April 21, 2005

Finances

Québec



2005-2006 Budget
Budget Plan

ISBN 2-551-22718-6

Legal deposit

Bibliotheque nationale du Québec, 2005
Publication date: April 2005

© Gouvernement du Québec, 2005



2005-2006 Budget

2005-2006 Budget Plan

Section 1
The Québec Economy: Recent Developments and Outlook for 2005
and 2006

Section 2
The Government’s Budgetary and Financial Position in 2004-2005
and Public Sector Debt

Section 3
The Government’s Budgetary and Financial Stance

Section 4
Report on the Application of the Balanced Budget Act

Section 5
Personal Income Tax Reduction of $372 Million for Québec
Taxpayers

Section 6
Encouraging Wealth Creation







2005-2006 Budget

The Québec Economy: Recent Developments and Outlook

Section 1

The Québec Economy:
Recent Developments and Outlook
for 2005 and 2006

Highlights ... e 3

Global Economic Situation ............ooouieinoi i 5

Withdrawal of economic stimuli and slowdown in global demand

beginning in 2005 ... 5
Robust Asian economy despite a slight slowdown.............ccccooeiiriiiiiennn. 6
Moderate economic growth in EUrOpe.........ccovvvviiciiiii i 7
Less expansionary economic policies in the United States and

slowdown in US demand............ooviiiiiiiiiiiiiiee e 8
Moderate economic recovery in Canada.................ccccceeeeeeeii e, 11
Economic Situation in QUEDbEC................coociiiiiiiii 15
Anticipated moderation in household spending ............ccccceeeeiiiiiiniiiinne. 15
Robust housing market despite downturn..............cccceeiiiiiiiii e 16

Increase in business investment in machinery and equipment owing
to the strong Canadian dollar ... 17

Growth in Québec exports due to US rebound in investment spending....18

Lowest unemployment rate in 30 years........cccooevevvviiiiiiciiie e, 20
Higher inflation in 2005 due to higher energy costs .................ccl 21
Comparison with private-sector forecasts...........cccccovveeeiiiiiiiiiiiiee, 22

|
SECTION 1 1






2005-2006 Budget

The Québec Economy: Recent Developments and Outlook

The Québec Economy:
Recent Developments and Outlook
for 2005 and 2006

This section presents the economic forecasts underpinning the 2005-2006
Budget.

Highlights

Household and business demand for Québec goods and services
remained vigorous in 2004. Despite adverse changes in the external
sector, economic activity grew by 1.9%, the same rate as in 2003.

Households took advantage of the low interest rates in 2004 to increase
their consumption by nearly 4% and their residential investments by over
14%. These investments translated into 58 400 housing starts, a 17-year
record. Québec performed particularly well in this area last year, with
housing starts gaining little ground in the rest of Canada.

Following a three-year downturn, Québec exports picked up again in 2004
thanks to stronger US demand. Real US GDP growth accelerated to 4.4%
in 2004, compared with 3% growth the previous year.

However, like the rest of Canada, Québec was adversely affected by the
stronger Canadian dollar. While households took advantage of the high
exchange rate to buy more foreign goods, to the detriment of Québec
products, businesses increased by 12.2% in 2004 their investments in
machinery and equipment, over two thirds of which is imported. The
external sector ultimately reduced Québec’s economic growth by
2.8 percentage points last year.

In 2004, the Québec economy created 60 800 new jobs and the
unemployment rate fell to 8.5%, the lowest level in 30 years. The
employment rate peaked at 60.3%, a level never before seen in Québec.

Québec economic activity will gather steam this year and next, thanks to
favourable developments in the external sector. The sector's negative
contribution to economic growth is expected to ease in 2005 and then
become positive again in 2006. The sector will take over from Quebecers’
demand for good and services which, while remaining robust in 2005,
should moderate beginning in 2006. As a result, the Québec economy will
grow by 2.4% in 2005 and 2.6% in 2006.
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Global Economic Situation

Withdrawal of economic stimuli and slowdown in global
demand beginning in 2005

The global economic recovery begun in 2002 got stronger in 2003 with real
GDP growth increasing from 3% to 4%. In 2004, the global economy, led
by China and the United States, grew at a rate of 5.1%, the best
performance in 28 years.

The increase was buoyed by the expansionary monetary and fiscal
policies of several countries, particularly the United States. The combined
effects of these policies and vigorous global demand spurred investment.
Enhanced economic activity in Japan and Europe also contributed to this
performance. In 2003, several European countries grappling with
budgetary difficulties, including Germany, the Netherlands and ltaly, had
experienced a recession.

CHART 1.1

GLOBAL ECONOMIC SLOWDOWN IN 2005
(real GDP, annual percentage change)
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Source: International Monetary Fund.

Beginning in 2005, gradual interest rate hikes by several central banks and
a return to greater fiscal discipline should slow the pace of global economic
growth a little, to 4.3% in 2005 and 4.4% in 2006. However, these rates are
still higher than the average growth rate of 3.5% for the last 20 years.
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Robust Asian economy despite a slight slowdown

China, the world’s second largest economic power with 13% of global
production, maintained the same rate of real GDP growth in 2004 as its
average growth rate for the past 20 years, namely 9.5%. This remarkable
performance is attributable to the country’s investment- and exported-
oriented economic policy.

To mitigate the risk of overheating the economy, the Chinese authorities
introduced a number of contractionary measures, including credit control,
and moderated public investment in infrastructure. These policies were
successful in slowing investment growth in 2004, although China’s real
GDP growth should still be close to 8% in 2005 and 2006, with the country
remaining the primary engine of the global economy.

In India, which represents 6% of global production, the service industry will
continue to spur the country’s economic growth. India has surpassed the
United States to become the world’s largest exporter of IT services. Its
economic activity is expected to increase by 6% in both 2005 and 2006.

TABLE 1.1

ECONOMIC OUTLOOK FOR ASIA
(real GDP, percentage change)

2003 2004 2005 2006
China 9.3 9.5 8.6 7.9
India 8.2 5.7 6.3 6.0
Japan 14 2.6 1.0 1.7

Sources: Consensus Economics and Global Insight.

Despite an economic growth rate of 2.6% in 2004, its best performance in
eight years, Japan entered a recession in the middle of the year. Affected
by the slowdown in Chinese investment and the sharp rise in oil prices,
Japanese exports and private consumption weakened and could no longer
sustain economic activity.

As a result, Japan’s economic growth should slow to 1% in 2005 before
strengthening to a rate of 1.7% in 2006. More moderate economic growth
in China and the United States, Japan’s two main trading partners, as well
as a more restrictive fiscal policy aimed at controlling budgetary deficits,
should limit Japanese economic activity.
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Moderate economic growth in Europe

In 2004, European economic activity recovered from the recession
experienced by several countries in 2003. After growing by 1% in 2003, the
EU economy expanded by 2.3% in 2004. This expansion is expected to
continue, with a real GDP growth rate of around 2% by 2006.

The upswing in economic activity is largely attributable to the recovery in
Germany after two years of economic stagnation. The country, which
accounts for over 20% of the European Union’s total output, benefited from
heightened foreign demand for the goods it produces, including machinery,
automobiles and chemical products, especially from the United States and
United Kingdom.

Germany’s economic recovery should nevertheless remain sluggish, with
real GDP growth ranging between 0.9% and 1.4% until 2006. The country
is grappling with weak domestic demand and, belonging to the euro zone,
has few means of stimulating its economy. In fact, the Stability and
Growth Pact limits Germany’s spending capacity by requiring it to keep its
budgetary deficit below 3% of GDP, a threshold that the country has
already been exceeding since 2002 and that is proving difficult to meet
when economic growth is slow. In addition, the common monetary policy
keeps interest rates high relative to Germany’s own economic situation.

TABLE 1.2

ECONOMIC OUTLOOK FOR EUROPE
(real GDP, percentage change)

2003 2004 2005 2006
European Union 1.0 23 1.9 21
- Germany -0.1 1.6 0.9 1.4
- United Kingdom 2.2 3.1 2.5 2.3
- France 0.5 24 1.9 21

Source: Consensus Economics.

In the United Kingdom, the service industry is driving economic growth
while the production sector has been struggling in recent years. Robust
employment and a strong housing market are boosting consumption. With
economic growth nearing 2.4% by 2006, the country could extend its cycle
of economic boom to over 14 years, a record. Economic activity also
picked up in France in 2004, buoyed by household spending. Households
took advantage of one-time fiscal measures introduced by the government
that allowed them, in particular, to withdraw retirement savings without
penalty.
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Less expansionary economic policies in the United States
and slowdown in US demand

The US economy bounced back from the 2001 recession brought on by
the bursting of the speculative technology bubble, the tragic events of
September 11 and financial scandals. Economic growth climbed from a
rate of 1.9% in 2002 to 3% in 2003 and 4.4% in 2004, which is higher than
the average rate in the late 1990s.

The growth rate exceeded 4% in 2004 thanks to major economic stimuli. In
2003, interest rates fell to a 40-year low, with the federal funds rate and
10-year federal bond rate at 1% and 4% respectively. The Bush
administration has also introduced unprecedented budgetary stimuli since
2001.

CHART 1.2 CHART 1.3
IMPACT OF STIMULUS PLANS ON HIKE IN US INTEREST RATES
GOVERNMENT REVENUES (federal funds rate, in percent)

(billions of US dollars)
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Source: Office of Management and Budget, Budget 2005. Sources: Global Insight and ministére des Finances du

Québec.

Tax relief, in particular, reduced government revenues by over US$250
billion in 2004. Economic stimulus plans provide for the gradual expiry of
most of these tax cuts by 2010, which should enable the US federal
government to gradually restore budgetary balance. However, the gradual
easing of fiscal stimuli should have a restrictive effect on the economy.

Encouraged by the subsiding of deflationary risks, employment recovery
and the healthier financial position of businesses, the US Federal Reserve
began tightening its monetary policy in 2004, raising its key rate by 175
basis points since June 30, 2004. In March, the federal funds rate was
2.75%. The Federal Reserve is expected to continue this trend by raising
the rate by another 125 basis points in 2005 and 75 basis points in 2006.
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CHART 1.4

Despite these limiting factors, consumption growth should remain above
3% until 2006 while the job recovery begun last year should take over from
budgetary and monetary stimuli.

In 2004, US firms regained their financial health of the mid-1990s by
exercising tight cost management, reflected by a significant decline in
employment between 2001 and 2003. Moreover, credit conditions and the
risk premium on corporate securities are currently as favourable as they
were in the 1990s, a period characterized by heavy investment.
Businesses will benefit from the tax incentives introduced by the Bush
administration up until 2005, notably accelerated depreciation of new
investment costs. As a result, business investment is expected to increase
by 10% in 2005 and another 8% in 2006.

Grappling with a budgetary deficit estimated at nearly 4% of GDP in 2004,
the US federal government is expected to moderate its spending
considerably, limiting its growth to 3.2% in real terms in 2005, compared
with 4.8% in 2004 and 6.6% in 2003.

Furthermore, even though the US dollar has depreciated nearly 30%
against the currencies of its major trading partners since February 2002,
the trade deficit will remain high in the short run, exceeding US$600 billion
by 2006.

CHART 1.5

US TRADE DEFICIT WITH THE COUNTRY’S STABILIZATION OF US TRADE DEFICIT
LARGEST TRADING PARTNERS (billions of US dollars)
(billions of US dollars, 2004)
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Source: US Census Bureau. Sources: Global Insight and ministere des Finances du

Québec.
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Considering the economic outlook, foreign demand for American products,
particularly from Europe and Asia, should remain moderate and US
demand for foreign goods should stay strong despite the US dollar
weakness. Moreover, improvement in the trade balance will be limited by
the fact that more than a third of foreign purchases, notably from China
and members of the Organization of Petroleum Exporting Countries
(OPEC), are made in US currency.

In short, the gradual phasing out of stimuli starting in 2005, coupled with
persistent economic problems such as budgetary and trade imbalances,
should slow US economic growth. Real GDP is expected to increase by
3.4% in 2005 and 3.2% in 2006.

CHART 1.6

SLOWDOWN IN US ECONOMY BEGINNING IN 2005
(real GDP, average annual percentage change)
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Sources: Global Insight and ministére des Finances du Québec.
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Moderate economic recovery in Canada

Spurred by robust domestic demand and a moderate rebound in exports to
the United States following three difficult years, the pace of Canadian
economic growth picked up in 2004. After rising by 2% in 2003, Canada’s
real GDP increased by 2.8% last year. Moreover, the subsiding of the
negative impacts of special factors occurring in 2003, such as the SARS
outbreak and mad cow crisis, boosted the Canadian economy.

However, the 21% appreciation in the Canadian dollar against the US
dollar over the last two years hindered economic performance by at once
curtailing export growth and stimulating purchases of foreign goods by
Canadians. Besides the loss of foreign investor interest in the greenback,
the loonie benefited from a sharp rise in the price of raw materials and
positive interest rate spreads, appreciating to 76.8 US cents on average in
2004.

The higher dollar has reduced Canadian manufacturing firms’
competitiveness and profitability. To offset the sudden rise in the dollar’s
value and maintain their competitive edge, firms have had to lower the
price of their exports to the United States by 9% in the last two years. In
spite of this, Americans have seen the price of Canadian goods and
services go up 11% since 2003.

CHART 1.7 CHART 1.8
THE DOLLAR’S APPRECIATION REDUCED THE HIGHER DOLLAR WEIGHED
FIRMS’ COMPETITIVENESS ON THE EXTERNAL SECTOR
(January 2003 = 100) (percentage change)
112 4 63
110 4 .
122 : T W Exports [ Imports
104 Incre.ase borne by
102 | Americans (11.4 %) l 30 40
100 | N e bem e o
Decrease borne by Canadian
98 1 exporters (8).l9 %) T
96 -
23
94 |
92 4
90 -
88 +————— —
2003 2004
—— Price of manufactured goods imported from Canada (US$) T
m—Price of exported manufactured goods(CANS) 1998 to 2001 2002 to 2006
Sources: Statistics Canada and Bureau of Labor Statistics. Sources: Statistics Canada and ministéere des Finances du
Québec.
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As a result of the rise in the Canadian dollar, the external sector was a
drag on economic growth. In the late 1990s, a vigorous US economy and
weak Canadian dollar helped boost foreign demand for Canadian
products. Canadian exports grew at an average annual rate of 6.3% while
purchases of foreign goods expanded at a slower rate of 3.9%. Since
2002, however, the trend has been reversing, with imports growing at a
faster pace than exports. This trend should continue until 2006.

Furthermore, according to the Bank of Canada, the economic upturn made
it possible to absorb surplus productive capacity halfway through 2004.

This climate will encourage business investment, which should grow by
7.8% in real terms in 2005 and 5.2% in 2006. The increase in production
capacity should be close to that of economic activity, which will not allow
for the emergence of much surplus capacity.

In this context, the Bank of Canada began a cycle of monetary tightening
with increases of 25 basis points on September 8 and October 19, 2004,
raising the overnight lending rate to 2.5%. To prevent surplus demand,
which might intensify inflationary pressure, the central bank is expected to
continue the withdrawal of liquid assets by raising its overnight rate by
125 basis points by the end of 2006.

CHART 1.9 CHART 1.10
CANADIAN PRODUCTION FACILITIES INTEREST RATES WILL CONTINUE
OPERATING NEAR CAPACITY TO RISE

(relative gap between potential and real output,  (target overnight lending rate, in percent)
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Sources: Bank of Canada and ministére des Finances du Sources: Statistics Canada and ministére des Finances du
Québec. Québec.
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Overall, the recovery begun in 2004 should continue in 2005, with
household and business demand remaining robust. However, the
residential construction sector is expected to enter a downturn this year.
As well, the external sector is expected to remain marginally depressed as
a result of the Canadian dollar’'s strength against the US dollar. In short,
the economic growth rate achieved last year should hold steady at 2.8%.

The external sector will not start contributing to economic growth again
until 2006, after four years of negative contribution. Economic activity will
then grow by 3%, spurred by a slight dip in the Canadian dollar. In fact, a
slight downturn in raw material prices combined with negative interest rate
gaps between Canada and the US is expected to put downward pressure
on the Canadian currency in the coming years.

More specifically, the anticipated global economic slowdown starting in
2005, in addition to the start-up of new mining sites, will moderate the
upward pressure on metal prices. As well, the decline in the North
American residential construction sector expected in 2005 and 2006 will
push lumber prices down. In short, the value of net Canadian exports will
slip, dampening demand for Canadian dollars and thereby putting
downward pressure on currency prices.

CHART 1.11 CHART 1.12

RAW MATERIAL PRICES WILL CANADA/US INTEREST RATE GAP
FALL SLIGHTLY WILL REVERSE

(price of raw materials in US dollars, (gap between Canadian and US overnight
1982-1990=100) rates, in percent)
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Sources: Bank of Canada and ministere des Finances du Sources: Statistics Canada and ministére des Finances du
Québec. Québec.
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Furthermore, the pace of monetary tightening will be much faster in the
United States. The Canada/US interest rate gap, which has been positive
for the past four years, will become negative again in 2005 and 2006.
Seeking a better return, investors will move part of their investment capital
to the United States, further driving the currency value down.

The anticipated Canada/US inflation gap also augurs a slight dip in the
Canadian currency. According to the purchasing power parity theory, the
difference in prices in countries that trade with each other become
equivalent in the long run through the exchange rate. Thus, the Canadian
dollar should eventually fall back down to near US$0.75. This reflects the
fact that Canadian prices are expected to increase more than US prices,
the productivity growth of Canadian businesses being lower than that of
US businesses.

CHART 1.13

PURCHASING POWER PARITY BASED ON
PRODUCTION PRICES
(US cents)

CHART 1.14

CANADIAN DOLLAR WILL DIP SLIGHTLY
(US cents)
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Sources: Bank of Canada and ministére des Finances du
Québec.

Currently, private-sector forecasters are very divided on the Canadian
dollar’s future value. The most pessimistic expect the loonie to be worth
US$0.74 a year from now, whereas the most optimistic forecasters expect
it to be worth $US0.93. In light of the previously explained factors, the
value of the Canadian dollar should nevertheless remain high, although
another significant and lasting appreciation is not likely.
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Economic Situation in Québec

Final domestic demand, bolstered by strong household and business
investment, remained vigorous last year, growing by 4.6%.

However, like the rest of Canada, Québec was adversely affected by the
stronger Canadian dollar. Households and businesses bought more
foreign goods, to the detriment of Québec products. The strong loonie also
dampened US demand for Québec capital goods. Even though exports
rose in 2004 for the first time in four years, the external sector’s
contribution to economic growth remained negative, reducing the growth
rate by 2.8 percentage points. As a result, real GDP increased by 1.9% in
2004, the same rate as in 2003.

Québec economic activity should pick up starting in 2005, climbing by
2.4% this year and 2.6% in 2006, rates that are near the 20-year trend of
2.4%. Demand for goods and services will remain robust in 2005 and then
moderate beginning in 2006. Luckily, the external sector will gradually take
over by making a positive contribution to economic growth again as early
as 2006.

Anticipated moderation in household spending

In 2003 and 2004, Québec households increased their consumer spending
faster than their incomes. This trend appears to have come to an end,
however, as households have less leeway to use their savings or rely on
credit. Households will thus have to balance their spending with their
disposable income.

CHART 1.15 CHART 1.16

HOUSEHOLD SAVINGS RATE HOUSEHOLDS WILL CURB
AT A HISTORIC LOW THEIR SPENDING GROWTH
(rate in percent) (real percentage change)

1996-2000
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Sources: Institut de la statistique du Québec and ministere Sources Institut de la statistique du Québec and ministere
des Finances du Québec. des Finances du Québec.
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Household indebtedness has risen steadily since 2002, after remaining
relatively flat during the previous four years. The increase in mortgage debt
that accompanied the housing boom pushed the indebtedness level up
from 96% of disposable personal income in 2001 to 104% in 2004. This
rise in household credit, although accompanied by an appreciation in the
capital assets of households, cannot go on indefinitely and should curb
their consumption growth.

The household savings rate has dropped steadily since the mid-1990s,
currently standing at 0.8%. The rate is expected to average 0.9% in 2006,
offering little additional support to consumption spending growth. Thus,
while disposable personal income is expected to grow by 2.8% in real
terms in 2005 and 2.2% in 2006, personal spending should increase by
2.9% and 2.5% respectively.

Robust housing market despite downturn

With 58 400 new units started in 2004, Québec posted its best housing
performance in 17 years. On average, 50 000 units were built in each of
the last three years, twice the number in the late 1990s. Housing starts are
expected to enter a downturn in 2005, with an annual decline of 17%, to
48 600 units. The number of housing starts should fall to 40 500 in 2006, a
level that still far outstrips the average of 24 500 units built at the end of

the 1990s.
CHART 1.17 CHART 1.18
DECLINE IN HOUSING STARTS ROBUST SPENDING ON
BEGINNING IN 2005 HOME RENOVATION
(thousands) (millions of constant dollars)

1996- 2001 2002 2003 2004 2005 2006 2000 2001 2002 2003 2004 2005 2006
2000

Sources: Canada Mortgage and Housing Corporation and Sources: Institut de la statistique du Québec and ministére
ministére des Finances du Québec. des Finances du Québec.
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Apart from the impact of the anticipated interest rate hike, the level of
housing starts should be affected, starting in 2005, by more moderate job
creation, high prices for building materials and less household formation.
The most recent forecasts by the Institut de la statistique du Québec
predict that household formation in Québec will drop from 43 000 in 2002
to 39 000 in 2006. This downward trend is expected to continue in the
coming years with the slowdown in population growth.

The booming home renovation market should temper the effect of the
decline in housing starts. As a rule, an upswing in the resale market leads
to major home-improvement spending in the following years. Since 2001,
however, housing resales have been very strong with nearly
67 000 transactions a year between 2001 and 2004, compared with an
average of 36 000 transactions in the 1990s.

Increase in business investment in machinery and
equipment owing to the strong Canadian dollar

After increasing by 9.4% last year, business nonresidential investment
should rise 9% in 2005 and 4.7% in 2006.

CHART 1.19 CHART 1.20
BUSINESS INVESTMENT CANADIAN INDUSTRIAL CAPACITY
(millions of dollars) UTILIZATION RATE
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des Finances du Québec. Québec.

Overall, conditions are conducive to an investment upswing. In several
sectors, particularly wood products, primary metal processing, nonmetal
mineral products, metal products and machinery, the production capacity
utilization rate is actually still very high.
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Furthermore, financing costs are low and a higher Canadian dollar has
brought the price of imported machinery and equipment down. Oil
refineries are upgrading their facilities to meet new environmental
standards, and Hydro-Québec will continue to accelerate its spending on
construction of hydroelectric complexes to meet the increased energy
demand while major wind power projects will be implemented.

Québec must also compete with extremely strong emerging economies
such as China and India. These countries pose a double threat in that they
are claiming increasingly large market shares not only in Québec, but also
in the United States, our primary trading partner. Québec businesses must
adapt as quickly as possible to the rapidly changing global competitive
climate by making new investments.

Growth in Québec exports due to US rebound in
investment spending

After declining from 2001 to 2003, international merchandise exports,
mainly to the United States, picked up again in 2004, growing by 4.4%.

CHART 1.21 CHART 1.22
US BUSINESS INVESTMENT QUEBEC INTERNATIONAL
(annual percentage change) MERCHANDISE EXPORTS

(annual percentage change)
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Sources: Global Insight and ministére des Finances du Sources: Institut de la statistique du Québec and ministére
Québec. des Finances du Québec.

The rebound in investment spending in the United States generated higher
demand for Québec capital goods, particularly office machines and
equipment and telecommunication equipment. Although the growth in US
demand for capital goods will hold steady, the strong Canadian dollar
should continue to moderate US demand for Québec products. Québec's
international exports are thus expected to grow at a rate of 5.9% in 2005
and 5.7% in 2006, compared with the 10.2% annual growth rate in the late
1990s.
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Québec exports to the other provinces will continue to increase at a
moderate annual rate of 2% between now and 2006. Québec exports
should thus climb by a total of 4.2% in both 2005 and 2006.

Growth in purchases of imported goods will again be substantial in 2005,
with Québec businesses and households continuing to take advantage of
the high Canadian dollar to buy more foreign goods. With surplus
productive capacity being low, businesses are expected to invest in
machinery and equipment, over two thirds of which is imported.
Nevertheless, beginning in 2006, a slight dip in the Canadian dollar and a
moderation in domestic demand will slow import growth from 4.6% in 2005
to 2.7% in 2006.

Whereas the external sector contributed 1 percentage point to Québec’s
economic growth between 1998 and 2001, it will have reduced growth by
1.5 percentage points between 2002 and 2005 under the negative impact
of the sudden rise in the Canadian dollar vis-a-vis the US dollar. The
external sector will not start making a positive contribution to economic
growth again until 2006, adding 0.9 percentage points.

CHART 1.23
EXTERNAL SECTOR WILL NOT CONTRIBUTE TO ECONOMIC

GROWTH UNTIL 2006
(contribution of external sector to real GDP, in percent)
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Sources: Institut de la statistique du Québec and ministére des Finances du Québec.
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Lowest unemployment rate in 30 years

Despite the weak external sector, 60 800 jobs were created in Québec in
2004, slightly more than the average for the previous 10 years. All of the
jobs created last year are full-time, with no shift in part-time jobs.

Businesses will slow their hiring somewhat in order to maintain their
earnings growth and benefit from past investment. This should translate
into the creation of 53 600 jobs in 2005 and another 42 200 in 2006.

Furthermore, never have so many Quebecers been employed as in 2004.
The employment rate, i.e. the percentage of the population 15 years of age
and over that is employed, was up 0.4 percentage points to a record high
of 60.3%. The employment rate is expected to continue rising and reach
60.6% in 2006.

The unemployment rate slid 0.7 percentage points in 2004, to 8.5%, tying
the record level achieved in 2000 and representing the best performance
in 30 years. Spurred by continued job creation, the unemployment rate is
expected to decline further to 8.3% by 2006.

CHART 1.24 CHART 1.25
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CHART 1.26

SHARP RISE IN OIL PRICES

Higher inflation in 2005 due to higher energy costs

Whereas inflationary pressure moderated in 2004 thanks to the rise in
value of the Canadian dollar, which lowered the price of imported goods,
inflation should be indirectly affected in 2005 by the sharp increase in oil
prices. After going up to 1.9%, the consumer price index should climb to
2.3% this year.

The barrel price of oil reached record levels in 2004. The average monthly
market price of West Texas Intermediate (WTI), the US marker crude oil,
swelled to US$53 dollars/barrel in October 2004 and has averaged
US$50 dollars/barrel ever since.

The sudden rise in oil prices is driven by the surge in global demand.
Demand is particularly strong in China, which is responsible for 8% of
world consumption and contributed one third of the growth in global
demand for crude in 2004. The currently low level of surplus productive
capacity and continued geopolitical instability in the Middle East are raising
concerns about a global supply shortage and helping keep oil prices high.

As geopolitical tensions ease and new extraction sites open, oil prices
should drop slightly to US$40/barrel by 2006. The lower oil prices, coupled
with more moderate domestic demand, will translate into a lower inflation
rate in Québec, at 1.6% in 2006.

CHART 1.27

HIGHER ENERGY COSTS LEAD TO A
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Comparison with private-sector forecasts

At 2.4%, the 2005-2006 Budget's economic growth forecast for 2005 is the
same as private-sector forecasts. The forecasted 2.6% growth in 2006 is
slightly lower than private-sector forecasts.

CHART 1.28

MINISTERE DES FINANCES’ ECONOMIC FORECAST SIMILAR TO
PRIVATE-SECTOR FORECAST
(real GDP, percentage change)
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Source: Ministere des Finances du Québec.
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TABLE 1.2

ECONOMIC OUTLOOK FOR QUEBEC
(percentage change)

2004 2005 2006
OUTPUT
— Real gross domestic product 1.9 24 2.6
— Gross domestic product 5.3 4.6 3.8
COMPONENTS OF EXPENDITURE, IN REAL
TERMS
— Consumption 3.6 29 25
— Residential investment 14.8 -11 -7.9
— Nonresidential investment 9.4 9.0 4.7
— Investment in machinery 12.2 8.4 5.1
— Exports 3.4 4.2 4.2
— Imports 8.4 4.6 27
OTHER ECONOMIC INDICATORS
— Consumption 5.0 4.9 3.9
— Housing starts (in thousands) 58.4 48.6 40.5
— Wages and salaries 3.1 3.7 3.6
— Personal income 3.9 4.1 3.7
— Corporate profits 19.0 6.4 59
— Consumer prices 1.9 23 1.6
LABOUR MARKET
— Labour force 0.9 1.4 1.1
— Employment 1.7 1.5 1.1
— In thousands 60.8 53.6 42.2
—  Unemployment rate' 8.5 8.4 8.3
CANADIAN FINANCIAL MARKETS
— 3-month Treasury bills’ 2.2 27 3.6
— 10-year bonds' 4.6 4.4 4.8
— Exchange rate (Canadian dollar in US 76.8 810 773

cents)

1 Rate in percent.
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The government’s budgetary and financial
transactions

Preliminary results for the government’s budgetary transactions for the
2004-2005 fiscal year show that a balanced budget was achieved.

