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MESSAGE FROM THE MINISTER OF FINANCE AND PRESIDENT OF TREASURY
BOARD

| hereby present the financial statements - the Public Accounts of the province of Newfoundland and
Labrador for the 2017-18 fiscal year. To provide further information and transparency on the financial
position of Newfoundland and Labrador, the audited financial statements contained herein are preceded
by a discussion and analysis which highlights the fiscal health of the province.

The province reported a deficit of $910.8 million for the 2017-18 fiscal year, which reflects a $133.2
million increase as compared with the original forecasted deficit of $777.6 million or an increase of $98.9
million from the revised estimate published in Budget 2018. The increase in deficit from our forecast
(original and revised estimate) is primarily the result of lower than anticipated revenues and higher than
anticipated expenses, both primarily attributable to timing differences and actuarial adjustments.

The Provincial Government continues to work towards achieving a strong and diversified economy on its
continued path towards returning to surplus in 2022-23. Government has partnered successfully in recent
years with large industry and small businesses to create new opportunities for Newfoundlanders and
Labradorians. The province continues to build on economic growth activity started under The Way
Forward in industries such as agriculture, aquaculture, technology and the oil and gas sectors.
Government is in the process of identifying its next areas of focus to continue with these diversification
efforts in the years to come.

| o B

TOM OSBORNE
MINISTER OF FINANCE AND
PRESIDENT OF TREASURY BOARD
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UNDERSTANDING THE FINANCIAL HEALTH OF THE PROVINCE OF NEWFOUNDLAND AND LABRADOR

INTRODUCTION

This financial statement discussion and analysis report precedes the Public Accounts to provide an
overview of changes in government’s financial position and highlight key figures and comparatives. The
report is prepared by the Office of the Comptroller General and is not subject to an audit opinion;
however, the information analyzed in the report is based on what is reported in the audited Public
Accounts.

FINANCIAL REPORTS

The Public Accounts are the audited consolidated summary financial statements of the Province. They
are prepared using the accrual basis of accounting in accordance with standards established by the
Public Sector Accounting Board (PSAB) and audited by the Auditor General. The financial statements
contain Original Budget figures for comparison purposes, where applicable.

Within the annual Original Budget Speech is a series of statements which are comparable to the Public
Accounts as both are prepared using the accrual basis of accounting and both consolidate the financial
statements of core government departments with that of various Crown Corporations, Boards and
Authorities, as approved by Treasury Board. These organizations are controlled by government and are
accountable to either a Minister of the government department or directly to the Legislature for the
administration of their financial affairs and resources.

The Public Accounts also contain supplemental financial information of the Consolidated Revenue Fund.
The Consolidated Revenue Fund is comprised of all public money that is controlled by government. This
financial information is essentially the unaudited financial statements of the aggregate core government
departments. These statements are prepared on an accrual basis in accordance with standards
established by the PSAB and can be found as an appendix within the Public Accounts.

The Report on the Program Expenditures and Revenues of the Consolidated Revenue Fund is an
additional annual financial report prepared during the Public Accounts process. It is prepared using the
modified cash basis of accounting. It presents the details of the actual revenues and expenditures of
core government departments that were receipted and disbursed in the fiscal year. It is the companion
document to the Estimates as it portrays actual cash revenues received and compares amounts spent
against the amounts appropriated. This report is not subject to an audit opinion, but is tabled in the House
of Assembly and is published on the Department of Finance website.

The Public Accounts of the Province are tabled in the House of Assembly in accordance with Section 60
of the Financial Administration Act.

All of these, as well as other financial reports can be found on the Department of Finance website at:

http://www.fin.gov.nl.ca/fin/publications/index.html



http://www.fin.gov.nl.ca/fin/publications/index.html
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WHAT TO EXPECT IN THIS REPORT

In this report you can expect to find variance analysis between the Original Budget deficit as per the
Original Budget Speech and the actual deficit as per the Statement of Operations found in the Public
Accounts. The Original Budget Speech represents government’s forecast for the fiscal year while the
Public Accounts report the financial results of that fiscal year. The comparison of Original Budget to actual
promotes accountability and provides explanations of significant variances.

A comparison of current and previous year financial results and trend analysis is included to illustrate how
the financial results of the current year relate to the results of prior years. It demonstrates government’s
position and highlights any significant changes that have occurred.

A summary of risks that may impact the financial position of the Province is presented to highlight
potential changes and government’s plans to mitigate them.

The financial statement discussion and analysis report will also summarize an outlook on 2018 by
providing available information on what can be expected to impact government’s financial position in the
future.

Refer to the glossary of terms on page 41 for definitions and explanations of key terms that have been
bolded throughout the document.
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FINANCIAL HIGHLIGHTS

The Public Accounts contains five financial statements. Each statement includes important information
that is necessary to obtain a complete understanding of the Province’s financial position. The financial
statements present prior year results and Original Budget figures, where possible, for comparative
purposes. Certain comparative figures have been reclassified to conform to the basis of presentation
adopted during the current reporting period. This section provides a summary of key financial statement
highlights of the Public Accounts.

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

e Presents financial assets, liabilities and non-financial assets at a point in time. The statement
calculates net debt, the difference between financial assets and liabilities; and accumulated deficit,
the net financial position of government from all years of operations at a point in time.

e Net debt for the 2017-18 fiscal year is $14.7 billion. The accumulated deficit is $10.2 billion.

e As at 31 March 2018, both net debt and accumulated deficit are larger than they were at the end of
the previous fiscal year. This is primarily due to a 9.8% increase in net borrowings during the fiscal
year as well as the $910.8 million annual deficit for the period.

CONSOLIDATED STATEMENT OF CHANGE IN NET DEBT

e Highlights the changes in Net Debt from the previous fiscal year and provides a comparison to
Original Budget figures.

e This statement shows that net debt totaled $14.7 billion in the 2017-18 fiscal year and increased 7.9%
in comparison to the prior year (31 March 2017 - $13.6 billion).

e The assets and liabilities contributing to the change in net debt are presented in the Consolidated
Statement of Financial Position. The intent of this statement is to report the extent the surplus/deficit
has impacted net debt after removing the effects of changes to non-financial assets (i.e. tangible
capital assets) from the surplus/deficit. As well, any changes in accounting policy or restatements of
prior year’s results are also reflected on this statement.

CONSOLIDATED STATEMENT OF OPERATIONS

e Reports the revenues and expenses from operations in a fiscal year, the resulting surplus or deficit
and provides a comparison to Original Budget figures and previous year actuals.

e The provincial deficit of $910.8 million represents an increase of $133.2 million compared to the
$777.6 million deficit originally budgeted for 2017-18 fiscal year. Furthermore, the annual deficit in
2017-18 decreased by $237.0 million from the prior year (31 March 2017 - $1.1 billion).

e For the fiscal year ended 31 March 2018, total revenue was $7.3 billion (31 March 2017 - $7.2 billion)
and total expenses were $8.2 billion (31 March 2017 - $8.3 hillion).
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¢ Revenues increased by 1.7% from the prior year but decreased by 0.8% from the Original Budget.
Expenses decreased by 1.4% from the prior year but increased from the Original Budget by 0.9%.

o Despite the increase in revenues from prior year, they remained less than expenses, resulting in a
deficit for the current fiscal year.

