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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

 (Mark One)

ýQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the quarterly period ended June 30, 2017 

oTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF1934
For the transition period from                      to                     
Commission File Number 1-11689 

Fair Isaac Corporation
(Exact name of registrant as specified in its charter)

Delaware 94-1499887
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

181 Metro Drive, Suite 700
San Jose, California 95110-1346

(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including area code: 408-535-1500

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90
days.    Yes  ý    No  o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    Yes  ý    No  o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large Accelerated FilerýAccelerated Filer o
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Non-Accelerated Filer oSmaller Reporting Company o

Emerging Growth Company o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    ¨  Yes    ý  No
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
The number of shares of common stock outstanding on July 14, 2017 was 30,630,135 (excluding 58,226,648 shares
held by us as treasury stock).
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PART I – FINANCIAL INFORMATION
Item 1. Financial Statements
FAIR ISAAC CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

June 30,
2017

September 30,
2016

(In thousands, except par value data)
Assets
Current assets:
Cash and cash equivalents $ 130,667 $ 75,926
Accounts receivable, net 140,265 167,786
Prepaid expenses and other current assets 51,033 23,926
Total current assets 321,965 267,638
Marketable securities available for sale 13,049 11,016
Other investments 11,697 10,920
Property and equipment, net 42,143 45,122
Goodwill 799,791 798,415
Intangible assets, net 23,582 33,619
Deferred income taxes 40,856 47,598
Other assets 5,271 6,348
Total assets $ 1,258,354 $ 1,220,676
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $ 16,673 $ 22,952
Accrued compensation and employee benefits 62,616 71,216
Other accrued liabilities 30,708 27,780
Deferred revenue 65,028 47,129
Current maturities on debt 224,000 77,000
Total current liabilities 399,025 246,077
Long-term debt 387,767 493,624
Other liabilities 38,807 34,147
Total liabilities 825,599 773,848
Commitments and contingencies
Stockholders’ equity:
Preferred stock ($0.01 par value; 1,000 shares authorized; none issued and
outstanding) — —

Common stock ($0.01 par value; 200,000 shares authorized, 88,857 shares issued
and 30,720 and 30,935 shares outstanding at June 30, 2017 and September 30,
2016, respectively)

307 309

Paid-in-capital 1,175,118 1,185,076
Treasury stock, at cost (58,137 and 57,922 shares at June 30, 2017 and September
30, 2016, respectively) (2,229,984 ) (2,136,760 )

Retained earnings 1,562,188 1,475,214
Accumulated other comprehensive loss (74,874 ) (77,011 )
Total stockholders’ equity 432,755 446,828
Total liabilities and stockholders’ equity $ 1,258,354 $ 1,220,676

See accompanying notes.
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FAIR ISAAC CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(Unaudited)

Quarter Ended June
30,

Nine Months Ended
June 30,

2017 2016 2017 2016
(In thousands, except per share data)

Revenues:
Transactional and maintenance $166,695 $153,886 $481,604 $451,701
Professional services 43,871 44,304 128,698 117,798
License 20,420 40,588 68,662 76,033
Total revenues 230,986 238,778 678,964 645,532
Operating expenses:
Cost of revenues * 69,793 66,384 211,921 190,875
Research and development 27,839 26,417 80,644 75,896
Selling, general and administrative * 84,089 87,172 255,534 243,511
Amortization of intangible assets * 3,365 3,486 9,997 10,573
Restructuring and acquisition-related 4,471 — 4,471 —
Total operating expenses 189,557 183,459 562,567 520,855
Operating income 41,429 55,319 116,397 124,677
Interest expense, net (6,653 ) (6,781 ) (19,403 ) (20,320 )
Other income, net 555 1,752 128 1,853
Income before income taxes 35,331 50,290 97,122 106,210
Provision for income taxes 10,104 15,303 8,910 28,866
Net income 25,227 34,987 88,212 77,344
Other comprehensive income (loss):
Foreign currency translation adjustments 10,395 (14,156 ) 2,137 (21,180 )
Comprehensive income $35,622 $20,831 $90,349 $56,164
Earnings per share:
Basic $0.82 $1.12 $2.85 $2.48
Diluted $0.78 $1.08 $2.73 $2.39
Shares used in computing earnings per share:
Basic 30,914 31,149 30,973 31,201
Diluted 32,224 32,313 32,340 32,337

