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INTRODUCTION

The Fiscal Context

The management of the federal debt is an issue that affects all Canadians. At
the end of March 1996, federal debt totalled $623 billion, or $574 billion net
of the government’s financial assets. The annual cost of servicing this debt is
currently almost one-third of total federal spending. Due to the composition
of the debt stock, variations in interest rates can significantly affect total debt
costs. The size of the debt underscores the need not only to manage the
debt wisely, but also to control public spending. The government is taking
concerted action to improve the government’s financial situation by reducing
the deficit sharply, and putting the debt-to-GDP ratio on a downward track.

The government’s fiscal actions have already substantially reduced the deficit.
The deficit for 1994-95 was $37.5 billion, $4.5 billion lower than the 1993-94
deficit of $42.0 billion. The deficit declined further in 1995-96 by $8.9 billion to
$28.6 billion. This is the second consecutive year that the deficit has bettered
the target. For 1996-97, the deficit results to date are consistent with the
target of $24.3 billion, or 3 per cent of GDP. That will cut the deficit in relation
to the size of the economy to half of its 1993-94 level. The deficit target for
1997-98 of $17 billion, or 2 per cent of GDP, also remains on track.

As a result of the fiscal actions taken in recent budgets, the federal debt in
relation to the total economy (GDP) is expected to decline from 75.1 per cent
in 1996-97 to 74.0 per cent in 1997-98, the first meaningful decline in over
20 years. These actions will also reduce the burden of government borrowing
in financial markets, lowering financial requirements from $25.8 billion in
1994-95 to $6.0 billion in 1997-98.

In The Economic and Fiscal Update (October 9, 1996), the Minister of
Finance announced that the deficit target for 1998-99 will be $9 billion, or
about 1 per cent of GDP. This means that financial requirements will be
eliminated by 1998-99. The last time financial requirements were this low was
in 1969-70.

Nevertheless, public debt charges, at an annual cost of $46.9 billion, continue
to be the single largest government spending item, representing 29.5 per cent
of total spending in 1995-96. The operating surplus is expected to increase
from $18.3 billion in 1995-96 to $33.5 billion by 1997-98. This means that,
were it not for interest payments on the debt, the federal government would
now be in a large surplus position.

In this context, prudent management of the public debt is of crucial
importance to Canada. It is an important component of the government’s
reforms to get Canada’s financial house in order.
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Highlights of the Report

The Debt Operations Report outlines the key elements of the current federal
debt management strategy and describes various strategic and operational

aspects of the government’s domestic and foreign debt programs as well as
cash management activities over the past fiscal year.

Federal Debt Management Strategy

Domestic Debt Program — Canada’s primary debt management objective
is to provide stable, low-cost funding for the government. Canada follows
several principles in its debt strategy. These include raising all funding for

the government’s operations in the domestic market; maintaining a well-
functioning market in Government of Canada securities; funding in a regular,
pre-announced manner; and managing the debt stock prudently in view of
potential interest rate volatility. The government’s current debt strategy seeks
to: lower debt charges by enhancing the liquidity and transparency of the
market; improve the stability of debt charges by reducing its reliance on short-
term debt; maintain active relations with investors and credit rating agencies;
and to develop a retail debt program to further diversify the investor base.

Foreign Currency Financing — Foreign currency borrowings are used solely
to fund Canada’s foreign exchange reserves, and are currently denominated
exclusively in U.S. dollars. The 1996-97 budget announced Canada’s intention
to increase modestly the level of foreign exchange reserves which, at the time
of the budget, stood at U.S. $14.7 billion.

Retail Debt Strategy — Canada Investment and Savings

Retail distribution of Government of Canada securities is an important
component of the federal government’s strategy to diversify its investor

base. Canada Investment and Savings (CI&S) is the agency responsible for
developing and executing the marketing strategy, product requirements and
distribution for the retail component of the federal government’s debt
program. The goal of CI&S is to reinvigorate the sale of Government of
Canada securities to individual Canadians. CI&S is planning to develop new
products aimed at meeting needs that are not currently served by the market.
The agency will also strive to improve the distribution of Government of
Canada securities to individuals.

Debt Operations in 1995-96

Canada issued $28.5 billion of new market debt over the fiscal year, bringing
total market debt to $466.1 billion by March 31, 1996. Market debt accounts
for about 75 per cent of gross federal debt. The remainder (about 25 per cent)
comes from internal sources, principally from the various public service
pension plans.
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Canadian dollar market debt instruments include marketable bonds (conven-
tional fixed-coupon bonds and real return bonds), Treasury bills, and Canada
Savings Bonds. Foreign currency market debt instruments include foreign
bonds, short- and medium-term note programs and cross-currency interest
rate swaps. Outstanding foreign currency liabilities are small in relation to total
market debt (4 per cent in 1995-96).

As a result of the debt program’s emphasis on debt in fixed-rate form, the
proportion of the total outstanding stock of federal debt at fixed rates
increased from 55 per cent to 57 per cent during 1995-96.1

Key features of the 1995-96 debt program include:

* an increase in the average size of Government of Canada fixed-coupon
bond auctions to $2.2 billion, up about $220 million per issue from fiscal
1994-95, and an increase in target benchmark bond sizes;

< new initiatives in the Real Return Bond (RRB) market, including the
introduction of an auction format for the sale of the bonds, the
introduction of a new RRB maturity, and the development of an
RRB marketing program,;

< a new Canada Savings Bond (CSB) option which allows individuals for
the first time to purchase CSBs directly in the form of a Registered
Retirement Savings Plan;

- two U.S. dollar fixed-rate foreign bond issues totalling U.S. $3.0 billion; and
= the launch of a U.S. medium-term notes program (Canada notes).

Who holds the federal debt

The distribution of domestic holdings of Government of Canada market

debt has shown some important changes over the last decade. Of note is

the decline in the share of the personal sector — to 14 per cent from over

40 per cent a decade earlier. The main reason is the fact that Canada Savings
Bonds, which may be held only by individuals, have been declining as a
proportion of total outstanding debt. Chartered banks account for the

largest share of domestically held Treasury bills, while insurance companies
and pension funds have the largest holdings of Government of Canada
marketable bonds.

1The fixed-rate percentage calculation excludes non-interest bearing liabilities such as
accounts payable, accruals, matured debt and allowances and provisions.
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A significant portion of federal debt is held by foreign investors. Non-resident
holdings of the Government of Canada’s outstanding market debt

are estimated to have reached $117.7 billion at the end of March 1996 and
represent 25 per cent of the government’s total market debt, up from

12 per cent a decade ago, but down from the peak level of 27 per cent in
1992-93. Approximately one-third of foreign-held Government of Canada debt
rests with U.S. investors, while the remainder is divided between Europe,
Japan, and other overseas investors. There is some evidence that in the

past year, the share of Canadian debt held by Japanese investors decreased
while the share held by European investors increased.

