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Introduction

The Financial Flow Accounts (FFA) and the National Balance Sheet Accounts (NBSA) are two components of the
Canadian System of National Accounts. The overall system is an integrated portrayal of the nation's economic production,
income, expenditure, financing and wealth. This publication describes the data sources and methodology used in
producing the FFA and NBSA, the measures of financial transactions and wealth. A description olyw overail system and
its interrelationships may be found in The Canadian System of National Accounts - A user guide.

The quarterly financial flow accounts show financial activity as an extension of the income and expenditure accounts.
Detailed data for the acquisition of financial assets and incurrence of liabilities are presented as a counterpart to saving and
investment in non-financial capital for the different sectors of the economy. The presentation shows the interrelationship
between financial and economic activity and illustrates the financial transactions among sectors.

The national balance sheet accounts provide measures of year-end stocks of tangible assets, financial assets,
liabilities and net worth. These stocks are reconcilable to corresponding Quarterly income, expenditure and financial flows,
as illustrated in Figure 1.

The structure of the Financial Flow Accounts

The accounts are most easily seen as an array of data consisting of a series of quarterly matrices. In each matrix,
columns show the transactions of each sector of the economy and rows show the transactions in a particular instrument,
This view of the accounts for a single period of time is provided by the matrix tables presented in FFA publications. An
alternative view of the data, that of the evolution of the activity of each of the 13 sectors and 24 sub-sectors over time, is
provided in sector tables, where each column shows transactions by the sector for a quarter. A third table, the financial
market summary table, approximates final demand for funds by focussing on borrowing by non-financial sectors through
conventional credit market instruments (marketable securities and negotiated loans).

Within the quarterly matrix (Table 1 provides a much condensed example), each sector's categories record saving
(current income less expenditure), capital investment and transactions in a number of financial instruments. The latter are
shown as changes in financial assets or liabilities. The presentation can be viewed as a statement of sources and uses of
funds, where sources of funds are increases in liabilities or sales of assets and uses are acquisition of assets, including
capital formation, and repayments of liabilities. Saving can be either a source or use of funds depending on whether or not
income exceeds expenditure. In each category, a net increase or decrease, the sum of all transactions by the sector
during the period, is shown as a positive or negative flow. The matrix is a closed system; a non-resident or Rest of the
World sector is included along with the domestic sectors so that all transactions can be shown. The sectoring is a four-
part breakdown of the economy into persons and unincorporated business, other business enterprises and financial
intermediaries, government, and, finally, transactions with non-residents. Both ‘other business’ and government are
further broken down into groups of sectors and sub-sectors. Within ‘other business’, for example, distinctions are made
between private corporations and those owned by government and between non-financial business and financial
institutions. Financial institutions are further subdivided; broadly, into the sector groups 'deposit-accepting’. 'life insurance
and pension’ and ‘other’ and. more finely, into sub-sectors, e.g., types of 'deposit-accepting’ such as banks, credit
unions, and trust companies. The juxtaposition of sectors in the matrix illustrates how funds are channelled through
financial intermediaries.

The four major category groups in the example matrix of Table 1, saving, non-financial investment, changes in assets
and changes in liabilities, correspond to aggregations in the published FFA tables. The first twd of these groups, saving
and non-financial investment are derived from (and are reconcilable to) the income and expenditure account component
of the system of national accounts. ge income and Expenditure Accounts measure aggregate economic production both
through income generated and through expenditure] Detail of the components of aggregate activity is provided in the
Income and Outlay Accounts and the annual Capital Finance Accounts. This detail, either directly or after further
disaggregation, is the source data for the categories net saving (current income less outlays), gross saving (net saving plus
capital consumption allowance and miscellaneous valuation adjustments), inventory accumulation and investment in fixed
capital for each of the FFA sectors. Subtracting non-financial investment items from gross saving yields a residual
surplus or deficit, which, when adjusted for /purchase or sale of existing tangible assets, represents the net amount which a
sector lends or borrows during the period. The lending ability or financing requirement derived from the summary of 'real’
economic activity links that activity to the sector’s financial activity)

The transaction categories grouped under financial assets and liabilities show the financial instruments through which
the sector's lending or borrowing is carried out. The categories record transactions by instrument type. Examples include
currency and deposits. marketable short-term paper, longer term marketable instruments such as bonds and stocks.
negoliated instruments such as loans and mortgages and a variety of other items such as trade accounts receivable. Each
asset category has an equivalent liability category, not necessarily in the same sector. A category called net financial



investment records the sector’'s overall net purchase of financial assets less the net incurrence of liabilities. Net financial
investment is the conceptual equivalent of net lending or borrowing and should be equal to it. For some sectors, however,
there is a difference attributable to the use of different data sources in obtaining the two numbers. This difference is
recorded in a separate category as statistical discrepancy and offers a rudimentary check on the quality, or, more
accurately, the consistency of the data. The equality of net lending or borrowing and net financial investment arises from
the more general constraint that sources of funds equal uses of funds.

For the economy as a whole (i.e., the sum of all sectors), gross saving equals non-financial capital investment.
Effectively a net lending or borrowing of zero, the equality imposes a constraint on the financial flows matrix that the sum of
all sectors’ net lending or borrowing equal zero. This simply means that borrowing by & sector s offset by lending
elsewhere. Obviously, the same is true of net financial investment, since acquisition of assets must offset sales plus the
net increase in liabilities. Financial transactions are grouped into the same categories under both assets and liabilities,
which imposes a further constraint that the sum of all sectors' changes in each financial asset category is equal to the sum
of changes for all sectors in the corresponding liability category. This constraint allows the residual derivation of data for
categories in sectors where there is no other source of data. There is, for example, no direct source of data for holdings of
corporate bonds by the personal sector. Surveys of corporations supply data for net new issues by corporations. Net
sales or purchases of bond assets reported by corporations, government, government enterprises and non-residents, in
short, all asset holders other than the personal sector, are deducted from the net new issues total to arrive at a residual
amount representing the change in personal sector holdings. The quality of residuaily derived data depends on the
consistency of reporting of the category throughout the matrix since the residual will include any unknown errors in the
reporting of other sectors. The sources of some of these errors or valuation inconsistencies are elaborated in a separate
section on valuation below. A known discrepancy in category totals can be isolated; a sector calied residual error of
estimate contains adjustments to saving and expenditure which offset the difference between the income and expenditure
measures of total production. This sector can be used to isolate error in other categories as well.

There is one apparent exception to equality of category totals: the totals of changes in the individual asset categories
shares and corporate claims do not equal the corresponding liability categories’ totals. Corporate claims are broadly
defined as investment in subsidiaries and affiliates and reported claim assets include both loans to affiliates and holdings of
their shares. The claim liability reported by the affiliate shows only the loan, since all shares are shown together in the
share category. As a result, it is the sum of the changes in both of the asset categories shares and corporate claims taken
together that is equal to the sum of change in both the corresponding liability categories.

The constraints that sources of funds equal uses of funds and that transactions in asset categories equal transactions
in corresponding liability categories can be summarized in a 'four transactions rule'. Any transaction gives rise to four
entries in the financial flow accounts. Purchase of an asset, a use of funds, requires a source of funds (borrowing or the
sale of another asset) for the purchaser; the seller will show the sale of the asset and the use of the funds arising from the
sale. The purchase and sale can occur in the same sector, and in this case, the transactions offset and become invisible.

Some sectors, such as the Rest of the World Sector, record only transactions with other sectors. Other sectors show
different degrees of inter-sectorial transactions in some categories. For example, the Provincial Government Sector is not
consolidated, but rather is the sum of flows of each of the component governments and their special funds. As a result, the
sector shows both a provincial bond asset and a liability so that the liability represents total bonds issued rather than bonds
issued to other sectors. On the other hand, in the Non-financial Corporation Sector, some groups report on a
consolidated basis, which eliminates some of the inter-sectorial transactions. The desirable degree of consolidation is
debatable; there is often a practical limit imposed by data availability.

A simplified example of the Canadian financial flows matrix

Table 2 presents a highly simplified example of the FFA matrix in which much of the sector and category detail has
been suppressed for the sake of clarity. The extent of the activities of financial institutions in channelling funds between
lenders and ultimate borrowers is lost in the condensed presentation.

The interpretation of the data is straightforward. For the Persons and Unincorporated Business Sector, current income
exceeded outlays to leave saving of 23. Subtracting capital acquisition of 8 resuited in net lending of 15. The sector
acquired financial assets of 24 (6 in currency, 8 in bonds and 10 in shares). Subtracting increases in loan and mortgage
habilities of 1 and 7, respectively, gave a net financial investment of 16. The difference between net lending and net
financial investment of -1 is recorded as the statistical discrepancy.

