 1997-98 to 2002-03dm falling
belowv $12.5 billion. Havever, total CHST
entitlements consist of both cash entitlements
and tax point @nskers. With this cash
entitlement loor and aising \value in the tax
point transers, total entittements under the
CSHT ae increasing Hscal tansers were up
slightly but this was lagely offset by higher
recoveries under Altemaive RPayments br
Standing Pegrams.

» Direct pogram spendingconsisting of total
program spending less the majaanisers to
persons and othervels of gvemment, vas
up $0.5 billion, or 2.4 per centhi®
component inlkcides pgments to Cown
corporations, subsidies and other
transer payments, and the opating and
cgpital costs of gvemment, intuding
defence Subsidies and othelatisers were
up $0.2billion. Most of this incease was
dueto the initigives announced in the
February 1998 ludget under the Canadian
Oppotunities Stategy, as vell as to higher
payments under thBarm Income Rotection
Actand inceased healthetaed tiansers.
Partially offsetting the impact of these
increases wre lowver transers to NAVCAN,
in line with the eductions in the air
transpotation tax. Ryments taCrown
corporations were maginally lower, while
opemting and caital expenditues were up
2.6 per cent.

Pulic debt chamges were maginally lower,
primarily due to a ddme in the werall stok
of interest-beang debt.

Year-to-date: financial surplus of
$5.6billion (excluding foreign transactions)

The ludgetay balance is gsented on a
modified accual basis of accountingecoding
govemment lidilities when thg are incured
regardless of vmen the cash panent is made
In addition, the ludgetary balance onl includes
those actiities over which the gvemment has
legislative contol.

In contrast, fnancial equirements/sulus
measue the diference betwen cash coming
in to the gvemment and cashogng out.
Financial equirements/siplus difer from

the budgetar balanceas the édrmer indudes
transactions in loans,vastments and adnces,
fedeml emplgees’ pension accounts, other
specifed pupose accounts, andth&nges in
other fnancial assets and bdities. These
activities ae induded as pdrof non-tudgetary
transactions. fie cowersion from accual to
cash is alsoaflected in non-bdgetary
transactions.

Non-budgetary transactionsesulted in a net
requirement of $4.8 billion in the pxil to
September 1998 perd, compaed to a net
requirement of $5.2 billion in the same st
last year As a esult, thee was a inancial
sumplus (excluding foreign exchange
transactions) of $5.6 billion in the $t six
months of 1998-99, updm $2.5 billion in
thesame peod last year

Year-to-date: net financial balance
of $11.5billion/net borrowings
down $16.4billion

Foreign exchange transactionsapresent all
transactions in intetional resewes held in
the Exchang Fund Account. fie pupose of
this Account is to psmote oder and staility

