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Measures Identified

Fiscal Year 10/11

The Province of Quebec is projecting a $4.5 bin deficit in FY2010/11 and has taken big

steps toward returning to balance in five years. At 1.4% of GDP, this coming year’'s deficit

Robert Kavcic
Economist

March 30, 2010

remains modest compared to those of the mid-1990s, while the FY2009/10 deficit was improved
by $438 min to $4.3 bin, largely reflecting higher-than-expected tax revenues. The Province will
restrain spending and implement further tax increases to rein in the deficit by FY2013/14.

4:00 pm  mportantly, substantial progress has been made in “measures to be identified”, which
represented previously unidentified savings or revenue increases from last year's budget. This

Fiscal Outlook

(C$ millions)
estimate forecast
09/10 10/11 11/12 12/13

Revenues 62,650 65,477 68,521 72,496
Expenditures 66,923 69,541 71,739 74,031

Program Spending 60,769 62,561 63,907 65,282

Debt Service 6,154 6,980 7,832 8,749
Consolidated entities 598 750 979 1,072
Public Accounts Balance (3,675)  (3,314) (2,239) (463)
Contingency Reserve (300) (300) = =
Generations Fund (715) (892) (972) (1,061)
Stabilization Reserve 433 — — —
Unidentified Measures — — 311 324

Consolidated Balance* (4,257) (4,506) (2,900)  (1,200)

() = deficit Note: Totals may not add due to rounding.
* For the purposes of the Balanced Budget Act  Source: Provincial forecasts

Budgetary Balance
($ billions)
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Source: Provincial forecasts ~ Grey area = measures to be identified

unidentified source of funds now totals a little over
$300 min in FY2011/12-FY2012/13 and $1.5 bin by
FY2013/14—the latter is a major improvement from a
previous $5.1 bin gap.

Total revenue is expected to rise 4.5% to $65.5
bln in FY2010/11, with own-source revenue
rebounding 5.8%, owing to higher tax receipts.
Federal transfers will total $15.8 bin, up 0.6% from the
prior year. Chief among the revenue-related
measures is an additional 1 ppt increase in the QST in
January-2012, to 9.5% (recall that there is also a 1 ppt
increase slated for January-2011). The combined 2
ppt increase will ultimately add $2.7 bin to revenues,
with a $400 min boost this coming fiscal year.

Meantime, the Province is also introducing a health
contribution fund, which will be implemented on July
1, 2010. This is an annual tax, collected at tax filing
time, that will be dedicated to health care spending.
The amount of the health contribution will be $25 per
adult for 2010, $100 per adult for 2011 and $200 in
2012, with some exemptions for lower income
individuals. This tax will generate $180 min in
FY2010/11 and almost $1 bin when fully phased in by
FY2012/13 (offset by additional health funding). As
well, consideration will be given in the coming
months to a health deductable (ie: a $25 fee per
medical visit), but this budget does not build that in.

Other major revenue-generating policy changes
include a 1-cent per-year increase in the fuel tax
through 2013 and temporary (through 2014) increase
in the compensatory tax on financial institutions. All
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Real Program Spending per Capita
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told, revenue-raising measures in this budget will
help drive 4.7% annual revenue growth through
FY2014/15, slightly above the long-run average.

Total spending is slated to rise 3.9% to $69.5
bln in FY2010/11, with program spending
increasing 2.9%. Health care and education will see
firm growth of 3.7% and 2.2%. However, cost-cutting
measures are also being taken, including a two-year
pay freeze for ministers, a three year payroll freeze
for civil servants and a gradual 10% reduction in
administrative operating expenses by FY2013/14.

The Province is targeting 2.7% annualized program
spending growth through FY2014/15, or about flat on
a real per-capita basis. This is less aggressive
restraint than was seen during the mid-1990s, and
projected by most other Provinces so far this budget
season.

Quebec’s total borrowing requirements will be
$12.9 bln in FY2010/11 versus $15.5 bin in the
prior year, but rising again to $17.9 bin in FY2011/12.
Borrowing for the Consolidated Revenue Fund and
Financing fund will be $4.9 bin and $4.5 bin,
respectively, while Financement-Quebec will borrow
$3.5 bin. Quebec’s gross debt will rise $10.5 bin
to $170.6 bin by the end of FY2010/11, or to
54.5% of GDP. The ratio will peak at 55.1% at the
end of FY2011/12. This higher debt load will lift debt
servicing costs to 10.7% of total revenues in

FY2010/11, rising to 12.7% by FY2013/14—this remains below the late-1990s high of 17%.

The Quebec economy succumbed to global recessionary forces despite holding up
relatively better than Ontario and most of Western Canada during the downturn, but the focus has
now shifted to recovery. Manufacturing activity has begun to rebound from depressed levels, with
shipments jumping almost 20% from the mid-2009 lows, while non-residential construction,
helped by the Province's five-year infrastructure program, is also lending support. We expect real
GDP to rise 2.8% in 2010 and 2.9% in 2011, more modest than for Canada as a whole. The
Province is conservatively expecting growth of 2.3% and 2.6%.

The Bottom Line: Through a combination of tax increases, revenue enhancements and
spending restraint, the Province of Quebec is making substantial progress toward reining in the
deficit within four years. While there remains about $1.5 bin in measures to be indentified by that
time, that is a marked improvement over the shortfall outstanding just a few months ago.
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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 he 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
affiliates 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 produets 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. “BM0 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, furnish this report to .. 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 U, 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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