Non-financial corporations were net borrowers. Internally generated and retained earnings from current operations
produced saving of 12. Non-financial investment amounted to 19 leaving a deficit or borrowing requirement, -7.  This
was met through a combination of asset liquidation (deposits -2) and net increase in liabilities of 16. Acquisition of other
assets reduced the net financial investment to -8. Again, a difference between net borrowing and net financial investment
results in a discrepancy.



Financial institutions typically do not produce substantial internally generated funds but are important in financial
markets as the conduit for the movement of surplus sectors’ savings to deficit sectors. In the example, internally generated
and retained funds amounted to 2. Non-financial investments of 1 left net lending of 1. Net increases in deposit liabilities
of 9 and in other liabilities of 10, reduced by net redemption of bonds of 2 provided funds to lend to other sectors through
mortgages. loans and the purchase of bonds.

The government sector deficit of 5 on current activities combined with investment in non-financial assets of 8 to give
a borrowing requirement of 13. Funds provided by net sales of bonds of 14 and a reduction of mortgage assets by an
additional 2 were more than sufficient, so that an increase in bank deposits of 4 provided an additional use of funds.

The Rest of the World Sector recorded savings of 2, indicating a deficit of 2 on the current account of Canada'’s
balance of payments. The sector's lending to domestic sectors of 5 took the form of net purchases of bonds and an
increase in deposits, loan habilities due to Canadian sectors increased by 2.

The final column presents the sum of transactions by all sectors. It demonstrates the equality of saving and non-
financial investment and of asset and liability categories for the same instruments for the total economy as well as the zero
totals of net lending and borrowing and of net financial investment.

The Financial Market Summary Table

The sectoring of the financial flow accounts emphasizes intermediation by showing the transactions of a number of
financial institutions. An aggregate measure of financial activity such as total borrowing by all sectors includes intermediate
borrowing, which implies double counting to the extent that funds are borrowed for re-lending. The financial market
summary table excludes most of the intermediate borrowing by ignoring funds borrowed by financial institutions to leave
‘ultimate” borrowing or final demand for funds by non-financial sectors. Some of the funds borrowed by non-financial
sectors are re-lent, but the extent of intermediation is much less than in financial sectors. The measure of financial
activity is also restricted to ‘conventional credit market' activity by focussing on negotiated loans and marketable
instruments such as bonds and shares while ignoring items such as trade accounts payable or indebtedness to an affiliated
company.

Valuation of financial flow transactions

Ideally, financial flows represent actual transactions at the price at which they are carried out. This ensures obtaining
the equality of purchases and sales necessary for accurate residual derivation. For many sectors. data are not available for
individual transactions and flows are instead based on the change in end-of-period balance sheet levels. The following
four examples illustrate how changes in balance sheet levels can differ from actual transactions and how adjustments are
made to obtain financial flows data. These adjustments account for many of the differences between annual flows of the
FFA and the change in successive years of the NBSA.

a)y/ Gains or losses in value due to fluctuations in exchange rates are included in the change in balance sheet levels of the
Canadian doliar equivalent of items denominated in a foreign currency. The part of the change due to revaluation does
not represent a transaction and, where known, is removed. Where the amount of the revaluation is not known, an
approximation of the actual transaction is calculated by converting the beginning and end-of-period levels from
Canadian to original currency using end-of-period exchange rates and reconverting the change in original currency
to a Canadian dollar flow using a quarterly average exchange rate.

by Restatement or revaluation of balance sheet items to reflect changes in the realizable value of assets (unrealized gain
or loss) also gives nse to a change in levels that does not represent a transaction. Where information such as a
schedule of unrealized gain or loss is available, revaluations are subtracted from the change in balance sheet levels.
Such adjustments include the reversal of loan write-offs and of the deduction of allowances for doubtful accounts from
accounts receivable. The treatment of realized gain or loss is analogous. The change in balance sheets resulting from
the sale of an asset records the value of the sale as the change in book value. which differs from the actual selling
price by the amount of any realized capital gain or loss. The adjustment to the balance sheet change is simply the
subtraction of the amount of the gain or loss. (Note that sales of assets are recorded as a negative flow. Subtracting a
positive gain would increase the negative flow, increasing the recorded selling price; subtracting a negative loss would
decrease the negative flow, reducing the recorded selling price.)

c) ‘ Movement of a corporation or other reporting unit form one sector to another because of, e.g., a takeover will result in
an increase in balance sheet levels in a number of categories of the sector to which it moves and a decrease in the
levels of the same categories of the sector it leaves. The increases and decreases due to the movement between
sectors are not counted as flows. However, any transactions carried out during the quarter by the corporation will be
recorded as flows in the relevant sector, as will the actual transactions representing the takeover. Generally, the
acquisition of a corporation will be recorded as an increase in corporate claim assets equal to the value of the
acquisition; the counterpart sale of assets will be either sales of shares or a reduction in claims. depending on whether
the corporation was widely held or closely held before the takeover.



d) Balance sheet changes can resuit from the reclassification of an asset or liability from one category to another because
of a change in accounting or reporting practice, such as consolidation. Where possible, such changes in balance
sheet leveis are ignored.

Some other adjustments are made to source data to fit into the conceptual framework of the FFA. These changes are
generaily common to both FFA fiows and NBSA stocks. One such adjustment is the treatment of one of the types of float.
Float is the result of a transaction being recorded at different times by the different parties to it. The seller of goods which
are in shipment will record trade accounts receivable before the buyer receives the goods and records corresponding trade
accounts payable. Later, if a cheque is mailed as payment, the purchaser will reduce trade accounts payable before the
seller receives payment and reduces the corresponding receivable. There is no adjustment made for this type of float.
However, adjustments are made to the deposit liabilities of financial institutions to compensate for a similar float. Balance
sheets of these institutions record as items in transit those cheques which have been credited to depositors’ accounts but
which have not yet been cleared, that is, deducted from the deposit accounts of the issuers. The resuliting overstatement
of deposits is corrected by simply subtracting the amount of the items in transit from the total deposit liabilities of the
institutions.

The National Balance Sheet Accounts

The National Balance Sheet Accounts (NBSA) complete the system of national accounts by providing a stock
dimension to the associated flow data. Income and expenditure flows are linked to financial flows, in that lending or
borrowing is carried out through transactions in financial assets and liabilities. These financial flows can be seen as
adjustments to balance sheet levels, so that a relationship between income and expenditure flows and balance sheet levels
is implicit. Some income or expenditure flows, such as interest income or expenditure, are evidently directly related to
outstanding levels of assets or liabilities. Availability of levels data also allows calculation of such measures as debt to
equity or debt to income ratios and similar indicators.

The National Baiance Sheet Accounts are, simply, a set of balance sheets for all sectors of the economy, including a
Rest of the World Sector. Domestic sectors can be aggregated to produce a national balance sheet. This aggregation
gives national net worth, the sum of all domestic sectors’ net worth, and also national wealth, the sum of domestic sectors’
tangible assets. A consolidated national balance sheet is a statement of national wealth. The sum of all domestic sectors’
tangible assets, adjusted for net indebtedness (with data from Canada's Net International Indebtedness Position) leaves a
residual national net worth or net national weaith.

The National Balance Sheet Accounts share the sectoring and to a great extent, duplicate the category detail of the
Financial Flow Accounts. The presentation of data is similar; the database is again an array which can be viewed as
matrices of either inter-sectorial claims at a certain period (Table 3 is a condensed example) or of the evolution of a
sector's balance sheet over time. An equivalent to the financial market summary of the financial flow accounts is provided
in the credit market table.

The rules of residual derivation are basically similar to those of the financial flow accounts. In each sector, total assets,
comprised of two groups, tangible assets and financial assets, are equal to liabilities pius net worth. This identity is
ensured by residual derivation of net worth. The sum of all sectors’ holdings of assets in each category is equal to the sum
of an equivalent liability category; this constraint allows derivation of data for a residual sector.

Net worth is conceptually equivalent to net saving in the financial flow accounts. The calculation of net worth is simply
the subtraction of liabilities from assets. In the case of the corporate sectors, share liabilities include retained earnings.
This treatment allows the assets and thus, the net worth of shareholders to also include a share of the retained earnings of
the corporations in which they have invested. As a result, the residually caiculated net worth of corporate sectors shows
only a difference between assets at book value and assets valued at replacement cost. Additional categories record net
worth of these sectors on different bases; book value equity and net worth as assets less liabilities, but excluding retained
earnings are both shown.

Accurate derivation of residual values for some of the categories (mainly in the personal sector) and inter-sectorial
comparability of net worth requires consistent valuation of assets and liabilities across all sectors. The use of market value
is suggested as one means of obtaining such consistency, but is a problem in the many cases where there is no market for
the item, e.g., shares of wholly owned corporations.

