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A. Introduction
The Liberal government made three significant changes to the budget process during the
twelve years that it held office (from 1993 to the election call in the winter of 2005).  The
first of these changes was the formal introduction of prudent budget planning.  The
second was a focus on reallocation, beginning with its 1994 Program Review initiative,
followed by a series of other measures.  The third was the introduction for fiscal 2003-04
of a full accrual basis for the budget (though not, it should be noted, full accrual
budgeting) and for the Public Accounts.  This paper focuses predominantly on the first of
these changes and examines its impact on the government’s budget and expenditure
management decision-making processes.

Prudent budget planning was successful in achieving its primary objective of reducing
and then eliminating the history of annual budgetary deficits that had persisted when the
Liberal government took office in 1993.  However, the particular approach to prudent
budget planning that evolved over the twelve years the Liberals held power resulted in a
number of less desirable budgetary outcomes of which recurrent and significant surprise
surpluses were the most visible symptom.  This paper argues that these consequences are
the inevitable result of the way prudent budget planning was practiced at the federal level
and that they pose a number of risks to the effectiveness of the budgetary process.

One such risk is to process transparency and the extent to which the ministry, parliament
and the public have the opportunity to influence public policy decision-making.  This risk
has its roots in two consequences of surprise surpluses: a shift away from an annual
budget process towards more continuous budget decision-making; and, an increase in a
Westminster system’s inherent tendency to centralize budgetary decision-making power.

Another risk is to the range of allocation options available to the government.  Two
factors combine to create the risk that this range will be reduced.  The first is excessive
constraints on the amount of fiscal flexibility made available for decision-making in
developing annual budgets.  The second is that options available for allocating in-year
surpluses that inevitably do emerge are severely constrained because the constitute
predominantly single-year sources of funds that emerge late in the year.

A third risk is to the government’s position on federal tax levels and to the credibility of
its arguments in the fiscal (im)balance debates.  The inevitability that in-year surpluses
will emerge, coupled with constraints on the range of allocation options available to the
government, result in a misleadingly simple degree of support for the view that the
federal government is raising more tax revenue than it needs to discharge its
constitutional responsibilities.

This paper suggests that there is nothing inherently politically partisan either in the way
in which prudent budget planning evolved or in the way these risks developed and so the
relevance of its analysis should continue beyond a change in governing party.

Two changes would assist in preserving the merits of prudent budget planning while
attenuating these risks.  The first is to move from a single-year budget target to one that is
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expressed as a cumulative total over a multi-year period.  The second is to modify current
accounting rules to remove a communication impediment to carrying forward budgetary
surpluses for use in future year allocation decisions.  This communication difficulty
arises because currently applied accounting rules create the perverse possibility that use
of surplus funds carried forward in this way could result in an “accounting” deficit being
reported in the year in which they are used.

The data used throughout this paper has been taken from the three regular annual
documents produced by the Department of Finance: annual budgets; fall updates; and
annual financial reports.  Annex A provides more detail on this data and structural
adjustments that have been made that differ from the way that the Department of Finance
typically displays this data.

B. Prudent Budget Planning in Practice – How it Evolved
Government budget officers tend to be prudent by nature, an inclination borne of the role
they play in guarding the integrity of the budget against what they see as the spending
hordes that constitute the rest of government (Wildavsky, 1986; see also Wanna, Jensen
& deVries, 2003).  In this sense, prudent budgeting is more of a philosophy that
underpins the work of central budget agencies than a particular budgeting process,
formula or practice.

What set Canada apart from other countries over the period 1993 to 2005 was that the
government consciously adopted prudent fiscal planning as a principal element of its
approach to budget planning and decision-making as well as to its budget communication
strategy.1

Charles Dickens encapsulated two of the key principles that characterized the Liberal
government’s approach to prudent fiscal planning in the advice that he had Mr. Micawber
give to David Copperfield:

Annual income twenty pounds, annual expenditure nineteen nineteen six,
result happiness.  Annual income twenty pounds, annual expenditure
twenty pounds ought and six, result misery.  The blossom is blighted, the
leaf withered, the God of day goes down upon the dreary scene, and-and
in short you are for ever floored.

The first parallel is with the government’s focus on annual budget performance targets,
rather than on multi-year aggregates.  The second is with the high priority the
government gave to reducing Canada’s debt load, putting a history of persistent annual
budgetary deficits on a track to balanced or better budgets (Liberal Party of Canada,
1993).  This somewhat atypical pre-election political priority was made possible by a

                                                  

1 Various OECD publications that review or compare country budgetary practices use the term prudent,
predominantly in reference to levels of debt.  With the exception of a few more limited references to the
impact of the Maastricht Treaty on EEC countries, Canada is the only country where the OECD makes
frequent reference to prudent budgeting and planning.  See for example OECD (2004).
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conjunction of public and political opinion that supported the initiatives that ensued and
was further reinforced by subsequent economic events in the early years of the Liberal’s
mandate (see Courchene, 2002, 2006, for an analysis of how this fiscal story developed
over the Liberal’s period in office).

Annual deficit reduction targets contained in successive budgets established clear
budgetary performance benchmarks.  And, as if these alone were insufficient, Mr.
Martin’s publicly stated “come hell or high water” commitment to meet those targets
further accentuated the prospect of Dickensian misery should they not be met.2  The
scene for prudent budget planning was set.  A further benchmark was established in
1997-98 when the government achieved Canada’s first budgetary surplus since 1969-70,
a benchmark that Mr. Micawber would have applauded.  This achievement further upped
the ante on the degree of misery that would have been suffered if the government had
lapsed back into an annual deficit in any subsequent year.  Achievement of that surplus
marked a political point of no return and had the effect of introducing an unwritten no
deficit budget rule.

Prudent budget planning was introduced as the principle means of managing the risks
associated with the high stakes set, based on the following parameters:

• A rolling, two-year planning time-frame within which publicly disclosed budget
targets were set.3

• Use of an average of private sector economic forecasts as the basis for developing
the policy status quo fiscal framework used as the starting point for budget
planning.

• Subsequent introduction into the fiscal framework of prudence factors to lower
the forecast budgetary balance (i.e. the impact of these factors was to increase any
forecast deficit or decrease any forecast surplus).

• Setting a target level for the planned budgetary balance to determine how much
flexibility is available for allocation decisions (i.e. the difference between the
forecast budgetary balance and this target established the flexibility available).4

                                                  

2 Paul Martin first used the phrase publicly during his appearance before the House of Commons
Committee on Finance in 1994 when he presented the Economic and Fiscal Update.  The specific reference
at the time was to the Liberal Party’s Red Book’ commitment to eliminate the deficit and the more specific
target of reducing the debt to 3% of GDP by 1996-97 (Liberal Party of Canada, 1993).  Martin referred
back to his ‘come hell or high water’ commitment on a number of subsequent occasions and it was
frequently cited by others.

3The 2005 Budget, the Liberal government’s last, provides the sole exception to this two-year parameter in
displaying the fiscal framework over a five-year time horizon.  That was done because a five-year time
horizon was needed to communicate the impact of the proposed tax measures which were not particularly
significant in the first two years of that timeframe (p. 237).
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Although these parameters did not change, the way they were applied and disclosed
evolved.  Prudent budget planning became established through consistent and repeated
application of those parameters, rather than being transformed into any legislated rules.

Qualitative, if not quantitative, elements of the government’s approach to prudent budget
planning were made clear in the text of the 1994 Budget.  At that time, the full extent of
the fiscal problem had yet to become evident and this budget gave little communication
prominence to the embryonic prudent budget planning parameters that had been applied
in its development:

• “Detailed fiscal projections are presented to 1995-96 only, given the sensitivity of
the fiscal projections to economic developments over time” (p. 2)

• “38 leading economists from across Canada participated in a roundtable
discussion with the Minister” in December 1993 (p. 3)

• “After considering the economic forecasts prepared in the private sector, planning
assumptions have been chosen for this budget that are near the low end of the
range of views.” (p. 9)

• “Reserves are required to provide a margin for changed economic circumstances
and to deal with possible contingencies during the course of the year.” (p. 57, This
rather oblique reference was buried in an explanation of the “reserves net of
lapse” line in the detailed expenditure outlook table.)

The 1995 Budget was similar in its communication approach, although it did include
“Prudent Economic Assumptions” as a section heading.  It also disclosed that the size of
the contingency reserve that had been included in the previous budget was $2.5 billion
for 1994-95 (p. 6).  Interestingly, however, it did not make even a qualitative reference to
the existence of similar reserves in the 1995 budget planning framework.

In the fall of 1995, the government released the second in what became a regular series of
detailed Economic and Fiscal Updates.  Release of these Updates served as a key
publicly available budget planning product and formed the consultation basis for a budget
typically tabled in Parliament late February or early March.  The 1995 Update provided
the government’s first comprehensive communication on its adoption of a systematic
approach to prudent budget planning, acknowledging as part of its rationale for doing so
that the 1994-95 deficit target would not have been met if it had not included a
contingency reserve in the 1994 budget.  The 1995 Update made explicit the following:

                                                                                                                                                      

4 Clearly, the decision making process is not as simple and linear as this principle might suggest.
Nevertheless, this principle framed the more iterative process of making expenditure management decisions
that occurs in practice.   For the years during which the budget remained in deficit, the budgetary balance
targets established represented a decision on the planned level of borrowing.  A balanced budget target was
first set in 1997 and was repeated for each subsequent year.
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• A contingency reserve set at $2.5 billion for each of 1996-97 and 1998-99,
described as “primarily to cover risks arising from (i) unavoidable inaccuracies in
the models used to translate economic assumptions into detailed budget forecasts,
and (ii) unpredictable events” and as “an extra measure of back-up against
adverse errors in the economic forecast” (p. 21).

• A commitment that the contingency reserve “is not a source of funding for new
policy initiatives” (p. 21) and so, by clear implication, that it was dedicated to
debt reduction.5 (It was not until the 1998 budget that the contingency reserve was
explicitly linked to a debt repayment plan.)

• Continuation of the practice of applying additional prudence to private sector
forecasts, described as “using economic assumptions that are prudent in the sense
that they skew the risks in favour of reducing the deficit more than assumed”
(p. 17).  The adjustments to each of the average economic assumptions from
“19 responders” were made explicit (Table 2.2, p. 16); but not, it should be noted,
how these prudent adjustments to economic factors translated into projected
revenue and spending adjustments.6

Release of the 1999 Update marked the next significant step in the evolution of prudent
fiscal planning.  Three principal adjustments resulted from what this update characterized
as “an unprecedented consultation process with the chief economists of Canada’s major
chartered banks and four leading economic forecasting firms” (p. 72).

• The first adjustment was to extend the fiscal framework projections from a
two-year to a five-year time horizon “for purposes of public debate on policy
options”(i.e. in the fall Updates), while noting that budget decisions (and so
display in annual budgets) would continue to be limited to a rolling, two-year
horizon (p. 72).

