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CAUTION REGARDING FORWARD-LOOKING STATEMENTS 

 

Bank of Montreal’s public communications often include written or oral forward-looking statements. Statements of this type are included in this document, and may be 

included in other filings with Canadian securities regulators or the U.S. Securities and Exchange Commission, or in other communications. All such statements are made 

pursuant to the “safe harbor” provisions of, and are intended to be forward-looking statements under, the United States Private Securities Litigation Reform Act of 1995 and 

any applicable Canadian securities legislation. Forward-looking statements may involve, but are not limited to, comments with respect to our objectives and priorities for 

fiscal 2017 and beyond, our strategies or future actions, our targets, expectations for our financial condition or share price, and the results of or outlook for our operations or 

for the Canadian, U.S. and international economies. 

 

By their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties. There is significant risk that predictions, 

forecasts, conclusions or projections will not prove to be accurate, that our assumptions may not be correct and that actual results may differ materially from such 

predictions, forecasts, conclusions or projections. We caution readers of this document not to place undue reliance on our forward-looking statements as a number of 

factors could cause actual future results, conditions, actions or events to differ materially from the targets, expectations, estimates or intentions expressed in the forward-

looking statements. 

 

The future outcomes that relate to forward-looking statements may be influenced by many factors, including but not limited to: general economic and market conditions in 

the countries in which we operate; weak, volatile or illiquid capital and/or credit markets; interest rate and currency value fluctuations; changes in monetary, fiscal, tax or 

economic policy; the level of competition in the geographic and business areas in which we operate; changes in laws or in supervisory expectations or requirements, 

including capital, interest rate and liquidity requirements and guidance and the effect of such changes on funding costs; judicial or regulatory proceedings; the accuracy and 

completeness of the information we obtain with respect to our customers and counterparties; our ability to execute our strategic plans and to complete and integrate 

acquisitions, including obtaining regulatory approvals; critical accounting estimates and the effect of changes to accounting standards, rules and interpretations on these 

estimates; operational and infrastructure risks; changes to our credit ratings; political conditions, including changes relating to or affecting economic or trade matters; global 

capital markets activities; the possible effects on our business of war or terrorist activities; outbreaks of disease or illness that affect local, national or international 

economies; natural disasters and disruptions to public infrastructure, such as transportation, communications, power or water supply; technological changes; information 

and cyber-security; and our ability to anticipate and effectively manage risks arising from all of the foregoing factors. 

 

We caution that the foregoing list is not exhaustive of all possible factors. Other factors and risks could adversely affect our results. For more information, please see the 

Enterprise-Wide Risk Management section on pages 79 to 112 of BMO’s 2016 Annual Report, which outlines certain key factors and risks that may affect Bank of 

Montreal’s future results. Investors and others should carefully consider these factors and risks, as well as other uncertainties and potential events, and the inherent 

uncertainty of forward-looking statements. Bank of Montreal does not undertake to update any forward-looking statements, whether written or oral, that may be made from 

time to time by the organization or on its behalf, except as required by law. The forward-looking information contained in this document is presented for the purpose of 

assisting our shareholders in understanding our financial position as at and for the periods ended on the dates presented, as well as our strategic priorities and objectives, 

and may not be appropriate for other purposes. 

 

Assumptions about the performance of the Canadian and U.S. economies, as well as overall market conditions and their combined effect on our business, are material 

factors we consider when determining our strategic priorities, objectives and expectations for our business. In determining our expectations for economic growth, and 

financial services, we primarily consider historical economic data provided by governments, historical relationships between economic and financial variables, and the risks 

to the domestic and global economy. See the Economic Review and Outlook section of our Third Quarter 2017 Report to Shareholders. 

 

 

Non-GAAP Measures 

 

Bank of Montreal uses both GAAP and non-GAAP measures to assess performance. Readers are cautioned that earnings and other measures adjusted to a basis 

other than GAAP do not have standardized meanings under GAAP and are unlikely to be comparable to similar measures used by other companies. Reconciliations 

of GAAP to non-GAAP measures as well as the rationale for their use can be found on page 4 of BMO’s Third Quarter 2017 Report to Shareholders and on page 33 

of BMO’s 2016 Annual Report all of which are available on our website at www.bmo.com/investorrelations. 

