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A surprise surplus giving way to years of deficits
By Daren King, Warren Lovely & Taylor Schleich

Highlights

Nova Scotia is a month away from registering their seventh budget surplus in the last eight years as long as current estimates hold up.
Indeed, the $264 million deficit that the province had been tracking towards (as recently as the December) was erased, largely due to
significant prior year provincial tax adjustments. This one-off revenue windfall should not be expected to repeat and as such, the
medium-term fiscal outlook looks similar to what was presented in last year's budget. The province plans to register modest deficits
(1% of GDP or less) for at least the next four years, starting with a $467 million shortfall (0.8% of GDP) in 2024-25. There's no explicit plan
to bring the province back to balance outlined in the budget. Not surprisingly, notable new initiatives are centered on health care,
housing, and affordability more generally. That's a theme that's likely to be prevalent in all budgets this year. When it comes to debt,
Nova Scotia is carrying a lighter load than previously anticipated ($18.7 billion in 2023-24 or 33% of GDP). However, as we're seeing on
the income statement, there will be balance sheet pressures in the years ahead too. The debt burden is expected to steadily rise
throughout the forecast horizon, hitting 38.4% of GDP in 2027-28 and surpassing the cyclical peak set at the height of the pandemic in
2020-21 (<37%). Debt servicing costs will grow at a solid clip (7.5%/year) over the coming years but will remain reasonably affordable.
The 'interest bite’ is forecast to hit 6.2% by 2027-28, which isn't far from the provincial average. Naturally, borrowing needs are moving
up too so expect to see Nova Scotia more active in debt capital markets in coming years. The $2 billion of long-term funding completed
in this outgoing year will grow to $2.6 billion in 2024-25 and $3.4 billion in 2025-26, before dropping back into the $2-2.6 billion range
further out the horizon. We see this as an entirely manageable bond program.

= Economic outlook — After a significant post-pandemic rebound in 2022, it is estimated that Nova Scotia's real GDP has grown at
a slower pace of 1.3% in 2023, which is still stronger than the 1.1% growth seen in the country as a whole. The nominal GDP, for its
part, has grown by 3.3%, also above what was seen nationally. Nova Scotia's economy has been supported by the strongest
demographic growth in its modern history, with the working-age population growing by 3.1% from January 2023 to January 2024.
This significant population growth resulted in the creation of 12.9K jobs, or 2.7% growth. Despite this vigour, the labour market has
not been able to fully absorb this strong population growth. As a result, the unemployment rate in the province rose from its historic
low of 5.4% in January 2023 to 7.0% in January 2024, a much greater deterioration than that seen nationally. For the future, the
budget is based on real GDP growth of 1.7% in 2024, which is higher than the 1.0% expected by the average of the private sector
economists. For 2025, real GDP growth should be higher at 1.9% (roughly equal to the average private sector forecast of 2.0%), then
rise to 2.0% in 2026 before slowing to 1.7% in 2027. Even more important for public finances, Nova Scotia's nominal GDP in 2024 is
expected to grow by 3.9%, which seems somewhat optimistic compared with the private sector's forecast of 3.0%. Nominal GDP
should thenrise by 3.3% in 2025 (below the 3.6% expected by the consensus), 3.2% in 2026 and 3.3% in 2027. As for the labour market,
job creation should continue to lag population growth. As a result, the unemployment rate should continue to rise, reaching an
average level of 7.4% in 2024 and 7.9% in 2025.

= Latest (but not yet final) estimate of 2023-24 budget balance - Prior to today's budget, the latest read on Nova Scotia’s finances
came as part of a second-quarter update, published in December. In it, the province was guiding towards a $264 million deficit
(0.5% of GDP), which is almost exactly what had been outlined in Budget 2023. Today, we learned that Nova Scotia is instead likely
to end the year with a very modest surplus ($40 million or 0.1% of GDP). Should this black ink hold up, it will be the seventh year in
the past eight that the province has ended the year in surplus (the only exception being 2020-21). The improvement relative to the
Q2 update is a product of revenues coming in nearly 5% higher than planned. Much of this can be attributed to prior year provincial
tax adjustments, which boosted receipts by $425 million compared to the Q2 update. Expenses were higher-than-expected too
but the increase was contained to 2.5%.

=  Medium-term fiscal outlook (2024-25 & beyond) — The nearly uninterrupted streak of surpluses is expected to end in 2024-25, as
the province has pencilled in a $467 million (0.8% of GDP) budget deficit. The deterioration is expected to be driven by spending
growth (+5.6%) outpacing revenue growth (+2.0%). A slower rise in receipts isn't all that surprising considering that a sizeable chunk
of last years inflows ($560 million or 3.6%) were prior year tax adjustments, a line item that can’t be expected to repeat itself.