• The second adjustment was to change the nature of the prudence factors that had
been applied to the average of private sector forecasts.  The intention was to make
this economic prudence more transparent by making the dollar amounts that it
represented explicit.  Finance ended its practice of prudently adjusting the average
of private sector forecasts and, in its place, introduced what amounted to an
additional prudence reserve.

o The original contingency reserve, together with the commitment to use it for
debt repayment was retained without change.

                                                  

5 Accounting rules followed by the government at the time and reinforced by the later introduction of
accrual accounting require that any budgetary surplus be shown as a reduction in net debt.  Although
technically the government does not have to use the surplus cash’ to pay down the debt, this is the effective
result of its cash management practices.

6 A range of private sector forecasters were invited to participate in the survey - nineteen responded but
were not individually identified.
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o Alongside that line in the fiscal framework was added a new line for
economic prudence to address risks “which are inherently more difficult to
identify than the near-term risks and are likely more important the further one
looks beyond two years” (p. 77).  Accordingly, the value of this prudence
factor increased over time – in the 1999 Update from $1 billion in the first
year to $4 billion in the fifth (p. 80).  The introduction of an expanding stream
of explicit prudence factors into future years beyond the first had the effect of
further constraining spending decisions that required ongoing funding.

o Unlike the contingency reserve that was committed to debt reduction if not
needed, this economic prudence reserve could be (and was) released for
allocation as the risk of forecasting errors decreased with the passage of time.

• The third adjustment was for the Finance Department to increase the degree to
which private sector forecasters were engaged in developing the fiscal framework
itself.  The Department continued its practice of surveying a wide range of private
sector forecasters and using the average of key economic variables as the basis for
developing fiscal projections.  But, in addition, it now engaged what it
categorized as “the four leading economic forecasting firms”7 to derive
projections of “the major components of the budgetary balance”8 (p. 81).

These adjustments represented the final step in the evolution of the Liberal government’s
approach to prudent budget planning.  A comprehensive summary was included in the
2001 Update (pp. 49-51).

By way of illustration, Table 1 shows the state of the fiscal planning for the 2005 Budget
as it was publicly disclosed in the 2004 Update.

                                                  

7 It was not until the 2004 Update that these four firms were named: Global Insight, University of Toronto,
the Conference Board of Canada, and the Centre for Spatial Economics.  Only three firms were engaged in
development of the 2003 fall update, though this reverted to four with the 2004 Update.

8 Although Finance continue to engage these private sector forecasters beyond development of the
projections used in the fall Update, Finance officials make further, unilateral adjustments to the fiscal (and
economic) framework as they refine it during the budget decision-making process.  And it is Finance, not
the private sector forecasters, that is accountable for the fiscal numbers on which budgets are based.
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Table 1 – Fiscal Framework for Budget Planning, Fall 2004

 (billions of dollars) Actual Projection     

2003–04 2004–05 2005–06 2006–07 2007–08 2008–09 2009–10

Budgetary transactions

Budgetary revenues 186.2 194.0 199.4 209.7 220.3 231.2 242.3

Total expenses

Status quo program expenses -141.4 -146.6 -154.1 -161.1 -167.8 -173.9 -179.9

New expenses since Budget 2004 -3.9 -5.0 -5.7 -6.1 -6.3 -6.8

Public debt charges -35.8 -34.7 -35.9 -37.0 -37.3 -37.0 -37.1

Total expenses -177.1 -185.2 -194.9 -203.8 -211.2 -217.2 -223.8

Budgetary surplus 9.1 8.9 4.5 5.9 9.2 14.0 18.5

Prudence

Contingency reserve 3.0 3.0 3.0 3.0 3.0 3.0

Economic prudence 1.0 2.0 3.0 3.5 4.0

Total prudence  3.0 4.0 5.0 6.0 6.5 7.0

Budgetary balance (planning surplus) 9.1 5.9 0.5 0.9 3.2 7.5 11.5

(Taken from the 2004 Update, tables 3.5 and 3.6)

To state the obvious, interest in these Update documents tends to focus on the budgetary
balance (the planned surplus on a policy status quo basis) as that number represents the
forecast of how much flexibility is available for new spending on the government’s
priorities.

Table 1 shows a number of features that were reasonably typical of fall fiscal planning
when Updates are released:

• A contingency reserve set at a constant $3 billion annually.

• Economic prudence that had been released in its entirety for the then current year
(2004-05), and set at $1 billion in the first budget planning year, increasing over
the ensuing years to reflect the increase in forecasting uncertainty the further out
in time these forecasts go.

• Forecasts for the then current year (2004-05) that had improved significantly
since the previous budget, providing significant additional flexibility for
allocation decisions (a total flexibility of $9.1 billion in comparison to the planned
zero budgetary balance that had been established eight months ago in the 2004
Budget).

• Use of the Update to announce or confirm new spending decisions made since the
preceding budget.  In the case of the 2004 Update, a total of $3.9 billion in new
spending for the then current year (2004-05) was disclosed on top of the $3 billion
that had been announced in the 2005 Budget.
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• Remaining unallocated flexibility in the current year ($5.9 billion in the case of
the 2004 Update) that was significantly higher than that available for the early
years of the budget planning period.

These last three features highlight the dilemma faced by the government if, as is typically
the case, it has policy priorities that remain unfunded.  The full extent of additional
off-budget flexibility does not become known (at least based on consultations with
private sector forecasters) until almost three-quarters of the way through the then current
fiscal year.  And yet these same forecasts typically show significantly lower planning
flexibility for the critical first two years of the budget planning period.

This greatly limits the government’s ability to fund policy options that require ongoing or
multi-year funding.  With only four months left in the current fiscal year, it is too late to
use this flexibility for one-time spending on departmental programs in any practical or
responsible way.  The government is effectively left with only three options to deal with
the major portion of a material year-end surplus.  It can transfer it outside the government
accounting entity (e.g. to a foundation or a trust fund); declare a one-time tax rebate; or,
use it to reduce the stock of debt.

The issue here is that prudent fiscal planning has introduced a bias into new policy
decision-making.  The share of fiscal flexibility that the government can consider using to
fund policy initiatives (spending or tax reductions) that have longer-term funding
structures is greatly limited.  In cases where trusts or foundations can be used to achieve
policy objectives, alternative delivery instruments are ruled out, not because they are less
effective, but because of the short supply of fiscal flexibility available for allocation
beyond the current year.  More seriously, policy options that cannot feasibly be delivered
through trusts or foundations are all but eliminated from consideration.  This issue and
other consequences of prudent budget planning are explored further in the next section.

C. Outcomes
This section examines the role that prudent budget planning has played in three budgeting
outcomes, fiscal over-performance, undeclared prudence factors, and off-budget spending
decisions, and argues that these outcomes are structurally inevitable consequences of the
way in which prudent budget planning has been implemented in Canada.

C.1. Fiscal Over-Performance

The budgetary balance for the first year of any individual budget has become the single
most important measure of fiscal performance in terms of government accountability to
Parliament and the public generally.  One reason for this is that the measure possesses
compelling communication virtues.  It can be readily and intuitively grasped (at least in
concept) by a non-technical audience and the target level of performance can be
expressed as a single, unequivocal number against which an outcome verified by the
Auditor General in the Public Accounts can be compared.  A second and directly related
reason is that a communication focus on this measure suited the priority that the Liberal
government placed on eliminating annual budgetary deficits.  “Balanced or better”
outcomes became a repetitive budgetary refrain.
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Figure 1 - Budgetary Balance: Excess of Outcomes over Budget Targets
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Figure 1 shows the amounts by which actual outcomes exceeded the planned budgetary
balance set as a target in each year’s budget.9  On its own, this measure shows an
exceptional level of fiscal performance with only one year (2004-05) showing what might
be considered a material negative variance.  Moreover, this particular variance resulted
primarily from a number of adjustments to the accrual basis on which the numbers are
derived rather than from any fiscal performance factors.

C.2. Undeclared Prudence

Why has fiscal over-performance developed into such a persistent characteristic of
prudent budgeting since it was introduced?  One reason is that the economy has
outperformed forecasts (see Courchene, 2002, 2006 for an examination of this aspect of
fiscal performance).  But another is that prudent budget planning as practiced throughout

                                                  

9 In reporting its fiscal performance, the government compares the budgetary balance target displayed in its
annual budgets with the surplus outcome reported in public accounts.  There is an issue with that
comparison as the budgetary balance target in each budget not the same as the planned surplus in that same
budget, the outcome measure against which it is eventually compared.  It is, in fact, lower than the planned
surplus by the amount of the contingency reserve.  That is because the contingency reserve is committed to
debt reduction and so represents planned spending.  As can be seen from Table 1 above, the government’s
planned surplus is equal to the target budgetary balance plus the contingency reserve and is a more
appropriate reference point for comparison to the surplus outcome reported in Public Accounts.  That
adjustment has been made in the data used to generate Figure 1.
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the period has itself caused a systemic conservatism in fiscal forecasting over and above
economic variability10.  Four factors combine to produce that conservatism.

The first of these factors is the government’s primary focus on the budgetary balance as
the primary measure of fiscal performance.  This measure is a relatively much smaller
result of the arithmetic difference between two much larger revenue and expense
numbers.  Small swings in either or both revenue or expense outcomes have a
disproportionately magnified impact on the budgetary balance.  For example, an actual
revenue result that came in 1% above the budget forecast would have the effect of
increasing the budgetary balance outcome by some $2 billion above the target set out in
the budget.  Even if there was no systemic bias in revenue and expense forecasts that
underpin budget planning, this makes the budgetary balance a highly volatile
performance measure.

The second factor is that fiscal performance is measured in separate single-year
outcomes, not as a multi-year average.  This single-year communication focus effectively
removes the option of using a more statistical approach to setting and reporting on fiscal
performance.  A multi-year measure would allow underperformance in one year to be
offset by over-performance in another and so would attenuate the volatility inherent in
the single-year budgetary balance measure.

The third factor relates to the size of the prudence factors that provide the primary means
of managing the risk of incurring a deficit.  Studies (such as O’Neil, 2005) indicate that
an annual prudence factor of at least $9 billion would be needed to provide assurance of
no single-year deficit.  This is over twice the size of the $4 billion in prudence that
became an established norm applied in most years.  Both Finance officials and the
leading private sector forecasters involved in developing the initial fiscal framework for
budget planning would have been well aware that this standard $4 billion prudence
provided an inadequate cushion against the risk of a deficit outcome.

A fourth and defining factor was Paul Martin’s “come hell or high water” commitment to
meet or exceed his fiscal targets.  Such an emphatic and repeated public commitment
raised the stakes in what was already a high-risk game.11  In combination with the other
factors above, it is no surprise that the government’s expenditure management system
developed an exceedingly low tolerance for the risk of not meeting its fiscal targets.
Achievement in 1997-98 of the first surplus since 1969-70 added a zero tolerance for
falling back into a deficit.