The revenue of the Consolidated Revenue Fund for fiscal 2004-2005 is
revised to $53 389 million, $36 million less than anticipated in the
March 30, 2004 Budget. Own-source revenue is adjusted downward by
$788 million, while federal transfers are adjusted upward by $752 million.

The expenditure of the Consolidated Revenue Fund amounts to
$53 610 million in 2004-2005, a downward revision of $71 million
compared with the forecast of March 30, 2004. This revision corresponds
to the decline in debt service. The program spending objective set in the
last Budget was met.

Consolidated net financial requirements are revised to $412 million, a
decrease of $52 million. The net financial requirements of consolidated
organizations amount to $964 million and the net financial surpluses of the
Consolidated Revenue Fund to $552 million.

With respect to consolidated financing transactions, the consolidated direct
debt rose by $5 359 million in 2004-2005. This increase stems mainly from
pre-financing for a total of $2 661 and advance deposits of $1 555 million
in the retirement plans sinking fund.
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TABLE 2.1

GOUVERNEMENT DU QUEBEC
SUMMARY OF CONSOLIDATED BUDGETARY AND FINANCIAL TRANSACTIONS'
(millions of dollars)

2003-2004 2004-2005
Change
Budget compared
Actual Speech of Preliminary with
results March 30, 2004 results Budget
Budgetary transactions of Consolidated
Revenue Fund
Own-source revenue before exceptional losses
of SGF 42 241 44 949 44 161 -788
Federal transfers 9370 8 476 9228 752
Total revenue 51611 53 425 53 389 - 36
Program spending -45 302 -46 742 -46 742 —
Debt service - 6 655 - 6939 - 6 868 71
Total expenditure -51 957 - 53 681 -53610 71
Net results of consolidated organizations 346 256 221 - 35
Consolidated budget balance before exceptional
losses of SGF 0 0 0 0
Exceptional losses of SGF - 358 — — —
Consolidated budget balance? - 358 0 0 0
Consolidated non-budgetary transactions
Investments, loans and advances -1125 - 996 -1075 -79
Capital expenditures -1019 -1158 -919 239
Retirement plans 2219 2118 2174 56
Other accounts -1183 -428 - 592 - 164
Consolidated non-budgetary requirements -1108 - 464 -412 52
Consolidated net financial requirements -1466 - 464 -412 52
Consolidated financing transactions
Change in cash position 2316 1644 -813 - 2457
Change in direct debt 1514 1365 5359 3994
Retirement plans sinking fund -2 364 -2 545 -4134 - 1589
Total financing of consolidated transactions 1466 464 412 -52

Note: A negative entry indicates a financial requirement and a positive entry, a source of financing. For the change in cash position, a
negative entry indicates an increase and a positive entry, a decrease.

1 Data presented in the 2004-2005 Budget incorporated a downward restatement of $132 million in own-source revenue and program
spending, corresponding to the implementation of changes to the family policy from January 1 to March 31, 2005, i.e. during the last
three months of the 2004-2005 budget year. The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006
and, therefore, an adjustment corresponding to an additional nine-month period must be incorporated, representing an additional
decrease in own-source revenue and program spending of $457 million in 2003-2004 and $409 million in 2004-2005.

2 The net results of the specified purpose accounts do not affect the consolidated budget balance. Consequently, no financial data were
presented for these accounts in previous budget plans. However, since the revenue and expenditure of the specified purpose accounts
were included in the government’s consolidated financial statements in 2003-2004, the tables in appendices 2.1 and 2.2, which
compare the Budget Plan data with those presented in the consolidated statement of operations in the government's consolidated
financial statements, take the impact of these accounts into consideration. In addition, the full data for the specified purpose accounts
are presented in Appendix 3.1. It should be noted that the specified purpose accounts were created to administer funds received under
contracts or agreements that provide for the allocation of these funds to specific purposes.
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Revenue of the Consolidated Revenue Fund

The 2004-2005 Budget anticipated own-source revenue of $44 949 million
and federal transfers of $8 476 million. The forecast for own-source
revenue is adjusted downward by $788 million compared with the figure
announced in the last Budget, while the forecast for federal transfers is

raised by $752 million.

Own-source revenue

Own-source revenue is revised downward by $788 million, owing mainly to
a $530-million decline in revenue from government enterprises. As for
revenue from income tax and other taxes, it is decreased by $258 million.

TABLE 2.2

GOUVERNEMENT DU QUEBEC - CONSOLIDATED REVENUE FUND
SUMMARY OF THE CHANGE IN OWN-SOURCE REVENUE
(millions of dollars)

2003-2004 2004-2005

Change Change

Budget compared compared

Actual Speech of Preliminary with with

results March 30, 2004 results Budget 2003-2004

%

Personal income tax 15678 16 792 16 385 - 407 4.5

Health Services Fund 4 649 4 869 4 844 -25 4.2

Corporate taxes 3892 4248 4177 -7 7.3

Consumption taxes 11 641 12 039 12 221 182 5.0

Other sources 2208 2178 2241 63 1.5
Sub-total, excluding government

enterprises 38 068 40 126 39 868 — 258 4.7

Government enterprises before

exceptional losses of SGF 4173 4 823 4 293 - 530 29
Total own-source revenue before

exceptional losses of SGF 42 241 44 949 44 161 - 788 4.5

Note: Data restated according to the information provided in Note 1 of Table 2.1.
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Preliminary results for personal income tax indicate a decline of
$407 million compared with the forecast in the 2004-2005 Budget. Close to
half of this revision stems from the weaker-than-anticipated growth in
salaries and wages. It can also be attributed to the fact that the compilation
of income tax returns, following the tabling of last year’'s Budget, indicated
that income tax payable in 2003 was $100 million less than expected, thus
reducing the level used as a basis for the forecast. Lastly, the most recent
distribution of source deductions, for 2003 and previous years, reduced
personal income tax by $120 million to the benefit of the Health Services
Fund.

Despite this adjustment, contributions to the Health Services Fund
declined by $25 million. Indeed, the downward revision of salaries and
wages offset the positive impact of the new distribution of source
deductions.

In spite of an upward adjustment of profits, monitoring of tax revenue
indicates that corporate tax revenue must be revised downward by
$71 million.

Consumption tax revenue is higher than anticipated, with an upward
adjustment of $182 million. This increase is due primarily to additional
revenue of $264 million from the sales tax owing to the vitality of
consumer spending and residential construction. However, revenue from
the tax on tobacco products is revised downward by $73 million.

The upward revision of revenue from other sources is explained mainly by
revenue from natural resources, primarily forest royalties. The vitality of
softwood lumber prices on the North American market led to a higher-than-
anticipated increase in volumes cut.

The profits of government enterprises are adjusted downward by
$530 million, mainly because of a $483-million decrease in anticipated
revenue of $880 million from the sale of assets or the disposition of
investments. The government now expects to realize a net gain of
$397 million from the sale of assets, including a net gain of $265 million by
Hydro-Québec from the sale of its interest in Noverco inc.
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Federal transfers

Federal transfers amount to $9 228 million in 2004-2005. The upward
revision of $752 million compared with the forecast in the 2004-2005
Budget can be attributed mainly to the results of the first ministers' meeting
in the fall of 2004.

TABLE 2.3

GOUVERNEMENT DU QUEBEC - CONSOLIDATED REVENUE FUND
SUMMARY OF THE CHANGE IN FEDERAL TRANSFERS
(millions of dollars)

2003-2004 2004-2005

Change Change

Budget compared compared

Actual Speech of Preliminary with with

results March 30, 2004 results Budget 2003-2004

%

Equalization 4 065 4942 5221 279 28.4

Canada Health and Social

Transfer (CHST) 4 266 2 890 3343 453 -216
Other transfers related to fiscal

arrangements 64 25 33 8 —-48.4

Other programs 975 619 631 12 -35.3

Total federal transfers 9 370 8 476 9 228 752 -1.5

Equalization revenue is revised upward by $279 million compared with the
figure anticipated in the 2004-2005 Budget. This revision stems primarily
from the new equalization framework announced by the federal
government at the first ministers' meeting in October 2004.

Revenue from the Canada Health and Social Transfer is adjusted upward
by $453 million, essentially because of the Health Accord concluded in
September 2004, which raised this transfer by $502 million for Québec.
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Expenditure of the Consolidated Revenue Fund

The program spending objective set for fiscal 2004-2005 in the
March 30, 2004 Budget was met. In addition, total spending was adjusted
downward by $71 million, to $53 610 million. This decrease stems from the
$71-million downward revision of debt service.

TABLE 2.4

GOUVERNEMENT DU QUEBEC - CONSOLIDATED REVENUE FUND
SUMMARY OF THE CHANGE IN EXPENDITURE
(millions of dollars)

2003-2004 2004-2005

Change Change

Budget compared compared

Actual Speech of Preliminary with with

results March 30, 2004 results Budget 2003-2004

%

Program spending 45 302 46 742 46 742 — 3.2
Debt service

Direct debt service 3913 4131 4 080 - 51 4.3

Interest ascribed to retirement plans1 2742 2 808 2788 -20 1.7

Total debt service 6 655 6 939 6 868 -7 3.2

Total expenditure 51 957 53 681 53 610 -7 3.2

Note: Data restated according to the information provided in Note 1 of Table 2.1.
1 Interest ascribed to the retirement plans corresponds to interest on the actuarial obligation less the investment income of the retirement
plans sinking fund.

Debt service currently amounts to $6 868 million, of which $4 080 million is
for direct debt service and $2 788 million for interest ascribed to the
retirement plans.

The $71-million downward revision of debt service reflects, for the most
part, the better-than-expected results of the sinking fund for borrowings
and the retirement plans sinking fund; the revenue of these funds is
recorded as a reduction of debt service.
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Budgetary transactions of consolidated organizations

The net results of consolidated organizations amount to $221 million,
$35 million less than forecast in the March 2004 Budget. This decrease in
net results is due to the allocation of adjustments among a large number of
organizations.

TABLE 2.5
GOUVERNEMENT DU QUEBEC - CONSOLIDATED ORGANIZATIONS

SUMMARY OF BUDGETARY TRANSACTIONS
(millions of dollars)

2003-2004 2004-2005

Change Change

Budget compared compared

Actual Speech of Preliminary with with

results March 30, 2004 results Budget 2003-2004

%

Own-source revenue 2318 2395 2283 -112 -15
Federal transfers 564 495 540 45 -4.3
Total revenue 2882 2890 2823 - 67 -2.0
Expenditure excluding debt service -1950 -1980 -1988 -8 1.9
Debt service - 586 — 654 -614 40 4.8
Total expenditure - 2536 -2634 - 2602 32 2.6
Net results 346 256 221 -35 -36.1
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Consolidated non-budgetary transactions

Consolidated non-budgetary transactions have been revised downward by
$52 million since the March 30, 2004 Budget, to $412 million.

TABLE 2.6

GOUVERNEMENT DU QUEBEC

SUMMARY OF CONSOLIDATED NON-BUDGETARY TRANSACTIONS

(millions of dollars)

2004-2005
Budget
Speech of Preliminary
March 30, 2004 results Change
Consolidated Revenue Fund
Investments, loans and advances
Government enterprises - 816 - 825 -9
Municipalities, municipal bodies,
individuals, corporations and others -18 -4 14
- 834 - 829 5
Capital expenditures -93 - 94 -1
Retirement plans 2118 2174 56
Other accounts —435 - 478 —-43
Total Consolidated Revenue Fund 756 773 17
Consolidated organizations
Capital expenditures - 1065 - 825 240
Other - 155 - 360 - 205
Total consolidated organizations -1220 -1185 35
Consolidated non-budgetary
requirements — 464 -412 52

Note: A negative entry indicates a financial requirement and a positive entry, a source of financing.
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Preliminary results of the Consolidated Revenue Fund for investments,
loans and advances show a $5-million decline in funding requirements
compared with the March 2004 forecast.

Non-budgetary requirements regarding the retirement plans changed
downward by $56 million compared with the 2004-2005 Budget. This
decrease can be attributed mainly to the recording of the government’s
expenditures as employer that were not disbursed during the fiscal year.

Transactions related to other non-budgetary accounts represent year-to-
year changes in these financial items. These accounts, which include, in
particular, cash and bills on hand, outstanding cheques, accounts
receivable and accounts payable, can fluctuate a great deal because of the
variability of government cash inflow and disbursements. For 2004-2005,
the balance of the other accounts of the Consolidated Revenue Fund
entails a $43-million increase in financial requirements.

The reduction in the financial requirements of consolidated organizations
amounts to $35 million.
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Financing

Preliminary results for 2004-2005 show that the change in direct debt
amounts to $5 359 million, i.e. $4 395 million for the Consolidated
Revenue Fund and $964 milion for consolidated organizations.
Borrowings in fiscal 2004-2005 amount to $12 412 million, or
$10 214 million for the Consolidated Revenue Fund and $2 198 million for
consolidated organizations. It should be noted that pre-financing of
$2 661 million was obtained and will be used to cover part of the
2005-2006 borrowing program of the Consolidated Revenue Fund.

TABLE 2.7

GOUVERNEMENT DU QUEBEC
SUMMARY OF CONSOLIDATED FINANCING TRANSACTIONS
(millions of dollars)

2004-2005
Budget
Speech of Preliminary
March 30, 2004 results Change
Change in cash position
Consolidated Revenue Fund 1644 -813 — 2457

Consolidated organizations — — —
Total change in cash position 1644 - 813 — 2457
Change in direct debt

Consolidated Revenue Fund

New borrowings 5704 10 214 4510
Repayment of borrowings -5303 -5819 -516
401 4 395 3994

Consolidated organizations
New borrowings 2180 2198 18
Repayment of borrowings -1216 -1234 -18
964 964 —
Total change in direct debt 1365 5359 3994
Retirement plans sinking fund — 2545 -4134 -1589

Total financing of consolidated
transactions 464 412 - 52

Note: A negative entry indicates a financial requirement and a positive entry, a source of financing. For
the change in cash position, a negative entry indicates an increase and a positive entry, a
decrease.
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Financing of the Consolidated Revenue Fund

Preliminary results show that the change in the direct debt of the
Consolidated Revenue Fund is $4 395 million, an increase of
$3 944 million compared with the figure announced in the 2004-2005
Budget Speech. Borrowings in 2004-2005 amount to $10 214 million,
$4 510 million more than expected in the last Budget, mainly on account of
pre-financing of $2 661 million and advance deposits in the retirement
plans sinking fund (RPSF). The Consolidated Revenue Fund contracted a
large borrowing on the European market in February (1 500 million euros,
or CAN$2 381 million), allowing deposits of $1.5 billion that were to be
made in the RPSF in 2005-2006 to be made immediately.

Owing to pre-financing, the cash level will increase by $813 million, even
though a reduction of $1 644 million was forecast in the last Budget.

Financing of consolidated organizations

Preliminary results show that the change in the direct debt of consolidated
organizations amounts to $964 million, as anticipated in the last Budget.

T ——
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Borrowings

In all, the government contracted long-term borrowings of $12 525 million
in 2004-2005, of which $10 214 million was for Consolidated Revenue
Fund needs and $2 311 million for the Financing Fund. The borrowings of
the Financing Fund are used to meet the financing needs of consolidated
organizations ($2 198 million) and certain government enterprises
($113 million).

In all, 70% of the financing program, or $8 782 million, was conducted in
Canadian dollars. In regard to the main financial instruments used, eight
public bond issues were carried out on the Canadian market for a total of
$4 102 million. Real return issues for a total of $551 million were also
carried out. In addition, medium-term notes were issued on the Canadian
market for $1 767 million, and on the European market for $1 341 million.
Furthermore, savings products sold by Epargne Placements Québec
should provide the government with $743 million in financing.

Lastly, 30% of the financing program was conducted in foreign currency. A
public bond issue was carried out on the US market for US$1 000 million
(CAN$1 362 million) in May 2004. A public bond issue was also carried out
on the European market for 1 500 million euros (CAN$2 381 million) in
February 2005.
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TABLE 2.8

GOUVERNEMENT DU QUEBEC
SUMMARY OF LONG-TERM BORROWINGS IN 2004-2005
(millions of dollars)

Consolidated

Consolidated Government

Revenue Fund organizations enterprises Total

Currency %
Canadian dollar
Public issues

Negotiable bonds 3181 808 113 4102 46.7

Real return bonds 551 — — 551 6.3
Medium-term notes

On the Canadian market 1400 367 — 1767 20.1

On the European market 658 683 — 1341 15.3
Private issues

Canada Pension Plan Investment Fund 5 — — 5 0.1
Savings products 743 - — 743 8.4
Immigrant Investor Program 585 - - 585 6.7
Change in debt resulting from currency swaps -312 _ _ -312 -3.6
Sub-total 6 811 1858 113 8782 70.1
US dollar
Public issue 1022" 340" _ 1362 100.0
Sub-total 1022 340 — 1362 10.9
Euro
Public issue 2 381 _ _ 2 381 100.0
Sub-total 2 381 _ _ 2 381 19.0
Total 10 214 2198 113 12 525 100.0

1 The original borrowing was for US$1 000 million (CAN$1 362 million). An amount of CAN$340 million derived from this borrowing was
advanced to the Financing Fund in order to be loaned to consolidated organizations.
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The following charts show the change in yield on 10-year bonds and
Treasury bills in recent years.

CHART 2.1

YIELD ON LONG-TERM (10-YEAR) SECURITIES
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CHART 2.2
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CHART 2.3

YIELD ON SHORT-TERM SECURITIES
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Repayment of borrowings

Preliminary results show that the repayment of borrowings of the
Consolidated Revenue Fund and consolidated organizations for fiscal
2004-2005 amounts to $7 053 million, $534 million more than forecast in
the March 30, 2004 Budget Speech.

Repayment of borrowings of the Consolidated Revenue Fund

Preliminary results show that the repayment of borrowings of the
Consolidated Revenue Fund amounts to $5 819 million in 2004-2005,
$516 million more than forecast in the Budget Speech of March 30, 2004.
This increase is due in particular to higher-than-anticipated repayments of
savings products and higher-than-expected revenue of the sinking fund for
government borrowings.

Repayment of borrowings of consolidated organizations
Preliminary results show that the repayment of borrowings of consolidated

organizations for fiscal 2004-2005 stands at $1 234 million, $18 million
more than forecast in the last Budget.
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TABLE 2.9

Total government debt

The government's total debt consists of the consolidated direct debt and
the net retirement plans liability. The consolidated direct debt is the sum of
the direct debt of the Consolidated Revenue Fund and the debt of
consolidated organizations. The net retirement plans liability consists of the
retirement plans liability minus the balance of the retirement plans sinking
fund (RPSF), an asset that will eventually be used to pay the retirement
benefits of public and parapublic sector employees.

Preliminary results show that the government's consolidated direct debt
amounts to $82 929 million as at March 31, 2005, or $72 364 million as
direct debt of the Consolidated Revenue Fund and $10 565 million as debt
of the consolidated organizations.

TOTAL GOVERNMENT DEBT AS AT MARCH 31, 2005

(

millions of dollars)

Consolidated direct debt Retirement plans

Consolidated Retirement Retirement Net

Revenue Consolidated plans plans sinking retirement
Fund organizations Total liability fund plans liability Total debt

Debt as at March 31,

2005 72 364 10565 82929 54 659 - 18 338 36 321 119 250
Pre-financing - 2661 — -2661 — — — - 2661
Total 69 703 10 565 80 268 54 659 -18 338 36 321 116 589

1

Preliminary results.

It should be noted that an amount of $2 661 million included in the
consolidated direct debt represents pre-financing in 2004-2005 that will be
used to cover part of the borrowing program in 2005-2006.

As at March 31, 2005, the net retirement plans liability stands at
$36 321 million.

Excluding pre-financing, the government’s total debt is $116 589 million as
at March 31, 2005.
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Structure of debt

As at March 31, 2005, the proportion of the direct debt of the Consolidated
Revenue Fund in Canadian dollars amounts to 84.7% and the proportion in
foreign currency, 15.3%. In addition, the share at fixed interest rates and
the share at variable interest rates is 65.1% and 34.9% respectively.

CHART 2.4

STRUCTURE OF THE DIRECT DEBT OF THE CONSOLIDATED REVENUE FUND AS AT MARCH 31, 2005’
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1 Preliminary results.
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Including the debt of consolidated organizations and the net retirement
plans liability, the proportion of the total debt in Canadian dollars amounts
to 90.7% and that in foreign currency, 9.3% as at March 31, 2005.

TABLE 2.10

STRUCTURE OF THE TOTAL DEBT AS AT MARCH 31, 2005'
(millions of dollars)

Consolidated direct debt

Consolidated Consolidated Net retirement Total
Currency Revenue Fund % organizations Total % plans liability debt %
Canadian dollar 61271 84.7 10565 71836 86.6 36 321 108 157 90.7
US dollar 2133 29 — 2133 26 — 2133 1.8
Yen 4 471 6.2 — 447 5.4 — 4 471 3.7
Swiss franc 4492 6.2 — 4492 5.4 — 4492 3.8
Pound sterling -3 — — -3 — — -3 —
Sub-total 72 364 100.0 10565 82929 100.0 36 321 119 250 100.0
Pre-financing - 2661 — —-2661 — - 2661
Total 69 703 10 565 80 268 36 321 116 589

Note: The debt in foreign currency is expressed in Canadian equivalent based on the exchange rates in effect on March 31, 2005.
1 Preliminary results.

T ——
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Long-term public sector debt

Long-term public sector debt includes the government's total debt as well
as the debts of the networks, Hydro-Québec, the municipalities and other
government enterprises. In many cases, this debt has served to finance
public infrastructure, such as roads, schools, hospitals, hydroelectric dams
and water purification plants.

Preliminary results show that the public sector debt amounts to
$183 442 million as at March 31, 2005, or 68.7% of gross domestic
product (GDP).

TABLE 2.11

LONG-TERM PUBLIC SECTOR DEBT'
(millions of dollars)

As at March 31

2001 2002 2003 2004 2005°

Total government debt® 104 848 107175 111342 114725 116 589
Health and social services and

education networks 8787 9588 11008 10877 12 302
Hydro-Québec 38979 37893 35639 34348 33032
Other government enterprises 4 345 3906 3955 3575 3724
Municipalities and municipal

bodies* 16699 16777 16530 17212 17 795
Total 173658 175339 178474 180737 183442
As a % of GDP 77.2 76.0 73.2 71.3 68.7

1 Including Treasury bills outstanding of the Consolidated Revenue Fund and the Financing Fund.

As at March 31, 2005, outstanding Treasury bills amount to $2 112 million for the Consolidated
Revenue Fund and $1 196 million for the Financing Fund. The Treasury bills of the Financing
Fund are used to meet the financing needs of consolidated organizations, the Société
québécoise d'assainissement des eaux and certain government enterprises.

2 Preliminary results.

3 Consolidated direct debt and net retirement plans liability, excluding pre-financing totalling
$1 475 million in 2000-2001, $1 154 million in 2001-2002, $4 132 million in 2002-2003,
$1 848 million in 2003-2004 and $2 661 million in 2004-2005. These borrowings are allocated to
the years to which they apply.

4 Includes the long-term debt of the Société québécoise d'assainissement des eaux.

SECTION 2 22



2005-2006 Budget The Government’s Budgetary and Financial Position in 2004-2005

and Public Sector Debt

Historical data and preliminary results

TABLE 2.12

GOUVERNEMENT DU QUEBEC
SUMMARY OF CONSOLIDATED BUDGETARY AND FINANCIAL TRANSACTIONS'
(millions of dollars)

2001-2002 2002-2003 2003-2004 2004-2005 ?
Budgetary transactions of Consolidated
Revenue Fund
Own-source revenue before exceptional
losses of SGF 38 506 40720 42 241 44 161
Federal transfers 8 885 8 932 9370 9228
Total revenue 47 391 49 652 51611 53 389
Program spending -41 863 -43 837 -45 302 -46 742
Debt service - 6 687 -6 583 -6 655 -6 868
Total expenditure - 48 550 - 50420 -51 957 -53610
Net results of consolidated organizations 322 379 346 221
Budgetary reserve
Use of funds allocated to reserve 950 — — —
Consolidated budget balance before exceptional
losses of SGF 113 - 389 0 0
Exceptional losses of SGF -91 - 339 - 358 —
Consolidated budget balance® 22 -728 - 358 0
Consolidated non-budgetary transactions
Investments, loans and advances -1142 - 1651 -1125 -1075
Capital expenditures -995 - 1482 -1019 -919
Retirement plans 2 089 2 007 2219 2174
Other accounts - 589 217 -1183 - 592
Consolidated non-budgetary requirements - 637 -909 -1108 -412
Consolidated net financial requirements -615 -1637 -1466 -412
Consolidated financing transactions
Change in cash position 236 -3090 2316 -813
Change in direct debt 3519 6 368 1514 5359
Retirement plans sinking fund -3 140 - 1641 -2 364 -4134
Total financing of consolidated transactions 615 1637 1466 412

Note: A negative entry indicates a financial requirement and a positive entry, a source of financing. For the change in cash position, a

1

negative entry indicates an increase and a positive entry, a decrease.

Data presented in the 2004-2005 Budget incorporated a downward restatement of $132 million in own-source revenue and program
spending, corresponding to the implementation of changes to the family policy from January 1 to March 31, 2005, i.e. during the last
three months of the 2004-2005 budget year. The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006
and, therefore, an adjustment corresponding to an additional nine-month period must be incorporated, representing an additional
decrease in own-source revenue and program spending of $457 million in 2003-2004 and $409 million in 2004-2005.

Preliminary results.

The net results of the specified purpose accounts do not affect the consolidated budget balance. Consequently, no financial data were
presented for these accounts in previous budget plans. However, since the revenue and expenditure of the specified purpose accounts
were included in the government’s consolidated financial statements in 2003-2004, the tables in appendices 2.1 and 2.2, which
compare the Budget Plan data with those presented in the consolidated statement of operations in the government’s consolidated
financial statements, take the impact of these accounts into consideration. In addition, the full data for the specified purpose accounts
are presented in Appendix 3.1. It should be noted that the specified purpose accounts were created to administer funds received under
contracts or agreements that provide for the allocation of these funds to specific purposes.

|
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TABLE 2.13

GOUVERNEMENT DU QUEBEC - CONSOLIDATED REVENUE FUND

REVENUE BY SOURCE BEFORE THE EXCEPTIONAL LOSSES OF SGF FROM 2001-2002
TO 2003-2004

(millions of dollars)

2001-2002 2002-2003 2003-2004 2004-2005 '

Own-source revenue
Income and property taxes

Personal income tax 15 274 15 569 15678 16 385
Contributions to Health Services Fund 4 291 4 068 4 649 4 844
Corporate taxes 4 029 3735 3 892 4177
23 594 23372 24 219 25 406

Consumption taxes
Retail sales 7 294 8 051 8 658 9219
Fuel 1536 1645 1685 1682
Tobacco 652 867 889 913
Alcoholic beverages2 384 416 409 407
9 866 10 979 11 641 12 221

Duties and permits
Motor vehicles 662 690 707 723
Natural resources 188 201 108 176
Other ? 196 197 206 200
1046 1088 1021 1099

Miscellaneous

Sales of goods and services 412 440 399 377
Interest 395 321 317 354
Fines, forfeitures and recoveries 371 417 471 411
1178 1178 1187 1142

Revenue from government enterprises before
exceptional losses of SGF

Société des alcools du Québec 489 540 571 547
Loto-Québec 1352 1353 1393 1494
Hydro-Québec 1041 1842 2 049 21153
Other - 60 368 160 137 °
2822 4103 4173 4 293
Total own-source revenue before exceptional
losses of SGF 38 506 40 720 42 241 44 161
Federal transfers
Equalization 5 336 5315 4 065 5221
Canada Health and Social Transfer 2 958 2 648 4 266 3343
Other transfers related to fiscal arrangements 27 34 64 33
Other programs 564 935 975 631
Total federal transfers 8 885 8 932 9 370 9 228
Total revenue before exceptional losses of SGF 47 391 49 652 51 611 53 389

Note: Data restated according to the information provided in Note 1 of Table 2.12.

