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Two-Handed Grip on Deficit Reduction

The Province of Nova Scotia is projecting a $222 min budget deficit in FY2010/11,
taking a balanced approach to eliminating the deficit in four years that includes spending
restraint and tax increases. The FY2009/10 deficit is now pegged at $488 min, a slight
improvement from the latest projection thanks to both higher revenues and lower spending.
At about 0.6% of GDP, the coming year's deficit is at the low end of the provincial pack, but it
will rise to $370 min (1% of GDP) next year. The Province will aim to balance the budget in
four years, a time frame that is about in-line with the norm seen this budget season.

Revenue is expected to rise 3.7% to $8.4 bin in FY2010/11, as income tax receipts rise.

(C$ millions)
actual estimate — forecast —
08/09 09/10 10/11 11/12
Revenues 8,135 8,088 8,391 8,406
Expenditures 8,521 9,010 9,044 9,164
Program Spending 7,569 8,045 8,077 8,159
Pension Valuation
Adjustment 9 o 9 &
Net Debt Service 867 872 959 974
Consolidated Fund
Balance (386) (922) (653) (758)
Gov't Org. Balances
& Adjustments 406 434 431 388
Budget Balance 20 (488) (222) (370)
() = deficit Note: Totals may not add due to rounding.
Budgetary Balance
($ millions)
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The biggest revenue-related measure in this
budget is a 2 ppt increase in the HST, to 15%,
taking effect on July 1. This change will generate
$215 min in revenue this fiscal year and more
than $300 min in FY2011/12. There will be some
offsetting tax credits aimed at low income
individuals and rebates for certain necessity goods
like children’s clothing and footwear—these
changes will cost $21 min this fiscal year. Other
measures include a new high-income tax bracket
(21% on incomes above $150,000, offset
somewhat by removal of the high income surtax)
until the budget is balanced. There is also a slight
reduction in the small business tax rate.

Meantime, petroleum royalties are projected to
rise 57% from very depressed levels, adding $174
min to the Province's coffers. With royalties
weighing in at less than 3% of total revenue,
commodity prices are not a major source of risk.
Going forward, total revenue is expected to rise
1.9% per year through FY2013/14, well below the
historical norm—economic growth assumptions
are conservative, and could allow for some upside
to the forecast.

Total spending is projected to rise a
modest 0.4% to $9.0 bin in FY2010/11, with
health care (+6.9%) and education (+2.0%) driving
the growth. Note that education expenses were
prefunded by $395 min for FY2010/11,
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temporarily dampening the spending total. The

T

Real Total Spending per Capita Province will begin a four-year period of spending

(4-yr annualized % chng) . o . .
restraint that will include a 10% reduction in the

5=

civil service (about 1,000 jobs) by 2013, through
i retirements and voluntary departures. The overall
3 expenditure management program will produce
, modest savings of $54 min in FY2010/11, rising to
; $772 min by FY2013/14.
0 A Going forward, the Province is targeting 0.4%

\/\/ \/ \ annualized total spending growth through

e
FY2013/14, a significant change from growth of

9 =

forecast more than 6% seen during the past five years.
Pouss  owss  sew sy ooon 0203 oaos 057 0809 1o/ 1213 That represents a contraction of about 1% per
Source: Provincial forecasts, BMO Capital Markets estimates year on a real per-capita basis, about in-line with
the restraint that was seen during the mid-1990s
Debt Service Costs and projected by most other Provinces so far this
(% of total revenue) budget season.
2% - The Province will follow last year's hefty
o= infrastructure spending program with a slightly
= lower $711 min investment in FY2010/11.

Total borrowing requirements are expected

15 - to be $2 bin in FY2010/11. Net direct debt as a

share of GDP is projected to rise to 39.6% at the

— end of FY2010/11, up from 39.4% in the prior year.

Debt service costs will total 11.4% of revenue this

coming year and rise to 12.2% by FY2013/14, still

P saps s s o001 3 w05 0607 0a09 i1 1213 well below the peak of more than 20% seen at the
Source; Provincial forecasts end of the 1990s.

Economic activity in Nova Scotia has
begun to recover from the worst of the global downturn. While the manufacturing
environment remains cloudy, and will continue to struggle under the weight of a strong
loonie and sluggish U.S. demand, the labour market has stabilized and higher commodity
prices will eventually feed into incomes. Non-residential construction also continues to
support the economy, thanks to robust government infrastructure investment. The Province
expects real GDP growth of 1.9% and 1.2% in 2010 and 2011, comfortably below our forecast
of 2.4% and 2.7%.

The Bottom Line: Nova Scotia is following in the footsteps of the other Provinces by reining
in spending growth in the coming years. However, actions on the tax side are making their
budget-balancing goal more urgent than most.
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The information, opinions, estimates, projections and other materials contained hergin are provided as of the date hereof and are subject to change without notice. Some of the information, opinions, estimates, projections and other materials contained herein have heen obtained from
numerous sources and Bank of Montreal (“BM0") and its affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions which are accurate and complete. However, neither
BMO nor its affliates have independently verified or make any representation or warranty, express or implied, in respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or
eliance on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party (including, without limitation, any customer of the recipient or user). Information may be available to BMO and/or its
affiliates that is not reflected herein. The information, opinions, estimates, projections and other materials contained herein are not to he construed as an offer to sell, a solicitation for or an offer to buy, any produets or senvices referenced herein (including, without limitation, any
commodities, securities or other financial instruments), nor shall such information, opinions, estimates, projections and other materials be considered as investment advice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO or
its relevant affiliate directly. BMO and/or its affliates may make a market or deal as principal in the products (including, without limitation, any commodities, securities or other financial instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors,
officers and/or employees may from time to time have long or short positions in any such products (including, without limitation, commodities, securities or other financial instruments). BM0 Nesbitt Burns Inc. and/or BMO Capital Markets Corp., subsidiaries of BMO, may act as financial
advisor and/or underwriter for certain of the corporations mentioned herein and may receive remuneration for same. “BMO Capital Markets™ is a trade name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional ams of Bank of Montreal,
BMO Neshitt Burns Inc., B0 Neshitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited. T0 U.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Neshitt Bums Securities Ltd., affiliates of BMO NB, furnish this report to .. residents and
accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Neshitt Burns Securities Ltd.
T0 UK. RESIDENTS: The contents hereof are not directed at investors located in the U, other than persons described in Part VI of the Financial Services and Markets Act 2000 (Financial Promation) Order 2001.

™ - “BMO (M-har roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal.
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