CONSOLIDATED STATEMENT OF CHANGE IN ACCUMULATED DEFICIT
e Highlights the changes in accumulated deficit from the Original Budget and the previous fiscal year.

e Similar to the Statement of Change in Net Debt, the main increase in accumulated deficit in 2017-18
is also due to the deficit for the current year.

e The accumulated deficit of $10.2 billion for 2017-18 increased by $1.0 billion in comparison to 2016-
17 of $9.2 billion.

CONSOLIDATED STATEMENT OF CASH FLOWS

¢ Explains the change in cash and temporary investments from the previous fiscal year to the
government generated and disbursed cash in the current fiscal year.

e Cash and temporary investments decreased by 14.4% from the previous fiscal year. Despite an
increase in cash and temporary investments resulting from financing activities of $1.1 billion, including
the issuance of additional $1.2 billion in new debt, overall cash flows declined primarily due to the
expenditures exceeding revenues as represented in the annual deficit.
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KEY FINANCIAL HIGHLIGHTS

For the fiscal year ended 31 March 2018
(In $ millions)

Original Actual Actual Change from Prior

Budget Results Results Change from Year Actual

2017-18¢ 2017-18 2016-172 Original Budget Results

$ % I s % JT

REVENUE
Provincial
Taxation 3,924.6 3,767.1 3,728.3 (157.5) (4.0 4 38.8 1.0 1
Investment 72.6 103.9 89.6 31.3 431 1t 14.3 160 1
Fees and fines 356.3 364.3 371.4 8.0 22 {t (7.1) (1.9 ﬂ
Offshore royalties 881.7 943.9 982.7 62.2 71 1t (38.8) (3.9) ﬂ
Other 406.5 543.3 429.9 1368 337 1 1134 264 1t
Total Provincial 5,641.7 5,722.5 5,601.9 80.8 1.4 ‘[]‘ 120.6 2.2 ‘[]‘
Federal 1,256.2 1,184.2 1,1040 (720) .7) { 802 73 1f
Net income of
government business
enterprises and
partnerships 441.0 373.4 4512  (67.6) (15.3) ﬂv (77.8) (17.2) ﬂ'
Total Revenue 7,338.9 7,280.1 71571 (58.8) (0.8) 123.0 1.7 1
EXPENSE
E:r']iflfﬁss and employee 3,410.4 3,513.4 37738 1030 30 f (2604) (6.9) {
Grants and subsidies 1,677.4 1,585.1 1,505.6 (92.3) (5.5) ﬂv 79.5 53 1
Operating costs 1,225.3 1,161.7 1,183.0 (63.6) (5.2) 1|8 (21.3) (2.8) 4
Debt expenses 980.8 997.8 955.9 17.0 1.7 { 41.9 44 1
Professional services 513.0 528.6 493.3 15.6 30 14 35.3 72 1
Other 309.6 404.3 393.3 947 306 1 11.0 28 q
Total Expense 8,116.5 8,190.9 8,304.9 74.4 09 {t (114.0) (1.4) ﬂ
ANNUAL DEFICIT (777.6) (910.8) (1,147.8) (133.2) 171 { 2370 (206) 4

! The Budget figures are from pages ii and vii of the Budget Speech Statements and Schedules and

certain figures have been restated as consistent with the Public Accounts.
2 Prior year amounts have been restated as consistent with the Public Accounts 31 March 2018

presentation.
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HISTORICAL DATA
For the past 5 fiscal years

($ thousands)
5
2014 2015 2016 2017 2018 Year
Trend
Total Revenue 7,487,472 6,921,117 5,977,155 7,157,066 7,280,145 0
Total Expense 7,876,039 7,927,021 8,183,214 8,304,838 8,190,895 1

Surplus (Deficit) (388,567) (1,005,904) (2,206,059) (1,147,772)  (910,750)  ft

Financial Assets 5,270,987 5,106,497 6,830,115 7,648,635 7,858,667 T

Liabilities:

Borrowings 5,119,222 5,427,494 8,974,249 10,415,024 11,505,532 1

Group Health/

. 2,554,039 2,609,492 2,770,744 2,854,068 2,937,396 1
Life Insurance

Pension 3,908,168 4,419,665 4,657,753 4,908,340 4,952,465 1T

Other Liabilities | 2,774,510 2,980,321 2,931,422 3,069,009 3,136,990 1T

Net Debt 9,084,952 10,330,475 12,504,053 13,597,806 14,673,716 1
Egg(;thlnanmal 4,148,253 4,349,277 4,439,421 4,405,957 4,493,026 1

g‘;‘;;?“'ated 4,936,699 5,081,198 8,064,632 9,191,849 10,180,690 1
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CONSOLIDATED FINANCIAL RESULTS

The largest expense variance between actual results and Original Budget figures relates to salaries and
employee benefits. Salaries and employee benefits were $103.0 million higher than the projected amount.

Salaries and employee benefits is also the largest variance from the previous fiscal year. Unlike the
comparison to Original Budget, the salaries and employee benefits expense for 2017-18 decreased by
$260.4 million from 2016-17.

Further details regarding these and other significant variances can be found later in this report.

FINANCIAL POSITION

The Province experienced a deficit in 2017-18 for the sixth consecutive year. Newfoundland and Labrador
continues to face economic, social and fiscal challenges including a large level of debt. To ensure the
future financial health of the Province, it is necessary that we continue to manage our fiscal situation while
still focusing on delivery of valuable programs and services; achieve better outcomes for our investments;
create an environment that supports economic development and job creation, and creates opportunities
for residents.

FINANCIAL POSITION

Liabilities
64.6%

Non-Financial
Assets
12.9 %

The Province’s accumulated deficit position and net debt as at 31 March 2018 is presented in the
following chart. The Province’s net debt totals $14.7 billion and represents the amount needed to be
funded from future generations to pay for past activities.

Net debt increased by $1.1 billion and accumulated deficit increased by $1.0 billion from the previous
year mainly due to the annual deficit. Details of the annual deficit will be discussed later in this report.
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FINANCIAL POSITION
16
14
12
@ 10
2 3
=
> 6
4
2
0
2014 2015 2016 2017 2018
mmmm Net Debt 9.1 10.3 12.5 13.6 14.7
= Accumulated Deficit 4.9 6.0 8.1 9.2 10.2
Year

NET DEBT PER CAPITA

Net debt per capita indicates the average amount of the Province’s net debt attributed to each citizen of
the Province and is calculated by dividing the net debt by the Province’s population. Each citizen’s share
of the net debt increased in 2017-18. As presented in the chart that follows, net debt per capita increased
from $25,788 in 2016-17 to $27,898 in 2017-18. This increase of $2,110 per person is primarily the result
of the increase in the Province’s net debt combined with a slight decrease in population. The following
graph also indicates the portion of each type of debt that makes up the net debt per capita.