 

Examples of non-GAAP amounts or measures include: efficiency and leverage ratios; revenue and other measures presented on a taxable equivalent basis (teb); 

amounts presented net of applicable taxes; results and measures that exclude the impact of Canadian/U.S. dollar exchange rate movements, adjusted net income, 

revenues, non-interest expenses, earnings per share, effective tax rate, ROE, efficiency ratio, pre-provision pre-tax earnings, and other adjusted measures which 

exclude the impact of certain items such as, acquisition integration costs, amortization of acquisition-related intangible assets, decrease (increase) in collective 

allowance for credit losses and restructuring costs.    

 

Bank of Montreal provides supplemental information on combined business segments to facilitate comparisons to peers. 
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QUESTIONS AND ANSWERS 
 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Okay, ladies and gentlemen, I think we'll start our next session. As I mentioned to Tom, he's a veteran of 

our conference. Tom Flynn is the Chief Financial Officer at BMO Financial Group. Tom, thank you very 

much for attending. 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Always good to be here. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

I've been asked to tell you that Tom Flynn's comments today may include forward-looking statements. 

Actual results could differ materially from forecast projections or conclusions in these statements. 

Listeners can find additional details in the public filings of BMO Financial Group.  

I was hoping that you could start off by just giving us an overview of Bank of Montreal's strategy, how it's 

evolved and where you think the bank is heading. 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

So on the strategy, I'll start just very briefly by describing our business, and then I'll go into our strategy. 

We view ourselves as a North American bank. Roughly 75% of our business is in Canada, and the 

balance in the U.S. And we have a small non-North American business. But the lion's share of the 

business is in North America. 

 

And then from a business mix perspective, our Canadian Personal and Commercial banking business 

represents around 40% of the total group - and these are round numbers - and then our three other 

operating groups, Capital Markets, U.S. banking and Wealth, each represent around 20%. And so we've 

got what we view as very good diversification across our different business units. And that provides we 

think, a more resilient and robust revenue and income stream through time. 

 

Looking at the strategy, our approach to Canada is basically to do all of the good business that we can do. 

So we're open for business every day across Capital Markets, Wealth and banking. We have good share 

positions, in particular in commercial banking in Canada, where we're number two with a 19% share. And 

we continue to focus on growing that business and have had good growth over the year-to-date with 8% 

loan growth in our most recent quarter. 

 

Our wealth business is strong in Canada as well, stronger than our average personal banking share 

position from a share perspective. We've had strong performance in the business through the year. And 

I'm happy to talk about that later. 

 

And then in the U.S., the focus is a little different in that we're more focused than in Canada, where we 

cover the whole market. In the U.S., our largest business is U.S. banking, represents around 20% of the 

total group. We're headquartered in Chicago. We've grown that business through time, both organically 

and through acquisitions. And over time, we would expect to continue to grow that part of the bank. And 

we'd expect the U.S. business to grow at a higher rate than Canada, which as much as anything is a 

reflection of the concentrated share positions that we've got in Canada and the greater opportunity for 

growth from a share perspective that exists in the U.S. 

We have invested in our U.S. Capital Markets business over the last five years. We've done that both to 
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create additional growth in that business and also to make our capital markets business more relevant to 

our Canadian institutional and corporate clients because they all do business in the U.S. And that 

business has had good traction. Net income for the year-to-date is actually higher than income for the total 

year in each of 2015 and 2016. So we've invested in the business. We expect it to drive higher profit 

growth in the U.S. business and in capital markets overall. And we've seen that coming through over the 

last year and a half and feel good about that. 

