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Research Update:

City of Montreal Upgraded To 'AA-' From 'A+' On
Exceptional Liquidity Position

Overview

e W are raising our long-termissuer credit and senior unsecured debt
ratings on the Gty of Muntreal to 'AA-' from' A+ .

e The upgrade reflects our view of the city's exceptional liquidity and a
nore stable political environment.

» The stable outlook reflects our expectations that, in the next two years,
Montreal ' s budgetary performance will remain strong, tax-supported debt
wi |l not exceed 160% of consolidated operating revenue, and liquidity
levels will remain sufficient to fully cover its debt service

Rating Action

On Cct. 21, 2015, Standard & Poor's Ratings Services raised its long-term
i ssuer credit and senior unsecured debt ratings on the City of Montreal, in
the Province of Quebec, to 'AA-'" from'A+ . The outlook is stable.

Rationale

The upgrade reflects our view of Montreal's exceptional liquidity and a nore
stable political environnent. The ratings also reflect our positive view of
the city's very strong economny, strong budgetary performance, |ow contingent
liabilities, and the "very predictable and well-bal anced" institutiona
framework for Canadian nunicipalities. W believe the city's satisfactory

fi nanci al managenent and average budgetary flexibility are neutral to the
ratings; however a high tax-supported debt burden constrains them

In our opinion, Mntreal has a very strong, deep, and diversified econony.
Based on the nedian inconme as a proxy for GDP, we believe that the city's CGDP
per capita is close to or greater than the 2012-2014 provincial average of
US$42,176. The | ocal economny continued to experience a relatively slow growth
in 2014, with falling enpl oynent and slightly higher unenploynment rates (to
9.9%in 2014 from9.6%in 2013). However, construction activity was what we
consider fairly strong, with building permts up 30%in 2014, primarily
supported by institutional and industrial sectors, which nore than of fset
weaknesses in the comercial and housing sectors. After two years of decline,
housi ng starts grew sharply, by 50%in 2014, with a focus on rental units. W
estimate the city will continue to experience average, stable econonic growth
in the next two years, in line with projections for the province.

Montreal ' s budgetary performance is strong, in our view. The city added

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 21, 2015 2

1468478 | 301760114



Research Update: City of Montreal Upgraded To 'AA-' From 'A+' On Exceptional Liquidity Position

anot her year of strong operating surpluses, with the operating bal ance
reaching 13.8% of its adjusted operating revenues. Lower-than-budgeted capita
expendi tures together with higher capital revenues, resulted in an
after-capital surplus of 3.2%of total adjusted revenues in 2014, an

i nprovenent fromthe previous years' deficit of 3.9% W expect Mntreal wll
continue to produce strong budgetary results with operating bal ances exceeding
5% of adj usted operating revenues. Wth the city's capital plan calling for

el evated spending in the next several years, under our base-case scenario, we
forecast that after-capital deficits will occur again, but not exceed 5% of
total adjusted revenues, on average.

We bel i eve Canadian municipalities benefit froma "very predictable and

wel | - bal anced" | ocal and regional governnment framework that has denonstrated a
hi gh degree of institutional stability. Al though provincial governments
mandat e a significant proportion of nunicipal spending, they also inmpose
fiscal restraint through | egislative requirenents to pass bal anced operating
budgets. Municipalities generally have the ability to match expenditures well
with revenues, except for capital spending, which can be intensive. Any
operating surpluses typically fund capital expenditures and future liabilities
(such as postenpl oynent obligations and |landfill closure costs) through
reserve contributions.

Montreal's contingent liabilities are low, in our view. The city, like al
Canadi an nunicipalities, has made conmitments for goods and services it wll
recei ve. Those commitnents, both operating and capital, totaled C$3.9 billion

at the end of 2014. The city has sufficient funds (provisions, government
subsi di es or operating budget lines) to cover thementirely.

In our opinion, Mntreal's financial nanagenent is satisfactory and has a
neutral impact on creditworthiness. W believe budget information is very
detail ed and conprehensive, although it is only for the current budget year
The | evel of transparency and disclosure in independently audited financial
statenents is what we view as high. The city has a substantial nunber of
financial policies covering debt and reserves, anong others. A capable and
experi enced adm nistration, which regularly nmonitors key external risks and
updat es seni or nanagenent, inplements council's decisions. W believe the
political environment has stabilized in the past two years, and the

admini stration has nade inroads into a nunber of initiatives, particularly
cost reductions, as reflected in the 2015 operati ng budget.