30,000
25,000
20,000
% 15,000

10,000

5,000

NET DEBT PER CAPITA:
THE DEBT BURDEN

2014 2015 2016 2017 2018
YEAR

mNet Borrowings = Retirement Benefits ~ ® Other

11
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The rise in net debt per capita is primarily due to the increases in net debt over the past five years
combined with slight decreases in population in the past two years.

The following chart presents the Province’s net debt per capita in comparison to the Maritime Provinces
and the rest of Canada.

NET DEBT PER CAPITA:
JURISDICTION COMPARISON

30,000
25,000

20,000

& 15,000
10,000

2014 2015 2016 2017 2018

NL = Maritimes mRest of Canada

*Note: Original Budget figures were used where the Public Accounts actual results were not available.

Newfoundland and Labrador’s net debt per capita has been greater than the average of the other
jurisdictions for the past five years. This gap has grown significantly wider since 2015-16. The Maritimes'
net debt per capita has increased steadily but at a much lesser rate. The rest of Canada is trending
upwards but is still just over half of that of Newfoundland and Labrador.

The Province has a smaller population to carry the net debt burden. The average population for the last
five years for the Province, and the Maritimes and the rest of Canada per jurisdiction is presented below.
As shown, the average population for the country has remained steady.

Average Population per 2014 2015 2016 2017 2018 5 Year
jurisdiciton Change
(in 000’s)
NL 528.3 528.7 530.1 527.3 526.0 (2.3)
Maritimes 614.7 614.8 618.3 620.2 624.2 9.5
Rest of Canada 3,685.8 3,719.5 3,766.8 3,800.2 3,852.0 166.2

(11 Source: Statistics Canada, Demography Division


http://www.statcan.gc.ca/pub/91-002-x/91-002-x2017001-eng.htm
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NET DEBT AS A PERCENTAGE OF GROSS DOMESTIC PRODUCT (GDP)

This ratio measures the level of debt that the Province carries as a percentage of its GDP. GDP figures
were obtained from Newfoundland and Labrador Statistics Agency’s website. Figures used were the
latest information available as of 31 March 2018.

As presented in the following graph, there has been an increase in net debt as a percentage of GDP in
the current year resulting from both an increase in debt and a contraction in the economy. On a five-year
basis, the relationship implies that the rate of increase in net debt has been greater than the rate of
economic growth and as such, it indicates that Government has increased its demands on the provincial
economy during this time.

The 2017-18 ratio is 45.2%, an increase of 0.6 percentage points from 2016-17. The average of this ratio
over the past five years is 38.6%. Since 2014, it has experienced a significant increase of approximately
18.1 percentage points.

NET DEBT AS PERCENTAGE OF THE PROVINCE'S
GDP

44.6 45.2

2014 2015 2016 2017 2018
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NET DEBT AND ACCUMULATED DEFICIT

For the fiscal year ended 31 March 2018, net debt of $14.7 billion included net borrowings of $11.7 billion.
Net debt for the fiscal year ended 31 March 2018 increased from the previous year by $1.1 billion or 7.9%
and net borrowings increased by $1.1 billion which represents a 9.8% increase.

The net debt is the difference between total financial assets of $7.8 billion and liabilities of $22.5 billion.
The Province’s net debt, less non-financial assets of $4.5 billion, results in an accumulated deficit of
approximately $10.2 billion.

Net debt and accumulated deficit are comprised of the following components:

(% billions) 2018 2017 2016 2015 2014
Borrowings (net of sinking funds) 11.7 10.6 9.1 55 5.1
Unfunded Pension Liability 5.0 4.9 4.7 4.4 3.9

Group Health and Life Insurance

Retirement Benefits 2.9 2.9 28 2.6 2.6
Other Liabilities 29 2.8 2.7 29 2.8
Less: Total Financial Assets (7.8) (7.6) (6.8) (5.2) (5.3)
Net Debt 147 13.6 125 10.3 9.1
Less: Tangible Capital Assets (4.4) 4.3) 4.3) 4.2) (4.1)
Less: Other Non-financial Assets (0.1) 0.1 0.1) 0.1) (0.1
Accumulated Deficit 10.2 9.2 8.1 6.0 4.9

As shown in the previous table, accumulated deficit and net debt have both increased from 2014 to 2018.
This can be attributed primarily due to the additional borrowings of $6.6 billion obtained by the Province
during this period; this amount of additional debt is greater than the total borrowings of $5.1 billion in
2014.

BORROWINGS

For the fiscal year ended 31 March 2018, net borrowings totaled $11.7 billion and increased by $1.1
billion from 2017. For the current fiscal year, borrowings attributed for 51.9% of total liabilities.
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DEBT RELATED RISK

The practice of borrowing in both domestic and foreign currencies may potentially give rise to a number of
risks including foreign exchange risk, liquidity risk, interest rate risk, and credit risk.

e Foreign exchange risk: Foreign exchange risk exists when a financial transaction is denominated in
a currency other than that of the base currency of the Province (CAD). While the majority of the
Province's debt is domestic in nature, there are a number of US dollar denominated debt issues. All
of these are long-term issues and the Province has established sinking funds, also in US dollars, to
provide repayment of the debt at maturity. An increase/decrease of one cent in the foreign exchange
rates at 31 March 2018 would result in an increase/decrease in foreign borrowings of $10.5 million
(31 March 2017 - $10.5 million). Original Budget 2017-18 forecasts the US-Canada exchange rate to
be $0.75. This estimate is based on an average of eight forecasts and was a prudent estimate based
on best available information. The average US-Canada exchange rate for 2017-18 was $0.78 (2016-
17 - $0.76).

e Liquidity Risk: Liquidity risk is the risk that a party cannot meet its short-term debt obligations.
Exposure to liquidity risk is managed by distributing debt maturities over several years, maintaining
sinking funds for the repayment of certain long-term debt issues and holding adequate cash reserves
or short-term borrowings as contingent sources of liquidity.

e Interest Rate and Credit Risk: Interest rate risk and credit risk are also a risk factor for the Province
of Newfoundland and Labrador. Interest rate risk is the risk that debt-servicing costs will increase due
to changes in interest rates. Credit risk is the risk that a loss may occur from the failure of another
party to meet its obligations under a financial instrument contract. To mitigate these risks, the
Province's debt portfolio is structured such that virtually all of its debt is long-term with fixed interest
rates and fixed repayment terms. When appropriate and the option is available, debt with high interest
rates has been called and refinanced with new lower interest rate debt. Otherwise, debt is generally
held until maturity. Additionally, the Province attempts to manage its exposure to these risks and
minimize volatility in its debt expenses by following a conservative debt and risk management
strategy.
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DEBT PORTFOLIO

The Province’s debt portfolio is comprised of the following:

$10.3 billion in public debentures of which 27% are due in 25 years or more, pertaining to the
Consolidated Revenue Fund. 87% is Canadian while the remaining 13% is foreign debt (US).