 

And then in wealth in the U.S., we have a focus in private banking and asset management, both good 

businesses. We make around $100 million a year in that business. And we would expect to continue to 

grow it as well over time. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Fantastic. Tom, BMO and its peers have consistently talked about residential mortgage housing as not 

being a key risk. And of course, I'm on side as a homeowner. But I was wondering if you could describe, 

what are the key risks that Bank of Montreal is facing today, because if we run down the list, domestic 

operations are performing well. Credit quality on both sides of the border are benign. We saw a touch of a 

slowdown in Capital Markets, but nothing disastrous. Are we in an exceptionally good operating 

environment for the banks these days? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Well, it feels like we're in a stable operating environment, which is actually a good and a welcome thing. 

So we expect growth in Canada at about 3% this year, 2% next year. The U.S. we think will grow at 

around 2% in both years. And so we've got good solid new normal growth. Interest rates are low. They've 

moved up a bit, but they're still very low. And so we don't see any pressure from an interest rate 

perspective. And so as we look forward, we expect the operating environment to be benign. We don't see 

any imminent threats to that. And the risk is probably more skewed towards some kind of event risk, which 

none of us have the ability to predict. And we feel good about the core operations of the bank, and aren't 

feeling vulnerable from a credit perspective in the environment. And our minds are open to the potential 

for there to be some sort of an event risk event. And if that occurs, again, we'd go back to the robust 

nature of the business mix and the revenue streams that come off of it, which we think provides us with a 

good defense against whatever opportunity we face. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Fantastic. You'd mentioned in the preamble the U.S. business. And over the past little while, you've done 

some acquisitions, including M&I, GE Transportation Finance. You really have consciously increased your 

exposure to the U.S. How do you see the market evolving over the next three to five years in terms of 

competitive pressures, pricing, even credit quality on that line of business? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

We have grown the business over time, as you say. We basically doubled our U.S. Personal and 

Commercial banking business with the acquisition of M&I, which closed in the middle of 2011. And we feel 

good about that acquisition. We contracted for the acquisition in December 2010 at value levels that 

proved to be favourable, given the recovery that took place after that event. And the doubling of the 

business gave us more scale and critical mass in our markets. And so we've got a stronger platform by 

virtue of having made that investment. The Transportation Finance acquisition, which we bought from GE, 

closed around a year and a half ago. That was a good commercial extension for us. Our business is 

dominated by the commercial part of the business. It represents close to 75% of our total loan portfolio. 

And so being able to add the GE portfolio was a nice extension. And it's a strong business. They're 

number two in their market. They've got good leadership. And both the management team and the 
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customers have stayed through the transition. So we feel good about how we've moved our business 

forward through those two transactions. 

 

I'd say right now the number one focus from a growth perspective is on organic growth. And we do think 

we will be able to continue to grow our business organically. We've produced very strong growth in 

commercial lending over the last three years. The growth was solidly double digit in the last three-ish 

years. And year-to-date in the last quarter, we were up 5% year-over-year in commercial banking, 8% 

quarter-over-quarter if you annualize the numbers. And so those numbers are down from what we've done 

through time, but that slowdown really reflects I think something that was seen more broadly in the U.S. 

market in the first half of the year. And it does feel now like people are getting on with business, and our 

quarter-over-quarter numbers we think were a reflection of that. So looking out, we're focused firstly on 

organic growth where we've got opportunities to expand. 

 

In the commercial business, our focus is principally on the upper Midwest where our branch network is, 

but we have been adding people to a number of cities across a broader footprint in the U.S., basically 

bringing our capability to a larger market. And with that, we think we'll be able to grow at a nice rate. And 

as well, we're looking to take some of our industry specialization and focus more national. And so in 

addition to growing in footprint where we do think we've got room to continue to grow, we're expanding 

selectively outside of it in a few places that we think make sense. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

And you had actually mentioned Wealth Management, which I'm now going to bring higher up on my list of 

questions because it's very interesting that I don't think Bank of Montreal gets enough credit for Wealth 

Management. Like you said, domestically, you're hitting above your weight against the natural retail side 

of the business as well as the strength of the business in the U.S. So can you talk about what you have 

accomplished and, again, where you think growth might be coming from? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

I'd love to. And we actually share that view that we think the wealth business is a little underappreciated. 

It's been a great business for us. It's grown faster than the bank overall for the last five years or 10 years. 