in the foreign exchange maket. Itfulfils this
function by buying foreign exchange (selling
Canadian dolla) when thee is upvard
pressue on the alue of the Canadian dollar
and selling éreign exchange (kuying Canadian
dollars) when thee is davnward pressue.
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Table 3
Budgetary expenditures
September April to September  Per cent
1997 1998 1997-98 1998-99 change
(millions of dollars) (%)
Transfer payments to:
Persons
Elderly benefits 1,866 1,872 11,014 11,257 2.2
Employment insurance benefits 856 781 5,425 5,363 -1.1
Total 2,722 2,653 16,439 16,620 1.1
Other levels of government
Canada Health and Social Transfer 1,042 1,042 6,250 6,250 0.0
Fiscal transfers 769 784 4,617 4,698 1.8
Alternative Payments for Standing Programs ~ -178 -187 -1,065 -1,120 5.2
Total 1,633 1,639 9,802 9,828 0.3
Direct program spending
Subsidies and other transfers
Agriculture 71 39 217 262 20.7
Foreign Affairs 131 143 716 657 -8.2
Health 45 55 380 469 23.4
Human Resources Development 124 159 620 842 35.8
Indian and Northern Development 312 307 2,129 2,190 29
Industry and Regional Development 95 125 589 621 54
Veterans Affairs 118 115 688 681 -1.0
Other 196 165 1,171 983 -16.1
Total 1,092 1,108 6,510 6,705 3.0
Payments to Crown corporations
Canadian Broadcasting Corporation 69 66 448 400 -10.7
Canada Mortgage and Housing Corporation 118 120 757 867 14.5
Other 108 81 576 490 -14.9
Total 295 267 1,781 1,757 -1.3
Operating and capital expenditures
Defence 763 687 3,926 3,761 -4.2
All other departmental expenditures 1,260 1,476 7,310 7,766 6.2
Total 2,023 2,163 11,236 11,527 2.6
Total direct program spending 3,410 3,538 19,527 19,989 2.4
Total program expenditures 7,765 7,830 45,768 46,437 1.5
Public debt charges 3,456 3,376 20,495 20,457 -0.2
Total budgetary expenditures 11,221 11,206 66,263 66,894 1.0
Memorandum item:
Total transfers 5,447 5,400 32,751 33,153 1.2
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Table 4
The budgetary balance and inancial requirements/suplus
September April to September
1997 1998 1997-98 1998-99
(millions of dollars)
Budget balance: deficit (-)/surplus (+) 2,511 2,427 8,352 10,415
Loans, investments and advances
Crown corporations 249 122 389 730
Other -95 -544 35 -384
Total 154 -422 424 346
Specified purpose accounts
Canada Pension Plan Account 425 1,028 825 1,389
Superannuation accounts 334 363 1,018 1,891
Other -1 24 -272 19
Total 758 1,415 1,571 3,299
Other transactions -1,768 -2,378 -7,204 -8,440
Total non-budgetary transactions -856 -1,385 -5,209 -4,795
Financial requirements/surplus
(excluding foreign exchange transactions) 1,655 1,042 3,143 5,620
Foreign exchange transactions -585 -1,054 3,288 5,835
Net financial balances 1,070 -12 6,431 11,455
Table 5
Net financial balance and net borowings
September April to September
1997 1998 1997-98 1998-99
(millions of dolla)
Net financial balance 1,070 -12 6,431 11,455
Net increase(+)/decrease (-) in borrowings
Payable in Canadian dollars
Marketable bonds 1,012 -6,492 9,850 6,031
Canada Savings Bonds -195 -99 -1,639 -2,116
Treasury bills -2,200 -3,600 -20,100 -26,400
Other -453 -1,004 380 543
Subtotal -1,836 -11,195 -11,509 -21,942
Less Government’s holdings of unmatured debt 119 77 756 532
Total -1,717 -11,118 -10,753 -21,410
Payable in foreign currencies
Marketable bonds 0 308 -716 3,877
Notes and loans 0 0 0 0
Canada bills -274 1,754 -1,224 2,035
Canada notes 0 -53 -326 -926
Total -274 2,009 -2,266 4,986
Net change in borrowings 1,991 -9,109 -13,019 -16,424

Change in cash balance -921 -9,121 -6,588 -4,969
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Table 6
Condensed stiement of assets and lidilities

March 31  September 30
1998 1998 Chang
(millions of dollars)
Liabilities
Accounts payable, accruals and allowances
Accounts payable and accrued liabilities 22,364 9,182 -13,182
Interest and matured debt 10,419 10,572 153
Allowances 10,917 10,917 0
Total accounts payable, accruals and allowances 43,700 30,671 -13,029
Interest-bearing debt
Pension and other accounts
Public sector pensions 117,457 119,348 1,891
Canada Pension Plan (net of securities) 4,205 5,595 1,390
Other pension and other accounts 5,872 5,890 18
Total pension and other accounts 127,534 130,833 3,299
Unmatured debt
Payable in Canadian dollars
Marketable bonds 294,583 300,614 6,031
Treasury bills 112,300 85,900 -26,400
Canada Savings Bonds 29,769 28,185 -1,584
Other 3,456 3,999 543
Subtotal 440,108 418,698 -21,410
Payable in foreign currencies 27,183 32,170 4,987
Total unmatured debt 467,291 450,868 -16,423
Total interest-bearing debt 594,825 581,701 -13,124
Total liabilities 638,525 612,372 -26,153
Assets
Cash and accounts receivable 15,813 6,256 -9,557
Foreign exchange accounts 28,968 23,133 -5,835
Loans, investments and advances (net of allowances) 14,036 13,690 -346
Total assets 58,817 43,079 -15,738
Accumulated deficit 579,708 569,293 -10,415