1 Preliminary results.

2 Given that the specific and ad valorem duties on alcoholic beverages were abolished in September 2004 and replaced by a specific tax
at higher rates, revenue associated with the tax on alcoholic beverages will henceforth be grouped in the consumption taxes section and
presented under a separate heading. Duties from the sale of liquor permits ($20 million in 2004-2005) will be recorded under other
duties and permits.

3 Including the exceptional gain of $265 million realized by Hydro-Québec on the sale of its interest in Noverco inc., the preliminary results
amount to $2 380 million. This exceptional gain of $265 million was entered under “Other.”
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TABLE 2.14

GOUVERNEMENT DU QUEBEC - CONSOLIDATED REVENUE FUND
EXPENDITURE BY DEPARTMENT
(millions of dollars)

2001-2002 2002-2003 2003-2004 2004-2005

Program spending

Assemblée nationale 88 92 94 94
Personnes désignées par I'Assemblée nationale 50 63 90 58
Affaires municipales et Régions 1578 1554 1543 1639
Agriculture, Pécheries et Alimentation 651 641 663 660
Conseil du trésor et Administration gouvernementale 456 500 412 435
Conseil exécutif 98 144 170 219
Culture et Communications 479 490 512 522
Développement durable, Environnement et Parcs 205 205 207 183
Développement économique, Innovation et Exportation 873 905 539 582
Education, Loisir et Sport 10615 11 167 11 575 11 881
Emploi et Solidarité sociale 4 036 4120 4153 4083
Famille, Ainés et Condition féminine 1131 1275 1432 1500
Finances (excluding debt service) 116 125 111 149
Immigration et Communautés culturelles 135 156 133 107
Justice 531 565 597 633
Relations internationales 111 111 112 98
Ressources naturelles et Faune 440 440 437 379
Revenu 613 778 77 622
Santé et Services sociaux 17 186 17 916 19 073 20 036
Sécurité publique 799 871 935 940
Services gouvernementaux 32 39 36 44
Tourisme 109 143 146 146
Transports 1443 1467 1547 1657
Travail 88 70 68 75
Total program spending 41 863 43 837 45 302 46 742
Debt service

Direct debt service 3970 3935 3913 4080
Interest ascribed to retirement plans 2717 2648 2742 2788
Total debt service 6 687 6 583 6 655 6 868
Total expenditure 48 550 50 420 51 957 53 610

Note: Data restated according to the information provided in Note 1 of Table 2.12.
1 Preliminary results.
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TABLE 2.15

GOUVERNEMENT DU QUEBEC
CONSOLIDATED NON-BUDGETARY TRANSACTIONS
(millions of dollars)

2001-2002  2002-2003 2003-2004 2004-2005

Investments, loans and advances
Consolidated Revenue Fund
Government enterprises

Shares and investments

Société générale de financement du Québec - 550 - 200 — —
Société Innovatech du Grand Montréal -20 -50 — 80
Société Innovatech Québec et Chaudiére-Appalaches -29 -30 -2 —
Société Innovatech du sud du Québec -19 -1 — -2
Société Innovatech Régions ressources -12 -8 -9 -1
Other -18 - 41 285 —

- 648 - 340 274 77

Change in the equity value of investments - 371 -1140 - 786 -902
Total government enterprises -1019 - 1480 -512 - 825
Individuals, corporations and others -173 -45 19 -6
Municipalities and municipal bodies 4 2 5 2
-1188 -1523 -488 - 829

Consolidated organizations 46 -128 - 637 - 246
Total investments, loans and advances -1142 -1651 -1125 -1075

Capital expenditures
Consolidated Revenue Fund

Net investments -135 - 200 - 159 - 306

Amortization 193 207 200 212

58 7 41 -94

Consolidated organizations -1053 - 1489 -1060 - 825

Total capital expenditures -995 -1482 -1019 -919
1 Preliminary results.
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TABLE 2.15 (CONT.)

GOUVERNEMENT DU QUEBEC
CONSOLIDATED NON-BUDGETARY TRANSACTIONS
(millions of dollars)

2001-2002 2002-2003 2003-2004  2004-2005

Retirement plans
Contributions by the government as employer
RREGOP and RRPE

Cost of credited service? 1014 1053 1248 1223
Amortization of actuarial gain (-) or loss 141 155 156 153
Other plans
Cost of credited service? 147 170 144 106
Amortization of actuarial gain (-) or loss 65 70 70 73
Cost of changes 28 3 — —
Total government contribution 1395 1451 1618 1555
Contributions by independent employers 4 4 5 5
Participants' contributions 88 76 146 143
Total contributions 92 80 151 148
Benefits, repayments and administrative expenses -2720 -2913 -3 154 -3 249
Interest on actuarial obligation 3322 3389 3 604 3720
Total retirement plans 2 089 2 007 2219 2174

Other accounts

Consolidated Revenue Fund - 652 257 -1220 -478
Consolidated organizations 63 -40 37 -114
Total other accounts - 589 217 -1183 - 592
Total consolidated non-budgetary transactions - 637 - 909 -1108 -412
Note: A negative entry indicates a financial requirement and a positive entry, a source of financing.

1 Preliminary results.

2 Actuarial value of retirement benefits credited during the fiscal year, calculated according to the actuarial projected benefit method

prorated on service.

|
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TABLE 2.16

GOUVERNEMENT DU QUEBEC
CONSOLIDATED FINANCING TRANSACTIONS
(millions of dollars)

2001-2002 2002-2003 2003-2004  2004-2005 '

Change in cash position

Consolidated Revenue Fund 323 -2978 2284 - 813
Consolidated organizations - 87 -112 32 —
Total change in cash position 236 -3 090 2 316 -813

Change in direct debt
Consolidated Revenue Fund

New borrowings 7700 8 862 5030 10 214
Repayment of borrowings -4 890 - 3 884 -4 798 -5819
2810 4978 232 4 395

Consolidated organizations
New borrowings 1311 2 568 2516 2198
Repayment of borrowings - 602 -1178 -1234 -1234
709 1390 1282 964
Total change in direct debt 3519 6 368 1514 5 359
Retirement plans sinking fund® -3140 -1 641 -2 364 -4134
Total financing of consolidated transactions 615 1637 1 466 412

Note: A negative entry indicates a financial requirement and a positive entry, a source of financing. For the change in cash position, a
negative entry indicates an increase and a positive entry, a decrease.

1 Preliminary results.
This sinking fund receives amounts to be used to cover retirement benefits payable by the government under the public and parapublic
sector retirement plans. The investment income of this fund is reinvested in it and applied against the interest on the actuarial obligation
to obtain the interest charge on the retirement plans.
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TABLE 2.17

GOUVERNEMENT DU QUEBEC
BORROWINGS FOR THE CONSOLIDATED REVENUE FUND IN 2004-2005

Amount in Face value in
Canadian foreign Interest Date of Date of Price to Yield to
dollars’ currency rate’ issue maturity investor investor®
(millions) % $ %
392 — 5.75 April 13 2036-12-01 101.011 5.681
499 — 5.75 May 4 2036-12-01 99.790 5.764
1022 Us$750* 4.875 May 5 2014-05-05 99.243 4972
147 — 5.75 July 12 2036-12-01 97.979 5.890
49° — 5.125° July 26 2014-06-03 98.650 5.238
123° — 5.125° July 26 2014-06-03 98.512 5.256
503 — 5.50 August 3 2014-12-01 100.736 5.405
411 — 5.50 August 20 2014-12-01 102.694 5.158
248 — 5.50 October 26 2014-12-01 104.583 4918
89° — Variable’ December 6 2014-06-30 100.000 Variable
534 — 5.50 December 20 2014-12-01 106.763 4,643
447 — 5.50 January 31 2014-12-01 106.729 4.639
397° — 4.375° February 4 2013-02-04 99.274 4.436
2381° €1 500 3.625° February 10 2015-02-10 99.284 3.678
1 400° — Various Various Various Various Various
551° — Various Various Various Various Various
743" — Various Various Various Various Various
5" — Various Various Various Various Various
585" — Various Various Various Various Various
- 312 " Various Various Various Various Various Various
10 214

Note: The Québec government has credit agreements with various banks and financial institutions for a total of US$3 500 million. None of
these credit agreements is being drawn upon.

Borrowings in foreign currency given in Canadian equivalent of their value on the date of borrowing.

Interest payable semi-annually except if another frequency is indicated in a note.

Yield to investor is determined on the basis of interest payable semi-annually.

The original borrowing totalled US$1 000 million, or CAN$1 362 million. An amount of US$250 million, or CAN$340 million, derived from
this borrowing was advanced to the Financing Fund in order to be loaned to consolidated organizations.

5 Medium-term notes on the European market.

6 Interest payable annually.

7 Interest payable quarterly.
8
9

BWON -

Medium-term notes on the Canadian market.
Real return bonds. The principal and the interest rate of these bonds are adjusted according to the change in the Consumer Price Index
in Canada.

10 Savings products issued by Epargne Placements Québec.

11 Borrowings from the Canada Pension Plan Investment Fund.

12 Immigrant Investor Program.

13 Amount received (disbursed) under interest rate and currency swap agreements.
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TABLE 2.18

GOUVERNEMENT DU QUEBEC
BORROWINGS FOR THE FINANCING FUND IN 2004-2005

Amount in Face value
Canadian in foreign Interest Date of Date of Price to Yield to
dollars' currency rate’ issue maturity investor investor®
(millions) % $ %

A. Borrowings for consolidated organizations

198* — 4.50° April 28 2011-04-28 99.235 4,578
. ay -05- . .
340 US$250° 4.875 May 5 2014-05-05 99.243 4972
250* — Variable” May 10 2014-05-10 100.000 Variable
343 — 5.75 July 12 2036-12-01 97.979 5.890
74* — 5.125° July 26 2014-06-03 98.512 5.256
103 — 5.50 August 20 2014-12-01 102.694 5.158
1288 — Variable’ September 22 2011-08-06 99.989 Variable
1508 — Variable October 7 2011-08-06 100.057 Variable
275 — 5.50 October 26 2014-12-01 104.583 4.918
161* — Variable” December 6 2014-06-30 100.000 Variable
898 — 5.35 January 13 2025-06-01 100.786 5.286
87 — 5.50 January 31 2014-12-01 106.729 4.639

Sub-total 2198

B. Borrowings for certain government enterprises

113 — 5.75 April 13 2036-12-01 101.011 5.681
Sub-total 113
Total 2 311

Borrowings in foreign currency given in Canadian equivalent of their value on the date of borrowing.

Interest payable semi-annually except if another frequency is indicated in a note.

Yield to investor is determined on the basis of interest payable semi-annually.

Medium-term notes on the European market.

Interest payable annually.

Amount derived from a borrowing of US$1 000 million (CAN$1 362 million) contracted by the Consolidated Revenue Fund.
Interest payable quarterly.

Medium-term notes on the Canadian market.

ONO U WN -
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TABLE 2.19

GOUVERNEMENT DU QUEBEC ]
BORROWINGS BY FINANCEMENT-QUEBEC IN 2004-2005

Amount in Face value in
Canadian foreign Interest Date of Date of Price to Yield to
dollars currency rate’ issue maturity investor investor?
(millions) % $ %
506 — 4.75 May 14 2009-12-01 101.257 4.491
501 — 5.25 June 15 2011-12-01 100.230 5.212
513 — 5.25 August 31 2011-12-01 102.524 4.832
1993 — 5.00" September 2 2012-11-01 99.580 5.004
200° — Variable® March 10 2015-03-10 100.000 Variable
1919

Interest payable semi-annually except if another frequency is indicated in a note.
Yield to investor is determined on the basis of interest payable semi-annually.
Medium-term notes on the Canadian market.

Interest payable annually.

Medium-term notes on the European market.

Interest payable quarterly.

DAL WN -
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TABLE 2.20

GOUVERNEMENT DU QUEBEC
BORROWINGS BY HYDRO-QUEBEC IN 2004’

Amount in Face value in
Canadian foreign Interest Date of Date of Price to Yield to
dollars® currency rate issue maturity investor investor
(millions) % $ %
1916° Various Various Various Various Various Various
- 3634 Various Various Various Various Various Various
1553

Note: Hydro-Québec has credit agreements with various banks and financial institutions for a total of US$1 500 million. None of the credit
agreements was being drawn upon as at December 31, 2004.

Borrowings contracted as at December 31, 2004.

Borrowings in foreign currency given in Canadian equivalent of their value on the date of borrowing.

Medium-term notes on the Canadian market.

Amount received (disbursed) under interest rate and currency swap agreements.

BWON -
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Section 2 Appendix 2.1

Additional data on the results for fiscal
2003-2004

Table 2.1.1: Reconciliation of the preliminary results presented in
the 2004-2005 Budget Speech with the actual results
presented in the 2005-2006 Budget Speech

Table 2.1.2: Comparison of the actual results presented in the
2005-2006 Budget Speech with those presented in the
Consolidated Statement of Operations in the
government’s financial statements

|
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TABLE 2.1.1

ADDITIONAL DATA ON THE RESULTS FOR FISCAL 2003-2004

RECONCILIATION OF THE PRELIMINARY RESULTS PRESENTED IN THE 2004-2005 BUDGET SPEECH WITH THE ACTUAL
RESULTS PRESENTED IN THE 2005-2006 BUDGET SPEECH

(millions of dollars)

Preliminary Actual
results in results in
2004-2005 2005-2006
Budget Speech Revisions ' Restatement 2 Budget Speech
Budgetary transactions of
Consolidated Revenue Fund
Own-source revenue before
exceptional losses of SGF 42 824 -126 - 457 42 241
Federal transfers 9 377 -7 9 370
Total revenue 52 201 - 133 - 457 51 611
Program spending -45 800 41 457 - 45302
Debt service - 6 668 13 - 6 655
Total expenditure - 52 468 54 457 - 51 957
Net results of consolidated organizations 267 79 346
Consolidated budget balance before exceptional
losses of SGF 0 0
Exceptional losses of SGF - 364 6 - 358
Consolidated budget balance - 364 6 - 358

1 These results were presented in the Quarterly Presentation of Financial Transactions as at September 30, 2004.
2 The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006 and, therefore, an adjustment corresponding to an additional nine-month period
must be incorporated, representing a decrease of $457 million in own-source revenue and program spending.
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TABLE 2.1.2

ADDITIONAL DATA ON THE RESULTS FOR FISCAL 2003-2004
COMPARISON OF THE ACTUAL RESULTS PRESENTED IN THE 2005-2006 BUDGET SPEECH WITH THOSE PRESENTED IN THE
CONSOLIDATED STATEMENT OF OPERATIONS IN THE GOVERNMENT’S FINANCIAL STATEMENTS

(millions of dollars)

Government's

2005-2006 financial
Budget speech statements
Consolidated Specified
Revenue Consolidated purpose Actual Actual
Fund organizations 1 accounts 2 results Restatements results
Revenue by source

Income and property taxes 24 219 462 24 681 589 25270
Consumption taxes 11 641 52 11693 11693
Duties and permits 1021 337 1358 1358
Miscellaneous 1187 1467 172 2 826 2 826
Revenue from government enterprises® 3815 3815 3815
Own-source revenue 41 883 2318 172 44 373 589 3 44 962
Federal transfers 9 370 564 186 10 120 10 120
Total revenue 51 253 2 882 358 54 493 589 55 082

Expenditure by mission®
Health and Social Services -19 073 -732 -43 -19 848 -1 -19 859
Education and Culture -12 219 - 56 -96 -12 371 9 -12 362
Economy and Environment -5511 - 566 -98 -6 175 -54 -6 229
Support for Individuals and Families -4 844 -52 -1 -4 897 -524 -5 421
Administration and Justice - 3655 - 544 -120 -4 319 -9 -4 328
Program spending - 45 302 -1950 - 358 -47 610 -589 ° -48 199
Debt service -6 655 - 586 -7 241 -7 241
Total expenditure - 51957 -2 536 - 358 - 54 851 - 589 - 55 440
Consolidated budget balance - 358 - 358

1 Organizations and special funds under government control that have their own management and financial authority delegated to them by legislation. The results of these
organizations are consolidated line by line with those of the Consolidated Revenue Fund.

2 The specified purpose accounts were created to administer funds received under contracts or agreements that provide for the allocation of these funds to specific purposes.

3 Data presented in the 2004-2005 Budget incorporated a downward restatement of $132 million in own-source revenue and program spending, corresponding to the implementation of
changes to the family policy from January 1 to March 31, 2005, i.e. during the last three months of the 2004-2005 budget year. The family policy changes included in the 2005-2006
Budget apply throughout 2005-2006 and, therefore, an adjustment corresponding to an additional nine-month period must be incorporated, representing a decrease of $457 million in
own-source revenue and program spending.

4 Including the exceptional losses of $358 million registered by the SGF.

5 It should be noted that the Budget presents expenditures other than debt service by department, while the government’s financial statements report such expenditures by mission.
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Additional data on the results for fiscal
2004-2005

Table 2.2.1: Reconciliation of the results forecast in the 2004-2005
Budget Speech with the preliminary results presented
in the 2005-2006 Budget Speech

Table 2.2.2: Operations presented according to the format used in
the government’s financial statements
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TABLE 2.2.1

ADDITIONAL DATA ON THE RESULTS FOR FISCAL 2004-2005

RECONCILIATION OF THE RESULTS FORECAST IN THE 2004-2005 BUDGET SPEECH WITH THE PRELIMINARY RESULTS
PRESENTED IN THE 2005-2006 BUDGET SPEECH
(millions of dollars)

Preliminary
Results forecast in results in
2004-2005 2005-2006
Budget Speech Revisions ' Restatement ° Budget Speech
Budgetary operations of

Consolidated Revenue Fund
Own-source revenue 45 358 -788 - 409 44 161
Federal transfers 8 476 752 9 228
Total revenue 53 834 - 36 - 409 53 389
Program spending -47 151 409 -46 742
Debt service -6 939 71 - 6 868
Total expenditure - 54 090 71 409 -53 610
Net results of consolidated organizations 256 -35 221
Consolidated budget balance 0 0

1 These revisions are presented in Table 2.1 on page 4.

2  The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006 and, therefore, an adjustment corresponding to an additional nine-month
period must be incorporated, representing a decrease of $409 million in own-source revenue and program spending.
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TABLE 2.2.2

ADDITIONAL DATA ON THE RESULTS FOR FISCAL 2004-2005
OPERATIONS PRESENTED ACCORDING TO THE FORMAT USED IN THE GOVERNMENT’S FINANCIAL STATEMENTS

(millions of dollars)

Preliminary Preliminary
Budget Specified results results
forecasts of purpose based on based on
March 30, 2004 * accounts 2 Revisions *  2004-2005 Budget Restatement *  2005-2006 Budget®
Revenue by source
Income and property taxes 26 846 - 543 26 303 -409 25 894
Consumption taxes 12 049 342 12 391 12 391
Duties and permits 1321 -8 1313 1313
Miscellaneous 2714 146 - 161 2699 2699
Revenue from government enterprises 4823 - 530 4 293 4 293
Own-source revenue 47 753 146 -900 46 999 -409 46 590
Federal transfers 8 971 114 797 9 882 9 882
Total revenue 56 724 260 - 103 56 881 - 409 56 472
Expenditure by mission®
Health and Social Services -20768 -45 38 -20775 -20775
Education and Culture -12516 -26 - 47 - 12589 - 12589
Economy and Environment - 6282 -94 138 - 6238 - 6238
Support for Individuals and Families -5325 -1 - 58 -5384 409 -4 975
Administration and Justice -4 435 -94 116 -4 413 -4 413
Anticipated lapsed and deferred appropriations 195 - 195
Program spending -49 131 - 260 -8 -49 399 409 -48 990
Debt service - 7593 111 -7 482 - 7482
Total expenditure - 56 724 - 260 103 - 56 881 409 - 56 472
Consolidated budget balance 0 0

The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006 and, therefore, an adjustment corresponding to an additional nine-month

1 Including transactions of the Consolidated Revenue Fund and consolidated organizations.
2 The revenue and expenditure of the specified purpose accounts were included in the consolidated financial statements as of fiscal 2003-2004.
3  These revisions include those of the Consolidated Revenue Fund and consolidated organizations.
4
period must be incorporated, representing a decrease of $409 million in own-source revenue and program spending.
5 Revenue and expenditure totals correspond to those given in the summary of consolidated budgetary and non-budgetary transactions presented in Appendix 3.1.
6

by mission.
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Introduction

The budgetary and financial stance of the government is presented in this
section of the Budget Plan.

The information provided includes:
— a summary of consolidated financial transactions from 2003-2004 to
2006-2007, including the impact for 2005-2006 and 2006-2007 of the

fiscal and budgetary measures announced in the present Budget;

— brief explanations of the anticipated change in revenue and
expenditure;

— aglimpse of the change in the main financial indicators.

|
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Presentation of the government’s financial
framework

The government's financial framework is based on the maintenance of a
balanced budget, as required by the Balanced Budget Act.

The results for 2004-2005 show that the zero-deficit target set at the
beginning of the year was achieved.

The financial framework provides that a balanced budget will also be
maintained in 2005-2006 and 2006-2007. In 2006-2007, however, the
government must make up a budgetary shortfall of $773.

TABLE 3.1

SUMMARY OF CONSOLIDATED BUDGETARY AND FINANCIAL TRANSACTIONS™"?
(millions of dollars)

20032004  2004-2005° 2005-2006° 2006-2007 °

Budgetary transactions of the Consolidated Revenue

Fund®

Own-source revenue before the exceptional losses

of the SGF* 42 241 44 161 45 528 46 603
Federal transfers 9370 9228 9 607 9 856
Total revenue 51 611 53 389 55135 56 459
Program spending —45 302 - 46742 — 48 407 - 50 149
Debt service - 6655 — 6 868 - 6995 -7 309
Total spending - 51957 - 53610 - 55402 — 57 458
Net results of consolidated organizations 346 221 267 226
Consolidated budgetary balance before the

exceptional losses of the SGF 0 0 0 -773
Exceptional losses of the SGF — 358 —_ —_ —_
Shortfall to be absorbed — — — 773
Consolidated budgetary balance — 358 0 0 0
Consolidated non-budgetary requirements —-1108 - 412 — 434 - 301
Consolidated net financial requirements

Consolidated Revenue Fund - 152 552 500 500
Consolidated organizations -1314 - 964 - 934 - 801
Total —1 466 - 412 -434 - 301

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.

1 A negative entry indicates a financial requirement and a positive entry, a source of financing.
Data presented in the 2004-2005 Budget incorporated a downward restatement of $132 million in own-source revenue and program
spending, corresponding to the implementation of changes to the family policy from January 1 to March 31, 2005, i.e. during the last
three months of the 2004-2005 budget year. The family policy changes included in the 2005-2006 Budget apply throughout 2005-2006
and, therefore, an adjustment corresponding to an additional nine-month period must be incorporated, representing an additional
decrease in own-source revenue and program spending of $457 million in 2003-2004 and $409 million in 2004-2005.

3 Revenue and expenditure of the Consolidated Revenue Fund do not include the transactions of consolidated organizations grouped
under the heading “net results of consolidated organizations” or those of the specified purpose accounts presented in Appendix 3.1.

4 Own-source revenue of the Consolidated Revenue Fund includes revenue from government enterprises, except for the exceptional
losses registered by the Société générale de financement du Québec (SGF) in 2003-2004.

|
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The financial objectives set for 2005-2006 and 2006-2007 are based on
annual program spending growth of 3.6%. The program spending objective
must be increased, notably to meet the government’s goals regarding
wage equity and renewal of the collective agreements of government
employees.

Consolidated net financial requirements will total $434 million in 2005-2006
and $301 million in 2006-2007.

The net financial surpluses of the Consolidated Revenue Fund will be
$500 million in 2005-2006 and 2006-2007.

The net financial requirements of consolidated organizations will stand at
$934 million in 2005-2006 and $801 million in 2006-2007.

|
SECTION 3 5



2005-2006 Budget Budget Plan

Revenue

Budgetary revenue

The government's budgetary revenue should total $55 135 million in
2005-2006, that is, $45 528 million in own-source revenue and
$9 607 million in federal transfers. After increasing by 3.4% in 2004-2005,
budgetary revenue should rise by 3.3% in 2005-2006 and 2.4% in
2006-2007.

TABLE 3.2

CONSOLIDATED REVENUE FUND
CHANGE IN REVENUE
(millions of dollars)

2003-2004  2004-2005° 2005-2006° 2006-2007"

Own-source revenue 42 241" 44 161 45 528 46 603
% change 3.7 4.5 3.1 2.4
Federal transfers 9370 9228 9607 9 856
% change 4.9 -15 41 2.6
Total revenue 51 611 53 389 55135 56 459
% change 3.9 3.4 3.3 2.4
Nominal GDP growth rate in % 41 5.3 4.6 3.8
Inflation rate in Canada in % 2.8 1.9 2.2 1.7

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.
1 Before the exceptional losses of $358 million registered by the Société générale de financement
du Québec.

|
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Own-source revenue

In 2004-2005, own-source revenue should be up 4.5% from the previous
year. The increase is slightly less than the increase in the gross domestic
product (GDP) primarily due to the personal income tax reduction
announced in last year’s budget.

In 2005-2006, the full impact of the fiscal measures announced in previous
budgets as well as of those announced in the present Budget will
moderate own-source revenue growth to 3.1%. The slower growth will be
particularly marked in personal income tax. In 2006-2007, weaker growth
in consumption taxes and the additional impact of fiscal measures,
particularly on corporate taxes, will limit growth in own-source revenue to
2.4%.

TABLE 3.3
CONSOLIDATED REVENUE FUND

CHANGE IN OWN-SOURCE REVENUE BY SOURCE
(millions of dollars)

2003-2004 2004-2005° 2005-2006° 2006-2007°

Personal income tax 15678 16 385 16 691 17 323
% change 0.7 4.5 1.9 3.8
Health Services Fund 4 649 4 844 5031 5216
% change 14.3 4.2 3.9 3.7
Corporate taxes 3892 4177 4 302 4 304
% change 4.2 7.3 3.0 0.0
Consumption taxes 11 641 12 221 12 761 12 983
% change 6.0 5.0 44 1.7
Other revenue 2208 2241 2290 2289
% change -2.6 1.5 2.2 0.0
Sub-total 38 068 39 868 41 075 42 115
% change 4.0 4.7 3.0 25
Government enterprises 4173’ 4 293 4 453 4 488
% change 1.7 29 3.7 0.8
Own-source revenue 42 241" 44 161 45 528 46 603
% change 3.7 4.5 31 24
Nominal GDP growth rate in %> 41 5.3 4.6 3.8

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.
1 Before the exceptional losses of $358 million of the Société générale de financement du Québec.
2 For the calendar year ending three months before the end of the fiscal year.

|
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More specifically, in regard to the change in revenue by source:

personal income tax, the main source of government revenue, should
increase by 1.9% in 2005-2006 to $16 691 million. This is weaker
than the growth in salaries and wages and other income subject to tax
and is attributable to the impact of fiscal measures announced in this
Budget as well as the previous one. After exceeding $300 million in
2004-2005, the impact of these measures will be $1.2 billion this year.
Considering the growth in income subject to tax and the impact of the
fiscal measures announced in the present Budget, personal income
tax is expected to grow at a rate of 3.8% in 2006-2007;

contributions to the Health Services Fund should climb by 3.9% to
$5.0 billion in 2005-2006. This increase is comparable to the growth in
salaries and wages on a fiscal year basis. This will also be the case in
2006-2007, when the growth rate is expected to be 3.7%;

despite an average increase of over 6% in corporate profits both this
year and next, corporate taxes will grow by only 3.0% in 2005-2006,
whereas revenue will remain stable in 2006-2007. This situation is
mainly attributable to the reform of corporate taxation and the
economic growth measures announced in the present Budget;

in 2005-2006, revenue from consumption taxes should climb by 4.4%,
in pace with growth in household consumption, considering the
stagnation in revenue from the tobacco tax. In 2006-2007, growth in
revenue from consumption taxes will slow to 1.7% owing to more
moderate growth in consumption in 2006 and lower residential
investment with the anticipated decline in housing starts. The
residential sector’s return to more normal levels of activity reduces
Québec sales tax growth by just over 1%;

revenue from government enterprises is expected to increase by 3.7%
in 2005-2006. This is a faster pace of growth than in 2004-2005 and is
primarily attributable to the increase in earnings of the Société des
alcools du Québec, which were affected by last year's employee
strike.

|
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TABLE 3.4

CONSOLIDATED REVENUE FUND

CHANGE IN REVENUE FROM GOVERNMENT
ENTERPRISES

(millions of dollars)

2003-2004 2004-2005° 2005-2006"
Hydro-Québec 2049 2115 2125
Loto-Québec 1393 1494 1536
Société des alcools du Québec 571 547 682
Other 160 137 110
Sub-total 41732 4293 4453
% change 1.7 29 3.7

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.

