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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 in this 

document may include, but are not limited to, statements with respect to our objectives and priorities for fiscal 2022 and beyond, our strategies or future 

actions, our targets and commitments (including with respect to net zero emissions), expectations for our financial condition, capital position or share 

price, the regulatory environment in which we operate, the results of, or outlook for, our operations or for the Canadian, U.S. and international 

economies, the closing of our proposed acquisition of Bankcore of the West, including plans for the combined operations of BMO and Bank of the West, 

the financial, operational and capital impacts of the transaction, and the COVID-19 pandemic, and include statements made by our management. 

Forward-looking statements are typically identified by words such as “will”, “would”, “should”, “believe”, “expect”, “anticipate”, “project”, “intend”, 

“estimate”, “plan”, “goal”, “commit”, “target”, “may”, “might”, “forecast” and “could” or negative or grammatical variations thereof. 

By their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties, both general and specific 

in nature. 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. The uncertainty created by the COVID-

19 pandemic has heightened this risk, given the increased challenge in making assumptions, 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 – many of which are beyond our control 

and the effects of which can be difficult to predict – 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, including labour challenges; the severity, duration and spread of the COVID-19 pandemic, and 

possibly other outbreaks of disease or illness, and its impact on local, national or international economies, as well as its heightening of certain risks that 

may affect our future results; information, privacy and cyber security, including the threat of data breaches, hacking, identity theft and corporate 

espionage, as well as the possibility of denial of service resulting from efforts targeted at causing system failure and service disruption; benchmark interest 

rate reforms; technological changes and technology resiliency; political conditions, including changes relating to, or affecting, economic or trade matters; 

climate change and other environmental and social risk; the Canadian housing market and consumer leverage; inflationary pressures; global supply-chain 

disruptions; changes in monetary, fiscal, or economic policy; changes in laws, including tax legislation and interpretation, or in supervisory expectations 

or requirements, including capital, interest rate and liquidity requirements and guidance, and the effect of such changes on funding costs; weak, volatile or 

illiquid capital or credit markets; the level of competition in the geographic and business areas in which we operate; judicial or regulatory proceedings; the 

accuracy and completeness of the information we obtain with respect to our customers and counterparties; failure of third parties to comply with their 

obligations to us; our ability to execute our strategic plans and to complete proposed acquisitions or dispositions, including obtaining regulatory 

approvals; critical accounting estimates and the effects of changes to accounting standards, rules and interpretations on these estimates; operational and 

infrastructure risks, including with respect to reliance on third parties; the possibility that our proposed acquisition of Bank of the West does not close 

when expected or at all because required regulatory approvals and other conditions to closing are not received or satisfied on a timely basis or at all or are 

received subject to adverse conditions or requirements; the anticipated benefits from the proposed acquisition of Bank of the West, such as it creating 

synergies and operational efficiencies, are not realized; our ability to perform effective fair value management actions and unforeseen consequences 

arising from such actions; changes to our credit ratings; global capital markets activities; the possible effects on our business of war or terrorist activities; 

natural disasters and disruptions to public infrastructure, such as transportation, communications, power or water supply; 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 refer to the discussion in the Risks That May Affect Future Results section, and the sections related to credit and counterparty, market, insurance, 

liquidity and funding, operational non-financial, legal and regulatory, strategic, environmental and social, and reputation risk, in the Enterprise-Wide Risk 

Management section of BMO’s 2021 Annual Report, and the Risk Management section in BMO’s Third Quarter 2022 MD&A, all of which outline 

certain key factors and risks that may affect our 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. We do 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 shareholders and analysts 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. 

Material economic assumptions underlying the forward-looking statements contained in this document, include those set out in the Economic 

Developments and Outlook section of BMO’s 2021 Annual Report, as updated in the Economic Developments and Outlook section in BMO’s Third 

Quarter 2022 MD&A, as well as in the Allowance for Credit Losses section of BMO’s 2021 Annual Report, as updated in the Allowance for Credit 

Losses section in BMO’s Third Quarter 2022 MD&A. 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. Assumptions about Bank of the West’s balance sheet, product mix and margins, and interest rate sensitivity were material 

factors we considered in estimating the fair value and goodwill and intangibles amounts at closing, and assumptions about our integration plan, the 

efficiency and duration of integration and the alignment of organizational responsibilities were material factors we considered in estimating pre-tax cost 

synergies. In determining our expectations for economic growth, we primarily consider historical economic data, past relationships between economic and 

financial variables, changes in government policies, and the risks to the domestic and global economy. Please refer to the Economic Developments and 

Outlook and Allowance for Credit Losses sections in BMO’s Third Quarter 2022 MD&A.  