Structure of the Report

The Report is organized as follows: Section 1 describes the major themes and
key elements of current federal debt management strategy. Section 2 presents
the initiatives being undertaken by Canada Investment and Savings. Section 3
presents the results of the fiscal year 1995-96 debt program. Section 4
documents borrowings by federal Crown corporations. Section 5 describes
the distribution of holdings of Government of Canada debt and the changes in
those holdings over time. The Report also includes technical annexes related
to Government of Canada debt instruments, and reference tables containing
historical data on the federal debt.
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1. FEDERAL DEBT MANAGEMENT STRATEGY

Debt Management Objective

Canada’s debt management objective is to provide stable, low-cost funding
for the government.

Principles

Due to the large size of Canada’s debt stock, the government needs to
borrow continuously and has limited flexibility in its operations. Several key
principles underlie Canada’s debt strategy:

< all funding required for the government’s operations is raised in the
domestic market to limit risk and to benefit from the government’s inherent
advantage as the premier credit in the market;

« a well-functioning market in Government of Canada securities is
maintained to achieve lower debt costs. The government focuses on
three key attributes in the market: liquidity (high turnover and tight bid/offer
spreads), transparency (open strategy and operations), and efficiency
(reduced transaction costs);

« the government borrows on a regular, pre-announced basis. Debt
management decisions are not tied to macroeconomic policy or views
with respect to the level of interest rates; and

« the debt stock is structured prudently to ensure cost stability in view of
potential interest rate volatility.

Debt Management Strategy

To achieve the government’s objective of stable, low-cost funding, the debt
strategy has the following key elements:

= undertaking market initiatives, making adjustments in the debt program and
maintaining a broad investor base to enhance the liquidity, transparency
and efficiency of the market and to reduce debt charges;

= increasing the fixed-rate portion of the debt from its current level of
57 per cent to the target of 65 per cent to bring greater stability to debt
servicing costs;

= maintaining active relations with investors and credit rating agencies; and

= continuing the development of a retail debt program to provide Canadians
with greater opportunities to invest in a family of Government of Canada
debt products.

Following are detailed descriptions of the key components of current federal
debt strategy.
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Market Development

The success of the federal debt management strategy is highly dependent on
a well-functioning domestic capital market. Traders and investors prefer
capital markets which are transparent, liquid and efficient. As a result, such
markets produce the lowest costs for borrowers. In Canada’s case, the large
size of the debt relative to the domestic savings base makes it essential that
federal government securities be attractive investments to both domestic and
foreign investors. The government’s market development initiatives fall into
two categories:

< making continuous improvements in the federal debt program; and
= providing active support for broader market initiatives.

Table 1 gives a summary of major initiatives.

Table 1
Major initiatives undertaken to promote efficient Canadian capital markets

Federal Debt Program

Building large benchmark issues

Implementing a transparent debt strategy and regular bond calendar
— announcement of auction maturities in advance
— quarterly two-, three-, five-, ten- and thirty-year auctions
— quarterly single-price Real Return Bond auctions

Using common coupon dates

Book-based electronic clearing and settlement

Domestic Market
Removal of tax limitations on cross-border repo transactions
Promoting the development of Government of Canada bond and
bill futures contracts and strip and swap markets
Supporting improved market-price transparency and book-based systems

Federal Debt Program Initiatives

A transparent debt strategy, pre-announcing auction calendars and building
large bond benchmarks are key elements in improving the liquidity,
transparency and efficiency of the Canadian bond market.

Annual debt strategy and quarterly auction schedule announcements are
made to increase the market’s knowledge about future debt operations and
promote efficiency in the market. The debt strategy announcement includes
the target for the fixed share of the debt and changes made in the design of
the debt program. The 1996 debt strategy press release announced the
following:

e an increase in benchmark bond sizes;

< three-year bond auctions four times per year, becoming part of the quarterly
bond auction schedule;

10
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= regular quarterly auctions of all benchmark maturities, including Real Return
Bonds (RRBs); and

= the use of the quarterly press release to announce the term of all auctions
in advance.

It was also indicated that, with the achievement of the target of a 65 per cent
debt stock in the next few years, the stock of Treasury bills would decline in
size by approximately 25 per cent in that time frame.

Over the past five years, the government has pursued a strategy of building
large benchmarks at several maturities through frequent reopenings. The
target sizes of the benchmarks have been increased periodically and are
announced on an annual basis. The benchmark bond targets for 1996-97
were increased by $1 billion. Table 2 shows the current targets.

Table 2
Target benchmark sizes for Government of Canada bonds

Target range
Benchmark Fiscal 1996-97

(billions of dollars)

2-year $5-7
3-year $5-7
5-year $7-10
10-year $7-10
30-year $7-10

Source: Department of Finance.

The government also promotes innovation in financing instruments on an
ongoing basis to ensure that the debt program design is appropriate and as
cost-effective as possible. In 1995-96, the Department of Finance and the
Bank of Canada have jointly undertaken an RRB marketing campaign directed
at pension fund sponsors. The objective of the campaign is to improve the
understanding of the unique nature and benefits of RRBs, which are both a
cost-effective financing instrument for the government and a valuable
inflation-immunization asset for investors. They also provide a signal of
investors’ inflation expectations. The recent decision to issue six-month bills
in two consecutive weekly auctions with a common maturity date, as was
done earlier for one-year Treasury bills, is another example of adapting the
debt program to the evolving needs of the market.

Domestic Market Initiatives

Beyond the design and implementation of the federal debt program, the
government pursues greater liquidity and efficiency through support of private-
sector initiatives in the domestic fixed-income market.

11
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In particular, the Department of Finance and the Bank of Canada have worked
with the Montreal Exchange and the investment community in further devel-
oping a domestic Government of Canada futures market. There is a highly
liquid futures contract based on three-month Bankers’ Acceptance rates (the
BAX contract) and a relatively active ten-year Government of Canada bond
futures contract (the CGB contract).

The government has also provided support for the development of a screen-
based information system on the secondary market in Government of Canada
securities (CanPX). A joint initiative of the Investment Dealers Association (IDA)
of Canada and the Inter-Dealer Brokers Association (IDBA), CanPX was
approved by the Ontario Securities Commission (OSC) in May 1996. When
implemented, the system is expected to vastly improve price transparency
and market efficiency by providing investors with real time prices and trading
activity in the broker market. In time, CanPX is intended to be broadened to
include benchmark provincial and corporate securities.