And year-to-date, our income growth, again, is solidly double digits. I think the number is 15-ish percent. It 

was 17% in traditional wealth in the most recent quarter. And the business is doing really well for this year, 

given normal organic growth, pretty good markets overall and then as well a focus that we've had on 

efficiency in the business over the last year. And that's really driven the operating leverage that we've had. 

Those efficiency benefits are in part coming from the asset management part of the business where we've 

rationalized our asset management teams to create centres of excellence across our platform. In asset 

management, we've got businesses in Europe through the acquisition of F&C Asset Management, which 

we bought about three years ago, in Chicago and in Toronto. And we've gone through an exercise of 

basically optimizing and rationalizing the asset management capability, taking out costs through that, we 

think not at the expense of future revenue growth or sales. And it's contributed nicely to the operating 

leverage in the business. 

 

We've also done we think a pretty good job at innovating and moving with the market in Wealth 

Management. So as an example of that, we're the number two ETF player in the Canadian market, the 

number one bank in ETFs by a wide margin. And we're number one in ETF sales. And we have about a 

30% share position. So a number of years ago, five-plus years ago, we sat back, established the belief 

that ETFs would grow as an asset class, recognized that the fees are lower than in most of our other 

products, but at the same time thought that it was an asset class that was here to stay, and we wanted to 

participate. And so we entered the market early and have done very well with that. 
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Another example is a robo-like product that we've introduced over the last year or so, again the first bank 

to enter that part of the wealth space. And we like that product in part because it serves a part of the 

market. And philosophically, in wealth in Canada, we want to serve the market, and we're happy to do 

business the way our customers want to do business. And in the robo-like product, our value proposition 

to the client is very different from the value proposition with, say, a full-service brokerage relationship. And 

the price point is in the order of half for the robo-like product, but the margins are actually not that different 

because, in full-service brokerage, the higher price point you have pays for the service you get from your 

advisor. And that advisor provides service and is paid for it through the cost line. So the value proposition 

for the client is very different from a price point perspective, but our net margins are actually not that 

different. And to me, it's a great example of, number one, innovating and evolving with the market, but 

number two, doing business in a new and different way at a different price point to appeal to a part of the 

market, but not really at a significantly different net margin, which is at the end of the day what matters to 

us. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

That's a real interesting point, Tom, because how scalable then is the robo side of the business that, if, 

say, you were to double the business, would you actually have expansion on the margins? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

It's very scalable. I'm struggling with how to answer that question because I say that this was one of the 

best business cases I've ever seen because it's largely a fixed cost technology base and then marketing 

spend. Those are your two expenses. And the technology, in part because we had the ETF products, was 

quite inexpensive for us to build. And we have an underlying technology architecture that allowed us to set 

the product up in an efficient way. The underlying assets are in ETFs, and we've got the ETF family. So 

the infrastructure's very scalable. And the discretionary expense is really the marketing, which you can 

toggle up or down, depending on what you want to do. The margin doesn't expand massively because it's 

pretty high to begin with. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Okay. Well, before we throw it out to the audience, can we start with the first polling question? I think we 

may have just skewed the answer on this one. What's the most undervalued aspect of BMO's operations, 

U.S. business, domestic retail, Capital Markets, Wealth Management, North American commercial 

banking?  

----------  

The domestic retail. Yes, I guess, you did talk about wealth management. The domestic retail operations, I 

guess, can you talk about -- we've seen some strong growth, but what's the relative advantage that BMO 

has against the big six? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

So our domestic retail business, which we call Personal and Commercial banking, represents around 45% 

of the bank's income. And by mix, we're somewhat underweight personal lending products. So we have on 

average a 10% to 12% share position in personal lending products, and we're overweight commercial 

banking, where we're number two in the market again with about a 19% share position. So we're sort of 

defined by a strength in commercial, and we're happy to be thought of in that way because we do think 

that the commercial side of the business will have better growth over the next three to five years, given our 

economic view and also given consumer leverage in Canada. We've got a good strong, stable and well-

underwritten personal business, but consumer leverage has grown over the last 5 to 10 years. And with 
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that, we think the balances will grow at something like nominal GDP over the next three to five years. And 

we expect more than that in commercial lending. Given our business mix, we think that should help us 

drive stronger growth. In the commercial space, we've had strong share positions for a long period of time. 