Thebuying of Canadian dollarrepresents
asource of funds fom exchang fund
transactions, Wile the selling of Canadian
dollars represents aaquirement. Changs in
foreign cureng liabilities, which are
undetaken to tlang the leel of Canada
foreign xchang reseves, also impact on
foreign xchange transactions.

Taking all thesedctoss into account, in therkt
six months of 1998-99, themas a net soee
of funds of $5.8 billion fom foreign exchange

transactions, up ém a souce of $3.3billion in
the same péod last year

With a tudgetary sumplus of $10.4 billion,
anetrequirrment of $4.8 billion fsm
nonbudgetary transactions, and a net
source of funds of $5.&illion from foreign
exchang transactions, the nenfincial
balancerecoded a syslus of $11.5 billion,
over the April to September 1998 pérd,
compaed to $6.4illion in the same pé&vd
lastyear



The Fiscal Monitor

Table 7
Debt Servicing and Reduction Account (DSRA)
1991-92  1992-93  1993-94 1994-95 1995-96 1996-97
(millions of dollass)
Gross GST collected 29,564 30,516 32,652 36,715 38,048 40,733
Less:
Refunds and rebates 11,330 12,138 14,271 17,112 18,874 19,782
Quarterly low-income tax credit 2,262 2,503 2,685 2,816 2,799 2,872
Net GST 15,168 14,868 15,696 16,787 16,374 18,079
GST penalties and interest received 19 71 90 129 135 159
Gains from wind-up of interest in Crown
corporations/disposal of shares in
Crown corporations 2 110 325
Gifts to the Crown 0.4 0.1 0.2 0.5 0.3 0.3
Proceeds to the DSRA 15,190 15,050 15,786 16,916 16,835 18,238

SourcePublic Accounts of Canada — 1997

With this net inancial balancecoupled with
areduction in cash balances of $5.0 billion,
thegovemment etired $16.4 billion of maet
debt in the irst six months of 1998-99.
Cashbalances tathe end of Setember 1998
were $5.3 billion.

The Débt Servicing and Reduction Account

In June 1991, lgislation to estalish the
Debt Sewicing and Reduction Account
receved Ryal Assent. As aasult, efective
April 1, 1991, all GST everue net of the
applicable input tax cedits, ebates and the
low-income cedit, along with net mrceeds
from the sale of @wn comporations and gts

to the Cown identifed for debt reduction nust,
by law, go directly to the Ddét Sewicing and
Reduction Account. fie funds in this Account
can ony be used to pathe cost of seticing
the pulic debt and ultiméely to retire deot.
The Account is audited on an arat basis

by the Auditor Geneal of Canada. In his
“Obsewations” on the 1996-97rancial
staements, the Aditor Geneal questioned
theneed or this Account, tyen the
fundamental congs of the Consolidzd
Reverue Fund Thegovemment has asld
theHouse of Commons Standing Committee
on Finance tareview this issue and atse

the govemment.

For additional copies or subscription inquiries, please contact the Distribution Centre at (613) 995-2855.
For other inquiries about this publication, contact Peter DeVries at (613) 996-7397.

Also available on the Internet at http://www.fin.gc.ca/
Cet imprimé est également offert en francgais.
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