Market View

Economics and Strategy

Provincial valuation toolkit

By Warren Lovely

Yesterday, we updated our Canadian Government Fact Sheet. If you're
not familiar with this document, it's designed as a quick reference tool for
investors interested in Canada's federal, crown, provincial and
municipal/local government authority securities.

Our primary Fact Sheet (available on request) contained updated values
for a wide selection of socio-economic, fiscal and political indicators for
Canada and each of the ten provinces. We believe these assorted
variables can help inform a credit view and thus have some potential
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bearing on bond valuations. Here we put a number of these individual
indicators to the test, illustrating the statistical fit (R-squared) with current
long-term domestic provincial bonds spreads (as of June 25%).

As we’ve argued previously (link), putting just a few of these indicators
into an OLS model can yield a satisfying fit with domestic spreads. We've
updated a few of these model specifications on page 2. As was the case
back in April, a ‘Rating, Liquidity PLUS’ model works well, as evidenced
by an adjusted R? of 97% and relatively narrow standard error.

Chart 1: Casting the net wide in search for statistical connections to domestic provincial government credit spreads
R-squared between provincial government 30-year domestic bond spreads (vs. GoC curve) & selected economic, fiscal, credit rating variables (25-Jun-26 AM)
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Sources: NBC, Government of Canada, provincial governments, Bloomberg, S&P, Moody's, DBRS, Fitch, Statistics Canada, Industry Canada, Bank of Canada, CMHC, CREA, CFIB

Guide to indicators (alpha by category): Economic performance > AHE: Average hourly earnings growth (Y/Y %, 3M); CFIB: CFIB Business Barometer® (long-term index); CPI: Consumer
Price Index inflation (Y/Y %, 3M); CPI xF&E: CPl inflation excluding food & energy (Y/Y %, 3M); Emp rate: Employment rate (%, 3M); FT emp: Full-time employment growth (Y/Y %, 3M); H starts:
Housing starts growth (Y/Y %, 3M); Home price: Housing price (existing) growth (Y/Y %, 3M); Home sale: Existing home sales growth (Y/Y %, 3M); I-P mig: Net inter-provincial migration (per
1,000 population, qtrly); LFS emp: Employment (household) growth (Y/Y %, 3M); Merch X: International merchandise exports growth (Y/Y %, 3M); Mfg ship: Manufacturing shipments growth
(Y/Y %, 3M); NGDP 25: 2025 nominal GDP growth (Y/Y %); NGDP 26: 2026 nominal GDP growth (Y/Y %); NGDP trend: Nominal GDP growth 5-year trend to 2025 (CAGR %); NR perm: Non-
resident building permits growth (Y/Y %, 3M); Part rate: Participation rate (%, 3M); Pop grow: Population growth (Y/Y %, qtrly); PT emp: Part-time employment growth (Y/Y %, 3M); Retail sale:
Retail sales growth (Y/Y %, 3M); RGDP 25: 2025 real GDP growth (Y/Y %); RGDP 26: 2026 real GDP growth (Y/Y %); RGDP trend: Real GDP growth 5-year trend to 2025 (CAGR %); SEPH
emp: Employment (payroll) growth (Y/Y %, 3M); U rate: Unemployment rate (%, 3M); W&S: Wages & salaries growth (Y/Y %, qtrly) | Eco structure/composition > Diversity: GDP by industry
diversity score (HHI, 2025); Energy sh: Energy sector share of GDP (%, 2025); FIRE sh: Finance, insurance, real estate, rental, leasing share of GDP (%, 2025); GHG int: GHG emissions
intensity (MT/$bin GDP, 2024); Int'l X: International exports share of GDP (%, 2024); I-P X: Inter-provincial exports share of GDP % (2024); Med age: Median age (years, 2025); NGDP pc:
Nominal GDP per capita ($, 2025); NGDP sh: Share of national nominal GDP (%, 2025); Pop sh: Share of national population (quarterly) (%); PubAdm sh: Public administration share of GDP
(%, 2025); Service sh: Services share of GDP (%, 2025); US X sh: U.S. share of international exports (%, 2025) | Fiscal/borrowing > % fund: Long-term borrowing program funded status (%,
2026-27); Bal 2526: 2025-26 budget balance (% of GDP); Bal 2627: 2026-27 budget balance (% of GDP); Bond o/s: Share of domestic provincial bonds outstanding (%, current); Brw pc: Gross
long-term borrowing requirement per capita ($, 2026-27); Brw reqt: Gross long-term borrowing requirement ($, 2026-27); Equal Y/N: Equalization-receiving province (yes/no, 2026-27); Fgn share:
Non-CAD share of bonds o/s (%, current); Fiscal vol: Standard deviation in budget balance 20Y to 2025-26 (%-pts of GDP); Int bite: Interest-to-revenue ratio (%, 2026-27); Liq scale: Domestic
bond liquidity ranking (1-6); ND trend: Net debt-to-GDP ratio 5-year trend to 2026-27 (%-pts); Net debt: Net debt-to-GDP ratio (%, 2026-27); Transfer pc: Major federal transfers per capita ($,
2026-27) | Ratings > DBRS, Fitch*, Moody’s, S&P: Linear score based on all available long-term ratings, controlling for non-stable outlooks (current) | Model > Refer to page 2
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Chart 2: Fitting a few simple OLS models to current provincial spreads can yield increasingly satisfying results
Current provincial government 30-year domestic bond spreads vs. GoC curve: Current NBC indications vs. select OLS model specifications (25-Jun-26 AM)
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Table: Sample provincial bond spread model specifications, including current test results
Current provincial government 30-year domestic bond spreads vs. GoC curve & select OLS model specifications (25-Jun-26 AM)