We have good industry specialization. We have a team-based approach to serving our clients. And so we 

feel good about our ability to defend our position and fight to take share. And the business is well-

diversified. 

 

On the personal side of the business, it's well diversified across product categories. We are investing in 

technology. We've had good adoption rates for new technology, and we've been both investing in 

technology in ways that introduce client-facing apps so that it's easier for people to do business with us, 

but also investing in our underlying technology architecture, which will make it easier for us to innovate 

through time, we think, because we've designed the underlying architecture in a way that allows you to 

drop new products and features onto it at lower cost because you need to connect new things to fewer 

parts of the existing system. So we think we're in a good place from a technology perspective. And our 

brand and go-to-market approach is based on providing advice and, quote, “being here to help”. So we 

have a relationship-based client-focused approach to the market, which we do think serves us well. 

 

And I guess last point I'd make is the Canadian banking business is a really great business. It's highly 

profitable, the ROEs are strong, it's resilient through time. People wondered how we'd perform as an 

industry through the little bit of pressure we had around oil and gas. And we motored through that. And the 

diversification of the business we think is a source of strength for us. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Great. At this stage, do we have any questions from the audience? Can we grab a mic down to the front, 

please? 

───────────────────────────────────────────────────────────────────────────────────── 

Unidentified Audience Participant   

Just as outside analysts looking at the U.S. business, your efficiency ratio in the U.S. is higher than your 

Canadian ratio. And trying to understand the platform. How do you visualize it, in terms of asset growth 

and metrics that we can kind of track your progress in the U.S.? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Okay. Sure. So I guess two points, the efficiency is higher in the U.S. banking business than the Canadian 

banking business. Some of that does reflect the attractive features of the Canadian banking industry. So 

we don't think that the U.S. returns or efficiency will move to Canada, just because the Canadian market 

has a good structure and is very attractive. In the U.S., the Personal and Commercial banking business is 

operating with an efficiency around 60%. And we have moved that down through time, including with the 

acquisition of M&I, which did give us additional scale in the business. And we're focused on moving it 

down by growing revenue and managing expenses. 

 

If you look at our expense growth over the last three years, we've been running at the low single-digit 

level. And you need to take out the impact of Transportation Finance last year, which added about 15% to 

the revenues and expenses of the P&C U.S. business. And when you do that year-to-date and last two 

years before that, running at the low single-digit level, so managing expenses in a disciplined way. 

 

And on the revenue side, I'll split it between commercial and personal. Commercial, year-to-date our loans 

are up 5%. The revenue growth has been somewhat lower because we have had a pretty competitive 

environment in commercial loan pricing in the US. We're hopeful that we're into the late innings of that. We 

actually think we are, but time will tell if that's the case. And looking forward over the next year / year and 
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a bit, we'd expect growth on the commercial side sort of in the upper single digits, so 7%, 8% kind of thing 

for commercial loan growth. And that's based on the belief that the economy will continue to grow. And we 

think, at that level, we'll be doing relatively well. 

 

Our personal business has had a slight decline in loans over the last couple of years. It's, again, the 

smaller part of the portfolio, representing around 25% of our total U.S. loan portfolio. Some of that reflects 

the environment. Aggregate U.S. consumer credit growth, as you would know, has been pretty low, and 

we've had some declines in some higher risk parts of the portfolio and in our HELOC portfolio, where 

we've got a balloon structure that's sort of working through its tail. So I would hope that we'll see some 

modest growth in the mortgage portfolio over the next year. And in the HELOC portfolio, I think we'll have 

a little bit of continued decline for the next year, and then we should stabilize and start to grow, so 

relatively modest growth on the personal side for the next year, in part just as we finish working through a 

re-underwriting of the HELOC portfolio and then modest growth. 