A variety of different means of valuation are used in practice. All tangible assets are valued consistently, using a
perpetual inventory method to obtain replacement cost estimates. Financial assets and liabilities are generally at book
value, or acquisition cost. Categories denominated in foreign currency are converted to Canadian dollars at closing
exchange rates, where possibie. Data for some asset and liability categories are reconciled to other data sources. For
example, survey data for a sector’'s deposit assets or loans- are reconciled to data obtained from surveys of financial
institutions.  Valuation inconsistencies remain in the case of debt instruments, especially those with longer terms to
maturity. Debt instruments issued at a premium or discount remain on the books of the issuer at par value net of
unamortised discount, the same as the book value of the asset shown by the initial purchaser. If the asset is subsequently



sold at a gain or loss, the gain or loss included in the book value recorded by the purchaser will distort residual personal
sector data for the asset category. The inclusion of retained earnings in corporate sector share liabilities offsets this
distortion in the residual sector’s holdings of shares. For example, if a bond asset is sold at a gain, the purchaser will show
the bond at the new price. The new, higher value will be subtracted from the unchanged value recorded for the
corresponding liability in deriving a, now reduced, residual personal sector holding. The seller of the bond will record the
gain as an increase in retained earnings. Since retained earnings are included in share liabilities, the increase due to
capital gains will result in an increase in the residual sector’s holding of shares. As a result, the total assets of the residual
sector are not affected. The treatment of life insurance and pension liabilities has a similar compensatory effect in the
residual sector.

Reconciliation accounts

The changes in the NBSA from year to year include more than the flows recorded in the income and expenditure or
financial flow accounts. These differences are explained largely by revaluations and classification changes or inter-sector
movement as noted in the section dealing with the valuation of financial flow transactions. In addition to these flow/level
differences, there are some conceptual differences, as in the case of consumer durables, treated as a current expenditure
flow, but a capital asset level.

Discrepancies between flows and the first difference of the balance sheet accounts can be articulated in a set of
detailed reconciliation accounts. These accounts reconcile stocks of financial assets to net purchases, liabilities
outstanding to borrowing and tangible assets to non-financial capital acquisition by category. Net worth is reconciled to
net saving. These accounts fully integrate the stock measures of the NBSA with the flow data of the income and
expenditure and financial flow accounts.
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Table 1: The Structure of the Financiai Flow Accounts (FFA Matrix)

——

Sector A: Sector B: Sector C: Sector D: Matrix Total
Sources and Uses of Sources and Uses of Funds, Sources and Uses  Sources and Uses Sum of Sectors
of Funds, Persons and, Corparations: of Funds, of Funds, Non- -
Unincorporated Business Non-financial Financial Governments residents

Saving Saving Saving Saving Saving Saving

LESS LESS LESS LESS EQUALS

Non-financial Non-financial Non-financtal Non-financial Non-financial

nvestment nvestment nvestment investment mnvestment

EQUALS EQUALS EQUALS EQUALS EQUALS

Net change in Net change in Net change in Net change in Net change in Net change in

financial assets financial assets financial assets financial assets financial assets financial assets

LESS LESS LESS LESS LESS EQUALS

Net change in Net change in Net change in Net change in Net change in Net change in

labilites liabiities habihities hiabihties habihites habiites

Table 2: A Simplified FFA Matrix (category numbers in parentheses)

Sector Persons and Non- Financial Govern- Rest of the Residual Matrix
Unincorpo- Financial Institu- ments World Error Total
Category rated Business Corpora- tions
tons

Saving (1100) 23 12 2 -5 2 1 35
CCA (1200) 5 8 B 3 — > 16
Net saving (1400) 18 4 2 -8 2 1 19

Investment (1500) 8 19 il 8 - -1 35
Fixed Capital (1600) 8 21 1 8 - -1 37
Inventory (1700) - -2 - - - - -2
Net lending or borrowing (1900) 15 -7 1 -13 2 2 =
{=1100-1500)

Net financial investment (2000) 16 -8 | 12 3 - -
{=2100-3100)

Net change, financial assets (2100) 24 8 18 2 5 - 57
Currency and deposits (2310) 6 -2 - 4 i - 9
Loans (2330) - - 2 - - - 2
Mortgages (24 10) - - g -2 - - 7
Bonds (2420) 8 - 7 - 4 - 19
Shares (2520) 10 - - - - - 10
Other = 10 = - - - 10

Net change, liabilites (3100) 8 16 k2 14 2 = 57
Currency and deposits (3310) - - g - - - g
Loans (3330) 1 -1 - - 2 - 2
Mortgages (3410) 7 - - - - - 7
Bonds (3420) - 7 -2 14 - - 19
Shares (3520) - 10 - - - - 10
Other - - 10 - - - 10
Statistical discrepancy (4000} -1 1 - -1 -1 2 -

(= 1900=2000)




Table 3: The Structure of the Nationai Balance Sheet Accounts! (NBSA Matrix)

Sector A: Sector B: Sector C: Sector D: Matrix National Conso-

Balance Sheet, Balance Balance Balance total2 Balance lidated

Sheet Sheet Sheet Sheet3 National

Balance

Persons and Unin- Non- Financial Govern- Non- Sum of Sum of Sheet
corparated Business financial  Corporations ments residents Sectors Sectors
Corporations AtoD AtoC

Tangible Tangible Tangible Tangible Total Tangible Total Tangible Total Tangble

Assets Assets Assets Assets Assets? Assetsd Assetsd

(National

Wealth)
PLUS PLUS PLUS PLUS PLUS
Financial Financial Financial Financial Financial  Total Finan- Financial
Assets Assets Assets Assets Assets cial Assets  Assets held by
domestic sect.

LESS LESS LESS LESS LESS BESS LESS

Total

Liabilities Liabilities Liabilities Liabilities Liabilities Liabilities L:abilites Net

International

Investment

Position®

EQUALS EQUALS EQUALS EQUALS EQUALS EQUALS EQUALS

Net Worth Net Worth Net Worth Net Worth Net Worth Net Worth National Net National

Net Worth Wealth

(national

net worth)

For any sector, net worth + liabilities = tangible assets + financial assets.

Total financial assets equal total liabiliies in the matrix.

Non-resident sector assets, liabilities and net worth are excluded from National Balance Sheet totals.

National Wealth.

Net International Investment Position is the net worth of the non-resident sector and is equal to the difference between financial assets
and liahilities on the National Balance Sheet.

Do LN -



CATEGORIES IN THE FINANCIAL FLOW (FFA) AND NATIONAL BALANCE SHEET (NBSA) ACCOUNTS

The categories used in the Financial Accounts bear both brief tittes and numbers. Categories 1100 to 1900 are referred
to as the "real accounts”, not because the figures are deflated but because they refer to non-financial transactions.
Categories 2000 to 3600 are financial items; within this range, categories 2100 to 2600 are financial assets of the sector
and categories 3100 to 3600 are financial liabilities. Each financial asset cateqory has a four digit number beginning with a
"2", and each of these asset categories corresponds to a liability category which begins with a "3" and has the last three
digits in common. The financial assets/liabilities categories are listed more or less in order from short term instruments
(currency and deposits, ioans) to long term instruments (stocks).

Many of the categories are totals and sub-totals of other categories. All financial categories which are components of
sub-totals end in a digit 1, 2, 3 or 4 while sub-totals and major items end in a "0". Financial categories which are totals
of other sub-totals and real accounts categories end in double zeros, "00".

The same financial category numbers identify both the quarterly financial flows and the financial asset and liability
end-of-year outstandings. Some categories are defined differently in, or are distinct to either, the FFA or NBSA.

CATEGORY DEFINITIONS

Real Accounts: Financial Flows

Category 1100 - GROSS SAVING equals the sum of category 1200, Capital Consumption Allowances and
Miscellaneous Valuation Adjustments, plus category 1400, Net Saving for all sectors except XIV,
Residual Error.

Category 1101/1501 -  STATISTICAL DISCREPANCY, Income and Expenditure Accounts (IEA) exist only in Sector XIV,
Residual Error. Total Gross Saving (i.e., the sum across all sectors) is conceptually equal to total
Non-financial Capital Acquisition (category 1500). Measurement errors result in a difference
between the two, referred to as the "residual error of estimate” (categories 1101, 1501 matrix
presentation). This residual error is identical to the difference between measured GDP income
based and measured GDP expenditure based in the IEA. One half of the residual error is added
to the lower of the conceptually equal aggregates and the other half of the residual error is
subtracted from the higher of the conceptually equal aggregates. Thus categories 1101 and 1501
always have opposite signs.