The efficiency of the Canadian market has been improved through the
placement of Government of Canada bills and bonds on an electronic clearing
and settling system. Federal government bonds were placed on the Canadian
Depository for Securities’ Debt Clearing System (DCS) in 1994, and Treasury
bills were put on DCS in November 1995.

The DCS also helped the development of the stripped Government of Canada
bond market by providing separate CUSIP (Committee on Uniform Security
Identification Procedures) numbers for each cash flow and allowing reconstitu-
tion of cash flows back into conventional bonds. Stripping of bonds provides
targeted assets for investors and also reduces price anomalies along the
Government of Canada yield curve, increasing trading volumes and liquidity.

The introduction of the DCS has also helped reduce transactions costs for
repurchase agreements (repos) involving Government of Canada bonds and
Treasury bills. Repos are used by market participants as short-term financing
and investment instruments. They allow dealers to finance inventories and
investors to increase the yield on their portfolio or to cover short positions. The
removal of Canadian withholding tax on most cross-border repo transactions
in May 1993 contributed to a significant increase in repo trading — from a
weekly average of $153 billion in the first quarter of 1994 to $230 billion by
the first quarter of 1996.

Market Development Achievements

The government’s efforts to improve the market over the last several years
have helped make Canada’s fixed-income market one of the most efficient in
the world. One indicator of the efficiency of Canada’s financial markets is the
trading spreads for instruments (i.e. the difference between the yields at which
instruments are offered for sale and for purchase). Trading spreads for
Government of Canada Treasury bills and benchmark bonds compare
favourably to those of other major international capital markets.

12
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Another indicator of the liquidity of the market is the volume of transactions.
Volumes of transactions in the Government of Canada bond market are
estimated to have grown by some 316 per cent from $330 billion in the first
quarter of 1990 to $1,043 billion in the first quarter of 1996. Similarly, in the
Treasury bill market, volumes have grown by approximately 283 per cent from
$405 billion in the first quarter of 1990 to $1,147 billion in the first quarter of
1995 (see Chart 1). Again in proportionate terms, turnover ratios (volume of
transactions divided by the stock) in the Canadian markets compare
favourably with those of other countries with highly developed capital markets
(see Chart 2).

Chart 1
Quarterly domestic Treasury bill and marketable bond turnover!
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Source: Bank of Canada.

Auction statistics also provide a measure of market performance. Auction
coverage ratios (total bids divided by the size of an issue) indicate the depth of
the primary market for Government of Canada securities. Coverage may vary
according to size and term to maturity, but generally a coverage ratio greater
than two indicates good auction performance. The “tail” (difference between
the highest accepted yield and the average yield at the auction) also gives a
measure of market performance — a tight tail would demonstrate a high level
of demand for a particular auction.

13
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Chart 2
Domestic Treasury bill and marketable bond turnover ratio
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Source: Bank of Canada.

Table 3 summarizes these market performance statistics for Canada over the
1995-96 fiscal year.

Table 3
1995-96 market performance statistics for Treasury bills and benchmark bonds
Treasury < 3-year 3-10 year > 10-year Total
bills bonds bonds bonds bonds
Bid/ask spread
(in basis points) 2-3 2-3 1-3 1 1-3
Volume of transactions
($billions) 4,510 1,141 1,854 554 3,549
Turnover ratio 27.23 15.55 16.00 9.96 14.47
Average auction
coverage ratio 2.35 2.26 2.29 2.14 2.26

Average auction tail
(basis points) 1.21 0.75 1.32 1.96 1.21

Source: Bank of Canada.

14
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Reducing Sensitivity to Interest Rate Fluctuations

Establishing a prudent debt structure is essential to maintaining investor and
credit-rating agency confidence, and key to restoring Canada to a sound
financial position. This year’s debt strategy continues to focus on the high
floating-rate? share of Canada’s very large debt, recognizing that market
volatility arises from events both inside Canada and from the rest of the world
which can have significant effects on Canadian interest rates and the govern-
ment’s fiscal position. Canada’s reliance on short-term funding has been
noted as a concern by market participants and credit rating agencies.

A further consideration is the fact that, in comparative terms, the share

of floating-rate debt in Canada is high compared to that of other major
sovereigns. In a stable macroeconomic environment with low inflation, a
higher floating-rate structure could result in lower debt costs over time.
However, there are a number of plausible scenarios for interest rates, including
short-term shocks and long-term yield curve inversions, where a more
floating-rate structure would result in higher debt charges. Given the govern-
ment’s high level of exposure to interest rate risk, prudent management calls
for giving significant weight to those scenarios where debt costs can increase.

The reduction of long-run interest rate risk exposure has been a central feature
of debt strategy since 1989. In 1988-89, half of the debt was at fixed rates,
and debt managers recognized that the government faced significant
exposure to interest rate risk. Since that time, particularly from 1992-93 and
onwards, substantial progress has been made in turning the situation around;
currently 57 per cent of the debt is at fixed rates. (Chart 3 shows the fixed-rate
portion of the debt over the last 15 years.) This structure will protect the
government against significant increases in debt interest costs arising from
interest rate shocks, but will still allow the government to obtain benefits from
fiscal and monetary policies which are designed to produce lower

interest rates.

The medium-term target of 65 per cent fixed was set last year. Given the
market’s ability to absorb ever-larger bond programs and the decline in new
financing requirements, it is expected that the target will be achieved as soon
as two years from now. Under the new structure, the size of the Treasury bill
stock will decline by about 25 per cent within the same time frame.

2 Floating-rate debt is generally defined as debt that will mature or debt for which the interest
rate will reset within one year. This includes Treasury bills, Canada Savings Bonds, as well as
any other securities including marketable bonds and pension plan bonds which will be
maturing within one year.

15
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Chart 3
Fixed-rate share of total debt, 1981-82 to 1995-96"
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Source: Department of Finance.

Consistent with a higher fixed-rate debt stock, the average term to maturity
(ATM) of the debt stock will be lengthened. The ATM of the outstanding
Government of Canada marketable debt reached a low of four years in
1989-90, as a large proportion of deficits in the preceding decade was
financed by Treasury bills. Since 1992-93, however, as a consequence of
the government’s strategy to issue a higher proportion of longer-term debt,
the marketable debt ATM has increased, reaching a level of 5.0 years at the
end of fiscal 1995-96 (see Chart 4).

16
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Chart 4
Average term to maturity of outstanding marketable debt
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Investor Relations and Rating Agencies

The Investor Relations Program enhances the Department of Finance’s
ongoing dialogue with investors, helping Canada to maintain its status as a
preferred investment location. The overriding objective of the program is to
provide information to major investors around the world and get feedback
from them about investing in Canada. This is accomplished by ensuring timely
distribution of information on Canada’s economic and fiscal outlook, providing
regular dialogue with domestic and international investors, and arranging
annual investor missions to Canada from major capital markets. Internationally,
the program relies on Canada’s Finance Counsellors stationed in major capital
market centres for developing and maintaining links with the international
investment community.