 

When you look at our consolidated loans in the U.S., they do reflect a Q1 sale of a part of our indirect auto 

portfolio. And that portfolio is a lower return, lower spread portfolio. And so we sold about $2 billion of 

loans in the first quarter as part of our funding strategy for the GE Transportation Finance acquisition. And 

we basically traded out of a low-return, low-spread asset into a higher spread, higher return asset. And so 

that does impact the total year-over-year growth numbers that you see in the portfolio. 

───────────────────────────────────────────────────────────────────────────────────── 

Unidentified Audience Participant  

A trend on the calls maybe about 18 months ago to two years ago in Canada was this digitalization or 

investing in digital in Canada. The last quarter, I think you had a little bit of negative operating leverage in 

Canada, negative 2% or something like that. What was that? What is that related to specifically, and 

where are you in this investment cycle in Canada? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Yes, so I'll give the consolidated bank numbers and then the Canadian banking numbers just to get them 

out. So for the year-to-date, our operating leverage for the bank is above 3%. That includes the benefit of 

some asset sales. And if you take those out, we're at about 1.7% consolidated bank year-to-date. And we 

were about 2% last year. So we have been both investing in the business and driving positive operating 

leverage. 

 

In the Canadian banking business, for this year, operating leverage has been modest. We were slightly 

negative in Q2. We were actually positive slightly in Q3 in Canadian banking. And we expect to have 

positive operating leverage in the fourth quarter and into next year, but relatively modest, so below our 

total bank 2% level. And that reflects really running a balance of looking to again manage expenses in a 

reasonable way, which means focusing on efficiency and believing that we need to continue investing in 

technology, which we have been doing. And so as we look at the total bank numbers, we stay focused on 

our 2% target. We're looking to basically offset what has been a higher level of tech investment through 

finding efficiencies in other ways. And as part of that, over the last three years, we've taken a couple of 

restructuring charges, one about two years ago and then one a year before that. And those restructuring 

charges reflect work going on across the organization to lean out management structures where we can, 

to move resources to where they've got the highest opportunity and also to reflect the fact that, in places, 

we're displacing labour with technology. And I would expect all of that work to continue as we go forward. 

And I think you asked, where are we in this investment cycle? I'd say it's hard to tell because the 

technology continues to change. We think we're doing a good job changing with the market. And as you 

look ahead, it's clear that there are more opportunities for us to continue to introduce technology into the 

business. And we think that drives good customer loyalty and also good economics through time. And we 
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want to do that while, at the same time, keeping positive operating leverage. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Tom, when you're looking at the investments that BMO's making in technology and trying to advance the 

customer experience, does the bank view this as table stakes, or do you view this actually as a 

competitive advantage that may be sustainable over certain period of time? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Yes, so it's absolutely table stakes. Like you need to be in the game is our view, and you need to be 

competitive and to invest in order for that to be the case. And in terms of whether you can drive a 

competitive advantage, as a finance person, I would say I sometimes probe on how exactly we will do that 

in a world where our competitors are investing as well. So from a client-facing app perspective, or if you 

look at the utility package that clients interface with, I think it's pretty hard to drive sustained competitive 

advantage because everyone tracks what everyone does, and you look to keep up and to be offering your 

clients a really good product and service. 

 

Where I do think we've got a competitive advantage is in the infrastructure. And this is a harder thing to 

describe and a harder thing still for people to see. But I alluded earlier to how we've been investing in 

making our underlying technology architecture more efficient and kind of elegantly designed. And we've 

invested a lot in aggregating our data. And some of the work that we've done in those areas we did off the 

back of regulatory requirements, where you needed to aggregate data for regulatory reasons. And we 

invested incrementally by an amount to do a broader job and pull our data together so that we're with that 

better able to drive sales leads through automated prompts that go to our individuals who are interfacing 

with customers in real time. 

 

And so I do think that we've got an advantage on the underlying tech infrastructure side related to system 

design, which again lets you introduce new things at lower cost and more quickly. And in a bank that's 

been around for 200 years, it often costs more to connect a new application to these systems than to build 

the application functionality itself because the architecture is complicated. And so having a more elegantly 

designed infrastructure we think is a powerful thing. And the data we do think is helping us and will 

continue to. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

That's great. We'll let you have another drink break. Can we cue up the second polling question, please? 

