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 Newfoundland and Labrador, alongside Saskatchewan, is forecasting black ink for fiscal 2011-12 
(FY12) with a projected $59 million surplus.  

 

 Moreover, with a hefty resource-sector boost, Newfoundland and Labrador is revising its FY11 surplus 
to a robust $485 million, reversing the Budget estimate of a $194 million deficit and substantially 
improving upon the Fall Update forecast of a $12 million surplus.  

 

 From FY06 through FY12, Newfoundland and Labrador now expects a cumulative positive budget 
balance of just over $4.6 billion, with the bottom line impact of the 2009 recession limited to a modest 
FY10 deficit of $33 million.  

 

 The Province’s net debt is expected to shift lower relative to GDP through FY11 and FY12, partly due to 
its hefty national income gains. The debt service in FY12 is forecast to absorb just 10.2¢ of each revenue 
dollar, less than half of the 21¢ reported in FY05. With its sharply reduced debt burden, including its 
unfunded pension liabilities, its infrastructure replenishment and its tax relief, the Province is now better 
positioned to undertake the first stage of the major Lower Churchill hydro-electricity project.  

 

 For the fourth consecutive year, no borrowing is forecast for FY12.  
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Overview 
 
The strong upward trend in Newfoundland 
and Labrador’s own-source revenues 
resumed in FY11. The 9% rise now expected 
for FY11 fully reverses the FY10 downturn, 
leaving the Province’s own-source receipts 
3.3% ahead of the FY09 level. With the 
upswing in global commodity prices, a pick-up 
in private-sector investment and exports and 
elevated public-sector infrastructure outlays, 
the government forecasts a rebound of almost 
19% in provincial nominal GDP in 2010, 
following the 21% decline a year earlier, with a 
further gain approaching 10% in 2011. Capital 
investment across the province over 2010 and 
2011 is expected to surge at least 60%. Current 
major resource projects include: the nickel 
processing facility at Long Harbour; 
preparatory work for Hebron, the fourth 
offshore oil field; the White Rose satellite 
fields; the Hibernia South Extension and 
renewed expansion in iron ore mining.  
 
Offshore royalties in FY11 are now expected 
to exceed $2.3 billion, $185 million ahead of 
Budget, alongside a $484 million upward 
revision to tax receipts. A significant upside 
surprise is the tripling of the Mining Tax and 
royalties from FY10 to FY11 to an estimated 
$225 million as surging iron ore production 
compensated for the extended labour dispute at 
the province’s large nickel mine. Federal transfers, although $85 million less than Budget, still contributed to 
FY11 revenue growth with a 14% advance, bolstered by Ottawa’s stimulus measures.   
 
In FY12, total revenues are forecast to slip 1.7%. Federal transfers are expected to fall 4.4% as Ottawa’s two-
year stimulus spending is largely completed by March 2011. No longer qualifying for Equalization, 
Newfoundland and Labrador will not be eligible for the second phase of the Atlantic Accord 2005 from FY13 
through FY20. The $536 million payment under the Atlantic Accord 1985 is down 16.5% from FY11 and it will 
be the final payment under this agreement. For the Province’s own-source receipts, tax revenues are expected to 
climb 3.6% in FY12, helped by a further modest boost from the Mining Tax and royalties to $349 million. 
Offshore royalties, despite the forecast rise in Brent oil prices to a US$108.50/barrel average in 2011 from just 
below US$80 in 2010, will be constrained by the projected production decline of almost 15%. Output from the 
Terra Nova field is expected to be shift lower due to natural declines and an assumed temporary shutdown.  
 