* Cost of revenues and selling, general and administrative expenses exclude the amortization of intangible assets. See
Note 5.
See accompanying notes.
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FAIR ISAAC CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
(Unaudited)
(In thousands, except per share data)

Common Stock Retained
Earnings

Accumulated Other
Comprehensive
Loss

Total
Stockholders’
EquityShares Par ValuePaid-in-CapitalTreasury Stock

Balance at September 30,
2016 30,935 $ 309 $ 1,185,076 $ (2,136,760 ) $1,475,214 $ (77,011 ) $ 446,828

Share-based compensation — — 43,546 — — — 43,546
Issuance of treasury stock
under employee stock
plans

731 7 (53,504 ) 27,285 — — (26,212 )

Repurchases of common
stock (946 ) (9 ) — (120,509 ) — — (120,518 )

Dividends paid — — — — (1,238 ) — (1,238 )
Net income — — — — 88,212 — 88,212
Foreign currency
translation adjustments — — — — — 2,137 2,137

Balance at June 30, 2017 30,720 $ 307 $ 1,175,118 $ (2,229,984 ) $1,562,188 $ (74,874 ) $ 432,755
See accompanying notes.
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FAIR ISAAC CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Nine Months Ended June 30,
2017 2016
(In thousands)

Cash flows
from operating
activities:
Net income $88,212 $77,344
Adjustments to
reconcile net
income to net
cash provided
by operating
activities:
Depreciation
and
amortization

27,427 23,127

Share-based
compensation 43,546 41,704

Deferred
income taxes (2 ) (455 )

Tax effect from
share-based
payment
arrangements

— 15,704

Provision for
doubtful
accounts, net

1,388 1,305

Net loss on
sales of
property and
equipment

26 —

Changes in
operating assets
and liabilities:
Accounts
receivable 25,605 (3,184 )

Prepaid
expenses and
other assets

(26,171 ) 14,306

Accounts
payable (5,432 ) (1,635 )

Accrued
compensation
and employee
benefits

(8,317 ) 2,556

Other liabilities 5,838 (1,166 )
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Deferred
revenue 19,303 8,119

Net cash
provided by
operating
activities

171,423 177,725

Cash flows
from investing
activities:
Purchases of
property and
equipment

(14,792 ) (12,541 )

Cash paid for
acquisitions,
net of cash
acquired

— (5,683 )

(Purchase of)
distribution
from cost
method
investees

(777 ) 37

Net cash used
in investing
activities

(15,569 ) (18,187 )

Cash flows
from financing
activities:
Proceeds from
revolving line
of credit

98,000 49,000

Payments on
revolving line
of credit

(57,000 ) (56,000 )

Proceeds from
issuance of
treasury stock
under employee
stock plans

13,112 8,356

Taxes paid
related to net
share
settlement of
equity awards

(39,324 ) (28,544 )

Dividends paid (1,238 ) (1,869 )
Repurchases of
common stock

(116,341

If an investment in a note is treated as a constructive ownership transaction, it is
not clear to what extent any long-term capital gain of a United States holder in
respect of the note will be recharacterized as ordinary income. It is possible, for
example, that the amount of the Excess Gain (if any) that would be recharacterized
as ordinary income in respect of the note will equal the excess of (i) any long-term
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capital gain recognized by the United States holder in respect of the note and
attributable to Section 1260 Financial Assets, over (ii) the “net underlying long-term
capital gain” (as defined in Section 1260 of the Code) such United States holder
would have had if such United States holder had acquired an amount of the
corresponding Section 1260 Financial Assets at fair market value on the original
issue date for an amount equal to the portion of the issue price of the note
attributable to the corresponding Section 1260 Financial Assets and sold such
amount of Section 1260 Financial Assets upon the date of sale, exchange, or
settlement of the note at fair market value (and appropriately taking into account
any leveraged upside exposure). To the extent any gain is treated as long-term
capital gain after application of the recharacterization rules of Section 1260 of the
Code, such gain would be subject to U.S. federal income tax at the rates that would
have been applicable to the net underlying long-term capital gain. United States
holders should consult their tax advisors regarding the potential application of
Section 1260 of the Code to an investment in the note.