                                                  

10 See O’Neil (2005) for an extensive examination of forecasting accuracy in which he makes the same
distinction.

11 The action by Moody’s early in 1995 in putting the federal government on a credit watch’ would have
further entrenched risk-averse behaviour by those involved in developing and managing the fiscal
framework.
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The combined result of these four factors would have been a compelling incentive for
those managing the budget development process to adopt additional risk management
measures.  It is reasonable to ask why the more apparently logical approach of increasing
the explicit prudence factors included in each budget was not taken.  One probable reason
is the inherent conflict between the size of the aggregate prudence factor and the demand
for new spending.  For any given amount of estimated flexibility, the greater the size of
the prudence factors established in the framework, the less fiscal flexibility is available
for new spending.  The politics of annual new spending demands that greatly exceeded
available flexibility is likely to have been the primary reason why explicit prudence
factors were not increased.  A secondary reason, once a pattern of surprise surpluses had
become apparent, was that an increase in explicit prudence factors would have only
exacerbated that outcome.  As a result, additional prudence would have had to have been
introduced in less visible ways.

One way of testing for the existence of such undeclared prudence factors is to examine
components of the fiscal framework for any systematic bias in the variance between
actual outcomes and their original forecasts.  Over time, neutral forecasting errors should
show a balance between positive and negative variances.  Any systematic bias in the
direction of over-performance (i.e. too many positive variances in revenue or too many
negative variances in spending) would indicate the presence of undeclared prudence.
Publicly available data allow four primary components of the fiscal framework to be
tested for such a bias: revenues; public debt charges; major statutory spending forecasts;
and direct program spending estimates.

Revenue Forecasts

Figure 2 - Revenue Base: Outcome Variance from Budget Planned
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Figure 2 shows that the variance between actual revenue outcomes and original budget
forecasts was positive in each of the nine years between 1996-97 and 2004-05 (i.e. base
revenues were under-forecast in each year), strongly suggesting the presence of
additional undeclared prudence within these forecasts.  In his extensive examination of
forecasting accuracy, O’Neil (2005) distinguished between economic forecasts and the
process by which these forecasts were used to generate the revenue forecasts themselves.
He notes that, while “the economic forecasts have not been particularly accurate … the
errors have not persistently been in one direction or the other” (p. 6).  In summarising the
results of three methods used to estimate the impact of economic forecast inaccuracies, he
concluded that “[e]conomic forecast inaccuracies have, on occasion, contributed
significantly to forecast differences for total revenues, but a considerable portion of those
differences remaining to be explained.” (p. 67)  In other words, the private sector
forecasts show no systematic errors that would suggest that these firms are introducing
prudence factors into their forecasts.  The undeclared prudence factors must then have
been introduced in the subsequent process of translating these private sector forecasts into
the fiscal framework used for budget planning.

Debt Charges

Debt charge outcomes also show a clear pattern of contributing to budget
over-performance, as can be seen from Figure 3.  Although it may not have been
explicitly declared, Finance’s practice of introducing additional prudence in forecasting
debt charges through an upward adjustment to the interest rate forecast was apparent, at
least up until 2001-02 (O’Neil, 2005, p. 50).

Figure 3 - Debt Charges: Outcome Variance from Budget Planned
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Program Spending

Figure 4 - Program Spending Base: Outcome Variance from Budget  Planned
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Figure 4 shows a clear systematic bias with program spending variances in all but two
years contributing significantly to fiscal over-performance.  Moreover, for 2004-05 as
was noted earlier, one of the two years in which the variance is in the opposite direction,
the variance is explained predominantly by accounting adjustments made during the year
rather than arising from any fiscal performance or forecasting factors.

Program Spending is made up of two categories that can be tested separately: ‘direct
program’ (49% in 2004-05) and ‘major statutory’ (51%).

Major Statutory Spending

Major statutory spending (Figure 5) shows little evidence of any systematic bias, with a
roughly equal distribution, both in incidence and magnitude, between positive and
negative variances.  This leaves direct program spending as the source of the undisclosed
prudence suggested by Figure 4.
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Figure 5 - Major Statutory Spending Base: Outcome Variance from Budget 
Planned
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Direct Program Spending

Figure 6 - Direct Program Spending Base: Outcome Variance from Budget 
Planned
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The direct program spending category is essentially a residual category after accounting
for public debt charges and major statutory programs.  Figure 7 shows typical relative
proportions for these three principal categories based on 2005-06 planned spending as
well as the following principle sub-categories within direct program spending:

• minor statutory – statutory spending not categorized as major (e.g. employee
benefit and pension plans, aboriginal claims, agricultural assistance)

• quasi-statutory – program spending that, while not legally statutory, is similar in
that spending levels are largely determined by exogenous factors (e.g. real
property lease costs, correctional service costs that are driven by inmate
population levels)

• other departmental program costs

• unallocated - planned program spending not yet specifically allocated to a
department

Figure 7 - Spending Categories: Typical Portions
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Typically, about 2% of the planned spending in the fiscal framework underpinning the
annual budget will be unallocated.  This is a net amount after an allowance for lapses in
departmental spending authorities has been subtracted. 12  On a gross basis, the
                                                  

12 The parliamentary principle of annually authorized spending means that any unused spending authorities
expire at the end of the fiscal year.
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unallocated amount is typically about 5% of total planned spending.  There are a number
of reasons for this unallocated residual:

• funds kept in reserve as a contingency against unplanned events for which
additional funding will prove necessary – health, safety or security issues where
reallocation proves infeasible;

• funds set aside to deal with the cost of collective bargaining outcomes and for
contingent liabilities such as court cases and environmental liabilities and bad
debts;

• funds held in reserve as a source for investment in opportunities to improve
program administration; and

• new spending decisions where funding has been provided in the fiscal framework
but the exact amount to be allocated to a department or the distribution amongst
departments remains to be determined.

Direct program spending is not so much forecast as set by a decision of the Treasury
Board.  In the absence of any centrally-driven expenditure reduction or reallocation
exercise, the budget rule for setting the greater part of the direct program spending base is
to take the level established in the previous year and add to it any new policy funding that
was subsequently approved.

On the surface, that approach would suggest that the scope for adding undisclosed
prudence is significantly less than the levels implied by Figure 6.  The repetitive and
predictable nature of these direct program funding levels suggests that departments
should be able to manage their programs so that their spending outcomes are close to the
levels that had been allocated.  While some systematic negative variance would be
expected because of the serious consequences for departments that exceed their approved
spending levels, two factors limit the aggregate impact of this factor.  One is that
departments are allowed to carry forward to the next year up to 5% of any unexpended
part of their operating budget.  Experience has shown that the aggregate total of operating
budget lapses each year is about equal to the additional funding allocated in respect of
previous year under-spending, i.e. the two balance each other out.  The second factor is
that an allowance for the broader aggregate lapse in departmental spending is included in
the fiscal framework.

Consequently, the scope for undisclosed prudence is more likely to exist within the
following components of the direct spending base to which this same as last year rule
does not apply:

• statutory and quasi-statutory direct program spending, where the level of spending
is set based on estimates of factors that are outside departmental control;

• provisions for liabilities, where funding is set aside for an estimate of expenses
that are expected to be incurred for known environmental and legal liabilities;
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• salary and benefit increases, where a reserve within the direct program spending
framework is established to provide for increases that are anticipated to result
from collective bargaining and for similar increases for non-unionized groups;

• unallocated new policy funding, where incremental funds provided through the
budget process have yet to be allocated to specific departments and where either
delays in the post-budget process by which those allocation decisions are made
causes a portion to lapse or that process allocates less than the total amount
provided for in the budget decision; and

• specific reserves, where funding is explicitly set aside to deal with urgent and
unanticipated pressures in situations where reallocation within a department to
deal with such pressures is not feasible; and

• the allowance for aggregate departmental lapses.

While the scope within each of these components on their own may be limited, the
cumulative impact of the naturally prudent inclination of the central budget officers that
establish these amounts and manage their allocation adds up.

C.3. ‘Off-Budget Spending Decisions

An inevitable consequence of fiscal over-performance and the undisclosed prudence that
underpins it is that material amounts of additional fiscal flexibility emerge as each year
unfolds.  While decisions on the use of this additional flexibility may be made throughout
the year, they are typically disclosed at three distinct points beyond the original budget:
in fall updates, in the budget for the next year and in annual financial reports.

Figure 7 illustrates the fiscal arithmetic that underpins the decisions reflected in each of
these documents as a typical year unfolds.13  While the nature of the changes in each
component is reasonably typical, their magnitude has been greatly exaggerated solely for
the purposes of illustration.  Each bar in the chart is divided into the principal
components of the fiscal framework that collectively (and exhaustively) consume
available revenue.14  The two components at the bottom of each bar, base spending and
debt charges, are the product of forecasts.  They represent, at least in concept, exogenous
variables that are not under the direct control of the government.15  In contrast, the
allocation of the remaining fiscal flexibility (forecast revenue less base spending and debt

                                                  

13 See also Annex A, pp. 2-3.

14 Where revenue includes the amount of any borrowing that the government decides.

15 Base spending represents the forecast (or actual) amount spent on existing programs in the absence of
policy change.  The expenditure impact of any decision to change base spending, which would include
expenditure reduction initiatives as well as increased spending on existing programs, is captured in the
‘new measures’ category.
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charges) between the three components at the top of each bar, new measures16, prudence,
and surplus, is decided by the government.

Figure 8 - Illustration of Sequence of Fiscal Framework Changes During a Year
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The first bar in Figure 8 represents the state of the fiscal framework at the time the annual
budget is tabled.  In this illustration, 85% of available revenue is consumed by base
spending and debt charges, with a budget decision to divide the remaining revenue
equally between a prudence factor, new spending measures and a planned surplus.

By the time of the update, revised forecasts have reduced base spending with the result
that it consumes 5% less of available revenue.  The amount of that decrease now becomes
available for allocation by the government.  The above example shows that the
government has decided to decrease the amount of prudence (which also creates
additional fiscal flexibility) and to introduce additional new spending measures leaving
the planned surplus unchanged.

Towards the end of the budget year, further revisions to forecasts have reduced expected
debt charges, resulting in a further downward revision to base program spending.  Here,
the illustration shows no change in the prudence factor with the additional flexibility
being allocated to a net increase in new measures and an increase in the planned surplus.
These changes would be disclosed in the next budget that is typically tabled just before

                                                  

16 New spending measures represent the total fiscal impact of all new policy decision and include the
impact (positive or negative) of tax and non-tax revenue measures.
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the start of the next fiscal year to which it applies (i.e. at the end of the fiscal year
illustrated in Figure 8).

The actual outcome illustrated in Figure 8 shows that both spending and debt charges
were less than previously forecast (in the ‘next budget’).  Once the fiscal year has ended,
the government can no longer make new spending decisions and the prudence factor is
automatically reduced to zero, as it is no longer needed once the final outcome for the
year is known.  The additional flexibility that results from that adjustment coupled with
the further downward revisions to spending and debt charges automatically goes to
increase the surplus which, in turn, is automatically applied to debt reduction.

Turning now from illustration to reality, Figure 9 shows how the cumulative amount of
additional flexibility that emerged each year was divided between new measures and debt
reduction.