Montreal s budgetary flexibility is what we view as average. In fiscal 2014,
nodi fi abl e (own-source) revenues represented 88.4% of operating revenues and
capital spending accounted for 18.5% of total expenditures. W expect that
these trends will continue in the near term In our opinion, the city's
budgetary flexibility is constrained on both the spending and revenue side.
Historically, citizens have had a high resistance to spending or service cuts
and the city has reduced | eeway on infrastructure spending. As well, with a
preset maxi mum annual tax increase of 2% Montreal's ability to increase taxes
nore is sonewhat linmted. In addition, the citizens the city, nuch |ike those
el sewhere, tend to be averse to tax increases.
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At year-end 2014, Standard & Poor's-cal cul ated total tax-supported debt
totaled C$7.8 billion, or 137% of consolidated operating revenue, which we
consider to high debt burden. This was slightly above the previous year's

| evel of 132% OQur debt cal cul ati on conprises the tenporary | oans and the
city's consolidated | ong-termdebt, including the debt of public transit

provi der Societe de Transport de Montreal (STM, net of sinking funds (C$1.9
billion). The city's interest burden was relatively stable, at 8. 1% of

adj usted operating revenues in 2014. W expect tax-supported debt to increase
noderately in the next two years, as debt issuance will exceed debt repaynent.
However we estinmate tax-supported debt will remain bel ow 160% of consol i dated
operating revenue. In addition, we expect that interest paynents on the

regi on's own-purpose debt will account for |less than 9% of operating revenue,
keepi ng the debt |oad adequate.

Liquidity

In our opinion, Mntreal has exceptional liquidity, as our criteria define the
term Adjusted free cash and liquid assets inproved considerably in 2015 and,
at fiscal year-end, we estimate it will reach about C$1.7 billion; they

totaled C$1.1 billion in 2014. Lower levels in 2014 were primarily the result
of an exceptional delay in tax paynents followi ng the 2013 el ections, which
have deferred the budget approval for the year. H gher liquidity levels in
2015, conbined with a | ower projected debt service, led to a ratio of free
cash and liquid assets to debt service of about 146% significantly higher
than the 88%in 2014. The city also has comitted bank |lines of credit
totaling C$300.1 nillion, of which C$13.6 million had been used at year-end
2014.

As one of the | argest mnunicipal issuers in the country, Mntreal also has what
we view as strong access to Canada's wel |l -devel oped capital nmarkets, which it
mai nt ai ned t hroughout the recession. Nevertheless, the city has high funding
needs owing to its substantial planned capital spending on its infrastructure
deficiency and for STM

Outlook

The stable outl ook reflects our base-case scenario. Under the scenario, we
expect that, in the next two years, Montreal's budgetary performance will
remain strong, with average after-capital deficits snaller than 5% of total

revenue; tax-supported debt will not exceed 160% of consolidated operating
revenue; and liquidity levels will remain sufficient to fully cover debt
service. W also expect that the city's political and manageria
characteristics will be stable, and it econonmy will remain very strong. W

could revise the outlook to positive or raise the ratings if the city's

budget ary performance continues to inprove, resulting in consistent
after-capital surpluses, or if the governnent continues to nake progress in
strengt heni ng financial managenent, in addition to maintaining stable debt and
liquidity profiles. Conversely, although unlikely in the next two years, we
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could lower the ratings if we note an erosion in financial nanagenent, free
cash and liquid assets weaken to a |level at which they cover |ess than 100% of
next 12 nmonths debt service, tax-supported debt to consolidated operating
revenues exceeds 180% and after-capital deficits rise to an average above 5%
of total adjusted revenues.

Key Statistics

Table 1

City of Montreal -- Economic Statistics

--Fiscal year ended Dec. 31--

(%) 2012 2013 2014
Population (total) 1,940,700 1,964,700 1,988,243
Population growth 1.3 1.2 1.4
Unemployment rate 10.2 9.6 9.9

Note: The data and ratios above result in part from Standard & Poor's own calculations, drawing on national as well as international sources,
reflecting Standard & Poor's independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. Sources
typically include Statistics Canada.