One highlight from this year’s program was a second successful round of
post-budget visits, led by senior economic Ministers who spoke to and heard
from investors in New York, London, and Tokyo. These sessions were very
useful in maintaining international investors’ focus on Canada’s improved
fiscal situation, strong economic fundamentals, and improved economic
competitiveness. Also notable this past year was an investor mission from
Japan — organized by the Finance Counsellor in Tokyo — which met with
governments and firms across the country.

17
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The Department of Finance continues to maintain close contact with rating
agencies, providing regular in-depth reviews of the federal government’s fiscal
planning and the Canadian economic outlook.

Foreign Exchange Reserves

In his March 1996 budget, the minister announced his intention to increase
modestly the level of foreign exchange reserves which stood at U.S.

$14.7 billion at the time. Higher reserve levels are in keeping with the growth
of activity in the foreign exchange markets and will bring Canada more into
line with comparable sovereigns. The level of reserves is being raised through
the selective issuance of foreign-denominated debt and by swapping
Canadian dollar debt, with the proceeds of these operations used to fund
Exchange Fund Account (EFA) investments (the EFA is a reserve of foreign
currencies which the Bank of Canada uses from time to time on behalf of the
government to maintain orderly markets for the Canadian dollar). Foreign
borrowing is used only for this purpose and not to fund domestic operations
of the government. Even with the plan to raise foreign exchange reserves
modestly, Canada’s foreign currency debt remains small in comparison to its
Canadian dollar debt (foreign currency debt was 4 per cent of total market
debt as of March 31, 1996).

Canada is a relatively scarce name in foreign debt markets, adding “rarity
value” to Canadian issues. Limited foreign funding requirements also allow
Canada to be a more opportunistic borrower in foreign markets (in contrast
to the domestic program), by being selective about the timing and size of its
foreign debt issuance depending on market conditions.

The major objective of Canada’s reserve financing program is to strike a
balance between minimizing the cost and risk of carrying reserves, and
achieving a term structure which reduces the need to constantly refinance
liabilities. The government’s plan is to raise funds at a variety of maturities,
with emphasis on reducing annual refinancing. A further objective is to build
and maintain a broad investor base.

The government raises foreign currency debt through a growing variety of
flexible alternatives. Funding sources include the issuance of short-term debt
in the U.S. domestic market through the Canada Bills Program and

Canada Notes (U.S. MTN) Program, longer term fixed and floating rate
bonds, and cross currency interest rate swaps.

18



DEBT OPERATIONS REPORT

In recent months, a U.S. domestic MTN program, called Canada notes, has
been initiated and used to raise over U.S. $1 billion. A swap of one of the
government’s domestic bonds has been arranged, providing U.S. $500 million,
and two U.S. $1 billion global bond issues (one 5-year and one 10-year) were
brought to market. All of these initiatives have been well received by the
market, and the bond issues occasioned widespread commentary in the
market on the greatly improved economic and fiscal fundamentals in Canada.
In future months, a EuroMedium Term Note (EMTN) program will also be
launched to diversify further the government’s financing options.

19
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2. RETAIL DEBT STRATEGY:
CANADA INVESTMENT AND SAVINGS

Retail distribution of Government of Canada securities is an important
component of the federal government’s strategy to diversify the investor base.
Encouraging a broad investor base within Canada promotes cost-effective
and efficient debt management.

As part of the February 1995 budget, the federal government announced the
launch of a new retail debt program, with the objective of providing individual
Canadians with better access to Government of Canada securities. The
Canada Retail Debt Agency (CRDA) was established shortly thereafter, in
August 1995, as a Special Operating Agency within the Department of
Finance. On September 19, 1996 the CRDA was renamed Canada
Investment and Savings (CI&S). The agency has overall responsibility for
developing and executing the marketing strategy, product requirements and
distribution for the retail component of the federal government’s debt
program.

The effort to reinvigorate the government’s retail debt program responds to
competitive forces which have resulted in significant changes in the retail
savings and investment market over the past decade. Financial institutions
have seen consumers shift from savings deposit instruments to higher-yielding
instruments and mutual funds. Provincial governments, meanwhile, have been
more active in promoting their retail offerings.

As Chart 5 illustrates, the retail share of the federal government’s market debt
has fallen from 33 per cent in 1988 to 21 per cent in 1995. Chart 6 shows that
CSB sales over the same period declined by 40 per cent in relation to other
debt instruments offered by the federal government.

The immediate goal of CI&S is to take action to stop the decline in retalil
holdings of federal securities. The agency then plans to apply its experience
to establish reasonable and realistic longer-term targets for increasing the
retail share of Government of Canada debt.

CI&S plans to develop and promote a family of products, including new
products aimed at meeting needs that are not currently served by the market.
In addition, the agency will also concentrate on facilitating access to govern-
ment debt obligations by improving current distribution channels and
developing new ones. In particular, new, more flexible partnership opportuni-
ties with financial institutions will be explored.

20
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Chart 5
Retail and wholesale share of Government of Canada market debt
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A number of key steps have already been taken to reinvigorate the govern-
ment’s retail debt program. Two years ago, the government announced its
enhanced CSB, with the three-year pricing feature aimed at making CSBs
more competitive in an upward-sloping yield curve environment. Last year, the
government established the retail agency, and introduced a new CSB option
for Registered Retirement Savings Plans. The 1996 issue of Canada Savings
Bonds enhances the product further by offering guaranteed minimum annual
interest rates for 10 years, compared to 3 years in the previous two issues.
CI&S is developing its business strategy and laying the groundwork for a
number of initiatives in the coming year, including the introduction of a new
RRSP product in February 1997.

In April 1996, Jacqueline C. Orange was appointed as the agency’s founding
President and Chief Operating Officer. The agency, now headquartered in
Toronto, is a small, business-oriented organization with the flexibility to react
in today’s quickly changing marketplace.
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Chart 6
Retail holdings of Government of Canada market debt
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3. GOVERNMENT OF CANADA DEBT MANAGEMENT
OPERATIONS AND CASH MANAGEMENT — 1995-96

Overview

The federal government’s market debt totalled an estimated $466 billion on
March 31, 1996 — up from $438 billion one year earlier.

The Government of Canada issued $28.5 billion of domestic market debt
(net of maturing securities) during the 1995-96 fiscal year: $25.5 billion in
fixed-coupon marketable bonds; $1.4 billion in Real Return Bonds; and
$1.6 billion in Treasury bills. The stock of Canada Savings Bonds increased
by $45 million over the 1995-96 fiscal year.