$777.4 million of 91-day T-bills (floating-rate revolving debt).

$306.3 million of Canadian non-public debentures; Canadian Pension Plan (CPP) related debt.
$168.5 million in various mortgages and debt assumed relating to electricity generating assets.
Mortgages pertaining to Canada Mortgage and Housing Corporation (CMHC) represents 54% of
total mortgages.

$112.9 million in debenture debt held by government entities.

$42.7 million in various other debt including $7.5 million including short-term bankers’
acceptances which mature during 2018-19.

$13.7 million in loans with both fixed and variable interest rates for the purposes of funding
student transportation for schools.

DEBT PORTFOLIO

Cdn$ Non-Public

Debt
$306.3 million
2.6%
Public Debentures 91-day T-Bills
$10,266.3 million $777.4 million
87.8% 6.7%
Mortgages
$168.5 million
1.4%

Government Entities

Debentures
$112.9 million
Other Debt 1.0%
$56.4 million

0.5%
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CREDIT RATING

The Province has committed to reducing the annual deficit to sustainable levels, and setting the
foundation for a return to surplus which has been reflected in stable credit ratings. Most recently,
Moody’s Investors Service indicated that the rating outlook is negative, as a result of the potential for
further fiscal deterioration and higher debt burden if the Province fails to achieve its budget targets. The
outlook also reflects ongoing concerns due to the significant contingent liabilities of the Province.

Standard and Poor’s Financial Services (S&P) stated that the Province of Newfoundland and Labrador
continues to make slow but steady progress toward its target of balancing its books in fiscal year 2022-
2023 and as such ratings remain stable.

The Dominion Bond Rating Service (DBRS) has also reconfirmed the Province’s credit ratings (long-term
‘A (low)’) and short-term ‘R-1 (low)’) as stable. While fiscal and economic conditions remain challenging
for Newfoundland and Labrador, the fiscal recovery plan remains on track.

The Province’s long-term and short-term ratings were recently affirmed as follows:

Long-Term Short-Term Outlook Date
S&P | A A-1 Stable July 18, 2018
Moody’s | Aa3 Not rated Negative July 23, 2018

DBRS | A (low) R-1 (low) Stable August 23, 2018
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NON-FINANCIAL ASSETS

The total non-financial assets of $4.5 billion in 2017-18 included prepaid and deferred charges of $40.6
million; inventory of supplies of $59.4 million; and tangible capital assets of $4.4 billion, the most
significant component.

Tangible Capital Assets

Tangible capital assets are capitalized on the Consolidated Statement of Financial Position with the cost
of the assets amortized over the estimated useful life of the assets.

Accumulated Amortization

Total accumulated amortization of tangible capital assets (excluding work in progress assets) represents
65.6% of the cost of tangible capital assets. The most significant of the asset categories that are
amortized are infrastructure and equipment and machinery where 77.8% and 77.9% of the original cost
has been amortized respectively.

The Province’s infrastructure, such as bridges and roads, has less than one quarter of its useful life
remaining. Computer software, as well as equipment and machinery have a relatively short useful life. It
is expected that these assets will be replaced more frequently due primarily to changing technologies.

The Province currently has a number of projects under construction or development. Work in progress
assets consists of $416.3 million as at 31 March 2018 which is a $21.4 million or a 5.4% increase from
2017. Work in progress is considered to be a tangible capital asset; however, it is not subject to
amortization as it is not currently available for use.

The following chart presents the tangible capital asset cost (excluding work in progress) and accumulated
amortization by category at 31 March 2018.

ACCUMULATED AMORTIZATION BY ASSET CATERGORY
($ MILLIONS)

Infrastructure
Buildings
Equipment/Machinery
Computer Software ‘ 76.5%
Marine/Aircraft ‘30-2%

0 1000 2000 3000 4000 5000

m Accumulated Amortization
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Capital Acquisitions

Capital Acquisitions in the current year totaled $400.9 million and includes capital additions of $379.7
million, net additions to work in progress assets of $212.4 million, less $191.2 million of work in progress
assets capitalized in the year. Acquisitions increased in 2017-18 by $128.1 million from 2016-17 ($272.8

million). The Province continues to invest in capital assets and is forecasting to increase capital
acquisitions by $86.3 million in 2018-19.

Original Budget for fiscal 2018-19 invests $619.7 million in key infrastructure areas including roads,
schools, health care facilities and municipal infrastructure projects to encourage economic growth and
assist with leveraging federal funding. This investment is part of a nearly $3.0 billion multi-year

infrastructure plan. Acquisitions to tangible capital assets for the past five years were reported as follows:
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Although infrastructure is reported as 77.8% amortized, this does not necessarily describe the age of this
asset category. The Province continues to invest in roads, bridges, waterways and dams. The following

graph presents reported infrastructure additions for the last ten fiscal years. Note that this graph does not
include work-in-progress infrastructure.
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GOVERNMENT BUSINESS ENTERPRISES AND PARTNERSHIP

The Province has two Government Business Enterprises (GBESs) including Newfoundland Labrador
Liquor Corporation (NLC), and Nalcor Energy (Nalcor); and one Government Business Partnership
(GBP), Atlantic Lottery Corporation Inc. (ALC). NLC is a provincial crown corporation responsible for
managing the importation, sale and distribution of alcohol beverages throughout the Province. Nalcor is
incorporated as a crown corporation and its business includes the development, generation, transmission
and sale of electricity, oil and gas, industrial fabrication and energy marketing. ALC has been appointed
to undertake, conduct and manage lotteries by and on behalf of the Provinces of Newfoundland and
Labrador, New Brunswick, Nova Scotia and Prince Edward Island. ALC was consolidated in the
Province’s Consolidation Summary Financial Statements for the first time in fiscal 2013-14.

Equity In Government Business Enterprises and Partnership

Equity in GBEs and GBPs account for more than half of the Province’s consolidated financial assets in
2017-18. Financial figures for ALC, NLC, and Nalcor can be found in Schedules 3 and 4 of the
Consolidated Summary Financial Statements.