Beyond 2024-25, modest deficits (1% of GDP or less) are expected to persist for at least the following three years (through 2027-
28). Per the budget, these reflect “the government’'s commitment to making investments in priority areas for Nova Scotians such
as healthcare, housing and affordability.” To be clear, an outlook written in red ink isn't a new development as last year's budget
painted a similar fiscal picture. Indeed, the three years spanning 2024-25 to 2026-27, the combined deficit is very little changed
from Budget 2023 ($1.65 billion in Budget 2024 vs. $1.57 billion in Budget 2023). Per this fresh update, the shortfall is expected to
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peak in 2025-26 at $609 million (1.0% of GDP) before improving over the final two years of the forecast horizon, hitting $360 million
(0.6% of GDP) in 2027-28. There is no explicit commitment to returning the budget to balance.

= New initiatives — Dubbed ‘Building Nova Scotia, Faster’, Budget 2024 focuses on three key elements: supporting Nova Scotians
and building communities, action for healthcare, and building a skilled workforce for more housing and healthy economy. In the
first axis, the most noteworthy measure is undoubtedly the indexing of personal income tax brackets, basic personal amount and
certain non-refundable tax credits to Nova Scotia's inflation rate starting on January 1, 2025. By 2028, this change will represent
about $150-3$160 million per year in taxes saved by taxpayers. In this section, the budget also includes the launch of a new lunch
program for students in the public school system at a cost of $18.8 million for the first year. The program is scheduled to be rolled
out over a four-year period, with investment rising to $100 million a year by 2027-28. On the affordable housing front, the budget
also includes an additional $2.4 million to create 500 new rent supplements, for a total of $69.2 million to help 8,500 households.
Regarding the second area, health care, the Budget points out that expenditure in this area now stands at $7.3 billion, or 44% of
total expenditure, and has risen by $1.9 billion or 36% in the last 3 years. The new sums announced in the 2024 Budget include an
additional $360.7 million for the operation of Nova Scotia Health and IWK Health, $184.3 million more to continue progress on the
Action for Health plan (which included amounts for primary healthcare initiatives, moving patients through the healthcare system
more quickly and for cancer care and precision medicine improvements), and an additional $36.2 million to move toward universal
mental health and addictions care in the province. Finally, the third axis of the Budget announces $80-$100 million annually to
rebate the 10% provincial HST on the new construction of purpose-built, multi-unit apartments (just like the Federal government
did in the previous months), $ 46.4 million in 2024 to grow the skilled trades workforce ($100 million plan over three years), and $36.7
million this year for various actions to advance Nova Scotia’s Climate Change Plan for Clean Growth.

= Debt burden & interest bite — Nova Scotia’'s net debt looks to end 2023-24 at $18.7 billion, equivalent to 33.3% of GDP. That's a
lighter absolute and relative debt load than originally planned for in Budget 2023, providing a firmer balance sheet starting point
for Budget 2024. Beginning with the coming fiscal year (2024-25), budgetary deficits and capital investment plans place net debt
on a steady upward track. At $20.2 billion, the coming fiscal year's net debt level would be more than $1.5 billion higher year-on-
year, equating to 34.6% of GDP. But thanks to that positive base effect, the projected debt burden for 2024-25 appears no worse
than what was flagged a year ago. Taking a medium-term perspective, the debt-to-GDP ratio is seen rising each year of four-
year fiscal plan, reaching a projected 38.4% by 2027-28—surpassing the cyclical peak set at the height of the pandemic in 2020-
21 (<37%). Debt servicing costs are anticipated to grow at an average annual rate of 7%2% over the coming four fiscal years,
consuming a gradually larger share of provincial revenue. Still, Nova Scotia’s ‘interest bite'—forecast at 5.2% of revenue for 2024 -
25 and 6.2% by 2027-28—would still indicate a reasonably affordable debt load, all else being equal. Note that the province has
no net FX exposure on its outstanding debt, with official sensitivity analysis suggesting a 1% increase/(decrease) in T-bill yields
adds/(subtracts) ~$10 million in annual interest. (For reference, debt servicing costs are projected at $823 million for the coming
fiscal year.)