Including the exceptional gain of $265 million realized by Hydro-Québec on the sale of its interest

in Noverco inc., the preliminary results for 2004-2005 amount to $2 380 million. This exceptional

gain of $265 million is entered under “Other.”

2 Before the exceptional losses of $358 million registered by the Société générale de financement
du Québec.

N

|
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Link between changes in own-source revenue and
economic growth

Overall, nominal growth in own-source revenue should be similar to
nominal economic growth, as was the case in 2004-2005. After taking the
financial impact of fiscal measures into account, the rate of own-source
revenue growth in 2005-2006 is slightly higher than that of GDP growth.
The lower elasticity in 2006-2007 is largely due to the lower growth in sales
tax revenue. In this regard, the impact of the decline in housing starts on
investment in residential construction reduces the government’s sales tax
revenue more than the GDP.

TABLE 3.5

CONSOLIDATE REVENUE FUND
CHANGE IN OWN-SOURCE REVENUE ON A COMPARABLE BASIS
(millions in dollars)

2004-2005° 2005-2006" 2006-2007"

Own-source revenue, excluding government
enterprises and consolidated organizations 39 868 41 075 42 115

% change 4.7 3.0 2.5
Less:
2005-2006 Budget measures:

Personal income tax reduction - 81 - 337

Other fiscal measures -98 - 250
2004-2005 Budget measures:

Personal income tax - 338 - 1161 -1197

Other fiscal measures 114 316 471
2003-2004 Budget measures 678 687 633
2002-2003 Budget measures - 416 - 483 - 532
Other factors 200 283 284
Revenue on a comparable basis 39 630 41 612 43 043

% change 51 5.0 3.4
Gross domestic product in % 5.3 4.6 3.8
Elasticity’ 0.96 1.08 0.92

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.
1 Elasticity between growth in revenue on a comparable basis and growth in gross domestic product. An elasticity rate of
1.00 means that 1% growth in GDP results in 1% growth in own-source revenue.
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Federal transfers

After sliding 1.5% in 2004-2005, federal transfer revenue is expected to
climb by 4.1% in 2005-2006 and 2.6% in 2006-2007. The main reason for
the increase is the impact of the first ministers’ meetings on federal health
funding and equalization held in fall 2004.

The 38.3% growth in other programs in 2005-2006 essentially stems from
the federal government’'s announcement of a contribution to provincial
child-care services. Québec will receive $165 million of this transfer in
2005-2006.

TABLE 3.6

CONSOLIDATED REVENUE FUND
CHANGE IN FEDERAL TRANSFER REVENUE
(millions of dollars)

2004-2005" 2005-2006° 2006-2007"

Equalization 5221 4 667 4611
% change 28.4 -10.6 -1.2
Transfers for health services 2417 3060 3412
% change n.a. 26.6 11.5
Transfers for post-secondary education and 926 962 1007
other social programs
% change n.a. 3.9 4.7
Other programs 664 918 826
% change n.a. 38.3 -10.0
Total federal transfers 9 228 9 607 9 856
% change -15 41 2.6

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.

The 2005-2006 Budget adopts a new way of presenting the Québec
government’s federal transfer revenue. Changes were made to the list of
programs to reflect the federal government’s restructuring of major transfer
programs starting in 2004-2005.
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The federal government divided the Canada Health and Social Transfer
(CHST) into two different programs in 2004-2005. The revenue from these
new programs is entered as “Transfers for health care” and “Transfers for
post-secondary education and other social programs.” The total of these
two new items corresponds to the old item “CHST.” Revisions regarding
the CHST for the years prior to 2004-2005 will also be recorded during the
coming years and will be divided between the two new items according to
the CHST breakdown used by the federal government, that is, 62% for
health and 38% for post-secondary education and other social programs.

In addition, henceforth, “Other transfers related to fiscal arrangements,”
which generated $33 million in revenue from tax on preferred shares in
2004-2005, will be combined with “Other programs.”

DIAGRAM 3.1

NEW PRESENTATION OF THE QUEBEC GOVERNMENT’S FEDERAL
TRANSFER REVENUE AS OF 2004-2005
(millions of dollars)

Former presentation New presentation
Equalization 5221 —— » Equalization 5221
Transfers for health care 2417
CHST 3343 — Transfers for post-secondary
education and other social 926
programs
Other transfers related to fiscal 33
arrangements
— Other programs 664
Other programs 631
Total federal transfers 9 228 Total federal transfers 9228
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First ministers’ meetings in fall 2004

Two important meetings of the federal and provincial first ministers held in
fall 2004 resulted in upward revisions in federal transfers to the Québec
government.

The September 2004 Health Accord provides for a 6% annual increase in
federal health transfers, the creation of a trust fund to reduce wait times
and a fund for the acquisition of medical equipment. The impact of the
Accord for Québec is $502 million in 2004-2005 and over $700 million per
year thereafter.

TABLE 3.7

IMPACT OF THE SEPTEMBER 2004 HEALTH ACCORD
(millions of dollars)

2004-2005 2005-2006 2006-2007 2007-2008 2008-2009 2009-2010

Canada

Increase in the base 1000 2 500 2 240 2 098 2429 2787
Wait Time Reduction Fund 625 625 1200 1200 600 250
Medical Equipment Fund 500

Total 2125 3125 3440 3298 3029 3037
Québec

Increase in the base 236 589 525 490 564 644
Wait Time Reduction Fund 148 147 282 281 141 58
Medical Equipment Fund 118

Total 502 736 807 77 705 702

|
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In September 2004, the federal government also announced a reform of
the national equalization program. For the past 40 years or so, the total
amount of equalization paid out by the federal government and its
distribution among the provinces have been calculated according to a
single formula. Henceforth, these two components will no longer be linked
during calculation of the province’s equalization entitlements. As part of the
program reform, the federal government:

— fixed equalization funding at $10 billion in 2004-2005 and $10.9 billion
in 2005-2006;

— provided for an annual increase of 3.5% in equalization entitlements as
of 2006-2007;

— mandated a panel of experts to recommend, by December 2005, a
new allocation formula for distributing equalization funding among the
provinces as of 2006-2007.

It is unknown how the new equalization framework will impact Québec as
of 2006-2007. However, for the purposes of government financial planning,
it was assumed that Québec’s share of federal equalization payments as
of 2006-2007 would be the same as in 2005-2006.

TABLE 3.8

IMPACT OF NEW FEDERAL EQUALIZATION FRAMEWORK
(millions of dollars)

2004-2005 2005-2006 2006-2007 2007-2008 2008-2009 2009-2010

Canada 1148 1694 1707 1719 1729 1738

Québec 279 334 To be determined

Note: Impact calculated in relation to ministére des Finances du Québec’s forecasts for growth in federal equalization
payments. The impact of the new equalization framework for Québec will not be known until the federal government
announces the new allocation formula after the panel of experts has tabled its report in December 2005. However, for
the purposes of the Québec government’s financial planning, it was assumed that Québec’s share of federal
equalization payments as of 2006-2007 would be the same as in 2005-2006.
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Expenditure

Government expenditure should total $55 402 million in 2005-2006.
Program spending will be $48 407 million, while debt service will stand at
$6 995 million.

Program spending

The program spending objective set in the last budget for 2004-2005 was
achieved. The spending objective for 2005-2006 was increased by
$439 million from the amount provided for in the last budget.

Program spending will therefore grow by $1 665 million in 2005-2006, a
3.6% increase. There will be another 3.6% increase in 2006-2007.

|
SECTION 3 15



2005-2006 Budget Budget Plan
___________________________________________________________________________________________|

TABLE 3.9

CONSOLIDATED REVENUE FUND
CHANGE IN EXPENDITURE
(millions of dollars)

2003-2004 2004-2005° 2005-2006° 2006-2007°

Program spending objectives

set in the 2004-2005 Budget -45800 —47 151 —48 377 -49 635
% change 3.3 2.9 2.6 26

Change in expenditure as

presented in the 2003-2004 41

Public Accounts

;gg;e_l;eonag rgut 3 gr:{;%ts}:'s cture’ 457 409 409 409

Increase in spending objective —439 -923

Program spending —45 302 —-46742 — 48 407 - 50149
% change 3.3 3.2 3.6 3.6

Debt service - 6655 — 6868 - 6995 -7309
% change 11 3.2 1.8 4.5

Total spending -51957 -53610 — 55402 — 57 458
% change 3.1 3.2 3.3 3.7

Nominal GDP growth rate in %” 4.1 5.3 46 3.8

Inflation rate in Canada in % 2.8 1.9 2.2 1.7

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.

1 Data presented in the 2004-2005 Budget incorporated a downward restatement of $132 million in
own-source revenue and program spending, corresponding to the implementation of changes to
the family policy from January 1 to March 31, 2005, i.e. during the last three months of the
2004-2005 budget year. The family policy changes included in the 2005-2006 Budget apply
throughout 2005-2006 and, therefore, an adjustment corresponding to an additional nine-month
period must be incorporated, representing an additional decrease in own-source revenue and
program spending of $457 million in 2003-2004 and $409 million in 2004-2005.

2 For the calendar year ending three months before the end of the fiscal year.

|
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Debt service

Debt service has two components, namely, direct debt service of the
Consolidated Revenue Fund and the interest ascribed to the retirement
plans.

TABLE 3.10

CONSOLIDATED REVENUE FUND
DEBT SERVICE
(millions of dollars)

2003-2004 2004-2005° 2005-2006° 2006-2007°

Direct debt service -3913 -4080 -4319 -4 603
% change -0.6 4.3 59 6.6

Interest ascribed to the

retirement plans1 —-2742 —-2788 - 2676 -2706
% change 3.5 1.7 -40 1.1

Debt service - 6655 — 6868 -6995 —7309
% change 11 3.2 1.8 4.5

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.
1 Interest ascribed to the retirement plans corresponds to the interest on the actuarial obligation
less the investment income of the retirement plans sinking fund.

Growth in debt service is expected to be 1.8% in 2005-2006, primarily as a
result of the rise in short-term interest rates. The anticipated foreign
exchange gains from the Canadian dollar’'s appreciation against foreign
currencies are mostly offset by the increase in the debt.

The 4.5% growth rate predicted in 2006-2007 reflects the rise in short-term
interest rates, the increase in the debt and, to a lesser extent, the dollar’s
depreciation versus certain currencies.

|
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Consolidated organizations

Consolidated organizations are expected to record net results of
$267 million in 2005-2006 and $226 million in 2006-2007. These changes
are negligible compared with the net results recorded in 2004-2005.

TABLE 3.11

CONSOLIDATED ORGANIZATIONS
CHANGE IN BUDGETARY TRANSACTIONS
(millions of dollars)

2003-2004 2004-2005°  2005-2006° 2006-2007°

Revenue
Federal transfers 564 540 619 605
2 882 2823 3064 3016

Expenditure

Expenditure excluding debt

service -1950 -1988 -2119 -2087

Debt service - 586 - 614 - 678 - 703
- 2536 —-2602 -2797 —-2790

Net results 346 221 267 226

P:  Preliminary results for 2004-2005 and forecasts for subsequent years.
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Main financial indicators

Continued decline in program spending/GDP ratio

The ratio of program spending to gross domestic product (GDP) has fallen
steadily since 1992-1993, decreasing from a peak of 22.5% to 17.3% in
2005-2006, the lowest level in 35 years.

CHART 3.1

PROGRAM SPENDING
(as a percentage of GDP)
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Priority given to the health and education sectors

Delivering on its promises, the government has made health and social
services and education its priority spending areas. From 2003-2004 to
2005-2006, health spending grew by 5.2% per year on average. The
average annual growth in spending on education was 3.0%.

CHART 3.2

PROGRAM SPENDING — AVERAGE ANNUAL GROWTH RATE

2003-2004 TO 2005-2006
(percent)
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An increasing share of spending is devoted to health and
social services

The growth in health and social services spending has relatively
outstripped total program spending in the last ten years. The relative
weight of the health and social services sector in total program spending
has risen from 35.8% in 1990-1991 to 43.1% in 2005-2006.

The increased weight of health spending reflects the priority given to this
sector by the government, in order to deal with the aging population and
the additional costs arising from new technologies and higher drug costs.

CHART 3.3

CHANGE IN WEIGHT OF HEALTH AND SOCIAL SERVICES SPENDING IN
TOTAL PROGRAM SPENDING
(percent)
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A shrinking proportion of revenue is being devoted to
interest payments on the debt

The share of budgetary revenue devoted to total debt service, which also
includes interest ascribed to the retirement plans and the debt service of
consolidated organizations, should stand at 13.1% in 2005-2006 compared
with 17.7% in 1997-1998.

CHART 3.4

TOTAL DEBT SERVICE
(as a percentage of budgetary revenue)
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Reducing the weight of the debt on the economy

The weight of the total debt dropped from 52.2% in 1997-1998 to 43.7% in
2004-2005.

By maintaining a balanced budget through tight spending control, the
debt/GDP ratio will fall to below 40% by the end of the decade.
CHART 3.5

TOTAL DEBT
(as a percentage of GDP)
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TABLE 3.1.1

BUDGETARY TRANSACTIONS

CONSOLIDATED REVENUE FUND"?
(millions of dollars)

Own-source Federal Total Program Debt Total
revenue ° transfers revenue spending service spending

Before reform of government accounting

1970-1971 2672 1094 3 766 -3714 -197 -391
1971-1972 3110 1293 4 403 —4 548 -210 —-4758
1972-1973 3672 1261 4933 -5038 —242 -5280
1973-1974 4279 1376 5655 - 6026 — 288 -6314
1974-1975 5271 1871 7142 — 7288 - 296 — 7584
1975-1976 6 006 2222 8228 - 8811 - 368 -9179
1976-1977 7 020 2520 9540 —10 260 — 456 -10716
1977-1978 7 867 3088 10 955 -11053 - 606 - 11659
1978-1979 8 382 3 268 11 650 -12 331 - 817 -13148
1979-1980 9295 3754 13 049 —14 479 -970 - 15449
1980-1981 10 578 3894 14 472 - 16 571 -1382 - 17 953
1981-1982 13 269 4473 17 742 -18 413 -1950 —-20 363
1982-1983 14 385 5172 19 557 -19720 -2300 —-22020
1983-1984 15414 6 227 21 641 -21294 -2511 - 23 805
1984-1985 15 829 6 236 22 065 - 22926 -3012 - 25938
1985-1986 17 788 6178 23 966 —24 085 -3354 — 27 439
1986-1987 19519 5828 25 347 — 24763 - 3556 —-28 319
1987-1988 21986 6 117 28 103 —26 824 - 3675 - 30499
1988-1989 23 360 6 386 29 746 — 27648 -3802 —-31450
1989-1990 24 353 6674 31027 —-28776 -4015 -32791
1990-1991 26 066 6972 33038 -31576 —4 437 -36 013
1991-1992 27713 6 747 34 460 —34 095 —4 666 —-38 761
1992-1993 27 556 7764 35320 - 35594 -4 756 —40 350
1993-1994 28 161 7762 35923 - 35530 -5316 —40 846
1994-1995 28 810 7 494 36 304 —36 243 -5882 -42 125
1995-1996 29 996 8 126 38122 —36 035 -6034 —42 069
1996-1997 30 518 6704 37 222 —34 579 — 5855 —-40434
After reform of government accounting

1997-1998 33 598 5 656 39 254 - 34684 - 6765 — 41449
1998-1999 35971 7 813 43 784 — 37 041 -6573 -43614
1999-2000 38 333 6 064 44 397 — 37 837 -6752 —44 589
2000-2001 40 321 7 895 48 216 —40 151 -6972 —47123
2001-2002 38415 * 8 885 47 300 * - 41863 - 6687 —48 550
2002-2003 40381 * 8932 49313 * - 43 837 - 6583 —50420
2003-2004 41883 "* 9370 51253 * —45 302 - 6655 - 51957
2004-2005" 44 161 9228 53 389 —46 742 — 6868 -53610
2005-2006" 45 528 9607 55135 —48 407 - 6995 — 55402

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.

1 A negative entry indicates a financial requirement and a positive entry, a source of financing.
Data for the Consolidated Revenue Fund exclude the revenue and expenditure of specified purpose accounts and consolidated
organizations presented in tables 3.1.2 and 3.1.3.

3 Own-source revenue of the Consolidated Revenue Fund includes revenue from government enterprises.

4 Own-source revenue includes the exceptional losses of the Société générale de financement du Québec, i.e. $91 million in 2001-2002,
$339 million in 2002-2003 and $358 million in 2003-2004.
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TABLE 3.1.2

BUDGETARY TRANSACTIONS

SPECIFIED PURPOSE ACCOUNTS'
(millions of dollars)

Own- Expenditure
source Federal Total excluding debt Debt Total
revenue transfers revenue service service expenditure Net results

Before reform of government accounting

1970-1971
1971-1972
1972-1973
1973-1974
1974-1975
1975-1976
1976-1977
1977-1978
1978-1979
1979-1980
1980-1981
1981-1982
1982-1983
1983-1984
1984-1985
1985-1986
1986-1987
1987-1988
1988-1989
1989-1990
1990-1991
1991-1992
1992-1993
1993-1994
1994-1995
1995-1996
1996-1997

After reform of government accounting

1997-1998 92 487 579 - 579
1998-1999 80 221 301 - 301
1999-2000 102 196 298 —-298
2000-2001 123 174 297 - 297
2001-2002 155 171 326 - 326
2002-2003 199 150 349 —-349
2003-2004 172 186 358 - 358
2004-2005° 146 114 260 - 260
2005-2006" 233 182 415 -415

-579
- 301
—298
- 297
- 326
- 349
— 358
—-260
- 415

OCOO0OO0OOCO0OOO0OOo
[eoNeololololNolNo o)

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.
1 A negative entry indicates a financial requirement and a positive entry, a source of financing.

|
SECTION 3 28



2005-2006 Budget The Government’s Budgetary and Financial Stance
___________________________________________________________________________________________|

TABLE 3.1.3

BUDGETARY TRANSACTIONS
CONSOLIDATED ORGANIZATIONS'
(millions of dollars)

Own- Expenditure
source Federal Total excluding debt Debt Total
revenue transfers revenue service service expenditure Net results

Before reform of government accounting

1970-1971
1971-1972
1972-1973
1973-1974
1974-1975
1975-1976
1976-1977
1977-1978
1978-1979
1979-1980
1980-1981
1981-1982
1982-1983
1983-1984
1984-1985
1985-1986
1986-1987
1987-1988
1988-1989
1989-1990
1990-1991
1991-1992
1992-1993
1993-1994
1994-1995
1995-1996
1996-1997

After reform of government accounting

1997-1998 1391 318 1709 - 1094 - 577 -1671 38
1998-1999 1680 258 1938 - 1368 -614 - 1982 —44
1999-2000 1850 270 2120 —-1300 - 621 -1921 199
2000-2001 1851 250 2101 -1183 - 634 -1817 284
2001-2002 1940 420 2 360 - 1464 - 574 -2038 322
2002-2003 2160 375 2535 - 1607 - 549 -2156 379
2003-2004 2318 564 2882 -1950 — 586 - 2536 346
2004-2005 © 2283 540 2823 -1988 -614 -2602 221
2005-2006 © 2445 619 3 064 -2119 - 678 -2797 267

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.
1 A negative entry indicates a financial requirement and a positive entry, a source of financing.
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TABLE 3.1.4

SUMMARY OF CONSOLIDATED BUDGETARY AND NON-BUDGETARY TRANSACTIONS'
(millions of dollars)

Budgetary transactions’

Own- Expenditure
source Federal Total excluding Debt Total Budgetary Surplus
revenue transfers  revenue debt service service expenditure reserve  (deficit)

Before reform of government accounting

1970-1971 2672 1094 3 766 -3714 -197 -3911 - 145
1971-1972 3110 1293 4 403 — 4548 -210 -4758 - 355
1972-1973 3672 1261 4933 -5038 —242 -5280 — 347
1973-1974 4279 1376 5655 - 6026 — 288 -6314 - 659
1974-1975 5271 1871 7142 —7288 —296 —7 584 —442
1975-1976 6 006 2222 8 228 - 8811 - 368 -9179 - 951
1976-1977 7 020 2520 9 540 -10 260 — 456 -10716 -1176
1977-1978 7 867 3088 10 955 -11053 — 606 - 11659 - 704
1978-1979 8 382 3268 11 650 - 12 331 - 817 -13 148 — 1498
1979-1980 9295 3754 13 049 - 14 479 -970 — 15449 —2400
1980-1981 10 578 3894 14 472 - 16 571 - 1382 —17 953 -3481
1981-1982 13 269 4473 17 742 -18413 - 1950 —20 363 -2621
1982-1983 14 385 5172 19 557 -19720 —2300 —22020 - 2463
1983-1984 15414 6 227 21641 -21294 -2511 —23 805 -2164
1984-1985 15 829 6 236 22 065 - 22926 -3012 - 25938 -3873
1985-1986 17 788 6178 23 966 —24 085 - 3354 —27 439 — 3473
1986-1987 19 519 5828 25 347 -24763 - 3556 -28319 -2972
1987-1988 21986 6117 28 103 - 26824 -3675 —30499 -2 396
1988-1989 23 360 6 386 29 746 — 27 648 -3802 —31450 - 1704
1989-1990 24 353 6 674 31027 - 28776 -4015 -32791 - 1764
1990-1991 26 066 6972 33 038 - 31576 —4 437 -36013 -2975
1991-1992 27 713 6 747 34 460 - 34095 —4 666 - 38761 -4 301
1992-1993 27 556 7764 35320 - 35594 —-4756 —40 350 -5030
1993-1994 28 161 7762 35923 - 35530 -5316 —40 846 -4923
1994-1995 28 810 7 494 36 304 - 36243 —5882 —42125 -5821
1995-1996 29 996 8126 38 122 - 36 035 - 6034 —42 069 —-3947
1996-1997 30518 6 704 37 222 - 34579 - 5855 —40434 -3212
After reform of government accounting

1997-1998 35081 6 461 41 542 - 36 357 -7342 -43 699 -2157
1998-1999 37731 8292 46 023 -38710 -7187 —45 897 126
1999-2000 40 285 6 530 46 815 -39435 -7373 —46 808 7
2000-2001 42 295 8319 50 614 - 41631 — 7606 —49 237 —-950 427
2001-2002 40510 ® 9476 49 986 ° - 43653 -7 261 -50914 950 22
2002-2003 42740 ° 9 457 52197 ® -45793 -7132 - 52925 -728
2003-2004 44 373 ° 10 120 54 493 ® - 47 610 -7241 — 54 851 - 358
2004-2005" 46 590 9882 56 472 —48 990 —7482 — 56 472 0
2005-2006" 48 206 10 408 58 614 - 50 941 -7673 - 58614 0

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.

1 A negative entry indicates a financial requirement and a positive entry, a source of financing.
In addition to the Consolidated Revenue Fund, these data include the revenue and expenditure of specified purpose accounts and
consolidated organizations presented in tables 3.1.2 and 3.1.3.

3 Own-source revenue includes the exceptional losses of the Société générale de financement du Québec, i.e. $91 million in 2001-2002,
$339 million in 2002-2003 and $358 million in 2003-2004.
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Non-budgetary transactions

Investments, Net financial
loans and Capital Excess amount surplus
advances expenditures Retirement plans Other accounts (shortfall) (requirements)

~73 2 26 - 45 -190

- 63 1 113 51 - 304

- 53 -1 18 - 36 - 383
-122 25 459 362 - 297
- 146 104 319 277 - 165
- 186 109 622 545 — 406
- 183 187 - 161 - 157 -1333
- 229 265 — 488 — 452 - 1156

- 189 316 119 246 - 1252
- 188 683 551 1046 - 1354
— 56 822 416 1182 - 2299

— 586 1007 71 492 -2129
- 761 1051 -40 250 -2213
- 672 1057 — 436 - 51 -2215
- 167 1183 887 1903 -1970
40 1269 493 1802 -1671
—-380 1355 260 1235 -1737
—-680 2203 —493 1030 -1 366
- 670 1634 — 265 699 - 1005
- 516 1164 300 948 - 816
— 458 1874 77 1493 - 1482
- 411 1916 141 1646 — 2655
-490 1525 82 1117 -3913
- 623 1668 52 1097 - 3826
-1142 1509 578 945 -4 876
— 287 1701 - 415 999 —-2948
- 792 1928 - 60 1076 - 2136
-1315 - 209 1888 109 473 - 1684
-1402 -217 1020 996 397 523
- 2006 - 359 1740 1328 703 710
-1632 — 473 1793 - 631 - 943 - 516
-1142 - 995 2089 — 589 - 637 -615
- 1651 —1482 2 007 217 -909 -1637
-1125 -1019 2219 -1183 -1108 — 1466
-1075 -919 2174 - 592 -412 -412
-1517 —-1242 2016 309 - 434 - 434
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TABLE 3.1.5

CONSOLIDATED DEBT AT FISCAL YEAR-END
(millions of dollars)

Total debt

Retirement plans

Liability of Retirement plans Net liability of
Direct debt'? retirement plans sinking fund retirement plans3 Total
% of % of % of % of % of
$M GDP $M GDP $M GDP $M GDP $M GDP
Before reform of government accounting
1970-1971 2478 10.9 2478 10.9
1971-1972 2920 11.9 2920 11.9
1972-1973 3309 12.0 3309 12.0
1973-1974 3679 11.8 3679 11.8
1974-1975 4 030 11.0 67 0.2 4 097 111
1975-1976 4 955 12.0 179 0.4 5134 12.4
1976-1977 6 035 12.5 354 0.7 6 389 13.2
1977-1978 7111 13.4 620 1.2 7731 14.6
1978-1979 8 325 14.1 915 1.6 9240 15.7
1979-1980 9472 14.4 1598 24 11 070 16.8
1980-1981 12 247 16.8 2420 3.3 14 667 20.1
1981-1982 14 184 17.6 3428 4.3 17 612 21.9
1982-1983 16 485 19.3 4 489 5.3 20974 24.6
1983-1984 18 880 20.6 5 545 6.0 24 425 26.6
1984-1985 21216 21.2 6729 6.7 27 945 27.9
1985-1986 23633 22.0 7 998 7.4 31631 295
1986-1987 25 606 21.9 9353 8.0 34 959 29.8
1987-1988 26 819 20.9 10 883 8.5 37 702 294
1988-1989 27 091 19.2 12 597 8.9 39 688 28.2
1989-1990 27 699 18.7 14 320 9.6 42 019 28.3
1990-1991 29 637 19.3 16 227 10.6 45 864 29.9
1991-1992 33106 21.3 18 143 11.7 51249 33,0
1992-1993 39 231 24.8 19 668 124 58 899 37.2
1993-1994 45 160 27.8 21337 13.2 854 0.5 20 483 12.6 65 643 40.5
1994-1995 52 468 30.8 22 846 13.4 849 0.5 21997 12.9 74 465 43.7
1995-1996 52 886 29.8 24 547 13.8 923 0.5 23624 13.3 76 510 43.1
1996-1997 52 625 29.2 26 475 14.7 1014 0.6 25 461 14.1 78 086 43.3
After reform of government accounting
1997-1998 57 947 30.7 41 617 221 1179 0.6 40 438 21.5 98 385 52.2
1998-1999 60 685 * 30.9 42 637 21.7 2209 1.1 40 428 20.6 101 113 * 51.5
1999-2000 62783 * 29.7 44 377 21.1 5040 2.4 39 337 18.7 102 120 * 48.4
2000-2001 65737 * 29.2 46 170 20.5 7 059 3.1 39 111 17.4 104 848 * 46.6
2001-2002 69 115 * 29.9 48 259 20.9 10 199 4.4 38 060 16.5 107 175 * 46.4
2002-2003 72916 * 29.9 50 266 20.6 11 840 4.8 38 426 15.8 111342 4 45.7
2003-2004 76 444 * 30.1 52 485 20.7 14 204 5.6 38 281 15.1 114725 45.2
2004-2005° 80 268 * 30.1 54 659 20.5 18 338 6.9 36 321 13.6 116 589 * 43.7
2005-2006" 82 226 294 56 675 20.3 19 493 7.0 37 182 13.3 119 408 42.7

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.
Includes Treasury bills, temporary borrowings and long-term debt. Since 1976-1977, the debt in foreign currency has been expressed in

N

the Canadian equivalent based on the exchange rate in effect on March 31 of the fiscal year under consideration.