Figure 9 - In-Year Spending vs. 'Unplanned' Debt Payments: Relative Split
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While there are considerable variations between years, the chart indicates a trend over the
period that increasingly favoured new spending relative to debt reduction.  A possible
explanation of this trend is that, with experience, the government became better at
managing spending decisions to consume the additional flexibility that it knew would
emerge during the course of each year.  The government was clearly operating to an
unwritten budget rule that emerging flexibility was to be spent and planned debt
reduction limited to the amount set aside as a contingency reserve.  This is evidenced by
the zero planned surplus targets set both at the start and end of each fiscal year in all but
one budget over the period (see Annex A, tables A.1-A-4).
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This rule would not have emerged from the budget guardians who could have been
expected to advocate that some, if not all emerging flexibility be allocated to debt
reduction rather than new spending.  That view might even have found support among
spenders able to take a long-term view.  Every additional $1 billion reduction in debt
creates a future ongoing stream of additional fiscal flexibility worth about $55 million
annually that would have become available for allocation.  But the politics of the
situation would likely have demanded more immediate spending action.  Budget planners
were facing increasing criticism over such large and recurrent surprise surpluses.  These
criticisms were all the more pointed given perceptions of guardian success in achieving
fiscally constrained new spending decisions in annual budgets and in achieving their goal
of additional debt reduction.  The latter because of the earlier noted limitations on
spending flexibility that emerges towards the end of a fiscal year.

Figure 10 shows the quantum of new spending decisions that are disclosed at each of the
three points in the year at which fiscal information is released (budgets, updates and the
‘next’ budgets).

Figure 10 - New Spending Decisions - Amounts and Sequence of Disclosure
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That material amounts of new spending are decided and disclosed after the budget for
each year is no surprise.  That new spending measures decided and announced in the
context of each annual Budget represents such a small proportion of all new spending
measures (about one-third, in aggregate) highlights the tight squeeze that the
government’s approach to prudent budgeting has placed on the more traditional annual
budget development process.  In fact, the above chart probably understates this effect
because of the impact that the November 27, 2000 general election had on the content
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and timing of three budget documents.  The re-elected government did not table a budget
in 2001 and so the fiscal data contained in the October 2000 Update was used as a proxy
for 2001-02 budget data that would normally have been contained in the missing 2001
Budget.  Relatively higher new spending measures would have been expected, given the
pre-election timing of this Update.  In addition, the absence of a regular 2001 Update and
2002 Budget is responsible for the lack of new measures in the ‘next’ Budget for 2000-01
and 2001-02.

D. Issues
When measured against its primary objective of achieving “come hell or high water” the
annual budgetary balance targets set in each successive budget, prudent budget planning
has been an unquestionable success.  As the previous section showed, however, a number
of other, less desirable outcomes are inevitable consequences of the way in which prudent
budget planning has been practiced.  Issues raised by those outcomes suggest that the
very success of prudent budget planning in reducing debt may have sown the seeds of its
decreasing effectiveness as a tool of budget and expenditure management.  This section
examines three such issues: credibility and fiscal discipline; effectiveness of expenditure
management decision-making; and capacity to reallocate

D.1. Credibility and Fiscal Discipline

The emergence year after year of unplanned billion dollar surpluses has, in the eyes of
many stakeholders, put into doubt the credibility of the fiscal framework on which
expenditure management decisions are based. To say that this loss of credibility poses a
risk to fiscal discipline is to state the obvious.  The fiscal framework provides the basis
for fiscal discipline in expenditure management decision-making ‘on’ and ‘off’ budget.
If the spenders in government do not believe the flexibility limits for new spending that
the central budget office sets, then the job of these guardians in fending off spending
pressures becomes increasingly difficult.

The same credibility issue exists at the political level, where both the Prime Minister and
the Minister of Finance face similar difficulties in resisting spending pressures, both from
within the ministry as well as from a wide range of lobbies outside the government.
Credibility issues flowing from prudent budget planning are also factors in cabinet
cohesion which itself can affect fiscal discipline.  The Prime Minister needs to be able to
manage the political risks in a process that inevitably produces real and perceived
winners and losers.  The weaker cabinet cohesion (or the Prime Minister’s degree of
control), the greater will be the temptation to minimize the degree to which individual
ministers are actual or perceived losers.  This will increase pressure on the fiscal
framework and so pose a risk to fiscal discipline.  As discussed in the previous section,
prudent budget planning reinforces an existing tendency towards centralization of power
and the shift towards continuous budgeting has been a factor in reducing the role that
Cabinet and Cabinet committees play in making new expenditure decisions.  While the
latent or actual discontent that can result from such a degree of disenfranchisement is
unlikely to fatally damage the inherent power that a Westminster Prime Minister enjoys,
it is unlikely to be something an incumbent can afford to ignore.
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There is a parallel here with a similar credibility issue that was a factor in the demise of
the Program and Expenditure Management System.  PEMS, as it was known, was an
approach to expenditure management that was put in place in 1980 with an overall
objective of linking expenditures more closely with priorities.  One of PEMS’ features
was an attempt to introduce reallocative discipline into the policy decision-making
process.  New policy decisions that could only be partially afforded within the policy
funding envelopes that were established as part of PEMS had to be funded through
reallocation.  These policy envelopes were set at a level that was insufficient to meet the
demand for new policy funding in an attempt to force reallocation across the programs
within that policy envelope.  Although not the only factor in its demise, the affordability
limits set by the size of these policy envelopes lacked credibility.  Therefore, ministers
were able to mount end-runs by appealing directly to the Minister of Finance and the
Prime Minister for funding and so avoid the need for reallocation.  The success of these
end-runs reinforced the low credibility of the policy envelopes as realistic upper limits for
new spending and was a key factor in the system’s eventual demise.17

Surprise surpluses have also brought the government’s credibility into question on the
issue of tax levels in a way that is quite separate from the damage it has caused to the
credibility of the fiscal framework.  This aspect of tax policy has nothing to do with
economic arguments over factors, such as competitiveness or debt/GDP ratios, but arises
from the current debates over the fiscal (im)balance and federal tax levels.  Material,
recurrent budgetary surpluses have been cited as providing clear evidence that the federal
government is raising more revenue than it needs to discharge its responsibilities.  The
report commissioned by the Council of the Federation (Advisory Panel on Fiscal
Imbalance, 2006) provides an example.  It defines the vertical fiscal imbalance problem
by stating unequivocally that “[f]or almost a decade the federal government has been
running budgetary surpluses and has been spending significantly in areas that the
Constitution of Canada assigned to the provinces. The federal government has more
money than it requires to discharge the functions for which it is responsible.” ( p. 9)
When coupled with criticism that its use of foundations as a means of implementing new
policy is an inappropriate intrusion into provincial jurisdiction, such criticisms have also
served to bring the government’s fiscal credibility into question.

As discussed in the previous section, fiscal over-performance is a structurally inevitable
outcome of prudent budget planning.  It is not unequivocally an indicator of excess
revenue capacity.  If even a portion of the additional flexibility that emerged over the
course of successive years had been available for allocation in annual budgets, the
government would have had the option of choosing to allocate it to new spending.
Surpluses would have been much lower and new spending allocations might have been
directed towards programs more clearly in the federal domain where significant demands
exist, such as for defence and aboriginal programs.
                                                  

17 The seeds of this factor in the demise of PEMS can be seen from Richard Van Loon’s (1983) assessment
of the system after its first three years of operation where he notes how the envelope ceilings were called
into question by the creation of special allocations for special purposes (p. 274) and special envelopes
(p. 276).
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The point being made here is that this aspect of the equalization debate would be more
productively pursued in terms of the appropriate bounds of federal spending rather than
in sterile assertions that surprise surpluses demonstrate excess federal revenue raising
capacity.  The latter is an easy claim for proponents of the imbalance argument to make.
It is also one that the government has difficulty defending credibly in the public domain.

D.2. Effectiveness of Expenditure Management Decision-Making

Maintaining the discipline that produces planned or better fiscal results is only one
objective of budgeting.  Another is the effectiveness with which available resources are
allocated (Schick, 2001).  The fact that a government is meeting or exceeding its fiscal
targets says little about the effectiveness of the way resource allocation decisions are
made.  The quality of the process that develops new policy proposals is an important
factor in expenditure decision-making effectiveness.  But, more critical factors are the
government’s fiscal capacity to afford new policy initiatives and the way in which the
government makes decisions on how to allocate available fiscal flexibility amongst the
competing proposals that the policy development process yields.

Figure 11 - Flexibility Available for Allocation Decisions: Budget Forecast vs. Perfect 
Forecasting Benchmark
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The structural inevitability of fiscal over-performance and how this translates into
off-budget spending were demonstrated in earlier sections of this paper.  But these same
outcomes also have the effect of unnecessarily constraining the scope and range of
expenditure management options that are available to the government.  This effect can be
seen from Figure 11 where the forecast amount of fiscal flexibility that was available for
allocation in the annual budget decision-making process is compared with a hindsight
view of the actual flexibility that was available based on year-end outcomes i.e. the



24

amount of flexibility that would have been available had the fiscal forecasting that
framed annual budget decisions been perfectly accurate.

Although this comparison is hypothetical, based as it is on a perfectly accurate fiscal
forecasting benchmark, it is nevertheless useful in demonstrating the degree to which
budget allocation decisions were excessively constrained by the overly prudent forecast
on which they were based.  On average, the gap between this perfect forecasting
benchmark and the flexibility forecast on which budget allocation decisions were based
amounts to $12 billion annually.  The gap is positive in all years, ranging from a low of
$5.5 billion to a high of $20.9 billion.  What this shows is that even relatively small
improvements in generating the all-important forecast of fiscal flexibility used for budget
decision-making would materially increase the range of allocation decisions that could be
made in the annual budget development process.18

The issue here is that prudent budget planning has artificially constrained the range of
allocation options available to the government.  Two arguments can be made to support
the assertion that this constraint diminishes the effectiveness of expenditure management
decision-making.  Both are related to the way in which additional flexibility emerges over
the course of each year.

The first argument is that the range of options available to the government in dealing with
this emerging flexibility is significantly more restricted than would have been the case if
it had been available as part of the annual budget decision-making process.  There are
two reasons for this.  One is that a significant portion of the flexibility that emerges is
limited to the year in which it emerges.  As result, policy options that require multi-year
or continuing funds are effectively eliminated from consideration. The second is that
material amounts of this additional flexibility, whether time-limited or ongoing, become
apparent only towards the end of the year.  As the major part of this emerging flexibility
is limited to the year in which it emerges, this effectively eliminates departmental
program spending from consideration, as departments have limited capacity to spend any
significant increases to their budgets that arrive late in the year – sensibly or not!

