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In Harmony with Business

The Province of Ontario served up an aggressive bhudget against the worst
economic backdrop since at least the early-90s, providing a mix of tax relief for
individuals and businesses, infrastructure investment and still-strong growth in program
spending. The Province’s pre-announced two-year, $18 bln deficit will be split between $3.9
bln in FY2008/09 and $14.1 bln in FY2009/10, with a long-term plan to return to balance by
FY2015/16. Overall, this budget addresses the near-term need for economic stimulus, while
taking some steps to improve the province’s medium-term competitive position.

The Province's $3.9 bin deficit in FY2008/09 represents a sharp deterioration from the $500
min shortfall estimated in the fall and the balanced budget projected last year. Revenues
were reduced 3.6% from year-ago projections to $93.4 bin, with weaker corporate income tax
receipts (down $3.7 bin) doing most of the damage. Meantime, program spending was
revised up 1.2% from last year’s estimate, with across-the-board increases.

Revenue is expected to rise 2.7% to $96 bin in FY2009/10,
as higher Federal transfers offset slightly lower tax receipts. The
weak economic environment will continue to weigh on personal

e Budget deficits of $3.9 bin in and corporate income tax revenue, but both will see only modest
FY2008/09; $14.1 bin in FY2009/10. further declines this coming fiscal year. The headline measure is a

proposed harmonization of the PST with the Federal GST starting in

* Harmonization of the provincial sales 1y 2010 (see Addendum for details). To help ease the increased

tax with the Fe_deral GST; personal tax burden, the budget provides more than $10 bin of temporary
and corporate income tax cuts. and permanent tax relief through FY2012/13.

e Infrastructure spending program of Personal tax relief is provided by a 1 ppt cut to the lowest
$27.5 bin over the next two years. income tax rate (currently up to $36,848) to 5.05% from 6.05%,

starting in 2010. This would reduce an individual’s personal income

e GDP de%"ne of 2.5% in 2009 followed ax pill by $205, and cost the Province about $1.2 bin per year
by a 2.3% rebound in 2010. starting in FY2010/11. Other personal tax measures include higher

e Budget deficit until FY2015/16.

sales and property tax credits for low income individuals. Total
permanent personal tax relief will be $1.8 bin in FY2010/11, and
rise to $2.4 bin by FY2012/13. Additionally, there is temporary relief
(rebate cheques) totaling $4 bin to help individuals absorb the new Harmonized Sales Tax.

Corporate income tax relief will total $1 bln in FY2010/11 and rise to $1.9 bin by
FY2012/13. The biggest measure is a gradual cut in the general corporate income tax rate
from 14% to 12% in July, 2010, and then to 10% by 2013. This would make Ontario’s
corporate tax rate among the lowest in Canada. Meantime, the small business tax rate will be
cut 1 ppt to 4.5% in July, 2010. All told, the HST and corporate tax cuts are significant steps
toward lowering the cost of doing business in Ontario—the Province estimates the marginal
effective tax rate on new capital will fall from 32.8% to 18.6% in 2010, and to 16.2% by 2018.

1-800-613-0205 * www.bmonesbittburns.com/economics

BMO 9 Capital Markets™



VE
- 7

Budgetary Balance
($ billions)

forecast*

HU

16 1 1 1 1 1 1 1 1 1 1 1 1
92/93  94/95  96/97 98/99  00/01 02/03 04/05 06/07 08/09 10/11  12/13  14/15

Source: Provincial forecasts e = estimate *Before reserve allowance

Net Debt/GDP

(percent)

35 forecast

30 -

25 -

20
95/96 97/98 99/00 01/02 03/04 05/06 07/08 09/10 11/12 13/14 15/16

Source: Provincial forecasts e = estimate

Fiscal Outlook

(C$ millions)
estimate — forecast —
08/09 09/10 10/11 11/12
Revenues 93,427 95980 103,600 104,400
Expenditures 97,317 108,880 114,600 112,900
Operations 88,463 99,579 104,700 101,900
Debt Service 8,854 9,301 9,900 11,100

Budget Balance
Before Reserve (3,890) (12,900) (11,000) (8,500)

Reserve Allowance 0 1,200 1,200 1,200
Budget Balance (3,890) (14,100) (12,200) (9,700)
() = deficit Note: Totals may not add due to rounding.