In the Capital Finance Accounts of the IEA the residual error of estimate is arbitrarily assigned to
the Corporate and Government Business Enterprises Sector. The conceptual equality between
Gross Saving (category 1100) and Non-Financial Capital Acquisition (category 1500) can be
explained by first noting that one component of the latter category, namely Net Purchases of
Existing and Intangible Assets (category 1800) is, by definition, equal to zero when summed
across all sectors. This is because a purchase by one sector is offset by an equal sale by
another sector. The conceptual equality thus becomes the equality between Gross Saving and
gross capital formation, i.e., Investment in Fixed Capital (category 1600) pius the Value of
Physical Change in Inventories {(Category 1700). Our starting point is the fundamental identity of
the Income and Expenditure Accounts: income equals expenditure on final demand (including
current expenditure plus gross capital formation). Subtracting current expenditure on goods and
services from both sides of the equality, we are left with: income less current expenditure on
goods and services (i.e., saving) equals gross investment.

Category 1200 - CAPITAL CONSUMPTION ALLOWANCES AND MISCELLANEOUS VALUATION
ADJUSTMENTS corresponds to business costs for depreciation of fixed physical capital (plant
and equipment) used up in the production process. In addition to depreciation of business
capital, CCA covers estimated depreciation of housing stock owned by persons and of
government owned fixed capital stocks. Broadly speaking, CCA for business sectors (private
corporations and government business enterprises, financial and non-financial) is estimated at
historical cost, whereas CCA for housing stock, farm capital and government capital are
estimated at replacement cost by IEA Division. Miscellaneous valuation adjustments cover a
number of adjustments, the most important of which is for insured losses (claims received) of
business and residential property resulting from fire and other damage. Such losses are treated
like capital consumption.



Category 1400 -

Category 1500 -
Category 1600 -

Category 1700 -

Depletion allowances on exhaustible natural resources are treated differently from CCA in the
Canadian System of National Accounts (CSNA). This contrasts with their common treatment as
deductible expenses in business accounting practice and under the income tax regulations. In
the CSNA, the "creation” (i.e., discovery) of exhaustible natural resource stocks is not treated as
fixed capital formation. Hence the depletion of these natural resources is not treated as an
expense akin to the CCA which represent the using up of previously produced capital stocks. As
a result, in both the IEA and FFA, corporate profits are higher than business accounting profits by
the amount of depletion expense. (There are other conceptual differences, such as the exclusion
of capital gains and losses from the CSNA estimates of profits).

NET SAVING is the difference between a sector's current income and current outiay. By "net" it
is meant net of Capital Consumption Allowances and Miscellaneous Valuation Adjustments.
Current income includes current transfers received, e.g., subsidies received by business sectors,
foreign aid received by the Rest of the World Sector, unemployment insurance benefits received
by persons, taxes received by government, as well as earned income from business sales
revenue net of costs, and factor incomes such as interest, wages and salaries. Outlays cover
expenditure on goods and services paid to other sectors as well as dividends paid and current
transfers paid such as taxes. Expenditure on fixed capital and inventories are not current but
capital outlays.

Several sectors have their own peculiarities in calculation of the Net Saving figure and these are
explained in the sector notes. A point of general applicability is presented here. The concept of
income in the IEA excludes capital gains, realized or unrealized. Therefore, Net Saving is net of
the Inventory Valuation Adjustment (IVA) as recorded in the IEA for the Corporate and
Government Business Enterprises Sector. The IVA is an adjustment to profits to eliminate capital
gains or losses on inventories. Production in the IEA is valued at current market prices of the
period. Both inputs and outputs must be so valued. Business records commonly value
inventories on other bases: for example, average cost. The IVA corrects profits to their value on a
consistent replacement cost basis.

Net Saving for corporate business sectors is essentially accounting profits less IVA, net of
corporate profits taxes (accrual basis) and dividends paid. Additional adjustments are made for
depletion (added back to profits) and various items such as capitalized expenditures on
petroleum and mining exploration and development which are treated entirely as current period
expense in the IEA rather than treated as fixed capital formation.

NON-FINANCIAL CAPITAL ACQUISITION equals the sum of categories 1600, 1700 and 1800.

INVESTMENT IN FIXED CAPITAL comprises outlays on new durable tangible assets with a
lifetime of one year or more. It includes residential and non-residential buildings and other
structures such as roads, dams, sewer systems, airports, etc. plus machinery and equipment,
whether purchased by business, government or persons acting as house buyers. Expenditures
on consumer durables (except for appliances in new housing) are treated entirely as current
period consumer expenditure and as such are excluded from Investment in Fixed Capital. The
investment is valued as work put in place. Certain non-construction costs such as legal fees,
architect's fees and real estate commissions are capitalized. Legal fees and real estate
commissions on the transfer of used housing are also capitalized and included. However, outlays
on used housing or any other used fixed capital are not included because they do not represent
value of current production. An exception is made for imports of used machinery and equipment
which add to Canada’s stock of productive capital during the period and are included. With the
exception of imports, inter-sectorial purchases and sales of used fixed capital are recorded in
category 1800, Net Purchases of Existing and Intangible Assets, to the extent the data aliow.

Outlays on land, mineral deposits and timber tracts are excluded because their value does not
represent current production. These outlays are recorded in category 1800. Site preparation, land
development and other such expenditures are part of fixed capital investment. Purchase of
military equipment and military construction are treated as government current expenditure.

VALUE OF PHYSICAL CHANGE IN INVENTORIES measures investment in inventories, valued at
average market prices during the current period. Businesses report inventories valued on other
bases, e.qg. at cost or first-in-first-out (FIFO), referred to as book values. The difference in
opening versus closing inventories at book value is not an appropriate measure for the IEA. The
difference between the change in book value and the Value of Physical Change in Inventories is
the Inventory Valuation Adjustment (IVA). The IVA is deducted from book profits and Net Saving
(a source of funds in the FFA) and from the book value of inventory investment (a use of funds)
thereby maintaining the conceptual identity of sources and uses within each sector both before
and after adjustment. The sources of data on inventories are monthly sample surveys of
businesses by Industry Division and Services Division plus data on farm inventories from
Agriculture/Natural Resources Division.



Category 1800 -

Category 1900 -
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NET PURCHASES OF EXISTING AND INTANGIBLE ASSETS covers a variety of non-financial
assets, including purchase and sale of used fixed capital (except for imports and exports - see
the notes on category 1600, above), purchase and sale of mineral, petroleum and timber rights,
purchase and sale of intangible assets such as copyrights and goodwili, purchase and sale of
land and natural resources, plus some transactions which might be described as capital transfers.
Data for estimating the flows in this category are inadequate and irregular, for the most part. In
many cases, transactions are only picked up if respondents to Statistics Canada questionnaires
or the accountants who prepare the balance sheets of government business enterprises make
special note of the event. Transactions in land and natural resources are especially important but
inadequately valued and recorded.

Several recurring transactions are recorded in this category, such as the sale of petroleum
exploration rights by Provincial Governments, Sector XI.1, to Non-financial Private Corporations,
Sector lll.

The Balance of Payments figure for net payment of inheritance and migrants funds is also
recorded in Category 1800. The figure is usually a net payment by the Rest of the World, Sector
Xlil, to persons in Sector | and |Il. Migrants funds represent the financial assets that migrants
transfer at the time of migration and those intended to be transferred at a later date. Canadian
nationals who change their country of residence are treated as migrants in the calculation of this
figure.

The transfer of inheritance and migrants funds is the only transaction to be recorded as a capital
transfer in the IEA, but there are other examples of this type of transaction recorded in the FFA.
For instance, in the first quarter of 1981 the federal government wrote off approximately $150
million of loans to the Yukon and Northwest Territories. This transaction was shown as a capital
transfer in category 1800 by the Federal Government Sector X, to Sector XlI.1, Provincial
Governments, coupled with a reduction of the loan asset (category 2332) of the Federal
Government Sector and a similar decrease in the loan liability of the Provincial Government
Sector.

The distinction is not entirely clear-cut between capital transfers and the more common current
transfers (e.g., taxes, pension contributions and benefits, foreign aid by the Government of
Canada). However. current transfers are of a recurrent nature and are generally treated by both
the payor and recipient as part of planned current expense or income, whereas capital transfers
are irreqular and are usually treated as an adjustment to both parties’ wealth position. A transfer,
whether current or capital, is defined as a payment for which there is no quid pro quo, i.e. no
good, service or asset is received in exchange.