In addition, the government issued $1.7 billion in foreign currency bonds
(net of maturing securities), and $0.3 billion in Canada notes. The stock of
Canada bills declined by $2.0 billion, leaving the total outstanding foreign
currency debt unchanged.

Table 4 shows the new issuance and outstanding stock of all of these market
debt instruments as of March 31, 1996.

Table 4
Government of Canada market debt: March 31, 1996

New issues in 1995-96
(billions of Canadian dollars)

Stock as of Gross Maturing Net
Instrument March 31, 1996 issues securities issues
Denominated in $ Canadian
Fixed-coupon bonds 246.6 50.6 25.1 255
Real Return Bonds 5.8 1.4 0.0 1.4
Treasury bills 166.1 390.3 388.7 1.6
Canada Savings Bonds 30.8 4.6 4.6 0.0
Denominated in $ U.S.1
Foreign currency bonds 9.5 4.1 2.4 1.7
Canada bills 7.0 235 255 -2.0
Canada notes 0.3 0.3 0.0 0.3
Total 466.1 474.8 446.3 28.5

1 Amounts shown are Canadian dollar equivalents.

Source: Bank of Canada (numbers may vary slightly from Public Accounts due to differences
in classification methods).

The government also borrowed internally an estimated $7.6 billion in 1995-96
(excluding current liabilities), principally from government employee pension plans.

As a result of the debt program’s emphasis on debt in fixed-rate (rather than
floating-rate) form, the proportion of the outstanding stock of federal debt at
fixed rates increased from 55 per cent to 57 per cent during 1995-96.
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Following are detailed descriptions of the specific component programs
making up the 1995-96 debt program.

Government of Canada Fixed-Coupon Bonds

Fixed-coupon Government of Canada marketable bonds are issued in
Canadian dollars and pay interest semi-annually. The outstanding stock of
these bonds totalled $246.6 billion at the end of the fiscal year, representing
the largest component (at 53 per cent) of the federal government’s
outstanding market debt. Issuance of fixed-coupon bonds is the key
means by which the government can increase the share of the federal

debt at fixed rates.

Gross issues of Government of Canada fixed-coupon bonds (excluding

Real Return Bonds) totalled $50.6 billion in fiscal 1995-96. Of this amount,
$25.1 billion was used to finance maturing bonds, while $25.5 billion
represented net new issues. (See Reference Table IX for a summary of gross
issues during fiscal 1995-96, and Reference Table X for a list of all bond issues
outstanding on March 31, 1996.)

The average term to maturity of the fixed-coupon bonds offered during the
year was eight years. (Chart 7 shows the distribution of issues in the bond
program by approximate term to maturity.)

Chart 7
Fiscal 1995-96 fixed-coupon bond program
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The government has pursued a strategy to improve liquidity in the Canada
bond market through larger benchmark bond sizes. The average size of the
23 Government of Canada bond auctions during the year was $2.2 billion,
up about $220 million per issue from fiscal 1994-95. In March 1995, target
sizes for benchmark issues were maintained at $4 to $6 billion for two- and
three-year bonds; and at $6 to $9 billion for five-, ten- and thirty-year bonds
(these targets were increased in March 1996 to new ranges of $5 to $7 billion
for two- and three-year bonds and $7 to $10 billion for five-, ten- and
thirty-year bonds). Building upon the success of its continuing quarterly
cycle of two-, five- and ten-year auctions, the government issued thirty-year
bonds as part of its quarterly auction cycle. In addition, three-year bonds
were successfully reintroduced in 1995-96 (in the first two quarters of

the fiscal year).

Real Return Bonds

In November 1991, the government introduced a program of Real Return
Bonds (RRBs) whose return is linked to changes in the consumer price index.
This instrument represents cost-effective diversification of the marketable
bond program for the government as the implied real rates on comparable
nominal bonds generally exceed the real rate offered on RRBs. Real Return
Bonds also have value for institutional investors whose long-term liabilities
are related to the rate of inflation, and for retail investors, principally for

their RRSPs.

In 1995-96, the government issued a total principal amount of $1.4 billion in
four separate issues. This was less than the government had planned to
issue. Investor demand for RRBs fell short of expectations, in part because of
the high implied real yields on nominal Canada bonds compared to real rates
offered on RRBs.

There were a number of initiatives taken during the fiscal year to improve
issuance levels and liquidity of the bonds. The first initiative was the introduc-
tion of auctions using a single-price (Dutch) auction format as the initial step in
the move to an all-auction distribution of RRBs. The auctions were well
received by market participants.

A second initiative was the introduction of a new RRB maturity (of
December 1, 2026), five years longer than the original bond. Investors had
indicated a desire to begin a new benchmark RRB with roughly 30 years to
maturity. (The outstanding nominal amount of the original RRB stands at
$5.175 billion.) The new maturity was well received at auction and is part of
the program’s long-run objective of establishing a real-yield Canada curve.
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A third initiative in 1995-96 was the development of a marketing program

for RRBs aimed at pension plan sponsors with the objectives of improving
investors’ awareness of the benefits of these bonds and of increasing the
target amount of RRBs held in pension plan portfolios. This initiative included
the development of marketing material and one-on-one meetings and
seminars with major Canadian Pension Plan sponsors.

Floating-Rate Borrowing

Table 5 shows a comparison of the size and cost of the various floating-rate
financing alternatives available to the government; Treasury bills which form
the bulk of the government’s floating rate debt, interest rate swaps and CSBs.

Table 5
Selected floating-rate statistics, fiscal 1995-96
Gross Average
issuance ratel
(billions of dollars) (per cent)
Treasury bills:
Cash management 24.0 7.17
Three months 198.7 6.35
Six months 101.7 6.49
Twelve months 65.9 6.52
Interest rate swaps 0 -
Canada Savings Bonds 4.6 5.25

1For Treasury bills, weighted average tender yields during the fiscal year. For Canada Savings
Bonds, average rate earned on bonds sold in the 1995 campaign.

Source: Department of Finance.

The Treasury Bill Program

On a weekly basis, Treasury bills with terms to maturity of three, six and
twelve months are offered to meet part of the new financial requirements of
the government and to refinance maturing Treasury bills. In order to enhance
liquidity of one-year Treasury bill issues, the government issues one-year

bills in two consecutive weekly auctions with a common maturity date (this
practice was also recently adopted for six-month Treasury bills). Cash
management bills of shorter maturity than typical Treasury bills are issued from
time to time to facilitate the management of the government’s cash balances.