AN

Excluding deferred foreign exchange gains or losses.

Liability of the retirement plans less the balance of the retirement plans sinking fund.
Excluding pre-financing totalling $2 831 million in 1998-1999, $506 million in 1999-2000, $1 475 million in 2000-2001, $1 154 million in
2001-2002, $4 132 million in 2002-2003, $1 848 million in 2003-2004 and $2 661 million in 2004-2005.
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Financial assets net of

other liabilities® Net debt Capital expenditures Debt representing
accumulated deficits®

% of % of % of % of
$M GDP $M GDP $M GDP $M GDP
188 0.8 2290 10.1 2290 10.1
275 1.1 2 645 10.8 2 645 10.8
317 1.2 2992 10.9 2992 10.9
28 0.1 3651 11.7 3651 11.7
4 0.0 4093 11.1 4093 11.1
90 0.2 5044 12.2 5044 12.2
36 0.1 6 353 13.2 6 353 13.2
673 1.3 7 058 13.3 7 058 13.3
780 1.3 8 460 14.4 8 460 14.4
234 0.4 10 836 16.5 10 836 16.5
341 0.5 14 326 19.6 14 326 19.6
5043 6.3 12 569 15.6 12 569 15.6
5936 7.0 15038 17.6 15038 17.6
7127 7.8 17 298 18.8 17 298 18.8
6 490 6.5 21455 214 21455 214
5896 5.5 25735 24.0 25735 24.0
6 243 5.3 28716 24.5 28716 24.5
6 587 5.1 31115 242 31115 242
6 869 4.9 32819 23.3 32819 23.3
7 436 5.0 34 583 233 34 583 233
8 306 5.4 37 558 245 37 558 24.5
9 364 6.0 41 885 27.0 41 885 27.0
11 985 7.6 46 914 29.6 46 914 29.6
13 806 8.5 51 837 32.0 51 837 32.0
16 788 9.8 57 677 33.8 57 677 33.8
14 886 8.4 61624 348 61624 348
13 253 7.3 64 833 35.9 64 833 35.9
9788 5.2 88 597 47.0 6016 3.2 82 581 43.8
15134 7 7.7 88 810 453 6 233 3.2 82 577 42.1
13464 7 6.4 89 162 42.3 6 693 3.2 82 469 39.1
17 165 8 7.6 89 158 39.6 7 166 3.2 81992 8 36.5
15557 7 6.7 92772 40.2 8234 3.6 84 538 36.6
198737 8.1 95 601 39.2 9716 4.0 85 885 35.2
19548 7 7.6 97 025 38.3 10735 4.2 86 290 34.0
21306 7 8.0 97 944 36.7 11 654 44 86 290 323
20 222 7.2 99 186 35.5 12 896 46 86 290 30.9

Including deferred foreign exchange gains or losses.

Including various accounting restatements that have not undergone a surplus (deficit) adjustment for previous years.

Takes into account pre-financing totalling $2 831 million in 1998-1999, $506 million in 1999-2000, $1 475 million in 2000-2001,
$1 154 million in 2001-2002, $4 132 million in 2002-2003, $1 848 million in 2003-2004 and $2 661 million in 2004-2005.

8 Including $950 million placed in reserve.

~NOo o
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TABLE 3.1.6

CONSOLIDATED DEBT SERVICE
(millions of dollars)

Interest ascribed to
Consolidated direct debt service the retirement plans’ Total debt service

Consolidated
Revenue Consolidated

Fund organizations Total
As a % of As a % of As a % of
Millions budgetary Millions budgetary Millions  budgetary
Millions of dollars of dollars revenue of dollars revenue of dollars revenue

Before reform of government accounting

1970-1971 197 197 5.2 197 5.2
1971-1972 210 210 4.8 210 4.8
1972-1973 242 242 4.9 242 4.9
1973-1974 288 288 5.1 288 5.1
1974-1975 296 296 4.1 296 4.1
1975-1976 368 368 4.5 368 4.5
1976-1977 456 456 4.8 456 4.8
1977-1978 606 606 55 606 55
1978-1979 763 763 6.5 54 0.5 817 7.0
1979-1980 882 882 6.8 88 0.7 970 7.4
1980-1981 1217 1217 8.4 165 1.1 1382 9.5
1981-1982 1686 1 686 9.5 264 1.5 1950 11.0
1982-1983 1921 1921 9.8 379 1.9 2300 11.8
1983-1984 2031 2031 9.4 480 2.2 2511 11.6
1984-1985 2414 2414 10.9 598 2.7 3012 13.7
1985-1986 2648 2648 11.0 706 29 3354 14.0
1986-1987 2754 2754 10.9 802 3.2 3 556 14.0
1987-1988 2751 2751 9.8 924 3.3 3675 13.1
1988-1989 2665 2 665 9.0 1137 3.8 3802 12.8
1989-1990 2829 2829 9.1 1186 3.8 4015 12.9
1990-1991 3026 3026 9.2 1411 43 4 437 13.4
1991-1992 3222 3222 9.3 1444 4.2 4 666 13.5
1992-1993 3475 3475 9.8 1281 3.6 4756 13.5
1993-1994 3750 3750 10.4 1 566 4.4 5316 14.8
1994-1995 4 333 4333 11.9 1549 4,3 5882 16.2
1995-1996 4 287 4 287 11.2 1747 4.6 6 034 15.8
1996-1997 3 906 3906 10.5 1949 5.2 5855 15.7
After reform of government accounting

1997-1998 3800 577 4 377 10.5 2 965 71 7 342 17.7
1998-1999 4159 614 4773 10.4 2414 5.2 7187 15.6
1999-2000 4120 621 4741 10.1 2632 5.6 7373 15.7
2000-2001 4378 634 5012 9.9 2594 5.1 7 606 15.0
2001-2002 3970 574 4544 9.1 2717 54 7 261 14.5
2002-2003 3935 549 4484 8.6 2648 5.1 7132 13.7
2003-2004 3913 586 4 499 8.3 2742 5.0 7241 13.3
2004-2005" 4 080 614 4694 8.3 2788 4.9 7 482 13.2
2005-2006" 4319 678 4 997 8.5 2676 4.6 7673 13.1

P:  Preliminary results for 2004-2005 and forecasts for 2005-2006.
1 Interest ascribed to the retirement plans corresponds to interest on the actuarial obligation less the investment income of the retirement
plans sinking fund.
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Report on the Application of the Balanced Budget Act

TABLE 4.1

Summary

The Act respecting the elimination of the deficit and a balanced budget
was adopted unanimously by the National Assembly of Québec on
December 19, 1996.

The Act was amended in the fall of 2001, when the Act to establish a
budgetary surplus reserve fund was adopted, in order to adapt it to the new
budgetary context. Since that time, the Act has been known as the Balanced
Budget Act.

Under section 15" of the Act, the Minister of Finance is required to report in
the Budget Speech on the application of the Act.

Compliance with the requirements of the Act

The government achieved surpluses in certain years in relation to the
objectives set by the Act:

— under section 9* of the Act, deficits may be incurred up to the amount of
surpluses accumulated;

— as indicated in Table 4.1, accumulated surpluses were revised to
$819 million at the end of the 2003-2004 fiscal year, given the
consolidated deficit of $358 million posted for that year, after the
exceptional losses of the Société générale de financement du Québec
(SGF).

SURPLUSES ACCUMULATED FROM 1996-1997 TO 2003-2004
UNDER THE BALANCED BUDGET ACT

(millions of dollars)

1996-1997 1997-1998 1998-1999 1999-2000 2000-2001 2001-2002 2002-2003 2003-2004

Deficit provided for by
the Act

Budgetary balance
disclosed in the public
accounts for the fiscal
year concerned

Surpluses (overruns)

-3275 -2200 -1200 — — — — —

-3217 -2192 126 30 427 22 - 694 - 358

58 8 1326 30 427 22 — 694 — 358

Accumulated
surpluses, end of year

58 66 1392 1422 1849 1871 1177 819

1 The first paragraph of section 15 stipulates that “the Minister shall report to the National Assembly
in the Budget Speech on the objectives pursued by this Act, on the achievement of those
objectives and on the variance recorded, if any.”

2  Section 9 stipulates that “if the Government achieves a surplus in a fiscal year, it may incur
overruns in subsequent fiscal years up to the amount of that surplus.”

|
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In 2004-2005, a balanced budget was achieved, thereby maintaining
accumulated surpluses at $819 million.

TABLE 4.2
ANTICIPATED ACCUMULATED SURPLUSES

UNDER THE BALANCED BUDGET ACT
(millions of dollars)

2004-2005"
Accumulated surpluses, beginning of year 819
Surpluses -
Accumulated surpluses, end of year 819

1 Preliminary results.
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Personal Income Tax Reduction of
$372 Million for Québec Taxpayers

Personal income tax reduction of $372 million .......coeeeeeeeeeiiiiiirreeencennn. 3
New $500 deducCtion fOr WOTKEIS ......ccociieeeeemmeesiiisrrreesssnssssssseesesssnsssssns 7

Reform of support for persons with disabilities and natural
Lo T = o Y= 10

Increase in the tax assistance for persons with a severe and

prolonged mental or physical impairment.............ccceeeecceiiiiiinnreccennnnn. 1
Improvement of the tax assistance for natural caregivers.................. 13
Increase in ceilings on RRSP and RPP contributions ........................ 21
Changes to tax credits for medical expenses........ccccccerrrrririirrrieeeneennns 22
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Personal income tax reduction of
$372 million

With the 2005-2006 Budget Speech, the government is announcing an
income tax reduction of $372 million over a full year. This reduction in taxes
is in addition to the gains provided through the 2004-2005 Budget.

In the 2004-2005 Budget Speech, the government announced it was
putting $1 billion back into taxpayers’ pockets by introducing the following
measures in 2005:

— Child Assistance;

— Work Premium;

— a single tax system.

The tax reduction announced in this budget will bring the combined gains
for taxpayers to $1.4 billion in 2006.

TABLE 1

TAXPAYER GAIN BY INCOME BRACKET - 2006
(millions of dollars)

Cumulative gain

2004-2005 2005-2006
Taxpayer income Budget Budget Total
$15 000 or less 369 15 384
$15 000 to $25 000 255 62 317
$25 000 to $50 000 260 166 426
$50 000 to $75 000 90 81 171
$75 000 to $100 000 23 27 50
Over $100 000 12 21 33
TOTAL 1009 372 1381
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The government will also index the tax system in 2006, making $315 million
more per year available to taxpayers.

Indexing the Québec tax system

In order to protect the purchasing power of Québec taxpayers against inflation, the
government indexes the personal income tax system. All three taxable income
brackets in the tax table as well as most tax credits are indexed.

In 2006, the government will index the tax system at a cost of $315 million. The
cumulative impact for the period 2003-2006 is $895 million.

IMPACT OF INDEXATION OF THE PERSONAL INCOME TAX SYSTEM

2003-2006

2003 2004 2005 2006
Indexation rate (%) 1.47 2.00 1.43 2.00'
Impact in millions of dollars 165 235 180 3157
Cumulative impact in millions of dollars 165 400 580 895

1 Based on an assumed indexation rate of 2%. The real indexation rate for 2006 will be known in fall 2005.
2 The higher impact in 2006 essentially reflects two factors. First, the indexation rate is higher in 2006 than in
2005, and second, the Child Assistance payment and the Work Premium will be indexed beginning in 2006.

SECTION 5 4



2005-2006 Budget Personal Income Tax Reduction
___________________________________________________________________________________________|

Changes to the tax system

The tax reduction announced in the 2005-2006 Budget' is provided
through:

— a new $500 tax deduction for workers;

— an increase in the tax assistance for persons with a severe and
prolonged mental or physical impairment;

— improvement of the tax assistance for caregivers;

— higher ceilings on contributions to registered retirement savings plans
(RRSP) and registered pension plans (RPP);

— an increase in the refundable tax credit for medical expenses.
The financial impact of the tax reduction will be:
— $81 million in 2005-2006;

— $337 million in 2006-2007.

TABLE 2

IMPACT OF THE PERSONAL INCOME TAX REDUCTION IN THE 2005-2006 BUDGET
(millions of dollars)

Impact on tax Impact on financial

burden framework

Full year 2005-2006 2006-2007
New $500 deduction for workers -300 -70 -300
Increase in the tax assistance for persons with
a severe and prolonged mental or physical impairment -7 -1 -7
Improvement of the tax assistance for caregivers
— Increase in the supplement for handicapped children -8 -2 -8
— New refundable tax credit for natural caregivers -28 - -5
Higher ceilings on RRSP and RPP contributions -27 -7 -15
Increase in the refundable tax credit for medical expenses -2 -1 -2
TOTAL -372 -81 -337

1 The changes to the personal income tax system are explained in greater detail in
2005-2006 Budget: Additional Information on the Budgetary Measures.

|
SECTION 5 5



2005-2006 Budget Budget Plan

Reduction in the tax burden differential

The announced tax reductions will narrow the gap in personal income tax
burden between Québec and the other provinces.

In 2003, the average tax burden differential with the other provinces was
$2.2 billion. In 20086, the differential will drop by 43% to $1.2 billion.

TABLE 3

PERSONAL INCOME TAX

TAX BURDEN DIFFERENTIAL BETWEEN QUEBEC AND THE OTHER PROVINCES
DETERMINED BY APPLYING THE OTHER PROVINCES’ TAX STRUCTURE TO QUEBEC'
(millions of dollars)

2003 2005° 2006°
Differential Québec — other provinces*
Alberta 4433 4 081 3756
Ontario 5627 3758 3420
British Columbia 3538 3046 3057
Saskatchewan 2234 1799 1461
New Brunswick 1526 798 573
Manitoba 937 577 414
Nova Scotia 689 435 86
Prince Edward Island 1099 390 41
Newfoundland and Labrador -677 -1316 -1 663
AVERAGE DIFFERENTIAL 2156 1508 1238

1 Including health-care contributions and family assistance measures (e.g. family allowances, refundable tax
credits).

Before the provinces’ 2005-2006 budgets.

After Québec’s 2005-2006 Budget and the 2005-2006 budgets delivered by other provinces as at April 15, 2005,
that is, Newfoundland and Labrador, Prince Edward Island, New Brunswick, Manitoba, Saskatchewan, Alberta
and British Columbia.

4 The Québec tax abatement of 16.5% is subtracted from the tax burden differential.

w N
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New $500 deduction for workers

Work-related expenses incurred by workers are normally not deductible
from taxable income. To recognize the fact that certain costs must be
incurred in order to earn income, such as for clothing and transportation,
the 2005-2006 Budget Speech provides for a new tax deduction for
workers.

As of January 1, 2006, workers will be entitled to a tax deduction equal to
6% of their earned income, up to $500.

Nearly 3.3 million workers, including 162 000 who are self-employed, will
receive an income-tax cut of $300 million.
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Increase in disposable income

The following table shows the cumulative gain from the 2004-2005 and
2005-2006 budgets for a couple with two children and two earned incomes.
Their total tax relief is:

— $4 626 for a total family income of $15 000;

— $4 386 for a total family income of $25 000;

— $850 for a total family income of $50 000;

— $780 for a total family income of $75 000.

TABLE 4

INCREASE IN DISPOSABLE INCOME FOR A COUPLE WITH TWO CHILDREN
AND TWO EARNED INCOMES' — 2006

(dollars)
2004-20025 2005-2006
Earned s s Increase in
household Child Work Deduction for disposable
income Assistance’ Premium Total workers income
0 1810 0 1810 0 1810
5000 1810 350 2160 0 2160
10 000 1810 1600 3410 0 3410
15 000 1810 2816 4 626 0 4 626
20 000 1810 2316 4126 0 4126
25000 2410 1816 4 226 160 4 386
30 000 1906 1316 3222 160 3382
35000 1106 816 1922 160 2082
40 000 643 316 959 160 1119
45 000 720 0 720 160 880
50 000 670 0 670 180 850
75 000 580 0 580 200 780
100 000 0 0 0 220 220

1 One of the spouses earns 60% of the household income and the other, 40%.

2 Including the impact of indexation in 2006 of the Child Assistance payment and the Work Premium
at an assumed rate of 2%. The real indexation rate for 2006 will be known in fall 2005.

3 Impact of the Child Assistance payment net of the non-refundable tax credits respecting dependent
children, the tax reduction in respect of families, and the family allowance.
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A single-parent family with one child will see its disposable income go up
by:

— $2 329 for a total family income of $15 000;
— $1 574 for a total family income of $25 000;
— $638 for a total family income of $50 000;

— $290 for a total family income of $75 000.

TABLE 5

INCREASE IN DISPOSABLE INCOME FOR A SINGLE-PARENT FAMILY WITH
ONE CHILD - 2006

(dollars)
2004-2005 2005-2006
Budget1 Budget
Earned Increase in
household Child Work Deduction disposable
income Assistance’ Premium Total for workers income
0 829 0 829 0 829
5000 829 780 1609 0 1609
10 000 829 2186 3015 0 3015
15 000 563 1686 2249 80 2329
20 000 1397 1186 2583 80 2 663
25000 808 686 1494 80 1574
30 000 663 186 849 115 964
35000 688 0 688 115 803
40 000 638 0 638 100 738
45 000 588 0 588 100 688
50 000 538 0 538 100 638
75000 170 0 170 120 290
100 000 0 0 0 120 120

1 Including the impact of indexation in 2006 of the Child Assistance payment and the Work Premium
at an assumed rate of 2%. The real indexation rate for 2006 will be known in fall 2005.

2 Impact of the Child Assistance payment net of the non-refundable tax credits respecting dependent
children, the tax reduction in respect of families, and the family allowance.
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Reform of support for persons with disabilities and
natural caregivers

In the 2005-2006 Budget Speech, the government is announcing a reform
of the support provided to persons with disabilities and to natural
caregivers:

— an increase in the tax assistance for persons with a severe and
prolonged mental or physical impairment;

— anincrease in the supplement for handicapped children;
— introduction of a refundable tax credit for natural caregivers.

These measures will mean a total gain of $43 million for 81 000 persons
with disabilities and natural caregivers.

The reform will increase the total support provided to these individuals by
nearly 50%, from $85 million to $128 million.

TABLE 6

INCREASE IN SUPPORT PROVIDED TO PERSONS WITH DISABILITIES AND
NATURAL CAREGIVERS - FULL YEAR

Number of Gain in millions
recipients’ of dollars
Persons with a severe and prolonged
mental or physical impairment 15 000 7
Natural caregivers of minor children 16 000 8
Natural caregivers of adults 50 000 28
TOTAL 81 000 43

1 Excluding persons for whom the gain is small.
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Increase in the tax assistance for persons with
a severe and prolonged mental or physical
impairment

The 2005-2006 Budget Speech provides for an increase in tax assistance
for persons with a severe and prolonged mental or physical impairment.

The changes will increase the assistance provided to people with
disabilities by $7 million per year.

Broadening of eligibility for the tax credit

With a view to improving access to the non-refundable tax credit respecting
a severe and prolonged mental or physical impairment, the 2005-2006
Budget Speech provides for changes to the eligibility criteria for the 2005
taxation year, including:

— extending eligibility to individuals with multiple limitations if the
cumulative effects of the limitations are equivalent to a marked
restriction in the ability to perform a single basic activity of daily living.

Some 15 000 more people will be able to claim the non-refundable tax
credit respecting a severe and prolonged mental or physical impairment,
enjoying a total gain of $6 million.

TABLE 7
GAIN RESULTING FROM THE BROADENING OF ELIGIBILITY FOR THE

NON-REFUNDABLE TAX CREDIT RESPECTING A SEVERE AND
PROLONGED MENTAL OR PHYSICAL IMPAIRMENT - 2005

Gain in

Number of Amount of millions of

recipients the tax credit’ dollars

New recipients 15 000 Up to $440 6

1 $2 200 converted into a tax credit at a rate of 20%.
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Increase in the tax credit and automatic indexation

The 2005-2006 Budget Speech provides for an increase in the amount
used to calculate the non-refundable tax credit respecting an impairment
from the current $2 200 to $2 250 for the 2006 taxation year. This change
will raise the tax value of the tax credit from $440 to $450, representing a
total gain of $1 million for the taxpayers concerned.

As of January 1, 2007, the amount granted will be indexed annually, at the
same rate as the parameters of the personal income tax system.

Current tax assistance for persons with a severe and prolonged mental
or physical impairment

To recognize their reduced ability to pay taxes, the Québec tax system allows persons
with a severe and prolonged mental or physical impairment to claim a non-refundable
tax credit.

In 2005, the tax value of this non-refundable tax credit is equal to 20% of $2 200, or
$440. Persons with a mental or physical disability may transfer the unused portion of
the tax credit to a spouse, parent or natural caregiver.

In 2005, the total cost to the government of the non-refundable tax credit respecting a
severe and prolonged mental or physical impairment is $27 million. Nearly
68 000 taxpayers receive this tax assistance.

NON-REFUNDABLE TAX CREDIT RESPECTING A SEVERE AND PROLONGED
MENTAL OR PHYSICAL IMPAIRMENT - 2005

Number of recipients 68 000
Tax credit

=  Amount $2 200
=  Conversion rate 20%
Tax value $440
Total cost $27 million
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Improvement of the tax assistance for natural
caregivers

The 2005-2006 Budget provides for additional financial assistance of
$36 million for natural caregivers. The increased support will improve the
tax system with regard to caregivers by:

— broadening the definition of persons giving entitlement to the tax credits
so as to make the tax system fairer;

— grouping the fiscal measures for natural caregivers, which will simplify
the support measures they are entitled to;

— increasing the amounts of the tax credits to provide additional support.
More specifically, the 2005-2006 Budget provides for:

— an increase in the supplement for handicapped children granted to
natural caregivers of minor children, generally their parents ($8 million);

— introduction of a new refundable tax credit for natural caregivers of
adults ($28 million).
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Increase in the supplement for handicapped children

As of January 1, 2006, the supplement for handicapped children granted to
parents of a handicapped child under 18 will be raised from $1 452 to
$1 902, an increase of $450 per year. The higher supplement will replace
the transfer of the unused portion of the non-refundable tax credit
respecting an impairment to the parents.

A total of 28 000 families will receive additional assistance of roughly
$8 million per year in order to support their handicapped children.

TABLE 8

INCREASE IN THE SUPPLEMENT FOR HANDICAPPED CHILDREN GRANTED TO NATURAL CAREGIVERS
- 2006
Grouping of two tax credits into a single tax credit and greater assistance

Before budget After budget

Supplement for handicapped children \

= 28 000 recipient families
= $1452" per year (3121 per month)

»  $41 million Supplement for handicapped children raised by
450

Transfer to parents of the unused portion of i

the non-refundable tax credit respecting an = 28 000 recipient families

impairment = $1902" per year ($158.50 per month):

= 12 000 families receive both the transfer and gain of between $10 and $450 per year

the supplement
= Between $0 and $440 per year
= $5 million _J

Total assistance: $46 million Total assistance: $54 million, or $8 million more

1 Before indexing of the $1 452 supplement for handicapped children in 2006.

SECTION 5 14



2005-2006 Budget

Personal Income Tax Reduction

TABLE 9

O Increase in the disposable income of parents of handicapped
children

The following table shows the increase in disposable income resulting from
the increase in the supplement for handicapped children for a one-income
couple with one child.

The increase in the supplement for handicapped children will improve the
current tax system. Henceforth, all parents will be entitled to the
supplement as well as to the equivalent of the tax credit respecting an
impairment. Previously, they were not entitled to both if:

— they had no income tax payable;

— the child’s disability was not deemed severe enough to give entitlement
to the tax credit respecting an impairment.

GAIN RESULTING FROM THE INCREASE IN THE SUPPLEMENT FOR HANDICAPPED CHILDREN
COUPLE WITH ONE INCOME AND ONE CHILD' - 2006

(dollars)
Before After 2005-
2005-2006 Budget 2006 Budget
Supplement Transfer of Supplement
Income for tax credit for Increase in
tax handicapped respecting an handicapped disposable
Earned income payable children® impairment Total children® income
Minor child with a severe
and prolonged mental or
physical impairment
0 0 1452 0 1452 1902 450
15 000 0 1452 0 1452 1902 450
25000 194 1452 194 1646 1902 256
50 000 5050 1452 440 1892 1902 10
75 000 10763 1452 440 1892 1902 10
100 000 16 763 1452 440 1892 1902 10
Minor child with a
development disorder®
0 0 1452 - 1452 1902 450
15 000 0 1452 - 1452 1902 450
25000 194 1452 - 1452 1902 450
50 000 5050 1452 - 1452 1902 450
75 000 10 763 1452 - 1452 1902 450
100 000 16 763 1452 — 1452 1902 450

1
2
3

For the purposes of this example, the child has no income.

Before indexing of the $1 452 supplement for handicapped children in 2006.

For the purposes of this example, the child’s development disorder did not give entitlement to the tax credit respecting a severe
and prolonged mental or physical impairment before the Budget, but gave entitlement to the supplement for handicapped children.
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Support currently provided to parents of handicapped children

The 2004-2005 Budget introduced a refundable tax credit called “Child Assistance,”
which includes two components: the Child Assistance payment and the supplement for
handicapped children.

e Child Assistance is paid, at the start of each quarter, to all families with children
under 18, regardless of whether a child is handicapped. In 2005, the maximum
payment is $2 000 for the first child, $1 000 for the second and third child and
$1 500 for each subsequent child. Single-parent families receive an additional
amount of up to $700. These amounts are reducible on the basis of the parents’
income.

e If a child is handicapped, the parents receive the supplement for handicapped
children in addition to the Child Assistance payment. The supplement for
handicapped children is a refundable tax credit in the amount of $121 per month, or
$1 452 per year. It is paid at the start of each quarter, at the same time as the Child
Assistance payment.

A parent with a minor handicapped child may claim a transfer of the unused portion of
the non-refundable tax credit respecting a severe and prolonged mental or physical
impairment to which the child is entitled. The definition of “severe and prolonged
impairment” used for the purposes of this tax credit is generally more restrictive than
the definition of “handicap” used for the purposes of the supplement for handicapped
children.

For example, a couple with a single earned income of $50 000 and one child with a
severe and prolonged impairment will receive support in the amount of $3 604, in the
form of:

e Child Assistance, $1 712;
¢ the supplement for handicapped children, $1 452;

e transfer of the tax credit respecting an impairment, $440.

If the child’s handicap is not deemed serious enough to give entitlement to the tax
credit respecting an impairment, the parents receive only the Child Assistance payment
and the supplement for handicapped children, that is, $3 164 ($1 712 + $1 452).

CHILD ASSISTANCE AND TRANSFER
OF THE TAX CREDIT RESPECTING AN IMPAIRMENT
COUPLE WITH ONE INCOME AND ONE CHILD' - 2005

(dollars)
Support for handicapped children

Transfer of tax

Supplement for credit

Earned Child handicapped respecting an
income Assistance children Total impairment Total
0 2000 1452 3452 0 3452
15 000 2000 1452 3452 0 3452
25000 2000 1452 3452 268 3720
50 000 1712 1452 3164 440 3604
75000 712 1452 2164 440 2 604
100 000 561 1452 2013 440 2453

1 For the purposes of this example, the child has no income.
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New refundable tax credit for natural caregivers

The 2005-2006 Budget Speech introduces a new refundable tax credit for
natural caregivers of adults as of 2006, up to $1 000 per year.

The tax credit will be partially reduced where the housed person’s income
exceeds $20 000. The minimum a natural caregiver will receive is $550.

TABLE 10

CALCULATION OF THE NEW TAX CREDIT FOR NATURAL CAREGIVERS
BY THE LEVEL OF INCOME OF THE PERSON HOUSED - 2006
(dollars)

Income of person housed

$20 000 $21500 $22813

or less or more
Maximum refundable tax credit 1000 1000 1000
Reduction in tax credit
(16% of income that exceeds $20 000) 0 -240 -450
Refundable tax credit (minimum $550) 1000 760 550

The new refundable tax credit will replace the following two tax measures
currently granted to natural caregivers:

— the refundable tax credit for housing a parent ($550);
— ftransfer to a natural caregiver of the unused portion of the non-

refundable tax credit respecting a severe and prolonged mental or
physical impairment (maximum $440).
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In addition, the new tax credit will be granted to a greater number of natural
caregivers by broadening the definition of persons giving entitlement to the
tax credit. Approximately 50 000 more natural caregivers will benefit from
this new measure.

