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First Nations Finance Authority (FNFA) —A continuing credit improvement story
S&P: A+, “Stable” outlook
Moody’s: A2, “Stable” outlook
Bloomberg ticker: FNFACA / Website: fnfa.ca

Enabling legislation: The FNFA came into effect in 2006 following passage of the federal First Nations Fiscal Management Act, 2005 (FNFMA).
Purpose: The FNFA is a not-for-profit organization providing financing to qualifying First Nations (FNs) via a pooled borrowing model similar
to certain municipal authorities. Qualifying FNs utilize existing revenue streams to secure financing for eligible projects, including: equity
participation in certain projects, infrastructure investment, community housing, land purchases, and economic/social development projects.
FNFA provides short-term loans (below bank prime), long-term funding (out to 30 years) and advisory services to participating FNs.
Membership: Participating FNs are subjected to a stringent vetting process. FNs must voluntarily agree to abide by fiscal rules set down in
the FNFMA. Prior to applying for membership in the FNFA, a federally established Financial Management Board (FMB) scrutinizes and conducts
tests on five years of audited financial statements, and also reviews the governance framework and risk management controls. The FNFA
then conducts a review of the FNs revenue streams, applying variable discount rates in order to determine a given FNs borrowing capacity.
Following unanimous approval from the FNFA Board, each FN must establish a Secured Revenue Trust Account (SRTA), into which intercepted
revenue streams are directed. Borrowing members are subjected to annual reviews by the FNFA and FMB.
Investor safeguards:
1. Notable discounting of eligible revenue streams to determine borrowing capacity



2.

Revenue intercept mechanism





3.



5% of a loan’s value is deposited into the DRF, with all borrowing members obligated to maintain the fund. At current interest rates,
the DRF is growing faster than the interest obligation;
The DRF is maintained at 100% prior to any surplus funds in the SRTA being distributed to the FNs. Draws on the DRF are replenished
from all borrowing members’ SRTAs, on a proportional basis.

Federally funded Credit Enhancement Fund (CEF) of $30 million as at September 1st, 2018



5.

Contractual revenue is redirected from the payor directly to SRTA. The FNFA has irrevocable priority access to SRTA funds in order to
immediately satisfy each FNs loan obligations. The term of posted contractual revenues equals or exceeds the debt term;
Currently 81% of intercepted revenues are from federal/provincial governments;
Against an $18.7 million annual interest obligation, FNFA boasts $87.3 million of annual cash flows/intercepted revenues;
Interest coverage (ICR) is 4.67X and P&I liability coverage is 3.50X (as at September 1st, 2018).

Fully funded Debt Reserve Fund (DRF) of $25.06 million as at September 1st, 2018


4.

FNFA identifies eligible contractual revenues for each borrowing FN and calculates maximum borrowing capacity based upon each
payor’s discount factor;
Discount factors vary by revenue stream, with less stable/secure revenues discounted at a higher rate: federal/provincial transfers
1.23; independent power projects 1.25; municipal transfers 1.3; provincial gaming revenues 1.6; contracts & leases and band business:
1.75; land benefit agreements $1.23 when contracted with the local province or $2.25 when contracted with a private sector proponent
(no loans have been secured with private sector revenue streams to date).

CEF was increased from $10 million via 2016 federal budget;
If SRTA funds are insufficient to replenish the DRF, the separate and federally funded CEF serves as a backstop.

Intervention rights ($548 million as at September 1st, 2018 of joint and several revenues are accessible)



Existing borrowing members have total surplus revenue in excess of expenditures of approximately $232 million (equivalent to 42.3%
of expenditures);
The FNFA can require the FMB to assume management of all of a FNs revenue streams in order to satisfy its bond obligations.

Potential credit rating upgrade goalposts:
1. Grow and diversify FNFA member base




2.

Grow joint and several debenture borrowers



3.

FNFA’s first debenture, in June 2014, had 13 FN participants;
As of today, there are 50 FNs that have accessed the FNFA’s bond loan program, with further steady growth anticipated.

Sustained positive financial performance and reduced dependence on federal government for operating cost contribution



4.

As of September 2018, there are 84 FNFA members, up from 33 members in June 2014;
Given a healthy pipeline of FNs on the list to be certified as part of the FMB evaluation process (currently 265 scheduled and pending),
FNFA expects to have in the range of 95 members by June 2019;
Members are increasingly diversified geographically across the provinces.

The FNFA returned to an operating surplus in F2015-16. Liquidity/sinking fund assets scheduled for steady growth though 2019-20;
Prior to its first debenture in June 2014, FNFA received 100% of its operating budget from the federal government. Currently, FN
borrowers cover one third of operating costs, with the FNFA moving towards fully self-funded status (expected within 3 years).