The combined consequence is that the government is limited to three principal options for
dealing with emerging surpluses.  It may transfer funds outside the government
accounting entity, deliver one-time tax cuts, or reduce the debt.  The latter option is, in
fact, the automatic consequence of not utilizing either of the two former options.  The
government has made extensive use of the first option through payments to foundations
and trusts.  Over the period from 1996–97 to 2003–04, the government transferred more
than $9 billion to foundations (Auditor General of Canada, 2005), although use of this
mechanism subsequently declined in tandem with the Auditor General’s increasing

                                                  

18 Note that this is not necessarily an argument for increased spending as the government has the choice
between allocating flexibility to new spending, tax reductions or debt reduction (i.e. to plan for a surplus
which, to the extent it is achieved, automatically reduces the debt).
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criticism of the practice.19  Payments to trusts have been used primarily for additional
federal transfers to the provinces.  This use of the trust mechanism provides the
interesting double advantage of freeing both levels of government from the accounting
constraint that requires a source of funds to be expensed in the year in which it is
recognized.  The extent to which the debt has been reduced through unplanned budgetary
surpluses that remain unallocated at year-end can be seen from Figure 8 (p. 19) and
amounts to a total of $91 billion over the period 1996-97 to 2004-05.

The second argument is based on the assertion that the gradual emergence of significant
additional flexibility shifts the locus of expenditure management decision-making away
from the annual budget development process towards a more continuous, year-round
process.  This shift then serves to reinforce the existing tendencies towards centralization
of decision-making in the Prime Minister and Minister of Finance that are inherent in
Westminster systems and, in turn, provides a poorer basis for transparency.

In practical terms, the concept of annual budgeting is more a question of degree than an
absolute.20  While even a tendency towards the annual end of the budgeting spectrum
may not be the sine qua non of a systematic process, it is difficult to conceive of a
disciplined expenditure management process that is not framed by a regular timetable and
some degree of process transparency (at least within the government, if not publicly).
The marked shift towards the continuous end of the budgeting spectrum brought about by
prudent budget planning has reinforced existing tendencies towards centralized decision
making.  Canada’s expenditure management system is quite explicit in stating that the
Prime Minister and the Minister of Finance are responsible and accountable for budget
decisions (Treasury Board of Canada, 1995, p. 10) and the decrease in any substantive
role played by Cabinet and Cabinet committees in the budget development process is
well known.21  The appearance of process regularity provided by the cycle of budgets,
                                                  

19 See Chapter 4 of the 2005 Status Report for the most recent articulation of the Auditor General’s position
on the Liberal government’s use of foundations (Auditor General of Canada, 2005).  That report followed
on from two previous and critical performance audits in 1999 and 2002.  See also the article by Peter
Aucoin (2003) for a perspective on how use of foundations has implications for accountability and
ministerial responsibility within the principles of responsible government.

20 An article by Naomi Caiden (1989) provides a useful historical survey of the how budgeting practices
have developed and how annuality’ came to be established in the 19th century as one of the four main
elements of national budgeting in France and Britain.  In addressing recent developments, she notes that
“Budgets appear to have taken on a life of their own, and to fit less and less the classic pattern of annual
unified budgetary decision-making” (p. 56), although for different reasons than this article suggests have
moved Canada in that direction.  However, her warning that “[w]ithout a third wave of reform, financial
decision-making may easily revert to the earlier pre-budgetary pattern” (p. 58) may be salutary for Canada.
Caiden describes the characteristics of that that pre-budget era as: continuous budgeting according to cash
flow availability; decentralized in that it lacked centralized Treasury allocation control over all revenues;
privatized in the sense that private accountants and businessmen were the backbone of the system;
expedient and in a constant state of flux, mobilizing resources quickly to taking advantage of whatever
opportunities arose; and, corrupt (p. 53).

21 See for example Kelly and Lindquist (2003) and Savoie (1999, p. 3) who quotes one minister as
characterizing the use of Cabinet policy committees as little more than focus groups’.
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updates and ‘next’ budgets is misleading, as many of the allocation decisions disclosed in
these latter two documents are confirmation of earlier decisions rather than decisions
made in the process leading up to them.

In summary, while it can be argued that prudent budget planning has been successful in
achieving its primary objectives, it has also contributed to a decrease in the overall
effectiveness of the expenditure management process in two ways.  First it has limited the
range of options that can be considered, not just in developing the annual budget, but also
in deciding on how to deal with the significant amounts of additional flexibility that
emerge throughout the year.  Secondly, a shift towards continuous budgeting has at least
made moves towards a more systematic and transparent process more difficult.  These
factors are important not just to achieving fiscal discipline but also in the extent to which
the public and ministers can affect the content of public policy decision-making.

D.3. Capacity to Reallocate

Although prudent budget planning has continued to be effective in controlling fiscal
aggregates and preventing any return to deficit budgeting, it has become increasingly
ineffective in exerting further discipline on spending below levels consistent with a
balanced budget.  Prudent budget planning has done little to limit growth in spending.
Furthermore, the expectation that flexibility will inevitably emerge throughout the course
of a year has shifted decision-making away from the annual budget development process
and made it into a year-round exercise.  Spending up to a level that allows for no more
than the planned annual $3 billion debt reduction payment became the fiscal planning
norm.  In any rational model of budgeting, reallocation would be expected to play a part
whether in its narrower sense of shifting away from one program in order to increase
spending elsewhere or in the broader sense of cutting spending in order to reduce annual
deficits or to increase surpluses (i.e. debt repayments) below or above what they would
otherwise be.22

The federal government has a long history of reallocation initiatives.  The 1970s and
1980s were characterized by frequent cutting exercises known as X-budgets that came to
follow a regular pattern.  Central agencies proposed rationally derived cut packages.
Achieving consensus on the differential impact of these rational proposals proved
impossible, often because of the short time within which decisions had to be made.  That
then led to an eventual default decision to make equal percentage cuts across-the-board.
Motivated primarily by fiscal stress, these X-budgets were mechanically successful in
achieving some minimum degree of expenditure reduction to limit the size of annual
deficits that persisted during that period. Other attempts at more rational approaches to
expenditure reduction during that period, such as the new Program Expenditure
Management System (PEMS), the Neilson Task Force, and the Expenditure Review
Committee in the final years of the Mulroney government, were universally unsuccessful,
at least in terms of their reallocation objectives.

                                                  

22 See Kraan & Kelly (2005) for a framework that covers reallocation in its broadest sense.
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In contrast, the Liberal government’s Program Review initiative was successful on two
reallocation fronts: as an instrument of expenditure reduction; and, for the first time with
such a major and far reaching exercise, achieving differential rather than across-the-board
cuts.  Some departments were cut relatively more severely than others and only a few
programs were exempt from cuts altogether.  Broad public and political acceptance of the
need to reduce spending as a significant contribution to deficit reduction was a key
enabler of Program Review’s success. (Kroeger, 1998).  Three motives for reallocation –
fiscal stress, good management and new policy spending pressures – combined to give
the Program Review initiative that broadly-based support.  (Kraan & Kelly, 2005).

Even with the elimination of annual deficits and thus the removal of fiscal stress as a
motivational factor, the two other motives for reallocation remained.  Together with vocal
advocates for smaller or at least slower growth in government, it is not surprising that the
government came under continued pressure for a reallocation encore.  As a result,
reallocation came to be firmly established as a budgetary goal and was the subject of a
number of subsequent initiatives.23  None of these, however, came close to achieving the
success of Program Review whose very success removed the primary pre-condition for
expenditure reduction success, that is, fiscal stress. Without that reason for reallocation,
other reasons proved insufficient to bring about the more general consensus and political
will needed to repeat Program Review’s reallocative success.

Nonetheless, the need for reallocation remains, even if it appears less compelling in times
of fiscal abundance.  The current rate of growth in government spending has been driven
in large part by a budget decision making framework in which all the flexibility available
(after explicit prudence has been set aside) has been allocated to new spending.24  Should
there be any political desire to reduce this rate of growth, and the new government has
indicated clearly that it has that desire,25 it is unlikely that curtailing new spending
initiatives would be acceptable as the primary contributor and cuts to the existing
program base would have to make a significant contribution.

Scaling back, if not eliminating existing programs, can be read as at least an implicit
objective of the expenditure review exercise launched in 2003.26  However, in
                                                  

23 These included ‘Program Integrity’, ‘Departmental Assessments’, Budget 2003’s requirement for $1
billion in subsequent cuts in order to balance the fiscal framework, and the $12 billion cut target set in
Budget 2004 along with the creation of an ad hoc Expenditure Review Cabinet committee charged with
finding them.  See Kelly (2003) for an overview.

24 As evidenced by the fact that, over the period 1996-97 to 2005-06, the final fiscal framework has shown
zero planned surpluses except in 2000-01.

25 In his speech tabling the 2006 Budget, the Minister of Finance noted “Over the past five years, total
program spending has grown by an average of 8.2 per cent annually. In 2004–05 growth in spending
increased by 14.4 per cent. This growth is neither sustainable nor desirable” (Canada, Department of
Finance 2006).

26 See the original announcement (Treasury Board Canada, 2003) as well as a re-statement of these
objectives in the 2004 Budget (p. 57).
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announcing that it had achieved nearly $11 billion in savings, the government
emphasized that “[j]ust over 89 per cent of these savings—$9.8 billion—will come from
improved efficiencies.” (Finance Canada, 2005)  There are both limits and risks to this
pursuit of administrative and program support sources of savings to the virtual exclusion
of program cuts.  One of the lessons learned from Program Review is the destructive
longer-term impact of savings that hollow-out departmental capacity to administer or
support their programs with the probity and prudence that politicians and the public
expect.  For example, this was a factor in the chain of events that led to the opposition’s
depiction of issues in the Human Resource Department as a billion dollar boondoggle
(Good, 2003).   Another example is the politically easier cuts in capital replacement and
maintenance that resulted in what came to be referred to as capital rust-out and the need
for significant injection of capital funding through the subsequent program integrity
exercise.  The expectation that additional flexibility will inevitably emerge during the
course of a year creates another major impediment to fostering the broadly-based public,
bureaucratic and political will that is necessary to make intrinsically difficult political
decisions to eliminate or scale back existing programs.

E. Remedies
The preceding discussion suggests that changes to prudent budget planning practice are
needed if the basic notion of prudence in budgeting is not to risk losing its effectiveness
as a tool of fiscal discipline.  This section discusses two changes that could significantly
reduce that risk

E.1. Fiscal Targets

Whatever targets a government singles out as the basis for fiscal accountability, others
are usually evident from the data presented in various budget documents.  Few would
argue, however, that the budgetary balance should not feature prominently as a principal
performance measure for public and parliamentary accountability.  As mentioned earlier
in this paper, that measure has a number of compelling communication virtues.  It can be
readily and intuitively grasped (at least in concept) by a non-technical audience.
Moreover, a target level of performance can be expressed as a single, unequivocal
number against which a verifiable outcome can be compared.  It is, however, a volatile
performance measure because of its sensitivity to relatively minor variances in either
revenue or expenditure results.  That volatility has been exacerbated by focusing on the
budgetary balance for a single year as the primary target.

The other principal measure that the Liberal government communicated as a fiscal target
was the ratio of debt to GDP.  This measure possesses a number of advantages compared
to the budgetary balance.  It is a medium-term target and so annual outcomes are put in
the less volatile context of past and projected progress along a track.  Another advantage
is that it brings the more fundamental issue of debt level into focus and so provides a
context and rationale for the annual budgetary balance target. The reality, however, is that
debt/GDP as a performance measure has been given relatively little attention by the
media and parliament.  One reason for this is probably that the equally successful
performance shown in terms of debt/GDP has simply been overshadowed by the
controversial nature of budgetary balance over-performance.  Another is that it is a less
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appealing measure for a non-technical audience, although that could be overcome if it
were to be given greater prominence and so became more familiar.

