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Staying in deficit & adding debt to finance record investments
By Daren King, Warren Lovely & Taylor Schleich

Highlights

Lower-than-expected commodity prices, drought, and increased pressure on public services due to record population growth have
significantly changed the province's financial picture as presented in the 2023 budget, with the $1.02 billion surplus for the outgoing
fiscal year turning into a $482.5 million deficit. Faced with less buoyant economic growth due to the restrictive interest rate environment,
the 2024 Budget forecasts a smaller deficit of $273.2 million for the fiscal year 2024-25, due to a contraction in spending greater than
that of revenues, before returning to surplus territory in 2025-26 and subsequent years. Despite the contraction in spending, the budget
dubbed 'Classrooms, Care & Communities’ focuses on the state's core missions, with record spending on education and health, plus a
significant increase in municipal revenue sharing. Despite an enviable fiscal position relative to other Canadian provinces, with the
second-lowest net debt-to-GDP ratio in Confederation (after Alberta), two years of deficit, a couple of years of budgetary deficits (in
2023-24 and 2024-25), alongside sizeable strategic capital investments, has net debt on an upward trajectory. As a result, the net
debt-to-GDP ratio is expected to increase from 13.3% to 14.0% at the end of the 2024-25 fiscal year and to reach 14.6% in 2025-
26/2026-27. Finally, Budget 2024 outlines a non-trivial increase in gross borrowing requirements to $4.36 billion compared to $2.7 billion
in the outgoing fiscal year.

= Economic outlook — After being the Canadian province with the strongest real GDP growth at 6.0% in 2022, the pace of economic
growth in Saskatchewan is estimated to be much more modest in 2023 at 1.4% but remained higher than that observed for the
country as a whole (+1.1%). This less vigorous growth can be explained notably by the growing impact of restrictive monetary policy
on the economy, despite an historical population growth of 2.6% in 2023. As for nominal GDP, which has a greater influence on
public finances, it is estimated to have contracted slightly by 0.3%, undermined by a reduction in commodity prices, particularly
potash. Regarding the labour market, employment growth in the province was just 1.8% in 2023 (Canada: +2.4%), despite record
population growth. As a result, the unemployment rate has risen from 4.5% in February 2023 to 5.0% in February 2024, but remains
the third lowest in the Confederation. Looking ahead, the Budget is based on the average private-sector forecast. Real GDP
growth in 2024 should continue to moderate to 1.0%, before reaching 1.8% in 2025, 2.3% in 2026, 2.1% in 2027, and 2.2% in 2028. As
for nominal GDP, it is set to pick up again in 2024, helped by a stabilization in commodity prices, and to grow by 2.1%. It should then
rise by 3.2% in 2025, 3.7% in 2026, 3.5% in 2027 and 4.1% in 2028. Regarding the labour market, employment growth should also
moderate in 2024, pushing the unemployment rate up to 5.5% on average for the year. The unemployment rate should then peak
at 5.6% in 2025 and 2026, before falling back marginally to 5.5% in 2027 and 2028.

= Outgoing year budget balance (2023-24) — The third official update to fiscal 2023-24 marks a third straight downgrade for
Saskatchewan's budget balance. The $1 billion surplus (0.9% of GDP) originally planned in last year's budget was watered down to
just under $500 million in a Q1 update, revised to a $250 million deficit in the mid-year update and is today, further downgraded
to a $483 million shortfall (0.4% of GDP). The deterioration wasn't a function of softer revenues. In fact, the province brought in $705
million more than budgeted (+3.6%) thanks to material beats on all revenue components except for non-renewable resources. It's
worth noting that the miss on non-renewable revenue was substantial. Proceeds are expected to come in roughly $950 million (or
nearly 30%) below plan. In any event, it was really the $2.2 billion (+11%) jump in spending that drove the budgetary deterioration.
Half of that is a function of the agriculture sector and the impact of droughts that plagued parts of the province. Operational
pressures in the health sector saw spending in this sector come in $488 million higher than planned, while marginal education
expenses made up $254 million of spending miss.