Non-GAAP Measures and Other Financial Measures 

Results and measures in both Management’s Discussion and Analysis (MD&A) and this document are presented on an IFRS basis. We use the terms 

IFRS and Generally Accepted Accounting Principles (GAAP) interchangeably. We use a number of financial measures to assess our performance, as well 

as the performance of our operating businesses, including measures and ratios that are presented on a non-GAAP basis.  

Management considers both reported and adjusted results and measures useful in assessing underlying ongoing business performance. Adjusted results 

and measures remove certain specified items from revenue, non-interest expense and income taxes. Adjusted results and measures presented in this 

document are non-GAAP. Presenting results on both a reported basis and an adjusted basis permits readers to assess the impact of certain items on results 

for the periods presented, and to better assess results excluding those items that may not be reflective of ongoing business performance.  We believe that 

these non-GAAP amounts, measures and ratios, read together with our GAAP results, provide readers with a better understanding of how management 

assesses results.Non-GAAP amounts, measures and ratios do not have standardized meanings under GAAP. They are unlikely to be comparable to similar 

measures presented by other companies and should not be viewed in isolation from, or as a substitute for, GAAP results.   

Examples of non-GAAP amounts, measures or ratios include: efficiency and leverage ratios calculated using revenue presented net of CCPB; revenue and 

other measures presented on a taxable equivalent basis (teb); pre-provision pre-tax income; amounts presented net of applicable taxes; adjusted net 

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

impact of certain items such as acquisition and integration costs, amortization of acquisition-related intangible assets, impact of divestitures, restructuring 

costs and management of fair value changes on the purchase of Bank of the West. Bank of Montreal provides supplemental information on combined 

business segments to facilitate comparisons to peers.  

Certain information contained in BMO’s Third Quarter 2022 Management’s Discussion and Analysis dated August 30, 2022, for the period ended July 

31, 2022 (“Third Quarter 2022 MD&A”) is incorporated by reference into this document, including the Summary Quarterly Earnings Trend section in the 

Third Quarter 2022 MD&A. Quantitative reconciliations of non-GAAP and other financial measures to the most directly comparable financial measures 

in BMO’s financial statements for the period ended July 31, 2022, an explanation of how non-GAAP and other financial measures provide useful 

information to investors and any additional purposes for which management uses such measures, can be found in the Non-GAAP and Other Financial 

Measures section of the Third Quarter 2022 MD&A. Further information regarding the composition of our non-GAAP and other financial measures is 

provided in the Glossary of Financial Terms section of the Third Quarter 2022 MD&A. The Third Quarter 2022 MD&A is available on SEDAR at 

www.sedar.com and BMO’s Third Quarter 2022 Report to shareholders is available at bmo.com/investorrelations.  
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PRESENTATION 

John Aiken - Equity Analyst, Barclays 

Good morning, ladies and gentlemen. Next up, Tayfun Tuzun, Chief Financial Officer of Bank of Montreal. Tayfun, thank you very much for joining us. And as we just 

said, it's an absolute pleasure to see you in person. 

Tayfun Tuzun - Bank of Montreal - CFO 

Yes. Thank you. Thank you for inviting us, and it's great to be back after a 2-year hiatus. 

QUESTIONS AND ANSWERS 

John Aiken - Equity Analyst, Barclays 

Tayfun, before we get into the line of questioning, since this is the first time we've had you physically here since you joined Bank of Montreal, I was hoping to talk about 

what attracted you to the BMO platform because it is a little bit different than obviously what your previous employer was doing. 

Tayfun Tuzun - Bank of Montreal - CFO 

It is. Just as a reminder, I was at Fifth Third Bank in Cincinnati for 13 years and the last 7 as the CFO, great company. I had a wonderful time and many opportunities 

for professional growth. But BMO truly presented me with a significantly different step forward as the size of the company as well as the geographic scope and the 

business scope was very different. And having gone through many discussions with the management team, predominantly with Darryl, I also became very engaged in 

their strategic thinking because the summer before I joined the bank, there was a significant overhaul of the strategic plans, the long-term strategic plans. And I truly 

bought into their plans and it was a professional growth opportunity. And the last 2 years basically proved that it was a good move, and I have learned a lot, not only 

about the company, but about the Canadian economy and the Canadian industry structure, which tends to impact performance. It's a very different setup than the U.S. 