Under Section 1260 of the Code, there is a presumption that the net underlying
long-term capital gain is zero (with the result that the recharacterization and
interest charge described above would apply to all of the gain from the notes that
otherwise would have been long-term capital gain), unless the contrary is
demonstrated by clear and convincing evidence. Holders will be responsible for
obtaining information necessary to determine the net underlying long-term capital
gain with respect to the corresponding Section 1260 Financial Assets, as we do not
intend to supply holders with such information. Holders should consult with their
tax advisor regarding the application of the constructive ownership transaction to
their notes and the calculations necessary to comply with Section 1260 of the
Code.

Alternative Treatments

Alternative tax treatments of the notes are also possible and the Internal Revenue
Service might assert that a treatment other than that described above is more
appropriate. For example, it would be possible to treat the notes, and the Internal
Revenue Service might assert that the notes should be treated, as a single debt
instrument. Such a debt instrument would be subject to the special tax rules
governing contingent payment debt instruments. If the notes are so treated, a
United States holder would generally be required to accrue interest currently over
the term of the notes irrespective of the contingent interest payments, if any, paid
on the notes. In addition, any gain a United States holder might recognize upon the
sale or maturity of the notes would be ordinary income and any loss recognized by
a holder at such time would be ordinary loss to the extent of interest that same
holder included in income in the current or previous taxable years in respect of the
notes, and thereafter, would be capital loss.
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Because of the absence of authority regarding the appropriate tax characterization
of the notes, it is also possible that the Internal Revenue Service could seek to
characterize the notes in a manner that results in other tax consequences that are
different from those described above. For example, the Internal Revenue Service
could possibly assert that any gain or loss that a holder may recognize upon the
sale or maturity of the notes should be treated as ordinary gain or loss.

PS-30
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The Internal Revenue Service has released a notice that may affect the taxation of
holders of the notes. According to the notice, the Internal Revenue Service and the
Treasury Department are actively considering whether the holder of an instrument
such as the notes should be required to accrue ordinary income on a current basis
irrespective of any interest payments, and they sought taxpayer comments on the
subject. It is not possible to determine what guidance they will ultimately issue, if
any. It is possible, however, that under such guidance, holders of the notes will
ultimately be required to accrue income currently irrespective of any interest
payments and this could be applied on a retroactive basis. The Internal Revenue
Service and the Treasury Department are also considering other relevant issues,
including whether additional gain or loss from such instruments should be treated
as ordinary or capital and whether the special “constructive ownership rules” of
Section 1260 of the Code might be applied to such instruments. Holders are urged
to consult their tax advisors concerning the significance, and the potential impact,
of the above considerations. We intend to treat the notes for U.S. federal income
tax purposes in accordance with the treatment described in this pricing supplement
unless and until such time as the Treasury Department and Internal Revenue
Service determine that some other treatment is more appropriate.

Backup Withholding and Information Reporting

Please see the discussion under “United States Federal Income Taxation—Other
Considerations—Backup Withholding and Information Reporting” in the
accompanying prospectus for a description of the applicability of the backup
withholding and information reporting rules to payments made on your notes.

Non-United States Holders

The notes are not intended for purchase by any investor that is not a United States
person, as that term is defined for U.S. federal income tax purposes, and no dealer
may make offers of the notes to any such investor. Notwithstanding this intended
restriction on purchases, the following discussion applies to non-United States
holders of the notes. A non-United States holder is a beneficial owner of a note
that, for U.S. federal income tax purposes, is a non-resident alien individual, a
foreign corporation, or a foreign estate or trust.
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While the U.S. federal income tax treatment of the notes (including proper
characterization of the contingent interest payments for U.S. federal income tax
purposes) is uncertain, U.S. federal income tax at a 30% rate (or at a lower rate
under an applicable income tax treaty) will be withheld in respect of the contingent
interest payments paid to a non-United States holder unless such payments are
effectively connected with the conduct by the non-United States holder of a trade
or business in the U.S. (in which case, to avoid withholding, the non-United States
holder will be required to provide a Form W-8ECI). We will not pay any additional
amounts in respect of such withholding. To claim benefits under an income tax
treaty, a non-United States holder must obtain a taxpayer identification number and
certify as to its eligibility under the appropriate treaty’s limitations on benefits
article, if applicable (which certification may generally be made on a Form
W-8BEN or W-8BEN-E, or a substitute or successor form). In addition, special
rules may apply to claims for treaty benefits made by corporate non-United States
holders. A non-United States holder that is eligible for a reduced rate of U.S.
federal withholding tax pursuant to an income tax treaty may obtain a refund of
any excess amounts withheld by filing an appropriate claim for refund with the
Internal Revenue Service. The availability of a lower rate of withholding or an
exemption from withholding under an applicable income tax treaty will depend on
the proper characterization of the contingent interest payments under U.S. federal
income tax laws and whether such treaty rate or exemption applies to such
payments. No assurance can be provided on the proper characterization of the
contingent interest payments for U.S. federal income tax purposes and,
accordingly, no assurance can be provided on the availability of benefits under any
income tax treaty. Non-United States holders must consult their tax advisors in this
regard.