Program spending in FY11 is coming in somewhat below Budget, but still 4.4% higher than FY10. A further 
4.6% rise in FY12 leaves program outlays over the five years since FY07 up more than 50%. In FY12, with 
Health spending up 5.8% and Education expenditures almost 10% higher, outlays for the remaining areas must 
edge 0.3% lower. For Health, an array of targetted improvements, such as greater attention to mental heath issues, 
is planned. In Education, K-12 initiatives include stepped-up investment in classroom technology. To incent 
employers to hire apprentices, a new Apprenticeship Employment Rebate will complement recent increases to the 
Wage Subsidy Program. University and college tuitions will remain frozen for another year at an annual cost of 
$6½ million and a cumulative $139 million cost for the entire seven-year freeze. To address the employment 
constraints arising from limited access to child care, start-up grants will be raised for regulated child care in 
family homes and a child care tax credit will be introduced.  
 

Budget Rev. Budget
Tax Revenue 2,405 2,889 2,993
Offshore Royalties* 2,162 2,348 2,206
Gov't Bus.Ent. Net Income 207 201 219
Other Own-Source Rev. 771 834 796

Federal Transfers 1,845 1,760 1,683
Total Revenue 7,390 8,032 7,897

Program Spending 6,775 6,723 7,033
Debt Service 809 823 804
Total Expenditures 7,584 7,547 7,838
Budget Balance -194 485 59

Memo Items, %
Own-Source Rev./ GDP 19.0 21.5 19.2
Fed. Transfers / Total Rev. 25.0 21.9 21.3
Program Spending / GDP 23.2 23.1 21.7
Budget Balance / GDP -0.7 1.7 0.2
Debt Service / Revenue 10.9 10.3 10.2

Annual Change, %
Tax Revenue -7.5 11.1 3.6
Own-Source Revenue -3.6 9.1 -0.9
Federal Transfers 19.4 13.9 -4.4
Total Revenue 1.3 10.1 -1.7

Program Spending 5.2 4.4 4.6
Total Expenditures 3.5 3.0 3.9_________

FY12FY11

Newfoundland and Labrador’s Budget Arithmetic 
$ millions except where noted 

 

* The government forecast of Brent oil prices is US$108.50/barrel in 2011, 
following US$79.61 in 2010 and US$61.74 in 2009. Source: Newfoundland 
& Labrador Finance;  Nominal GDP forecasts: Scotia Economics.  
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Infrastructure investment, to address longstanding deficits and support new growth, will remain buoyant in 
FY12, topping $1 billion, following less-than-expected cash outlays by the Province for capital assets in FY11. 
To support innovation, a further $8 million will help to address gaps in broadband availability, $19 million will 
reinforce R&D activity and $71 million will be allocated to various industry-specific funding initiatives and 
tax credits. The Fishing Industry Workforce Adjustment Program will be extended for another three years and 
the Employment Transitions Program will be expanded. Progress in FY12 on the Province’s Poverty 
Reduction Strategy will include the introduction of an adult dental care program for low-income residents, an 
expanded Rent Supplement Program and a commitment to provide an additional 250-300 affordable housing 
units, cost-shared with Ottawa.  
 
New tax relief is limited for FY12. The largest initiative, in part to return some of the Province’s energy-related 
earnings to its residents, is a new $38 million energy tax rebate, equivalent to the 8% provincial component of the 
HST on residential energy, effective this October, in addition to the current home heating rebate.  
 
For Labrador, economic development efforts will include a new policy on industrial electricity rates to ensure 
competitively priced power for industrial customers. Support services for Labrador residents continue to be 
expanded with funding in this Budget to complete the Labrador West campus for the College of the North 
Atlantic and a new $90 million regional health care facility planned for Labrador West.  
 
Restraining the rise in provincial net debt in both FY11 and FY12, given the Province’s elevated 
infrastructure investment, are debt retirement and increases in sinking funds of more than $400 million each 
year. As well, the projected $446 million rise in unfunded pension liabilities in FY12 is 8.7% less than the 
FY11 increase. As of March 2012, the Province’s outstanding unfunded pension and retirement benefits 
obligations are expected to total $5.2 billion.  
 
