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Return to a balanced budget on the horizon
By Daren King, Warren Lovely & Taylor Schleich

Highlights

Given a contracting economy in 2023, due in particular to lower production and the value of commodities important to the province's
finances (oil and nickel) and a drop in investment in the residential construction sector, the projected deficit of $160 million for the 2023-
24 fiscal year ending has been revised significantly upwards to $433 million. Despite an anticipated deficit of $152 million for the
upcoming 2024-25 fiscal year, the 2024 Budget forecasts a return to black ink as early as 2025-26 and for all subsequent years until
2028-29. However, this budget planning is based on particularly optimistic economic growth assumptions, resulting from the
implementation of several major investment projects over the next few years, which could easily prove to be off track. Among the
budget's major orientations are record investments of $4.1 billion in health care (40% of spending), as well as amounts for the elderly,
housing and poverty reduction. In addition, the budget maintains a number of measures announced in recent years to help with the
cost of living, such as the 8.05 cent per litre rebate on gasoline, and does not include any new taxes, tax increases or fee increases for
a third year in a row. As for the province's indebtedness, the budget forecasts that the net debt to GDP ratio will decline from 45.1% in
2023-24 to 44.1% in 2024-25, despite the deficit, thanks to a recovery in economic growth. On borrowing requirement, Newfoundland
and Labrador expects to issue a larger $2.8 billion in 2024-25, following on a $2.2 billion gross borrowing program from 2023-24.

= Economic outlook — In 2023, Newfoundland and Labrador's economy was undermined by the growing impact of restrictive
monetary policy, but also by a decline in oil and nickel production, as well as a significant drop in investment in residential
construction. As a result, the province's real GDP is estimated to have contracted by 2.1% in 2023, the worst performance of any
Canadian province. As for nominal GDP, which has a greater influence on public finances, it is estimated to have contracted a
significant 6.2% in 2023, the drop in production of certain commodities also amplified the fall in prices. Despite this
underperformance by the economy, it should still be noted that Newfoundland and Labrador's population is set to grow by a robust
1.3% in 2023, the highest rate since 1972. Furthermore, the strength of the labour market has more than absorbed this significant
demographic growth, with the unemployment rate averaging 9.9% in 2023, the lowest ever recorded. Looking ahead, the budget
is based on ambitious growth forecasts based on the delivery and start of production of several major investment projects (such
as Terra Nova, West White Rose, and Voisey's Bay mine). In the event of delays, lower production or weaker than expected
commodity prices, these forecasts can quickly become outdated. For 2024, the budget forecasts a rebound in real GDP of 5.1%,
boosted by increase in exports, the start of production at Terra Nova and major investment in the construction of West White
Rose. Real GDP growth is then expected to rise to 6.9% in 2025 and 7.3% in 2026 (with West White Rose coming on stream), before
slowing to 4.9% in 2027 and 4.2% in 2028. As for nominal GDP, it should grow by 5.8% in 2024, 3.7% in 2025, 6.2% in 2026, 5.9% in 2027
and 4.5% in 2028. Regarding the labour market, the unemployment rate should remain relatively stable at 10.0% in 2024, before
falling again to 9.4% in 2025, 8.7% in 2026 and 8.3% in 2027, then rise slightly to 8.6% in 2028.

= QOutgoing year budget balance (2023-24) — Newfoundland and Labrador now estimates the 2023-24 budget shortfall at $433
million (1.1% of GDP). Last year, the province had pegged the deficit $160 million, which is roughly where it was tracking when the
mid-year update was published in the fall. The deterioration reflects revenues coming in 1.4% below budget and expenses coming
in 1.4% above budget. The revenue revisions can be traced to lower-than-planned federal transfers and offshore royalties.
Meanwhile, spending in the general government sector drove the expense miss, while the social and resource sectors came in line
with or below plan.