GBEs and GBPs are considered investments therefore their assets and liabilities are not combined with
the assets and liabilities of other government entities; they are recorded in one line as ‘equity on
government business enterprises and partnership’ on the Consolidated Statement of Financial

Position. To provide further information on the financial position of these organizations the following
provides an overview of their asset and liability components. 99.7% of GBE/GBP borrowings relate to
Nalcor as does 99.6% of the GBE/GBP capital and intangible assets.
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GBE/P's LIABILITIES
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Net Income of Government Business Enterprises and Partnership

The following graph shows the five-year trend in GBEs and GBPs net income. Total net income for the
current year from GBE/GBPs was $373.4 million. This is a decrease of $77.8 million and 17.2% from
2016-17 ($451.2 million). The decrease in net income was mainly due to the financial results from
Nalcor, reporting net income of $62.2 million in the fiscal year, which was an decrease in profit of $74.2
million over 2016-17.
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Key drivers relating to the decrease of $74.2 million in net income for Nalcor included:

e Expenses increased by approximately $269.0 million primarily relating to :

o

o

$165.0 million increase in depreciation, depletion, amortization and impairment primarily
due to impairment expenses related to exploration intangible assets and previously
capitalized Gull Island costs; an increase in Oil and Gas depletion associated with higher
production volumes; and increased levels of investment in property, plant and equipment
in Hydro Regulated.

$58.0 million increase in fuels due to increases in No. 6 fuel and gas turbine fuel prices.
This increase was partially offset by a decrease in gas turbine fuel volume.

$46.0 million net increase in in various other expenses.

e Revenue increased by approximately $106.0 primarily related to:

@)

An increase in Oil and Gas revenue as a result of higher average Dated Brent oil prices
and an increase in production volumes, as well as the recognition of a one-time
adjustment to Bull Arm Fabrication lease revenue related to the close-out value of the
ExxonMobil Canada Properties sublease agreement.

e Regulatory recoveries also increase by approximately $90 million due to:

@)

Rate Stabilization Plan(RSP) amortization and deferred fuel costs as a result of the
normal operation of the RSP; reduced RSP interest due to RSP refunds during the year;
adjustments related to the 2014-2015 cost deferral accounts associated with the
conclusion of the 2013 GRA; and the approval of deferral of energy supply cost
variances.
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Investment in Government Business Enterprises and Partnership

The Province injected $589.9 million in Nalcor during 2017-18 in the form of equity investments relating to
the Lower Churchill Project. A 90-day promissory note issued to Nalcor by the Province in 2016 in the
amount $225.0 million was repaid during the year. ALC and NLC transferred a combined total of over
$310.1 million in dividends to the Province. Greater than 98% of the Province’s equity in GBE/GBPs
relate to Nalcor.

Capital Transactions

Equity Contributions from the Province:

Nalcor 531,000 337,600 760,004 836,002 589,885

NLC - - - - -

ALC - - - - -
Total 531,000 337,600 760,004 836,002 589,885

Dividends Received by the Province:

Nalcor - - - - -

NLC 152,000 170,500 158,500 198,000 180,000

ALC 120,592 125,196 144,784 135,193 130,084
Total 272,592 295,696 303,284 333,193 310,084

*ALC was consolidated in the Province’s Consolidated Summary Financial Statements for the first time in
fiscal 2013-14. Prior to 2013-14, lottery revenues received were recorded by the Province as revenue.
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FINANCIAL OPERATIONS

For the fiscal year ended 31 March 2018, total revenue was $7.3 billion (31 March 2017 - $7.2 billion) and
total expenses were $8.2 billion (31 March 2017 - $8.3 billion), resulting in a provincial deficit of $910.8
million (31 March 2017 - $1.1 billion). The Province reported revenues and expenses for the previous five
years as follows:
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In the previous graph, the five-year trend in surplus (deficit) is shown in relation to revenues and
expenses. Since 2014, the Province’s annual deficit continued, reaching a low point of $2.2 billion in
2015-16. However, both 2016-17 and 2017-18 shows the Province’s somewhat improved financial
results.

Revenue Highlights

Revenues of $7.3 billion for 2017-18 were $58.8 million lower than the Original Budget of $7.3 billion.
Reported revenues in 2016-17 were $7.2 billion. Compared to the prior year, revenues increased by
$123.1 million. The improvement in the actual results for the fiscal year compared to the previous year is
primarily due to higher sales tax.



UNDERSTANDING THE FINANCIAL HEALTH OF THE PROVINCE OF NEWFOUNDLAND AND LABRADOR

Revenues by Source — Five Year Trend

The provincial and federal sources that make up total revenues for the past five fiscal periods are
presented in the following graph.
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Offshore Royalties

Oil royalties, which were forecast at Original Budget to be $881.7 million resulted in actuals of $943.9
million. Offshore oil royalty revenue was $62.2 million higher than projected due to higher oil prices and
higher production. Compared to previous year offshore royalties were $38.8 million lower in 2017-18.The
average oil price for the year was $57.41 US, $1.41 above the $56.00 US forecasted at original budget
time.

Oil prices continued to trend upward for most of 2017-18, due primarily to a number of contributing
factors, which include continued production cuts by key OPEC members and Russia, supply disruptions
from Venezuela, uncertainty around the Iran nuclear deal, and the global economy performing stronger
than expected.

Total oil production was 12.19 million barrels higher than projected due to better than expected well
performance and increased facility efficiency and reliability.

Offshore QOil Royalties, Actuals and Original Budget

For Fiscal year ended 31 March 2018

Actuals Budget Variance

Royalties ($M) $943.9 $881.7 $62.2

Average oil price per barrel ($US) $57.41 $56.00 $1.41

Average exchange rate ($US/$CA) 0.78 0.75 0.03
Production (millions of barrels):

Hibernia 51.14 44.03 7.11

Terra Nova 11.31 10.01 1.30

White Rose 14.23 13.21 1.02

Hebron 4.30 1.54 2.76

Total Oil Production 80.98 68.79 12.19

Note: Figures shown are for fiscal year 2017-18, and will differ from the calendar year figures presented
in The Economy publications.
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DEFICIT AND OFFSHORE ROYALTY REVENUE
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Taxation Revenue

e Actual Results 2017-18 in comparison to prior year resulted in increased revenue of $38.8 million
relating to:

o $141.7 million increase in sales tax relating to an increase in HST entitlements due to the
fully annualized rate change from 13% to 15%. In addition, RST revenue increased due to
the reinstatement of the tax on insurance premiums.

o $69.5 million increase in corporate income tax mainly as a result of adjustments due to
payments made in prior years.

o Personal income tax (PIT) decreased by $138.0 million primarily due to tax planning. The
Federal Government conducted analysis that suggests that the temporarily lower federal PIT
revenues in tax year 2016 were driven particularly by tax planning of high-income earners
(who had flexibility) to report earnings earlier (in 2015) to reduce the impact of the new 2016
top federal rate.

o Gasoline tax revenue decreased by $51.0 million mainly as a result of the decrease in the tax
rate of 8.5 cents in June 2017 and 4 cents in December 2017.

o Mining and Mineral rights and other taxes had a net increase of $16.6 million.

e Actual Results 2017-18 in comparison to Original Budget resulted in a decrease of $157.5 million
relating to:

o $152.9 million decrease in personal income tax due to tax planning. As noted above the
Federal Government conducted analysis that suggests that the temporarily lower federal PIT
revenues in tax year 2016 were driven particularly by tax planning of high-income earners
(who had flexibility) to report earnings earlier (in 2015) to reduce the impact of the new 2016
top federal rate.

o $40.5 million decrease in corporate income tax primarily due to revised taxable income data
for the 2016 tax year.

o $56.1 million increase in mining and mineral rights due to improved iron ore prices in 2017.

o $20.2 million net decrease in various other taxes.