Source: Provincial forecasts

Ontario

Budget Highlights

Program spending is expected to rise a hefty
12.5% to $99.6 bIn in FY2009/10, amid gains in
health care, education and infrastructure. Among the
key initiatives are a phased-in increase in the Ontario
Child Benefit from $600 to $1,100 per child, beginning
in July, and higher spending on social housing.

Running with the torch lit by the Federal Government,
ontario will spend $27.5 bin on infrastructure
over the next two years. This is expected to be
topped up with an additional $5 bin in federal funding
for a total of $32.5 bin in stimulus spending—that’s
nearly 3% of GDP, and up from $8.5 bin spent in
FY2008/09. Transportation is the main focus,
receiving $9 bin, while health care ($7 bin) and
education ($4 bin) will also be important recipients.

Ontario’s total borrowing requirements are
expected to be $34.8 bin in FY2009/10, up from
$28.7 bin in FY2008/09, and should average slightly
more than $30 bln per year through FY2011/12.
Meantime, net debt is expected to rise to $170 bin
this year from $149 bin in FY2008/09. The net debt-to-
GDP ratio will rise t0 29.2% in FY2009/10 from 25% in
FY2008/09, and peak at 33% in FY 2012/13.

ontario faces the worst economic conditions
since at least the early-1990s as much of the
world fights through a painful recession. This budget
is based on the assumption that real GDP will contract
2.5% this year before rebounding 2.3% in 2010, a
shade more optimistic than our call of a 2.9% decline
and 2.1% rebound next year (which may prove high).
The auto sector is ground zero, with production nearly
coming to a halt to start the year as sales have
plummeted— the impact has been plant closures,
layoffs and production delays. This has contributed to
75,000 lost jobs in the Ontario manufacturing sector
since the start of 2008, and with support from the
service and construction sectors crippled by the
recession, the unemployment rate has jumped to
nearly 9%. Ontario’s challenges, however, are not just

cyclical as it has been shedding manufacturing jobs for about six years. Indeed, post-
recession policy will still be challenged by the need to make Ontario an attractive and cost-
effective place to do business—this budget is a start.
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Addendum: An Economic Perspective on the HST

A headline measure of the FY2009/10 budget is a proposal to combine the 8% Provincial
Sales Tax (PST) with the 5% Federal Goods and Services Tax (GST), creating a new
Harmonized Sales Tax (HST). Under the new system, a single 13% HST would be charged and
collected by the Federal CRA, with the appropriate amount then paid back to the Province.

Businesses are the immediate winners under the HST system, as the PST previously
charged on inputs and capital would now be a deduction against taxes collected on sales—in
other words, the HST is a pure value added tax. In addition, the reporting and accounting
requirements are significantly reduced, with only one tax collected and remitted to one level
of government. Small businesses with revenues up to $500,000 will also receive a transition
credit of up to $1,000 to help adopt changes to their accounting system.

Actions to simplify the tax system and improve the cost of doing business in Ontario are
much needed, and the HST does both by reducing the administrative burden and lowering the
after-tax cost of inputs and capital.

Consumers will face an increased tax burden under the HST, as items not currently
charged the PST will see their tax rate rise. However, the Province will offset some of this:

¢ A one-time rebate will be paid to families with a combined annual income of less than
$166,700 (individuals less than $82,000). This would be paid in three installments over the
course of one year. Individuals will get a maximum of $300, and families $1,000.

e The exemption on a selection of necessity items will be maintained: Books, children’s
clothing and footwear, car seats, diapers and feminine hygiene products.