NET LENDING OR BORROWING(1100-1500) records the difference between a sector’s
internally generated sources of funds (Gross Saving. category 1100) and outlays on non-
financial capital (real and intangible assets). This difference. if positive, is loaned to other sectors
or. if negative, borrowed. :

Real Accounts - Balance Sheets

Category 1500 -

Category 1610 -

Category 1620 -

NON-FINANCIAL ASSETS is the sum of fixed capital stock (non-residential structures and
machinery and equipment), residential structures, inventories. consumer durables and land. The
economy-wide total of tangible assets is termed National Wealth. If the value of land is
excluded, National Wealth is a measure of the stock of capital, that 1s the stock of goods which
will, in the future, either be consumed directly or used in the production of other goods or
services. Linking the wealth estimates to future consumption or production as measured by the
National Income and Expenditure Accounts requires that both land and stocks of consumer
durables be ignored. Land is an existing asset and therefore not part of production while
expenditure on consumer durables is treated as consumption rather than investment.

RESIDENTIAL STRUCTURES is the net stock counterpart to fixed capital formation in the form of
residential structures. The fixed capital stock estimates for residential housing are prepared by
Science, Technology and Capital Stock Division, Statistics Canada. Data on capital formation in
residential construction are collected by this division and are the major input in the "Perpetual
Inventory ™ method (described in category 1620 below) that is used to derive the stock estimates.

NON-RESIDENTIAL STRUCTURES is the net stock equivalent to fixed capital formation in the
form of non-residental structures. Fixed capital stock estimates of non-residential buildings for
all industries (including government and agriculture) are prepared by Science, Technology and
Capital Stock Division, Statistics Canada using the "Perpetual Inventory” method.

This method involves the accumulation of years of investment expenditures by industry tc obtain
its capital stock in a given year. Investment (or gross fixed capital formation) data are collected
via surveys. Gross capital stock estimates are then obtained by cumulating past investment



Category 1630 -

Category 1640 -

Category 1700 -

Category 1800 -

Category 1810 -

flows, and deducting the investment that has been discarded (i.e. the assets at the end of their
service lives) from the stock. Net capital stock estimates, as used on the balance sheets, are
derived by further deducting depreciation from the assets in the above calculation. Current and
constant dollar estimates are produced. Net fixed capital stock estimates in the National Balance
Sheet Accounts exclude stocks related to national defence. This treatment is necessary for
consistency with the Income and Expenditure Accounts, as expenditures on defence-related
equipment are treated as part of government current expenditures on goods and services rather
than fixed capital formation.

MACHINERY AND EQUIPMENT is the net stock counterpart to fixed capital formation on
machinery and equipment. Fixed capital stock estimates of machinery and equipment, for all
industries, are also prepared by Science Technology and Capital Stock Division using the
"Perpetual Inventory™ method (described in category 1620 above).

CONSUMER DURABLES is the net stock equivalent to the flow of expenditure on consumer
durables and some semi-durables (i.e, those durable enough to constitute weaith) which is part
of total consumer expenditure. The stock values have been estimated in the International and
Financial Economics Division by applying the "Perpetual Inventory” method to the relevant
consumer expenditure series. Disaggregated expenditure and price data on durables and some
semi-durables are provided by Income and Expenditure Division, Statistics Canada. Stock
astimates are obtained by cumulating ail gross expenditures and subtracting values for goods
that have completed their service lives, and, in the case of net stock estimates that are published
in the tables, also subtracting for depreciation. Straight-line depreciation is assumed. Current
and constant dollar estimates are produced. Stock estimates for each category are summed to
arrive at the quarterly and annual totals of the stock of consumer durables.

Consumer durables are not treated in a parallel manner in the National Balance Sheset Accounts
and in the Income and Expenditure Accounts. In the latter, all personal expenditure, except on
new residential construction and inventories, is treated as current consumption and not
investment. However, consumer durables are purchased to yield a stream of services to the
buyer for some period of time, and they become part of the wealth of an individual. For the
purposes of reconciling with the National Balance Sheet Accounts, purchases of consumer
durables could be treated as investment expenditure in the Financial Flow Accounts. This
treatment would require a restatement of personal sector income and outlay and capital finance
accounts. This restatement could be provided in the form of a supplemsentary reconciliation table
in the Financial Flow Accounts.

INVENTORIES is the balance sheet level corresponding to the flow figure recorded as the Value
of Physical Change in Inventories. Current values for the bulk of stock of inventories (i.e.,
corporate and government business enterprises sector) are obtained from Income and
Expenditure Division, Statistics Canada. Current and constant doliar stock estimates are
available. Farm inventory levels at current value are obtained by using year-end price and
quantity data obtained from Agriculture and Natural Resources Division, Statistics Canada.
Year-end values for government-heid inventories (i.e., Federal Government Sector) have been
gstimated in the International and Financial Economics Division, and these data average less than
one percent of the total stock of inventories. Constant dollar estimates are constructed for farm
inventories in the Agriculture and Natural Resources Division, while constant dollar data for
federal government inventories are derived by applying the GDP deflator.

LAND is the sum of residential land, non-residential land and agricuitural land. The land data in
the National Balance Sheet Accounts are provisional estimates. Constant dollar estimates are
derived by applying the GDP deflator to the individual series.

in the National Balance Sheet Accounts, category 1800 is used exclusively for land, and
comprises residential land (1810), non-residential land (1820) and agricultural land (1830). The
National Balance Sheet Accounts do not contain estimates of natural resources, nor do they
value public land or intangible assets. Used tangible assets are included in the NBSA, but
implicitly in category 1600, giving rise to a basic inconsistency in the treatment of these assets
between the flows and the levels. In the Financial Flow Accounts, category 1600 is "investment in
fixed capital” and only includes expenditure on new capital items and expenditure on major
improvements and alterations to (but not expenditure on repair or maintenance of) existing capital
stock. Used capital goods bought from non-residents are, however, considered capital
expenditure as they are "new"” to Canada and constitute an addition to the capital stock.
Infrastructural expenditures to develop land (e.g., on sewers) are also included in Gross Fixed
Capital Formation.

RESIDENTIAL LAND is the value of all privately-owned residential land. Estimates for the value
of land surrounding residential buildings were derived using land to structure ratios.



Category 1820 -

Category 1830 -

Financial Accounts

Category 2000 -

Category 2000 -

NOTE: In the foliowing,

Category 2100/3100 -

Category 2210/3210 -

Category 2211/3211 -

Category 2212/3212 -
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NON-RESIDENTIAL LAND is the value of all commercial land (i.e.. land other than residential or
agricultural) owned by incorporated business, unincorporated business, non-profit institutions
and governments. Estimates were derived by applying land to structure ratios.

AGRICULTURAL LAND is the value of all privately-owned agricultural land. Estimates of the
value of farmland have been provided by Agriculture and Natural Resources Division, Statistics
Canada. The quality of this component of land exceeds that of the others. Because the value of
buildings, and the depreciation thereon, is calculated as a proportion of the combined value of
land and buildings, the value of farmland is essentially a residual. Data on the capital value of
farms are based on the decennial census. the quinquennial census and the intercensal
projections.

NET FINANCIAL ASSETS (2100-3100. balance sheets) is total financial assets less total
liabilities. This highlights the sectorial debtor-creditor positions. In the case of the government
sectors it represents their net cumulated deficits. In the case of the Rest of the World Sector, it
represents the net worth - the excess of financial assets over lhiabilites. From Canada's point of
view, the external sector's net worth is Canada’s Balance of International indebtedness (or net
liability to the Rest of the World) that is deducted by definition from National Wealth in the
calculation of National Net Worth (i.e., the sum of domestic sectors' net worths). In all sectors net
worth (category 5000) can also be derived as the sum of non-financial assets (category 1500)
plus net financial assets (category 2000).

NET FINANCIAL INVESTMENT (2100-3100, financial flows) is the difference between the Net
Increase in Financial Assets (category 2100) and the Net Increase in Financial Liabilities
(category 3100). This constitutes the net use of funds or net source of funds in the form of
lending or borrowing in financial markets. Conceptually, category 1900, Net Lending or
Borrowing, is equal to Category 2000. However, because the data for most sectors do not have
an entirely consistent source, there are errors and omissions which cause a discrepancy
(category 4000) between categories 1900 and 2000.

each financial category description encompasses both the asset and the liability.

NET INCREASE IN FINANCIAL ASSETS/LIABILITIES equals the sum of all financial asset
categories inclusive/equals the sum of all financial liability categories.

OFFICIAL INTERNATIONAL RESERVES equals the sum of categories 2211/3211 to 2213/3213
inclusive.