The outstanding stock of Treasury bills increased by $1.6 billion during
1995-96 to $166.1 billion. Total gross issuance of Treasury bills in 1995-96,
at $390.3 billion, was more than double the outstanding stock, reflecting
the short term to maturity and frequent turnover of these instruments. (See
Reference Table VI for a list of all Treasury bill issues during the fiscal year.)
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The Canadian dollar interest rate swap program

Since February 1988, as opportunities have arisen, Canada has entered into
domestic fixed-to-floating interest rate swap agreements with selected
counterparties. These agreements make use of Canada’s relative advantage
as the benchmark issuer in fixed-rate debt to obtain floating-rate funds at
rates below those on Treasury bills.

During fiscal 1995-96, no new swaps were entered into by the government to
raise domestic floating-rate funding because swap spreads were not attrac-
tive. With the total stock of $5.6 billion outstanding at March 31, 1996, debt
costs are lower by an estimated $28 million per year when compared to the
cost of borrowing the same amount in the Treasury bill market.

Canada Savings Bonds

In 1995, a new Canada Savings Bond (CSB) option was introduced which
allowed individuals for the first time to purchase CSBs directly in the form of
a Registered Retirement Savings Plan (RRSP) without the need for a self-
directed plan and on a no-fee basis. The 1995 CSB series also featured the
three-year escalating pricing feature that was first introduced in the 1994
campaign. The rates for 1995 were set at 5.25 per cent for the first year,
6.0 per cent for the second year and 6.75 per cent for the third year.

The sales period was initially slated to run from October 10 to November 1, 1995.
Due to weak sales and circumstances in the month of October (i.e. the
Quebec referendum), the campaign was extended to November 10. Gross
sales for the 1995 campaign were $4.6 billion, a decrease of 39 per cent from
the previous year. However, net sales of $3.4 billion were slightly above the net
sales average over the past five years ($3.2 billion). The total par value of
CSBs outstanding on March 31, 1996 was $30.8 billion (see Chart 8).

Sales through the Payroll Savings Plan in 1995 — at $1.6 billion — were down

4 per cent from the previous year. About 16,000 companies offered the

Payroll Savings Plan to their employees. During the campaign period, sales of
the new CSB-RRSP option amounted to $33.4 million. The RRSP option was
also extended to all outstanding CSB series in January 1996, bringing the
total outstanding in the CSB-RRSP option to more than $65 million.
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Chart 8
CSB sales and stock over the past decade?
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Source: Canada Investment and Savings, Bank of Canada.

Canada’s Foreign Currency Debt

Canada borrows in foreign currencies for the purpose of raising foreign
exchange reserves for the Exchange Fund Account. These reserves are used
to promote order and stability of the Canadian dollar on the foreign exchange
market. The federal government’s foreign currency debt is currently
denominated exclusively in U.S. dollars and amounts to about 4 per cent

of its outstanding market debt. On March 31, 1996, foreign currency debt
outstanding, including cross-currency interest rate swaps of domestic bonds,
stood at U.S. $13.2 billion ($17.9 billion in Canadian dollar terms). Foreign
currency liabilities were more than fully matched by foreign currency

assets in the form of international reserves, which totalled approximately

U.S. $17.0 billion.

As of March 31, 1996, the foreign currency debt portfolio consisted of Canada
bills, Canada notes, a U.S. $2 billion floating-rate note, and marketable bonds.
Canada also obtains foreign-denominated funding through cross-currency
interest rate swaps of domestic bonds. Cross-currency interest rate swaps
outstanding as of March 31 totalled U.S. $786 million.
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Table 6
Composition of foreign currency debt as of March 31, 1996

Type of security Amount

(billions of U.S. dollars)

Canada bills 5.1
Canada notes 0.2
Floating-rate notes 2.0
Bonds 5.0
Total foreign currency liabilities 12.3
Cross-currency interest rate swaps 0.8
Total liabilities payable in $ U.S. 13.2

Source: Department of Finance. (Totals may not add due to rounding.)

Canada Bills

Canada bills, short-term promissory notes denominated in U.S. dollars, are
regularly issued in the U.S. market, as a source of low-cost U.S. dollar
funding. At the end of 1995-96, 39 per cent (or $5.1 billion) of the govern-
ment’s outstanding foreign currency debt was in the form of Canada bills.
The stock of Canada bills decreased from $6.5 billion at the end of the
1994-95 fiscal year. The proceeds of these issues are invested in high-quality
U.S. dollar denominated assets.

Cross-currency interest rate swaps

On March 29, 1996, the government entered into a cross currency interest
rate swap of Canadian dollar fixed-rate debt into $500 million of U.S. fixed

rate debt. This swap brings the total amount of swaps outstanding to

U.S. $786 million. (Canada swapped $400 million of Canadian dollar debt

into U.S. $286 million in March 1995.)

Foreign-Denominated Bonds

As of March 31, 1996, Canada had U.S. $5.0 billion in fixed-rate bonds and a
U.S. $2.0 billion floating-rate note outstanding. U.S. $3.0 billion of fixed-rate
bonds were issued in the 1995-96 fiscal year.

e Global U.S. $1.5 billion five-year bond issue
In May 1995, the government launched its first-ever global bond which
was sold to investors in Asia, Europe and North America. The 6% per cent
five-year issue was met with very strong demand and was priced at
U.S. Treasuries plus 25 basis points. The issue received recognition as
“global bond of the year” by the International Financing Review.
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e Global U.S. $1.5 billion ten-year bond issue
In July 1995, the government followed up the success of its first global
bond with a U.S. $1.5 billion ten-year global bond issue. Once again, the
issue was well received by investors around the world, allowing it to be
priced at a cost of 36 basis points over U.S. Treasuries.

The government also issued two global bonds in the 1996-97 fiscal year.

e Global U.S. $1.0 billion five-year bond issue
On May 30, 1996 Canada issued a U.S. $1.0 billion 6% per cent five-year
global bond due May 30, 2001. Favourable market conditions provided an
opportunity to raise funds in order to increase the level of Canada’s foreign
exchange reserves (a decision announced in the 1996 budget). The issue
was well received by a broad, global investor base, which allowed it to be
priced at 14 basis points over U.S. Treasuries.

e Global U.S. $1.0 billion ten-year bond issue
On August 28, 1996, Canada issued a U.S. $1.0 billion 6% per cent
ten-year global bond due August 28, 2006. Again, the funds were raised in
order to increase the level of Canada’s foreign exchange reserves. The
issue was priced at 29 basis points over U.S. Treasuries and was positively
viewed by the market.