¢ New home purchases under $400,000 will be allowed a 6% rebate, which will be
reduced for homes priced up to $500,000. New homes costing more than $500,000 will
be subject to the full 13% HST versus the 5% GST that is currently applied.

Since the HST will lower the after-tax cost of business inputs, it is reasonable to expect at
least partial pass-through of these savings to consumers. For example, while a new home
priced above $500,000 will be taxed at a higher rate, the net cost of constructing that home
(through lower taxes on building materials) will fall. In a competitive market, some of those
savings will likely be passed on to the homebuyer.

The net revenue benefit to the Province of the HST will be $1.7 bin in FY2010/11,
rising to $2.3 hin by FY2012/13. However, the benefits in the first two years ($3.8 bin) will
be fully offset by the transition rebates, totaling $4 bin. Longer-term, other personal income
tax reduction measures are expected to fully offset the higher burden imposed by the HST.
For example, in FY2012/13, the HST will add $2.3 bin to Provincial revenue, but announced
permanent personal tax cuts will subtract $2.4 bin.

The bottom line: Ontario faced long-term economic challenges before the recession clouds
moved in, and will continue face them once the skies clear. The HST is a step in the right
direction toward making Ontario a more attractive place to do business. Still, the timing of
such a major tax change—in the middle of a deep recession—Ileaves much to be desired.
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The information, opinions, estimates, projections and other materials contained herein are provided as of the date hereof and are subject to change without notice. Some of the information, opinions, estimates, projections and other materials contained herein have been obtained from
numerous sources and Bank of Montreal (“BM0") and its affiliates make every effort to ensure that the contents thereof have been compiled or derived from sources believed to be reliable and to contain information and opinions which are accurate and complete. However, neither
BMO nor its affliates have independently verified or make any representation or warranty, express or implied, in respect thereof, take no responsibility for any errors and omissions which may be contained herein or accept any liability whatsoever for any loss arising from any use of or
reliance on the information, opinions, estimates, projections and other materials contained herein whether relied upon by the recipient or user or any other third party (including, without limitation, any customer of the recipient or user). Information may be available to BMO and/or its
afiliates that is not reflected herein. The information, opinions, estimates, projections and other materials contained herein are not to he construed as an offer to sell, a solicitation for or an offer to buy, any products or senvices referenced herein (including, without limitation, any
commodities, securities or other financial instruments), nor shall such information, opinians, estimates, projections and other materials be considered as investment aduice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO or
its relevant affiliate directly. BMO and/or its affliates may make a market or deal as principal in the products (including, without limitation, any commodities, securities or other financial instruments) referenced herein. BMO, its affiliates, and/or their respective shareholders, directors,
officers and/or employees may from time to time have long or short positions in any such products (including, without limitation, commodities, securities or other financial instruments). BM0 Nesbitt Burns Inc. and/or BMO Capital Markets Corp., subsidiaries of B0, may act as financial
advisor and/or underwriter for certain of the corporations mentioned herein and may receive remuneration for same. “BMO Capital Markets™ is a trade name used by the Bank of Montreal Investment Banking Group, which includes the wholesale/institutional arms of Bank of Montreal,
BMO Neshitt Burns Inc., B0 Neshitt Burns Ltée/Ltd., BMO Capital Markets Corp. and Harris N.A., and BMO Capital Markets Limited. T0 U.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Nesbitt Bums Securities Ltd., affiliates of BMO NB, furnih this report to U.S. residents and
accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Neshitt Burns Securities Ltd.
T0 UK. RESIDENTS: The contents hereof are not directed at investors located in the UK, other than persons described in Part VI of the Financial Services and Markets Act 2000 (Financial Promation) Order 2001.

™ - “BMO (M-har roundel symbol) Capital Markets” is a trade-mark of Bank of Montreal, used under licence. © Copyright Bank of Montreal.
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