OFFICIAL HOLDINGS OF GOLD AND FOREIGN EXCHANGE comprises goid, U.S. dollar,
sterling and other foreign convertible currency denominated deposits and secunties held as
assets by the Monetary Authorities (Sector V). The corresponding liability is in the Rest of the
World, Sector Xlill. Gold is a tangible asset and not a financial clam but in the Balance of
Payments and Financial Flow Accounts it is treated as a financial claim on the Rest of the Worid.
Historically, it has been readily acceptable as a means of international payment. Since July 1,
1974, gold has been valued at the official price of 35 SDRs per ounce, which is well below the
market price at the time of writing. Both flows and levels for this category are valued in Canadian
dollars. The financial flows measure the monthly change in the quantity of gold or foreign
currency denominated claim, converted into Canadian dollars at the average noon rate for the
month; these monthly flows are summed to the quarterly flows. Valuation changes resulting from
fluctuations in foreign exchange rates are eliminated from the financial flows.

INTERNATIONAL MONETARY FUND, GENERAL ACCOUNT covers loans by Canada to the
International Monetary Fund (IMF) under, for example, the General Arrangements to Borrow
(GAB) or the Oil Facility Agreement. Loans are recorded as assets of the Exchange Fund
Account (EFA), Sector V.2. In addition, Canada's net baiance with the IMF exclusive of these
loans is recorded as an asset of Sector V.3, Monetary Authorities: Other. This latter balance with
the IMF is equal to Canada's quota less IMF holdings of Canadian dollars. If this balance is
positive it is Canada'’s reserve position and is equal to the amount of foreign exchange Canada is
entitled to draw from the Fund for balance of payments purposes. Outstanding Canadian dollar
loans by the IMF add to the reserve position. A negative balance represents Canada's use of
IMF credit. The corresponding liability, category 3212, is that of the Rest of the World, Sector
XIn.



Category 2213/3213 -

Category 2310/3310 -

Category 2311/3311 -

Category 2312/3312 -

Category 2313/3313 -

Category 2320/3320 -
Category 2321/3321 -

SPECIAL DRAWING RIGHTS reflects the allocation of new, and movement of existing, Special
Drawing Rights (SDRs) between Canada and the Rest of the World, Sector XIll. SDRs are
reserve assets which have been created by the IMF with the purpose of augmenting total world
reserves. They are allocated to participating member nations in proportion to their Fund quotas.
A participant is obliged to accept them as payment from other countries up to the point where its
holdings are three times its allocation. New aliocations were made in 1970, 1971, 1972 and in
1979, 1980 and 1981. A special note on the Financial Flow Accounts treatment of SDR
allocations is appended to the chapter on Sector V.3. As of July 1, 1974 SDRs are valued in
terms of a weighted average of major currencies. The Canadian dotlar vaiue of SDRs fluctuates
with foreign exchange rates but these price fluctuations are removed from the financial flow
figures.

CURRENCY AND DEPOSITS equals the sum of categories 2311/3311 to 2313/3313 inclusive. To
the extent the data allow, deposits are recorded net of "items in transit” (cheques outstanding).
These items constitute an important example of the "fioat” which results from timing differences
in the recording of transactions on the books of the payor and the recipient. A cheque written on
the payor's account may be credited to the recipient’'s account but not yet cleared and debited to
the payor's account. This inconsistency is corrected when such cheques outstanding are
deducted. At the time of writing, Sector Xiit (Rest of the World) deposit assets and liabilities are
recorded gross of items in transit.

CURRENCY AND BANK DEPOSITS covers all types of Canadian dollar denominated deposits
booked at chartered banks in Canada (the liability of Sector VI.1), including demand, savings and
term deposits. Aiso covered are Canadian doliar denominated deposits at the Bank of Canada
(which are largely statutory reserves of the chartered banks), Canadian dollar currency
outstanding, which is the liability of the Bank of Canada. plus coin in circulation, which is the
liability of the Federal Government, Sector X.

DEPOSITS IN OTHER INSTITUTIONS covers deposits of all types held at Near-banks (Sector
VI.2) and Public Financial Institutions: Provincial (Sector iX.2). Near-banks comprise Quebec
Savings Banks (Sector VI.2.1), Credit Unions and Caisses Populaires (Sector VI.2.2) and Trust
and Mortgage Loan Companies (Sector VI.2.3). Category 2312/3312 includes shares in credit
unions and caisses populaires plus the retained earnings of these institutions, which are treated
in the Canadian System of National Accounts as associations of individuals and not corporate
businesses - hence their retained earnings constitute a liability to members (depositors). At the
time of writing, the only Near-banks to report foreign currency denominated deposits are
Quebec Savings Banks and these foreign currency deposits are recorded in category 2313/3313.
Trust companies are known to offer such deposit accounts but they are not reported separately
at present. When they become available, they will be reported in category 3313.

In Sector 1X.2, there are two provincial financial institutions which accept deposits from the
public: Alberta Treasury Branches and Province of Ontario Savings Offices.

FOREIGN CURRENCY AND DEPOSITS covers holdings of foreign currency and foreign
currency denominated deposit assets of all sectors (including non-residents) with chartered
banks in Canada, foreign branches, agencies and subsidiaries of Canadian chartered banks,
foreign banks and other foreign deposit institutions, plus foreign currency denominated deposits
at Quebec Savings Banks. This category excludes foreign currency items held as Official
international Reserves, category 2210/3210. At the time of writing, the only domestic institutions
to separately report foreign currency deposit liabilities are chartered banks and Quebec Savings
Banks.

Trust companies are known to offer such deposit accounts but they are not separately reported
and are therefore inciuded in category 3312.

RECEIVABLES/PAYABLES equals the sum of categories 2321/3321 plus 2322/3322.

CONSUMER CREDIT in general terms, covers credit extended to persons for the purchase of
consumer durables or other personal consumption expenditure. It is, however, ‘mpossible to
determine the actual use of any loan and therefore this definition is imprecise. For exampie, a
second mortgage may actually be used to finance a holiday trip and not the purchase of a house.
Category 2321/3321 covers: foreign currency and Canadian dollar personal loans by chartered
banks (which excludes business and mortgage loans, loans for renovations of personal property,
loans for mobile homes and loans to purchase or carry securities); similar loans by Near-banks,
Sector VI.2; policy loans advanced by Life Insurance Companies, Sector VII.1; loans to persons
by Sales Finance and Consumer Loan Companies. Sector V!IL.4. This last sector includes the
sales finance subsidiaries of department stores and automobile companies.
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TRADE CREDIT (RECEIVABLES AND PAYABLES) covers the short-term credit
advanced/received in the ordinary course of business by suppliers’buyers of goods and services.
These credits are outstanding from the time the goods or services are provided until payment is
received. Trade credit does not constitute a marketable instrument like short-term paper, nor is
it negotiated like a bank loan. Receivables and payables between affiliated corporations (e.g.,
parent and subsidiary) are included in this category. The Financial Flow Accounts are not
presented on a consolidated basis for most sectors and as a result, a considerable share of the
trade credit figures are flows within the sector or even within an enterprise or group of
companies. Such intra-sectorial flows are particularly important in Sector Ill, Non-financial
Private Corporations.

There is a "float” problem in the trade credit figures, the precise size of which is unknown. This
float arises from differences in the time when trade credit is recorded as an asset by the supplier
and the time the buyer receives the goods or the bill and records the liability. Similarly there is a
discrepancy between the time a trade credit liability is removed from the books of the payor and
the time when payment is received and the asset is removed from the supplier's books.

LOANS equals the sum of categories 2331 and 2332 or 3331 and 3332. Loans are distinguished
from other credit market instruments such as bonds or short-term paper by their characteristic
of non-marketability. Usually, the asset cannot be sold nor the liability assumed by any but the
original parties. Non-marketable notes are classified as loans. No distinction is made between
short-term and long-term loans.

BANK LOANS covers loans and overdrafts booked in Canada by Canadian chartered banks.
"Canadian chartered banks"” comprise domestically owned and non-resident owned banks that
have charters (licences) to operate in Canada under the terms of the 1980 revisions to the Bank
Act. The loan may be in Canadian or foreign currency but values are expressed in Canadian
dollars. Loans to domestic sectors by foreign banks (i.e., foreign banks having no Canadian
charter and operating outside Canada) or by foreign branches, agencies and subsidiaries of
Canadian chartered banks, are classified as "Other Loans", category 2332/3332. Bank loan
assets are recorded gross of specific provisions for losses and write-offs for which no prior
specific provisions for losses have been set up. The grossing up is based on annual data
provided by the banks. This is done in an attempt to maintain consistency with the books of the
liability holder. In the National Balance Sheet Accounts, bank loans are net of write-off. Prior to
the 1980 revisions to the Bank Act, provincial and municipal treasury bills issued directly to
banks were classified as bank loans. Some personal loans are classified as "consumer credit”;
see the notes on category 2321/3321. Loans to affiliates are classified as Claims on Associated
Enterprises: Corporate. see category 2510/3510.

