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PEI MOVING BACK INTO THE BLACK

Highlights

» Prince Edward Island is on track to record a surplus of $600 thousand in FY2017-18. The surplus is
slightly smaller than what was projected in last year’s budget plan, but is a stark improvement from

the FY2016-17 deficit of $17.9 million.

« Budget 2017 contained no new revenue generating measures. In fact, the government opted to lower

personal income taxes.

+ Spending is expected to grow modestly, driven largely by a significant increase in healthcare expen-

ditures.

* Net debt as a share of GDP is expected to continue its downward trend, reaching 33.7% this fiscal

year.

Prince Edward Island is on track to record its first balanced budget in a decade this fiscal year (FY).
A surplus of $600 thousand is expected in FY2017-18. The surplus is slightly smaller than what was
projected in last year’s budget plan, but is a stark improvement from the FY2016-17 deficit of $17.9
million — nearly double the gap expected last year. Budget 2017 contained no new revenue generating
measures. In fact, the government opted to lower personal income taxes. Spending is expected to grow

modestly, driven in largely by a significant increase
in healthcare expenditures. Moreover, net debt as a
share of GDP is expected to continue its downward
trend, reaching 33.7% this fiscal year.

Past HST increase driving revenues up

The budget gap in FY2016-17 was about $8.5
million deeper than the $9.5 million projected in
last year’s budget plan. The larger-than-expected
shortfall stemmed mostly from higher program
spending — particularly in Health PEI, and Family
and Human Services. Meanwhile, higher transfers
from the federal government provided some offset.

For the current fiscal year, revenues are expected
to grow by 4.6%, helped along by a full-year impact
of the HST hike that came into effect in October
2016, and a sizable increase in transfers from the
federal government. Still, a reduction in personal
income tax revenues will come in the form of a
2% increase in the Basic Personal Amount. This
follows a 3.8% increase in the exemption in last
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PRINCE EDWARD ISLAND GOVERNMENT FISCAL POSITION
[ C$ Millions, unless otherwise indicated ]

2017 Budget

Fiscal year | 16-17E 17-18F 18-19F 19-20F
Revenues 1,732 1,812 1,860 1,913
% change -- 4.6 2.7 2.8
Provincial* 1,058 1,107 1,141 1,176
% change -- 4.6 3.1 3.0
Federal transfers 675 706 719 737
% change - 4.6 1.9 2.5
Expenditures 1,750 1,812 1,855 1,900
% change - 3.5 2.4 2.4
Program spending 1,555 1,614 1,655 1,699
Interest 124 126 128 129
Amortization 71 72 72 72
BUDGET BALANCE -17.9 0.6 5.4 12.9
% of GDP -0.3 0.0 0.1 0.2
Net Debt* 2,196 2,220 2,239 2,232
% of GDP 345 33.7 32.8 31.6

Source: 2017 Prince Edward Island Budget and Public Accounts.
*Includes own source revenue, net consolidated surplus of Crown Corporations and revenue for capital assets.
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year’s budget. Revenue estimates are based on expecta-
tions for real GDP growth of 1.3% in 2017 and 1.2% in
2018 — slightly more conservative than our projections for
the province.

Meanwhile, spending is projected to rise by 3.5% this
fiscal year, but to slow to just under 2.5% in the subsequent
two fiscal years. Healthcare and transportation, infrastruc-
ture, and energy will see the largest gains in FY2017-18.
Indeed, the budget plan projects a 5.8% increase in expen-
ditures by Health PEI, marking the heftiest increase in eight
years. Education will also receive a sizeable increase in its
budget this fiscal year. All told, the provincial government is
projecting a thin positive budgetary balance of $600,000 in
FY2017-18, with the surplus growing steadily in the coming
years, and projected to reach $12.9 million by FY2019-20.

Net debt-to-GDP trending down

The improvement in fiscal position will help the govern-
ment rein in the provincial debt load. Capital investments
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will lead to modest increases in debt over the next two years,
with net debt in dollar terms expected to peak in FY2018-
19, and slide lower thereafter. On a relative basis, the net
debt-to-GDP ratio has already been trending down since
peaking at 36.6% in FY2012-13. The government projects
it will total 33.7% in the current fiscal year, and is forecast
to fall to 31.6% by FY2019-20.

Bottom Line

The Government of Prince Edward Island is on track
for a balanced budget in the current fiscal year and beyond
in light of the past implementation of revenue-generating
measures and controlled spending growth going forward.
These surpluses should enable the provincial government
it to begin reducing P.E.I.’s debt burden, with net-debt as a
share of GDP continuing to trending lower in the coming
years.
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This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be
appropriate for other purposes. The views and opinions expressed may change at any time based on market or other conditions and
may not come to pass. This material is not intended to be relied upon as investment advice or recommendations, does not constitute a
solicitation to buy or sell securities and should not be considered specific legal, investment or tax advice. The report does not provide
material information about the business and affairs of TD Bank Group and the members of TD Economics are not spokespersons for TD
Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed to
be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future
economic and financial markets performance. These are based on certain assumptions and other factors, and are subject to inherent
risks and uncertainties. The actual outcome may be materially different. The Toronto-Dominion Bank and its affiliates and related entities
that comprise the TD Bank Group are not liable for any errors or omissions in the information, analysis or views contained in this report,
or for any loss or damage suffered.
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