All told, the assistance granted to caregivers will increase by $28 million
per year.

Furthermore, the 2005-2006 Budget provides for automatic indexation of
the new tax credit as of January 2007.

TABLE 11

NEW REFUNDABLE TAX CREDIT FOR NATURAL CAREGIVERS
Grouping of two tax credits into a single tax credit, broadening of the definition of persons giving
entitlement to the tax credit and increase in assistance — 2006

Before budget After budget

Refundable tax credit for housing a parent \

= 26 000 natural caregivers
= 9550 Pe_r year New refundable tax credit for natural caregivers
= $17 million

= 76 000 natural caregivers, that is, 50 000 more

Transfer of the unu§ed portlo_n of th_e non- = $1 000, reducible on the basis of the income of
refundable tax credit respecting an impairment 1
the person housed

* 10 000 natural caregivers (minimum $550)
= $0-$440 per year
»  $4 million

Total assistance: $21 million Total assistance: $49 million, or $28 million more

1 The reduction rate is 16% of the housed person’s income that exceeds $20 000.
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O Increase in the number of recipients

The new tax credit will benefit 50 000 more natural caregivers than the tax
credit for housing a parent. In addition to those who are already eligible, the
definition of persons giving entitlement to the tax credit is being broadened
to include:

— ascendants aged 18 to 59 who have a severe and prolonged mental or
physical impairment;

— brothers, sisters, children, grandchildren, nieces and nephews aged
18 or over who have a severe and prolonged mental or physical
impairment.

TABLE 12
CATEGORIES OF HOUSED PERSONS GIVING ENTITLEMENT TO TAX CREDITS FOR THEIR

CAREGIVERS'
(before and after 2005-2006 Budget)

2
No impairment Impairment

Québec Québec

Person housed Before budget After budget Federal Before budget After budget Federal

Age 18 to 59
Father / mother / grandparents
Brother / sister
Uncle / aunt
Great-uncle / great-aunt
Child / grandchildren / nephew / niece

o000 O
00O

Age 60 to 64
Father / mother / grandparents @)
Brother / sister
Uncle / aunt
Great-uncle / great-aunt
Child / grandchildren / nephew / niece

00O

[eye)
[ ONON Ne}

Age 65 to 69
Father / mother / grandparents @) @)
Brother /sister
Uncle / aunt
Great-uncle / great-aunt
Child / grandchildren / nephew / niece

00O

[eye)
[ ONON Ne}

Age 70 and over
Father / mother / grandparents (e} (e} O O
Brother / sister
Uncle / aunt
Great-uncle / great-aunt
Child / grandchildren / nephew / niece

00O

[oe)
[e}ye)
[e}e)

[ ONON Ne}

O Current system.
@ New people giving entitlement to the tax credit.

1 The tax credit is refundable under the Québec tax system and non-refundable under the federal tax system.
Under the federal tax system, the person must be a dependent of the natural caregiver owing to a severe and prolonged mental or
physical impairment. Under the Québec tax system, the person gives entitlement to the tax credit even if he or she is not financially
dependent on the caregiver.
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Q Increase in natural caregivers’ disposable income

The following table shows the gain resulting from the new refundable tax
credit for natural caregivers for a couple with one earned income.

The new tax credit will especially help:

— low-income natural caregivers who do not pay income tax and therefore
are currently not entitled to transfer the unused portion of the housed
person’s tax credit respecting an impairment;

— caregivers housing a person 18-59 years old who has a severe and
prolonged mental or physical impairment, because handicapped
persons in this age group currently do not give entitlement to the tax
credit for housing a parent.

TABLE 13

INCREASE IN DISPOSABLE INCOME RESULTING FROM THE NEW REFUNDABLE TAX CREDIT
FOR NATURAL CAREGIVERS - CAREGIVER WITH AN EARNED INCOME AND A SPOUSE - 2006

(dollars)
Before After 2005-
2005-2006 Budget 2006 Budget
Transfer
Income Tax credit for of tax credit Increase in
Caregiver’s earned tax housing a respecting an New tax credit disposable
income payable parent impairment Total for caregivers income
Caregiver houses his
or her adult child who
has a severe and
prolonged impairment1
0 0 - 0 0 1000 1000
15 000 0 - 0 0 1000 1 000
25000 194 - 194 194 1000 806
50 000 5050 - 440 440 1000 560
75000 10 763 - 440 440 1000 560
100 000 16 763 - 440 440 1000 560
Caregiver houses his
or her 60-year-old
father who has a
severe and Prolonged
impairment
0 0 550 0 550 1000 450
15 000 0 550 0 550 1000 450
25000 194 550 194 744 1000 256
50 000 5050 550 440 990 1000 10
75 000 10 763 550 440 990 1000 10
100 000 16 763 550 440 990 1000 10

1 For the purposes of this example, the person housed receives employment-assistance benefits.
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Increase in ceilings on RRSP and RPP
contributions

The tax benefits related to registered retirement savings plans (RRSP) and
registered pension plans (RPP) are twofold: the contributions made to
these plans are deductible and the investment income earned from them is
non-taxable.

The amounts invested in an RRSP or RPP as well as the income earned
from those investments become taxable when they are withdrawn.
Taxpayers thus benefit from both:

— a tax deferral on the income earned and on the returns;

— tax savings, provided the taxation rate applied to withdrawals is lower
than the rate in effect when the contributions deduction was allowed.

The 2005-2006 Budget provides for harmonization of Québec’s tax rules
regarding retirement savings with the federal tax rules stemming from the
federal budget brought down on February 23, 2005. For example, the
annual ceilings on RRSP and RPP contributions will gradually be raised by:

— $1 000 per year as of 2007 (up to $22 000 in 2010) for RRSPs;

— $1 000 per year as of 2006 (up to $22 000in 2009) for defined-
contribution RPPs.

The impact on the government’s financial framework is estimated at
$7 million in 2005-2006 and $15 million in 2006-2007.

TABLE 14

INCREASE IN CEILINGS ON RRSP AND RPP CONTRIBUTIONS
(dollars)

RRSP ceilings RPP ceilings
Defined- Defined-benefit'
contribution

Taxation year Before After Before After Before After
2005 16 500 16 500 18 000 18 000 2000 2000
2006 18 000 18 000 Indexed 19 000 Indexed 2111
2007 Indexed 19 000 20 000 2222
2008 20 000 21 000 2333
2009 21000 22 000 2444
2010 22 000 Indexed Indexed
2011 Indexed

1 The ceiling is equal to 2% of the income at which the ceiling on defined-contribution RPPs is
achieved. The formula used to calculate the ceiling in 2005 is: ($18 000 + 18%) x 2% = $2 000.
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Changes to tax credits for medical expenses

The 2005-2006 Budget Speech provides for changes to the tax credits for
medical expenses, including:

— an increase in the refundable tax credit for medical expenses;

— tightening of the list of expenses giving entitlement to the refundable tax
credit and the non-refundable tax credits for medical expenses.

Increase in the refundable tax credit for medical expenses

To reduce the employment barriers faced by low-income workers, the
2005-2006 Budget raises the maximum amount of the refundable tax credit
for medical expenses from $543 to $750 as of 2005. This represents an
increase of $207 (38%).

An estimated 10 000 workers will benefit from this increase, at a total cost
of $2 million per year.

TABLE 15

INCREASE IN THE REFUNDABLE TAX CREDIT FOR MEDICAL EXPENSES
FOR A WORKER EARNING $15 000 AND PAYING $3 500 IN MEDICAL
EXPENSES - 2005

Before After

budget budget Difference
Medical expenses $3 500 $3 500 -
Less 3% of net income of $15 000 -$450 -$450 -
Eligible medical expenses $3 050 $3 050 -
Rate of tax credit 25% 25% -
Amount of tax credit’ $543 $750 $207
Reduction based on net income:
5% of ($15 000 less $18 865) $0 $0 -
Tax credit $543 $750 $207

1 The maximum tax credit is $543 before the budget and $750 after the budget.
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Refundable tax credit for medical expenses

The Québec tax system grants low-income workers a refundable tax credit aimed at
reimbursing a portion of their medical expenses to encourage them to stay in the
labour force.

Low-income workers are entitled to a refundable tax credit equal to 25% of the portion
of eligible medical expenses that exceeds 3% of their family income, up to $543in
2005. To ensure that the tax credit benefits only low-income individuals, the amount of
the tax credit is reduced by 5% of family income that exceeds $18 865.

This measure is intended for individuals earning $2 500 or more.

In 2005, the refundable tax credit is expected to benefit over 100 000 workers, at a
cost of $22 million.
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Removal of expenses paid for cosmetic purposes from the
list of eligible expenses

In order to exclude medical expenses incurred more as a result of a
personal choice than a health condition, the 2005-2006 Budget Speech
provides that expenses paid for services provided for purely cosmetic
purposes, i.e. where the treatment is deemed not medically necessary, will
no longer be eligible for the tax credits for medical expenses. Such
expenses are primarily those paid for:

— breast augmentation or lift;

— liposuction;

— tummy tuck;

— facelift;

— eye lift (upper and lower);

— rhinoplasty;

— laser resurfacing;

— botox injection;

— orthodontic work (for cosmetic purposes);
— teeth whitening.

Also, for the purposes of these tax credits, the expenses incurred for
eyeglass frames will be limited to $200 per person per year.

These changes will apply after the day of the 2005-2006 Budget Speech.
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Section 6

Encouraging wealth creation
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Encouraging wealth creation

Wealth creation and economic prosperity are central, and in many regards
are key, to the government’s priorities.

By creating more wealth, Quebecers will be in a position to fund, on a
sustainable basis, the public services they cherish. A wealthier Québec will
offer more jobs to its citizens. A more prosperous Québec will provide
Quebecers with the standard of living they are entitled to expect. Wealth-
creation will enable Quebecers to build a Québec that mirrors their
ambitions.

A conviction

The priority the government places on wealth creation is based on a
conviction: Québec is far from fully exploiting its growth and development
potential.

Yet we enjoy substantial strengths. Québec has a highly skilled workforce.
Its economy is diversified and is bolstered by creative and innovative
entrepreneurs. Companies in Québec benefit from competitive location and
operating costs.

However, these considerable assets are not sufficiently developed. We
must place more trust in individual initiative and remove the obstacles that
stand in its way. We must stimulate investment, encourage innovation and
support efforts to modernize our productive plant. For the government,
fostering efforts to create wealth, in every region, is a priority.

The challenges

By developing our full potential, we will be able to meet the significant
economic challenges facing us as we enter the 21% century.

The international environment is in upheaval, with the extremely rapid
emergence of the economies of China and India, the effects of which are
amplified because of trade globalization. Demographic changes are forcing
us to be more productive to offset the approaching decline in our
workforce. In the shorter term, the rise of the Canadian dollar has changed
operating conditions for Québec companies, testing their competitiveness.
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The government is acting

The government is acting to encourage wealth creation and foster
economic prosperity. This section sets out the initiatives the government is
taking, as part of the 2005-2006 Budget Speech, to give Quebecers the
means to achieve their priorities.

To encourage wealth creation and foster economic prosperity in every
region, the government has taken four series of initiatives:

— a major reform of the corporate tax system, to encourage investment;
— improved assistance for business financing;

— enhanced support for research and development (R&D), innovation
and exporting;

— greater support for regional development.

Overall, these measures will result in the injection of almost $900 million
over the next three years to encourage wealth creation and prosperity in
the regions.’

TABLE 1

ENCOURAGING WEALTH CREATION
FINANCIAL IMPACT FOR THE GOVERNMENT'
(millions of dollars)

2005-2006  2006-2007  2007-2008 Total
Corporate tax reform to —-72 - 159 — 261 — 492
encourage investment
Improved assistance for -9 -30 -40 -79
business financing
Support for R&D, innovation and -15 -31 -31 -77
exports
Support for regional - 57 -79 - 104 — 240
development
TOTAL -153 -299 - 436 — 888

1 A detailed table of the financial impacts of all the measures is shown in part 5 of this section.

1 The measures mentioned in this section are discussed in detail in 2005-2006 Budget: Additional
Information on the Budgetary Measures.
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1. A reform of corporate taxation to encourage
investment

Economic prosperity is based primarily on private investment, which we
must stimulate and encourage. To that end, the government is undertaking
a major reform of corporate taxation that includes, in particular:

— reducing the tax on capital by more than 50% and raising the income
tax rate on large companies;

— reducing the income tax rate of SMEs;

— implementing a capital tax credit for new investments in manufacturing
and processing equipment.

Businesses are at the heart of wealth and job creation. Private investment
is one of the key factors of this wealth creation: by investing, companies
are able to modernize, become more competitive, create jobs and grow in
the short and long term.

A performance below our potential

Year after year, Québec has historically posted a weaker performance than
its main trading partners, in terms of both private investment and
productivity.

CHART 1

COMPARISON OF RATES OF PRIVATE INVESTMENT IN MACHINES AND

EQUIPMENT
(percentage of GDP)

m Québec m Ontario Canada O United States

8.1
7.9

1991 - 2000 2001 - 2004

Sources: Statistics Canada and Bureau of Economic Analysis.
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CHART 2

COMPARISON OF PRODUCTIVITY
(difference in real GDP per hour of work compared to Québec, per cent)

H Ontario m Canada United States

Sources: Statistics Canada, Bureau of Economic Analysis, Bureau of Labor Statistics and OECD.

This disappointing performance is at least partly attributable to the tax
system under which Québec companies operate. Québec’s corporate tax
system has become less competitive than those of our trading partners. In
addition, this tax system is notable for a tax on capital that is much too high
and directly penalizes private investment.
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The reform undertaken by the government

The reform of corporate taxation undertaken by the government will
ultimately, in 2009, reduce taxes collected from businesses by
$305 million.

TABLE 2
REFORM OF CORPORATE TAXATION TO ENCOURAGE INVESTMENT

FINANCIAL IMPACT FOR THE GOVERNMENT
(millions of dollars)

Impact over three years

2005-2006 2006-2007  2007-2008 Total Ultimate
Corporate tax reform to encourage investment
Reduction of more than 50% in the tax on capital - 50 - 221 - 380 — 651 — 858
Increase in the tax rate of large companies 43 174 258 475 587
Reduction in the tax rate of SMEs -7 -30 -32 - 69 -34
Introduction of a capital tax credit of 5% of the
value of new investments in manufacturing and
processing equipment - 55 —-74 - 96 —-225 —
Subtotal — Reform of corporate taxation -69 -151 - 250 -470 - 305
Other measure
Increase in capital cost allowance rates -3 -8 -1 - 22 -20
TOTAL -72 -159 - 261 - 492 -325
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1.1  Reduction of more than 50% of the tax on capital and
change in corporate tax rates

A tax system that hampers investment

To support investment, Québec’s tax system has to be competitive with
those of our trading partners.

That is currently not the case, in particular because of its emphasis on the
tax on capital. While the tax rate on the profits of Québec companies
compares well with that of most industrialized countries and Canadian
provinces, the tax on capital is higher than elsewhere.

This situation explains why, for an additional dollar of investment, the
effective marginal tax rate applied in Québec is higher than among our
chief competitors.

CHART 3
EFFECTIVE MARGINAL CORPORATE TAX RATES'- 2004
(percentage)
Ontario 32.8
Germany 32.7
Canada 31.3
Québec 30.2
France
Alberta

New Brunsw ick Québec's tax on capital

United States B Other taxes
India

United Kingdom
Australia
Mexico

Ireland

Sw eden

5 10 15 20 25 30 35

1 Effective marginal tax rates on capital are tax rates representative of all tax charges applicable on the return
generated by an additional dollar of investment. They include the tax on capital, depreciation, corporate income tax,
accounting methods for inventory, etc.

Source: C.D. Howe Institute.
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Corporate tax system:
a low tax on profits

The tax rate on the profits of Québec companies compares well with that of
most industrialized countries and Canadian provinces.

Moreover, the federal tax rate on profits (22%) is more than twice that of
Québec (8.9%).

CORPORATE INCOME TAX RATES - 2005"

(percentage)
United States 40.0
Germany 38.3

Canada®

Ontario

India

New Brunsw ick

France
Alberta O Federa rate (22.1%)
Mexico Québec rate (8.9%)
Québec | W 31.0
United Kingdom 1 i 30.0
Australia E 30.0
1
Sw eden E 28.0
Ireland 12.5 i
5 10 15 20 25 30 35 40

1 Rate in effect in 2004 for jurisdictions other than Canada and Canadian provinces.
2 Average of the combined general tax rates of the provinces other than Québec.
Sources: KPMG and ministére des Finances du Québec.
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Corporate tax system:
a higher tax on capital than in the other provinces

Québec companies are subject to a very high tax on capital. This tax is levied
almost nowhere else in the world.

In Canada, Québec companies are the only ones to pay such a high tax on
capital:

e Most provinces have no tax on capital or, if they do, its rate is lower.

o Ontario has undertaken to eliminate this tax by 2012.

A high tax on capital directly raises the cost of investment for companies in
Québec.

TAX ON CAPITAL: INTER-PROVINCIAL COMPARISON - 2005

Rate Exemption threshold

(percentage) (millions of dollars)

Nova Scotia 0.3 5.0
New Brunswick 0.3 5.0
Ontario 0.3 7.5
Manitoba 0.3t00.5 5.0
Saskatchewan 0.6 10.0t0 20.0
Québec 0.6 1.0

Note: British Columbia, Prince Edward Island, Alberta and Newfoundland and Labrador have no tax

on capital.
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The tax on capital is levied on the paid-up capital of a company.? It is
essentially a tax on the assets of businesses. It applies recurrently as long
as the book value of investments is positive. Accordingly, it directly
increases the cost of investments and reduces their return. In addition, this
tax raises the risk associated with an investment since it is payable
whether or not the company is profitable.

The tax on capital also hinders employment:
— in the short term, by reducing the leeway available to companies;

— in the longer term, by compromising investments that could improve
the competitiveness and productivity of businesses;

— in addition, by undermining productivity, workers’ remuneration is
diminished.

The tax on capital, because it impedes capital accumulation, affects the
economy'’s potential growth more strongly than other taxes. In this regard,
it is more damaging than corporate income tax.

The tax system can accordingly be made more efficient by reducing the
relative weight of the tax on capital compared to other tax sources.

CHART 4

IMPACT ON REAL GDP PER DOLLAR OF TAX REDUCTION'
(dollars)

1.21

0.74
0.62
0.54
Tax on capital Personal Payroll tax Corporate QST Total?
income tax income tax

1 The impact of the tax reductions has been estimated using the general equilibrium model of the
ministére des Finances du Québec. Long-term impact. Simulations are conducted on a revenue-
neutral basis for the government. The government’s loss of revenue is offset by a fixed tax.

2  Corresponds to the combined impact of a proportional reduction in all taxes.

2 In general, the paid-up capital of a corporation corresponds to the total of capital stock, retained
earnings, borrowings and other long-term debt.
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The changes made to the tax on capital and corporate income tax

The government is making the following major changes to the tax on
capital and corporate income tax:

— reduction of more than 50% in the tax on capital by 2009, the rate
being cut from 0.6% to 0.29% as of January 1, 2006;

— increase in the tax rate of large companies from 8.9% to 11.9% by
2009 starting January 1, 2006;

— reduction in the tax rate of SMEs to 8.5% on January 1, 2006;

— introduction of a capital tax credit of 5% of the value of new
investments in manufacturing and processing equipment made after
the day of this Budget Speech.

A significant portion of this reform will be self-financed by occupying the
tax room vacated by the federal government regarding corporate income
tax. The combined income tax rate of large companies in Québec will
accordingly remain competitive at 30.9%.

The reform will be fully in place by 2009. At that time, the amount of tax on
capital collected from businesses will have fallen by almost $860 million,
and the government will have injected $305 million to increase investment
by businesses.

This reform will make the corporate tax system more competitive and more
efficient overall, generating more investment and creating more jobs.
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TABLE 3

CHANGES TO THE CORPORATE TAX SYSTEM
FINANCIAL IMPACT FOR THE GOVERNMENT
(percentage and millions of dollars)

2005 2006 2007 2008 2009 2010
1. Changes to tax rates (%)’
= Taxon capital2 0.60 0.525 0.49 0.36 0.29 0.29
= Income tax on large companies
— Québec 8.9 9.9 9.9 11.4 11.9 11.9
— Federal 22.1 22.1 22.1 20.5 20.0 19.0
= Combined Québec / Federal 31.0 32.0 32.0 31.9 31.9 30.9
= Income tax of SMEs® 8.9 8.5 8.5 8.5 8.5 8.5

2005-06 2006-07 2007-08 2008-09  Ultimate

2. Financial impact for the government ($ million)

=  Reduction of more than 50% of the -50 - 221 — 380 —-703 — 858
tax on capital

= Increase in the tax rate 43 174 258 507 587
of large companies

=  Reduction in the tax rate of SMEs -7 -30 -32 -34 -34

= Introduction of a capital tax credit of 5% of the - 55 - 74 - 96 -85 -

value of new investments in manufacturing and
processing equipment

TOTAL - 69 -151 - 250 -315 - 305
- SMEs -22 -77 - 116 - 168 —-190
— Large companies —47 - 74 - 134 — 147 - 115

RN

The changes to the tax rates apply as of January 1 of each year concerned.

2 As is currently the case, the rate of the tax on capital applicable to financial institutions will be double the general rate of the tax on
capital.

3 Queébec tax system only. The reduced rate will apply to the first $400 000 of taxable income.
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Reduction of more than 50% in the tax on capital

This Budget Speech announces a reduction in the tax on capital of more
than half by 2009. The first reduction will take effect as of January 1, 2006.

CHART 5

GRADUAL REDUCTION IN THE GENERAL RATE OF THE TAX ON CAPITAL
IN QUEBEC - 2005 TO 2009
(percentage)

0.60

2005 2006 2007 2008 2009

Note:

The reduction in the rate takes effect on January 1 of each year.

A look back at the 2003-2004 and 2004-2005 Budget Speeches

Steps were taken in the last two Budget Speeches to eliminate the tax on capital for
SMEs.

The exemption threshold, namely the limit below which the tax does not apply, was
raised successively from $250 000 to $600 000 as at January 1, 2004, then from
$600 000 to $1 million as at January 1, 2005.

More than 210 000 SMEs no longer have to pay this tax, i.e. more than 75% of
businesses in Québec.

Accordingly, the government has reduced the annual tax burden on SMEs by almost
$140 million.

In the 2004-2005 Budget Speech, the government undertook to return the tax on
capital to a competitive level for businesses as a whole over five years.

|
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By 2009, the rate of the tax on capital of active businesses in Québec will be
reduced to a level comparable to those applicable in the provinces that levy
this tax.

TABLE 4

INTER-PROVINCIAL COMPARISON OF THE GENERAL RATE
OF THE TAX ON CAPITAL'

(percentage)

2005 2009
Nova Scotia 0.30 0.30
New Brunswick 0.30 0.30
Ontario 0.30 0.225
Manitoba 0.30/0.50 0.30/0.50
Saskatchewan 0.60 0.60
Québec 0.60 0.29

1 British Columbia, Alberta, Prince Edward Island and Newfoundland and Labrador do not collect a
general tax on capital.

When fully implemented, this reduction of more than 50% in the tax on
capital represents an injection of almost $860 million in support of
investment in Québec.
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Increase in the tax rate of large companies

Part of the reduction in the tax on capital will be funded by the Québec
government’s gradual occupation of the room vacated by the federal
government regarding corporate income tax.>

The current rate of 8.9% regarding corporate income tax in Québec will be
gradually raised to 11.9% by 2009. Accordingly, the combined corporate
tax rate in Québec will remain stable, declining from 31.0% in 2005 to
30.9% as of 2010.

CHART 6
COMBINED CORPORATE TAX RATE IN QUEBEC'
(percentage)

31.0 32.0 32.0 31.9 31.9 30.9

221 22.1 221 20.5 20.0 19.0

2005 2006 2007 2008 2009 2010 and

after
O Federal rate W Québec rate

1 In Québec, the rate increases will become effective on January 1 of each year concerned.
3 In the Budget Speech of February 23, 2005, the federal government announced a corporate

income tax reduction plan beginning in 2008. The corporate surtax of 1.12% will be eliminated
on January 1, 2008 and the general tax rate will be lowered to 20.5% in 2008, 20% in 2009 and
19% in 2010.
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Québec will continue to offer a tax rate that is competitive with those in
effect in Canada and elsewhere in the world.

CHART 7

COMPARISON OF CORPORATE INCOME TAX RATES'
(percentage)

Current combined tax rates Combined tax rates in 2010

30.5
19.0
United Canadian OECD Québec Québec Ontario British Alberta
States average Columbia Brunsw ick
0O Federal rate W Provincial rates

1 Comparison based on stipulated general tax rates, as at April 1, 2005. The average Canadian rate includes the federal rate and the
average rate in effect for all the provinces other than Québec.

When fully implemented, the rise in the tax rate of large companies will
generate revenues of almost $590 million that the government will use to
fund part of the reduction in the tax on capital applicable to them.
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Reduction in the tax rate of SMEs

To keep our SMEs competitive, the government is introducing a reduced
tax rate specifically for small businesses. It will be set at 8.5% as of
January 1, 2006 and will apply to the first $400 000 of taxable income.

Implementation of a reduced tax rate for Québec SMEs will enable them to
enjoy favourable tax treatment regarding the three major sources of
business taxes.

TABLE 5

RATES AND THRESHOLDS APPLICABLE REGARDING THE THREE MAJOR
SOURCES OF TAXATION FOLLOWING THE CHANGES MADE
(percentage and dollars)

Large

SME company

Rate (%) Threshold ($) Rate (%)

Income tax’ 8.5 400 000 11.90
Tax on capital2 0.0 1 000 000 0.29
Health Services Fund® 2.7 1 000 000 4.26

1 The reduced rate of 8.5% will apply to the first $400 000 of taxable income of the company. It will
be granted to Canadian-controlled private corporations whose paid-up capital is less than
$15 million.

2 A full exemption applies to SMEs whose paid-up capital is less than $1 million. The value of the
exemption reduces gradually for SMEs whose paid-up capital is greater than $1 million but less
than $4 million.

3 A rate of 2.70% applies for companies whose payroll is less than $1 million, while a rate of 4.26%
applies for companies whose payroll is greater than $5 million. The rate rises linearly from 2.70%
to 4.26% for companies whose payroll is between $1 million and $5 million.

The reduction in the tax rate of SMEs will ultimately lower their tax payable
by $34 million.
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1.2 Implementation of a capital tax credit of 5% of the
value of new investments in manufacturing and
processing equipment

The reduction of the tax on capital will make the tax environment more
competitive for our businesses and encourage new investment.

The government is taking its reform of corporate taxation even further, by
implementing a capital tax credit of 5% of the value of certain strategic
investments — namely investments in manufacturing and processing
equipment.

This measure will be temporary. It will reduce the tax on capital even more
substantially for companies that invest in manufacturing and processing
equipment.

The government is accordingly introducing a non-refundable capital tax
credit of 5% of the cost of acquisitions of new manufacturing and
processing equipment* made after this Budget Speech and before
January 1, 2008. The measure will:

— offset the tax on capital normally payable on these new investments;

— substantially reduce this tax on other existing assets.

The unused portion of the tax credit can be carried over and applied to the
tax on capital payable for future years.