So I enjoyed my tenure so far at BMO. And I look forward to continuing the type of performance that we have displayed over the last 2 years in the future as well. 

John Aiken - Equity Analyst, Barclays 

Tayfun, going back to last quarter's results. Net interest income growth was quite impressive, at least from my standpoint. Can you talk about the drivers of this growth, 

both volume and margin expansion and provide an update in terms of what your outlook is going forward? 

Tayfun Tuzun - Bank of Montreal - CFO 

Yes. These days, when we speak about net interest income, the first thing that comes to our mind mostly relates to environmental factors to interest rates. But as much 

as interest rates play a role in how strong our net interest income grew over the past year. The more important point from my perspective is the results of the investments 

that we have made in the business over the past 4 or 5 quarters and how much they have impacted growth across the board. And net interest income is clearly one of 

those variables that moved very positively.  

Look, our margin story is very strong. We have been able to protect the downside very effectively post Covid. And it was a deliberate management strategy to stabilize 

the margin across the full interest rate cycle, and it worked very well. Our margin was very, very stable going back to Q4 2019 and onward. And that was a result of a 

very engaged hedging strategy. But now with interest rates moving up, the upside is coming more from the business side, the ability to maintain and grow spreads on 

the loan side, as well as very strong deposit spread reaction as a result of short-term rate increases. That involves, especially on the commercial side, our predominantly 

lead relationships and the ability to engage with the clients and not let pricing drive those relationships. So that gives you an ability to protect margins, spreads when 

they come under pressure. So that's working in our favor.  

Our asset sensitivity remains very much in the middle of the pack in Canada. When you combine the ability to protect the downside and also to leave room for 

improvement, our margin grew 16 basis points, excluding trading year-over-year and 10 basis points quarter-over-quarter. So that's an important element. But more 

importantly, the other variable, obviously, that determines net interest income is loan growth and we have seen loan growth on both sides of the border, 12% year-

over-year in Canada, 13% in the U.S. and even on a quarter basis, 4% in Canada, 2% in the U.S. These are very strong growth numbers. And they do reflect some of 

the macro environmental factors, but more so, they reflect the expanded sales force and growing client base. When you look at the subcomponents in our residential 

lending, which combines mortgages and HELOCs, grew 12% year-over-year, strong growth. We had 15% growth in business banking; credit cards, again, once again, 

are growing 19% year-over-year, 9% quarter-over-quarter. I'm giving these year-over-year and quarter-over-quarter numbers because they do reflect 

acceleration in some of these components, because credit cards, especially given more swipes from the consumers and a slowly increasing revolver balance is 

helping growth. Commercial was very strong year-over-year, 16% in Canada, 15% in the U.S. Relationships are expanding. Utilization rates are slowly moving up as 

well.  

So when you combine such a strong NIM performance with such strong loan growth, net interest income grew 22%, excluding trading year-over-year, 12%, 13% 

quarter-over-quarter. I have never seen in my 30 years of professional engagement in the banking industry a 22% growth in NII. So I will come back to the original 

statement that I made. It's not just because short term rates are rising and longer-term rates on an absolute basis are at a higher level. It's really a combination of some 

deliberate actions on our side combined with the macro factors. So that's the NII story.  

Our outlook on loan growth is still constructive. We can get into the macro issues because they are going to be impactful on the future path of loan growth, especially 

in 2023 and into 2024. But for now, we believe that both in Canada and the U.S., there is enough fundamental economic support for loan growth. And as such, net 

interest 
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income should have a very healthy path forward. I always have viewed NIM more as a derivative of net interest income and loan growth. So as such, we will continue 

to discuss NIM, obviously, the outlook for the short-term forward rates as well as the yield curve shape. 

John Aiken - Equity Analyst, Barclays 

And Tayfun, one of the interesting things with NIM and as you say, it's almost an overarching and almost too blunt metric, at least from my standpoint, because you 

don't really get all the details. Changing mix will positively or negatively affect everything else and things like that, but one of the really fascinating things that I've 

noticed this go around is in terms of deposits. And the fact is that even though we're now at a point where loan growth is a little bit outstripping deposit growth, it still 

remains very strong. What dynamics are you and the bank seeing that's driving this? And how are we going to be at some point down the road where suddenly deposit 

growth flattens out or lags loan growth to a certain degree? 

