& Scotiabank”

GLOBAL ECONOMICS | FISCAL FLASH

October 27, 2016

Newfoundland and Labrador’s FY17 Update
... The Projected Deficit Narrows

Newfoundland and Labrador Budget Balances
FY16 Final: -$2.2bn (-7.2% of GDP)
FY17 Budget: -$1.83bn (-6.1% of GDP) Revised: -$1.58bn (-5.3% of GDP)

Borrowing
FY17 Budget: $3.4bn Revised: $2.9bn, of which $2.4bn borrowed to date

REVENUE AND EXPENDITURE DETAILS

The $246%. million improvement in the projected deficit for fiscal 2016-17
(FY17) is the result of:

e Raising FY17 revenues by $217 million;
e Lowering program spending by $111 million;
e Adding $131%2 million to the debt service; and

e  Trimming the risk adjustment from $125 million to $75 million in light of the
revenue improvement.

Driving the higher FY17 revenue estimate is a revision in oil royalties from $502
million to $601 million. Over the first six months of this fiscal year (April 2016 to
September 2016), a 30% y/y surge in offshore oil production is reported. The
government has raised its assumption of FY17 oil production by 4 million barrels
to 70 million barrels, and its estimate of the average Brent oil price from the
Budget estimate of US$40/barrel to US$45.

Offsetting reported program expenditure savings are higher interest charges,
primarily related to revised actuarial assumptions for pension and other post-
employment benefits.

Buoyed by higher offshore oil production, NL forecasts a 0.6% rise in
provincial real GDP for 2016. The government then assumes a return to declining
provincial output over the next four years as several major projects are completed,
though their forecast of a 4.5% contraction in 2017 and a 2.6% drop in 2018 are
followed by more modest annual corrections of less than 1.0% over the following
two years.

Net debt as of March 2017, as measured by the Province, is revised slightly lower
to $14.6 billion (48.8% of GDP), following net debt of $12.65 billion (41%4% of
GDP) in March 2016. The reduction of the FY17 borrowing requirement is largely
due to higher revenues and cash-flow savings related to infrastructure outlays.

With this Update, the government repeats its commitment to its Budget 2016
fiscal targets, and a surplus is still planned for FY23. The Premier is expected to
shortly release a ‘vision document’ to grow the economy, provide more efficient
public services and restore fiscal balance. Going forward, all spending decisions
will be justified on a year-by-year basis.
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Source: Canada-Newfoundland and
Labrador Offshore Petroleum Board.
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With respect to Muskrat Falls, yesterday the Province announced actions, in partnership with the Innu Nation, the Nunatsiavut
Government and the NunatuKavut Community Council, to address issues surrounding the pending flooding of the Muskrat Falls
reservoir. Indigenous leaders will arrange an independent review of the engineering reports on the timing and rationale for the
initial reservoir impoundment. If this review affirms the initial impoundment, water levels in the reservoir will be raised to the
minimum acceptable level for the winter. In the spring, water from the reservoir will be released to its natural flow to allow
additional mitigation measures, to be agreed upon by an Independent Expert Advisory Committee of federal, provincial,
municipal and indigenous representatives.

OUTLOOK

After the roller coaster ride in provincial oil royalties, with FY16 receipts of $514% million just one-third of the FY15 level, we
continue to expect a gradual recovery in royalties through FY19. Scotiabank Economics looks for Brent oil prices to strengthen
from a US$45/barrel average in calendar 2016 to US$54 next year and US$58 in 2018 when initial production at the fourth
offshore field, Hebron, is expected to ramp up.

Yet even with Newfoundland and Labrador’s oil royalties turning higher and the Update’s improved FY17 bottom line forecast, the
government correctly acknowledges its steep fiscal repair commitment, hence the attention to the upcoming policy statement.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability
whatsoever for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Multiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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