TABLE 6

ILLUSTRATION OF THE APPLICATION OF THE CAPITAL TAX CREDIT
(dollars)

Total assets 10 000 000
= Eligible new investments 5000 000
= Other existing assets 5000 000
Capital tax Tax on capital
Tax on capital credit after credit

Value of the tax credit

(5% of the value of eligible investments) B 250000 B
Tax on capital
= On eligible investments 30 000 - 30000 0
= On other assets 30 000 — 30000 0
TOTAL 60 000 —60 000 0
Carry-over of the balance of the tax credit —190 000

4 For the purposes of the tax credit, eligible investments are manufacturing and processing

equipment, i.e. assets of class 43 for depreciation purposes.
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lllustration of the impacts and operation of the capital tax credit
The 5% capital tax credit will apply on the value of new acquisitions of manufacturing and processing equipment. It
will apply against the tax on capital payable on all the activities of the company. The unused portion can be carried
over to subsequent years.
CASE 1 - NEW MANUFACTURING BUSINESS
(thousands of dollars)
Total investment 10 000
= buildings and equipment The capital tax credit enables the
company to completely offset its

Eligible investments 5000 tax on capital payable regarding
* manufacturing and processing equipment all of its activities
Capital tax credit 250
= 5% on eligible investments

2005 2006 2007 2008 2009 Total
Taxable capital (paid-up capital) 10 000 10 000 10 000 10 000 10 000
Rate of the tax on capital 0.60% 0.525% 0.49% 0.36% 0.29%
Tax on capital payable before credit 60 53 49 36 29 227
Capital tax credit -60 -53 -49 - 36 -29 - 227
Tax on capital payable 0 0 0 0 0 0
Reduction in the tax on capital 100% 100% 100% 100% 100% 100%
Carry-over of the balance of the tax on capital 190 138 89 53 24
CASE 2 - MODERNIZATION OF A MANUFACTURING BUSINESS
(thousands of dollars)
Initial assets 10 000 The tax on capital of the business is significantly
= buildings and equipment reduced because of the capital tax credit
Eligible new investments - 2000 2000 - -
= manufacturing and processing equipment
Capital tax credit - 100 100 - -
= 5% on eligible investments

2005 2006 2007 2008 2009 Total
Taxable capital (paid-up capital) 10 000 12 000 14 000 14 000 14 000
Rate of the tax on capital 0.60% 0.525% 0.49% 0.36% 0.29%
Tax on capital payable before credit 60 63 69 50 41 283
Capital tax credit — -63 -69 -50 -18 - 200
Tax on capital payable 60 0 0 0 23 83
Reduction in the tax on capital 0% 100% 100% 100% 44% 1%
Carry-over of the balance of the tax on capital - 37 68 18 -

|
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TABLE 7

Combined effects of the reduction in the tax on capital and the capital

tax credit

The following table shows the combined effects of the reduction in the tax
on capital and the capital tax credit for various manufacturing businesses:

— The burden of the tax on capital for these businesses will be reduced
by an average of 87% by 2009.

— The higher the relative share of eligible investments, the greater the
reduction in the tax on capital.

— The capital tax credit of 5% will reduce tax on capital by twice as much
on average as the reduction of this tax ($336 000 on average

compared with $153 000).

ILLUSTRATION OF THE COMBINED IMPACT OF THE TAX ON CAPITAL REDUCTION MEASURES FOR A
TYPICAL MANUFACTURING BUSINESS

(thousands of dollars)

Plastic products
Metals machining
Precision components
Electronic components
Food processing

Pharmaceutical
production

Specialized chemical
products

Average

Tax on capital

Investments (2005 to 2009)

Tax on Tax on

Manufacturing capital Effect of capital
and payable the Additional payable Impact of
processing (before reduction effect of the (after budget
Total equipment  measures) plan 5% credit measures) measures
10 700 2400 401 - 111 -120 170 - 58%
11700 3800 443 -123 -190 130 -71%
9700 3700 349 -94 - 185 70 - 80%
21100 9 800 793 -217 -490 86 - 89%
11700 5500 434 -121 - 275 38 -91%
15 600 7 300 557 - 152 - 365 40 -93%
30 200 17 100 985 - 257 -728 0 —100%
566 -153 - 336 76 —87%

Note: Impacts of the measures on the capital tax burden of manufacturing companies, estimated using the KPMG Competitive Alternatives

licensed cost model.
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A clear message to manufacturing companies

The capital tax credit offsets the effects of the tax on capital applicable to
manufacturing companies — those that, in general, use capital more
intensively.

The capital tax credit sends a clear message to manufacturing companies:
they can eliminate their tax on capital if they want to. The government will
provide support commensurate with their reinvestment and modernization
efforts.

This temporary measure will cost the government an estimated
$225 million over the next three years.

TABLE 8

FINANCIAL IMPACT FOR THE GOVERNMENT OF THE CAPITAL TAX CREDIT
(millions of dollars)

2005-2006  2006-2007  2007-2008 Total

Capital tax credit of 5% of the -55 - 74 - 96 - 225
value of new investments in

manufacturing and processing

equipment
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1.3  Overall impact of the corporate tax reform

Ultimately, the measures encouraging investment represent an annual
injection by the Québec government of more than $300 million in the
economy, to the benefit of businesses.

The impact will be $190 million for SMEs and $115 million for large
companies.
TABLE 9

ULTIMATE FINANCIAL IMPACT OF MEASURES TO ENCOURAGE
INVESTMENT IN QUEBEC
(millions of dollars)

Large All

SME' companies businesses
Number of businesses 278 498 3610 282 108
Measures to encourage investment
in Québec
Reduction of more than 50% in the tax — 283 - 575 — 858
on capital
Increase in the tax rate of large 127 460 587
companies
Reduction in the tax rate of SMEs - 34 - - 34
Financial impact for the Québec -190 -115 -305
government

1 The size of the company is determined by asset bracket for the manufacturing sector and by
income bracket for other sectors. Accordingly, a company is considered an SME fif its assets are
less than $12 million for the manufacturing sector and its income is less than $20 million for other
sectors.

Note: Excluding the effects tied to the rise in capital cost allowance rates and the capital tax credit.
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Considering all the initiatives, the impact of the reform is, on average,
$225 million per year between 2005 and 2009.

For companies, this represents average annual relief of 5.4% of the burden
regarding income tax and the tax on capital, compared to the current
situation.

TABLE 10

AVERAGE ANNUAL REDUCTION IN THE BURDEN REGARDING TAX ON
CAPITAL AND CORPORATE INCOME TAX IN QUEBEC - 2005 TO 2009'
(percentage and millions of dollars)

Reduction Reduction
in millions of dollars in per cent
SME Large Total SME Large Total

Primary sector -6 -20 -26 -8.3 -15.3 -12.8
Secondary sector
Manufacturing -14 -60 -74 -6.8 -5.7 -5.9
Construction -7 - -7 -5.0 -1.6 -4.3

-20 -60 -81 -6.1 -5.6 -5.7
Tertiary sector
Transportation, -13 -15 -28 -10.4 -8.2 -9.1
communications and
public services
Wholesale and -16 -8 -24 -5.0 -2.0 -3.4
retail trade
Finance, insurance and -43 -8 -51 -6.8 -1.6 -4.4
real estate services
Business services and -7 -7 -14 -3.5 -4.3 -3.8
other services

-79 -38 -118 -6.1 -3.0 -4.6
All sectors -106 -119 -225 -6.2 -4.8 -5.4
1 Including the effects of the 50% reduction in the tax on capital, the rise in the general corporate

income tax rate, the lower tax rate for SMEs and the capital tax credit. The results illustrate the
effect of all the relief measures for businesses between 2005 and 2009 as a proportion of the tax
burden that would have obtained over this period without the changes to the tax system. The
increase in capital cost allowance rates is excluded from the financial impacts.

Note: Amounts may not add up to the totals shown because of rounding-off.
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Economic impact of the reform of the corporate tax system

The reduction in the tax on capital and the announced changes to the
corporate tax system will improve the efficiency of the tax system and make
Québec more attractive for investment. They will have the following long-term
impacts:

e increase in annual investment in Québec of $1.4 billion, generating a rise in
the stock of capital of $5.2 billion, or 1.4%;

e increase in labour productivity that, following the rise in the stock of capital,
will gain 0.4%, i.e. an increase of $250 per worker;

 creation of 11 000 jobs, equivalent to an increase in employment of 0.3%.
Overall, the measures will lead to a rise in real per capita GDP of 0.7%, adding
$1.6 billion per year to Québec’s real GDP.

IMPACT OF THE REFORM OF THE CORPORATE TAX SYSTEM ON THE
STOCK OF CAPITAL AND REAL GDP'
(percentage change compared with status quo)

161 1.4%
5205 milli
= Stock of capital 1.0% ($ million)
. (1]
121 Real GDP ($3 724 million)
0.8 - 0.4%
($1 611 million)
0.7%
0.4 - , 0.6% ($1 614 million)
0.1 4)_ (%1 267 million)
($131 million) 0.3%
($708 million)
0.0 T T T T T 1
2005 2007 2009 2011 2013 2015

1 The impacts have been estimated using the general equilibrium model of the ministére des
Finances du Québec.
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2. Improved assistance for business financing

Financing plays a key role in the growth and development of businesses.
This financing must be adapted to the challenges facing businesses
throughout their existence.

In December 2003, the Report of the task force on the role of the Québec
state in venture capital (Brunet Report) identified the financing needs of
businesses by distinguishing four phases in their growth and development,
namely seeding, startup, growth and expansion.

In each case, the Brunet Report noted a number of shortcomings, to which
the government is responding in the 2005-2006 Budget Speech by taking
several new initiatives.

There are five such initiatives:

— To meet the financing needs of businesses in the seeding and startup
phases, the government is adding $78 million to the ‘“regions”
component of the regional economic intervention fund (FIER-Régions),
thus doubling its initial capital funding.

— For the seeding and startup phases, the government is also setting up
measures encouraging labour funds to invest in specialized private
investment funds.

— The government will continue to convert the Innovatech corporations
into mixed public-private capital corporations, in particular in
partnership with Capital régional et coopératif Desjardins (CRCD).

— To specifically cover financing needs in the growth and expansion
phases, the government is raising the asset limit of companies eligible
for investments by tax-advantaged funds to $100 million.

— To meet the financing needs of businesses in the growth and
expansion phases, the government is setting up a new stock savings
plan, SME Growth Stock.

Two more specific measures are being added to encourage business
financing — but targeting specific contexts. The government:

— s introducing a tax credit to encourage major employment-generating
projects in the information technology sector;

— is introducing a financing support measure for the transmission of
family businesses.

|
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DIAGRAM 1

BUSINESS CAPITALIZATION MEASURES BY FINANCING STAGE

. \
Market shortcomings Lack Sufficient supply but few specialized Iocal and Lack of supply for
(Brunet Report, 2003) of supply foreign investors major rounds
Auvailable tools FIER-Soutien

J
FIER-Régions
I
FIER-Fonds sectoriels
I
Innovatech J
Tax-advantaged funds J
Caisse de dépot et placement du Québec
J
FIER-Projets structurants
J
Société générale de financement
J
2005-2006 FIER-Régions — additional
Budget speech capital outlay of $78 million

Encourage tax-advantaged funds to invest in localy-based and foreign-
operated specialized investment funds

Continuation of conversion of
the Innovatech corporations
into mixed public-private
capital corporations

Size of companies eligible
for investments by tax-
assisted funds raised to

$100 million

SME Growth Stock

Source: Ministére des Finances du Québec.
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TABLE 11

FINANCIAL IMPACT OF MEASURES TO IMPROVE ASSISTANCE FOR
BUSINESS FINANCING
(millions of dollars)

2005-2006  2006-2007  2007-2008 Total

Improved assistance for
business financing

Additional capitalization of . . -
FIER-Régions Capital funding of $78 million
Incentive for tax-advantaged
funds to invest in specialized — — — —
private investment funds’

Continuation of the conversion
of the Innovatech corporations
into mixed public-private capital
corporations

Capital funding:
$10 million from the government and
$30 million from CRCD

Asset limit of companies eligible — — — —
for investments by tax-
advantaged funds raised to

$100 million’
SME Growth Stock -4 -20 -20 — 44
Assistance for major -5 -10 -20 -35

employment-generating projects
in the information technology
sector

Support for the transmission of — — _ _
family businesses

TOTAL -9 -30 —-40 -79

1 Changes to investment requirements.
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2.1 FIER- Regions: additional capitalization of
$78 million

To facilitate financing of SMEs in the regions and encourage the creation
of regional funds, the government announced, in the 2004-2005 Budget
Speech, the implementation of the regional economic intervention fund
(FIER).

FIER-Régions is one of the components of this fund. With an envelope of
$78 million, it supports the creation of regional investment funds by
matching private sector capital outlays.

Implementation of the FIER-Régions funds started in December 2004, and
they have quickly become popular as a financing tool for SMEs in the
regions. In almost every region of Québec, groups of investors are working
to set up a FIER-Régions fund for their region. Nine regional funds have
been created to date, and another 16 are in progress, including a total of
eight in the resource regions.

TABLE 12

STATE OF PROGRESS OF FIER-REGIONS'
(number of funds)

Resource
regions Other regions Total
Accredited funds 2 7 9
Accreditation applications 6 10 16
TOTAL 8 17 25

1 As at April 14, 2005.
Source: Investissement Québec.

To continue to encourage the formation of regional investment funds and
ensure that FIER-Régions funds are adequately capitalized, the initial
envelope for this FIER component will be raised by $78 million.
Accordingly, the government is doubling its contribution to $156 million.
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Considering the leverage effect, the government’s participation in FIER-
Régions will spark investment of $234 million in SMEs in the regions.
TABLE 13

FIER LEVERAGE EFFECT
(millions of dollars)

Private sector FIER
participation participation Total investment

FIER-Régions 78 156 234
Other FIER components 181 222" 403
TOTAL 259 378 637

1 The FIER participation includes capital funding of $90 million by tax-advantaged funds.

DIAGRAM 2

STRUCTURE OF THE REGIONAL ECONOMIC INTERVENTION FUND

Government
of Québec
i $288 million
Tax-advantaged funds
Investissement
Québec (1Q)
i $90 million
A,
1Q - FIER $90 million FIE.R.-PARTENAIR.ES
(1Q subsidiary) > (limited partnership
$180-million fund)
$42 million $156 million

$100 million $80 million

OO0 000

FIER-Soutien FIER-Régions FIER - Projets structurants FIER - Fonds sectoriels

Matching $2 / $1 Matching $2 / $1 Investment by project: 30 % to 50 % Matching: $0.50 / $1
minimum: $1 million minimum: $3.3 million minimum: $5 million minimum: $10 million
maximum: $2 million maximum: $10 million maximum: $20 million maximum: $10 million

SECTION 6 31



2005-2006 Budget Budget Plan
___________________________________________________________________________________________|

Summary of the government’s venture capital initiatives

Revision of the role of the state in venture capital

The Brunet Report on the role of the Québec state in venture capital shed light on the
preponderance of the public sector in venture capital, as well as the shortcomings in the
business financing chain.

Over the last two years, the government has taken many steps in keeping with the
recommendations in the report:

¢ re-focusing the missions of the Société générale de financement and Investissement
Québec;

e privatization of the Société Innovatech Grand Montréal and initiation of a process to
convert the three other Innovatech corporations into public-private mixed capital
corporations;

¢ implementation of the regional economic intervention fund (FIER) based on a
matching formula for private-sector capital outlays.

The regional economic intervention fund

To improve the supply of venture capital, in particular for SMEs in the regions, the
government has announced the implementation of the FIER.

With total capitalization of $378 million, the FIER has four components to act by
matching capital outlays by private investors:

e FIER-Soutien, under the aegis of the Conférences régionales des élus, supports the
creation of business support funds;

e FIER-Régions supports the creation of regional investment funds;

e FIER-Partenaires, consisting of equal amounts of capital outlays by the government
and tax-advantaged funds, is dedicated to the creation of sector investment funds
and support for developmental projects in the regions.

The FIER, through its leverage effect, will enable investment of $637 million for the
economic development of every region of Québec.

Venture capital investments by the Caisse de dépét et placement du Québec

Last November, the Caisse de dépét et placement du Québec announced its new
venture capital investment strategy based on:

e partnership and joint investment with the best venture capital funds in Québec;
e support for the development of funds specializing in business seeding and startup;
¢ rapprochement between Québec and international venture capital.

With this three-part strategy, the Caisse de dépdt et placement du Québec is aiming to
achieve a significant leverage effect to encourage the diversity of Québec’s venture
capital industry.

|
SECTION 6 32



2005-2006 Budget

Encouraging Wealth Creation

2.2 Encourage tax-advantaged funds to invest in
specialized private investment funds

As the Brunet Report pointed out, the financing needs of businesses, from
the seeding to the expansion phase, can be more effectively met by
providing them with access to a diversified supply of venture capital.

To that end, the development of local venture capital funds must be
accelerated and foreign investors must be attracted to Québec.

— An increase in the number of local venture capital funds is needed to
make investments that complement those of other Québec venture
capitalists in major financing rounds. These funds will provide healthy
competition in the supply of capital, to the greater benefit of companies
seeking financing.

— Strategic partnerships reached with foreign investors can produce
significant benefits for Québec companies. They place them in contact
with international best practices regarding venture capital. In addition,
in many cases, foreign investors provide the spark that opens new
export markets for our companies.

To diversify the supply of venture capital, the government has decided to
turn to tax-advantaged funds, encouraging them to put their capital to
work.

Local venture capital funds

The government will encourage the involvement of tax-advantaged funds
in the capitalization of local venture capital funds.

For each new dollar committed by tax-advantaged funds in local venture
capital funds, the government will allow $1.50 in the calculation of their
investment requirements.

However, the objective of the venture capital funds eligible for this new
policy must be to invest in Québec SMEs that satisfy the other size criteria
defined in the statutes of incorporation of the tax-advantaged funds.
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Attract foreign venture capital

To bring Québec closer to foreign venture capital and attract new
specialized investment funds to Québec, the Caisse de dépbt et placement
du Québec has already announced that it would invest in partnership with
the best international venture capital players interested in doing business
in Québec.

The government will ensure that the labour funds satisfy their mission to
support Québec SMEs by including, for the purposes of their investment
requirements, only the amounts reinvested in Québec companies that
satisfy the eligibility criteria defined in the statutes of incorporation of the
labour funds.

Overall, the government’s opening regarding specialized private venture
capital investment funds could result in an injection of more than
$500 million in Québec businesses by 2010.
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2.3 Continuation of the conversion of Innovatech
corporations into mixed public-private capital
corporations

In the last Budget Speech, the government announced its intention to use
its capital outlays in the Innovatech corporations as leverage to attract
private capital. The process was started and, on March 17, 2005, the
government finalized the transaction involving the sale of the Société
Innovatech du Grand Montréal portfolio to foreign investors. That
transaction will lead to the injection of nearly $200 million in private capital
into the Québec economy.

The three other Innovatech corporations are also engaged in a conversion
that will continue into 2005-2006.

An agreement in principle was reached with Capital régional et coopératif
Desjardins (CRCD) and Desjardins Capital de risque to establish a
partnership aimed at converting Société Innovatech Régions ressources into
a mixed public-private capital corporation. The new corporation will be
composed of the full portfolio of the Innovatech corporation plus a $30-million
capital outlay from the CRCD. This injection of capital will ensure that the
businesses that are currently part of the portfolio will have the funds available
to maintain their value, and will also enable business startups to be financed
in the regions with no major reinvestment by the government.

As for the Innovatech Québec et Chaudiére-Appalaches and Innovatech
du sud du Québec corporations, the search for partners is in the early
stages and will continue over the coming months. The government has
decided to inject, by the time the process is completed, an additional
$10 million, divided between the two corporations, to help them achieve
their mission.
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2.4  Size of companies eligible for investments by tax-
advantaged funds raised to $100 million of assets

The government will allow tax-advantaged funds to contribute to the effort
to raise the supply of capital available for our SMEs.

Briefly, the statutes of incorporation of tax-advantaged funds define a
Québec company eligible for the investment requirements of these funds
as a company with less than $50 million in assets or no more than $20
million in net equity.® These guidelines were defined for the first time in
1983 and raised in 1989, but have not been adjusted since.

This size criterion limits the field of intervention of tax-advantaged funds to
businesses that are in their initial phases of development. In general, it
excludes companies in more mature growth stages.

Tax-advantaged funds have the pools of capital needed for major financing
rounds for more mature companies.

To encourage fast-growing or expanding Québec companies, the size of
the companies eligible for the investment standard of the Fonds de
solidarité FTQ, Fondaction and Capital régional et coopératif Desjardins
will be raised to $100 million in assets or $50 million in net equity.

TABLE 14

MAXIMUM AUTHORIZED SIZE OF COMPANIES ELIGIBLE FOR THE
INVESTMENT REQUIREMENTS OF TAX-ADVANTAGED FUNDS
(millions of dollars)

Assets Net equity
Current 50 20
Revised 100 50
5 The statute of incorporation of Fondaction allows one third of its investments eligible for its

investment standard to be made in companies whose assets do not exceed $100 million or
whose net equity is no more than $40 million.
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2.5 Implementation of SME Growth Stock

Problems with the public capital market

Over the years, Québec has developed a diversified base of SMEs
operating in many economic sectors. However, too few of these companies
reach an appreciable size, such that today, Québec has few medium-size
companies.

— Accordingly, more than half the Québec companies listed on the
Toronto Stock Exchange have a capitalization under $100 million,
while only 22% of them have a capitalization between $100 million and
$500 million.

— In Ontario, more than 35% of companies have a market capitalization
between $100 million and $500 million.
TABLE 15

COMPANIES LISTED ON THE TORONTO STOCK EXCHANGE'
(breakdown by size, as at December 31, 2004)

Market capitalization Québec Ontario
Number % Number %
Under $100 million? 89 53 299 45
Between $100 and $500 million 37 22 234 35
Over $500 million 43 25 132 20
Total 169 100 665 100

1 Excluding income trusts and mining companies.

2 Québec companies with capitalization of less than $100 million listed on the Toronto Stock
Exchange are of similar size, on average, in terms of assets, i.e. $97 million.

Source: TSX Group.

In addition to having companies that are mostly of smaller size, Québec
has fewer listed companies than Ontario. While Ontario’s economy is twice
as large as Québec’s, it has roughly four times the number of listed
companies.

Furthermore, the small size of Québec companies leads to problems
regarding financing on public markets. Companies with a market
capitalization under $100 million are of less interest to institutional
investors.
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When Québec companies do succeed in obtaining financing, the average
financing they obtain is much smaller than that obtained by Ontario
companies of comparable size.

— An analysis of financings made over the last three years by Québec
companies listed on the Toronto Stock Exchange indicates that the
average financing was $6 million in Québec for companies with a
market capitalization under $100 million.

— By way of comparison, the average financing for Ontario companies of
the same size is $25 million.

TABLE 16

AVERAGE FINANCINGS OF PUBLIC COMPANIES’
QUEBEC-ONTARIO COMPARISON - 2002 TO 2004
(millions of dollars)

Market capitalization Québec Ontario
Under $100 million 6 25
Between $100 and $500 million 40 78
Over $500 million 208 138

1 Excluding income trusts and mining companies.
Sources: TSX Group and Macdonald and Associates.

Though not the only available source of capital, the public capital market is
an essential tool for the development and growth of companies:
— It provides access to more capital and liquidity for securities.

— It helps growing companies to maintain a balance between debt and
capital.

— Lastly, it provides an important exit mechanism for investors who
contributed to the capitalization and growth of the company before its
listing on the stock market.
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Assistance for public financings of SMEs

The government is implementing SME Growth Stock to stimulate and
facilitate public growth and expansion financings, to increase the size of
our SMEs, and thus enable them to improve their position in their market
segments.

Individuals who invest in Québec public SMEs will be able to claim a tax
deduction of 100% on the shares they purchase.

The measure is designed to stimulate the supply of capital to increase the
total volume of financing and thus facilitate offerings by these companies:

— The tax incentive will encourage Québec investors to acquire shares of
these SMEs.

— In many cases, this will have a trigger effect that will enable the
offering to be completed outside Québec.

SME Growth Stock will enable offerings to be carried out that, without this
incentive measure, would not attract sufficient interest among investors to
enable the company to carry out the offering of shares that it wants.

The measure will help support larger financings to enable companies with
assets of less than $100 million to grow in size more quickly.

The measure will be available for initial public offerings (IPO) as well as for
subsequent offerings. SME Growth Stock will help increase the number of
companies that make use of public financings.

Although the measure draws on the Stock Savings Plan (SSP), its
application parameters are significantly different. Major changes have
been made to its parameters so as to target only the smallest public
companies, simplify the program and tighten the application details to
maximize the measure’s impact.
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Accordingly:

— The maximum size of eligible companies is being reduced to
$100 million of assets, compared to $350 million under the SSP.

— A single deduction rate of 100% will apply.

— The minimum two-year holding period of securities will be extended to
three years.

— The new coverage mechanism® will require an investor who disposes
of a qualifying security to replace it with another eligible securitiy within
21 days. This will generate more liquidity for this segment of the public
financings market.

TABLE 17

MAIN PARAMETERS OF SME GROWTH STOCK

Component SME Growth Stock
Qualified corporations = Québec corporations with assets under
$100 million

= Startup capital corporations

= Investment funds

= Newly issued common shares with voting

Qualifying securities rights

= Securities issued by investment funds

Tax incentive = Asingle personal income tax deduction rate:

100%
Minimum holding period = 3years
Coverage mechanism = Coverage required within 21 days

(following the sale of an eligible security)

SME Growth Stock will be introduced for a period of five years, after which
its usefulness and effectiveness will be reassessed.

The cost of this incentive measure is estimated at $20 million per year. It
will benefit individuals who make investments to support the growth of
companies in Québec.

6 The coverage mechanism allows investors to dispose of an investment provided they replace it
with an investment of the same value.
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2.6 Assistance for major employment-generating
projects in the information technology sector

The emergence of countries with low-cost and highly-skilled labour has led
many companies to adopt a management model that emphasizes out-
sourcing of various activities to sub-contractors.

Out-sourcing activities offer excellent growth prospects. Large international
contracts are at stake and thousands of jobs go with them. With the
dynamism of Québec companies operating in the information technology
sector, Québec has significant strengths that position it advantageously on
this highly competitive international market.

To strengthen Québec’s position regarding the awarding of international-scale
out-sourcing contracts, the government is introducing a temporary tax credit
of 25% on salaries linked to major employment-generating projects. The main
parameters of this tax assistance are as follows:

— project linked to the information technology sector;

— contract enabling the creation of at least 500 jobs in Québec.

TABLE 18

TAX CREDIT FOR MAJOR EMPLOYMENT-GENERATING PROJECTS IN
THE INFORMATION TECHNOLOGY SECTOR

Eligible companies

Parameters of tax assistance

Rate Base

Eligibility

Corporations satisfying the following
criteria:

« activities carried out under an
eligible contract;

« activities linked to the information
technology sector;

« each eligible contract leads to the
creation of 500 jobs within a
maximum period of 24 months.

25% Salaries incurred as of
January 1, 2005 and

before January 1,

2017.

Cap of $60 000
(maximum tax credit of
$15 000 per job per
year).

Contract that has been
certified and that covers :

« activities relating to the
development and supply
of products and services
relating to e-business;

» activities associated with
the operation of
e-business solutions;

« activities of a customer-
contact centre.

Contract concluded
after December 31,
2004 and before
January 1, 2008.

Limit of
2000 jobs
per corporation.

This tax assistance should enable many hundreds of jobs to be created in
Québec over the coming years. In addition to benefiting our young
graduates, these jobs are in a high technology sector.
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2.7 Support for the transmission of family businesses

Passing SMEs on to the next generation is an important issue for our
economy, particularly as a relatively large number of business leaders is
expected to retire over the next ten years. The lack of capital of potential
successors is one of the main reasons preventing the transmission of
businesses to the next generation.

In this regard, the government is announcing the implementation of a new
SME Succession component of Investissement Québec’s SMB Financial
program.

The SME Succession component will support financing of the transmission
of businesses within a family, to executives of a business or to any other
entrepreneur interested in acquiring a business. It will supply financing that
completes the direct investment of a venture capital corporation or the
traditional financing of financial institutions.

This financial assistance will consist of a guarantee on the repayment of the
net loss on a loan made by a financial institution, or a direct loan by
Investissement Québec. In this regard, Investissement Québec will be more
particularly interested in financial interventions of less than $2 million.

This new component will be funded from the envelope already stipulated for
Investissement Québec’s SMB Financial program.
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3.  Support for R&D, innovation and exports

Industrialized economies come to be knowledge- and innovation-based
economies due to the creation, dissemination and exploitation of
knowledge. Strategic investment in research, innovation and product
development is therefore a condition essential to enhancing our economic
performance.

The success of Québec businesses in several areas of the knowledge-
based economy bears withess to our opportunities and potential for
development. But more needs to be done. To that end, the government is
introducing enhanced support measures for investment in R&D and
innovation.

In addition, small businesses must be assisted in their efforts to improve
their productivity and performance on export markets.