Increased likelihood of extraordinary support or growing importance of FNFA’s public policy role.
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Federal government’s commitments to First Nations Communities: The 2018 federal budget included a net fiscal investment of $4.8 billion
over six years ($1.4 billion in 2018-19) in the area of “reconciliation”. These investments are generally designed to support better results for
Indigenous Peoples and the building of renewed relationships between the government and Indigenous Peoples, based on rights and selfdetermination.
Of particular note, the 2018 federal budget included $189 million over five years for “Strengthening First Nations Institutions and Community
Capacity”. Specifically, that amount included $50 million over five years (and $11 million/year in ongoing support) to strengthen the FMB,
the FNFA and the First Nations Tax Commission. An additional $189 million has also been provided in 2018-19 to implement fiscal policy
reforms with self-governing Indigenous governments.
Other noteworthy federal budget investments included:





$400 million to help fulfill significant gaps in health outcomes between Indigenous and non-Indigenous people;
$230 million to ensure FNs children are safe and supported within their communities;
$200 million for distinctions-based housing strategies support (less existing funds in the fiscal framework);
$100 million for clean and safe drinking water on reserve.
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Important Disclosures
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.
Any opinions expressed herein reflect a trading perspective. NBF, or its affiliates may publish fundamental research on the subject issuer(s), which may reflect a different opinion. This Report is
not produced by the NBF Research Department and has not been reviewed by the NBF Research Department.
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.
National Bank Financial Inc. or an affiliate thereof, owns or controls an equity interest in TMX Group Limited (“TMX Group”) and has a nominee director serving on the TMX Group’s
board of directors. As such, each such investment dealer may be considered to have an economic interest in the listing of securities on any exchange owned or operated by TMX
Group, including the Toronto Stock Exchange, the TSX Venture Exchange and the Alpha Exchange. No person or company is required to obtain products or services from TMX Group
or its affiliates as a condition of any such dealer supplying or continuing to supply a product or service.
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 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.
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 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 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 71 Fenchurch Street, London, EC3M 4HD.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
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U.S. Residents
National Bank of Canada Financial Inc. (NBCFI), a broker-dealer registered with the U.S. Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority
(FINRA), and a member of the Securities Investor Protection Corporation (SIPC), is distributing this Report in the United States. NBCFI operates pursuant to a 15 a-6 Agreement with its Canadian
affiliate, NBF Inc.
This Report has been prepared in whole or in part by personnel employed by non-US affiliates of NBCFI that are not registered as broker/dealers in the US. These non-US personnel are not
registered as associated persons of NBCFI and are not licensed or qualified as research analysts with FINRA or any other US regulatory authority and, accordingly, may not be subject (among
other things) to FINRA restrictions regarding communications by a research analyst with the subject company, public appearances by research analysts and trading securities held in a research
analyst account.
The author(s) who prepared these Reports certify that this Report accurately reflects his or her personal opinions and views about the subject company or companies and its or their securities,
and that no part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this Report as to the securities or companies.
NBF compensates the authors of this Report from a variety of sources, and such compensation is funded by the business activities of NBF including, Institutional Equity and Fixed Income Sales
and Trading, Retail Sales, the correspondent clearing business and Corporate and Investment Banking.
Because the views of its personnel may differ, members of the National Bank Financial Group may have or may in the future issue Reports that are inconsistent with this Report, or that reach
conclusions different from those in this Report. To make further inquiry related to this Report, United States residents should contact their NBCFI registered representative.
This document is intended for institutional investors and is not subject to all of the independence and disclosure standards under FINRA rules applicable to debt research Reports
prepared for retail investors. This Report may not be independent of the proprietary interests of NBF, NBCFI, or their affiliates. NBF, NBCFI, or their affiliates may trade the securities
covered in this Report for their own account and on a discretionary basis on behalf of certain clients. Such trading interests may be contrary to the recommendation(s) offered in
this Report.
HK Residents
With respect to the distribution of this email in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”) which is licensed by the Securities and Futures Commission (“SFC”) to conduct
Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this email are solely for informational purposes. It has not been approved by,
reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of
any transaction. None of the products issuers, NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing
assume any loss suffered by you in reliance of such information.
The content of this email may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such information will only be available to,
those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If you are in any doubt as to your status you should consult a financial
adviser or contact us. This material is not meant to be marketing materials and is not intended for public distribution. Please note that neither this material nor the product referred to is authorized
for sale by SFC. Please refer to product prospectus for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional and financial and other interests
in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which are managed by NBCFMA or its affiliates that may purchase or sell
such securities and instruments. No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold themselves out as carrying on a
business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public
Copyright
This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, opinions or conclusions contained in it
be referred to without in each case the prior express written consent of NBF.
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