30Y provincial government domestic spread estimation: 25-Jun-26 AM
Model A Model B Model C Reference
Spread 1 var OLS: CRS only 2 var OLS: CRS, Liq 4 var OLS: CRS, Liq PLUS Rating | Liquidity | Energy
Indication Fitted Resid  Resid-sq Fitted Resid  Resid-sq Fitted Resid  Resid-sq CRS Bonds O/S Weight
bps bps bps units bps bps units bps bps units AAA=10 % total % of GDP
Sask 72.0 71.6 04 0.2 73.2 -1.2 14 724 -0.4 0.2 30.0 3.1 18.5
Ont 725 76.7 -4.2 174 734 -0.9 0.7 721 04 0.1 36.7 40.5 25
Alta 725 741 -1.6 2.7 751 -2.6 6.6 71.8 0.7 0.5 333 6.9 28.1
Que 795 79.2 0.3 0.1 77.2 23 5.3 79.5 0.0 0.0 40.0 28.1 3.1
BC 80.5 81.8 -1.3 1.6 81.8 -1.3 1.8 82.3 -1.8 34 43.3 9.1 5.8
Man 825 81.8 0.7 0.5 82.3 0.2 0.0 834 -0.9 0.9 43.3 4.8 48
NB 84.5 80.5 4.0 16.1 81.5 3.0 9.3 83.0 1.5 24 41.7 25 43
NS 85.5 83.0 25 6.1 83.8 1.7 2.8 85.7 -0.2 0.0 45.0 21 1.7
N&L 90.5 94.5 -4.0 15.8 94.3 -3.8 145 90.7 -0.2 0.0 60.0 25 235
PEI 92.5 89.4 3.1 9.7 89.9 26 6.8 91.5 1.0 1.0 53.3 0.4 1.1
Sum of squared residuals >
Standard error of regession >
R-squared >
Adjusted R-squared >

Source: NBC, S&P, Moody’s, DBRS, Bloomberg, Statistics Canada

Notes: Spreads are 30Y constant maturity indications vs. GoC curve; Models (A,B,C) are OLS regressions; Credit Rating Score (CRS) is linear conversion of average long-term ratings from S&P,
Moody's and DBRS; CRS values control for non-stable outlooks; for CRS values, AAA=10, AA+=20, AA=30, etc.; ‘Liquidity’ proxy is based on share of outstanding domestic bonds (Jun-26);
‘Energy weight’ is based on share of provincial GDP (2025); “PLUS” model specification incorporates political risk dummy; as at 25-Jun-26 (AM)
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General: This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), an indirect wholly owned subsidiary
of National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be subject
to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the information or
advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and interpretation of
these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report constitutes a
representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances. In all cases,
investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in relation to securities or markets that
are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any due diligence or analytical work required
by you in making an investment decision.

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate distributing
this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it
that NBF is permitted to provide this Report to you under relevant legislation and regulations.

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.

Canadian Residents: NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain
clients and as market conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its
affiliates may also be contrary to any opinions expressed in this Report.

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well NBF
and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases and/or
sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this Report. This
Report may not be independent of the proprietary interests of NBF and its affiliates.

This Reportis not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the publication
and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.

UK Residents: This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the
independence of investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution
of this Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets
Act 2000). This Report i for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its parent
and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have had
interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market maker in the
relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker with respect hereto. The
value of investments, and the income derived from them, can go down as well as up and you may not get back the amount invested. Past performance is not a guide
to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse effect on the value of the investment. Investments
which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about their value or the extent of the risks to which they are
exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to substantial risk and are not suitable for all investors. The
investments contained in this Report are not available to retail customers and this Report is not for distribution to retail clients (within the meaning of the rules of the
Financial Conduct Authority). Persons who are retail clients should not act or rely upon the information in this Report. This Report does not constitute or form part of
any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described herein nor shall it or any part of it form the basis of or be
relied on in connection with any contract or commitment whatsoever.

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.

EU Residents: With respect to the distribution of this report in the member states of the European Union (‘EU”) and the European Economic Area (‘EEA”) by NBC Paris,
the contents of this report are for information purposes only and do not constitute investment advice, investment research, financial analysis or other forms of general
recommendation relating to transactions in financial instruments within the meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014
(“MIFID 2"). This report is intended only for professional investors and eligible counterparties within the meaning of MiFID 2 and its contents have not been reviewed or
approved by any EU/EEA authority. NBC Paris is an investment firm authorised by the French Prudential Control and Resolution Authority _ (‘ACPR”) to provide investment
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NBF is not authorised to provide investment services in the EU/EEA.

U.S. Residents: With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by
the Financial Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility
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