Except as discussed below, a non-United States holder will generally not be subject
to U.S. federal income or withholding tax on any gain (not including for the
avoidance of doubt any amounts properly attributable to any interest which would
be subject to the rules discussed in the previous paragraph) upon the sale or
maturity of the notes, provided that (i) the holder complies with any applicable
certification requirements (which certification may generally be made on a Form
W-8BEN or W-8BEN-E, or a substitute or successor form), (ii) the payment is not
effectively connected with the conduct by the holder of a U.S. trade or business,
and (iii) if the holder is a non-resident alien individual, such holder is not present in
the U.S. for 183 days or more during the taxable year of the sale or maturity of the
notes. In the case of (ii) above, the holder generally would be subject to U.S.
federal income tax with respect to any income or gain in the same manner as if the
holder were a United States holder and, in the case of a holder that is a corporation,
the holder may also be subject to a branch profits tax equal to 30% (or such lower
rate provided by an applicable U.S. income tax treaty) of a portion of its earnings
and profits for the taxable year that are effectively connected with its conduct of a
trade or business in the U.S., subject to certain adjustments. Payments made to a
non-United States holder may be subject to information reporting and to backup
withholding unless the holder complies with applicable certification and
identification requirements as to its foreign status.
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A “dividend equivalent” payment is treated as a dividend from sources within the
U.S. and such payments generally would be subject to a 30% U.S. withholding tax
if paid to a non-United States holder. Under U.S. Treasury Department regulations,
payments (including deemed payments) with respect to equity-linked instruments
(“ELIs”) that are “specified ELIs” may be treated as dividend equivalents if such
specified ELIs reference an interest in an “underlying security,” which is generally
any interest in an entity taxable as a corporation for U.S. federal income tax
purposes if a payment with respect to such interest could give rise to a U.S. source
dividend. Internal Revenue Service guidance provides that withholding on
dividend equivalent payments will apply to specified ELIs that are delta-one
instruments issued on or after January 1, 2017 and to all specified ELIs issued on
or after January 1, 2021. Because the delta of the notes with respect to the Index
will be one, dividend equivalent payments will be subject to withholding. Although
unlikely, the potential exists for dividend equivalent payments on the notes to
exceed the interest paid. If that were the case, U.S. federal income tax at a 30% rate
may be withheld in respect of other payments on the notes and a non-U.S. holder of
the notes may be liable for additional U.S. federal income tax at a 30% rate on the
difference between the dividend equivalent payments and the interest paid. We (or
the applicable paying agent) are entitled to withhold taxes on any payments treated
as dividend equivalents without being required to pay any additional amounts with
respect to amounts so withheld.

As discussed above, alternative characterizations of the notes for U.S. federal
income tax purposes are possible. Should an alternative characterization, by reason
of change or clarification of the law, by regulation or otherwise, cause payments as
to the notes to become subject to withholding tax in addition to the withholding tax
described above, we will withhold tax at the applicable statutory rate. The Internal
Revenue Service has also indicated that it is considering whether income in respect
of instruments such as the notes should be subject to withholding tax. Prospective
investors should consult their own tax advisors in this regard.

Foreign Account Tax Compliance Act

The Foreign Account Tax Compliance Act imposes a 30% U.S. withholding tax on
certain U.S. source payments, including interest (and OID), dividends, other fixed
or determinable annual or periodical gain, profits, and income, and on the gross
proceeds from a disposition of property of a type which can produce U.S. source
interest or dividends (“Withholdable Payments”), if paid to a foreign financial
institution (including amounts paid to a foreign financial institution on behalf of a
holder), unless such institution enters into an agreement with the Treasury
Department to collect and provide to the Treasury Department substantial
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information regarding U.S. account holders, including certain account holders that
are foreign entities with U.S. owners, with such institution. A note may constitute
an account for these purposes. The legislation also generally imposes a withholding
tax of 30% on Withholdable Payments made to a non-financial foreign entity
unless such entity provides the withholding agent with a certification that it does
not have any substantial U.S. owners or a certification identifying the direct and
indirect substantial U.S. owners of the entity.