= Medium-term fiscal outlook (2024-25 & beyond) — 2024-25 is expected to be Newfoundland and Labrador’s second consecutive
year in deficit as the budget signals a $152 million shortfall, equivalent to 0.4% of GDP. While not balanced, it's an improvement
over 2023-24 as revenues are seen as jumping by 7.8%. That's expected to be driven by offshore royalties surging $624 million
(+67%) and transfers from the federal government rising $475 million (+25%). Spending pressures are also evident, with expenses set
to rise 4.6%. The 2024-25 deficit that's been signalled means the return to balance will again be pushed out a year relative to last
year's guidance. The province now sees 2025-26 as the next time the budget balance will be written in black ink. Specifically, a
$58 million surplus has been telegraphed (or 0.1% of GDP). Deficits are expected to remain in the same neighbourhood over the
fiscal years spanning 2026-27 to 2028-29. Over that 4-year period beyond 2024-25, revenue is expected to remain roughly flat
(+0.1%/year) while expenses are seen as modestly shrinking (-0.7%/year). Just like in last year's budget, Newfoundland and
Labrador has opted to embed an ‘oil risk adjustment’ in its fiscal forecasts. That starts in 2025-26 at starting at $20 million and
grows to $70 million/year by the final year of the plan. That's a nod to the inherent volatility in oil prices.

= New initiatives — As it is the case for most of the provinces, the primary focus of the 2024 Budget is health care. As such, health
care investment reached their highest level ever at $4.1 billion (40% of the budget). This includes $30 million to hire additional health
care providers for the 19 existing family care teams and to create new teams, $10 million to help recruit and retain health care
professionals, and $2 million to increase the number of Faculty of Medicine seats. The budget also aims to help seniors, with $10
million for a new Seniors' Well-Being Plan and $70.3 million for the Seniors' Benefit. Among other initiatives, there is $50 million for a
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rental housing development loan program, $2 million to hire 22 new full-time correctional officers, and $36 million over four years to
build more than 100 new homes in Corner Brook. Although these are not new measures, the budget does retain some measures
announced in the past to help with the cost of living, such as the 8.05 cent reduction per litre of gasoline, the 50% reduction in
vehicle registration costs, the home heating supplement for furnace and stove oil, and the elimination of the retail sales tax on
home insurance. Furthermore, no provincial taxes or fees were increased for a third year in a row.

= QOil price assumptions & official sensitivities — The budget is based on an average of US$82/bbl for Brent in 2024-25 and that
price is seen as gradually moderating to US$77/bbl through the outer years of the fiscal plan. For context, the prompt Brent
contract is currently hovering just above $85/bbl. If the economic scenario presented in the budget holds, oil royalties should
constitute 15% of revenues in 2024-25, up from 10% in the outgoing fiscal year. The Canadian dollar is also an important input to
the fiscal plan and that is assumed to average US$0.747 in 2024-25. The outer years of the plan see the Canadian dollar stronger
than the 2024-25 assumption by 1-3%. As for sensitivities, the province estimates that each dollar per barrel is worth $24 million
and each 1 US cent change in the exchange rate is worth $26 million.

= Debt outlook & interest bite — In the coming fiscal year (2024-25), Newfoundland and Labrador expects to add ~$580 million in
new debt, net liabilities ending the year at $17.8 billion. The corresponding debt burden, equivalent to 44.1% of GDP or more than
170% of total revenue, resides at the high end of the provincial spectrum. Still, given the relatively modest budget shortfall and
based on assumed GDP/revenue growth, closely watched relative leverage metrics are expected to improve (i.e., decline) vs.
2023-24 levels. Moreover, the expectation of sustained surpluses starting in 2025-26, combined with relatively healthy economic
growth (nominal GDP growth averaging ~5%/year in the out years), would imply steady progress on the debt burden over the
medium term. Gross debt expenses are slated ease slightly in 2024-25, this $1.15 billion expense item comprising a smaller share of
total budgeted outlays and likewise consuming less of the revenue dollar. Specifically, the interest bite is set to ease from 12.2% to
11.2% in 2024-25, which is welcome since Newfoundland and Labrador’s spends relatively more servicing the debt than all provincial
peers.