= Medium-term fiscal outlook (2024-25 & beyond) — Saskatchewan's fiscal situation is set to improve in 2024-25 but the small
surplus that was previously signalled won't be in the cards. Instead, the province is guiding us to a modest $273 million deficit (0.2%
of GDP). As noted above, significant unplanned agriculture spending drove this outgoing year's deterioration. The roughly $1 billion
reduction in that envelope next year will therefore help bring down overall spending by 3.5%. Not surprisingly though, expenses will
be up elsewhere. The province sees spending on health rising 1.3%, education climbing 2.9% and social services jumping 4%. On the
revenue side, Saskatchewan expects moderation too. Total receipts are set to drop 2.6% with that being primarily driven by a
decline in tax revenues (which itself can be attributed to a slowing economy). Meanwhile, after below-budget receipts in 2023-24,
the government is planning for a healthy 12.2% bounce back in non-renewable resource revenue, which accounts for 13.5% of total
inflows. The budget cites a tighter light-heavy differential as the main driver here. After the small 2024-25 deficit, an updated fiscal
plan sees the province returning to balance in 2025-26 (officially an $18 million surplus). The expected surplus is then seen as growing
to $225 million (0.2% of GDP) in 2026-27 and then to $340 million (0.3% of GDP) in 2027-28. In these three outer years of the fiscal
plan, revenue is expected to grow at an average annual rate of 3.8% and spending growth is seen expanding at a relatively well
contained 2.8%/year.

= Energy price assumptions & related sensitivities — When it comes to planning assumptions, the budget assumes WTI will average
US$77/bbl during fiscal 2024-25. On budget day, the front WTI contract was trading at roughly US$82 which the province will hope
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holds up. Medium-term thinking sees WTI hovering between US$75-79/bbl through 2028. As for the light-heavy oil price differential,
it is expected to average 14.5% of WTlin 2024-25. That gap currently hovers around there today. The budget notes that the tighter
differential (relative to last year) is driven by a decrease in availability of heavy crude types from other suppliers and improved
pipeline capacity. Official sensitivities imply each US$1/bbl change in WTl is worth $17.5 million in revenue to the province, all else
equal. Meanwhile, oil production is forecast to come in at 167 million barrels, a level unchanged from the outgoing fiscal year.
Elsewhere, potash is assumed to average US$268/KCl tonne in the coming fiscal year. That's down a bit from the US$284 averaged
in the outgoing fiscal year and is well below the US$369 that was originally budgeted for 2023-24. Finally, the budget expects the
Canadian dollar to average 74.36 US cents in 2024-25, with each US cent worth $36 million in resource revenue.

=  New measures — Dubbed ‘Classrooms, Care & Communities’, the priorities of the 2024 Budget are clear. On the education front,
the budget allocates an additional $125 million, an increase of 2.9% on the previous year, bringing education spending to a record
$4.4 billion. These additional sums will be used notably to finance direct classroom supports (including funding to address
classroom size and complexity), prekindergarten to grade 12 schools, early learning, child care, libraries and post-secondary
education. On the care front, the budget outlined a record health care spend for 2024-25 ($7.64 billion or some 38% of total
expenses). Health care is the largest line item in the budget and is up $96 million or 1.3% from last year. Among other initiatives, the
plan has allocated additional funding for breast cancer care and screening, the Saskatchewan Cancer Agency to increase
volumes and access to the most advanced treatments, the Health Human Resource Action Plan to add 250 new or enhanced
permanent positions in rural and remote locations, and the Saskatoon and Regina Capacity Pressures Action Plan to enhance
acute care, community-based care and emergency department capacity. Finally, on the communities’ front, the budget increases
the municipal revenue sharing compared to 2023 budget by $42.4 million to $340 million.

= Debt burden & interest bite — A couple of years of budgetary deficits (in 2023-24 and 2024-25), alongside sizeable strategic
capital investments, has net debt on an upward trajectory... admittedly from a relatively low starting point. For the coming fiscal
year, $1.18 billion of net debt is slated to be tacked on, with the clear majority traced to the acquisition of tangible capital assets.
At $16.35 billion, the projected level of net debt forecast as of March 2025 would be equivalent to 14.0% of GDP, this relative
leverage metric rising for a second straight fiscal year. As per the fresh medium-term outlook, debt-to-GDP is seen topping out at
14.6% in 2025-26/2026-27. Notwithstanding the rising debt load, Saskatchewan’s debt burden would remain below the pandemic-
related peak (17.5%) and would also continue to reside at the lower end of the provincial spectrum. (Only Alberta has a lower debt
ratio. Looked at another way, the 14% debt burden in Saskatchewan would be less than half the provincial average, which we see
surpassing 30% in 2024-25 on a weighted average basis.) As in other jurisdictions, higher interest rates mean financing charges on
the rise. In Saskatchewan’s case, a double-digit percentage increase would see financing charges consuming a comparatively
modest/manageable 4.6% of total revenue in 2024-25. Again, that's relatively low by provincial standards. (This version of the
'interest bite’ was equivalent to 4.0% in 2023-24.)