How do you think the Canadian bank operations perform against their U.S. peers over the next 12 months, 

significant outperform, modestly outperform, in line, modestly underperform, significantly underperform? 

You can choose Canadian dollar or U.S. dollar terms. 

 

That's interesting, a little bit skewed to the positive side. 

  

It's funny. I think that this is more my job than it is yours, but if we had polled this at the beginning of the 

year, it would've been drastically different I think, but we've seen some changes in expected policy from 

both governments. And we've seen the Fed not be as aggressive as people had originally anticipated. And 

we've actually seen some pretty hawkish -- well, reasonably hawkish moves by the Bank of Canada. Do 

you mind commenting on the impact of the Canadian rate hikes and the -- I guess the potential impact of 

the lack of Fed moves on your U.S. operations? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Sure. So I'll do that. We do think the Fed will move, although maybe not as quickly as we and others 
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thought six months ago. On the move that we had by the Bank of Canada by 25 basis points, that should 

drive revenue in the order of $35 million over the next year for our Canadian business. And that's spread 

over both the banking business and the Wealth Management business. Wealth benefits basically because 

we have clients with excess cash sitting in brokerage accounts and private banking accounts, and those 

deposits aren't particularly rate sensitive. We're earning more on the float at the current time. So that's 

roughly the benefit from the move in Canada. And as you know, all of the comments people make about 

rate sensitivity involve many, many assumptions about how markets reprice and how consumers behave. 

And so there's a degree of uncertainty that necessarily goes with the subject matter, and that is why you 

had your well-timed comment at the beginning. 

 

On the U.S. side, we have benefited from the moves that have occurred, which is great. The benefits are 

in our run rate. We have fortunately kept more of the benefit than we thought we might. So the industry in 

the U.S. has really been quite disciplined, which we do think makes sense, given the low level rates are at 

and the ROEs in the industry. And we're hopeful that we will have some additional moves out of the Fed 

as we go through the next year, timing obviously a little bit up in the air, and things aren't looking quite as 

bullish as they were six months ago. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

We'll open it up. Do we have any questions from the audience? 

───────────────────────────────────────────────────────────────────────────────────── 

Unidentified Audience Participant 

Just interested in your comments on the NAFTA renegotiations. And are you worried about that at all in 

terms of putting the Canadian economy at a disadvantage, given the huge trade flows between the USA 

and Canada? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

I would say we're optimistic that the negotiations will lead to a good outcome for the North American 

economies. And the key point to us is that the Canada-U.S. trade relationship is a very balanced one. So 

it's not skewed significantly from an import-export perspective for either Canada's benefit or the U.S. 

benefit. And with that, we think both economies are benefiting from the good things that come from trade, 

and it's balanced. And given that balance, it's a two-way relationship. Canada represents the largest 

export market for 30-plus U.S. states, so we're a big important market for those states, the biggest single 

market outside of the U.S. And similarly, Canadian provinces, Canadian companies have an important 

relationship in the U.S. And so we think, given the balanced nature of the trade, the good things that do 

flow with a balanced relationship, given trade, we should have an outcome that isn't high impact for the 

Canadian economy. 

 

I would say, if you go back three or six months ago, we had a little bit of concern about whether the 

uncertainty about how NAFTA would play out, about whether that uncertainty could cause a bit of a pause 

in activity on the corporate and commercial side in Canada. And we have not seen that. And as you 

probably know, the most recent economic numbers out of Canada have been better than people 

expected. And our commercial loan growth continues to be good. It was running at 8% year-over-year. 