The U.S. Treasury Department and the Internal Revenue Service have announced
that withholding on payments of gross proceeds from a sale or redemption of the
notes will only apply to payments made after December 31, 2018. However,
recently proposed regulations eliminate the requirement of withholding on gross
proceeds from the sale or disposition of financial instruments. The U.S. Treasury
Department has indicated that taxpayers may rely on these proposed regulations
pending their finalization. If we determine withholding is appropriate with respect
to the notes, we will withhold tax at the applicable statutory rate, and we will not
pay any additional amounts in respect of such withholding. Account holders
subject to information reporting requirements pursuant to the Foreign Account Tax
Compliance Act may include holders of the notes. Foreign financial institutions
and non-financial foreign entities located in jurisdictions that have an
intergovernmental agreement with the United States governing the Foreign
Account Tax Compliance Act may be subject to different rules. Holders are urged
to consult with their own tax advisors regarding the possible implications of this
legislation on their investment in the notes.

PS-32
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Use of Proceeds and Hedging

We will use the net proceeds we receive from the sale of the notes for the purposes
we describe in the accompanying prospectus and the accompanying prospectus
supplement under “Use of Proceeds.” We or our affiliates may also use those
proceeds in transactions intended to hedge our respective obligations under the
notes as described below.

We or our affiliates expect to enter into hedging transactions involving, among
other transactions, purchases or sales of one or more of the Reference Funds, or
listed or over-the-counter options, futures and other instruments linked to the Index
and/or the Reference Funds. In addition, from time to time after we issue the notes,
we or our affiliates expect to enter into additional hedging transactions and to
unwind those we have entered into in connection with the notes. Consequently,
with regard to the notes, we or our affiliates from time to time expect to acquire or
dispose of the Reference Funds or positions in listed or over-the-counter options,
futures or other instruments linked to one or more of the Index and/or the
Reference Funds.

We or our affiliates may acquire a long position in securities similar to the notes
from time to time and may, in our or their sole discretion, hold, resell or repurchase
those securities.

In the future, we or our affiliates expect to close out hedge positions relating to the
notes and possibly relating to other securities or instruments with returns linked to
the Index. We expect these steps to involve sales of instruments linked to the Index
on or shortly before the Valuation Dates. These steps may also involve transactions
of the type contemplated above. Notwithstanding the above, we are permitted to
and may choose to hedge in any manner not stated above; similarly, we may elect
not to enter into any such transactions. Investors will not have knowledge about
our hedging positions.

We have no obligation to engage in any manner of hedging activity and will do so
solely at our discretion and for our own account. No holder of any notes will have
any rights or interest in our hedging activity or any positions we or any
counterparty may take in connection with our hedging activity.
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SUPPLEMENTAL PLAN OF DISTRIBUTION (CONFLICTS OF
INTEREST)

We, either ourselves or through BMOCM as agent, have entered into an
arrangement with Raymond James, whereby Raymond James will act as an agent
in connection with the distribution of the notes. Such distribution may occur on or
subsequent to the Issue Date. The notes sold by Raymond James to investors were
offered at the issue price of $1,000 per note. Raymond James will receive the
compensation set forth on the cover page of this pricing supplement. Raymond
James will also receive licensing fees for the use of the Index in connection with
this offering, as described in “Description of the Index—License Agreement.”

We own, directly or indirectly, all of the outstanding equity securities of BMOCM,
the agent for this offering. In accordance with FINRA Rule 5121, BMOCM may
not make sales in this offering to any of its discretionary accounts without the prior
written approval of the customer.

You should not construe the offering of the notes as a recommendation of the
merits of acquiring an investment linked to the Index or investment advice, or as to
the suitability of an investment in the notes.

We will deliver the notes on a date that is greater than two business days following
the pricing date. Under Rule 15c6-1 of the Securities Exchange Act of 1934, trades
in the secondary market generally are required to settle in two business days,
unless the parties to any such trade expressly agree otherwise. Accordingly,
purchasers who wish to trade the notes more than two business days prior to the
issue date will be required to specify alternative settlement arrangements to prevent
a failed settlement.

