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Quebec Fall Fiscal Update: Deeper into the Red

The Province of Quebec raised its deficit forecast for both the current and next fiscal year as
economic headwinds continue to weigh on revenues and spending was ratcheted slightly higher.
The FY2009/10 deficit is now pegged at $4.7 bln, up from the budget estimate of $3.9 bln—this
includes a slightly bigger draw from the reserve fund, but also a $300 mln contingency for further
revenue declines. The bigger deficit reflects a downgraded revenue outlook, now forecast to be $62.0
bln, or $187 mln (0.3%) below the budget estimate—tax receipts have fallen about $475 mln, but
offset by higher Federal transfers. Meantime, spending is slightly higher at $66.3 bln. At 1.6% of
GDP, Quebec’s FY2009/10 deficit remains relatively small when stacked up against Ontario (4.3%)
and all provinces combined (2.6%)—but the problems lie in future years.

Next year’s deficit was also revised up to $4.7 bln versus the $3.8 bln budget projection, due to
weaker revenue and higher spending. The Province reiterated its wish to return to balance by
FY2013/14—it will focus on cost cuts, implement a 1 ppt increase in the QST (effective January,
2011) and increase other user fees. Still, this return to balance hinges on $5.1 bln in yet-to-be-
identified cost savings or revenue gains by
FY2013/14 (see chart), up from the $3.8 bln

Quebec - Fall Fiscal Update outlined in March.

(FY2009/10, milions) The Quebec economy succumbed to global

09/10 09/10 09/10 recessionary forces after holding up relatively
Prior Updated change well early in the downturn—real GDP will

Revenues 62,212 62,025 -187 likely contract a better-than-average 1.4% this

Expenditures 66,093 66,293 200 year (the Province is forecasting a 1.5%

Consplldated organizations 355 155 -200 declin e). However, sights are now set on

Contingency reserve 0 -300 -300 . . ..

Balance before reserves 3556 wYTE 337 recovery, and the province is positioned to see
Budgetary reserve use 295 433 138 a respectable 2.2% rebound in 2010 followed
Generations Fund 715 -715 0 by 3.2% growth in 2011—the Province is more

Consolidated budget balance -3,946 -4,695 -749 conservative in both years.

Source: Province of Quebec . NP .
" ¥ Manufacturing activity in the province held up

Structural Shakiness well through most of 2008 thanks to strength in
Quebec: Budget Balance, $bins aerospace, but by the turn of the year, activity
27 Forecast* deteriorated sharply as global demand tailed

off. However, shipments have begun to
improve in recent months, and this bounce
back in manufacturing activity from extremely
depressed levels should help drive the
recovery. Another pillar of support that should
remain in place is nonresidential construction.
4] The Province has embarked on a five-year,
$41.8 bln infrastructure spending program

© (about 3% of GDP in FY2009/10) that will
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01/02 02/03 03/04 04/05 05/06 06/07 07/08 08/09 09/10 10/11 11/12 12/13 13/14 continue to drive gI‘OWth. Also, stimulus
“Source: Province of Quebec. Grey area reflects "measures to be identified". measures like the home renovation tax credit
(similar to the Federal version) have added

support.
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The information, apinions, 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, opinians, estimates, projections and other materials contained herein have heen obtained from numerous sources and
Bank of Montreal (“BMO") and its affiiates 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 ts affiliates have independenty verified
or make any representation or warranty, express or implied, in respect thereaf, take no responsibiliy for any errors and omissions which may be contained herein or aceept any liahility 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 andor it affiliates that is not reflected herein. The information, opinions, estimates, projections and other
materials contained herein are not to be construed as an offer to sell, a solicitation for or an offer to buy, any products or senvices referenced herein (ncluding, without limitation, any commorties, Securities or other financial instruments), nor shall such information, opinions, estimates, projections and other
materials e considered as investment advice or as a recommendation to enter into any transaction. Additional information is available by contacting BMO or its relevant affilate directly. BMO and)or its affiiates 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, commoities, securiies or other
financial instruments). BMO Neshitt Bums Inc. and/or BMO Capital Markets Corp., subsidiaries of BMO, 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 ams of Bank of Montreal, BMO Neshitt Bums Inc., BMO Nesbitt Bums Ltée/Ltd, BMO Capital Markets Corp. and Harris LA, and BMO Capital Markets Limited. T0 U.S. RESIDENTS: BMO Capital Markets Corp. and/or BMO Neshitt
Bums Securities L, affilates of BMO NB, fumish this report to 1., residents and accept responsibiliy 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 Nesbitt Bums Securities Ltd. T0 UK. RESIDENTS: The contents hereof are not directed at investors located in the U.X., other than persans described in Part I of the Financial Senices and Markets Act 2000 (Financial Promotion) Order 2001.
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