Revenue and expenditure forecasts will always generate annual uncertainty with which
budget planners and Ministers of Finance will have to deal.  But, if their errors are neutral
these forecasts should produce an aggregate zero error over a sufficiently long period.
Establishing the budgetary balance target as an aggregate over a multi-year period would
allow shortfalls in one year to be made up by tightening discipline in subsequent years of
that period.  Conversely, over-performance in one year would permit fiscal relaxation in
future years.

A multi-year target would allow the size of the annual prudence factor to be reduced to
achieve the same degree of risk protection.  That, in turn, would translate into greater
fiscal flexibility available for allocation decisions and so would reduce fiscal over-
performance.  As well as diminishing variability and allowing greater risk taking in
annual expenditure decision-making, this approach would also work to shift the balance
of new spending decision-making into the annual budget development process and reduce
off-budget decisions.  Two factors need to be taken into account in considering such a
change.

One is the communication challenge.  In adopting a multi-year target, a government
would be abandoning what has become a publicly understood and accepted norm for
annual balanced or better budgets.  As well, the government would need to be able to
counter inevitable criticism that it was softening a target that constituted a principal
element of fiscal discipline.  In that regard there would be at least conceptual truth to an
argument that a government would inevitably take advantage of a year in which
performance was better than planned by increasing spending but might feel politically
constrained in making the tough expenditure reduction decisions that would be necessary
if the risk of fiscal under-performance turned into a reality.  In addition, the media and
particularly opposition parties in Parliament might simply ignore the multi-year basis for
accountability to which the government was committed and focus instead on the single
year planning numbers that would still be contained in budget documents and reports if
these provided better fodder for Question Period.

The second factor in considering this approach is the length of the multi-year period
within which an accountability commitment to an aggregate budgetary balance target
would be made.  In his study, O’Neil (2005) suggests that the period should be the
economic cycle.  A practical difficulty with this approach, as O’Neil acknowledges, is
that it is virtually impossible to determine prospectively what the length of a cycle will
be.   Robson (2006) reaches similar conclusions in his study on prudent budget planning
but suggests a probabilistic approach that would move away from “point forecasts that
are certain to be wrong”.  In Robson’s approach, the government would establish a
spending growth rate consistent with what it considered an acceptable risk of running a
deficit.  That in turn would result in planned surpluses that had analytical backing and
would, Robson suggests, allow the government to communicate ahead of time the
uncertain nature of these budgetary outcomes in a manner similar to that of the Bank of
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Canada around its inflation targets.  Communication issues with the general public and
parliamentarians would be key factors in considering this approach.

If there was any desire to move towards a multi-year target, a simpler approach that
might avoid discussions bogging down in technical considerations would be to set a
multi-year budgetary balance target over a short but arbitrary period related to the
political cycle.  This approach would be facilitated if the government’s recent proposal
for fixed elections were to be put into practice, but only in periods of majority
government (Privy Council Office, 2006).

E.2. Surplus Carry-Forward

A measure that would help expenditure risk management, either on its own or as a
counterpart to a multi-year budget target would be the ability to carry forward unplanned
surpluses to future years.  The simple analogy is that of a family deciding to put any
unplanned money it has on hand at the end of the year into a savings account and
postponing to the future decisions on whether to spend that money or use it to pay down
their mortgage.  While there is nothing preventing the government from putting its year-
end surplus into a conceptual equivalent of a savings account, the accounting principles
that it currently follows would result in another significant communication challenge.

In accounting terms, the government’s deposit of any part of its year-end surplus into
such an account would not be recorded as an expense.  Consequently, the Public
Accounts for the year would not show any reduction to the surplus for that year.  The
expense would in fact not be recorded until the government decided to draw down funds
from the account and spend them.  If this occurred in a tight fiscal year, the logical
circumstance in which funds would be drawn down from such an account, this
accounting treatment would have the perverse effect of forcing the government to record
a deficit for that year.  The more logical explanation that the government could use, based
on the household analogy (i.e., maintaining a balanced budget outcome by dipping into
its savings fund) would thus seem to be contradicted by the numbers that would
eventually be shown in the Public Accounts.

The application of accounting principles that work in a private sector environment can,
therefore, have a perverse effect in the different environment in which governments
operate.  In this particular case, the way that these principles are applied unnecessarily
constrains an option that could materially improve the way in which the government
makes expenditure management decisions.  A useful challenge for the accounting
community would be to look at how current accounting principles could be adapted to
remove this constraint.

F. Summary and Conclusion
Prudent budget planning, as practised by the Canadian federal government, has been a
highly successful tool of aggregate fiscal discipline. It has been a major factor in
eliminating the previous history of persistent annual deficits and therefore putting Canada
on an accelerated track to achieving the target debt/GDP ratios that have been set.
However, this paper suggests that way in which prudent budget planning has been
practiced also resulted in a number of unintended but inevitable outcomes of the way it
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has been practised.  These undesirable outcomes are: persistent and material fiscal
over-performance; the introduction of undeclared prudence factors into the fiscal
framework to provide extra protection against the risk of missing fiscal targets; and, an
increase in both the size and incidence of off-budget allocation decisions to spend the
resulting surpluses.

These outcomes create a number of issues that decrease the effectiveness of the
government’s expenditure management process. First, the credibility of central budget
officials, as well as that of the Prime Minister and Minister of Finance, is jeopardized,
making their fiscal guardianship role more difficult.  Second, the scope of the
government’s options for allocation decisions is reduced because of two factors.  The full
amount of fiscal flexibility available is not apparent at the time of budget and, because it
does not emerge until later in the year, the range of spending options is significantly more
constrained than it would be at budget time.  This in turn has led to a shift away from
annual budgeting towards a more continuous process of decision-making that has
implications for transparency.  Third, the government’s capacity to reallocate or reduce
the rate of growth in spending is impaired.  This occurs largely because of the difficulty
in creating and maintaining the political will that is a prerequisite to eliminating or
scaling back existing programs in the face of persistent surprise surpluses.

Remedies that would attenuate these risks are available, two of which are addressed in
this paper.  They are: shifting the budget balance target from a single to a multi-year
basis; and, adjusting accounting rules to remove a communication impediment to
permitting surpluses to be carried forward for use in future years.  This communication
difficulty arises because current accounting rules create the perverse possibility that use
of surplus funds carried forward in this way could result in an “accounting” deficit being
reported in the year in which they are used.

The 2006 change in governing party might seem to call into question the relevance of an
analysis of budget practices that prevailed during the Liberal government’s time in office,
particularly when the new government has signalled in its 2006 Budget that it is
proposing a “new approach to budget planning.” (p. 53)  However, a number of factors
suggest that this analysis does remain relevant.

In the first instance, there is nothing inherently politically partisan about the approach to
prudent budget planning that was adopted under the Liberals.  Given the increasingly
problematic nature of its outcomes, it is unlikely that the Liberals would have left prudent
budget planning practices unchanged had they been returned to office.

The second factor is that the new government would not have had the time to make
fundamental changes to the budget process along with its first budget which it introduced
within three months of taking power.  Although the 2006 Budget explicitly discontinued
the practice of adjusting the budget projections for economic prudence,27 most other
                                                  

27 However, the surpluses of $0.6 billion and $1.4 billion planned for 2006-07 and 2007-08 respectively
could be viewed as little different than economic prudence for which a prior commitment has been made to
allocate it to debt reduction if it materializes.
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elements of the previous government’s approach to prudent budget planning are retained
and it is too early to tell to what extent the new government will change them:

• economic and fiscal projections contained in the budget are limited to a two-year
time horizon;

• the fiscal plan includes a planned annual debt reduction target of $3 billion
(which is no longer called a contingency reserve);

• budget projections continue to be based on the average forecast of private sector
economists (although it will not be clear until the new government releases its
first update whether it will continue the practice of involving a subset of leading
forecasters in translating those averages into fiscal projections); and

• the budgetary balance and debt to GDP ratios continue to be communicated as the
primary targets for fiscal performance.

However, two differences from past expenditure management practice in the 2006
Budget are of note.  First, the government has eliminated transfers to foundations as a
means of spending significant surpluses that emerge during a fiscal year, although it has
continued to use trusts as a mechanism for transferring funds to provinces. Secondly, the
2006 Budget recognizes explicitly that surpluses in excess of those planned might arise
and has proposed for discussion with the provinces and territories “the possibility of
introducing legislation authorizing the allocation of a portion of unanticipated surpluses
at fiscal year-end to the Canada Pension Plan (CPP) and Quebec Pension Plan (QPP).”
(p. 56).  As well as explicitly acknowledging the possibility of surpluses, this proposal is
also interesting as it signals at least the potential for a move in the direction of contingent
allocation decisions.  However, as is the case with trusts and was previously the case with
foundations, this proposal represents a mechanism for spending by transferring funds
outside the government accounting entity.  This at least raises the possibility that current
accounting rules might have constrained the options available to the government in
dealing with unplanned surpluses and that other approaches to achieve the government’s
policy objectives might have been available with greater flexibility.
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Annex A

Data Sources and Adjustments
The data used to generate the charts in the paper are shown in Tables A.1 to A.4.  The
source of this data is the various budget plans, economic and fiscal updates and annual
reports released regularly by rFinance Canada  over the period examined.

Section C of this paper examines the evolution of the fiscal framework over the course of
each year with a particular focus on the ‘base.’  Base spending refers to spending on
programs as they existed before the impact of any policy decisions made in- or
off-budget.  For example, the components of the fiscal framework provided in each
update for budget planning purposes are, by definition, all ‘base’ components (also often
referred to as ‘policy status quo’).

Figure A.1 (below) illustrates conceptually the approach used in this paper in examining
the evolution of the spending base.

Figure A.1 - Conceptual Illustration of Changes in the Spending Base
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The three lower bars represent base spending – major statutory, program and debt
charges.  Changes to these components result from changed projections/forecasts and not
from any policy decisions by the government.  The fiscal impact of policy decisions
made by the government is represented by the upper bars – the size of explicit prudence
reserves, new policy measures and the planned surplus (if any).

The size of some of the component spending categories has been exaggerated for the
purpose of graphical illustration.  Otherwise, the changes illustrated in this chart are not
atypical:
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• At the Update:

° revisions to major statutory spending forecasts show a decline, freeing up
additional flexibility for allocation decisions

° the economic prudence factor has been released, also freeing up additional
flexibility

° forecast base revenue has increased, also providing additional flexibility

° the additional flexibility has been allocated to additional new spending and a
planned surplus.