Tayfun Tuzun - Bank of Montreal - CFO 

And on that topic, there are differences between Canada and the U.S. There are differences in the way deposits are priced in this rising rate environment. There are also 

differences in the way growth is materializing. In Canada, for example, our year-over-year deposit growth was 9% and our quarter-over-quarter deposit growth was, I 

think, close to 4%, whereas in the U.S., we had a stable year-over-year performance and about a 2% decline in deposits quarter-over-quarter. And the outcome in Q3 

was very much in line with how we modeled and how we forecasted the right side of the balance sheet.  

The U.S., there is an element here, and this touches upon our NIM progress as well., we had very significant growth in deposits since pre-COVID, which tends to impact 

NIM positively, but also built significant liquidity in the U.S. And we continue to be less active in the U.S. in meeting some of the price competition. So we have enough 

liquidity despite strong loan growth so far, we have been able to use the existing funding stores. So we are a little bit behind maybe which is resulting in more stable 

outcomes in the U.S. But in the U.S., the advantage that we have on the other hand is deposit betas are a lot more dynamic in the U.S. So as rates are rising, spreads are 

widening more so when you think about our margin in the U.S., it was up, I think, 20 basis points quarter-over-quarter. That's a reflection of deposits.  

Going forward, and I'll stick with the U.S. for a moment; as you know, we built a national digital deposit gathering platform in the U.S. We have not turned that on yet. 

But as loan growth continues to remain strong, at one point, we will probably turn that on. So I suspect deposit growth and volumes will reflect that when we make that 

deliberate decision. In Canada, we had good liquidity in Canada. But as we move forward, we have already started growing deposits in Canada to support the strong 

loan growth, 12% year-over-year loan growth and continuing quarterly loan growth, we'll need some deposit funding.  

And naturally, as rates have risen, customers have a preference for term deposits now. And we are seeing some migration from non-maturity deposits into term and also 

additional growth in term. But it's not in large quantities or in large numbers. We only saw a 2% change in the percentage of term deposits as a percentage of the full 

pool, it's moving slowly. It's more visible today, but I think there will be a continued shift into term deposits in Canada. Although the profitability of the transactional 

deposits is higher, we still are benefiting from positive spreads even on term. And I think that deposit growth in Canada will be in more lockstep with loan growth.  

So a little bit of a delay in the U.S., continued growth in Canada. And I will add to that also, we have been very successful in growing market share in deposits. So in 

addition to macro factors, our ability to expand our presence in the deposit market is also helping us to keep a very healthy picture for liquidity in Canada. 

John Aiken - Equity Analyst, Barclays  

Fantastic. Can you provide an update in terms of Bank of the West, where the process stands but then also talk about just what was the impetus for the acquisition? What 

does it bring to your platform? 

Tayfun Tuzun - Bank of Montreal - CFO 

Yes. We continue to be very excited about the prospects. We are going through the regulatory process. And when we announced the transaction in December, we said 

our expectation is that we will be able to close this transaction in the first quarter of the new fiscal year, and that is still our assumption. You never get a confirmation on 

the regulatory side, you just have to watch the process. And I think both in the U.S. as well as in Canada, the regulatory teams are very closely engaged, and it appears 

to us that the process is moving forward.  

What we liked about Bank of the West, stepping back for a moment, we believe in scale. And therefore, it's been a long-term public stance here at BMO that growth in 

the U.S. to increase our scale was an important factor. And we're always interested in making sure that the strategic purpose of a prospective transaction is matched 

equally with the financial picture of that prospective transaction. And we were very happy to engage BNP in a conversation, and we were very happy that we ended up 

actually signing the agreement. It not only gives us sort of an immediate scale with the existing force that we bring to the table and that they bring to the table. There's a 

geographic element to this. California is the eighth largest economy in the world. It's a larger economy than the Canadian economy, it's right behind Germany.  Having 

a very concentrated presence in California gives us an immediate step into California. We have been actually very interested at BMO even before the transaction in 

putting more sales force on the ground in California. So this is an immediate entry.  