= Borrowing requirements — The province's gross borrowing requirement reflects the relatively modest budgetary shortfall, capital
needs, efforts to bolster prudential liquidity and, of course, refinancing activity. Following on a $2.2 billion gross borrowing program
from 2023-24, Newfoundland and Labrador expects to issue a larger $2.8 billion in 2024-25. Stripping out $1.2 billion in scheduled
debt maturities, the effective stock of bonds is scheduled to increase by $1.6 billion. For additional perspective, the 2024-25 gross
requirement ($2.8 billion) is equivalent to roughly $5,000 in per capita terms or 27% of total revenue, this latter stat residing at the
higher end of the range telegraphed in other 2024 provincial budgets. (Based on the eight provincial budgets thus far tabled, gross
long-term borrowing needs range from 13% to nearly 30% of revenue, with some degree of nuance/uncertainty always attached
to official program estimates.) Investors may have noticed that Newfoundland and Labrador is hardly alone in telegraphing larger
borrowing needs. Of those same eight provincial budgets we've thus far waded through, New Brunswick is alone in formally
telegraphing reduced long-term bond supply for 2024-25 vs. what was completed in 2023-24. For provincial bond watchers,
Ontario (March 26™ and Manitoba (April 2") will round out this year's budget season.

= Current long-term credit ratings — S&P: A, Stable | Moody's: Al, Stable | DBRS: A, Stable
Refer to our Provincial Ratings Snapshot for additional colour on specific credit rating drivers/considerations.
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Newfoundland & Labrador
Budget | Forecast | Budget Outlook
$000,000 2023/24 | 2023/24 | 2024/25 | 2025/26 | 2026/27 | 2027/28 | 2028/29
Fiscal Revenue 8,683 8,585 8,585
Provincial tax sources 4,405 4,411 4,406
Personal Income Tax 1,843 1,813 1,816
Sales Tax 1,431 1,640 1,486
Corporate Income Tax 496 330 506
Mining Tax and Royalties 104 112 116
Other Taxes 530 516 481
Offshore Royalties 1,100 927 1,551
Other Provincial Sources 487 853 616
Government of Canada 2,229 1,937 2,412
Net Income of Government Business Enterprises 1,006 969 856
Total Gross Revenue 9,689 9,554 | 10,296 10,311 10,365 ] 10,366 | 10,349 |
Program Expenses 9,126 8,815 9,333
Debt Senicing 723 1,172 1,115
Total Gross Expenses 9,849 9,987 10,448 10,233 10,268 10,238 10,219
Consolidated surplus (deficit) (160) (433) (152) 78 97 128 130
Qil risk adjustment - - - (20) (45) (60) (70)
Adjusted surplus (deficit) (160) (433) (152) 58 52 68 60
as a % of revenue -1.7% -4.5% -1.5% 0.6% 0.5% 0.7% 0.6%
as a % of GDP -0.4% -1.1% -0.4% 0.1% 0.1% 0.1% 0.1%
Debt senicing as a % of revenue 7.5% 12.3% 10.8%
Offshore Royalties as a % of revenue 11.4% 9.7% 15.1%
Net Debt and Total Debt
Net Debt, beginning of period 15,699 16,510 17,236
+ Deficit (surplus) 160 433 152
+ Acquisition of Tangible Capital Assets 726 648 820
- Amortization of Tangible Capital Assets 359 356 390
= Net Debt - End of period 16,226 17,236 17,818
of which: Borrowings net of Sinking Funds 17,515 19,529 22,281
Unfunded Pension and Retirement Benefits Liability 3,726 3,791 3,691
Deferred Pension payments - Promissory note 3,876 3,876 3,781
Other financial liabilities less financial assets 8,890 7,995 7,822
Net debt - End of period as a % of GDP 39.9% 45.1% 44.1%

Source: Budget documents of Newfoundland & Labrador Ministry of Finance.
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may
be subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If aninvestmentis denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI") which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.

This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA")which is licensed by the Securities and Futures
Commission (“SFC") to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO")). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.

Copyright

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.