• At the next Budget:

° further additional flexibility has been created by the decrease in forecast
program spending, a further increase in base revenue forecasts, and a decision
to reduce the previous planned surplus to zero

° that additional flexibility has been allocated to further new spending

• By the time of the Annual Report when final results for the year are in:

° further additional flexibility has been created by actual debt charges that are
less than previously forecast and by release of the contingency reserve

° as it is not possible to make allocation decisions beyond the end of the fiscal
year, the additional flexibility becomes the surplus for the year and is applied
to debt reduction.

The government’s annual budgets do not explicitly provide the base framework on which
budget decisions are based; nor are changes to that base tracked in any of the other three
post-budget fiscal documents.  Consequently, it is necessary to derive that base by
‘backing out’ the fiscal impact of decisions made in each budget and throughout each
year.  Table A.5 shows the arithmetic used in making these adjustments.  An assumption
implicit in this approach is that any under-spending of new spending allocations is not
significant enough to affect the analysis.

The following additional adjustments have been made to provide an uninterrupted data
set in years where the regular timing of the budgetary documents was disrupted.

• 2001 Budget – as the 2001 Budget was not tabled until December, 2001, data
contained in the 2000 Update was used as a proxy for the fiscal data that would
normally have been available before the start of the 2001-02 fiscal year.

• 2001 Update – because the 2001 Budget was not tabled until December,
2001there was no fall 2001 Update and data contained in the December 2001
Budget was used as a proxy for the updated data that would normally have been
released in the fall.

• 2002 Budget – as there was no 2002 Budget the December 2001 Budget was
used as a proxy for the fiscal data that would normally have been available before
the start of the 2001-02 fiscal year.
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Table A.1
Budget 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Revenue 135,000 137,800 151,000 156,700 162,000 174,500 174,800 184,702 187,235 200,417

Program Spending
Major Stat 58,700 55,600 55,000 57,300 58,600 64,700 70,750 73,523 74,240 82,350
Direct Program 50,300 50,200 49,500 53,900 57,400 59,820 65,750 69,516 73,610 78,979
Total Program Spending 109,000 105,800 104,500 111,200 116,000 124,520 136,500 143,039 147,850 161,329

Debt Charges 47,800 46,000 43,500 42,500 42,000 41,700 36,300 37,600 35,400 35,100

Prudence
Contingency 2,500 3,000 3,000 3,000 3,000 3,000 2,000 3,000 3,000 3,000
Economic 0 0 0 0 1,000 1,000 0 1,000 1,000 1,000
Total Prudence 2,500 3,000 3,000 3,000 4,000 4,000 2,000 4,000 4,000 4,000

Budgetary Balance
Surplus (+ve budgetary balance) 0 0 0 0 0 4,300 0 0 0 0
Borrowing (-ve budgetary balance) 24,300 17,000
Budgetary balance (24,300) (17,000) 0 0 0 4,300 0 0 0 0

Budget Measures (announced in the Budget)
New major stat spending 0 0 0 0 0 0 0 86 0 82
New direct program spending 0 178 914 1,765 1,994 120 2,071 3,901 1,486 2,632
New Program spending 0 178 914 1,765 1,994 120 2,071 3,987 1,486 2,714
Tax expenditure (increase) 0 285 875 2,345 3,565 6,700 (1,960) 718 730 269
Total Measures 0 463 1,789 4,110 5,559 6,820 111 4,705 2,216 2,983

Derived Base Fiscal Framework for the Budget
Revenue Base 135,000 138,085 151,875 159,045 165,565 181,200 172,840 185,420 187,965 200,686
Major Stat Spending Base 58,700 55,600 55,000 57,300 58,600 64,700 70,750 73,437 74,240 82,268
Direct Program Spending Base 50,300 50,022 48,586 52,135 55,406 59,700 63,679 65,615 72,124 76,347
Debt charges 47,800 46,000 43,500 42,500 42,000 41,700 36,300 37,600 35,400 35,100
Prudence 2,500 3,000 3,000 3,000 4,000 4,000 2,000 4,000 4,000 4,000
Planned borrowing 24,300 17,000 0 0 0 0 0 0 0 0

Flexibility from derived base framework 1,789 4,110 5,559 11,100 111 4,768 2,201 2,971

Use of flexibility
Budget measures 0 463 1,789 4,110 5,559 6,820 111 4,705 2,216 2,983
Planned surplus (after borrowing) 0 0 0 0 0 4,300 0 0 0 0
Total use 0 463 1,789 4,110 5,559 11,120 111 4,705 2,216 2,983
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Table A.2
Fall Update 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Revenue 133,500 138,390 152,000 158,000 173,700 171,300 173,941 180,490 194,045 202,305

Program Spending
Major Stat 58,592 55,800 55,000 57,000 61,445 66,500 70,675 71,350 76,527 83,205
Direct Program 50,208 50,590 50,500 54,500 58,300 64,064 63,662 70,700 73,961 80,500
Total Program Spending 108,800 106,390 105,500 111,500 119,745 130,564 134,337 142,050 150,488 163,705

Debt Charges 46,500 46,000 43,500 41,500 42,200 39,200 35,600 36,200 34,700 34,000

Prudence
Contingency 2,500 3,000 3,000 3,000 10,000 1,500 3,000 2,300 3,000 3,000
Economic 0 0 0 0 0 0 0 0 0 0
Total Prudence 2,500 3,000 3,000 3,000 10,000 1,500 3,000 2,300 3,000 3,000

Budgetary Balance
Surplus (+ve budgetary balance) 0 0 0 2,000 1,900 0 1,000 0 5,900 1,600
Borrowing (-ve budgetary balance) 24,300 17,000 0
Budgetary balance (24,300) (17,000) 0 2,000 1,900 0 1,000 0 5,900 1,600

Update Measures (since Budget)
New Major Stat spending 0 200 0 0 2,545 0 0 17 3,579 1,041
New Direct Program Spending 0 390 1,000 1,395 1,000 3,557 999 1,144 351 2,450
New Program Spending 0 590 1,000 1,395 3,545 3,557 999 1,161 3,930 3,491
Tax expenditure (increase) 0 238 300 320 1,555 1,735 0 0 0 5,335
Total Measures 0 828 1,300 1,715 5,100 5,292 999 1,161 3,930 8,826

Derived Revised Base Fiscal Framework (Update)
Revenue Base 133,500 138,913 153,175 160,665 178,820 179,735 171,981 181,208 194,775 207,909
Major Stat Spending Base 58,592 55,600 55,000 57,000 58,900 66,500 70,675 71,247 72,948 82,082
Direct Program Spending Base 50,208 50,022 48,586 51,340 55,306 60,387 60,592 65,655 72,124 75,418
Debt charges 46,500 46,000 43,500 41,500 42,200 39,200 35,600 36,200 34,700 34,000
Prudence 2,500 3,000 3,000 3,000 10,000 1,500 3,000 2,300 3,000 3,000
Planned borrowing 24,300 17,000 0 0 0 0 0 0 0 0

Flexibility available for Update measures
Flexibility from derived Update base 0 1,291 3,089 7,825 12,414 12,148 2,114 5,806 12,003 13,409
Less budget measures 0 (463) (1,789) (4,110) (5,559) (6,820) (111) (4,705) (2,216) (2,983)
Total flexibility available for Update 0 828 1,300 3,715 6,855 5,328 2,003 1,101 9,787 10,426

Use of flexibility
Update measures 0 828 1,300 1,715 5,100 5,292 999 1,161 3,930 8,826
Surplus (at Update) 0 0 0 2,000 1,900 0 1,000 0 5,900 1,600
Total use 0 828 1,300 3,715 7,000 5,292 1,999 1,161 9,830 10,426

Sources of additional flexibility
Increase in base revenue forecast (1,500) 828 1,300 1,620 13,255 (1,465) (859) (4,212) 6,810 7,223
Increase in planned borrowing 0 0 0 0 0 0 0 0 0 0
Decrease in major stat spending base forecast 0 300 (300) (1,800) 75 2,190 1,292 186
Decrease in direct program spending base forecast 0 795 100 (687) 3,087 (40) 0 929
Decrease in debt charge forecast 1,300 0 0 1,000 (200) 2,500 700 1,400 700 1,100
Decrease in contingency prudence (planned debt payment) 0 0 (7,000) 1,500 (1,000) 700 0 0
Decrease in economic prudence 0 0 0 0 1,000 1,000 0 1,000 1,000 1,000
Surplus at Budget 0 0 0 0 0 4,300 0 0 0 0
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Table A.3
Next Budget 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Revenue 135,500 147,500 156,500 160,000 173,700 171,300 178,725 181,080 195,828 220,915

Program Spending
Major Stat 57,300 54,100 60,300 58,600 61,445 66,500 73,611 71,540 82,311 94,310
Direct Program 51,700 52,000 51,800 56,900 58,300 64,064 64,993 71,885 75,822 84,840
Total Program Spending 109,000 106,000 112,100 115,500 119,745 130,564 138,604 143,425 158,133 179,150

Debt Charges 45,500 41,500 41,400 41,500 42,200 39,200 37,200 35,800 34,700 33,700

Prudence
Prudence (Contingency) 0 0 3,000 3,000 10,000 1,500 3,000 1,900 3,000 8,000
Prudence (Economic) 0 0 0 0 0 0 0 0 0 0
Total Prudence 0 0 3,000 3,000 10,000 1,500 3,000 1,900 3,000 8,000

Budgetary Balance
Surplus (+ve budgetary balance) 0 0 0 0 1,900 36 0 0 0 0
Borrowing (-ve budgetary balance) 19,000 0 0 0 0 0 0 0 0 0
Budgetary balance (19,000) 0 0 0 1,900 36 0 0 0 0

Measures in Next Budget (since Update)
New Major Stat spending 0 0 3,500 2,500 0 0 4,000 200 3,265 0
New Direct Program Spending (700) 2,555 859 1,973 0 0 2,399 1,200 3,296 755
New Program Spending (700) 2,555 4,359 4,473 0 0 6,399 1,400 6,561 755
Tax expenditure 965 0 0 0 0 0 0 100 20 4,965
New Measures 265 2,555 4,359 4,473 0 0 6,399 1,500 6,581 5,720

Derived Revised Base Fiscal Framework (next Budget)
Revenue Base 136,465 148,023 157,675 162,665 178,820 179,735 176,765 181,898 196,578 231,484
Major Stat Spending Base 57,300 53,900 56,800 56,100 58,900 66,500 69,611 71,237 75,467 93,187
Direct Program Spending Base 52,400 48,877 49,027 51,767 55,306 60,387 59,524 65,640 70,689 79,003
Debt charges 45,500 41,500 41,400 41,500 42,200 39,200 37,200 35,800 34,700 33,700
Prudence 0 0 3,000 3,000 10,000 1,500 3,000 1,900 3,000 8,000
Planned borrowing 19,000 0 0 0 0 0 0 0 0 0

Flexibility available for Next Budget measures
Flexibility from revised base 265 3,846 7,448 10,298 12,414 12,148 7,430 7,321 12,722 17,594
Less budget and update measures 0 (1,291) (3,089) (5,825) (10,659) (12,112) (1,110) (5,866) (6,146) (11,809)
Total flexibility available for Update 265 2,555 4,359 4,473 1,755 36 6,320 1,455 6,576 5,785