It is a company that is a very well-run company from a risk profile perspective. It matches our risk profile. And it has a very attractive deposit base. Like these days, we 

talk about deposits quite a bit. Their deposit base is even stronger than ours. It's a purely transactional base, and client relationships are very strong. They have a very 

good middle market banking franchise. And on top of it, we believe that we bring certain capabilities to them to lift their performance. No offense to how BNP ran the 

business, but we have some advantages in the way we utilize technology. We have a high-performing retail branch network, and we have a growth-oriented commercial 

bank in the U.S. And when you put the two organizations together, it is inevitable that from a revenue perspective, performance will lift, and we have made some 
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predictions in terms of our ability to create some revenue synergies, $450 million to $550 million in revenues. On top of the cost synergies that we announced, 35% cost 

savings is very impactful on the bottom line. And we're pretty confident that we will be able to achieve that.  

And this all happened when we significantly improved the existing BMO franchise’s performance in the U.S. So 5 years ago, the U.S. franchise was dilutive to the BMO 

franchise from an efficiency perspective and from a return perspective. Now it's at par. So now we basically are adding more scale to the U.S. And so the contribution 

to the consolidated BMO franchise is going to be significant. Our sales teams are very excited and so our counterparts at Bank of the West. We have been able to get 

together in over the past seven to eight months to chart the integration and conversion. So both sides are extremely excited. We're just waiting for the closing. 

John Aiken - Equity Analyst, Barclays  

Fantastic. I’ll pause here just to see if we have any questions from the audience. 

Unidentified Participant  

Thank you for the update. I just have a technical question. I mean how do you see duration performing in Canada? Because obviously, the way the mortgage market 

works and there's been a prepayment, when interest rates were lower, but depending on certain rates, the duration of the book… I mean you obviously said you’re 

winning deposits in order to match that duration. But I don't know if you have any comments around sort of the levels of which you get that convexity issue? 

Tayfun Tuzun - Bank of Montreal - CFO 

So I think your question touches upon mortgages, do I understand it right? It's a broader question than just mortgages. In terms of mortgages, look, we have the smallest 

percentage of mortgage loans on our balance sheet relative to other Canadian banks. We have a proprietary mortgage focused business strategy. So it's a relationship-

based approach. And from a growth perspective, we saw 7% growth in mortgages year-over-year, 3% quarter-over-quarter. Growth continues even in this environment 

and mostly due to the fact that, again, we've expanded the sales force over the past 5, 6 quarters, which is helping us grow mortgages. And we're growing it at a very sort 

of -- from a risk perspective, comfortable level. It's a combination of how we underwrite mortgage loans, what type of stress tests that we do at the time of underwriting 

and what the balance sheet looks like today. Canada is exposed to housing market challenges, but at the same time, the profile of the existing mortgage book lends itself 

to a significant amount of room before it really touches portfolio performance. And I can get into that later.  

In terms of growth, our expectation is that clearly, GDP growth is going to slow down into 2023. We're not yet expecting, our economics department is expecting growth 

down to low single digits, but not yet in negative territory. It could happen. We will continue to evaluate the macro events. It appears that from a rate outlook perspective, 

there is a gap that's appearing between Canada and the U.S. in the sense that I think the peak short-term interest rates in the U.S. are going to exceed the peak short-term 

interest rates in Canada. That should, on a relative basis, bode better for Canada and the Canadian economy. Unemployment continues to be very low, just like in the 

U.S. and Canada also is an economy has a little bit of an advantage with a more commodity heavy nature. And what we have seen so far on the ground today because 

Canada came out of the COVID restrictions a bit later, the growth profile right now is ahead of the U.S. We think that eventually will catch up.  

But although we are expecting slower loan growth into next year relative to the double-digit loan growth that we are seeing today. In my view, for the next year, year-

and-a-half, as it always has, loan growth tracks more to nominal GDP growth rather than real GDP growth. And if we believe that although inflation will come down, 

that decline will be slower. We should still see an above historical average loan growth next year, but below the current levels. We can get into the credit discussion 

beyond just growth prospects. That sort of is probably more of a commercial answer. On the consumer side, I think it's inevitable that mortgage growth will slow down. 

But I don't think that it's going to fall off significantly. And I also believe that our current strength in capturing some of the refi volumes should keep a pretty decent 

support in terms of the portfolio outstandings. And then we're also seeing some growth in HELOCs now. I mean, I think the environment is a better environment on the 

resi side to shift some of that growth from mortgages to HELOC. And then credit cards, in general, we're still below revolving balance percentages compared to pre-

COVID. So there's probably still some room there as well. 