OTHER LOANS covers negotiated loans and advances by any sector other than Chartered
Banks, Sector VI.1. Other Loans excludes loans to consumers (see category 2321/3321) and
loans to affiliates (see category 2510/3510, Claims of Associated Enterprises). Loans may be in
Canadian or foreign currency but are expressed in Canadian dollars. Loans by foreign banks (i.e.,
foreign banks having no Canadian charter and operating outside Canada) and by foreign
branches, agencies and subsidiaries of Canadian chartered banks are included in this category.

GOVERNMENT OF CANADA TREASURY BILLS covers instruments which can be described as
negotiable bearer promissory notes with an original term to maturity of less than one year, which
are issued at a discount without coupons by the Government of Canada. These notes are sold at
auction every Thursday. Original maturities are usually 13, 26 or 52 weeks. Not all maturities are
sold at every auction. Holdings are generally vaiued at "amortized value” which means that the
difference between purchase price and maturity value is amortized, usually on a straight line
basis, on the books of the asset holder. The liability on the books of the Federal Government
(Sector X) is recorded at par value less amortized discount. The par value is also shown as a
memorandum item. Foreign currency "Canada Bills™ first issued in October, 1986, are also
included in this category.

FINANCE AND SHORT TERM PAPER covers marketable, short-term notes (i.e.. original term
to maturity of one year or less). These are issued by a variety of financial and non-financial
corporations and sectors, usually at a discount, bearing no coupons. Major issuers are Sales
Finance and Consumer Loan Companies, Sector VIIL.4. Bankers' acceptances are included in
finance and short-term paper. They are considered the liability of the original issuer, not the
guarantor bank. Provincial and municipal treasury bills are included in category 2350/3350. Prior
to the 1980 Bank Act revisions, provincial and municipal treasury bills issued directly to chartered
banks were classified as bank loans. Chartered bank bearer term notes are classified as bank
deposits, not short-term paper.
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MORTGAGES covers mortgage loans and agreements of sale secured by real property. mostly
residential buildings. First, second or third mortgages, etc. are included. Home improvement
loans are excluded; they are classified as bank loans (category 2331/3331) or other loans
(category 2332/3332). Mortgage bonds are also excluded: they are classified as bonds.
Mortgages are characterized by blended repayments (usually monthly) of mortgage and interest.
Bonds, while they may be secured by real property, usually require semi-annual payment of
interest (the coupon) and repayment of principal at maturity.

BONDS equal the sum of categories 2421, 2422, 2423 and 2424 or 3421, 3422, 3423 and 3424.
No distinction is made between issues privately placed and issues sold in the market.

GOVERNMENT OF CANADA BONDS cover marketable direct and guaranteed bonds with an
original term to maturity in excess of one year issued by the Government of Canada, whether in
Canadian or foreign currency, plus Canada Savings Bonds (CSBs), special non-marketable
bonds issued to Canada Pension Plan, as well as bonds issued by a federal government
business enterprise carrying an explicit guarantee. CSBs are not marketable and can be cashed
at any time at the bearer's option. CSBs can only be held by Sector | and Il. Bonds guaranteed
by the Government of Canada (e.g.. some Canadian National Railways bonds) are included in
this category and are recorded as the liability of Sector V.1, Non-financial Government
Enterprises: Federal. Treasury bills are excluded from category 2421/3421 and included in
category 2340/3340.

PROVINCIAL GOVERNMENT BONDS covers direct and guaranteed marketable bonds in
Canadian or foreign currency issued with an original term to maturity in excess of one year by
provincial governments and the provincial government business enterprises. It also includes
Provincial savings bond issues and special issues to the Canada Pension Pian which are not
marketable. Marketable instruments such as provincial treasury bills with an original term to
maturity of one year or less are classified as short-term paper, category 2350/3350. Provincial
guaranteed bonds (e.g. Quebec Hydro bonds) are classified to category 2422/3422 but are
recorded as the liability of the relevant enterprise in either Sector IV.2, Non-financial
Government Enterprises: Provincial, or Sector 1X.2, Public Financial Institutions: Provincial.

MUNICIPAL GOVERNMENT BONDS covers direct and guaranteed marketable bonds in
Canadian or foreign currency, issued with an original term to maturity in excess of one year by
municipal governments and municipal government business enterprises. Marketable instruments
with an original term to maturity of one year or less are classified as short-term paper. category
2350/3350. Bonds guaranteed by municipal governments but issued by Non-financial
Government Enterprises: Local, are recorded as a liability of Subsector IV.3, in category 3423.

OTHER CANADIAN BONDS consists largely of bonds and debentures issued by Canadian
corporations. By definition, they are issued with an original term to maturity in excess of one year
and they may be denominated in Canadian or foreign currency. Mortgage bonds are included but
not mortgages (which are generally characterized by blended payments of principal and interest).
In addition to bonds issued by private non-financial and financial corporations in Sectors Ill, VI
and VIIl, this category covers bonds issued by non-profit organizations in Sector I (e.g.
churches, universities, non-profit co-operatives), bonds issued by government business
enterprises in Sectors IV and IX but which are not explicitly guaranteed by the parent
government, and bonds issued by hospitals in Sector XI.3.

LIFE INSURANCE AND PENSIONS covers the liability of life insurance companies to
policyholders as recorded in: Subsector VII.1, Life Insurance Companies and Fraternal Benefit
Societies; Subsector VII.2, Segregated Funds of Life Insurance Companies; and Subsector VIILS,
Life Insurance: Accident and Sickness; the liability of Trusteed Pension Plans, Subsector VIL3 to
pension plan members; the federal government liability in respect to annuities sold under the
Government Annuities Act. The corresponding asset, category 2430, is held entirely by persons
in Sector | and |l.

in the Canadian System of National Accounts, life insurance companies are treated as
associations of individuals and the net assets accumulated by life insurance companies are
considered to be the property of the policyholders on whose behalf benefits will eventually be
paid. Life insurance companies and fraternal benefit societies do have other liabilities such as
bank loans and mortgages. Trusteed pension funds are also treated as associations of individuals
and all of their accumulated assets are considered to be owned by the persons who are or will be
the pension beneficiaries.
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The data recorded in category 2430/3430 are the net of employer and employee pension
contributions plus life insurance premiums and annuity considerations plus health and other
insurance premiums paid to accident and sickness branches of life insurance companies plus the
nterest and other investment income of these subsectors less their operating costs and benefits
and claims paid.

CLAIMS ON/OF ASSOCIATED ENTERPRISES equals the sum of categories 2512/3512 and
2513/3513.

CORPORATE CLAIMS: On the asset side (2512), this category covers investment in shares,
marketable debt securities and loans and advances in associated corporations (parent, subsidiary
or affiliate such as a joint venture or sister corporation with the same parent). Trade credit which
arises in the ordinary course of business is excluded but covered in category 2322/3322. In the
National Balance Sheet Accounts, the split between trade credit and other credit with affiliates Is
not available for Sectors Il and VIIL6. On the liability side (category 3512), shares issued lo
associated corporations are excluded because they are not reported separately from total share
capital (category 3520). As a result, the total across all sectors of category 2512 does not equal
the corresponding total of 3512; but the total across all sectors for the sum of categories 2512
(corporate claims) plus 2520 (shares) equals the total across all sectors of the sum of the
corresponding liability categories 3512 plus 3520.

A classification problem arises in the case of some types of claims involving government
business enterprises. See the notes on category 2513/3513.

The share of retained earnings which is a claim liability to or a claim asset of an associated
enterprise is not recorded in the quarterly flows but is recorded in the balance sheets. Retained
earnings flows for the period are recorded in net savings, category 1400.

CLAIMS ON/OF ASSOCIATED ENTERPRISES: GOVERNMENT covers investment in shares
issued by government business enterprises in Sectors IV or IX plus investments in marketable
securities, loans and advances issued by the parent government or government business
enterprise. Share capital issued to the parent government or associated government business
enterprise is separately reported and recorded in category 3513, in contrast to the situation which
exists for category 3512 Corporate Claims (see the notes to category 2512/3512). Contributed
surplus is included as a component of category 3513.

Claims between parent government (Sector X or XI.1 or XI.2) and government business
enterprises in Sectors IV or IX are classified to category 2513/3513. Claims between one
government enterprise and another government enterprise, are ciassified to category 2513/3513.
Claims between a government business enterprise and an associated private corporation are
classified as corporate claims, category 2512/3512.

The share of retained earnings which is a claim liability to, or claim asset of, an associated
enterprise or government is not recorded in the quarterly flows but is recorded in the balance
sheets. Retained earnings flows for the period are recorded in net saving, category 1400.