BMOCM may, but is not obligated to, make a market in the notes. BMOCM will
determine any secondary market prices that it is prepared to offer in its sole
discretion.

We may use this pricing supplement in the initial sale of the notes. In addition,
BMOCM or another of our affiliates may use this pricing supplement in
market-making transactions in any notes after their initial sale. Unless BMOCM or

Edgar Filing: FAIR ISAAC CORP - Form 10-Q

19



we inform you otherwise in the confirmation of sale, this pricing supplement is
being used by BMOCM in a market-making transaction.

No Prospectus (as defined in Directive 2003/71/EC (as amended, the “Prospectus
Directive”)) will be prepared in connection with the notes. Accordingly, the notes
may not be offered to the public in any member state of the European Economic
Area (the “EEA”), and any purchaser of the notes who subsequently sells any of the
notes in any EEA member state must do so only in accordance with the
requirements of the Prospectus Directive, as implemented in that member state.

The notes are not intended to be offered, sold or otherwise made available to, and
should not be offered, sold or otherwise made available to, any retail investor in the
EEA. For these purposes, the expression “offer" includes the communication in any
form and by any means of sufficient information on the terms of the offer and the
notes to be offered so as to enable an investor to decide to purchase or subscribe
the notes, and a “retail investor” means a person who is one (or more) of: (a) a retail
client, as defined in point (11) of Article 4(1) of Directive 2014/65/EU (as
amended, “MiFID II”); or (b) a customer, within the meaning of Insurance
Distribution Directive 2016/97/EU, as amended, where that customer would not
qualify as a professional client as defined in point (10) of Article 4(1) of MiFID II;
or (c) not a qualified investor as defined in the Prospectus Directive. Consequently,
no key information document required by Regulation (EU) No 1286/2014 (as
amended, the “PRIIPs Regulation”) for offering or selling the notes or otherwise
making them available to retail investors in the EEA has been prepared, and
therefore, offering or selling the notes or otherwise making them available to any
retail investor in the EEA may be unlawful under the PRIIPs Regulation.

PS-34
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Additional Information Relating to the Estimated Initial Value of the Notes

Our estimated initial value of the notes that is set forth on the cover page of this
pricing supplement equals the sum of the values of the following hypothetical
components:

·a fixed-income debt component with the same tenor as the notes, valued using ourinternal funding rate for structured notes; and
· one or more derivative transactions relating to the economic terms of the notes.

The internal funding rate used in the determination of the initial estimated value
generally represents a discount from the credit spreads for our conventional
fixed-rate debt. The value of these derivative transactions are derived from our
internal pricing models. These models are based on interest rates and other factors.
As a result, the estimated initial value of the notes on the pricing date was
determined based on market conditions on the pricing date.

PS-35
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Employee Retirement Income Security Act

A fiduciary of a pension, profit-sharing or other employee benefit plan subject to
the U.S. Employee Retirement Income Security Act of 1974, as amended (“ERISA”)
(each, a “Plan”), should consider the fiduciary standards of ERISA in the context of
the Plan’s particular circumstances before authorizing an investment in the notes.
Among other factors, the fiduciary should consider whether the investment would
satisfy the prudence and diversification requirements of ERISA and would be
consistent with the documents and instruments governing the Plan, and whether the
investment would involve a prohibited transaction under ERISA or the Code.

Section 406 of ERISA and Section 4975 of the Code prohibit Plans, as well as
individual retirement accounts, Keogh plans, and any other plans that are subject to
Section 4975 of the Code (also “Plans”), from engaging in certain transactions
involving “plan assets” with persons who are “parties in interest” under ERISA or
“disqualified persons” under the Code with respect to the Plan. A violation of these
prohibited transaction rules may result in excise tax or other liabilities under
ERISA or the Code for those persons, unless exemptive relief is available under an
applicable statutory, regulatory or administrative exemption. Employee benefit
plans that are governmental plans (as defined in Section 3(32) of ERISA), certain
church plans (as defined in Section 3(33) of ERISA) and non-U.S. plans (as
described in Section 4(b)(4) of ERISA) (“Non-ERISA Arrangements”) are not
subject to the requirements of Section 406 of ERISA or Section 4975 of the Code
but may be subject to similar provisions under applicable federal, state, local,
non-U.S., or other laws (“Similar Laws”).