Canada notes

In March, 1996, Canada launched a U.S. medium term note program. The
program, called Canada notes, diversifies the sources of funds for Canada’s
official exchange reserves. The Canada Notes Program will be used as
required to raise fixed and floating rate funding for terms longer than

nine months. In its initial stages, the program has raised significant fixed rate
funds ($1.4 billion by September 30, 1996) at very attractive rates.

The Management of the Government’s Cash Balances

The main priority in managing cash balances is to ensure that the government
has sufficient cash to meet its daily needs. This requires careful forecasting
and monitoring of the daily flows, as well as an ongoing borrowing program to
refinance maturing debt and to maintain the balances at the targeted level.
There is inherent uncertainty in forecasting daily changes in cash balances,
owing to the scope of the government’s financial operations, the operations
of the Bank of Canada, and the volatility of markets. This means that an
adequate level of cash balances must be maintained at all times. Cash
balances do not sit idle, as they are reinvested in the market at market rates.

Through an auction process, all cash balances are invested directly with
clearing members of the CPA as either term or demand deposits. In order to
earn competitive market rates of return, balances in excess of daily operating
requirements have been auctioned to direct clearers as term deposits since
1986. In 1989, the auction format was extended to demand deposits.
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The level of the government’s daily cash balances (term and demand)
averaged $6.0 billion in fiscal 1995-96, compared to $2.4 billion in 1994-95,
reflecting increased market volatility and the liquidity needs of a very large
financing program (see Chart 9). Term deposits, typically for terms ranging
between 1 and 11 days, averaged $5.4 billion, $3.5 billion higher than the
previous fiscal year. Earnings on term balances averaged 6.19 per cent,
almost unchanged from 6.17 per cent in the prior year. Average demand
balances, at $563 million, were $46 million higher than in 1994-95, and
earned 4.66 per cent (compared to 4.34 per cent the previous year).

Chart 9

Average level of Government of Canada cash balances,
fiscal year 1995-96

Government balances
at Bank of Canada
0.2%

Government
demand balances
9.4%

Government
term deposits
90.4%

Source: Department of Finance.
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4. BORROWINGS BY CROWN CORPORATIONS

In order to assess fully the government’s total impact in financial markets, it
is necessary to include the market borrowings of federal Crown corporations,
which carry a government guarantee. Reference Tables XI and Xl provide
information on Crown corporation borrowings from the market and from the
Consolidated Revenue Fund. As illustrated in Chart 10, total outstanding
borrowings by Crown corporations increased from $32.2 billion at the end

of fiscal 1989-90 to $36.9 billion at the end of fiscal 1995-96, reflecting an
increase in market borrowings from $18.4 billion to $25.5 billion and a
decrease in Consolidated Revenue Fund borrowings from $13.7 billion to
$11.4 billion.

Chart 10
Borrowings by Crown corporations
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5. DISTRIBUTION OF HOLDINGS OF
GOVERNMENT OF CANADA DEBT

Domestic Holdings of Government of Canada Debt

Life insurance companies, pension funds and chartered banks remain

the sectors with the largest holdings of Government of Canada market debt
(see Chart 11). Total holdings of market debt by persons and unincorporated
businesses fell by nearly 4 per cent of their 1994 level in 1995, while holdings
by life insurance and pension funds increased over 10 per cent. Holdings by
chartered banks rose just over 9 per cent in 1995.

Reference Table IV shows the evolution of the distribution of domestic
holdings of Government of Canada debt over the past 20 years. Noteworthy
is the decline in the past few years in the holdings of the personal sector,
mirrored by an increase in the holdings of life insurance and pension funds,
and chartered banks.

Chart 11
Distribution of domestic holdings of Government of Canada market debt
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Non-Resident Holdings of Government of Canada Debt

Non-resident holdings of the Government of Canada’s outstanding market
debt are estimated to have reached $117.7 billion at the end of March 1996,
up $6.5 billion from a year earlier. Non-resident holdings represented 25 per cent
of the Government of Canada’s total market debt at the end of fiscal 1995-96,
up from 12 per cent at the end of fiscal 1985-86, but down from the peak
level of 27 per cent in 1992-93. In fiscal 1995-96, non-resident holdings of
Government of Canada marketable bonds increased by $9.1 billion. Non-
resident holdings of Treasury bills declined by $2.6 billion over the fiscal year
(see Reference Table V). Non-residents held 31 per cent of outstanding
Government of Canada marketable bonds at the end of fiscal 1995-96,
unchanged from its share as of 1994-95. Non-resident holdings of Treasury
bills amounted to 21 per cent of total bills outstanding at the end of March
1996, down 3 percentage points from its share one year earlier (see Chart 12).

Approximately 1/3 of foreign-held Government of Canada debt rests with

U.S. investors, while the remainder is divided between Europe, Asia, and other
investors worldwide. There is some evidence that in the past year, the share of
Canadian debt held by Japanese investors decreased while the share held

by European investors increased.

Chart 12
Non-resident holdings of Government of Canada debt

per cent of total market debt
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ANNEX 1:
GOVERNMENT OF CANADA MARKET
DEBT INSTRUMENTS

Fixed-Coupon Marketable Bonds

Government of Canada marketable bonds are generally available in denomi-
nations ranging from $1,000 to $1,000,000. As of December 1, 1993, new
issues of Government of Canada bonds are issued in fully registered form
only. With the exception of the 3% per cent bonds maturing March 15, 1998,
all Canadian dollar marketable bonds are non-callable. All Canadian dollar
marketable bonds pay interest semi-annually.

Issues of government bonds are sold via public tender, with the Bank of
Canada acting as the government’s fiscal agent, to primary distributors made
up of Canadian securities dealers and a small number of Canadian chartered
banks. Typically, these sales are via bid-price auction.

There is an extensive domestic secondary market in marketable bonds.
Government of Canada bonds are the benchmark bonds in the Canadian
bond market, and are very liquid. Market participants buy and sell bonds
quite actively in this market.

Treasury Bills

Government of Canada Treasury bills are issued in denominations ranging
from $1,000 to $1,000,000.

Issues of Treasury bills are sold by public tender on a discount basis, with the
Bank of Canada acting as the government’s fiscal agent, to primary distribu-
tors made up of Canadian securities dealers and chartered banks. Treasury
bills with terms to maturity of three, six, or twelve months are auctioned on a
weekly basis, typically on Tuesday for delivery Thursday. To increase their size
and liquidity, the government issues fungible six-month and one-year bills, in
which two consecutive regular weekly auctions are accumulated on one
common maturity date. For one-year (six-month) bills, 364-day (182-day) bills
are issued in the first week of a two-week cycle, while in the second week,
357-day (175-day) bills are issued.

There is an extensive secondary market in Treasury bills. Chartered banks,
securities dealers, and the general public buy and sell Treasury bills in this
liquid market.