NON-RENEWABLE RESOURCES REVENUE AS A PERCENTAGE OF TOTAL EXPENSES

 Non-renewable resources revenue is affected by price, sales and other factors that are often beyond
the Province’s direct control. Non-renewable resources revenue as a percentage of total expenses is
an indicator of how vulnerable the Province is as a result of its dependence on non-renewable
resources revenue to fund its expenses

e The following graph indicates that the Province’s reliance on non-renewable resources revenue as a
percentage of total expenses has decreased substantially from 39.1% in 2009 to 12.7% in 2018
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NON-RENEWABLE RESOURCES REVENUE
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PROVINCIAL REVENUES AS A PERCENTAGE OF GDP

e The purpose of this indicator is to show the extent to which a government is taking income out of the
economy in its jurisdiction, through both taxation and user charges.

e The following graph indicates that provincial revenues as a percentage of GDP decreased in the
current year from 2016-17. The Province’s GDP increased in 2017-18 which coincided with an
increase in revenue.

e The 2017-18 own source revenues as percentage of the Province's GDP ratio is 18.8%. This

represents a decrease of 1.0 percentage points from 19.8% in 2016-17. This ratio is the equivalent of
the five-year average of 18.8%.
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EXPENSE HIGHLIGHTS

The Province’s expenses are classified into the following: salaries and employee benefits; grants and
subsidies; operating costs; debt expenses; and other expenses including professional services;
amortization and (gain)/loss on the sale of tangible capital assets; property, furnishings and equipment;
and valuation allowances (recovery). Total expenses of $8.2 billion were $74.4 million higher than the
Original Budget ($8.1 billion) and decreased by $113.9 million from the previous year. Salaries and
employee benefits was the Province’s largest expense in each of the last five years.

WHERE DOES THE MONEY GO?

Salaries and Debt Operati Grants &
Employee Benefits Expenses Cosisng Subsidies other

Total Revenue
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Expenses by Object

The following graph presents the percentage of expenses by object for the previous five-year period. The
most significant expense type in 2017-18 was salaries and employee benefits, reflecting the nature of
government in providing services to the Province. Salaries and employee benefits expense as a
percentage of total expenses has declined since 2014.
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Salaries 2,726.4 2,723.4
Retirement costs 413.9 639.0
Other benefits 170.5 216.5
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Severance 57.8 32.9
Sick leave 36.0 54.6

35134 3.773.8
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The following graph presents the percentages of revenues used to pay debt expenses for the past five
years. In 2017-18, the Province spent 13.7 cents of each revenue dollar on interest (13.4 cents in 2016-
17). This is a 20.2% increase over the five-year period. With an increasing ratio, there is less money
available to provide core public services such as education and health care.
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Compared to Previous Year

The decrease in total expenses of $113.9 million from 2016-17 to 2017-18 can be attributed to the
following:

e Decrease of $260.4 million in salaries and employee benefits primarily due to:

o $213.4 million decrease in government departments due in part to lower expenditures for
retirement and other employee related costs than the previous year.

o $42.7 million decrease in Memorial University of Newfoundland (MUN) primarily as a result of
a prior year adjustment to the MUN pension plan unamortized experience gains (losses) due
to revisions of actuarial determined estimates in accordance with PS 3250 Retirement
Benefits.

o $4.3 million net decrease in salaries and employee benefits from various departments and
government entities.

This decrease was patrtially offset by the following increases:

e Increase of $79.5 million in grants and subsidies largely due to the following:
o  $34.9 million increase primarily as a result of enhancements to the seniors’ benefit and HST
low-income benefit.
o $30.2 million increase in Municipal Affairs and Environment relating to increased spending in
federal/provincial infrastructure programs and the Canada/Newfoundland and Labrador Gas
Tax Program.
o $14.4 million net increase in various other departments and government entities.

e Increase of $41.8 million in debt expenses largely due to the following:
o $54.3 million increase in debt expense for MUN primarily relating to lower interest earned on
pension fund assets compared to prior year.
o $12.5 million net decrease in various other departments and government entities.

¢ $25.2 million net increase in operating, professional services, amortization and (gain) loss on sale of
tangible capital assets, property, furnishings and equipment and valuation allowances (recovery).
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Compared to Original Budget

Expenses for 2017-18 totaled $8.2 billion; resulting in a $74.4 million increase compared the Original
Budget ($8.1 billion). The increase in expenses can be primarily attributed to the following:

¢ Increase of $103.0 million in salaries and employee benefits primarily relating to:

o $36.9 million increase in MUN retirement costs primarily relating to revisions of actuarially
determined estimates for the MUN pension plan; specifically for the unamortized experience
gains (losses).

o $29.2 million increase in Eastern Regional Health Authority (ERHA) primarily relating to
increase in severance expense for NAPE employees with 1-8 years of service and the
restructuring of staff from nursing homes to the Regional Health Authorities resulting in
increased salaries and employee benefits and decreased grants and subsidies expense as
noted below.

o $26.8 million increase in government departments primarily due to higher than anticipated
cost for severance and other employee related costs.

o $10.1 million net increase in various other departments and government entities.

¢ Increase of $40.2 million in amortization and (gain)/loss on the sale of tangible capital assets largely
due to revised calculations relating to the Newfoundland and Labrador English School District and
work in progress assets of various government departments put in service earlier than anticipated.

e Decrease of $92.3 million in grants and subsidies costs due to:

o $51.1 million decrease in Grants and Subsidies primarily due to lower than anticipated
spending in various programs including the Canada/Newfoundland Gas Tax Program,
Municipal Infrastructure, and delayed initiatives for the Atlantic Fisheries Fund.

o $31.7 million decrease in ERHA primarily relating to direct client costs as a result of changes
in several client entitlements, also the restructuring of staff from nursing homes to the
Regional Health Authorities resulting in decreased grants and subsidies expense and
increase salaries and employee benefits expense as previously noted above.

o $9.5 million net decrease in various other departments and government entities.

e $23.5 million net increase in operating, debt expense, professional services, property, furnishings and
equipment and valuation allowances (recovery).
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RISk ANALYSIS

The Province is subject to various forms of risk inherent in the nature of certain financial statement
elements and financial markets.