Unidentified Participant  

Can you give us your view on private as well as the subprime mortgage lending that's going on in Canada? I understand that the specific banks have LTV ratios in 50% 

range across the board. But can you just give us your view on how you look at the subprime and the private lending to mortgages in Canada? And could we have your 

view on impacts to the economy from a ripple perspective just because of the 5-year resets? 

Tayfun Tuzun - Bank of Montreal - CFO 

So I mean, I'm going to answer the question from our perspective. Our average FICO score is 793 in our residential lending portfolio. And our current LTVs are, I think, 

below 50%. And as such, the downturn, we do have a significant amount of cushion that can absorb all of this expected downturn. In terms of private lending, I don't 

believe that the banking sector necessarily is going to feel an impact of the downturn. Canadian mortgages have a significantly different profile than U.S. mortgages. 

I've learned this over the last 2 years, watching the industry and watching performance. So I'm not going to give you an answer that's going to sort of be insightful in 

terms of private lending, non-bank lending in Canada, but we are quite positive even if we see -- and it's likely that we will see a double-digit downturn in housing prices. 

But even with that, that only takes you to a year ago where the housing prices were because there was such an increase. And fundamentally, immigration provides a 

significant support to housing and housing prices. In 2024, the Canadian government is targeting somewhere north of 400,000 people coming into the country. So the 

dynamics are quite different. Some of the concerns that we've always maintained in the U.S. with respect to non-bank mortgage lending, the subprime sections don't 

apply in Canada and especially in the banking sector and especially at Bank of Montreal. We don't have a subprime business. We are a very high prime focused company. 
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John Aiken - Equity Analyst, Barclays 

One of the topics for the Canadian banks around housing was the variable rate mortgages and how the interest rate hikes are impacting that. Can you talk about BMO's 

profile in terms of the variable mortgages and what do you expect over the next couple of years as those are having to be repriced? 

Tayfun Tuzun - Bank of Montreal - CFO 

Yes. I think at the moment, if you look at our portfolio composition, I think, 73%, 74% of our mortgages are fixed rate. And as you know, in Canada, variable rate 

mortgages are not quite the same as in the U.S. When rates go up, payments don't adjust, we change the amortization schedule and up until the maturity date, payment 

stays the same. Only 10% of our mortgages are coming up for renewal in the next 12 months. And so therefore, when you combine that with the rate stress that we use 

at the time of underwriting, testing the borrower's ability to pay higher rates, higher of 5.25% or customer rate plus 200, we are quite positive on the credit profile and 

we've looked at different layers of the portfolio. So as I said, only 10% of mortgages come up for renewal in the next 12 months, when you look at the FICO distribution 

and the LTV distribution, there's only $17 million left that is specific to borrowers who have below, I think, a 690 FICO score and an LTV above 70%. So the core risky 

part of the portfolio that would be subject to a potential rate shock is an extremely small portion of our mortgage book, our mortgage book is $136 billion. So we're 

talking about really miniscule numbers. And our historical performance in mortgages has been very, very strong. So when you put it all together, yes, there is going to 

be an element of stress on certain parts of the population, but we're quite comfortable with where we are and our ability to manage through this. 

John Aiken - Equity Analyst, Barclays 

Well, Tayfun in terms of obviously, the top line growth has been exemplary. And while we're expecting some headwinds, obviously, expectations are to grow. The other 

side of the argument, though, is expenses, inflation, and honestly, the stories that we're hearing about attracting and retaining talent. Can you talk about what your 

expectations are for expense growth moving forward and expectations for either operating leverage or efficiency depending on how you look at it? 

Tayfun Tuzun - Bank of Montreal - CFO 

So I'll start with operating leverage. We have a long-standing commitment to positive operating leverage. And we have, I think, for the past, I can't remember now, 

eleven quarters or so. The only quarter where we had negative operating leverage was this quarter and not on a run rate basis. I'm not making excuses, but there were 

two factors this quarter. One was a markdown in our leverage loan commitments and the other one was a severance charge. Outside those two, we would have had 

positive operating leverage. So that's just to reiterate our target level performance. And the reason for that is we still have a slight gap. Although our efficiency ratio has 

improved over 500 basis points in the last 5 years, there is still year-to-date, our efficiency ratio relative to our peers, there's still a 1% gap. So in the initial stage, our 

target is to move below the peer average.  