Canada Savings Bonds

CSBs are offered for sale by most Canadian financial institutions for a limited
time during the fall campaign. To facilitate their purchase, many Canadians
elect to purchase CSBs through payroll deductions.
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Except in certain specific circumstances, Canada Savings Bonds can only
be registered in the name of residents of Canada, and are available in both
regular-interest and compound-interest forms. Denominations range from
$100 to $10,000; all CSBs are non-callable, and, except in certain limited
circumstances, non-transferable.

CSBs pay a competitive rate of interest which is guaranteed for one or more
years. They may be cashed at any time, and, after the first three months,
pay interest up to the end of the month prior to encashment.

Government of Canada Real Return Bonds

Government of Canada Real Return Bonds pay semi-annual interest based
upon a real coupon interest rate. Unlike standard fixed-coupon marketable
bonds, interest payments on Real Return Bonds are adjusted for changes in
the Canadian consumer price index. At maturity, bondholders will receive, in
addition to a coupon interest payment, a final payment equal to the sum of the
principal amount and the sum of the accrued inflation compensation from the
original issue date. These bonds must be purchased, transferred, or sold
directly or indirectly through a participant of the CDS book-entry system and
only in integral multiples of $1,000. Primary distribution has been through a
syndicate of Canadian securities dealers and via single-price auction.

While the level of outstandings in these bonds is small compared to that of
fixed-coupon marketable bonds, a secondary market in these bonds is
developing. The major participants in this market are Canadian securities
dealers, insurance companies, and pension funds.

Canada Bills

Canada bills are promissory notes denominated in U.S. dollars and only
available in book-entry form. They mature not more than 270 days from their
date of issue and are discount obligations with a minimum order size of

U.S. $1,000,000 and a minimum denomination of U.S. $1,000. Delivery and
payment for Canada bills occur in same-day funds at the offices of Chase
Manhattan Bank in New York City.

Primary distribution of Canada bills occurs through five issuing agents,
RBC Dominion Securities Inc., Wood Gundy Inc., Goldman, Sachs & Co.,
Lehman Brothers and CS First Boston. Rates on Canada bills are posted
daily, for terms of one to six months.

There is a small secondary market in Canada bills. Participants in this market
include U.S., Canadian and international financial institutions.
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Canada Notes

Canada notes are promissory notes denominated in U.S. dollars and available
in book-entry form. They mature not less than 270 days from their date of
issue. Minimum order size is U.S. $5,000,000 and minimum denomination

is U.S. $1,000. Delivery and payment for Canada notes occur at the offices

of the Bank of Montreal Trust Company in New York City.

Primary distribution of Canada notes occurs through five issuing agents,
Nesbitt Burns Inc., Scotia Capital Markets Inc., Goldman, Sachs & Co.,
CS First Boston, and Lehman Brothers.
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ANNEX 2:

THE PRIMARY DISTRIBUTION OF GOVERNMENT
OF CANADA FIXED-COUPON MARKETABLE BONDS
AND TREASURY BILLS

The Government of Canada does not deal directly with the public in the
distribution of its domestic marketable debt but transacts through a group
of financial intermediaries known as primary distributors.

There are at present some 33 firms which participate in the primary distribu-
tion of bonds and Treasury bills. These primary distributors are investment
dealers and chartered banks based in the major financial centres in Canada.
Investment dealers have to be licensed by a provincial securities commission
and be a member of the Investment Dealers Association. Banks are regulated
by the Office of the Superintendent of Financial Institutions. The list of primary
distributors has evolved over time. Additions to and deletions from the list of
firms allowed to bid at auctions are made only after a sustained evaluation of
a firm’s performance over an extended period of time.

In order to be eligible as a primary distributor, a firm must meet certain
reporting, performance, and distribution criteria set by the Bank of Canada
in its role as the government’s fiscal agent.

Those primary distributors active in both bond and Treasury bill markets may
apply to become Bank of Canada jobbers. This is the core group of market
makers that the Bank deals with in its monetary policy operations and, since
they are the largest firms, they are also the dominant group among the
primary distributors.

Investment dealer jobbers have resort, at the Bank Rate, to Purchase and
Resale Agreements (PRA) with the Bank of Canada in Government of Canada
direct securities up to an assigned maximum. Bank jobbers, which already
have a line of credit with the Bank for settlement purposes, are not eligible for
PRA. Both investment dealer and bank jobbers are eligible for Special
Purchase and Resale Agreements with the Bank in the same collateral,

but at the Bank’s initiative at the Bank Rate.

Jobbers have a humber of responsibilities in addition to those of primary
distributors. They are expected to bid at every Treasury bill and bond auction
so as to provide coverage of auctions as a group, to consistently make
markets in Treasury bills and bonds to a broad customer base, and to provide
the Bank with assessments of market conditions, weekly statistical reports,
and audited financial statements.
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ANNEX 3:

SELECTED NEWS SERVICE PAGES OF INTEREST
TO GOVERNMENT OF CANADA DEBT MARKET
PARTICIPANTS

Dow Jones Telerate

261

3105
3109
3110
3111
3112
3114
3143
3144
3159
3190
3193
3195
3196
3197
3198
9728

27455
27456
27458

Reuters
BOFC
CDMM
CDBN
CDBL
CDOR
CDOS
FPRH

BAX <F3>
BAR <F3>

Exchange Rates

U.S./Canada combined capital markets page

Quarterly bond auction schedule

Latest marketable bond auction results

Treasury bill auction results

Cumulative excess settlement balances/overnight rate

Swap program highlights

Multicontributor page — Government of Canada bonds

Multicontributor page — Government of Canada Treasury bills

Canadian yield curves/spread differentials to U.S.

Canadian money markets page

Cash management bill auction Results

Latest RRB auction results

Canadian Government bonds and interest rate swaps

10 a.m. fixing — Canadian B.A. rates

10 a.m. fixing — Government of Canada Treasury bills

10:30 a.m. Bank of Canada jobber averages — Treasury bills,
B.A.’s, and Commercial paper

10-year CGB futures (Montreal Exchange)

BAX futures (Montreal Exchange)

10-year bond cheapest-to-deliver (CGB futures)
implied repo rate

Exchange rates

Summary page, short-term Canadian money market
Summary page, Canadian bonds

Canada - U.S. yield curves

10 a.m. fixing — Canadian B.A. rates

10 a.m. fixing — Canadian Treasury bill rates

Swap quotes

BAX futures, Montreal Exchange

BAR futures, Montreal Exchange

Department of Finance Home Page Internet Address
http://www.fin.gc.ca/fin-eng.html

Bank of Canada Home Page Internet Address
http://www.bank-banque-canada.ca
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