 

Outlook 
 
The government’s mid-term forecast outlines a return to red ink, with deficits of $496 million and $310 million 
forecast for FY13 and FY14 before a surplus of $47 million is regained in FY15. The issue is not runaway 
spending — although the debt service is forecast to rise from $804 million in FY12 to $894 million in FY15, net 
program spending growth over the three years is curtailed to less than 1% annually. Instead, the hurdle is a 
forecast net revenue decline of almost 6% in FY13, primarily reflecting the loss of the Atlantic Accord 1985 
payments after the $536 million transfer in FY12. Compensating for this revenue reduction subsequently 
contributes to the forecast of relatively soft net revenue growth averaging just over 4½% in FY14 and FY15.  
 
The mid-term revenue estimates also may reflect some prudence. The government is understandably 
cautious given global currency and commodity price volatility and the uncertainties in bringing onstream new 
offshore or onshore production capacity. With less reliance on federal transfers, royalties and the Mining Tax 
in FY12 represent one-third of Newfoundland and Labrador’s total receipts, 
expanding the government’s upside as well as its downside risk. Yet the 
employment and extensive spin-offs anticipated from the major resource 
projects should benefit consumption and maintain the upward pressure on 
the housing market in St. John’s (see graph, p.5). Thus solid advances are 
certainly possible in the government’s adjusted real GDP, a measure that 
removes production-related income from the mega-projects owned by 
non-residents.  
 
Prudent assumptions, however, could be critical as the Province 
proceeds with major projects, including its participation in the first stage 
of the massive Lower Churchill hydro-electricity project. The Muskrat 
Falls generating facility (824 MW) plus transmission to the Island and 
Nova Scotia may be the lowest-cost power option for Newfoundland and 
Labrador, a major source of new export revenues and a key factor 
facilitating Labrador’s development, but the undertaking is still 
ambitious, placing a high premium on the Province’s fiscal flexibility.  
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Revenues  
 

For personal income tax (PIT), the clawback of income tax refunds will be eliminated for clients on income 
support. A new non-refundable child care tax credit will be implemented as of 2011, saving families about $3 
million annually. As well, a new non-refundable Volunteer Firefighters’ Tax Credit will offer a $1.4 million 
benefit. 
 
A new residential energy tax rebate, equal to the 8% provincial portion of the HST on residential energy such 
as home heating fuel or electricity, will be implemented this October, offering a $38 million annual saving to 
consumers.  
 
The Payroll Tax exemption threshold will be raised from $1 million to $1.2 million retroactively to January 1, 
2011, offering an annual saving of just over $2 million for employers.  
 
 
 
Expenditures 
 

In health care, An Act Respecting the Practice of Medicine, 2011, replacing the Medical Act, 2005, will guide 
the College of Physicians and Surgeons of Newfoundland and Labrador in regulating medicine and quality 
assurance, addressing the recommendations from the Report of the Commission of Inquiry on Hormone 
Receptor Testing. The new Act covers establishing a Quality Assurance Committee; requiring mandatory 
continuing and remedial education; supervising provisionally licensed physicians and monitoring prescription 
practices. The Province and its Four Regional Health Authorities maintain that they have implemented, or 
substantially implemented, 55 of the Commission’s 60 recommendations.  
 
In post-secondary education, Memorial University will now receive $36 million over three years for building 
maintenance and $14 million for upgrading labs, with similar funding, albeit more modest, to renew the older 
infrastructure of the College of the North Atlantic. With the Province’s ongoing shift away from traditional 
industries, a new initiative in the retraining efforts is the Post-secondary Transition Scholarships program for 
adult learners.  
 
In the Social Services envelope, programs receiving additional funding include the Supportive Living 
Community Partnership Program to help address homelessness and the Age-Friendly Grants Program where 
the Province partners with community organizations on projects to help older individuals stay active.  
 
Economic development initiatives in this Budget include $3 million to 
expand the Commercialization and Innovation Enhancement 
Programs, $3 million annually for the next three years for the 
Aerospace and Defence Development Fund and $1 million for the 
Forest Research and Innovation Fund.   
 