To attain these objectives, this Budget Speech announces the following
four measures:

— an increase, from 35% to 37.5%, in the rate of the R&D tax credit for
SMEs;

— the broadening of the scope of the design tax credit;

— the creation of a proof of concept funding program for university
research findings;

— the implementation of a support program for businesses investing in
productivity enhancement and export development.
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TABLE 19

FINANCIAL IMPACT OF THE MEASURES TO SUPPORT R&D, INNOVATION
AND EXPORTS
(millions of dollars)

2005-2006 2006-2007 2007-2008 Total
Support for R&D, innovation
and exports
Increase, to 37.5%, in the rate -6 -18 -18 —42
of the R&D tax credit for SMEs
Broadening of the scope of the -2 -6 -8 - 16
design tax credit
Proof of concept funding -2 -2 - -4
program for university research
findings
Productivity enhancement and -5 -5 -5 -15
export development
TOTAL -15 =31 -31 -77

SECTION 6 44



2005-2006 Budget

Encouraging Wealth Creation

3.1 Increase in the rate of the R&D tax credit for SMEs

SMEs that carry out their R&D activities themselves may claim a 35%
refundable tax credit respecting the salaries of their researchers. To further
stimulate research by SMEs in Québec, the government is increasing the
rate of this tax credit to 37.5%.

TABLE 20
INCREASE IN THE RATE OF THE R&D TAX CREDIT FOR SMEs

Tax assistance parameters Financial impact
over a full year

Rate Base ($ million)

Salaries paid/
research contracts

Increase in the rate of the

0, 0,
tax credit for SMEs' 35% to 37.5%

-18

1 For the purposes of the R&D tax credit, an SME is a company whose assets are less than or
equal to $25 million. The tax credit rate is reduced linearly to 17.5% for companies with assets
between $25 million and $50 million. The rate is 17.5% for companies with assets equal to or
greater than $50 million.

The increase, to 37.5%, in the tax credit rate will enable SMEs, which
devote a large part of their R&D spending to labour, to obtain more funds
for their research activities. The increase will benefit, in particular, certain
key sectors of the Québec economy, such as the biotechnology sector,
which are largely composed of SMEs required to invest massively in R&D.

Moreover, the increase will help in attaining the government’s objective to
raise the level of R&D spending in Québec to 3% of GDP by 2010.
CHART 8

CHANGES IN R&D SPENDING: QUEBEC’S OBJECTIVE FOR 2010
(percentage of GDP)

3.0 4 3%

Québec

Ontario

264 e
Québec's objective:
3% in 2010
224

1.8 1

1.70

H1.51
1417 . ‘ ‘ ‘ ‘
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

Sources: Institut de la statistique du Québec (December 2004) and ministére des Finances du
Québec.

|
SECTION 6 45



2005-2006 Budget

Budget Plan

With this increase, Québec continues to lead the rest of Canada in R&D

tax assistance for SMEs.

The net cost, after income tax, of $1000 in R&D spending by a Québec
SME is $266, down from $275. The Canadian average is $330.

CHART 9
NET COST OF $1000 IN R&D SPENDING (AFTER INCOME TAX) FOR SMEs' - APRIL 2005
(dollars)
m 37.5% rate in Québec
0 35% rate in Québec
400 -
Average: $330
431
300 | 408
_275 349
309 309 319 320 308
266 272
200 T T
New foundland PEL Nova New Québec Ontario Manitoba Saskat- Alberta British
and Labrador Scotia Brunsw ick chewan Columbia

1 The following assumptions were made: the businesses are profitable; federal tax assistance is included; spending breaks

down into $600 for salaries and $400 for machinery and equipment. The proxy method was used for the other provinces.
Source: Ministere des Finances du Québec.
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3.2 Broadening of the scope of the design tax credit

A successful product development process includes, in particular, R&D
and design activities. Through design activities, consumer needs and
preferences are reconciled with a business’s production constraints.

Current assistance for innovation and product development

Tax assistance is available to businesses for design activities. The rate of
the refundable design tax credit is 15%, and can be up to 30% for SMEs.
This measure especially benefits businesses in the clothing, textile and
furniture sectors.

These businesses may claim a tax credit respecting salaries they pay for
their design activities and under contracts concluded with a design
consultant. Businesses in other industrial sectors may claim the tax credit
only for contracts concluded with a design consultant.

TABLE 21

CURRENT PARAMETERS OF THE DESIGN TAX CREDIT

Assets of Rate applicable to
Industrial the Cap per designers’
sectors  business’ designer salaries
Design activity . . SMEs $60 000 30%
carried out by the Cloatzg%rﬁﬁ'::
business sectors only . Large $60 000 15%
businesses
Design activity SMEs None 30%
carried out by a Al
design consultant Large None 15%
businesses

1 For the purposes of the design tax credit, an SME is a company whose assets are less than or
equal to $25 million. The tax credit rate is reduced linearly to 15% for companies with assets
between $25 million and $50 million. The rate is 15% for all companies with assets equal to or
greater than $50 million.
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Broadening of the scope of the design tax credit

The design tax credit is currently very limited in scope, as businesses in a
number of industrial sectors cannot claim it. Yet design can be an effective
strategy for businesses seeking to enhance their competitiveness by
emphasizing innovation. Through design, businesses can:

— enhance their range of products;

— develop a distinctive brand and niche products less vulnerable to
competition from countries where labour costs are lower;

— Dbetter penetrate foreign markets and compete with imported products
on the domestic market.

To support more businesses in their innovation and product development
activities, the scope of the tax assistance is broadened to recognize:

— the contribution of designers employed by a business, regardless of
the industrial sector;

— the work of patternmakers or assistant designers in the clothing and
textile sectors.

Through these changes, the government will allocate $15 million annually
for the innovation activities of businesses.
TABLE 22

DESIGN TAX CREDIT — IMPROVEMENTS MADE

Industrial sectors

Financial impact

Clothing and over a full year
textile Furniture Other ($ million)
Before the 2005- Designers Designers = Design -7
2006 Budget employed by employed by consultants
Speech the business the business
Design Design
consultants consultants
After the 2005- Designers Designers = Designers -15
2006 Budget and pattern- employed by employed by
Speech makers the business the business
employed by Design * Design
the business consultants consultants
Design
consultants
Additional financial impact for the government -8
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With these new parameters, nearly 700 businesses, up from roughly 300, will
be able to take advantage of the tax assistance, and the measure will affect
close to 1500 workers specialized in innovation and product design.

TABLE 23

IMPACT OF THE CHANGES TO THE DESIGN TAX CREDIT ON THE NUMBER
OF ELIGIBLE DESIGNERS, PATTERNMAKERS AND BUSINESSES'

Currently eligible Increase after Total

changes
Designers 500 1000 1500
Patternmakers N/A 150 150
Businesses 300 400 700

1 Estimates of the ministére des Finances du Québec.
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3.3 Creation of a proof of concept funding program for
university research findings

For researchers, proof of concept consists in demonstrating the technical
reliability and commercial potential of their discovery. It is generally
subsequent to a researcher’s invention disclosure and prior to the onset of
the discovery’s commercial value.

DIAGRAM 3

STAGES IN INNOVATION DEVELOPMENT

Basic Proof of Seeding Start-up Growth Expansion
research concept

However, according to a number of stakeholders, funding proof of concept
is problematic because it is a stage that is too risky to attract private
capital.

Due to inadequate maturation, university research projects are marketed
too rapidly and businesses are prematurely created. As a result, the
commercialization of university research has a high failure rate.

To increase the use of university research findings and maximize the
related economic benefits, the Québec government is introducing a proof
of concept funding measure.

To that end, the ministére du Développement économique, de I'lnnovation
et de [I'Exportation will receive a total of $4 million in additional
appropriations for the next two years.
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3.4 Supporting businesses with a view to productivity
enhancement and export development

Investment in machinery and equipment is key to improving the
productivity of Québec businesses, especially manufacturing SMEs.
However, to optimize such investments and capitalize on the economic
potential of external markets, businesses need assistance in the form of
consulting services, expertise and support. To that end, the government
will introduce certain initiatives.

$15 million for productivity enhancement and export development

Enhancement of business productivity

Objective Eligible clientele

¢ To make financial assistance available e Manufacturing businesses with fewer
to manufacturing SMEs so that they than 200 employees and collaborative
can take advantage of consulting business networks whose activities are
services specialized in productivity strategic in nature
enhancement

Financial assistance Principal eligible expenditures

¢ Non-refundable contribution: 40% of o Professional fees
eligible expenditures (maximum o Research expenses to obtain patents

$50 000) and protect intellectual property
¢ Maximum government contributions:
50% of total project costs

Examples of eligible projects

e Development of a new product or Acquisition or protection of intellectual
innovative process property

¢ Implementation of technology transfer Elaboration of funding strategies
e Enhancement of managerial skills Implementation of investment projects

Support for export businesses

Main objectives Principal measures

¢ Ensure the sustainability of Québec o Marketing assistance for businesses to
businesses on the Canadian and U.S. ensure that Québec products are on
markets the lists of the decision makers of

« Diversify the international markets of major North American chains
Québec businesses o Assistance in the movement of

e Take advantage of the business merchandise exports across the U.S.
opportunities generated by emerging border
economies e Support for Québec businesses in

directing their initiatives toward
emerging economies
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4. Support for regional development

The economic context is evolving rapidly and has a considerable impact on
certain sectors of activity. The forestry, textile and clothing sectors are no
stranger to this upheaval, and regions where the economy is more reliant
on these sectors are generally very adversely affected.

In Québec, there are close to 200 so-called single-industry municipalities,
over 40% of which are situated in the resource regions and close to half of
which rely on forestry-related actvities. When these communities
experience economic difficulties, they need help consolidating or making
the transition toward other sectors of activity, thereby enabling their workers
to find new jobs.

In addition, Québec’s resource regions have a number of other difficulties
to cope with, such as the consequences of the softwood lumber dispute.
According to the available economic performance indicators,” the
peripheral regions lag behind the other regions of Québec. Economic
diversification of these regions, focused in particular on the secondary and
tertiary resource processing sectors, is key to ensuring their development
in the medium and long terms.

To enable businesses, workers and communities to adapt to these
situations, the government is introducing two series of measures to support
regional development:

— The government is announcing a series of measures designed to
foster the adaptation and diversification of regional economies. All told,
these measures will amount to $240 million, $150 million of which will
be in the form of budgetary measures, and will be available to the
regions over the next three years.

— Further support is being provided for the financing and capitalization of
regional businesses, thereby making an additional amount of $118
million available to the regions.

These measures are designed to give the regions the means to diversify
their economy with a view to ensuring sustainable economic development.

7 CIRANO, La dimension territoriale des politiques de développement économique au Québec :
enjeux contemporains, February 2005.
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TABLE 24

FINANCIAL IMPACT OF SUPPORT MEASURES FOR REGIONAL
DEVELOPMENT
(millions of dollars)

2005-2006 2006-2007 2007-2008 Total
Support for regional
development
Budgetary measures
Improved forest management -25 - 25 - 25 -75
$30-million assistance fund for -10 -10 -10 -30
single-industry towns
Support for workers in forest- -1 -2 -2 -5
based communities
Support for social economy -1 -2 -2 -5
business projects in the regions
Greenhouse industry — use of -3 -2 — -5
alternative energy sources
Local products -2 -3 -4 -9
Investments in nature park — -6 -6 -12
infrastructures
Tourism in the regions -5 — — -5
Development of a network of -1 -1 -2 -4
protected areas
Subtotal — Budgetary - 48 - 51 - 51 -150
measures
Fiscal measures
Extension of tax credits for -9 - 28 - 53 -90
processing activities in the
resource regions
Total - 57 -79 -104 - 240

Financing and capitalization

Additional capitalization for
FIER-Régions

Conversion of Innovatech
Régions ressources

Capital outlay of $78 million

Capital outlay of $30 million from CRCD

Société Innovatech Québec et
Chaudiere-Appalaches and
Société Innovatech du sud du
Québec

Capital outlay of $10 million
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4.1 Measures to support economic adaptation and
diversification

The 2005-2006 Budget Speech comprises a series of measures to support
the adaptation and diversification of regional economies:

— forest management measures;

— assistance fund for single-industry towns experiencing economic
difficulties;

— support for workers in forest-based communities;

— extension of tax credits for processing activities in the resource
regions;

— assistance for the greenhouse industry and support for local products
and small-scale alcoholic beverage production;

— investment in nature park infrastructures;
— stepped up intervention on behalf of tourism in the regions;

— development of a network of protected areas.

|
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Funding of priority measures for forest management

To improve forest management, the government is implementing a series
of priority measures, including the following:

— access to forest resources in northern regions;

— development of technologies and new products;

— creation of the position of chief forester;

— improvement of the calculation of the allowable cut;

— development of knowledge and improved forest inventories;
— support program for forest stakeholders;

— increased support for aboriginal communities to facilitate access to the
resource.

By implementing these measures, the government is following up on
recommendations of the Commission for the study of public forest
management in Québec (Coulombe Commission).

The Commission was mandated to prepare a report on the situation of
public forest management, from the perspective of integrated resource
management, and propose solutions for improving the forestry regime. In
its report, which was released on December 14, 2004, the Commission
made a series of recommendations to improve the management of public
and private forests.

To implement these measures, $75 million in additional appropriations will
be granted to the ministére des Ressources naturelles et de la Faune over
the next three years.
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Support for single-industry towns experiencing economic difficulties

The changing industrial structure and varying economic conditions can
lead to the vulnerability of municipalities with a non-diversified economic
base.

The economy of several Québec municipalities relies on the presence of
one or a few employers in a single sector of activity, so that the closure of
the main employer can cause major social and economic problems for the
community.

To support single-industry towns and communities experiencing economic
difficulties, the government is introducing a financial assistance measure of
$30 million over three years.

This measure will provide financial support for the economic action and
recovery plan produced by the authorities of the municipalities
experiencing socioeconomic difficulties, and for the communities’
diversification efforts.

The ministére des Affaires municipales et des Régions will be responsible
for supporting the development and implementation of action plans, and for
coordinating efforts, in collaboration with the main local economic
stakeholders. Moreover, the ministére du Développement économique, de
'lnnovation et de [I'Exportation will support businesses’ economic
diversification and development projects that support and create jobs in
communities.
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Support for workers in forest-based communities

The measure announced by the government in regard to the 20%
reduction in the allowable softwood cut—one of the recommendations of
the Commission for the study of public forest management in Québec—is
expected to have an economic impact in a number of forestry regions.

To support workers in forest-based communities, additional financial
assistance will be granted for the training of forestry workers and the
development of social economy businesses in the regions. Training will
boost the number of forestry workers and enhance forest yield.

Moreover, social economy businesses can play an important role in the
development of forest-based communities experiencing economic
difficulties, by contributing vigorously to job creation in these communities.

To that end, additional appropriations of $10 million over the next three
years will be allocated.
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Extension of tax credits for processing activities in the resource
regions

The Québec tax system makes three specific tax credits available to
businesses in the resource regions:

— a refundable tax credit for processing activities in the resource regions;

— a refundable tax credit for the Vallée de I'aluminium, located in the
Saguenay-Lac-Saint-Jean administrative region;

— a refundable tax credit for Gaspésie and certain maritime regions of
Québec.

Briefly, these tax credits, whose rate is 30% or 40%, as the case may be,
are granted for a five-year period in regard to the salaries paid for jobs
created by businesses in a Québec resource region.

The purpose of these fiscal measures is to foster economic diversification
in the regions, essentially by stimulating the development of secondary
and tertiary natural resource processing activities. In 2005, the total cost of
these measures should reach $60 million.

Major support for regional diversification

Nearly 700 businesses engaged in the secondary and tertiary processing
of natural resources are entitled to these tax credits. Since 2000, the fiscal
measures have contributed to improving the situation of manufacturing
jobs in the regions:

— creation of at least 4 400 jobs;

— support of nearly 8 600 other jobs.
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TABLE 25

TAX CREDITS APPLICABLE IN THE RESOURCE REGIONS'
(number of businesses and jobs, and tax assistance per job)

Tax

assistance

Eligible Jobs Jobs per job

Tax credit businesses created maintained created’

Processing activities in 553 3488 6 768 $13 876
the resource regions

Vallée de I'aluminium 73 325 343 $17 231

Gaspésie and certain 47 599 1449 $10 684

maritime regions
TOTAL/AVERAGE 673 4412 8 560 $13 690

1 Compilation by the ministére des Finances du Québec.
2 Estimate by the ministere des Finances du Québec for the 2005 calendar year.

The wood and metal processing sectors group nearly 500 businesses, that
is, roughly 75% of total eligible businesses.
TABLE 26

BREAKDOWN OF ELIGIBILITY CERTIFICATES REGARDING THE TAX
CREDITS

Eligibility Breakdown
Sector of activity certificates (%)
Wood processing 249 37.0
Metal processing 243 36.1
Food 69 10.3
Non-metallic minerals 24 3.6
Energy 9 1.3
Marine products, marine biotechnology, 47 7.0
mariculture and wind energy sector
Reclamation and recycling 15 2.2
Other 17 25
TOTAL 673 100.0

Source: Investissement Québec.
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During the 2000-2004 period, manufacturing jobs rose an average of 1.3%
in the resource regions, but fell 0.3% in the other regions of Québec.
During the 1987-2000 period, it was the opposite, with manufacturing jobs
rising only 0.1% in the resource regions, compared with 0.9% in the other
regions of Québec.

These data show that the fiscal measures have contributed to the growth
of manufacturing jobs in the resource regions. It is essential for this
positive effect on manufacturing jobs to be better reflected in the overall
job situation, which is still problematic in these regions. The government
therefore intends to continue encouraging the resource regions.

TABLE 27

CHANGES IN MANUFACTURING JOBS IN QUEBEC FROM 1987-2000 TO
2000-2004

Average annual variation in jobs

1987-2000 2000-2004
(number) (%) (number) (%)
Resource regions 100 0.1 975 1.3
Other regions of Québec 4615 0.9 - 1525 -0.3

Source: Statistics Canada, Labour Force Survey, annual averages.

Extension of the tax credits to 2009

As of January 1, 2005, close to 60 businesses in the resource regions
stopped receiving the tax credit for new jobs created during the 2000-2004
period. In addition, almost half the businesses that currently claim it will no
longer be able to do so as of 2006. Several employers in the regions will
be affected by the expiry of these tax credits.

To enable the regions to further diversify and optimize their economic
potential, the government is announcing the extension, to 2009 inclusively,
of the three tax credits applicable to businesses in the resource regions.
This measure will make it possible to continue supporting job creation until
December 31, 2009, thereby raising the maximum period for per-job
assistance from 5 to 10 years.

Projects submitted until December 31, 2007 will remain eligible for the tax
assistance. However, the application of the tax credits will not be extended
beyond 2009.
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IMPACT OF EXTENDING THE TAX CREDITS FOR BUSINESSES IN THE RESOURCE REGIONS

Tax assistance parameters

Financial impact

Rate Base

over a full year
($ million)

Extension of the tax credits for the

resource regions

= maximum period of assistance
raised from 5 years to 10 years

= tax assistance ends on
December 31, 2009 for all jobs
created

30% or 40%, as the case
may be

Salaries related to job creation’ - 61

1 Salaries paid in regard to mariculture and marine biotechnology.

TABLE 29

TAX CREDITS FOR BUSINESSES IN THE RESOURCE REGIONS

Tax credit

Eligible activity

Eligible territory

Processing activities in the
resource regions

= 30% of salaries paid to new
employees, up to
December 31, 2009

Manufacturing or processing of finished or semi-
finished products (including equipment) from
wood, paper and cardboard, as well as of metals
(except aluminum) and non-metallic minerals

Food processing, reclamation and recycling of
waste and residual materials resulting from
natural resource exploitation or processing, fresh-
water aquaculture, production of non-
conventional energy, manufacturing of products
from peat

= Bas-Saint-Laurent

Saguenay—Lac-Saint-Jean
Mauricie
Abitibi-Témiscamingue
Céte-Nord

Nord-du-Québec
Gaspésie—lles-de-la-Madeleine
Antoine-Labelle RCM
Vallée-de-la-Gatineau RCM
Pontiac RCM

Vallée de Paluminium

» 30% of salaries paid to new
employees, up to
December 31, 2009

Manufacturing or processing of finished or semi-
finished products from aluminum that has
undergone primary processing

Saguenay—Lac-Saint-Jean

Gaspésie and certain maritime
regions

» 40% of salaries paid to new
employees, up to
December 31, 2009

= 40% of salaries paid, up to
December 31, 2009

Transformation of marine products (fish and
seafood)

Manufacturing of wind-power generators and
production of wind power

Mariculture (growing of marine products)

Manufacturing of finished or semi-finished
products in the marine biotechnology field

Gaspésie—TIes-de-Ia-MadeIeine,
Cobte-Nord and Matane RCM

Gaspésie—lles-de-la-Madeleine
and Matane RCM

Gaspésie—lles-de-la-Madeleine
and Cote-Nord

Gaspésie—TIes-de-Ia-MadeIeine,
Cobte-Nord and Bas-Saint-Laurent
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Assistance for the greenhouse industry and support for local
products and small-scale alcoholic beverage production

To ensure the economic development of the regions and foster their
vitality, the government is assisting certain sectors of activity with strong
growth, located primarily in the regions and composed essentially of small
businesses, in order to enable them to stay the course and reach their full
development potential.

To that end, the government is implementing the following measures:

— assistance for the greenhouse industry;

— action plan for niche and local products;

— support for the development of Québec’s small-scale alcoholic
beverages.

Additional appropriations of $10 million will be made available in this
regard over the next two years.
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Assistance for the greenhouse industry and support for local products and
small-scale alcoholic beverage production

Assistance for the greenhouse industry respecting the use of alternative

energy sources

Objective Eligible projects

* Enable the implementation of energy- * Energy recovery or use of non-conventional
recovery pilot projects and the introduction energy sources for the heating or artificial lighting
of new energy sources in the greenhouse needed in photosynthesis

industry, with a view to sustainable

development and energy efficiency ~ New greenhouse construction

— Major expansion projects

Financial assistance
* The budgetary impact of the financial assistance must not exceed 15% of the cost of the project.

Action plan for niche and local products

Objectives Principal measures
* Provide a legislative framework for certain * A legislative framework for new labels—"terroir”,
notions such as “fermier” and “artisanal” “fermier” and “artisanal’-and the implementation of
regarding local products control and monitoring systems
¢ Control their use * Support for business groups and technical and
financial guidance for the latter with a view to
* Develop local products obtaining a reserved designation

» Support for accreditation and certification bodies
under the Act respecting reserved designations

* Promotion of new labels and designations

Support for Québec’s small-scale alcoholic beverage industry

Objective Principal measures

* Support the development of the small-scale

alcoholic beverage industry * Temporary assistance over three years for

targeted measures in keeping with the needs of

Areas of intervention producers (terms and conditions to be specified at
* Support for production a later date)

* Support for processing — Facilitation of access to technical guidance

* Support for marketing — Facilitation of product development and the

acquisition of equipment

— Facilitation of access to specialized training
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Investments in nature park infrastructures

Because of their ability to attract tourists and their international calibre, the
facilities of the Société des établissements de plein air du Québec (Sépaq)
provide substantial leverage for economic development in the regions.
However, they need to be modernized.

Sépaq will invest $22 million over the next two years for modernization
purposes. By reinforcing the quality of its infrastructures, the corporation
will contribute to the economic development of the regions. These
investments will enable nearly 300 jobs, mostly in the regions, to be
maintained or created, and contribute to the growth of supply and demand
regarding local goods and services.

To enable the required investments to be made, additional appropriations
of $6 million will be made available as of the the 2006-2007 fiscal year.

Investments in nature park infrastructures (Sépaq)

Objectives Measures
¢ Avoid further deterioration of public ¢ Repair of buildings and infrastructures
assets . . .
e Compliance with environmental
o Better meet the needs of the standards
clientele, while providing it with safe . . o
facilities P G e Safeguard of historic buildings

¢ Retrofitting of access infrastructures
and stabilization of the natural
environment

e Consolidate and maintain activities in
Sépaq establishments

¢ Enable establishments to play their
role, which is essential to supporting
the tourism industry
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Tourism in the regions

Tourism is a major avenue of development for the regions. It is therefore
important to support regional projects and activities that stimulate the
tourism industry.

To support tourism activitites in the regions, the spending envelope of the
ministére du Tourisme is being increased by $5 million in 2005-2006. The
Minister of Tourism will specify how these additional appropriations will be
allocated.

Development of a network of protected areas

The Québec government recognizes the importance of preserving our
natural heritage for future generations. In this regard, the government has
pledged to designate 8% of Québec’s territory, or a total surface area of
45 000 km?, a protected area.

The 2004-2007 Québec action plan on biological diversity underscored the
importance of stepping up the private sector's involvement in efforts to
protect Québec’s natural heritage and achieving the objectives set.
Protected areas on private land account for an area of 150 km?.

To respect government commitments in this regard, the new program to
preserve the private natural heritage announced in the 2005-2006 Budget
Speech provides for an envelope of $9 million over three years. The
purpose of these funds is to develop a network of protected areas on
private land and amass financial leverage in respect of private
conservation agencies to create a heritage legacy.

The program will make private landowners accountable for the
preservation of our natural heritage and target three objectives:

— encourage private landowners to protect their natural sites;

— allow conservation agencies of protected areas to acquire private
lands; this support is part of a shift toward public-private partnerships,
and investments of $15 million from the private sector are anticipated;

— foster the recognition and preservation of private nature reserves.

The details of this program will be announced by the Minister of
Sustainable Development, Environment and Parks.
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4.2 Measures for the financing and capitalization of
businesses in the regions

To support the financing and capitalization of businesses in the regions,
two initiatives will provide the regions with additional funds:

— FIER-Régions will receive additional capitalization of $78 million.

— The government will continue the conversion of Innovatech
corporations into mixed public-private capital corporations.

These measures are described in parts 2.1 and 2.2 of this section.
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5. Financial impact of measures to encourage wealth creation
TABLE 30
MEASURES TO ENCOURAGE WEALTH CREATION

FINANCIAL IMPACT FOR THE GOVERNMENT
(millions of dollars)

Fully
implemented 2005-2006 2006-2007 2007-2008 Total

1. Corporate taxation reform to promote
investment

Reduction of more than 50% in the tax — 858 -50 - 221 - 380 - 651
on capital

Increase in the taxation rate for large 587 43 174 258 475
businesses

Reduction in the taxation rate of SMEs -34 -7 -30 -32 - 69

Introduction of a capital tax credit of 5% — - 55 - 74 - 96 - 225
of the value of new investments in

manufacturing and processing

equipment

Increase in capital cost allowance rates -20 -3 -8 -11 - 22

Subtotal - 325 -72 -159 - 261 —492

2. Enhancement of business funding
assistance

Additional capitalization of $78 million in — — — —
FIER-Régions'

Incentive for tax-advantaged funds to — — — _
invest in specialized private funds

Continuation of the conversion of — — — —
Innovatech corporations into mixed
public-private capital c:orporations2

Asset limit of companies eligible for — — — _
investments by tax-advantaged funds
raised to $100 million

SME Growth Stock —4 -20 -20 —44

Assistance for major employment- -5 -10 -20 -35
generating projects in the information
technology sector

Support for the transmission of family — — — _
businesses

Subtotal -9 -30 -40 -79
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MEASURES TO ENCOURAGE WEALTH CREATION
FINANCIAL IMPACT FOR THE GOVERNMENT (CONT.)
(millions of dollars)

2005-2006  2006-2007  2007-2008 Total
3. Support for R&D, innovation and exports
Increase, to 37.5%, in the rate of the R&D tax credit for -6 -18 -18 —42
SMEs
Broadening of the scope of the design tax credit -2 -6 -8 - 16
Proof of concept funding program for university -2 -2 — -4
research findings
Productivity enhancement and export development -5 -5 -5 -15
Subtotal -15 -31 -31 -77
4. Support for regional development
Improved forest management -25 -25 -25 -75
$30-million assistance fund for single-industry towns -10 -10 -10 -30
Support for workers in forest-based communities -1 -2 -2 -5
Support for social economy business projects in the -1 -2 -2 -5
regions
Extension of_tax credits for processing activities in the -9 -28 -53 90
resource regions
Greenhouse industry — use of alternative energy sources -3 -2 — -5
Local products _2 -3 -4 -9
Investments in nature park infrastructures — -6 -6 -12
Tourism in the regions -5 — — -5
Development of a network of protected areas -1 -1 -2 -4
Subtotal - 57 -79 -104 - 240
TOTAL -153 -299 —436 - 888

1 Government outlay of $78 million.
2 Government outlay of $10 million in Innovatech du sud du Québec and Innovatech Québec et Chaudiére-Appalaches, and
outlay of $30 million by CRCD in Innovatech Régions ressources.
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