So having said that, this year, we've had, just like all the banks and all the other commercial companies, we felt the pressure of especially compensation inflation. And 

we are very focused on both retaining the talent, and over the past, as I mentioned, 7, 8 quarters, we have been very focused in growing talent in our company. That goes 

to the sales force as well as significantly to the technology IT side. But having said all of that, we still have managed our expenses, what I would describe within a very 

reasonable range. Our expense growth, including the impact of divestitures and excluding the impact of performance-based comp is still at 2.5%, 2.4% was, I think, the 

number in Q3. And we expect to maintain that. And that's been a combination of both a very tight control of expenses in the company on a discrete basis. But at the 

same time, we are seeing the positive impact of some of the investments that we have made that continue to improve the efficiency in our operations.  

One good aspect of that is in our retail business. As you know, the retail business consumes a lot of the compensation cost in the company. We have made significant 

improvement in sales to service ratio in our brand system, which helps obviously the revenue side, but which also helps the expense side. As we look forward now, given 

the fact that the revenue environment is going to be a bit different, assuming that there's a slowdown in the economy, we are being more cautious. The investments that 

we have made over the past 7, 8 quarters were the right investments at the right time. We are seeing the results. But now we need to be a bit more cautious in our 

expansion plan. So we'll slow that down, which will help expense control. We are also working very hard on both creating more efficiency in the way we generate 

technological improvements but also changing the timing of some of the technology projects as appropriate. Digital first is still our motto. But the ability to manage 

these two pressure points will enable us to continue to operate towards that positive operating leverage and optimistically still make more progress towards getting below 

the peer average in terms of the efficiency ratio. 

John Aiken - Equity Analyst, Barclays 

Tayfun, BMO has got a decided focus on commercial lending on both sides of the border. And we've seen the benefits of that from the growth that you pointed out. But 

I guess, in terms of an environment where expectations are for normalization on credit, what are the concerns moving forward if we do hit a modest recession? What are 

the expectations for the evolution of credit losses? And in terms of your stress testing, what are you seeing in your risk case scenarios that actually provide comfort for 

your level of allowances? 

Tayfun Tuzun - Bank of Montreal - CFO 

Yes. We are coming out of a very, very benign credit environment, and we are cognizant that is not going to last. And our expectation is that our impaired PCL will start 

moving up towards sort of the high teens, low 20s level. The one thing that I always tell people, when we talk about credit is -- we live in a cyclical business. We have 

learned to live in a cyclical business. Our business is about risk management. We don't underwrite loans and assume that these loans will be on our balance sheet only 

during the benign times. So therefore, at the time of underwriting and post underwriting, as you mentioned, stress tests are important to gauge, and we don't see a 

significant exposure even under stressed environments. Our portfolio has evolved significantly compared to, for example, 5 years ago, we have a more diverse commercial 
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portfolio. The percentage of investment-grade loans has gone up 10% in that time period. And of the loans that are below investment grade, 90% plus of them are 

collateralized. What gives us comfort is the fact that we are the lead bank in 90%+ of our relationships. We know the customer well. In most cases, these are long-term 

relationships. And that gives us both the comfort that we are reading their business appropriately in assessing the risk as well as our ability to work with them when there 

are inadvertently tougher times.  

What changes most in these types of cycles is where growth is coming from, so away from credit in terms of the shape of growth going forward. In the past couple of 

years, commercial real estate, sponsor funding, they were strengths in providing some support for growth. I suspect that as we move forward into the next phase of the 

business cycle, you will see more growth in asset-based lending. You will see more growth in credit lines to support working capital. I think we expect auto floor lending, 

for example, to sort of slowly pick up from it is. So the nature of the portfolio growth will change. But we've had 7 quarters in a row of positive credit migration in the 

commercial book, 11 quarters in the consumer book. Those trends don't reverse very quickly. And so when you consider from where we started 7 quarters ago in 

commercial 11 quarters ago in consumer, the profile has changed significantly. Even if there are some weaknesses in the portfolio, we still have a lot of room before we 

start seeing best levels of credit performance. And our historical performance in general would indicate that we are very good underwriters, and we are very good risk 

managers and as such, we feel pretty strongly. 

John Aiken- Equity Analyst, Barclays 

Unfortunately, we are at time, so we are going to have to call it there. 

Tayfun Tuzun - Bank of Montreal – CFO 

Thank you for having us. 

 