The acquisition of notes by a Plan or any entity whose underlying assets include
“plan assets” by reason of any Plan’s investment in the entity (a “Plan Asset Entity”)
with respect to which we or certain of our affiliates is or becomes a party in interest
or disqualified person may result in a prohibited transaction under ERISA or
Section 4975 of the Code, unless the notes are acquired pursuant to an applicable
exemption. The U.S. Department of Labor has issued five prohibited transaction
class exemptions, or “PTCEs,” that may provide exemptive relief if required for
direct or indirect prohibited transactions that may arise from the purchase or
holding of notes. These exemptions are PTCE 84-14 (for certain transactions
determined by independent qualified professional asset managers), PTCE 90-1 (for
certain transactions involving insurance company pooled separate accounts), PTCE
91-38 (for certain transactions involving bank collective investment funds), PTCE
95-60 (for transactions involving certain insurance company general accounts), and
PTCE 96-23 (for transactions managed by in-house asset managers). In addition,
ERISA Section 408(b)(17) and Section 4975(d)(20) of the Code provide an
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exemption for the purchase and sale of securities offered hereby, provided that
neither the issuer of notes offered hereby nor any of its affiliates have or exercise
any discretionary authority or control or render any investment advice with respect
to the assets of any Plan involved in the transaction, and provided further that the
Plan pays no more and receives no less than “adequate consideration” in connection
with the transaction (the “Service Provider Exemption”). Any Plan fiduciary relying
on the Service Provider Exemption and purchasing the notes on behalf of a Plan
must initially make a determination that (x) the Plan is paying no more than, and is
receiving no less than, “adequate consideration” in connection with the transaction
and (y) neither we nor any of our affiliates directly or indirectly exercises any
discretionary authority or control or renders investment advice with respect to the
assets of the Plan which such fiduciary is using to purchase, both of which are
necessary preconditions to reliance on the Service Provider Exemption. If we or
any of our affiliates provides fiduciary investment management services with
respect to a Plan’s acquisition of the notes, the Service Provider Exemption may not
be available, and in that case, other exemptive relief would be required as
precondition for purchasing the notes. Any Plan fiduciary considering reliance on
the Service Provider Exemption is encouraged to consult with counsel regarding
the availability of the exemption. There can be no assurance that any of the
foregoing exemptions will be available with respect to any particular transaction
involving the notes, or that, if an exemption is available, it will cover all aspects of
any particular transaction.

Because we or our affiliates may be considered to be a party in interest with respect
to many Plans, the notes may not be purchased, held or disposed of by any Plan,
unless such purchase, holding or disposition is eligible for exemptive relief,
including relief available under PTCE 96-23, 95-60, 91-38, 90-1, or 84-14 or the
Service Provider Exemption, or such purchase, holding or disposition is not
otherwise prohibited. Except as otherwise set forth in any applicable pricing
supplement, by its purchase of any notes, each purchaser (whether in the case of
the initial purchase or in the case of a subsequent transferee) will be deemed to
have represented and agreed by its purchase and holding of the notes offered
hereby that either (i) it is not and for so long as it holds a note, it will not be a Plan,
a Plan Asset Entity, or a Non-ERISA Arrangement, or (ii) its purchase and holding
of the notes will not constitute or result in a non-exempt prohibited transaction
under Section 406 of ERISA or Section 4975 of the Code or, in the case of such a
Non-ERISA Arrangement, under any Similar Laws.

