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A word on the fiscal impact of Canada'’s wireless spectrum auction
By Warren Lovely

TMT analysts (equity and debt) are understandably abuzz in the wake of Canada’s jumbo wireless spectrum auction. If you missed the
provisional results (available here), bidders collectively committed a whopping C$8.92 billion for 3500 MHz license rights (vital for 5G networks).
This is hardly the first spectrum auction for Canada, but total proceeds were notably larger than anticipated and the most expensive per unit
(MHzPOP) globally. Empirically speaking, the latest spectrum auction also absolutely smashed the prior record. Note: The prior high-water
mark was C$5.27 billion (back in early 2014); last go-round (in spring 2019), bidders plunked down a combined C$3V: billion at auction (Chart 1).

Again, we'll leave it to equity/corporate credit analysts to opine on the implications for the various bidders (e.g., Rogers, Bell, Telus, Vidéotron,
etc). Note: Our colleague, Jonathan Cohen-Domanus, has provided particularly useful context for corporate bond investors. Rather, our focus
is on what the spectrum auction means for the Government of Canada'’s fiscal position. After all, the nearly C$9 billion spent by various wireless
players “will be remitted to the Consolidated Revenue Fund, administered by the Receiver General of Canada”. More specifically, winning
bidders have until August 13" to remit 20% of their payment, the balance being due on October 4. So the feds will see a couple nice chunks
of cash come their way in a couple weeks and again in early fall. How will this be accounted for?

As per government policy: "Spectrum licence fees are recognized as revenue on a straight-line basis over the term of the licence.” In this case,
the C$8.92 billion relates to a series of 20-year licenses. Quick division means Ottawa will book/record roughly C$445 million per year from the
latest spectrum auction. The unrecorded portion (i.e., the remaining 19 of 20 years' worth of revenue) will be treated as "deferred revenue” on
the federal balance sheet. As per the public accounts: “Deferred revenue consists of spectrum licence fees and other amounts received in
advance for the delivery of goods and rendering of services that will be recognized as revenue in a subsequent fiscal year as it is earned.”

By recording only 1/20%™ of the proceeds per year, the spectrum auction results—while no doubt supportive of federal revenue—won't on their
own radically transform Ottawa's report budget balance. Not to trivialize C$450 million/year, but that's barely 0.1% of planned federal revenue
for 2021-22 and likewise a tiny fraction of the ~C$155 billion deficit penciled in for this fiscal year via Budget 2021.

Mind you, if you've even glanced at the latest nominal GDP growth expectations for Canada, you'll sense some (serious) fiscal upside vs. official
planning results. We believe stronger-than-planned growth will translate into all sorts of extra federal revenue, above and beyond the
spectrum auction proceeds. Aside: The upside “surprise” on nominal GDP growth is even more pronounced at the provincial level, where growth
estimates were set down earlier and are, in our opinion, massively conservative at this stage. See a related note here. Moreover, there's
mounting evidence of a positive base effect from 2020-21, implying a stronger fiscal handoff than many governments had earlier assumed.

While early days, today's federal Fiscal Monitor—covering the first two months of the 2021-22 fiscal year (i.e., April-May 2021)—showed: (a) a
surge in revenue; (b) a steep drop in program outlays; (c) a dramatic improvement in the budget balance; and (d) massively lighter (although
still notable) net financing requirements compared to the prior fiscal YTD period (Chart 2). Of course, the current base of comparison (i.e., April-
May 2020) was a pretty bleak period in terms of COVID impacts, so this is one massively distorted year-over-year fiscal comparison.

All this to say, the feds have a lot of cash coming their way from the spectrum auction, only a portion of which they'll be able to immediately
recognize. More broadly, government revenue (federal and provincial) should top planning expectations by a wide margin, spending perhaps
going out the door at a slower-than-expected rate. That hints at quicker-than-expected progress on deficit reduction, all else being equal.

Finally, as for Ottawa's cash influx, might it allow the feds to step down on their bond issuance? Not so fast. At least at first, the extra cash
could be used to pay down T-bills not necessarily to cut back on bond issuance, where terming out remains a strategic focus. Fiscal repair
would, over time, be consistent with a moderation in net bond issuance (after controlling for maturities), but that's a story for another day.

Chart 1: Latest spectrum auction smashes prior record Chart 2: Truly massive swing in fiscal year-to-date results
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), 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 aoffiliate
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 aoffiliates 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 offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its aoffiliates 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 Report is 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.
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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 is 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
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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
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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
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