SHARES/STOCKS covers common and preferred shares (including term preferred shares and
mutual fund shares) plus contributed surplus but not income debentures, which are classified as
bonds. category 2420/3420. On the liability side (category 3520) all of the stock liability, whether
issued to associated or non-associated enterprises, is recorded: but stock issued by a
government business enterprise to the parent government is classified as a liability claim to the
parent government (category 3513). On the asset side, investments in stock of associated
enterprises are reported under claims (category 2512/3512). See the notes, above, on the claims
categories, 2512/3512 and 2513/3513.

Flows record new issues, redemptions and sales and purchases of outstanding shares at market
value. The levels, or balance sheets include accumulated retained earmngs in category 3520 to
approximate the value at which share assets are recorded. Category 3520 flows do not include
retained earnings; these are recorded in net saving, category 1400.

FOREIGN INVESTMENTS covers all marketable financial instruments which are fiabilities of
non-resident entities in Sector Xlll (e.g., foreign governments, international agencies, liabilities
of non-resident corporations where the asset is not heid as a corporate claim). This category
excludes any item included in Official International Reserves, category 2210/3210. Instruments
included are: bonds. debentures, notes, treasury bills of foreign governments, common and
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preferred shares, short-term paper, etc. These investments may be denominated in Canadian or
foreign currency. Liabilities of non-resident corporations in these marketable forms, plus loans
and advances, held as assets by associated domestic corporations are classified as corporate
claims (2512/3512). Deposits by residents of Canada in non-resident financial institutions are
recorded in Category 2313/3313.

Securities issued by domestic sectors, whether denominated in foreign currency or Canadian
dollars, are excluded from category 2530/3530.

OTHER FINANCIAL ASSETS/LIABILITIES covers a wide variety of miscellaneous transactions
not included in any of the other financial asset or liability categories. Accrued interest is an
important component in some sectors, for example, in category 3610 of Chartered Banks (VI.1)
and Federal Government (X). The difference between accrued corporate income taxes and taxes
paid is recorded here as well as prepaid expenses and dividends declared but not paid. Fire and
Casualty Insurance Companies (Sector VIll.3) record substantial liabilities to policyholders for
unpaid claims and unearned premiums in category 3610. Allocations of Special Drawing Rights
are also recorded in category 2610 of Sector XIli, Rest of the World (see the note on SDR
allocations at the end of the chapter on Sector V).

DISCREPANCY (financial flows only). This category equals the difference between category
1900 and category 2000, i.e. net lending or borrowing by a sector and net financial investment. In
the absence of measurement errors, discrepancy is by definition zero. In fact, for sectors in
which all the data came from consistent balance sheets, there is no discrepancy (e.g. see
Sectors VI, VIII).

NET WORTH (balance sheets only) is calculated as category 1000 (total assets) less category
3100 (total liabilities) in all sectors. Since savings are either invested in tangible or financial
assets or are used to repay liabilities, subtracting tofal liabilities from total assets gives a value
equivalent to accumulated net saving plus the effect of any revaiuation of assets and liabilities.
This equivalence does not apply to every individual sector of the national balance sheet
accounts, but it is true for National Net Worth, the aggregate net worth of all domestic sectors.

The corporate and government business enterprise sectors are among the exceptions to the
equivalence of net worth to net savings plus revaluation. In these sectors, subtracting total
liabilities from total assets yields a lower value because corporate shares and retained earnings
are included in liabilities. The values shown in category 3520 for private corporations and in
categories 3520 and 3513 for government business enterprises include retained earnings as well
as the value of shares issued and outstanding. These values are, in effect, the net worth of the
corporations measured with tangible assets at book value or historical cost and are reflected in
holdings of the corresponding assets 2520 and 2513 and, ultimately, in the net worth (category
5000) of the shareholders. As a result, for corporate sectors, category 5000 measures only the
difference between net worth derived with tangible assets at current values and net worth derived
with tangible assets at historical cost or book value, that is, it measures the historical cost or book
value, that is. it measures the revaluation of the sector's tangible assets. Because of problems
such as the difficulty of allocation, this difference is not transferred to the shareholding sectors,
although an argument could be made for doing so.

The measure of net worth provided by category 5000 avoids any double-counting (whatever is
not shown by the sector in which it originates is transferred to another sector) and is used to
derive National Net Worth by aggregating the net worth of all domestic sectors.

Category 5000 is the only measure of net worth used in the NBSA matrix. Two other measures of
net worth, more similar to conventional business accounting, are shown in individual sector
balance sheets of the corporate and government business enterprise sectors in categories 6000
and 7000. described below.

NET WORTH (balance sheets only and only for corporate or government business enterprise
sectors) is equal to total assets less total liabilities, where liabilities exclude shares and retained
earnings. It provides an estimate of net worth with tangible assets at current values.

NET WORTH (balance sheets only and only for corporate or government business enterprise
sectors) is the book value of shares outstanding (shares issued plus contributed surplus) plus
retained earnings. For private corporations, this is identical to category 3520 and represents net
worth with assets at historical cost or book value. In the case of government business
enterprises, deducting category 7000 from the sum of categories 3513 and 3520 will leave the
loans part of category 3513.
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A number of non-financial assets have been omitted from the National Balance Sheet Accounts. largely due to the
problem of obtaining reliable estimates for these items. Publicly-owned land is large but difficult to value, and is thus
excluded. Renewable stocks of timber, fish, game and wildlife as well as depietable stocks of subsoil assets of oil. gas and
coal are largely publicly-owned and are excluded. The privately-owned portions of some of these resources will be
reflected on business balance sheets and. at least indirectly, in the market value of corporate shares. However, the
privately-owned resources are not accounted for directly in the NBSA. Other excluded assets are historical monuments
and collectors’ items.

There is no consensus on what non-financial assets should be included in the National Balance Sheet Accounts. The
narrow classification of assets that is used fits more easily in the Canadian System of National Accounts framework than
would a broader set.
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SECTOR | and Il
Persons and Unincorporated Business

Coverage

This sector covers the transactions of households, unincorporated businesses and non-profit institutions. Activity by
persons such as rental of residential and other property, personal investment in financial assets, etc. are covered by this
seclor. Data are insufficient to permit separate estimates of personal versus unincorporated business activity.
Unincorporated businesses include: independent farmers, trappers and fishermen; self-employed professionals such as
physicians, dentists, lawyers, accountants and architects; independent retailers and other proprietors. Non-profit
institutions include universities, non-taxable co-operatives, churches, charitable organizations, labour unions, professional
organizations and fraternal societies (except fraternal life insurance societies which are included in Sector VII.1).

Assets administered by trust companies on behalf of individuals such as estate, trust or agency funds are included
herel. Under the conventions of the Canadian System of National Accounts (CSNA) some aspects of credit unions and
caisse populaires, life insurance and trusteed pension plans are included in the personal sector. These institutions are
treated as associations of individuals; their investment income is treated as income of individuals and the personal sector
has a claim on their assets. (For further explanations. the reader is referred to pp. 115-19 of Catalogue 13-549E, National
Income and Expenditure Accounts, Vol. 3}. The income of these institutions is treated as personal income but the balance
sheet information of these three institutions are of too much interest to be subsumed in the other activities of Sector | and Il
so it is shown separately in the Financial Flow Accounts. The net worth of life insurance companies and trusteed pension
plans is shown as a liability to Sector | and Il (category 3430, Life Insurance and Pensions) and their retained earnings
(savings) are included in Sector | and Il saving.

The net worth of credit unions and caisse populaires is shown as an asset of Sector | and Il (category 2312, Deposits
in Other Institutions) and their retained earnings (savings) are included in Sector | and |l saving.

The activities of households as homeowners, as well as unincorporated businesses operating as landlords, are
included in Sector | and Il. Gross Fixed Capital Formation (category 1600) and Capital Consumption Allowances (category
1200) are dominated by the housing investment of this sector. with investment in farm machinery and equipment forming
the second largest component.

Sources

Quarterly data for non-financial transactions categories (1100-1900), with the exception of Net Purchases of Existing
and Intangible Assets (category 1800), are obtained from the Income and Expenditure Accounts. Non-financial assets in
the NBSA are estimated directly. Data for most of the financial asset and liability categories are derived by residual
techniques rather than direct survey methods. Consequently, the data are of uneven quality and, in the cases of some
financial categories, subject to several sources of error.

In most cases the method of residual derivation is quite straightforward. For example, the Sector | and Il flow for
category 2340 (Government of Canada Treasury Bills) is estimated by taking the Federal Government (Sector X) Treasury
bill liability flow (category 3340) as the control total and subtracting the sum of the corresponding Treasury bill asset flows
(category 2340) for Sectors Ill through Xill.

Methods

The following are notes on sources and methods by category. Where there is no special note for a category, the
estimate is simply derived residually.

1200 - Capital Consumption Allowances and Miscellaneous Valuation Adjustments: Annual data are provided by
Income and Expenditure Division, Statistics Canada. On a <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>