And so we were more worried about a little bit of a short-term pause than the long-term outcome of the 

negotiations. And it looks like even that worry isn't playing out. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Tom, the question that I'm going to ask you is on the domestic credit card portfolio because you're 

reasonably agnostic in terms of the changes coming along with Air Canada breaking away from its loyalty 

program. Can you tell me what you're seeing in the credit card portfolio and whether or not you see this 
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disruption as anything that may be a significant advantage for you? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Sure. So our credit card portfolio is around $8 billion in size. We have different cards that appeal to 

different parts of the market. Our largest card is called an Air Miles card - we have a loyalty relationship 

with the firm called Air Miles. They run the largest loyalty program in Canada, and we're the exclusive 

Canadian bank partner to that program. So we're happy with our program. It's got a great acceptance rate 

in the Canadian market. It's been a good relationship for us and for Air Miles through time. And I'd say our 

focus is more on just continuing to drive the organic growth in that business across the suite of products 

we've got, again, because different people like different loyalty programs. Our largest program is the Air 

Miles, but we also have a more upper-market World Elite MasterCard, which is a very good product 

offering, and we have some cashback cards. And if there is a transfer of a portfolio, our expectation would 

be that you'd have some number of clients sort of up for play or up for grabs and in play for a period of 

time as they have an active decision to make around whether or not they want to switch branded credit 

cards. And so in the past, when that's occurred, we've upped our marketing into that market opportunity to 

look to take advantage of it. And I would expect our reaction here would be the same. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Great. We're under the five-minute mark. Is there any final question from the audience? No? Then I'll take 

the opportunity, Tom, in terms of capital. We've seen the Canadian banking group now moderating to a 

range, call it around 10.5%-11%. As CFO, what's your personal view on comfort level for capital ratios that 

will encompass not only the ongoing business risk, but also the potential for regulatory change that may or 

may not be coming down the pipeline? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

So I guess first thing is we feel good about our capital position. We were at 11.2% in the quarter. We 

bought back 4 million shares last quarter, so we're active with the buyback program, given the strength of 

the ratio. And at 11.2%, we think we've got capital for acquisitions. And we do think it makes sense to 

have a capital level that is strong and allows us to complete acquisitions of a decent size without raising 

capital. And we've done that through time. And so ordinary course away from a transaction, I think we'd 

expect to be running above 10.5%. And if we did a transaction, I think we could take the ratio down 

somewhat below that level, but we would look to remain above 10%. Our pattern has been that we run 

with the level of capital, again, that provides the ability to do acquisitions. We then draw the ratio down, 

which we did with GE, we did before that with the F&C acquisition. At the time we did the GE transaction, 

we said we would bring the ratio down to about 9.9%. And I think, if we were doing a similar transaction 

today, we'd say around 10%. So maybe you're erring on the upper side of 10% versus the lower side. But 

still, we've got meaningful room to move the bank forward with acquisitions if we want. And that would go 

with an assumption that we would build the capital ratio back up through time. And ordinary course away 

from that sort of accordion build, we would expect to run above 10.5%. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

And then in terms of acquisition, what's the focus in terms of priorities for businesses? 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Well, in Canada, the business is quite concentrated across our different products, as you would know, and 

so there isn't that much to buy. And with that, our focus has been mainly on the U.S. We happen to agree 

with your audience when we think about relative valuation. And at present, U.S. banks, which we do 

continue to look at from a growth opportunity as we have through time, have relatively high multiples 
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compared to Canadians. That we think is based on some assumption about higher interest rates, lower 

taxes, lower regulation and maybe better economic growth. And so we think the earnings will grow into the 

stocks or not, but the relative gap between Canadian and U.S. banks will narrow over not too long a 

period of time. And that would make U.S. M&A a little more attractive. 

 

We have grown the wealth business through time through acquisition, and we continue to look there. And 

again, the wealth business represents about 20% of our net income. It's had good growth, it's well-

managed. We're happy with the acquisition of F&C. And so we would look there as well in the personal 

wealth or high net worth space and potentially for add-ons in our asset management business that make 

sense. 

───────────────────────────────────────────────────────────────────────────────────── 

John Aiken Barclays PLC, Research Division - Director and Senior Analyst 

Great. Well, Tom, we'll leave it there. Thank you very much. 

───────────────────────────────────────────────────────────────────────────────────── 

Thomas E. Flynn Bank of Montreal - CFO 

Thank you. 

───────────────────────────────────────────────────────────────────────────────────── 

 

 