For infrastructure, the Province for FY12 will allocate $216 million to 
roads and bridges, $56 million to marine infrastructure, $39 million to 
public buildings and $272 million for health care infrastructure. In 
addition to a one-time $4½ million increase in Municipal Operating 
Grants (MOG), directed largely to smaller centres as the MOG 
formula is reviewed, the Province will invest $141 million in municipal 
infrastructure.  
 
In the fishing industry, the Report of the Independent Chair of the 
Steering Committee for the Fishing Industry Memorandum of 
Understanding, received in February, indicates that since 1998 the 
number of fish harvesters in the Province has dropped by 35% and 
the number of fish processing plant workers by 43%, with further 
consolidation required followed by substantial funding for 
restructuring. Further hampering economic growth in many of the 
Province’s rural regions is the decline in the forestry sector. Although 
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lumber production in Newfoundland and Labrador climbed 26% in 2010, it is still half of the peak output 
reported eight years ago.  
 
The Province’s Fishing Industry Renewal Strategy is being implemented. One section, the Fisheries 
Technology and New Opportunities Program, will receive $6½ million over three years to further leverage 
industry research, potentially collaborating with the Fisheries and Marine Institute of Memorial University and 
the Canadian Centre for Fisheries. The Province expects to release this year a Coastal and Oceans 
Management Strategy, after launching a fisheries science and stock assessment initiative to support the new 
Centre for Fisheries Ecosystems Research. In aquaculture, in addition to the biosecurity priority and an 
additional $5 million for the Aquaculture Capital Equity Investment Program, funding will be allocated for 
remediating abandoned aquaculture sites and fisheries infrastructure.  
 
For ocean technology, from the Province’s $28 million, five-year Oceans of Opportunity Fund, $647,000 will 
be allocated to upgrading Memorial University’s facilities at the Ocean Engineering Research Centre and the 
Marine Institute’s Centre for Marine Simulation.  
 
In mining, province-wide consultations on a Provincial Minerals Strategy were held early this spring with a 
release of the Strategy expected in late 2011. The government’s objective with this Strategy is to support the 
mining sector just as its Energy Plan benefitted the energy sector. Mineral shipments in 2010 surged 90%, 
buoyed by output and price gains. Exploration expenditures doubled last year to $110 million, led by interest in 
iron ore, nickel, copper and gold, with almost 60% of the spending allocated to Labrador. Investment continues 
in geoscience data collection and distribution and exploration is being undertaken for rare-earth elements and 
rare metals.  

In tourism, the number of non-resident visitors in 2010 increased by over 7% to a record 518,500, and non-
resident expenditures topped $400 million. The focus on marketing Newfoundland and Labrador globally as a 
destination will continue, with further promotional detail on individual regions that will be updated by Destination 
Marketing Organizations across the province. 

In the energy sector, the Régie de l'énergie (Régie), Québec’s energy regulator, in early April upheld its May 
2010 decision to deny transmission access across the Quebec transmission system to Newfoundland and 
Labrador. Nalcor, the Province’s energy corporation, will now review other options such as a judicial review or 
potential action in the United States to obtain transmission access for its proposed 2,250MW Gull Island 
hydroelectric facility, the second stage of the Lower Churchill 
project.   
 
For the first Phase of the Lower Churchill hydro-electricity 
project, to achieve Project Sanction in 2011, the focus will 
remain on gaining environmental approval for the generation 
and transmission components, converting the Nalcor/Emera 
term sheet into formal legal agreements, finalizing the 
financing and completing the pre-front-end engineering work.  
 
The Province has reached an agreement with Enel Green 
Power North America and its subsidiaries providing $32.8 
million compensation on issues arising from the Abitibi-
Consolidated Rights and Assets Act related to the Star Lake 
hydroelectric project. Nalcor will assume a $40 million loan 
obligation, supported by the Province, and negotiations are 
ongoing with several other affected parties.  
 
With the Nunatsiavut government, the Province is working 
towards finalizing a Land Use Plan with consultations over the next 
year.  
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