=  Borrowing requirements — As in a few other corners of the provincial market, Saskatchewan expects to be a more active issuer.
But first a word on the outgoing, 2024-24 fiscal year. With less cash available to fund the capital plan, total borrowing requirements
pushed roughly $1 billion above the Budget 2023 target. Setting aside internal financing sources and incremental short-term
financing, that resulted in $2.26 billion in long-term borrowing in 2023-24 (vs. the $1.17 billion originally planned for). Completed
financings were exclusively domestic, including the regular supply of 10- and 30-year benchmark bonds alongside some ultra-long
issuance (currently out to 2062). Turning to 2024-25, Budget 2024 outlines a non-trivial increase in gross borrowing requirements
to $4.36 billion. Again, this is primarily a function of capital needs plus on-lending for Crowns. The borrowing strategy identifies $380
million to be sourced from short-term markets leaving just under $4 billion in long-term financing for the coming 12 months. Based
on our records, that would be more-or-less in line with the amount of marketable bond issuance Saskatchewan brought at the
peak of the pandemic in 2020-21. While a relatively large program by this province's standards, the projected bond program—
when expressed in per capita terms or scaled to revenue—would land somewhere in the middle of the range so far telegraphed
via other 2024 provincial budgets. Overall, you could see this as part of a movement to larger funding requirements for the
provincial sector as a whole, with Saskatchewan notably situated at the higher end of the credit rating spectrum. Notwithstanding
prospective capital plan and Crown needs further down the road, an expectation of a return to balance from 2025-26 onwards
and generally contained refinancing requirements (linked to the lower debt burden) hint at manageable bond issuance over the
medium-term.

=  Current long-term credit ratings — S&P: AA, Stable | Moody's: Aal, Stable | DBRS: AA(Low), Stable | Fitch: AA, Stable
[Refer to our Provincial Ratings Snapshot for additional colour on specific credit rating drivers/considerations]
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Saskatchewan
Budget Forecast Budget Plan
$000 000 2023-24 2023-24 2024-25 2025-26 | 2026-27 | 2027-28
Consolidated Budget
Total revenues 19,677.7 | 20,383.2 | 19,861.9 20,617 | 21,400 | 22,213 ]
Taxes 9,633.8 10,270.4 9,723.3
of which provincial sales tax 2,720.3 2,894.2 3,196.4
Non-renewable resources 3,344.6 2,393.4 2,686.3
Net income from Government Business Enterprises 529.1 800.7 657.0
Other revenue 2,615.6 3,183.6 3,015.6
Transfers from the Government of Canada 3,554.6 3,735.1 3,779.7
Total spending 18,660.2 | 20,865.7 | 20,135.1 20598 | 21,175| 21,874
Program expenditure 17,848.0 20,041.3 19,223.6
As of Health 7,056.3 7,543.8 7,639.8
As of Education 4,035.7 4,289.6 4,414.5
As of Other 6,756.0 8,207.9 7,169.3
Debt servicing 812.2 824.4 911.5
Surplus (deficit) 1,017.5 (482.5) (273.2) 18.5 225.1 339.6
Public debt (end of year - net of sinking funds)
General Revenue Fund and Gov. Service organizations 18,083.8 19,184.5 21,063.1
Government Business Enterprises 12,771.5 12,613.8 13,749.4
Total: Public Debt 30,855.3 31,798.3 34,812.5
Net Debt
Beginning of year 14,967.6 14,597.8 15,168.8 16,347.3
Summary deficit (surplus) (1,017.5) 482.5 273.2 (18.5) (225.1)]  (339.6)|
Acquisition of Government Service Organization Capital Assets 1,341.6 1,279.1 1,597.1
Amorization, disposal and adjustments (1,163.6) (1,190.6) (691.8)
End of year 14,128.1 15,168.8 16,347.3
As a % of GDP 13.2% 13.3% 14.0% 14.6%| 14.6%| 14.3%|
Borrowing requirements 1,675.6 2,677.9 4,364.0
Government Service Organizations 600.0 1,700.0 2,827.4
Government Business Enterprises 1,075.6 977.9 1,536.6
Pension liabilities
Beginning of year 6,113.0 6,119.0 6,110.4
Adjustment to account for pension costs on an accrual basis (290.9) (8.6) (135.4)
End of year 5,822.1 6,110.4 5,975.0

Source: Budget documents, Saskatchewan Ministry of Finance.
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (@ 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 doffiliate
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 offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its aoffiliates 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 offiliates.

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 an investment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiqguid 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 offiliates 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 aoffiliates, or in other investment vehicles which
are managed by NBCFMA or its offiliates 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; (i)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (i) 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.