Use of flexibility (Next Budget)
Next Budget measures 265 2,555 4,359 4,473 0 0 6,399 1,500 6,581 5,720
Surplus (at Next Budget) 0 0 0 0 1,900 36 0 0 0 0
Total use 265 2,555 4,359 4,473 1,900 36 6,399 1,500 6,581 5,720

Sources of additional flexibility
Increase in base revenue forecast 2,965 9,110 4,500 2,000 0 0 4,784 690 1,803 23,575
Increas in planned borrowing (5,300) (17,000) 0 0 0 0 0 0 0 0
Decrease in major stat spending base forecast (1,800) 900 0 0 1,064 10 (2,519) (11,105)
Decrease in direct program spending base forecast (441) (427) 0 0 1,068 15 1,435 (3,585)
Decrease in debt charge forecast 1,000 4,500 2,100 0 0 0 (1,600) 400 0 300
Decrease in contingency prudence (planned debt payment) 0 0 0 0 0 400 0 (5,000)
Decrease in economic prudence 0 0 0 0 0 0 0 0 0 0
Surplus at Update 0 0 0 2,000 1,900 0 1,000 0 5,900 1,600
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Table A.4
Annual Financial Report 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Revenue 140,896 153,162 155,671 165,708 178,590 173,315 177,561 186,207 198,420

Program Spending
Major Stat 56,550 54,571 60,188 57,954 61,883 65,729 70,833 71,352 84,574
Direct Program 48,270 54,182 51,205 53,809 57,465 60,944 62,490 70,003 78,098
Total Program Spending 104,820 108,753 111,393 111,763 119,348 126,673 133,323 141,355 162,672

Debt Charges 44,973 40,931 41,394 41,647 42,094 37,735 37,270 35,769 34,118

Prudence
Prudence (Contingency) 0 0 0 0 0 0 0 0 0 0
Prudence (Economic) 0 0 0 0 0 0 0 0 0 0
Total Prudence 0 0 0 0 0 0 0 0 0 0

Budgetary Balance
Surplus = actual debt payment 0 3,478 2,884 12,298 17,148 8,900 7,000 9,100 1,600
Borrowing 8,897 0 0 0 0 0 0 0 0
Budgetary balance (8,897) 3,478 2,884 12,298 17,148 8,900 7,000 9,100 1,600 0
Calculated Surplus (check) 0 3,478 2,884 12,298 17,148 8,907 6,968 9,083 1,630 0

Derived Base Fiscal Framework Outcome (Annual Report)
Revenue Base 141,861 153,685 156,846 168,373 183,710 181,750 175,601 187,025 199,170 10,569
Major Stat Spending Base 56,550 54,371 56,688 55,454 59,338 65,729 66,833 71,049 77,730 (1,123)
Direct Program Spending Base 48,970 51,059 48,432 48,676 54,471 57,267 57,021 63,758 72,965 (5,837)
Debt charges 44,973 40,931 41,394 41,647 42,094 37,735 37,270 35,769 34,118 0
Prudence 0 0 0 0 0 0 0 0 0 0
Planned borrowing 8,897 0 0 0 0 0 0 0 0 0

Flexibility available (for debt repayment)
Flexibility from revised base 265 7,324 10,332 22,596 27,807 21,019 14,477 16,449 14,357 17,529
Less: Budget, Update and Next Budget measures 7,448 10,298 10,659 12,112 7,509 7,366 12,727 17,529
Total flexibility available for Annual Report 2,884 12,298 17,148 8,907 6,968 9,083 1,630 0

Use of flexibility (Annual Report)
Dept repayment (=surplus) 0 3,478 2,884 12,298 17,148 8,900 7,000 9,100 1,600 0

Sources of additional flexibility (Annual Report)
Increase in base revenue forecast 5,396 5,662 (829) 5,708 4,890 2,015 (1,164) 5,127 2,592 (220,91

5)
Increas in planned borrowing (10,103) 0 0 0 0 0 0 0 0 0
Decrease in major stat spending base forecast 112 646 (438) 771 2,778 188 (2,263) 94,310
Decrease in direct program spending base forecast 595 3,091 835 3,120 2,503 1,882 (2,276) 84,840
Decrease in debt charge forecast 527 569 6 (147) 106 1,465 (70) 31 582 33,700
Decrease in contingency prudence (planned debt payment) 3,000 3,000 10,000 1,500 3,000 1,900 3,000 8,000
Decrease in economic prudence 0 0 0 0 0 0 0 0 0 0
Surplus at Next Budget 0 0 0 0 1,900 36 0 0 0 0
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Table A.5 – Adjustment Arithmetic
Budget
R1 Revenue

Program Spending
MS1 Major Stat
DP1 Direct Program
PS1 Total Program Spending

DC1 Debt Charges

Prudence
PRC1 Contingency
PRE1 Economic
PR1 Total Prudence

Budgetary Balance
S1 Surplus (+ve budgetary balance)
B1 Borrowing (-ve budgetary balance)
BB1 Budgetary balance

Budget Measures (announced in the Budget)
NMS1 New major stat spending
NDP1 New direct program spending
NPS1 New Program spending
NT1 Tax expenditure (increase)
TM1 Total Measures

Derived Base Fiscal Framework for the Budget
RB1 R1+NT1 Revenue Base
MSB1 MS1-NMS1 Major Stat Spending Base
DPB1 DP1-NDP1 Direct Program Spending Base
DC1 Debt charges
PR1 Prudence
B1 Planned borrowing

F1 RB1-PSB1-DC1-PR1+B1 Flexibility from derived base framework

Use of flexibility
TM1 Budget measures
S1 Planned surplus (after borrowing)
U1 TM1+S1 Total use
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Table A.5 – Adjustment Arithmetic (continued)
Fall Update
R2 Revenue

Program Spending
MS2 Major Stat
DP2 Direct Program
PS2 Total Program Spending

DC2 Debt Charges

Prudence
PRC2 Contingency
PRE2 Economic
PR2 Total Prudence

Budgetary Balance
S2 Surplus (+ve budgetary balance)
B2 Borrowing (-ve budgetary balance)
BB2 Budgetary balance

Update Measures (since Budget)
NMS2 New Major Stat spending
NDP2 New Direct Program Spending
NPS2 New Program Spending
NT2 Tax expenditure (increase)
TM2 Total Measures

Derived Revised Base Fiscal Framework (Update)
RB2 R2+NT1+NT2 Revenue Base
MSB2 MS2-NMS1-NMS2 Major Stat Spending Base
DPB2 DP2-NDP1-NDP2 Direct Program Spending Base
DC2 Debt charges
PR2 Prudence
B2 Planned borrowing

Flexibility available for Update measures
FB2 RB2-PSB2-DC2-PR2+B2 Flexibility from derived Update base
TM1 Less budget measures
F2 FB2-TM1 Total flexibility available for Update

Use of flexibility
TM2 Update measures
S2 Surplus (at Update)
U2 BM2+S2 Total use

Sources of additional flexibility
DRB2 RB2-RB1 Increase in base revenue forecast
DB2 B2-B1 Increase in planned borrowing
DMSB2 MSB1-MSB2 Decrease in major stat spending base forecast
DDPB2 DPB1-DPB2 Decrease in direct program spending base forecast
DDC2 DC1-DC2 Decrease in debt charge forecast
DPRC2 PRC1-PRC2 Decrease in contingency prudence (planned debt payment)
DPRE2 PRE1-PRE2 Decrease in economic prudence
S1 Surplus at Budget
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Table A.5 – Adjustment Arithmetic (continued)
Next Budget
R3 Revenue

Program Spending
MS3 Major Stat
DP3 Direct Program
PS3 Total Program Spending

DC3 Debt Charges

Prudence
PRC3 Prudence (Contingency)
PRE3 Prudence (Economic)
PR3 Total Prudence

Budgetary Balance
S3 Surplus (+ve budgetary balance)
B3 Borrowing (-ve budgetary balance)
BB3 Budgetary balance

Measures in Next Budget (since Update)
NMS3 New Major Stat spending
NDP3 New Direct Program Spending
NPS3 New Program Spending
NT3 Tax expenditure
TM3 New Measures

Derived Revised Base Fiscal Framework (next Budget)
RB3 R3+NT1+NT2+NT3 Revenue Base
MSB3 MS3-NMS1-NMS2+-NMS3 Major Stat Spending Base
DPB3 DP3-NDP1-NDP2-NDP3 Direct Program Spending Base
DC3 Debt charges
PR3 Prudence
B3 Planned borrowing

Flexibility available for Next Budget measures
FB3 RB3-PSB3-DC3-PR3+B3 Flexibility from revised base

TM1+TM2 Less budget and update measures
F3 FB3-TM1-TM2 Total flexibility available for Update

Use of flexibility (Next Budget)
TM3 Next Budget measures
S3 Surplus (at Next Budget)
U3 BM3+S3 Total use

Sources of additional flexibility
DRB3 RB3-RB2 Increase in base revenue forecast
DB3 B3-B2 Increas in planned borrowing
DMSB3 MSB2-MSB3 Decrease in major stat spending base forecast
DDPB3 DPB2-DPB3 Decrease in direct program spending base forecast
DDC3 DC2-DC3 Decrease in debt charge forecast
DPRC3 PRC2-PRC3 Decrease in contingency prudence (planned debt payment)
DPRE3 PRE2-PRE3 Decrease in economic prudence
S2 Surplus at Update
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Table A.5 – Adjustment Arithmetic (concluded)
Annual Financial Report
RA Revenue

Program Spending
MSA Major Stat
DPA Direct Program
PSA Total Program Spending

DCA Debt Charges

Prudence
Prudence (Contingency)
Prudence (Economic)
Total Prudence

Budgetary Balance
SA Surplus = actual debt payment
BA Borrowing
BBA Budgetary balance

Calculated Surplus (check)

Derived Base Fiscal Framework Outcome (Annual Report)
RBA RA+NT1+NT2+NT3 Revenue Base
MSBA MSA-NMS1-NMS2+-NMS3 Major Stat Spending Base
DPBA DPA-NDP1-NDP2-NDP3 Direct Program Spending Base
DCA Debt charges
PRA Prudence
BA Planned borrowing

Flexibility available (for debt repayment)
FBA RBA-PSBA-DCA-PRA+BA Flexibility from revised base

TM1+TM2+TM3 Less: Budget, Update and Next Budget measures
FA FBA-TM1-TM2-TM3 Total flexibility available for Annual Report

Use of flexibility (Annual Report)
Dept repayment (=surplus)

Sources of additional flexibility (Annual Report)
DRBA RBA-RB3 Increase in base revenue forecast
DBA BA-B3 Increas in planned borrowing
DMSB
A

MSB3-MSBA Decrease in major stat spending base forecast

DDPBA DPB3-DPBA Decrease in direct program spending base forecast
DDCA DC3-DCA Decrease in debt charge forecast
DPRCA PRC3-PRCA Decrease in contingency prudence (planned debt payment)
DPREA PRE3-PREA Decrease in economic prudence
S3 Surplus at Next Budget

D