In addition, any purchaser that is a Plan or a Plan Asset Entity or that is acquiring
the notes on behalf of a Plan or a Plan Asset Entity, including any fiduciary
purchasing on behalf of a Plan or Plan Asset entity, will be deemed to have
represented, in its corporate and its fiduciary capacity, by its purchase and holding
of the notes that (a) neither we nor any of our respective affiliates or agents are a
“fiduciary” (under Section 3(21) of ERISA), or under any final or proposed
regulations thereunder, or with respect to a non-ERISA Arrangement under any
Similar Laws with respect to the acquisition, holding or disposition of the notes, or
as a result of any exercise by us or our affiliates or agents of any rights in
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connection with the notes, (b) no advice provided by us or any of our affiliates or
agents has formed a primary basis for any investment decision by or on behalf of
such purchaser in connection with the notes and the transactions contemplated with
respect to the notes, and (c) such purchaser recognizes and agrees that any
communication from us or any of our affiliates or agents to the purchaser with
respect to the notes is not intended by us or any of our affiliates or agents to be
impartial investment advice and is rendered in our or our affiliates’ or agents’
capacity as a seller of such notes and not a fiduciary to such purchaser.
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Due to the complexity of these rules and the penalties that may be imposed upon
persons involved in non-exempt prohibited transactions, it is important that
fiduciaries or other persons considering purchasing notes on behalf of or with the
assets of any Plan, a Plan Asset Entity or Non-ERISA Arrangement consult with
their counsel regarding the availability of exemptive relief under any of the PTCEs
listed above, the Service Provider Exemption or the potential consequences of any
purchase or holding under Similar Laws, as applicable. Purchasers of notes have
exclusive responsibility for ensuring that their purchase and holding of notes do not
violate the fiduciary or prohibited transaction rules of ERISA or the Code or any
similar provisions of Similar Laws. The sale of any notes to a Plan, Plan Asset
Entity or Non-ERISA Arrangement is in no respect a representation by us or any of
our affiliates or representatives that such an investment meets all relevant legal
requirements with respect to investments by any such Plans, Plan Asset Entities or
Non-ERISA Arrangements generally or any particular Plan, Plan Asset Entity or
Non-ERISA Arrangement or that such investment is appropriate for such Plans,
Plan Asset Entities or Non-ERISA Arrangements generally or any particular Plan,
Plan Asset Entity or Non-ERISA Arrangement.

VALIDITY OF THE NOTES

In the opinion of Osler, Hoskin & Harcourt LLP, the issue and sale of the notes has
been duly authorized by all necessary corporate action of the Bank in conformity
with the Senior Indenture, and when this pricing supplement has been attached to,
and duly notated on, the master note that represents the notes, the notes will have
been validly executed and issued and, to the extent validity of the notes is a matter
governed by the laws of the Province of Ontario, or the laws of Canada applicable
therein, and will be valid obligations of the Bank, subject to the following
limitations (i) the enforceability of the Senior Indenture may be limited by the
Canada Deposit Insurance Corporation Act (Canada), the Winding-up and
Restructuring Act (Canada) and bankruptcy, insolvency, reorganization,
receivership, moratorium, arrangement or winding-up laws or other similar laws
affecting the enforcement of creditors’ rights generally; (ii) the enforceability of the
Senior Indenture may be limited by equitable principles, including the principle
that equitable remedies such as specific performance and injunction may only be
granted in the discretion of a court of competent jurisdiction; (iii) pursuant to the
Currency Act (Canada) a judgment by a Canadian court must be awarded in
Canadian currency and that such judgment may be based on a rate of exchange in
existence on a day other than the day of payment; and (iv) the enforceability of the
Senior Indenture will be subject to the limitations contained in the Limitations Act,
2002 (Ontario), and such counsel expresses no opinion as to whether a court may
find any provision of the Senior Debt Indenture to be unenforceable as an attempt
to vary or exclude a limitation period under that Act. This opinion is given as of the
date hereof and is limited to the laws of the Provinces of Ontario and the federal
laws of Canada applicable thereto. In addition, this opinion is subject to customary
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assumptions about the Trustee’s authorization, execution and delivery of the
Indenture and the genuineness of signatures and certain factual matters, all as
stated in the letter of such counsel dated September 23, 2018, which has been filed
as Exhibit 5.3 to Bank of Montreal’s Form 6-K filed with the SEC and dated
September 23, 2018.

In the opinion of Morrison & Foerster LLP, when the pricing supplement has been
attached to, and duly notated on, the master note that represents the notes, and the
notes have been issued and sold as contemplated by the prospectus supplement and
the prospectus, the notes will be valid, binding and enforceable obligations of Bank
of Montreal, entitled to the benefits of the Senior Indenture, subject to applicable
bankruptcy, insolvency and similar laws affecting creditors’ rights generally,
concepts of reasonableness and equitable principles of general applicability
(including, without limitation, concepts of good faith, fair dealing and the lack of
bad faith). This opinion is given as of the date hereof and is limited to the laws of
the State of New York. This opinion is subject to customary assumptions about the
Trustee’s authorization, execution and delivery of the Senior Indenture and the
genuineness of signatures and to such counsel’s reliance on the Bank and other
sources as to certain factual matters, all as stated in the legal opinion dated
September 23, 2018, which has been filed as Exhibit 5.4 to the Bank’s Form 6-K
dated September 23, 2018.
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