Exposure to risk from the use of accounting and other estimates in recording certain transactions is
discussed in Note 19 — Measurement Uncertainty, of the consolidated financial statements of this
publication.

Debt related risk including foreign exchange risk, interest rate risk, credit risk, and liquidity risk was
discussed previously in the consolidated financial results section, page 15, of this publication.

In terms of Government Business Enterprises and Partnership risk, ALC and Nalcor Energy operate in an
environment with various forms of financial risk including changes in interest rates, and fluctuation in
foreign currency exchange rates and commodity prices. A combination of financial instruments and
portfolio management tools and techniques are utilized to manage these risks.

With regards to the Muskrat Falls Project (MFP), as is the case with any large construction project, there
are a variety of uncertainties relating to execution. There is a risk that costs can increase over original
estimates and schedules can be impacted by a number of factors. Factors impacting project capital costs
and schedules are closely monitored. Organizational and structural changes implemented in 2016
separated the generation and transmission elements of the project to allow for more focus on the
completion of each scope of work. MFP maintains an owner controlled insurance program. Insurance is
subject to coverage, limits and exclusions, as well as time sensitive claims discovery and reporting
provisions. In addition, no assurance can be given that such insurance will be adequate to cover
liabilities.

OPPORTUNITIES

The Province is subject to various opportunities to the economic forecast that could result in positive
impacts on the economy including tourism, deepwater offshore oil, mining, aquaculture and advanced
technology.

¢ Newfoundland and Labrador has a unique tourism product that has seen steady improvements in
recent years and is expected to continue in the coming years. Significant investments have been
made over the past decade, including new landing system at the St. John’s airport, new Marine
Atlantic ferries, numerous new hotels, and an expansion of the St. John’s convention Centre.

e Recent call for bids have been very successful for deepwater offshore oil, with $2.9 billion in
outstanding bids/work currently committed for the NL offshore. An acceleration in oil exploration
activity will have a positive impact on the economy.

e |f demand and prices for iron ore were to improve, development of iron ore projects could ramp up.
There are several projects that were in early development stages and put on hold in recent years that
could be reactivated.

o Heightened interest in the aquaculture development opportunities in Newfoundland and Labrador
could significantly increase the Province’s current aquaculture production. Our government believes
that there is significant potential to more than double the number of year round jobs in aquaculture
from 1,000 to 2,100 and add 500 person years of employment in the agriculture sector.
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As reflected by the success of the Federal Government’s Ocean Supercluster initiative, the
opportunities are limitless for our advanced technology sector, having several leading-edge
technology companies that are competing globally and continuing to expand.

The recent announcement that newsprint tariffs will not be levied on CBPP will increase confidence in
the industry which in turn could have a positive impact on the provincial economy.

RISKS

The Province is also subject to various risks to the economic forecast that could result in negative impacts
on the economy including, oil prices, NAFTA, demographics and cost of major projects.

Oil prices lower than assumed in the economic forecast would reduce revenues and require further
fiscal actions to balance the budget.

Impacts relating to the tentative deal reached on the North American Free Trade Agreement (NAFTA)
now known as United States-Mexico-Canada Agreement (USMCA) are still to be determined.

Rapid aging of the population is one of the most important demographic challenges confronting the
Province because of its significant implications for program delivery of many public services, in
particular health care.

There is still uncertainty related to the recovery of cost overruns on the MFP and how this might
impact the economy.
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EcoNomIC OUTLOOK AND OVERVIEW

In advance of receiving results of actual revenues collected, the Department of Finance relies on its
economic and demographic forecasts, and known relationships with administrative data to estimate
revenues. Some components of nominal Gross Domestic Product (GDP) such as consumer expenditure
are used to forecast growth in specific tax bases. Other indicators such as household income (including
earned income), consumer inflation and population are also used in the projection and estimation of
certain revenues.

The following discussion provides an overview of the economic and demographic performance of
Newfoundland and Labrador in 2017 as well as an outlook for 2018. It should be noted that the economic
forecast discussed in this section was prepared by the Department of Finance in March 2018 and reflects
the latest information available at that time. A revised economic forecast will be released by the
Department of Finance in the fall of 2018 in the Fiscal and Economic Update. As a result, some estimates
for 2017 presented in this discussion such as GDP and household income, and all economic data for
2018 are subject to change. It should also be noted that all data discussed in this section are reported on
a calendar year basis.

ECONOMIC PERFORMANCE IN 2017

The economy of Newfoundland and Labrador continued to adjust in 2017, as a result of major projects
transitioning from development to production phases. In 2017, the Province’s nominal GDP at market
prices is estimated to have been about $32 billion, up 4.2% from the previous year (see table of economic
indicators) due primarily to a higher value of exports. Conversely, GDP, in real terms, is estimated to have
declined by 3.4% as the solid growth in exports was not enough to offset the impact of lower investment.3

The value of provincial exports (in real terms) increased by 1.6% in 2017 due primarily to an increase in
exports of crude oil, refined petroleum and iron ore. Oil production was 80.6 million barrels in 2017, an
increase of 5.0% compared with 2016. This increase stemmed from increased extraction from Hibernia
and the North Amethyst portion of White Rose, and the addition of production from Hebron. In nominal
terms, the value of exports increased by 16.4%, bolstered by higher prices for crude oil and iron ore.

8t should be noted that in May 2018 Statistics Canada estimated real GDP growth (at basic prices) in
2017 of 2.1% for Newfoundland and Labrador. Estimates of real GDP at market prices by Statistics
Canada for 2017 will be released in November 2018.
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Economic Indicators
Newfoundland and Labrador