Table 2

City of Montreal -- Financial Statistics

--Fiscal year ended Dec. 31--

(Mil. Cs) 2012 2013 2014 2015bc 2016bc 2017bc
Operating revenues 5,814 5,782 5,727 5,788 5,923 6,036
Operating expenditures 5,014 5,272 4,936 4924 5,023 5,203
Operating balance 799 510 791 864 900 833
Operating balance (% of operating revenues) 13.8 8.8 13.8 149 15.2 13.8
Capital revenues 371 377 531 500 523 534
Capital expenditures 1,074 1,128 1,123 1,322 1,384 1,570
Balance after capital accounts 96 (241) 199 42 39 (203)
Balance after capital accounts (% of total 1.6 (3.9) 3.2 0.7 0.6 (3.1)
revenues)

Debt repaid 476 648 775 672 475 946
Balance after debt repayment and onlending (379) (888) (575) (631) (435) (1,149)
Balance after debt repayment and onlending (% (6.1) (14.4) (9.2) (10.0) (6.8) (17.5)
of total revenues)

Gross borrowings 695 964 1,076 925 815 1,028
Balance after borrowings 315 76 500 294 379 (121)
Operating revenue growth (%) 6.2 (0.5) (1.0) 1.1 2.3 1.9
Operating expenditure growth (%) 7.7 5.1 (6.4) (0.2) 2.0 3.6
Modifiable revenues (% of operating revenues) 86.7 86.8 88.4 89.5 89.4 89.7
Capital expenditures (% of total expenditures) 17.6 17.6 18.5 21.2 21.6 23.2
Direct debt (outstanding at year-end) 6,770 7,077 7,259 7,865 7,992 8,335
Direct debt (% of operating revenues) 116.4 122.4 126.7 135.9 134.9 138.1
Tax-supported debt (outstanding at year-end) 7,321.0 7,601.0 7,845.0 8,456.0 8,597.0 9,259.0
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Table 2
Tax-supported debt (% of consolidated 1259 131.5 137.0 146.1 145.1 153.4
operating revenues)
Interest (% of operating revenues) 7.7 7.9 8.1 8.1 7.9 7.7
Debt service (% of operating revenues) 15.9 19.1 21.7 19.7 15.9 23.4

Note: The data and ratios above result in part from Standard & Poor's own calculations, drawing on national as well as international sources,
reflecting Standard & Poor's independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. The main
sources are the financial statements and budgets, as provided by the issuer. Base case reflects Standard & Poor's expectations of the most likely
scenario. Downside case represents some but not all aspects of Standard & Poor's scenarios that could be consistent with a downgrade. Upside
case represents some but not all aspects of Standard & Poor's scenarios that could be consistent with an upgrade. bc--Base case.

Ratings Score Snapshot

Table 3
Key rating factors Assessment
Institutional Framework Very predictable and well-balanced
Economy Very strong
Financial Management Satisfactory
Budgetary Flexibility Averagge
Budgetary Performance Strong
Liquidity Exceptional
Debt Burden High
Contingent Liabilities Low

Note: Standard & Poor's ratings on local and regional governments are based on eight main rating factors listed in the table above. Section A of
Standard & Poor's "Methodology For Rating Non-U.S. Local And Regional Governments," published on June 30, 2014, summarizes how the eight
factors are combined to derive the foreign currency rating on the government.

Key Sovereign Statistics

Sovereign Risk Indicators, COct. 12, 2015. Interactive version avail able at
http://ww/ spratings.conlsri

Related Criteria And Research

Related Criteria
 Met hodol ogy For Rating Non-U. S. Local And Regional Governnents, June 30,
2014

Related Research

2014 Annual International Public Finance Default Study And Rating
Transitions, June 8, 2015

 Institutional Franework Assessnents For Non-U.S. Local And Regi onal
Governnents, Feb. 5, 2015

In accordance with our relevant policies and procedures, the Rating Committee
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was conposed of analysts that are qualified to vote in the committee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the committee, the chair confirned that the

i nformati on provided to the Rating Committee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmttee nenbers to
make an inforned decision

After the prinmary anal yst gave opening renmarks and expl ai ned the
recomendati on, the Comm ttee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee's assessnent of the key rating factors is reflected in the
Rati ngs Score Snapshot above.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consi stency with the Conmittee decision. The views and the decision of the
rating commttee are summari zed in the above rationale and outl ook. The

wei ghting of all rating factors is described in the nethodol ogy used in this
rating action (see 'Related Criteria And Research').

Ratings List

Rati ngs Rai sed

To From
Montreal (City of)
| ssuer credit rating AA-/ St abl e/ - - A+/ St abl e/ - -
Seni or unsecur ed debt AA- A+

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 21, 2015 7

1468478 | 301760114



Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 21, 2015 8

1468478 | 301760114



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Key Statistics
	Ratings Score Snapshot
	Key Sovereign Statistics
	Related Criteria And Research
	Related Criteria
	Related Research

	Ratings List


