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Newfoundland and Labrador: 2017-18 Final Results

WIDER DEFICIT, TIMELINE TO BALANCE UNCHANGED
SUMMARY

e The Province of Newfoundland and Labrador published its Public Accounts
for the 2017-18 fiscal year (FY18) Thursday, reporting a deficit of CAD 910.8
mn. Although this sixth consecutive annual budgetary shortfall is CAD 98.8
mn wider than the CAD 811.9 mn deficit estimated in its April 2018 budget
(Budget), the government is still targeting FY23 for a return to balance.

e Total revenue was reported at CAD 7.28 bn, about CAD 60 mn lower than

projected in April. Total expenditure was CAD 38.8 mn higher than the Budget

forecast.
e Revenue details:

O Federal transfers were CAD 58 mn lower than forecast in Budget,
underlying the weaker revenue results.

0 Taxation revenue totaled CAD 3.77 bn, just CAD 42.2 mn less than
estimated in Budget. Gas tax receipts (CAD -15.6 mn) and other

miscellaneous tax revenues (CAD -28.8 mn) were key contributors to

revisions since April. The Province attributes a CAD 152.9 mn fall in
personal income tax receipts over FY17—-18 to tax planning.

O Offshore royalties were revised upward by CAD 14.4 mn, reflecting
higher-than-anticipated oil production and oil prices.

0 Net government business enterprise (GBE) income was in line with
Budget. A decrease in profits for Nalcor—the provincial energy
corporation building the Muskrat Falls hydroelectricity generation
station—led to CAD 77.8 mn lower net GBE income than in FY17.

e Expenditure details:

¢  Salaries and employee benefits, the largest component accounting
for over 40% of spending in FY18, were in line with Budget figures.

O Operating costs, at CAD 1.2 bn, were CAD 84 mn lower than April
projections.

O Debt servicing costs edged CAD 28.5 mn higher than the previous
forecast.

e Net borrowings were CAD 11.5 bn in FY18, a 9.8% increase over the

previous fiscal year but slightly lower than the CAD 11.7 bn Budget estimates.

e The Province’s net debt reached $14.7 billion, having increased by CAD 1.1
billion over FY17. The figure is CAD 36 mn higher than in Budget.
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IMPLICATIONS

e The wider-than-expected deficit adds to Newfoundland and Labrador’s already challenging path to balance. However, modest
reductions versus Budget estimates with respect to operating costs and steady spending on public sector compensation put
the Province, for now, largely in line with the aggressive expenditure restraint targets that anchor its deficit elimination
strategy.

e Some factors could expedite Newfoundland and Labrador’s deficit reduction timeline. Higher oil prices and an accelerated
production ramp up at the Hebron oil field could further push offshore royalties higher than anticipated in Budget. Labour
markets have also improved since the Province’s last economic forecast was conducted in March 2018. We expect 0.1% job
creation in 2018, albeit concentrated in part-time positions, whereas current revenue projections are underpinned by a
forecast 1% decline in total employment this calendar year.

e Downside risks include lower than assumed oil prices that could reduce revenues, further cost overruns on the Muskrat Falls
project and acceleration of the province’s rapid population aging that puts additional strain on healthcare costs. Debt risks
associated with foreign currency denomination, liquidity, interest rates and credit also apply.
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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.
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