2014 2015 2016 2017e  2018f

GDP at Market Prices ($ Millions) 34,277 30,332 31,112 32,429 32,850
% Change -0.5 -11.5 2.6 4.2 13
% Change, real -0.9 -1.7 1.9 -34 -0.8
Final Domestic Demand ($ Millions) 35,711 36,513 38,901 35,631 35,110
% Change 3.1 2.2 6.5 -8.4 -1.5
% Change, real 1.1 0.5 3.6 93 2.9
Consumer Price Index (2002=100) 128.4 129.0 1325 135.7 1384
% Change 19 0.5 2.7 2.4 2.0
Household Income ($ Millions) 24,375 25,290 25,883 26,368 26,540
% Change 36 3.8 2.3 1.9 0.7
% Change, real 1.7 3.3 -0.4 -0.5 -1.3
Household Disposable Income ($ Millions) 16,543 17,017 17,267 17,586 17,712
% Change 3.2 2.9 1.5 1.8 0.7
% Change, real 13 2.4 -1.2 -0.6 -1.3
Retail Sales (S Millions) 8,919 8,972 9,011 9,227 9,293
% Change 36 0.6 0.4 2.4 0.7
% Change, real 1.7 0.8 -1.7 1.1 -0.5
Capital Investment ($ Millions) 12,035 12,325 14,200 10,699 9,703
% Change 4.1 2.4 15.2 -24.7 9.3
% Change, real 1.8 -0.9 9.6 -25.4 -10.8
Housing Starts (Units) 2,119 1,697 1,398 1,400 1,259
% Change -26.0 -19.9 -17.6 0.1 -10.1
Employment ('000s) 238.6 236.2 2326 2241 221.9
% Change -1.7 -1.0 -1.5 -3.7 -1.0
Labour Force ('000s) 2709 270.8 268.7 262.9 260.6
% Change -1.3 0.0 -0.8 -2.2 -0.9
Unemployment Rate (%) 119 12.8 134 148 14.8
Population ('000s) 528.4 528.8 530.3 528.8 525.9
% Change 0.2 0.1 0.3 -0.3 -0.6

Final domestic demand measures demand in the local economy by summing consumption,
investment and government expenditures; it excludes net exports.

e: estimate for some indicators; f: forecast, Department of Finance, March 2018
Source: Statistics Canada; Department of Finance



UNDERSTANDING THE FINANCIAL HEALTH OF THE PROVINCE OF NEWFOUNDLAND AND LABRADOR

Capital investment totalled approximately $10.7 billion in 2017, a decrease of 24.7% compared to 2016
due mainly to lower spending on the Hebron oil project. Total residential spending (including renovations)
was $1.2 billion for 2017, down by 6.3% compared with the previous year. Expenditures declined for
single-detached housing, however, increased for multiple housing, indicating a compositional shift in
housing types as homebuilders target buyers looking for more affordable homes. Housing starts totaled
1,400 units in 2017, on par with the previous year.

Consumer spending growth was moderate in 2017. The value of retail sales increased by 2.4% compared
to 2016.

Growth in the Consumer Price Index (CPI), or inflation, averaged 2.4% in 2017. Higher gasoline and fuel
oil prices exerted upward pressure on the CPI. Lower food prices moderated the increase in the total
CPL.

Most labour market indicators demonstrated weakness in 2017. Employment averaged 224,100, down
3.7% compared to 2016, and the unemployment rate increased by 1.4 percentage points to average
14.8%. The Province’s labour force participation rate averaged 59.0% in 2017, down 1.5 percentage
points from 2016.

While employment declined in 2017, wages continued to increase. Average weekly earnings were $1,035
in 2017, up 1.7% compared to 2016. As a result of higher wages, total compensation of employees
increased by 1.2% to $15.3 billion. Total household income increased by 1.9% to $26.4 billion as
increases in government transfers such as old age security posted stronger growth than employee
compensation.

Preliminary estimates indicate that the population of Newfoundland and Labrador stood at 528,817 as of
July 1, 2017, a decrease of 0.3% (or 1,488 persons) compared to July 1, 2016. The population decline
was the result of both net migration and natural change. Net migration reduced the population by 619
persons. Natural population further reduced the population by 869 as there were more deaths than births
in the Province. Natural population change has been negative for several years, reflecting the aging
population and a relatively low fertility rate. The median age of the Province increased from 45.3 years in
2016 to 45.7 years in 2017 and remains the highest in the country.

Economic Outlook

The economic outlook for Newfoundland and Labrador remains challenging in the short to medium term.
According to the March 2018 forecast, nominal GDP is expected to grow by 1.3% in 2018, however, real
GDP is expected to decline by 0.8%. The largest impact on the economy in 2018 will come from a decline
in capital investment as Hebron has progressed to the production stage and the Muskrat Falls project is
moving closer to completion. Capital investment is expected to decrease by 9.3% (see chart).
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Source: Statststs Canada; Department of Fimance

The winding down of these projects will also result in a decline in employment and income which is
expected to constrain consumption and housing starts. In the March 2018 forecast, employment was
projected to decline by 1.0% in 2018. During the first seven months of the year, employment averaged
0.4% below the same period in 2017. In 2018, the Province’s population is expected to decline 0.6% from
2017 reflecting, in part, fewer employment opportunities.

Despite the challenges over the next few years, the Province has considerable long-term potential,
particularly in the energy sector but in areas such as the tourism sector as well. Significant exploration
programs have been announced by oil companies over the next 10 years demonstrating considerable
commitment to the offshore area. Oil exploration and development hold significant opportunities for the
provincial economy.

Risks and Adjustments

Although these economic indicators for 2017 and 2018 form the basis for the final revenues presented in
the 2017-18 Public Accounts, they are still projections and are subject to change. Further economic and
administrative data relating to 2017 and 2018 are expected in the future. New data may result in adjusted
revenues in respect to the taxation years reported in this document. Such differences will be reflected in
subsequent fiscal years as prior year adjustments. As a result, differences may arise between estimated
and actual revenues reported in these Public Accounts.
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GLOSSARY OF TERMS

To assist in understanding the discussion and analysis to follow in this report, definitions of the various
terms used are provided below:

Accrual Basis:

Accumulated Deficit:

Annual Surplus/
(Deficit):

Original budgetary

Contribution/

(Requirement):

Cash Basis:

Deferred Revenue:

Financial Assets:

GDP:

Interest Cost:

Net Borrowings:

Net Debt:

A method of accounting whereby revenues are recorded when earned and
expenses are recorded when liabilities are incurred.

Liabilities less total assets. This equals the net accumulation of all annual
surpluses and deficits experienced by the Province.

The excess of annual revenues (expenses) over annual expense
(revenues).

The difference between revenues and expenditure cash flows of the
Consolidated Revenue Fund generated as a result of the operations of
government departments during the year.

A method of accounting whereby revenues are recorded when received and
expenditures are recorded when paid.

Represents funding received in advance of revenue recognition criteria
being met.

Assets (such as cash, receivables and investments) to be used to reduce
existing or future liabilities.

Gross Domestic Product (at market prices) of the Province.

Interest on the Province’s debt (e.g. borrowings, unfunded pension liability),
as well as, other debt related expenses.

Total borrowings (debentures, treasury hills, etc.) less sinking funds. Also
referred to as provincial debt in this report.

Liabilities less financial assets.
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Non-Financial Assets:

Tangible Capital
Assets:

Unfunded Pension
Liability:

Assets consumed in the delivery of government services, but not intended
to reduce existing or future liabilities. Non-financial assets are primarily
comprised of tangible capital assets.

Non-financial assets which are held for use in the production or supply of
goods and services and have useful economic lives extending beyond an
accounting period. Examples include buildings, roads, infrastructure, marine
vessels, heavy equipment and machinery.

The total unpaid pension benefits earned by existing/former employe<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>