= Borrowing requirement — Nova Scotia tapped debt capital markets for an even $2 billion in 2023-24, all but matching the level of
gross long-term funding outlined in Budget 2023. Completed issuance was placed exclusively in the domestic market, the province
steering fixed-rate deals to each of the three main benchmark tenors (i.e., 5s, 10s, 30s) alongside a fresh 5-year CORRA FRN. In
light of the deficits, capital spending plans and Crown Corp. advances outlined in the budget, investors can expect Nova Scotia
to be somewhat more active in the coming two fiscal years. For 2024-25, the budget details a total funding requirement (all sources)
of $3.3 billion. With $750 million to be sourced from short-term markets or via a drawdown of short-term assets, 2024-25's gross
long-term borrowing requirement amounts to just under $2.6 billion. We consider this a manageable bond program for a provincial
credit currently rated A(high) to AA(mid). The coming's year bond crop looks once again to be steered primarily to the domestic
(i.e., CAD) bond market, although documentation remains in place to access international markets. Indicatively, Nova Scotia's
long-term requirement is set to increase further in 2025-26, hitting $3.4 billion before dropping back into the $2-2.6 billion range in
the final two years of the financial plan.

=  Current long-term credit ratings — S&P: AA-, Stable | Moody's: Aa2, Stable | DBRS: A(High), Stable
[Refer to our Provincial Ratings Snapshot for additional colour on specific credit rating drivers/considerations]
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Nova Scotia

Budget Budget Budget Estimate Estimate Estimate
$ Million 2023-24 2023-24 2024-25 2025-26 2026-27 2027-28
Revenues 14,168.9| 15531.0] 15843.8] 16,240.4] 16,6685] 16,999.0]
Provincial Taxation, Fees and Charges 7,396.1 8,369.0 8,021.4
Interest Revenues and Sinking Funds Earnings 137.3 172.6 162.8
Federal sources 5,363.8 5,410.4 6,041.6
Ordinary Recoweries 986.2 1,109.4 1,144.0 1,091.0 1,019.0 901.4
Sub-total 13,883.5 [ 15,061.4 15,369.9 [ 15,767.9 | 16,183.6 | 16,514.6
Net Income from Government Business Enterprises 285.4 469.7 473.9 472.5 484.9 484.4
Expenses 14,820.3 15,643.5 16,518.7 17,054.1 17,444.2 17,551.5
Departmental expenses 13,850.7 14,659.5 15,536.4 15,984.3 16,268.3 16,307.7
Refundable tax credits 136.1 133.9 126.3 128.1 128.2 128.4
Pension Valuation Adjustment 66.6 57.7 33.1 42.2 46.7 58.9
Debt Senvicing Costs 766.9 792.3 822.9 899.5 1,001.0 1,056.5
Consolidation and Accounting Adjustments 372.5 152.8 207.5 205.1 200.0 192.4
Provincial Surplus (Deficit) (278.9) 40.3 (467.4) (608.6) (575.7) (360.1)
Term debt borrowing
Provincial Deficit (Surplus) 278.9 (40.3) 467.4 608.6 575.7 360.1
Tangible capital assets: Net cash 1,078.9 971.0 1,048.1 988.1 983.5 980.3
Other Non-Budgetary transactions 220.6 (156.8) (77.2) (91.7) (106.3) (121.2)
Other Net Allocations to Various Funds (400.2) 392.8 300.7 1,076.1 500.7 162.5
Cash Debt Retirement 851.4 851.4 859.2 841.2 3.5 1,203.4
Sub-total: Total borrowing requirements 2,029.6 2,018.1 2,598.2 3,422.3 1,957.1 2,585.1
Change in Short-Term Borrowing (inc)/dec (680.0) 67.7 (750.0) - - -
Total 2,709.6 1,950.4 3,348.2 3,422.3 1,957.1 2,585.1
Net Direct Debt
Opening Balance 18,186.0 17,771.0 18,701.7 20,217.2 21,813.9 23,373.2
Provincial Balance 278.9 (40.3) 467.4 608.6 575.7 360.1
Increase in net book value of tangible capital assets, other 1,078.9 971.0 1,048.1 988.1 983.5 980.3
Closing Balance 19,543.8| 18,701.7| 20,217.2| 21,813.9| 23,373.1] 24,713.6
Nominal GDP 58,143 56,182 58,375 60,325 62,276 64,356
Net position: Surplus (Deficit) / GDP -0.5% 0.1% -0.8% -1.0% -0.9% -0.6%
Net Direct Debt / GDP 33.6% 33.3% 34.6% 36.2% 37.5% 38.4%
Gross Debt Servicing / Total revenues 5.4% 5.1% 5.2% 5.5% 6.0% 6.29%

Source: Budget Documents, Nova Scotia Department 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.




